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There is the common adage that nothing in life is free.  Well, does that extend to tax? Is nothing in life tax-free? 
The simple, and well-received answer is no. There is a surprising variety of income and benefits an individual 
can receive that are not subject to tax in Canada.  

In some cases, there are specific rules in the Income Tax Act which exempts income from certain sources. In 
other cases, amounts received simply may not fall within the provisions of the Act, and are therefore not subject 
to tax.  Regardless of how one cuts it, understanding when one can avoid a large tax bill, legally and legitimately, 
can be very valuable. 

In this issue of Canadian Tax Planner, we will discuss some of the more well-known, and a few not so well-
known sources of income that can be received tax-free by an individual. 

More specifically, we will discuss:

• PART 1: Good Luck – Lottery, Prizes, Gifts and Windfalls 

• PART 2: Employment Related Payments and Benefits 

• PART 3: Insurance and Other Types of Compensation Payments

• PART 4: Government, Familial and Other Payments
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Lottery Winnings

Most winnings from a lottery are not subject to tax.  
This is the case unless the winning is considered to 
be income from employment, business or property, 
or the amount is paid out as an annuity (which 
results in part of the amount being taxable).  

A lottery is a scheme for distributing prizes by lot or 
chance among persons who have purchased a ticket 
or a right to the chance. If real skill or merit plays a 
part in determining the distribution of the prize, the 
scheme is not a lottery. A skill-testing question is not 
generally considered real skill for this purpose.   

A winner of a lottery is deemed to have acquired 
the prize at a cost equal to its fair market value at 
the time of acquisition. 

This would be relevant, for example, for lottery prizes 
other than cash, such as a car, boat, house or trip.  
If the non-cash prize is subsequently sold, there will 
be no capital gain unless the prize is sold for more 
than its deemed cost base. This is also relevant for 
lottery winnings paid out as an annuity. The cost, 
which is calculated as the fair market value of the 
annuity when acquired, is tax-free, however any 
additional amount accrued as interest is taxable. 
Each annuity payment is comprised of the tax-free 
cost and the taxable interest. 

Gambling 

Most individual’s gambling winnings are not 
taxable. If, however, an individual is considered to 
be carrying on a business through their gambling 
activities, any winnings are considered taxable (and 
similarly, losses and expenses are deductible). 

Determining whether an individual is carrying on a 
gambling business is a question of fact that can 
only be determined by evaluating the individual’s 
entire conduct. Such factors to consider, include:

• the degree of organization in the activity;

• whether the individual has special knowledge 

or inside information that helps the individual 
reduce the element of chance;

• the individual’s intention to gamble for pleasure 
as compared to gambling for profit; and 

• the extent of the individual’s gambling activities 
(including the number and frequency of bets). 

U.S. Lottery & Gambling

While most lottery and gambling winnings are not 
taxable in Canada, those who win these amounts 
in the U.S are not as lucky. Canadians who win 
these prizes in the U.S. are usually subject to a 
30% withholding tax (paid to the IRS) on their 
winnings. While gambling winnings are taxable in 
the U.S., Canadians can file a U.S. tax return to 
offset provable gambling losses from the gains (as 
provided for by the Canada-U.S. Tax Treaty).  

Windfalls

Windfalls are not subject to tax.  Determinations 
of whether a receipt is a windfall should be done 
on a case-by-case basis. Factors that indicate a 
particular receipt is a windfall include the following:

• the recipient made no organized effort to 
receive the payment; 

• the recipient neither sought nor solicited the 
payment;

• the recipient had no customary or specific 
expectation to receive the payment;

• the recipient had no reason to expect the 
payment to occur;

• the recipient had no enforceable claim to the 
payment;

• the payment was from a non-customary source 
of income for the recipient;

• the payment was not for property, services, or 
anything else provided by the recipient; and 

PART 1: Good Luck – Lottery, Prizes, Gifts and Windfalls
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• the payment was not earned by the recipient as 
a result of any activity or pursuit.  

Pool System Betting 

Cash winnings from a pool system of betting are 
not generally taxable. Pool betting is considered 
to be a pool of any combination of two of more 
professional athletic contests or events.  

Gifts 

Recipients of a gift are not generally subject to tax on 
the gift. Determining whether a transfer of property 
is a gift or not can be challenging. The Courts have 
found that a bona fide real gift exists when: there 
is a voluntary transfer of property; the donor freely 
disposes of their property to the donee; and the 
donee confers no right, privilege, material benefit or 
advantage to the donor or someone selected by the 
donor. 

Also, note that gifts of U.S. real or tangible property, 
or gifts from U.S. persons, may be subject to the 
U.S. gift tax.  Tax issues may arise under other 
countries’ rules as well.

Voluntary payments or transfer of benefits received 
in the course of carrying on a business are taxable 
to the business. This may be the case, where, for 
example a business uses crowdfunding as a means 
to raise funds for the development of a new product 
and the contributors do not receive any form of 
equity. Similarly, tips and gratuities are taxable to 
the recipient. 

Inheritance 

Inheritances in Canada are not taxable. Upon an 
individual’s death, income and capital gains (or 
deemed capital gains) earned or accrued to the 
date of death are taxed on the deceased individual’s 
terminal tax return. 

Income received, or capital gains realized, after 
death are subject to tax in the estate.  However, 
when these amounts are paid or payable to a 
beneficiary, they become taxable to the beneficiary 
instead of the estate. This is the case even where 
an amount payable has not yet been disbursed to 
the beneficiary.  Prior to 2016, the estate could 
elect to have this income taxed in the estate, rather 
than to beneficiary. However, recent rule changes 
have significantly limited this ability. As such, it is 
much more common for a beneficiary to be subject 
to tax on amounts paid or payable to them, where 
in the past, the estate may have paid the tax.  In 
other words, while there is no “inheritance tax” per 
se, a number of inherited assets can come with tax 
consequences.  One common example is where a 
CPP/QPP death benefit was received by the estate 
but was payable to a beneficiary. The amount would 
be included in the beneficiary’s income although 
the estate holds the asset. 
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Caution! While there is no tax consequence 
to the recipient of a gift, the donor may be 
subject to tax. For example, the donor would 
be deemed to dispose of the gift at fair market 
value at the time of the gift. If this exceeds the 
cost base of the asset, the donor would be 
subject to capital gains tax.  While this may 
not be an issue if one gifts a depreciated asset 
such as a used car, the tax consequences can 
be significant if they gift something that has 
appreciated, such as real property. 

Additional rules exist to prevent abusive income 
splitting transactions among related persons. 
For example, if an individual gifts an asset such 
as shares of a company to their spouse, the 
dividends on those shares would be taxable 
to the donor of the shares rather than the 
recipient. 

Tip! Taxpayers under review by CRA for 
unreported income will sometimes assert they 
received funds from tax-free sources.  CRA is 
often quite skeptical of such claims, so ensuring 
the source of any tax-free funds is supported 
by appropriate documentation is prudent.
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Generally, any amount or benefit received by virtue 
of an individual’s employment is taxable to the 
individual. There are however, some exceptions, 
discussed below. 

Death Benefit  

A death benefit is a payment received subsequent 
to the death of an employee, in recognition of the 
deceased employee’s services. Up to $10,000 can 
be received by the estate or beneficiaries of the 
deceased on a tax-free basis. As an employment-
related cost, this would generally be deductible to 
the payer. Deceased owner-manager employees 
can benefit from this non-taxable payment.  

Payment for Damages 

Under certain circumstances, an individual may 
leave a position because of sexual or racial 
harassment. Any payments that relate to such a 
settlement are tax-free. If an employee receives a 
lump-sum termination payment, the amount must 

be pro-rated between non-taxable and taxable 
amounts. CRA has opined that in order for damages 
to be non-taxable, it must clearly be demonstrated 
that the damages relate to actions separate from 
the loss of employment. 

Strike Pay 

A union member who is on strike or locked out does 
not need to include strike pay in their income. This 
is the case even if the member performs picketing 
duties as a requirement of the membership in the 
union. Payments to a member for services performed 
during the course of a strike are included in income 
if the member is employed by, or a consultant to 
the union.  

Gifts from an Employer 

If an individual receives a voluntary payment by 
virtue of their employment, the value of the transfer 
is generally included in the recipient’s employment 
income. 

Note that while the general rules state that gifts 
received by virtue of their employment are taxable, 
the CRA Gifts and Awards policy allows an 
employer to give an employee an unlimited number 
of non-cash gifts and awards (gift certificates are 
considered cash for this purpose) with a combined 
total value of $500 or less annually as non-taxable. 
Items of trivial value such as coffee or tea, mugs, 
or T-shirts with the employer’s logo need not be 
included in this calculation. Any amount exceeding 
this $500 limit is a taxable benefit. A separate non-
cash “long-service” award with a value of up to 

Tip! CRA has noted that the determination 
of whether an individual is an employee is 
a question of fact. The fact that an owner-
manager who received salaries for several 
years but was only paid dividends in the two 
years prior to death would not automatically 
mean that no death benefit could be received. 
It would be more difficult to support an 
employment relationship where the individual 
never received employment income from the 
corporation.

PART 2: Employment Related Payments and Benefits

Prize for Achievement 

A prize for achievement in a field normally carried 
on by the taxpayer is generally taxable. One 
exception is a prescribed prize which is recognized 
by the general public and that is awarded for 
meritorious achievement in the arts, science or 

service to the public. Determination of whether a 
prize is prescribed or not must be done on a case-
by-case basis. For example, CRA has opined that 
the Polanyi Prize in Ontario would qualify, while 
performance awards athletes received from the 
Athlete Excellence Fund would not.
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$500 can be provided once every five years per 
employee.

Detailed rules surround this administrative 
concession and should be evaluated prior to 
implementing this type of employment program.    

Disaster Relief Payments 

Financial assistance payments that an employer 
makes to their employee is not taxable if the amount 
was received by the person in their capacity as an 
individual and not an employee.  

CRA considers the amount to be received in the 
recipient’s capacity as an individual if all of the 
following conditions are met: 

• the recipient was affected by a disaster; 

• the payment is philanthropic and intended to 
compensate for personal losses or damage 
suffered during a disaster; 

• the payment is made in a reasonable period of 
time following the disaster; 

• the payment is voluntary, reasonable and bona 
fide; 

• the recipient deals at arm’s length with the 
employer (certain persons may still be eligible 
where the facts demonstrate that the payment 
was made on an arm’s length basis); 

• the payment is not based on employment 
factors such as performance, position or years 
of service; 

• the payment is not made in exchange for past or 
future employment services or to compensate 
for loss of income; 

• the payment is not in respect of regular salary 
for a period in which the individual is unable to 
report to work due to a disaster; and 

• the employer does not claim a business 
deduction in respect of the payment. 

Employee Prizes 

Where an employee wins a prize from their employer, 
the winnings are generally taxable as employment 
income. However, if the employees account for only 
a small percentage of the total participants, have no 
advantage over other participants, and are subject 
to the same contribution requirements as other 
non-employees, winnings are likely non-taxable. 

Other Non-Taxable Employment Benefits 

There are a number of other non-taxable 
employment benefits that an employee may receive.  
Some of them include: employer contributions to 
a private health services plan, registered pension 
plan, or certain other plans; an in-house fitness 
facility available to all employees; a reasonable 
allowance (which must satisfy a number of criteria) 
in respect of an employee’s personal vehicle use 
for employment purposes; other reasonable travel 
allowances (which also must satisfy a number of 
criteria) where an employee is working away from 
the employer’s municipality where the individual 
ordinarily worked; and an allowance in respect of 
board, lodging, and transportation to a “special 
work site” or a “remote work site”.   

For further discussion on the above and other 
employment benefits and allowances, see Canadian 
Tax Planner March 2015, Selected Employment 
Benefits, and January 2017, Travel, Board and 
Lodging Allowances. See also CRA Folio S2-
F3-C2, Benefits and Allowances Received from 
Employment. 

Reimbursements from Employer 

Provided the reimbursement relates to an amount 
the employee incurred to carry out their duties of 
employment, and the employee has proper records 
to support the expense, the reimbursement is not 
taxable.
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Disability Insurance Payments 

The taxability of disability insurance benefit 
payments depends on who paid the premiums for 
the plan, and on the types of benefits received.  
See below for a summary chart. 

Who Paid 
Premiums 

Periodic or 
Lump Sum 
Payment

Tax Impact 
on Benefit 
Payout 

All 
premiums 
paid by 
insured 
individual

Periodic Not Taxable 

Lump Sum Not Taxable 

Some or all 
premiums 
paid by 
employer 

Periodic Taxable 

Lump Sum 

Can be taxable, 
non-taxable or a 
mix, depending 
on the case (see 
notes below). 

Only benefits payable on a periodic basis can 
be taxable. A common example is a wage loss 
replacement plan, which pays a portion of the 
individual’s regular earnings during a period when 
illness or injury prevents the insured individual from 
working. Lump sum payments are generally not 
taxable. In recent years, critical illness insurance, 
which pays a single benefit payment if an individual 
is diagnosed with certain health conditions, has 
become more popular.

Note that the question is whether the payments were 
payable on a periodic basis. If a policy provides for 
periodic payments which would be taxable, a lump 
sum settlement may still be taxable, determined on a 
case-by-case analysis.  Generally, the Courts have 
found that the portion of any lump sum settlement 
relating to the periodic payment of disability insurance 
benefits which should have been paid prior to the 
settlement of the disability claim (that is, benefits 
which are in arrears) will still be taxable. However, 
any portion of the lump sum settlement paid in lieu of 
periodic benefits which would otherwise have been 
receivable in the future is not taxable.  

If the insured individual paid all of the premiums 
(e.g. via a direct payment, or if paid by an employer, 
including their own corporation, these payments 
were reimbursed by the insured individual), 
disability insurance benefits will be tax-free, whether 
paid periodically or as a lump sum. If, however, the 
employer pays any portion of the premiums, the 
periodic benefits will be taxable. In such cases, the 
employee is entitled to deduct any premiums paid 
personally to reduce the benefits subject to tax. 

Premiums paid by the employer will be a taxable 
benefit where the benefits under the plan are not 
periodic. That is, if the benefits will be taxable, the 
employer-paid premiums are not taxable to the 
employee.  If the benefits under the plan would be 
a tax-free lump sum, employer-paid premiums are 
taxable to the employee.

Life Insurance Payments

Most amounts received from a life insurance 
policy following someone’s death are tax-free. If 
an individual cashes out their policy before death, 
there will likely be a tax consequence. Also, note 
that one may borrow from one’s life insurance policy 
to access cash quickly, however, there may be a tax 
consequence, depending on the circumstance. 

Payments for Personal Injury or Death 

Receipts of payments for personal injury or death 
related to special or general damages are tax-free to 
the injured person or his or her dependants.  Such 
payments may include amounts for: out of pocket 
expenses for medical and nursing care; future 
loss of earnings; pain and suffering; shortened life 
expectancy; or even the loss of financial support 
caused by the death of the supporting individual. 

There are two exceptions to this rule. Any amounts 
received from an employer, that may be considered 
to be income from employment would be taxable. 
Also, worker’s compensation benefits would be 
included in the employee’s income, but an offsetting 
deduction is available to eliminate the amount from 

PART 3: Insurance and Other Types of Compensation Payments



WARNING: This information is for educational purposes only. As it is impossible to include all situations, circumstances and exceptions in a newsletter such as this, a 
further review should be done by a qualified professional. No individual or organization involved in either the preparation or distribution of this letter accepts any contractual, 
tortuous, or any other form of liability for its contents or for any consequences arising from its use. Photocopying, replication or any other reproduction of the information 
contained within the newsletter, for any reason, other than a single page for reference only is strictly prohibited. Copyrighted © Video Tax News Inc. 2017. Date of Issue – 
September 2017. This periodical is published six times per year in January, March, May, July, September and November.

7

PART 4: Government, Familial and Other Payments

Certain Government Benefit Payments

Any GST/HST credit, Canada child benefit or 
Canada child tax benefit payments, including those 
from related provincial and territorial programs, 
are non-taxable. Social assistance payments 
for foster care are also generally excluded from 
income.  Other amounts, such as social assistance 
payments, worker’s compensation benefits, and 
guaranteed income supplements are not taxable.  
However, they will likely impact other income tested 
benefits (such as old age security) and should 
therefore be reported on one’s personal tax return.  

Child and Spousal Support Payments 

While determining whether child and spousal 
support amounts are taxable to the recipient and 
deductible to the payer can be complicated and 
nuanced, we will outline the basic rules below.  

If it is determined that the payment is deductible 
for the payer, it is normally taxable to the recipient. 
In the reverse scenario, if it is not deductible to the 
payer, it is normally not taxable to the recipient.  

Tip! CRA tends to examine the deduction of 
these payments when claimed on a personal 
tax return. Ensure all your documents are in 
place prior to making this claim. 

Spousal Support Payments 

In order for spousal support payments to be 
deductible to the payer, and therefore taxable to 
the recipient, the following conditions must be met:

• the amount is payable on a periodic basis (in 
some limited cases, lump-sum payments may 
still qualify, such as where a lump-sum payment 
is made in respect of arrears payments for 
amounts payable periodically after the date of 
the Court Order or Written Agreement);

• it is for the maintenance of the recipient;

• the recipient has discretion to its use;

• the parties are living separate and apart due to 
a breakdown of their relationship; and

• the amount is receivable under a Written 
Agreement or Court Order. 

If these conditions are not met, the amount is not 
taxable to the recipient, and correspondingly, not 
deductible to the payer. 

Child Support Payments 

Generally, child support payments are not taxable 
to the recipient nor deductible to the payer. If 
the child support commenced prior to 1997, the 
amounts may be taxable and deductible. 

In cases where a Court Order or Agreement doesn’t 
separately identify child and spousal support 
amounts, the full amount will be considered a child 
support amount. 

Tip! Although a Court Order or Written 
Agreement may prescribe the tax treatment 
of payments, the tax treatment will be based 
solely on the rules in the Income Tax Act.

taxable income.  While the worker will not pay 
tax on the amount, the inclusion and offsetting 
deduction may impact the worker’s other income 
tested benefits such as old age security. 

Payments for Crime Compensation Awards 

An award from a provincial Criminal Injuries 
Compensation Board is not taxable. If the damages 

result from incidents that happened during the 
period an individual was at work, he or she may 
receive a payment for damages from the employer. 
Although most payments from an employer are 
taxable, these payments are not, provided that 
the amount is not in excess of a fair valuation of 
damages suffered.
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CONCLUSION

Scholarships 

A scholarship or bursary received by a qualifying 
student in a qualifying program is generally fully 
exempt from tax. This generally includes money or 
its equivalent to enable study at a school, college 
or university. The scholarship exemption in respect 
of qualifying part-time studies is limited to the cost 
of and materials for the program. Where the full 
exemption is not available, a $500 basic exemption 
of the scholarship may be available. 

Elementary and secondary school scholarships and 
bursaries are not generally taxable. Post-doctoral 
fellowships are generally taxable. 

Further information on employer’s scholarship 
program can be found in Canadian Tax Planner 
January 2015, Employment Education, Training and 
Scholarships.

Payments to Aboriginal and First Nations 

The Indian Act exempts status Indians from 
tax on income earned on a reserve or that is 
considered to be earned on a reserve, as well as 
to goods bought on, or delivered to, a reserve.  
The determination of whether income is situated 
on a reserve is nuanced, however, one must look 
at whether there are sufficient connecting factors 
to the reserve. For example, connecting factors 
related to employment income can include: where 
the taxpayer lives; where the work is done; the 

nature of the benefit to the reserve; and the type of 
work. CRA has published a number of Guidelines 
(see https://www.canada.ca/en/revenue-agency/
services/aboriginal-peoples/indian-act-exemption-
employment-income-guidelines.html#2) outlining 
factors to consider with respect to employment 
income. 

Income Earned in a Tax-Free Savings Account 
(TFSA) 

Most amounts earned in a TFSA are non-taxable. 
However, a TFSA is not permitted to carry on a 
business, and income from a business would be 
fully taxable.  CRA has recently reviewed a number 
of TFSAs which have actively traded in securities 
to assess whether the trading activities constitute 
a business.

Proceeds on Sale of Principal Residence 

Capital gains realized on the sale of an individual’s 
principal residence are not generally subject to tax.  
There are a wide range of rules associated with 
this exemption and should be carefully examined 
prior to disposing of, or even acquiring a residential 
property. 

Tip! Starting in the 2016 tax year, taxpayers 
who dispose of their principal residence will be 
required to disclose basic information on the 
property in order for the disposition to not be 
subject to tax.

As can be seen, there are a number of ways an individual can receive tax-free assets. Understanding, and, if possible, 
planning to receive amounts which fall into one of the above tax-free categories, can be a simple way to save a 
significant amount of tax.


