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Federal Income Taxes Only

CHAPTER 20 ONLY THEORY

Residency of Individuals (30 Marks)
Residents needs to report all income from all over the world
Non residents need to report only income in Canada

RESIDENCY
Primary social and economic ties
3 Factors; 
Housing in Canada, 
Spouse, common law, bf/gf, 
Dependant kids under 18.
Secondary residential ties: 
Personal Property: furniture, car
Memberships in Canadian Associations, Professional Associations
Income earned in Canada: investment
Medicare, Driver Licence, Car Registration
Temporary Absence
Intention examined by the ties (to come back)
Residency ties outside of Canada (Housing, Cars…)
Frequency of visits to Canada
Canadian Resident; therefore, taxed on worldwide income.

What to do to become a non resident:
Sell home or lease on a long term base
Move or sell personal effects
Close bank accounts
Cancel Credit Card
Immediate family needs to move ASAP; 
Date of departure of tax payer
Date of departure of spouse and dependant
Date established residential ties outside Canada
non resident status as of latest date
Cancel all secondary ties

DEEMED RESIDENT OF CANADA
Ambassadors, armed forces, spouse and kids
Sojourner rule (183 days) in any particular year, non consecutive; Sport Players, Actors, Visiting Family.
Have to pay taxes in worldwide income for that whole year. 

PART YEAR RESIDENT
Worldwide income is calculated on the part where they are Canadian resident. 
The Personal Credit of 11,000$ base will be pro-rated on the number of months they are a Canadian Resident

NON RESIDENT
Buys housing for vacations, but has no residential ties
Invests without ties
Americans that cross the border to work for the day
Business owner has a business here but doesn’t live here
Withhold 25% of Canadian Income. Payer needs to keep 25% of all income given to the non resident to pay the tax to the government. 

Election: Files a tax return to pay the right amount of tax for a non resident instead of getting taxed 25%.

Tax Treaties between countries

2 CORPORTION: Worldwide Income Resident
Canadian Corporation; After April 26, 1965  Permanent Canadian Resident
Foreign Corporation; Mind & Management  Depending where the reunions and ideas take place

Residency of Corporation:
1. Canadian Resident; Worldwide Income 
2. Temporary Resident; Canadian Income
3. Canadian Resident; Worldwide Income
4. Where operation decision take place or where board of directory meeting in Canada.
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QUESTION 1

Part A
Dorothy is deemed resident because she is married to a Canadian armed force. She is exempt from paying Indonesia tax.
Therefore, she will be taxed on worldwide income

Part B
Alice is deemed resident because she has a sojourner rule because 4 days a week * 52 weeks = 208 days, which is more than 182 days.
Therefore, she will be taxed on worldwide income. 

Part C
Company was incorporated before April 26, 1965 and stay after April 26, 1965.
Therefore, the corporation will be taxed on worldwide income. 

Part D
Company was not incorporated in Canada. Therefore, they have temporary resident. In 2013, the Mind & Management isn’t in Canada.
Therefore, the corporation will only be taxed on Canadian income. 

Part E
He leaves on a contract but stays a Canadian Resident. He has a Canadian employer and holds economic ties. 
Therefore, he will be taxed on worldwide income. 

Part F
She has the 3 factors of primary ties because of her husband, kids and the house in Ontario. No ties outside of Canada and has a temporary absence for 2 years for vacation. 
Therefore, she will be taxed on worldwide income. 


QUESTION 2

WHEN?
Latest date of the 3:
Day of departure of individual (April 1st)
Day of departure of spouse and dependants (June 30th)
Establish Residence in Florida (April 1st)
The latest date is on June 30th, therefore he ceased to be a Canadian resident.
Severed ties:
Sold residence
Disposed personal property
Resigned social and professional memberships 
Wife and kids will followed after school ends
Temporary rental shows intention of no return
He will remain the Vice President
No intention to return if the foreseeable future
He will be taxed on his worldwide income from January 1st until June 30th as a part-year resident. From January 1st until April 1st, he paid tax on his Canadian Income, from April 1st to June 30th, he paid tax in USA and Canadian Income, and form July 1st until December 31st, he paid tax as a Non-Resident. 
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Cash Basis… only the cash from January to December. Received.

EMPLOYEE (EE) VS SELF EMPLOYED (ER)
Difference between employed and self employed
Deduction of expenses 
Canada Pension Plan (CPP) -> Employee and employer portion
Self-Employed  two times the portion
Employment Insurance (EI)  
Self-employed  doesn’t need to have EI
Fringe Benefits
Insurance, 4%  employer pays
Self employed needs to pay it
Opportunity for tax evasion
Self-employed  can reduce the declaration
GST / QST
Self-employed  Needs to charge GST / QST

The courts have looked at a number of tests:
List the tests used to decide OR case: this is the case, is he ER or EE (why ER and why EE, and conclusion)
Control: Who controls the Schedule 
Ownership of tools and equipment: Who owns it 
Ability to subcontract and hire assistant: Who controls how much to pay and decision if needs to be hire
Financial Risk: Who get hits when profit/loss
Responsibility for investment and management: Expenses paid by who
Opportunity for profit: Specific salary (EE) VS company profit (ER)

NUMBER CRUNCHING (BENEFIT)
Employment Income Inclusions
    Cash Received 
+ Benefits (Insurance, 4%) 
Taxable (Add $ to total)
Non Taxable (0$, doesn’t higher income, less taxes)
+ Stock Option Benefits Less Deductions

EMPLOYEMENT INCLUSIONS (add to the income, higher taxes)
NON TAXABLE BENEFITS (0$)
1. RPP Premium  NON TAXABLE (0$)
2. Disability Plan: Who pays the premium?
· EE 100%  NON TAXABLE; Outside of work plan
· EE % & ER %  100% TAXABLE, but premium is deducted (EXAM)
· ER 100%  TAXABLE as regular income
3. Private Health Services Plans  NON TAXABLE
4. Deferred profit sharing plan  NON TAXABLE
5. Counselling service 
· Physical, Mental, Reemployment, Retired  NON TAXABLE
6. Certain Benefits are not taxed  NON TAXABLE
Discount from employment: as long as the company covers the cost of expense
Employer provided computer/internet home programs: EE works from home and ER provides laptop and monthly internet connection  NON TAXABLE
TAXABLE BENEFITS INCLUDED (Anything personal paid by ER)
1. Board & Lodging: Free or Low Rent
2. Non-Cash Gifts: ABOVE 500$  TAXABLE ; 800$ (800-500=300$ taxable)
3. Non-Cash Award: Non related to work ABOVE 500$  TAXABLE
4. Holiday Trips: Convention (3 days plus extra 4 days vacay)  TAXABLE
5. Non-group employees’ premiums: Higher for VP
6. Tuition fees: Employer pays tuition for personal 
7. Financial counselling and tax preparation: (EXAM)
8. Interest free or low interest rate loans 
9. Employer provided automobile and used for personal use  2 TAXABLE BENEFITS 
10. Life Insurance: TAXABLE except if required by the Bank (Line of credit needed with life insurance with Bank being beneficiary)
11. Personal / Living Expenses
12. Club dues and Memberships (Golf Club Fees always taxable): Except if membership fee is for all the employees
13. Personal / Living Allowance: Extra Salary
14. Director Fees: Extra Salary

9.TWO BENEFITS OF PERSONAL USE OF AN EMPLOYER’S CAR
Use of personal car for work purpose without receipt of any compensation (form needs to be filled by ER and filed with Tax Return)
Can deduct % of cost related to work

Use of work car for personal use (saves money from buying a car and operation cost )
Standby Charge
ER Owns the car: 2% * cost of car * # of months available
ER Leases the car: 2/3 * monthly lease cost * # of months available (EXCLUDING INSURANCE PORTION)
Benefit is added 
Automobile used to drive to and from work is personal
Operating Cost Benefit LOWER OF:
Rate Method: 0.27$ * KMs personal
50% method: IF USED FOR MORE THAN 50% FOR WORK, u can reduce your S.C. by (Personal KM/ 1667*month)
Reduced Operating Benefit = Lower of: 
Reduced S.C. * 50%
0.27$ * Personal KMs

Tax Planning For Automobiles
Lease Car
Leave Keys with Employer
Record Keeping

Reimbursement vs. Allowance
Reimbursement: (Work related expenses)  NON TAXABLE
Allowance: (Fixed $ value given by employer for expenses)  TAXABLE (Except if employer pays use of personal car 0.54$ under 5000km + 0.48$ above IF EMPLOYER SAYS 0.54$/KM, THE DIFFERENCE IS TAXABLE AT YEAR END **EXAM**)
Meals & Entertainment  TAXABLE

EMPLOYEE LOANS Prescribe Rate/Quarter
Employment Benefit: Loan * [(Prescribe Rate Q1 – Rate Paid) *3/12)+ [(Prescribe Rate Q2 – Rate Paid) * 3/12)] + [(Prescribe Rate Q3 – Rate Paid) * 3/12)] + [(Prescribe Rate Q4 – Rate Paid) * 3/12)]

HOUSING LOANS 40 KM Move
Lower Of
Loan * (Prescribe Rate upon inception date – Rate Paid)  
Loan * [(Prescribe Rate Q1 – Rate Paid) *3/12)+ [(Prescribe Rate Q2 – Rate Paid) * 3/12)] + [(Prescribe Rate Q3 – Rate Paid) * 3/12)] + [(Prescribe Rate Q4 – Rate Paid) * 3/12)]

FORGIVENESS OF EMPLOYEE LOAN
Considered as income if you don’t need to pay it back but needs to be cancel in the prior year

ELIGIBLE HOUSING LOSS
Housing loss when need to move fast. If employer pays the difference lost when selling the house, the first 15 000$ is NON TAXABLE. Anything above that is 50% TAXABLE. 
EXAMPLE: 40,000$ compensation. First 15,000$ is non taxable, so 25,000$ * 50% = 17,500$ is TAXABLE.
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Stock Options 
Stocks goes up when you work harder.. incentive to make more profit
Market price of stock is lower than employees price of stock
Because of employment, stock option benefit is issued, becoming a taxable benefit.
Issue Date is the date the company gives you the certificate 2013
Option Price is the Value of the share given by employer 
1,000 Shares at 20$
Exercise Date is the date I buy a share 2014
Exercise Price (ACB) Is Fair Market Value at Exercise date
Shares are 25$
Stock Option Benefit (SOB)  
# of shares * (Exercise Price – Option Price)
1,000 * (25$ - 20$) = 5,000$ (TAXABLE)
Disposition Date is the date I sell a share 2015
*** FINAL EXAM ***
Sale Price is the date I sell the share 2015
Capital Gain (CG)   
# of Shares * (Selling Price – Cost)
1,000 * (30$ - 20$) = 10,000$ (TAXABLE at 50%)
· ******************

Private Company VS Public Company 

Issue date
Non Taxable
Exercise date
Taxable SOB in Public
Sale date
Taxable SOB in Private
Taxable CG in Public and Private

SALESPERSONS (ER)
Professional Membership Fees or Union Dues are deductible for everyone (EE and ER)
Salesmen Expenses – Deductions cannot exceed Commission Income 
Advertising & Promotions
Meal & Entertainment  50%
Lodging, parking & supplies
Leased Computer & Office Equipment
Salary of the assistant
Office Rent
Leasing cost of an automobile  800$/month
Training Cost
Transportation Cost
Work space in Home
Motor Vehicle Expenses

EVERY EMPLOYEE

Traveling Expenses
Traveling from the house to the client not from house to work
Employment Contract must say that there is no money paid back
Not a tax free allowance
Motor vehicle expenses : 
Gas, Repair & Maintenance, Insurance, Personal Driver License, Car Registration * % for work (DEDUCTION)

Employee Provides Automobile
Add the allowance to Income – Actual Expenses

Home Office Expenses
Exclusively for work
Main work duties place (no office or work at home)
Allocated based of Square Footage (heat, cleaning, electricity)
Based of the office (separate house line)
CANNOT DEDUCT INTEREST OF THE MORTGAGE
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SALESPERSONS ONLY: Insurance for the house, property and school tax

CAPITAL COST ALLOWANCE
Ownership of the asset
Financing can capitalize the interest
Cost of assets include: everything to make the asset ready for use and in the proper place  Customs, registration
Cost exclude: GST QST & government grants
CCA is only considered when asset is used: 
First year of usage 
Second year after acquisition
Buildings: at least 19% of usage
For Public Corp: When deduction of depreciation starts
Half Year Rule: In the first year of acquisition  50% of CCA amount
Except Class 12 
Tools under 500$
China Wear (Plates, spoons, linens)
Uniforms
Class 14  Prorated

DISPOSITION
POD  SELLING PRICE
Lower of: Cost or POD
Purchase of 10,000$ sell at 5,000$ deduction of 5,000$
Terminal Loss
When last assets has a positive balance, the closing balance needs to be 0$, the Terminal Loss is the amount that needs to be subtracted to get to 0$.
That is deductible 100%
If disposition is negative in any given year, the closing balance needs to be 0$, the amount that is added to get to 0$ is Recapture
That is Taxable 100%

How to calculate CCA
Declining balances (ending balance of last year)
Beginning Balance 
+ cost of assets 
– Lesser of POD or cost (Disposition) 
– Adjustement for ½ year rule of net addition
= Net
 CCA claimed * NET
+ Adjustement of the ½ year rule
= NEW UCC

TAXATION YEARS LESS THAN 12 MONTHS 
(FIRST AND LAST YEAR OF INC.) Open or close a company
CCA is pro-rated by # of months
Except class 14
Half year rule applies

CLASS 10.1(excluding GST QST)
Max deductiblie is 30,000$ 
in separate classes (BMW, AUDI, MERCEDES each have there own class)
NO recapture or terminal loss
In the year of disposition, 50% CCA is allowed based on opening balance for the year
CLASS 13(Straight-Line)
CCA = Lower of (Denominator between 5 and 40)
Cost / 5
Cost / Lease Term + First Renewal Option Only
Half Year Rule applies on the first year of renovation
Terminal Loss applied to all terminal losses ES

SEPARATE CLASS
More chances of having terminal loss
In the exam, “election” needs to be written over the class
Rental Properties
Building with 6% and 10%
Photocopier, fax machine, telephone > 1,000$

CUMULATIVE ELIGIBLE CAPITAL (CECA) 7%
Intangible assets with unlimited life
Half year rule doesn’t apply
Declining Balance Rate
Short Taxation rate can be prorated
Deduction of POD only
Any addition for disposition is 75%
Recapture is also capital gain
Recapture = accumulated CECA deducted in prior years
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Capital Gain = Difference * 2/3

NET INCOME FOR BUSINESS

Net Income as per financial statement + benefits – deductions = Net Income for Tax Purpose

How to determine if taxable business income or capital gain
1. Length of ownership period: inventory rather than capital asset (car selling every 3 months)
2. Number & Frequency of transactions (1)
3. Relationship of taxpayer’s business: 
4. Supplemental work on the property: Buy old house, superficial/small renovation and resell for money (instead of making a lot of renovation in personal house)
5. Nature of asset: Something you buy, maintain for small period (inventory)
6. Objectives declared in article of incorporation: what is the activity of the corporation and how does that relate

Difference between GAAP and ITA
Inclusion to income in the ITA (CASH BASIS)
The expenses deducted according to GAAP and added according to ITA
1. Depreciation expense 
· needs to be added to the net income
2. Amounts received for goods/services rendered after year end
3. Amounts receivable: 
· AFDA needs to be added to the net income
4. Reserve for warranty: 
· Only deduct actual warranty expense
5. Bad Debts Recovered: 
· Needs to be added to the net income
6. Debt Forgiveness: 
· Loans that don’t need to be paid back fully
7. Dividend Income received from other corporations becomes income (no adjustement needed cuz alredy done in GAAP
8. Pension Cost: Cash Basis
9. Profit from gambling and lotto : buying a casion
10. Profit from illegal business
· Cease and pay tax
11. Damage Payment Received
12. Government Assistance
· Needs to be reported on the income statement
13. Inducement Receipts
14. Restrictive Covenant Receipts

Expenses not deducted must be added
15. Amortization of discount/premium bonds:
Any discount or premium is a capital gain/expense 
16. Membership fee to recreational/dinning club
17. Personal/living expense: Shareholders expenses cannot be deducted
18. Political Contributions: Added back 
19. Property taxes & interest expense incurred on vacant land
20. Interest & penalties on corporate taxes payable: If late, no bonuses
21. Current & future income Tax Expenses: according to GAAP needs to be added back
22. Bad Debt Expense: Based on estimate so needs to be added back
23. Taxable Capital Gain: according to GAAP needs to be added and then TCG = 50% (sell – cost) is deducted
24. Recapture
25. Unreasonable expenses to related parties: Added Family employees that get paid to much

General Limitations
Expenses related to the issue of debt/shares: 
legal accounting fees can be deducted over 5 years (20% of fees per year) therefore you have to add back the 80% from the ITA
Life Insurance Premiums:
Allowed if required by the bank (line of credit)
Landscaping Cost:
Deducted the amount paid cash therefore you have to add back the amount that hasn’t been paid
For Accountant Landscaping: 
Capitalize it  Balance Sheet  Paid or Accounts Payable
Expense it  Income Statement  Paid or Accounts Payable
If Expense:
For ITA  Add back amount that was not paid (+)
For ITA  Deduct amount paid (no adjustment needed)
If Capitalize: 
For ITA  Deduct amount paid (-)
Investment counselor fees/appraisal cost
Deductible if there is no future benefit 
If inspection didn’t pass, deduct the amount paid for the inspection
If inspection passes, you cannot deduct the amount

Deductibility of Expenses
Deduct if:
Deductible under GAAP
Not a capital expenditure
Incurred to earn taxable income
No deduction is expended to earn exempt income
Not a personal expense or expenditure



Deduction Permitted
Capital Cost allowance
CECA
Terminal Loss
Allowable Capital Loss

Reserves are not allowed unless:
Doubtful Account with Aging methods (Based on facts)
Undelivered good and services
Uncollectable Cash
If reserve is deducted in a particular year, it must be added the following year

Home Office Costs

Conditions for deductibility by square footage
Principal place of business
Used exclusive to earn income
Dedicated area in home
Cannot exceed income earned
Interest of a mortgage
Expenses include

Passenger Vehicles:
10$/day

Cost of Leasing/Buying Vehicle
800$/month max deductions
Unless Standby Charge for Benefits no max
CCA is 30,000$
Capital lease deduct CCA rather than lease paid

Non Deductible auto, allowances paid by employer
Same as employer if extra given to employee, it needs to be added based on each employee

Foreign Media Advertising
Deduction is disallowed to attract different population Canadian – Foreign

Meals & Entertainment
50% deductible so on ITA 50% needs to be added back

Inventory Valuation
LIFO is not allowed
Absorption costing is NOT allowed: Direct Material, Direct Labour, Variable and Fixed Overhead (includes depreciation)
Inventory should be valued by the lower price
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Method should be used consistently (FIFO or Weighted Average)

CCBC Shares = 750K in a lifetime
Capital Gain: Proceeds of dispostiton – ACB – selling expenses

IGNORE DEEMED DISPOSITION

Adjusted cost base (ACB)
Everything paid to make assets ready for use & in the proper location 
Any government grants are excluded

Disposition of identical properties (shares)
When calculating the cost of selling share, weighted average is used. 
Average Weight Cost = Total cost / total # shares
Superficial Losses
Selling shares at a loss and repurchase within 30 days. 
Loss is denied, therefore cannot be deducted
Loss is added back to the cost of the remaining shares
Reserve on capital gains
Fair market is 400,000$ and paid cost is 100,000$
Deferral is maximum 5 years
POD = 400K
ACB= 100K
CG= POD – ACB = 400K – 100K = 300K
Account Recievable = 280K
Lesser of  
(Capital Gain / Total Proceeds)  * Account Receivable
20% of the gain * (4 - # of preceding years)
Bad debt on sale of capital property
Any non collection is bad debt expense
The bad debt expense becomes a capital loss
Involuntary Dispositions
Obliged or compelled to dispose
Law, natural problem
Replace within 2 years, taxes will be refunded by deferring capital gain until you resell building later on
Voluntary Disposition
Want to move business, selling building
Limited to land and building
Replace within 1 year
Capital gain rollover / deferral
Same as Voluntary Disposition 
Defer paying tax on CG as long as you purchase another cie
Defer CG = (New ACB/POD) * CG
New ACB = ACB – deferred CG
CCPC  Canadian Controlled Private Corporation  51% Canadian Person
Old share for at least 185 days
Total Assets of Company must be less than $50 million 
120 Days after company fiscal year to buy the replacement investment
Principal Residence
House usually lived in
1 house per family
Exempt portion = (1 + # of years designation * capital gain) / # years owned
Principal residence = Higher CG/year of acquisition
Personal use property PUP
Personal purchase asset, buying a boat, luxury car because I want to
All Capital Loss Denied
All Capital Gain is taxable
Minimum ACB & POD is 1,000$
Listed Personal Property LPP
Work of Arts
Rare Books; Manuscripts
Jewelry
Coins
Stamps
Minimum ACB & POD is 1,000$
LPP Losses can only be deducted against LPP Gains
Cross any amount under 1,000$ and make it 1,000$
Differentiate between LPP and PUP 
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RSP Plan
Bank deducts tax from RSP withdraw and if any, reimbursement will be made when income tax is made

DEFERRED INCOME PLAN
Scholarship and bursary
Not taxable for Federal
Research Grant
Taxable 
Based on net amount after expenses
Social Assistance (Welfare) & Workman’s Compensation (CSST)
Not Taxable
Welfare is shown in Other Income to know how much income you have, and is deductible.
Universal child care benefits
Taxable
Child under 6 years old receive 100$/month.
Reported on the spouse with lower income.

OTHER DEDUCTIONS
CPP Contribution on Self-Employed Earning
Allowed to deduct
Moving Expense (FINAL 5 MARK/QUIZ 2)
Move to new work location farther than 40km away from old house
Up to income from new job and excess will be carried forward to the following year
Move to full time attendance at college or university
Up to income as a student 
Not really because scholarship aren’t taxable
What can be deducted
Travel cost for tax payer and family member  Gas, plane ticket, no limit of travelling time
Moving household effects and storage  Moving Company, storage
Meals/lodging near old or new house  up to 15 days, hotel rooms because house is not ready, and meals up to 51$/day/person
Lease cancellation costs  because of move
Selling costs  real estate agent
Cost of acquiring new residence  conditional to move own home to own home, notary fees, welcome tax, not rent
Utilities of old house  not able to sell old house on time, up to 5000$ for electricity…
Legal Documents  Canada Post
EXAM  House Hunting Trip to find a house before move IS NOT DEDUCTIBLE unless you purchase a house and as of the time of purchase, meal and lodging can be deducted.

AP9-3 (like exam)

CHILD CARE EXPENSES
Eligible child
Under 16, sometime during the year
Child is disabled mentally or physically, any age
Receipts
Need to keep all receipts with SIN 
Low Income Spouse
Amount Lesser of:
Actual Amount Paid  per week, per child
$100 (7-16 years)
$175 (under 7 years old) 
$250 (disabled) 
Annual Limit per child
$4,000 (7-16 years)
$7,000 (under 7 years old) 
$10,000 (disabled) 
2/3 of earned income with spouse of lower income
Earned Income
Business Income
Employment Income
Net research grant
Exceptions to spouse having lower income, higher income claims only during the time the spouse was…
Full time student for 3 weeks
Infirm, disabled for at least 2 weeks
In jail for at least 2 weeks
Separated for at least 90 days
Disability supports deduction
Tax benefit for employer and employee

RELATED INCLUSION AND DEDUCTIONS
Employment Insurance Benefit
Has to be included in other income when received and deduct return 
Pension Income Splitting (theory)
Husband declares income in 3A and can give 50% to his wife and deduct that amount in 3C
Spouse Support AFTER
Taxable to receiver and deductible to payer if
Payment Designated
Alimony or allowance by notary
Living apart
Written separation agreement and employer gives the difference
Periodic basis not a lump sum
Child Support FIRST
Not Taxable or Deductible (EXAM)
Annuity Payments Received
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Earning of Interest

RETIREMENT SAVING PLAN (RSP)
RRSP  Registered Retirement Saving Plan
RPP  Register Pension Plan
Registered with the employer
Can be deducted from income, reduces income and taxes
RRIF  Registered Retirement Income Funds
DPSP  Deferred Profit Sharing Plan 

RRSP, (RPP, RRIF No exam)
Registered by the Government
Save Money for Retirement
Withdraw before, pay taxes
Basic Concept
Save money because money is guaranteed by government
Money invested is tax free, interest is tax free
Contribute from March to March, unless FEB 29!
Investment Options
Investment Plan, interest with the bank
Self Directed RSP Plan, self invested
Transfer 
Automatic Transfer, not withdrawn
RRSP Deduction Limit 
EXAMMMM IGNORE R & C… EXAM A + B IGNORE PA FORMULA
= A  Unused RRSP deduction from prior years
+ B  Lesser of 
18% * previous year income
$23,820
- PA of last year
Last Year Earned Income for RRSP
Net employment income before RPP deduction
Plus or Minus business income or loss
Plus or Minus rental income or loss
Plus or Minus taxable spousal support received or paid
Plus disability payment
Plus net research grant
Carry Over Provision
Undeducted Contribution  Extra contributions above income deducted the year after
Unused RRSP Deduction Room is always carried over
Excess Contribution 
EXAMMMM CALCULATE LIMIT and decided whether good, under $2,000 or 1% penalty
Never Deductible
Lifetime excess contribution of $2,000 that is allowed to be kept in the plan but cannot be deducted … because interest is tax free under $2,000, any amount above must be withdrawn, 1% penalty per month
Options at Retirement
Transfer from RRSP to Annuity plan
Other Plan Terminations
Departure from Canada, non resident, RRSP plan can be collapsed
Death, RRSP plan is collapsed, directly transferred to the spouse
Involuntary Age 71
Spousal RRSP
Benefits  Put RRSP into spouses RRSP to get lower tax
Attributions Rules  no negative tax consequent

HOME BUYERS PLAN (HBP)
First House purchase, up to $25,000 tax free per person, 4 years owner free
Has to be repaid within 15 years, non deductible

LIFELONG LEARNING PLAN (LLP)
Tuition fee, up to $10,000 tax free per person
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Has to be repaid within 10 years, non deductible

3A No negative number; Salary, Benefits
3B Taxable capital gain for the year and cannot be negative
3C Only Negative Numbers
3D Losses of the year
____________________
Net income for tax purposes
Deductions cannot exceed income

SPECIFIC DEDUCTIONS
EMPLOYEE STOCK OPTION
Grant Date when shares are offered
Exercise Date when shares are bought
Sale Price when shares are sold
Stock Option Benefit SOB is #shares ( Exercise price – Grant price)
Capital Gain is #shares (POD – ACB) = Sale Price – FMV date of purchase
Stock Option Deduction is 50% * SOB
Deduction granted as long as the grant price was equal or more than FMV at grant date unless is it a private company
Private company must keep shares for minimum of 2 years
Private Company VS Public Company 
Issue date
Non Taxable
Exercise date
Taxable SOB in Public
Sale date
Taxable SOB in Private
Taxable CG in Public and Private

SOCIAL ASSISTANCE AND CSST
Income is deducted at source

HOME RELOCATION LOAN
Deductible only if relocation necessary on the first 25,000$, loan given by employer at lower rate
Lower Of
Loan * (Prescribe Rate upon inception date – Rate Paid)  
Loan * [(Prescribe Rate Q1 – Rate Paid) *3/12)+ [(Prescribe Rate Q2 – Rate Paid) * 3/12)] + [(Prescribe Rate Q3 – Rate Paid) * 3/12)] + [(Prescribe Rate Q4 – Rate Paid) * 3/12)]
Then deduct the rates on $25,000

LUMP-SUM PAYMENTS
Court money 

LIFE TIME CAPITAL GAIN DEDUCTION
When selling farm or CCBC shares.

RESIDING IN PRESCRIBED ZONE
North of Canada, deduction

LOSSES FOR PRIOR YEARS
Carry back up to 3 years or carry forward
PUP
Deny losses 
LPP
Only deducted against gains
Carry Forward 7 years
LPP Loses from prior years are deducted in 3B against LPP gain of this year at 100%
Non Capital Losses
Business losses 
Can be deducted against any type of income
Carry Forward 20 years
Net Capital Losses
Against Net Capital Gains
Carry Forward forever
ABIL
50% of business investment losses 
Debt of CCBC  Canadian Controlled Private Corp
Less than $50 million 
At least 90% of asset are used in active business income
More than 50% of income must be in Canada
Against any type of income
Carry Forward 10 years against any type of income, Non capital loss
After 10 years, ABIL that isn’t deducted can be deducted against Net Capital Gains, Net capital loss
Restricted Farm Losses
Part Time farmer
1st 2,500$ 100%, Max 30,000$ at 50%, so 32,500$ with 15,000$ forward…
The undeducted portion can be carried forward 20 years against farm income
Regular Farm Losses
Full Time farmer
Like Non Capital Losses
Forward 20 years
100% deductible
Lifetime Capital Gain Deductions
Max is $750,000

ORDERING OF DEDUCTIONS AND LOSSES
Use expiring deductions 
Deduct losses that have restrictions
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TAXABLE INCOME
NET INCOME
The Basic System Federal
First $43,000  15%
Up to $87,000  22%
Up to $135,000  26%
Over  29%
Tax Credit  $1,656

Tax Credit System
Non Refundable Benefit if taxes are paid. Use or lose.

PERSONAL TAX CREDIS (GIVEN IN THE EXAM) always * 15%
1. PERSONAL
First $11,038
2. SPOUSE
If spouse doesn’t have income
OR
3. DIVORCE, WIDOWED 
Kids, dependent under 18 in the income tax year
you can deduct 2 * $11,038
CANNOT HAVE 2 and 3 IN THE SAME INCOME TAX RETURN
4. CHILD
$2,234 per child
CAN HAVE 3 AND 4 FOR SAME CHILD
5. CAREGIVER 
Main functions of live, mental disability, long term disability, more than 12 months
Has to be a disabled adult (over 18)
Has to live in the same house
Parent, by-laws over 65 years old not necessarily disabled
$4,490 per individuals
Reduced by income of parent minimum $15,334
6. FAMILY CAREGIVER AMOUNT
Physical or mental disability
Multiple dependents
FCA credit is added to infirm dependent
Spouse, child under 18, eligible dependent, infirm dependent, caregiver
7. INFIRM DEPENDANT OVER 17
Brother, sister, uncle, aunt, parents, grand-parents, nephew, niece disabled. IN LAWS ALSO
Not necessarily living in the same house
Income under $6,548 (basically impossible, because of rent expense)
HAVE TO CHOOSE BETWEEN 5,6,7 FOR THE SAME INDIVIDUAL
8. AGE
65 years or older
If income is less than $34,562, full amount can be deducted
Over $80,255, no amount can be deducted
9. PENSION INCOME
Non government pension  CPP, QPP or OAS not applicable
$2,000
10. EMPLOYMENT INCOME
First $1,117 is tax free
11. CPP, EI  MEMORIZE NOT IN EXAM
CPP  $2,356
EI  $891
Refundable if over paid, if you have 2 jobs if contribution exceeds the above amounts
12. ADOPTION Memorize
Expenses under $11,669
13. PUBLIC TRANSIT PASS
Yourself, Spouse, Kids under 19
Monthly pass
15% of cost
14. CHILD FITNESS AND ARTS
Expenses up to $500/year/child/activity
Disabled child up to $1000
Does not include child care cost (just cost of course)
Under 16
15. FIRST TIME HOME BUYER
Owned house, one spouse can claim only
16. DONATIONS
15% first $200
29% excess
Combined with spouse (200+200=400)
Carry Forward up to 5 years
The charity has to be registered with the government
Has to be a through a Canadian Registered Charity (Sponsor a child in Africa, cannot be deducted if sent directly, give to a Canadian charity to give to them.)
US registered Charity deductible only if you have a US income
Maximum up to 75% of your income
Property donated to Fair Market Value at donation date
If death wish, up to 100% donate
17. MEDICAL EXPENSES
The lesser of 3% of your income or $2,152
Including Premium Insurance Plan
Drugs, physiotherapy, dental, x-rays
Combine spouse, kids under 18
Spouse with lower income should deduct
Can be transferred to parents, reduced 3% of income
In exam, put together spouse, dependent under 17 and yourself, then do the 17 and over individuals separate. 
18. DISABILITY AMOUNT
No income max
$7,697
Form T2201, 1st page  Patient, and 2 other signed by physician
Long Term disability, severe for basic function of life (blind, death, toilette, mental, eating)
Every 4 years needs to be revised
Transferable to supporter (parent, kids…)
19. DISABILITY SUPPLEMENT (same as caregiver but for child)
Disabled kids, under 18
$4,490
Combined 18 & 19 provides $1,828
Only if kid is taken care of by the family member
20. TUITION FEES Post Secondary
15% of actual cost
21. EDUCATION DEDUCTION
$400 per month of Full Time Attendance
$120 per month of Part Time Attendance
Disability get $400 even if part time
22. TEXTBOOK
$65 full time
$20 part time
Carry Forward Forever
Transfer to parent or spouse up to $5,000/years
23. INTEREST ON STUDENT LOANS
15% of amount paid
24. POLITICAL CONTRIBUTIONS
75% first $400
50% next $350
33% next $525
Max $1,275

TRANSFER OF CREDITS TO SPOUSE
Max 6 credits
Age
Pension
Disability
Tuition 
Education
Textbook
After Personal deductions at 0$.

TRANSFER OF CREDITS TO DEPENDENT (PARENT, CHILD)
Disability
Tuition 
Education
Textbook
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Transfer of dividend to spouse
If tax bracket doesn’t change
Spouse gets greater credit 
Mr. = 30K / Mrs. = Dividend of 5,000 *1.25 Taxable = $6250
Personal Tax credit 11,038
Spouse TC = (11,038 – 6250) = 4,788

Mr. = 30K + 6250 / Mrs. = 0
Personal Tax Credit = 11,038
Spouse TC = 11,038 – 0 = 11,038

Dividend TC = 2/3 * (5000 *.25) = 833

Eligible Dividend in Public Dividend (eligible for higher gross)
Gross up amount = 38%
Dividend Tax Credit = 6/11 * gross up 38%

Non Eligible Dividend in Private
Gross up amount = 25%
Dividend Tax Credit = 2/3 * 25%

Foreign Tax Credit
Included before taxes, no gross up amount
Foreign Tax Credit = Amount before taxes * 15%
3a) Foreign Investement Income
1000 – [200 – (15%*1000)] = 1000 – (200 – 150) = 950

Political Tax Credit
Same as last week
Max $1275 cannot be carried forward

Charitable Donations
Maximum Donation Up to 75% of net income for tax purpose
Unless year of death or preceding year
Asset is the Fair Market Value at donation date
Carry forward up to 5 years, transferable between spouses

First Time Donor’s Super Credit (FDSC)
Maximum Donation Up to $1000
Onetime benefit to be shared between spouses since 2013
Only if no donation credits since 2007
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Add 25% to rate of 15% and 29%

REVIEW QUESTION FOR GST IS THE SAME AS EXAM FINAL, NOT LIKE THE BOOK!!!! (FINAL REVIEW 3)

Companies don’t pay GST from their own pockets.
Input Tax Credit IPC is the difference of what he paid and what he collected

GST on commercial activity
Delivery of tax supplies  Business, adventures in the nature of Trade, supply of Real Property
Excludes: Medical expenses

Supply Categories FINAL EXAM 3 Categories
Fully Taxable Supplies: Full Tax and ITCs  Pay full GST amount on product
Examples: Restaurant Meals, Clothing, Registered Professional Unions (Plumber, electrician)
Zero Rated Supplies: Never collect GST, but pays it on the supplies
Examples: Basic Groceries (milk, bread, vegetables not junk), Prescription Drugs, Exported Items (sell to USA)
Exempt Supplies: Never paid, Never collected
Examples: Tuition, Daycare, HealthCare Sevices, Charities (Not for profit, churches, mosques) 
Sale of used residential house (EXAM) No tax!

Liability For GST
Any Canadian Resident that have a commercial activity needs to register. 
The first day of business
If revenue is less than $500K needs to file GST report once a year, 3 months after year end but you can do it quarterly. 
Between $500K and $10M needs to files GST every 4 years
Over $10M needs to be filed every month. 
Small Suppliers Exemptions: If annual sale for whole ear is less than $30,000, you are exempt from GST (Hairdresser, no pay tax) 

GST & ITC (EXAM)
Current Expenditures
No matching; Snow removal  Full tax paid in 2013, GST filled for 2013 (Cash Basis) But can only be claim the commercial  part, not residential on proportion. 
If 90% for commercial and rest is residential, 100% claim of GST
If less than 10% commercial, 0% can be claimed
In between, proportion is claimed.
License VS no License
No License  Pay less, No invoice needed, No GST but if there is a problem, No insurance covered. 

Capital Expenditures
REAL PROPERTY : Land and Building  Exactly like Current Expenditures(Proportions)
OTHER PEROSNAL PROPERTY: Cars, office furniture and computer  Registered under the name of the company
50% or more, 100% claim
less than 50%, 0% claim

RESTRICTIOS ON CERTAIN COSTS
Club Dues: No GST claims
Meals & Entertainment: 50%
[bookmark: _GoBack]Auto Costs: up to $30,000 if personal, not trucks
Auto Leases: up to $800/month
Personal or living expenses: No GST claims

GST & ACCOUNTING
No matching nor Allocation  Cash Basis
Some deductions don’t influence GST  Salary, Financial Expenses (banking fees), 

QUICK METHOD (2 marks in exam)
Eligible Business  Annual Sales Revenue is $200,000 or less.
No allowance for full time accountant, so simple way is give to calculate it  Based on revenue only (If you sell for 20$, a percentage of the 3$ is given back to Government)
Retailer, Wholesaler, Manufacturer  LOWER %
Services (Hairdresser, Esthetician)  HIGHER %
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