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

Publication of Advance Income Tax Rulings 
Further  to our  announcement in  Income Tax Technical  News No 7 
of  February 21,  1996,  that  a l l  advance income tax ru l ings would 
be publ ished,  the Department  has decided to publ ish,  in  severed 
e lectronic format,  a l l  ru l ings issued af ter  January 1,  1996.  The 
procedures for  th is  new process wi l l  be out l ined in Informat ion 
Circular  IC-70-6R3 which wi l l  be re leased short ly.  In the inter im, 
the fo l lowing wi l l  occur.  Af ter  the ru l ing requested is  issued,  a 
severed vers ion wi l l  be forwarded to  the taxpayer or  representat ive 
for  approval .  We wi l l  ask for  conf i rmat ion that  the severed ru l ing 
does not  d i rect ly or  indi rect ly reveal  the ident i ty  of  the taxpayer 
and that  the taxpayer is  sat is f ied that  the conf ident ia l i ty of  the 
taxpayer ’s  informat ion has been protected.  Af ter  approval  is  granted,  
the severed ru l ing wi l l  be re leased in e lectronic format to publ ishers 
of  tax informat ion and wi l l  a lso be avai lable for  v iewing in the reading 
rooms of  Revenue Canada tax serv ices of f ices.  
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Bankrupt Corporation – Change of Fiscal Period 
Paragraph 128(1)(d)  of  the INCOME TAX ACT ( the "Act")  deems the 
taxat ion year  of  a corporat ion to have ended on the day immediate ly 
before the day on which the corporat ion became a bankrupt  and 
deems a new taxat ion year to have commenced on the day the 
corporat ion became a bankrupt .  Pursuant  to subsect ion 248(1)  of  
the Act ,  "bankrupt"  has the meaning assigned by the BANKRUPTCY 
AND INSOLVENCY ACT.  

Unl ike paragraph 249(4)(d)  and subparagraphs 128.1(1)(a)( i i )  
and 128.1(4)(a)( i i )  o f  the Act ,  the deeming prov is ion in 
paragraph 128(1)(d)  of  the Act  does not  deem the f iscal  per iod of  
the corporat ion to end.  There is  a lso no provis ion in the Act  which 
deems a corporat ion that  becomes a bankrupt  not  to have establ ished 
a f iscal  per iod before that  t ime.  Therefore the f iscal  per iod previously 
establ ished pursuant  to the def in i t ion thereof  in  subsect ion 248(1)  of  
the Act  (subsect ion 249.1(1)  for  f iscal  per iods that  begin af ter  1994) 
wi l l  cont inue to be the f iscal  per iod of  the corporat ion for  taxat ion 
years subsequent  to i t  becoming a bankrupt .  Ef fect ive the date of  
th is  Newslet ter ,  a corporat ion that  becomes a bankrupt  must  obta in 
approval  f rom the Department  to change i ts  f iscal  per iod as out l ined 
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in  paragraph 4 of  Interpretat ion Bul let in  IT-179R, CHANGE OF 
F ISCAL ERIOD.  

Since subparagraph 5(c)  and paragraph 10 of  IT-179R no longer 
ref lect  the Department ’s  v iew wi th respect  to the f iscal  per iod of  
a corporat ion that  has become a bankrupt ,  IT-179R wi l l  be rev ised.  

Proceeds of Sale of a Condominium – First Closing 
Date or Second Closing Date 

I t  is  common pract ice for  condominium developers to a l low purchasers 
to occupy condominium uni ts  pr ior  to the regist rat ion of  the bui ld ing 
under the re levant  condominium statute.  This pract ice general ly 
involves two c los ings:  one at  the t ime the purchaser occupies the 
uni t  and another  at  the t ime of  regist rat ion of  the bui ld ing.  

In response to Quest ion 25 of  the 1987 Round Table of  the Canadian 
Tax Foundat ion Annual  Conference,  the Department  s tated that  
income should be repor ted in accordance wi th accepted commercia l  
pract ice as used in comput ing income for  f inancia l  s tatement 
purposes,  provided that  pract ice is  legal ly permissib le and not  
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contrary to a speci f ic  provis ion in the INCOME TAX ACT.  The 
Department  fur ther  s tated that ,  in  the absence of  convincing 
arguments to the contrary,  income f rom the sale of  the 
condominiums should be reported at  the f i rs t  c los ing.  

Further  to the decis ion in 141224  CANADA LTD.  V .  THE QUEEN,  95 
DTC 385,  [1995]  1 C.T.C.  2947,  the Department  is  now of  the v iew 
that  i f  the vendor does not  have the r ight  to the payment of  the sale 
pr ice before the second c los ing date,  the amounts do not  have the 
character is t ics of  revenue and,  therefore,  these amounts wi l l  not  be 
taxable unt i l  they are legal ly receivable.  This new interpretat ion wi l l  
take ef fect  as of  the date of  th is Newslet ter .  

I f  the sel ler  has a legal  r ight  to receive the proceeds at  the f i rs t  
c los ing date,  the Department  is  s t i l l  o f  the v iew that  income f rom the 
sale of  the condominiums should be reported at  the f i rs t  c los ing date.  
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Pre-delivery service of new vehicles – Interpretation 
Bulletin IT-145R 

Paragraph 49 of  IT-145R, Canadian Manufactur ing and Processing 
Prof i ts  – Reduced Rate of  Corporate Tax ,  ment ions that ,  in  the case 
of  new vehic les,  the pre-del ivery serv ice act iv i t ies would qual i fy for  
the manufactur ing and processing prof i ts  deduct ion under 
sect ion 125.1 of  the INCOME TAX ACT.  

This interpretat ion was based on FEDERAL FARMS LTD . ,  66 DTC 5068,  
[1966]  C.T.C.  62.  Since that  case,  other  cases have deal t  wi th the 
meaning of  "manufactur ing" or  "processing,"  inc luding TENNECO 
CANADA INC . ,  91 DTC 5207,  [1991]  1 C.T.C.  323 in which the Court  
indicated or  reaf f i rmed:  

(a)  wi th regard to the meaning of  manufactur ing,  whether raw or  
prepared mater ia l  was used to produce ar t ic les "by g iv ing 
these mater ia ls  new forms,  qual i t ies or  propert ies;"  

(b)  wi th regard to the meaning of  processing,  that :  

(A)  "processing occurs when raw or  natura l  mater ia ls  are 
t ransformed into saleable i tems.  Such raw or  natura l  
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mater ia ls  are unsaleable,  or  would sel l  for  a lesser pr ice,  
in  thei r  unprocessed state,"  and  

(B)  " the two tests for  determining whether a taxpayer processes 
goods are:  

( i )  whether there is  a change in the form, appearance or  other  
character is t ics of  the goods subject  to the operat ion,  and 

( i i )  whether the product  becomes more marketable."  

The Court  in TENNECO CANADA INC .  ind icated,  at  DTC 5209-5210,  
C.T.C.  327,  what  type of  operat ions come wi th in  the meaning of  
"manufactur ing"  or  "processing":  

"The nature of  the modern commercia l  wor ld is  that  goods of ten 
pass through many hands before they reach consumers.  At  each 
stage,  minor a l terat ions may be made to the goods,  before they 
progress through the commercia l  chain.  The benef i t  o f  the incent ive 
cannot  be c la imed by each of  the handlers merely because they 
a l tered the goods in some smal l  way.  Only those operat ions which 
s igni f icant ly change the character is t ics of  the goods can t ru ly be 
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descr ibed as "manufactur ing"  or  "processing" so as to qual i fy for  
the specia l  tax incent ives."  

Based on the above,  the Department  has reviewed i ts  posi t ion and 
is  now of  the v iew that  in  the case of  pre-del ivery serv ice of  new 
vehic les where there is  no real  change in the form, appearance or  
character is t ics of  the vehic les,  the pre-del ivery serv ice does not  
create a new product ,  nor  make vehic les more saleable,  usable or  
marketable.  Accordingly,  th is  serv ice cannot  be considered to  come 
wi th in the meaning of  "manufactur ing or  processing."  Consequent ly,  
the pre-del ivery serv ice act iv i t ies wi l l  no longer qual i fy for  the 
manufactur ing and processing deduct ion for  taxat ion years 
commencing af ter  the date of  th is  Newslet ter .  The sentence in 
paragraph 49 of  IT-145R ".  .  .  in  the case of  new vehic les the 
pre-del ivery serv ices act iv i t ies would a lso qual i fy"  wi l l  be de leted 
in the next  rev is ion of  IT-145R. 

Treatment of United States Unitary State Taxes 
Canadian corporat ions wi th U.S.  af f i l ia tes can be l iable for  a state ’s  
uni tary tax on i ts  sales in that  par t icu lar  s tate whether the Canadian 
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corporat ion has or  does not  have a permanent  establ ishment 
in  the U.S.  

I t  is  the Department ’s  v iew that  a par t icu lar  s tate ’s  uni tary tax may 
only be reasonably regarded as an income or  prof i ts  tax in  respect  
of  the income of  the taxpayer f rom any business carr ied on by the 
taxpayer in  the business country wi th in the meaning of  "business-
income tax"  as def ined in subsect ion 126(7)  of  the INCOME TAX ACT 
i f  the uni tary tax is  computed on the net  business income of  the 
Canadian corporat ion at t r ibutable to that  s tate f rom carrying on 
business in that  s tate.  For  instance, i f  the uni tary tax paid represents 
the annual  minimum franchise tax or  is  computed on a basis which 
does not  at tempt to a l locate income to the par t icu lar  s tate,  such tax 
would not  sat is fy the requirements of  subsect ion 126(2)  of  the Act .  
However,  such tax would l ike ly be deduct ib le in comput ing the 
taxpayer ’s  income pursuant  to subsect ion 9(1)  of  the Act  as an 
expense for  the purpose of  earning income. 

A decis ion as to whether  a par t icu lar  s tate ’s  uni tary tax can be 
regarded as an income or  prof i ts  tax can only be taken af ter  a 
rev iew of  the appl icable state legis lat ion.  
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The Department  has several  concerns re lat ing to th is  issue.  For  
instance,  for  purposes of  fore ign tax credi ts ,  in  order  for  a tax to 
qual i fy as a "business- income tax"  as def ined in subsect ion 126(7)  
of  the Act ,  the tax must  be paid  by the Canadian corporat ion.  This 
would not  be the case i f  the actual  l iab i l i t y for  payment of  the uni tary 
tax l ies wi th  an af f i l ia ted corporat ion.  Where the Canadian corporat ion 
would not  be l iable to the uni tary tax on i ts  sales into a par t icu lar  
s tate were i t  not  for  the act iv i t ies of  i ts  U.S.  af f i l ia te(s)  in  the state,  
i t  would be arguable that  the tax is  in  respect  of  the Canadian 
corporat ion’s investment in  i ts  U.S.  af f i l ia te(s)  rather  than f rom any 
business carr ied on by the taxpayer in  the fore ign country.  
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