
 

 

Income Tax 
Technical News 

No. 17 

 Apr i l  26,  1999 www.cra.gc.ca 
 

 
Canada  Revenue  
Agency  

Agence  du  revenu  
du  Canada   





In This Issue 

Appl icat ion of  Paragraph 81(1)(h)  of  the INCOME TAX ACT TO 
Employment Income

Loans of  Property as a Gi f t

Income Tax Rul ings and Interpretat ions Directorate Telephone Inquiry  
Serv ice

The INCOME TAX TECHNICAL NEWS is  produced by the Pol icy and 
Legis lat ion Branch.  I t  is  provided for  in format ion purposes only and 
does not  replace the law. I f  you have any comments or  suggest ions 
about  the matters d iscussed in th is  publ icat ion,  p lease send them to:  

Director ,  Business and Publ icat ions Div is ion 
Income Tax Rul ings and Interpretat ions Directorate 
Pol icy and Legis lat ion Branch 
Revenue Canada 
25 Nicholas Street  
Ot tawa ON  K1A 0L5 

–  1  –  



The INCOME TAX TECHNICAL NEWS can be found on the Revenue 
Canada Internet  s i te at :  www.rc.gc.ca  

Application of Paragraph 81(1)(h) of the Income 
Tax Act to Employment Income 

Under paragraph 81(1)(h)  of  the INCOME TAX ACT,  cer ta in socia l  
assis tance payments are not  inc luded when calculat ing a taxpayer 's  
income i f  a l l  o f  the condi t ions set  out  in  the paragraph are met.  In  
addi t ion,  the amount  must  be paid to an indiv idual ,  o ther  than a t rust ;  
the amount  must  const i tu te a socia l  assistance payment ord inar i ly  
made on the basis of  a means,  needs,  or  income test  under a program 
provided for by an Act of  Par l iament or of  the legis lature of  a province; 
the amount  must  be received d i rect ly  or  indi rect ly  by the taxpayer for  
the benef i t  o f  another  indiv idual ,  o ther  than the taxpayer 's  spouse or  
a person who is  re lated to the taxpayer or  to the taxpayer 's  spouse;  
the amount  must  not  const i tu te fami ly  a l lowance or  any s imi lar  
a l lowance payable in respect  of  the other  indiv idual ;  and the other  
indiv idual  must  res ide in the taxpayer 's  pr inc ipal  p lace of  res idence,  
or  the taxpayer 's  pr inc ipal  p lace of  res idence is  mainta ined for  use as 
the res idence of  that  other  indiv idual .  
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Socia l  ass is tance payments are somet imes made through a non-prof i t  
organizat ion responsib le for  rec ip ients and foster  homes.  In these 
s i tuat ions,  we were of  the v iew that  the reasonable per  d iem payments 
paid by the non-prof i t  organizat ion were not  required to be inc luded in 
the income of  the indiv idual  responsib le for  the foster  home because 
of  the appl icat ion of  paragraph 81(1)(h)  of  the Act .  However,  we were 
of  the v iew that  paragraph 81(1)(h)  could not  apply to the base 
amount  payments made by the non-prof i t  organizat ion i f  an employee-
employer re lat ionship ex is ted between the organizat ion and the 
indiv idual  responsib le for  the foster  home. In such cases,  we 
considered the amounts received by the indiv idual  responsib le for  the 
foster  home to be employment income taxable under sect ion 5 of  the 
Act  and that  paragraph 81(1)(h)  d id not  apply s ince the amounts were 
not  socia l  assistance benef i ts  paid for  the benef i t  o f  another  
indiv idual .  

We have recent ly  rev iewed our posi t ion and have arr ived at  the 
conclus ion that  paragraph 81(1)(h)  of  the Act  can apply to base 
amount  payments made by a non-prof i t  organizat ion to an indiv idual  
responsib le for  a foster  home, even when the amount  has the features 
of  employment income. Paragraph 81(1)(h)  s tates that  the payment 
can be received indi rect ly  by the indiv idual ,  and,  in  our  v iew, an 
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amount  paid to enable the indiv idual  responsib le for  the foster  home 
to care for  and support  the rec ip ients,  and assist  them in order  to 
promote thei r  socia l  in tegrat ion and fami ly  in tegrat ion,  is  an amount  
paid for  the benef i t  o f  the other  indiv idual .  However,  i t  is  necessary 
to ensure that  a l l  o f  the other  condi t ions for  the appl icat ion of  
paragraph 81(1)(h)  are met.  

Canada Pension Plan contr ibut ions are not  required to be remit ted 
in respect  of  the base amount  payments made by the non-prof i t  
organizat ion.  However,  employer  and employee Employment 
Insurance premiums must  cont inue to be deducted and remit ted on 
these amounts.  

This new posi t ion is  ef fect ive immediate ly  and,  in  keeping wi th our  
normal  pol icy,  wi l l  apply to a l l  fu ture assessments and reassessments.  

Loans of Property as a Gift 
The Department  has g iven opin ions that  the loan of  a property to a 
registered char i ty  could resul t  in  a g i f t  to  the char i ty  for  purposes of  
sect ions 110.1 and 118.1 of  the INCOME TAX ACT.  This posi t ion was 
recent ly  reconsidered.  
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I t  is  now our posi t ion that  the loan of  property ( inc luding money) is  
not  a g i f t  for  purposes of  sect ions 110.1 and 118.1 of  the Act .  To 
const i tu te a g i f t ,  i t  is  general ly  understood that  there must  be a 
voluntary t ransfer  of  property wi thout  considerat ion.  I t  is  the 
Department 's  posi t ion that  the term " t ransfer"  has to involve more 
than the mere grant ing of  a r ight  to use property  for  a l imi ted per iod 
of  t ime.  In other  words,  a loan of  property does not  const i tute a 
t ransfer  of  property.  

This change in posi t ion is  consis tent  wi th the t reatment  of  in terest-
f ree loans to registered char i t ies.  That  is ,  an interest- f ree loan by a 
taxpayer to a registered char i ty  does not  resul t  in  a donat ion receipt  
in  respect  of  the fa i r  market  value interest  on such a loan.  

Consistent  wi th the approach suggested for  contr ibut ions of  serv ices 
in paragraph 15(d)  of  Interpretat ion Bul let in  IT-110R3, GIFTS AND 
OFFIC IAL  DONATION RECEIPTS,  there is  noth ing to prevent  a char i ty  
f rom paying rent  or  in terest  on a loan of  property and later  accept ing 
the return of  a l l  or  a por t ion of  the payment as a g i f t ,  prov ided i t  is  
returned voluntar i ly .  The donor in  such an arrangement would have to 
account  for  the taxable income that  would be real ized.  
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This new posi t ion is  ef fect ive immediate ly ,  and,  in  keeping wi th our  
normal  pol icy,  wi l l  apply to a l l  fu ture assessments and reassessments 
wi th respect  to a loan of  property  made af ter  the date of  th is  
newslet ter .  

Income Tax Rulings and Interpretations Directorate 
Telephone Inquiry Service 

In  addi t ion to provid ing advance income tax ru l ings for  a fee and 
wr i t ten technical  in terpretat ions,  the technical  specia l is ts  in  the 
Income Tax Rul ings and Interpretat ions Directorate provide a 
te lephone inquiry  serv ice to the publ ic  for  quest ions on interpretat ion 
of  income tax provis ions.  Taxpayers and tax pract i t ioners should f i rs t  
seek advice and assistance on interpret ive matters at  Revenue 
Canada's tax serv ices of f ices (TSO).  This inc ludes s i tuat ions of  a 
par t icu lar  taxpayer that  are under rev iew or  appeal .  I f  the TSO is  
unable to fu l ly  respond to a general  inqui ry ,  the cal l  may be d i rected 
to the Income Tax Rul ings and Interpretat ions Directorate.  

The Directorate accepts cal ls  24 hours a day,  wi th voice mai l  serv ice 
outs ide business hours.  To help us provide a bet ter  serv ice wi th our  
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scarce resources,  the cal ler  wi l l  be asked to provide the fo l lowing 
informat ion d i rect ly  to the ru l ings of f icer ,  or  leave the fo l lowing 
informat ion in a deta i led message in the ru l ings of f icer 's  voice 
mai lbox:  

1)  the speci f ic  inquiry,  

2)  the re levant  provis ions of  the INCOME TAX ACT,  and 

3)  the deta i ls  of  the cal ler 's  research and f indings wi th respect  to 
the inqui ry .  

I t  should be noted that  our  te lephone inqui ry  serv ice is  set  up to 
respond to speci f ic  quest ions based on interpret ive posi t ions 
previously taken by the Department  and not  to provide general  tax 
informat ion.  

Rul ings of f icers wi l l  re turn cal ls  on a f i rs t  come f i rs t  served basis 
dur ing business hours,  general ly  on the same or  next  business day 
depending on the volume of  cal ls .  I f ,  a t  the outset ,  i t  is  c lear  that  an 
inquiry  would require more than 30 minutes to research and respond,  
the cal ler  wi l l  be requested to submit  the inqui ry  in  wr i t ing.  I t  is  
expected that  a par t icu lar  te lephone inquiry  should not  require more 
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than 30 minutes of  the of f icer 's  t ime.  The of f icer  wi l l  per form a search 
through the Income Tax Rul ings and Interpretat ions Directorate 's  
research database to determine whether  the issues at  hand have 
previously been addressed.  When the s i tuat ion or  a s imi lar  s i tuat ion 
has previously been addressed in wr i t ing,  the of f icer  wi l l  re lay the 
response to the inquirer .  When the s i tuat ion has never been 
addressed in wr i t ing,  the cal ler  wi l l  be asked to wr i te in  to obta in an 
answer.  In th is  way,  the issue wi l l  receive appropr iate research and 
rev iew and the response wi l l  be publ ic ized so that  others wi l l  benef i t  
f rom the answer.  I t  should be noted that  a severed vers ion of  a l l  
wr i t ten responses is  p laced in  the Income Tax Rul ings and 
Interpretat ions Directorate 's  research database and may be consul ted 
at  tax serv ices of f ices '  reading rooms. Commercia l  tax publ ishers a lso 
have th is  mater ia l  avai lable in  thei r  serv ices.  

Rul ings of f icers are specia l is ts  in  thei r  respect ive areas of  income 
taxat ion.  They wi l l  be as helpfu l  as possib le and wi l l  d iscuss the 
issues when appropr iate but  when the quest ion has never been 
addressed before,  i t  must  be submit ted in wr i t ing to receive a fu l ly  
considered response.  

The te lephone number for  inqui r ies is  (613) 957-8953.  
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