Business income

Income from a business: a taxpayer’s income for a taxation year from a business or property is the taxpayer’s profit from the business or property for the year. 
Employees pay taxes on gross earning, whereas a self-employed individual pays tax on net earnings. 

Tests to differentiate business and property income:
· Intent and Course of Conduct (investment/quick resale)
· Relationship of the Transaction to the taxpayer’s business (Interior Decorator Buys a house)
· Nature of Assets Involved (Inventory/Fixed Assets)
· Number & Frequency of Transactions Involved (Dentist)
· Length of the Period of Ownership of the Asset
· Objectives declared in Corporation’s Articles of Incorporation or Partnership Agreement

Other sources of business income:
· Damages
· Intended to replace lost income from business, and therefore taxed as business income
· Other Receipts
· Profits from an illegal business is taxable 
· Profits from Betting/Gambling & Windfalls are not taxable (and expenses not deductible), unless an individual is a professional making a living in this manner
· Forgiveness of Debt is generally income

GAAP: objectivity, communication, accounting choice, matching
Tax accounting: certainty, determine revenue, limited methods, limited expenses
Major differences between GAAP and Income Tax Accounting:
· Timing (temporary) differences
· Allocation of expenses to current or later periods differ between GAAP and Income Tax accounting
· Most notable of these is the use of CCA for tax purposes instead of depreciation
· Prepayments, reserves, contingent liabilities are usually overridden by provisions in the Income Tax Act
· Permanent differences 
· Permanent Differences arise because provisions in the Income Tax Act specify how certain transactions are to be treated:
· Capital proceeds have an non-taxable portion
· One-half of meals and entertainment expenses are not deductible
· Non-arm’s length transaction 
· The tax authorities fear collusion among related taxpayers to reduce their income tax liability
· S. 69 provides special rules ‘deeming’ that all transactions which occur between related parties occur at FMV
· The tax authorities can reassess either party
· Reasonableness


The procedures for determining net income from a business for tax purposes:
· S.9 (1) net income according to GAAP
· Add S.12-17 amounts to be included
· 12(1)(a)	Services to be rendered (unearned revenue)
· 12(1)(b)	A/R for services rendered
· 12(1)(d),(e)	Reserves - A/R & Warranties
· 12(1)(f)	Insurance proceeds (depreciable property)
· 12(1)(g)	Payments based on production or use
· 12(1)(i)	Bad Debts recovered
· 12(1)(c),(j)	Interest, Dividends
· 12(1)(l)	Partnership Income
· 12(1)(x)	Inducement Payments, reimbursements
· Add S. 18 (1) disallowed expense
· 18(1)(a)	Not incurred for the purpose of earning income
· 18(1)(b)	Capital Expenditures
· 18(1)(c)	Related to Exempt income (life ins.)
· 18(1)(e)	Reserves (Not accounting values)
· 18(1)(f)	Payments on Discounted Bonds 	
· 18(1)(g)	Payment on Income Bonds 	
· 18(1)(h)	Personal Living Expenses
· 18(1)(i)	Payments under Act (income tax)
· 18(1)(l)	Recreational club dues 
· 18(1)(n)	Political contributions (tax credit)
· 18(1)(r)	Certain Automobile Expenses
· 18(2)-(8)	Interest Expense Limitation
· 18(9)		Prepaid Expenses (assets not expenses)
· 18(12)		Work Space in Home 
· s.67		Reasonableness (meals, enter., salary split) 	
· s.67.5		Expenses related to Illegal Payments
· Less S.20 (1) deductions specifically permitted
· 20(1)(a)	Capital Cost Allowance
· 20(1)(b)	Cumulative Eligible Capital
· 20(1)(c),(d)	Interest 
· 20(1)(e)	Financing expenses & share transfer fees
· 20(1)(e.2)	Life insurance premiums as collateral
· 20(1)(f)	Discount on Debt Obligations 	
· 20(1)(l)-(p)	Reserves
· 20(1)(q)	Employer’s Contribution to RPP
· 20(1)(aa)	Landscaping
· 20(1)(bb)	Investment Counsel Fees
· 20(1)(cc)	Legal Fees
· 20(10)	Convention Expenses
· Add S. 67/69 unreasonable amounts
· Remove accounting capital gains and losses



In summary, 
add these accounts back to accounting net income:
· Income Tax Expense
· Depreciation/Amortization
· Club Dues & the cost of Recreational Facilities
· Non-deductible amounts related to Meals, Entertainment & Automobile costs
· Any Reserves
· Political Contributions
· Charitable Donations
· Interest & Penalties on Income Tax Reassessments
· Losses on the disposition of capital assets (accounting amounts)
· Foreign Taxes Paid
· Asset write-downs including impairment of intangibles
· Scientific Research Expenditures
Deduct these amounts from accounting net income:
· Capital Cost Allowance
· Amortization of Cumulative Eligible Capital (CEC), such as patents, goodwill, trademarks, etc.
· Gains on the disposition of Capital Assets (Accounting Gains)
· Allowable Business Investment Losses



A detailed examination of specific income tax provisions for calculating business income:
· Reserves:
· ITA 18(1)(e) specifically disallows the deduction of reserves for tax purposes and requires that all accounting reserves be added back to income
· However, ITA 20(1) permits the deduction of specific reserves:
· Reserve for Doubtful Accounts [ITA 20(1)(l)]
· The Income Tax Act permits the deduction of anticipated bad debts, provided each account is specifically analyzed to determine which accounts and to what quantum those accounts will be uncollectible - This procedure produces a result which is generally identical to that obtained using GAAP
· In the subsequent year, the amount of the prior year’s anticipated bad debts must be included in income and a new reserve can be determined and deducted
· Accounts which have proven to be uncollectible can be written off as an expense and need not be added back into income
· Reserve for Undelivered Goods & Services [ITA 20(1)(m)], and
· The Income Tax Act permits the deduction of amounts for goods or services to be delivered in the future
· This procedure produces a result which is generally identical to that obtained using GAAP
· In the subsequent year, the amount of the reserve must be included in income and a new reserve can be determined and deducted
· Reserve for Unpaid Amounts [ITA 20(1)(n)]
· A business that sells an item of inventory (not real property) with some/all of the amount being receivable over an extended period of time can take a reserve:
· Reserve = gross profit/gross selling price * amount receivable
· No reserve can be taken 36 months after the sale
· When a reserve is deducted in one taxation year, it must be added back to income the following year, and a new reserve (if required and permitted) may be deducted
· Restrictions on deductions
· Deducting appraisal costs
· For purchase or sale, add the cost to the ACB of the property
· The company is going to be acquired but it does not take place, add the cost to the CEC balance
· When property is appraised for insurance purposes, deduct the cost as an expense of the period
· Deductibility of fines and penalties
· Not deductible
· Deductibility of recreational facility and club dues
· To ensure some equity between taxpayers, no deduction is permitted for amounts to maintain a yacht, camp, lodge, or golf course or facility
· No deduction can be made for membership fees or dues to any dining, sporting or recreational facility
· However, the cost of providing recreational facilities for all employees is deductible (e.g. fitness centres, cafeterias)
· Deductibility of interest and property taxes on land
· When land is vacant or generating insignificant amounts of income, deductions for interest and property taxes is limited to the net revenue generated by the land
· The non-deductible portion of interest and property taxes can be added to the ACB of the land, thereby reducing the future capital gain the land may generate upon disposition
· Deductibility of soft costs
· Soft costs are costs incurred during construction, renovation or alteration of a building, including interest, legal and accounting costs, insurance and property taxes
· These costs must be added to the ACB of the property
· Deductibility of costs for advertising in foreign medias
· To protect Canadian media, the costs of placing advertisements, aimed at Canadians, in foreign media are not deductible
· Advertising in foreign periodicals
· 80% or more original Canadian non-advertising content, 100% of the advertising costs can be deducted
· Less than 80%, only 50% of the costs can be deducted
· Deductibility of meals and entertainment expenses
· Under most situations, only 50% of meals & entertainment expenses are deductible, including :
· Meals included in a conference fee are deemed to have a FMV of $50 and is subject to the 50% inclusion for tax
· A taxpayer who reimburses the meal & entertainment expenses of another (such as an employee), can deduct only 50% of the expense for tax purposes although they may have reimbursed the full expenses
· Exception to the 50% inclusion rate
· 80% of food/beverage costs of long-haul truckers is deductible
· Meals & entertainment expenses related to fund raising by registered charities are 100% deductible
· Meals & entertainment in remote locations or which provide a taxable benefit to the employee are 100% deductible by the employer
· Meals included in airline/bus/rail tickets are deemed $0 value
· If the employer provides meals and entertainment for all employees (e.g. Christmas), 100% of the cost is deductible to the employer (to a max. of 6 special events/year)




Inventory valuation/cost of sales
· Two Valuation Methods Permitted:
1. Lower of Cost or Market
2. Market Value (replacement cost or net realizable value)
· Determination of Cost:
1. Cost includes duties, freight, insurance, allocated overhead (either direct [only variable costs] or absorption [ fixed & variable]), etc.
2. Wherever possible, each asset should be specifically identified (cars, buildings, jewelry, etc.)
3. Average Cost or FIFO acceptable (LIFO is not)
· Value inventory at the end of each year, consistently using the same method as in prior years



Vehicles provided by the employer: (the employer’s perspective)
· Vehicles purchased by employer
· Capital Cost  [Regulation 7307(b)]
· Limited to $30,000, plus GST and PST
· If a more expensive vehicle is purchased, the excess cost is disallowed for tax purposes
· Interest Expense [s.67.2]
· Limited to $300 per 30-day period ($10/day)
· Vehicles leased by employers
· Leasing costs have been limited to $800/mth to be on par with the capital cost limitations [Regulation 7307 and s.67.3]
· The Income Tax Act provides a formula for calculating the deductible lease expense
· Some final notes:
· The employer computes the standby and operating charges for the employee
· Self-employed taxpayers do not compute standby and operating charge, but prorate all eligible automobile expenses by the percentage of business use:
· Total automobile expenses * business km driven/total km driven











Property income
Income from property is generally regarded as return on invested capital, like interest, royalties, rent and dividends
It is a passive form of income, requiring little time, effort or attention to obtain the income. 

Property income vs. business income
· Property income
· Can deduct expenses and CCA
· Upon sale, any gain/loss is capital gain/loss which 50% is subject to tax. 
· Business income
· Deduct all expenses but cannot deduct CCA on its inventory
· Upon sale of the house, the gain/loss is business income/loss of which 100% is subject to tax. 





Interest income
· Taxpayers recognize interest using accrual accounting methods
· Individuals are required to report interest income when received or any interest which has accrued on every anniversary date (Jan.1 to Dec.31) of the investment contract, provided it has not previously been included in income. 
· Shallow and deep discounts
· A shallow discount occurs when:
· the bonds are issued for not less than 97% of their maturity value, and
· the effective yield on the bonds is not more than 4/3 of the stated coupon rate
· With a shallow discount, the loss that occurs when the bond matures is 100% deductible as a business expense for the corporation
· If the discount is a “deep” discount, i.e. it exceeds the allowable thresholds, the loss is a capital loss, of which only 50% is deductible for tax purposes
· Bond selling at a premium
· When interest rates decline, a bond’s interest rate may be greater than current market rates
· Such bonds will sell at a premium over their maturity value (investor’s will bid the price up)
· For financial institutions in the financing business, this premium is fully taxable business income, reported in the year the bond is sold
· For other issuers, the premium is considered a non-taxable capital receipt at the time of issue






Rental income
· Rental income can be considered business income if:
· The principal business is to earn rental income
· A business with short-term rentals of small equipment
· A motel, hotel or similar hospitality business
· Long/short term leasing of movable property
· Reporting rental income
· Rental income is typically associated with a landlord who rents/lease the property to a tenant
· Rental income is reported on an accrual basis
· Expenses deductible against gross income:
· Property taxes
· Insurance
· Mortgage interest
· Utilities
· Restricted amount of CCA
· Property management fee
· Advertising
· Maintenance and repairs
· Acquisition of rental property
· Each rental property acquired after 1971 at a cost of $50,000 or more must be placed into its own separate capital cost allowance class
· When a landlord owns several buildings
· Rental income for the year is reported cumulatively
· The restriction on taking CCA only to the extent that it does not create or increase a loss applies to the total net rental income
· Dividends from corporations resident in Canada
· The dividend gross-up and tax credit mechanism
· Dividend are reported on the income tax return at a 18% gross-up
· After calculating federal tax payable by the individual, the individual receives a dividend tax credit equal in value to either:
· 2/3 of the gross-up, or
· 16 2/3% of the actual dividend received, or
· 13 1/3% of the grossed-up dividend
· Eligible dividend:
· Gross-up: 38%
· Tax credit: 6/11 of the gross-up, or  
· 		15.0198% of the grossed-up dividend, or
· 		20.7273% of the dividend received
· Stock dividend:
· The value of the stock is subject to the dividend gross-up and dividend tax credit procedures
· Capital dividends are received by shareholders tax free





Mutual funds:
· Most mutual funds are trusts
· Income earned by the mutual fund is passed untaxed to unit holders in the same form that the income was received:
· Capital gains
· Dividends from taxable Canadian corporations
· Interest income
· Foreign non-business income
· Capital distributions
· Unit holders are responsible for paying the taxes on mutual fund distributions
· Unit holders receive a T3 slip to advise them of the type of income earned in order that they can determine the taxes owing:
· Capital gains:  taxed at 50%
· Dividends from taxable Canadian corporations:  subject to the Dividend Gross up and Tax Credit mechanism
· Interest income:  Fully taxable as income
· Foreign non-business income: the gross income is fully taxable with tax credits possible for the taxes withheld in the foreign jurisdiction
· Capital distributions:  tax-free return of some/all of the investment and requires a reduction of Adjusted Cost Base





Shareholder benefits
· Shareholder benefits must be included in the taxable income of the shareholder but is not deductible to the corporation
· If the benefit is a loan, the full amount of the loan must be included in income in the year received and then deducted from income as the loan is repaid
· These rules also apply to an individual who is connected to the shareholder, however …
· Shareholder Benefits rules do NOT apply to a shareholder  who is also an employee of the corporation but owns less that 10% of the shares
· The Employee Benefit rules apply in these situations















Capital gains and losses
Capital cost includes all costs:
· Invoice costs, plus
· Delivery charges
· Installation and set-up costs
· Non-refundable provincial sales taxes, GST, etc.
· Interest and property taxes on undeveloped land, in excess of any revenues, are added to the ACB of the land
Capital cost is reduced by:
· Government grants or subsidies
· Debts on the property which are forgiven

Disposition:
· The sale of a property
· Compensation for property unlawfully taken or for property destroyed  (insurance)
· Compensation for property that has been expropriated
Deemed disposition:
· On the change in use of a property [ssec.45(1)]
· On the death of the taxpayer [ssec.70(5)]
· Property given as a gift by the taxpayer [ssec.69(1)]
· When a taxpayer ceases to be a resident of Canada [ssec.128.1(1)]

Calculating capital gain/loss
· Proceeds of the disposition
· Less the aggregate of:
· Adjusted cost base
· Expenses of disposition
· Capital gain/loss
· * 1/2 = taxable capital gain



· In 3(b), current year capital losses are netted against current year capital gains only to the point that gains are reduced to zero
· If further capital losses have been incurred, they can be carried back 3 years or carried forward indefinitely to be netted against capital gains of those other years


Special rules on the disposition of the Canadian securities
· Ssecs.39(4) to (6) permits the taxpayer to elect, on Form T123, that on a disposition of Canadian securities (only), the proceeds will always be a capital receipt 
· (the dentist should have done this!)
· Once made, this election remains in force during the lifetime of the taxpayer
Securities dealers are exempt from this election





Reserves:
· If proceeds of a disposition of capital property are not received entirely in the year of sale, taxpayers are permitted to take a reasonable amount as a reserve 
· In most cases, the reserve spreads the collection of disposition proceeds over a maximum 5 year period
· Ssec. 40(1.1) permits the maximum period to extended to 10 years for reserves on the sale of certain farm property, shares in a family farm corporation, an interest in a family farm partnership and shares of a small business corporation to a child
· Formula for the reserve
· The lesser of:
· (Total Gain) [(Proceeds not receivable in the current year)  Total Proceeds]
· (20% of Gain) X (4 - # of preceding taxation years after disposition)
· Bad debt can be written off for tax purpose as capital loss









Disposition of shares
The ACB of identical properties are required to report at average cost. 
Open market securities are sold before stock option shares, and each group of shares is sold on a FIFO basis. 
· Deferral of gains on disposition of an investment in a small business
· When investors dispose of  “eligible small business corporation shares”, they can defer some/all of the capital gains when they  reinvest in shares of another small business
· An “Eligible Small Business Corporation”:
· Canadian controlled private corporation
· Substantially all (>90%) of the FMV of corporate assets are used in active business carried on primarily (>50%) in Canada
· The FMV of these assets cannot exceed $50 million
· Qualifying Disposition:
· Gain results from selling common shares of  an eligible small business
· The shares were owned throughout the 185 days prior to disposition
· Replacement Shares:
· Must be shares of an eligible small business corporation 
· Must be acquired within 120 days after the end of the year in which the sale was made
· Must be designated as replacement shares on the taxpayer’s Tax Return
· Deferral of capital gains
· The percentage of capital gains that can be deferred is calculated by the fraction:
· Lesser of cost of replacement shares or proceeds of disposition
     proceeds of disposition
· The deferral is subtracted from the ACB of the replacement shares (thereby deferring the capital gains until the new shares are sold)






Disposition of the taxpayer’s home
· Capital gains or losses on the disposition of a principal residence are not subject to tax. 
· When a taxpayer has two properties, the taxpayer can select which property to designate as the principal residence during the specific time periods. 



Disposition of real property other than personal residence
· When a building is purchased, the purchase price must be allocated between the building itself, and the land on which it is situated
· When the building is sold, any loss on the building is reduced by any gain on the land. 

Voluntary disposition
· Voluntary dispositions apply to the disposition of real property (land and buildings, but not furniture, equipment etc.) 
· Typically the business is relocating 
· In the year of disposition, the taxpayer may choose to:
· recognize the capital gain, or
· elect to report the lesser of:
· actual capital gain, or
· the excess of proceeds on the old property over the cost of replacement
Involuntary disposition
· If replacement occurs within the allowable time limit, the recaptured CCA and any capital gains realized upon disposition can be reversed by:
· Filing an amendment, and
· Deducting the recaptured CCA and capital gains from the value of the replacement property 
· Replacement property must be acquired within:
·  12 months after the end of the year of disposition on Voluntary Dispositions, and 
·  24 months after the end of the year of disposition on Involuntary Dispositions
· NOTE WHEN THE NEW PROPERTY IS CHEAPER THAN THE PROCEEDS – SEE EXAMPLE IN SLIDES 2




Personal use of property
· Gains on PUP are taxable but losses are not deductible
· Ssec.46(1) provides that for the calculation of capital gain or loss on the disposal of PUP, cost is deemed to be the greater of the ACB and（or） $1000
· Similarly, proceeds of disposition are deemed to be the greater of actual proceeds and $1,000
· If the taxpayer disposes of a part of a set of PUP, the minimum cost and proceeds must be apportioned [ssec.46(3)]


Listed personal property
· Listed Personal Property (LPP) is a specifically defined subset of personal use property which includes collectibles that do not generally depreciate [sec.54]:
1. print, etching, drawing, painting, sculpture or other similar work of art,
2. jewelry,
3. rare folio, rare manuscript or rare books,
4. stamps, or
5. coins
· In the calculation of capital gains or losses from LPP, the $1000 floor applies to both proceeds and ACB
· Capital gains are taxable, and capital losses can be utilized but only against LPP gains [ssec.41(2)]
· Excess LPP losses can be carried back 3 years or forward 7 years 




Change in use:
· When a taxpayer changes the use of a property, the taxpayer is deemed to have sold the property at FMV and reacquired the property for its new use at FMV
· This can create capital gains and/or CCA recapture during each change in use

Principal residence to rental property
· When the change in use occurs, there is a deemed disposition of the principal residence at FMV; the resultant capital gains are tax exempt
· There is a simultaneous acquisition of a “new” rental property with ACB = FMV


· Foreign exchange gains or losses are recognized at the time of each purchase and each sale
· Only amounts in excess of $200 need to be reported









Other income and other deductions

Pension benefits:
· Sharing the Canada pension plan: spouses can share the combined CPP benefit, prorated by the length of time the spouses co-habited during the contributory period. 
· Retiring allowances for service prior to 1996 can be transferred to either an RPP or an RRSP within 60 days of the year end in which payment was received
· The amounts that can be transferred are:
· $2,000 per year prior to 1996
· An additional $1,500 per year prior to 1989
· Death benefit to surviving spouse: first $10,000 is excluded from income and the excess is taxed immediately. 
· Support payments: the recipient pays tax; the payer gets tax deduction. 
· Child support is not deductible to the payer and not taxable to the recipient parent. 
· Universal child care benefit: $100 per month/included in lower income spouse
· Formula to calculate the non-taxable capital element of annuity:
· Annual payment received * capital outlay to buy the annuity/total payments to be received under the contract


Moving expense:
· If the employer provides an allowance, it should be included in income and actual expenses deducted. 
· Can only be deducted against salaries from new job
· Excess can be carried forward for 1 year. 
· Includes:
· Travelling cost from the old to new residence
· The cost of transporting or storing household effects
· The cost of meals and lodging, for a maximum of 15 days. 
· Dwelling related:
· Cancelling lease on old residence
· Selling cost of old residence
· Legal and other costs associated with the acquisition of the new residence, provided the old residence is sold in conjunction with the move
· Up to $5,000 of mortgage interest, property taxes, insurance, heating and utilities on vacant old residence
· Cost of revising documents
· House hunting trip is not included. 
· No receipt?
· The flat rate for meal is $17 per meal, to a daily maximum of $51, per person per day. 
· Flat rates for vehicles are different from provinces. 
· Yukon/Nunavut: 63.5 cents/km; Saskatchewan: 47.5 cents/km


Child care expense:
· The cost of caring for child is deductible if the cost is incurred to produce taxable income or receive an education
· The claim is restricted to spouse with lower income. 
· The higher income spouse can make deduction if the lower income spouse is:
· A student
· Infirm and incapable of caring for the children for at least 2 weeks
· The spouse are separated for more than 90 days beginning the year
· The maximum deduction is 
· The annual limit, or;
· The number of weeks the lower income spouse was unavailable time the periodic child care expenses amounts
· The child is until and including the year in which they turn 16/is over 16 but dependent due to disability
· The amount which can be deductible is the least of:
· The amount actually paid
· The annual limit amounts for child
· $7,000 for a child under the age of 7 at the end of the year
· $4,000 for 7 to 16, or a dependent child over 16 who is not eligible for the disability tax credit
· $10,000 for an dependent child of any age who is eligible for the disability tax credit
· 2/3 of taxpayer’s earned income
· Periodic child care amount (camp, etc.): the weekly amount is equal to
· $175 for a child under 7
· $100 for a child 7-16
· $250 for a child with disability
· Regardless of actual cost
· Child care expenses must be supported by receipts
· You cannot deduct money paid to grandmother


Disability support deduction:
The deduction is the lesser of:
1. Amounts paid (qualifying costs less reimbursements)
2. The sum of:
· employment income, business income, scholarships and research grants
· If the person attends a designated educational institution or secondary school, the least of 
· $15,000
· $375 X # of weeks of school attendance
· The amount by which NIFTP exceeds the sum of employment income, business income, scholarships and research grants
2. Most of the costs incurred by a disabled individual qualify for both the Disability Supports Deduction and the Medical Tax Credit, but a taxpayer cannot use both
1. A deduction yields a higher tax advantage than a tax credit (a full $1 tax deduction is more valuable to a taxpayer than a percentage of a dollar tax credit)
3. For an individual eligible for the Disability Tax Credit and who is in need of an attendant, careful tax planning is required since claiming in excess of $10,000 results in the loss of the Disability Tax Credit


Non-armed length transactions:
· Transfer higher than FMV:
· Do not change the transferor’s transfer price
· Change the transferee’s price to FMV
· Transfer below FMV:
· Force the transferor to adjust POD to FMV
Non-armed length leases and disposition:
· GAAR deems that the disposition of a property encumbered by such a lease is the greater of:
· The FMV of the lease
· The FMV had the lease not been in place (i.e. the unencumbered FMV)

Inter vivos transfer (transferor is still alive):
· When transfer assets to a spouse/children, the income is attributed back to the taxpayer.
· If the recipient purchase asset at FMV, it will not apply. 
· Spousal rollover: roll over at minimum tax value/capital gain and CCA recapture are attributed back to the transferor
· Business income earned on the transferred property is not attributed back to the transferor if effort put. When transfer, deemed disposition at FMV. CCA recapture and capital gain is fathers. Any further CCA and capital gain is daughters. 

Transfer farming/fishing property to a child:
· Tax free inter vivos transfer
· Children and their spouses
· Grandchildren or great grandchildren
· Other person who, prior to the age of 19, was dependent
· Deemed to transfer at the actual proceeds of disposition, with maximum and minimum value restrictions
· For depreciable property, the maximum value is FMV and the minimum value is the UCC
· For non-depreciable property, the maximum is FMV and the minimum is ACB
· If the property is transferred to a child and sold by the child before the child reaches the age of 18, the income is attributed back to the transferor. 



Retirement savings
Advantages of registered plans
· Contributions, within limits, are deductible
· Income earned on contributions are tax-free
· Tax is deferred until funds are withdrawn
· Upon retirement, the plan assets can be converted into a stream of periodic payments. 

Types of retirement plans:
· Defined-benefit registered pension plan
· ER only
· Usually the pension is calculated as certain percentage of earnings in the last few years of employment
· Contributions by the employer is deductible, subject to a maximum
· Money-purchase registered pension plan
· ER only
· Employer contributes a fixed amount on behalf of the employee
· Contributions by employer and employees are limited to:
· The money purchase limit for the year, or
· 18% of the employees compensation
· Deferred profit sharing plan
· ER only
· Contributions are generally based on the profitability of the corporation
· Maximum contribution is the lesser of:
· 18% of the employee’s earnings, or
· 50% of money purchase dollar limit 
· The limit leaves room for employees to make their own contributions to an RRSP
· All contributions must vest with the employee after two years of employment
· Registered retirement saving plan
· Funded by an individual
· Contributions to the plan, within limits, are tax deductible and earnings on the fund accumulate tax free
· RRSP limits are 18% of the prior year’s earning or the contribution limits ($24,270), whichever is less
· Individual can contribute to an RRSP at any time up to and including 60 days after year end (you have 14 months period to contribute – Jan.1, 2014 to Feb.29, 2015)
· Definition of earned income for an RRSP
· Includes:
· Net employment income (benefits less any deductions, except contributions to an RPP)
· Business, active Partnership or Royalty Income
· Rental Income from real property 
· Spousal support receipts included in income
· Supplementary employment benefits
· Net research grants (grants less expenses)
· Disability payments from CPP/QPP
· Interest/dividend income is not included since they are passive
· Deductions:
· Business Losses
· Partnership Losses
· Real Property Rental Losses
· Spousal support payments deductible from income
· Integrating an RRSP and an employer-sponsored plan
· Pension adjustment: must deduct the contributions made at work (both employer and employee contributions) from the annual RRSP contribution limits
· Past service pension adjustment
· Pension adjustment reversals
· Excess contribution
· $2,000 penalty free threshold
· Excess of $2,000 has 1% per month penalty
· Contributions of property
· Property, such as shares, units in a mutual fund, or Canada Saving Bonds, can be contributed to an RRSP
· Transfer occurs at FMV, which may results in capital gains (capital losses are prohibited)
· Upon contribution of the property, the taxpayer is entitled to a tax deduction equal to the FMV of the property contributed
· Benefits of an RRSP
· Investment options for an RRSP
· Investment categories permitted for RRSP purposes:
· Shares of publicly traded company
· Mutual funds
· Bonds
· Mortgage
· Warrants and rights
· There are restrictions on investments in the shares of private companies and direct investments in real estate
· There are no restrictions on foreign content
· Contribution to a spousal RRSP
· A taxpayer may contribute to their own and/or to their spouse’s RRSP (up to their annual limit)
· Contributions to a spousal RRSP permits income splitting
· If the recipient spouse withdraws the spousal contribution within 2 years following the end of the year of contribution, the funds are attributed back to the contributor and taxed in his/her hands. 
· Withdrawals from an RRSP
· Early lump sum withdrawals from an RRSP are subject to withholding taxes:
	· Amount
	· Rate

	· Less than $5,001
	· 10%

	· $5,001 to $15,000
	· 20%

	· Over $15,000
	· 30%



· Withdrawals from the plan are subject to tax, unless they are withdrawn under either The Home Buyer’s Plan (HBP), or The Lifelong Learning Plan (LLP)
· Upon retirement, the funds can be used to purchase a retirement annuity or transferred to a registered retirement income fund (RRIF) - deferring both the receipt of funds and the associated tax
· Home buyer’s plan:
· If neither spouse has owned a home within the prior 4 calendar years, each spouse may withdraw up to $25,000 tax-free ($50,000 in total) from their respective RRSPs to purchase an owner occupied home. 
· Disabled individuals can use HBP even if they owned a home within the last 4 years, provided the new home is acquired to better accommodate their handicap. 
· At minimum, a written agreement to purchase the home must be in place by October 1 of the year following the year of withdrawal and the purchaser must intend to occupy the home within 1 year after the purchase. 
· You cannot touch anything you put in for less than 90 days 
· Repayment of home buyer’s plan
· Repayment must begin in the second calendar year following the year of withdrawal
· Repayment must be made within a maximum of 15 years and payments are not deducted from income. 
· Minimum repayment is based on the formula:
· Amount owing * 1/ years remaining in repayment period
· Annual repayment deficiencies are included as income during the respective year’s income tax return. 
· Taxpayer who die or emigrate from Canada must include the total unpaid balance as income
· Life long learning plan (LPP)
· Section 146.02 permits an individual to make a tax-free withdrawal from their RRSP in order to finance the education of themselves or their spouse
· A maximum of $10,000 per calendar year, can be withdrawn, to a maximum of $20,000 over a four-year period
· To qualify, the individual or their spouse must be enrolled as a full-time student for at least 3 months during the year in a qualifying educational program at a designated education institution. 
· A person with disability can be enrolled part-time. 
· Contributions cannot be withdrawn prior to 90 days after deposit. 
· Repayment of LLP:
· Amounts withdrawn are repayable in 10 equal installments
· Repayment must commence the earlier of:
· The year following the last year that the student was enrolled full time, or
· The fifth year after the withdraw
· Deficiencies in repayment are included in income, and all unpaid amounts are included in income if the taxpayer dies or emigrates
· Other LPP considerations:
· A taxpayer must repay in full an existing LLP before becoming eligible to make another LLP withdrawal from their RRSP
· Although LLP funds can be used by either the taxpayer or the taxpayer’s spouse, an LPP balance cannot be outstanding for more than one person at a time
· For the withdrawal to be tax-free, in the year following the year of withdrawal the designated individual must either be enrolled or complete the qualified educational program
· If the individual withdraws from the program, if less than 75% of the tuition is refunded the LLP withdrawal remains untaxed
· Deficits in repayment are taken into income, as are unrepaid balances if a taxpayer emigrates or dies



Treatment of the RRSP upon retirement
· RRSP retirement options
· Upon retirement, the taxpayer can choose to make a fully taxable lump sump withdrawal of the RRSP
· Alternatively, an RRSP can be converted into a number of different income vehicles, resulting in the funds not being taxed until receives. 
· These options are:
· A fixed term annuity: provides benefits up to age 90, or if elected, until the spouse turns 90. 
· A life annuity: may provide benefits during the individual’s, or the individual and the spouse’s lifetime. 
· Registered retirement income funds: the RRSP funds are invested by the financial institution and the income from the investment is used to make payments to the taxpayer. 
· May be established before at any time before the end of the year in which the individual reaches the age of 71, including at the time of early retirement. 
· There is no limit on the number of RRIFs an individual may hold
· Withdrawals form a RRIF
· A minimum annual withdrawal must be made from a RRIF, beginning in the year following the year the RRIF was established. 
· The minimum annual amounts that must be withdrawn from the RRIF:
· To age 71, amount based on a formula
· FMV of RRIF at beginning of the year/(90-age of individual at beginning of the year)
· From age 71 to 94, a fraction which increases each year
· From age 94, 20% per year




· Treatment of RRSPs and RRIFs upon death
· Upon death of the individual, the spouse may receive a lump sum payout or continue receiving regular payments, depending on the terms of the RRIF contract or the will
· A similar rollover is available to a dependent child
· The payments are taxed when received
· If these assets are left to any other beneficiary or to the deceased’s estate, the assets are deemed disposed of at FMV by the taxpayer at the time of death and taxes must be paid before the beneficiary receives the after-tax amount




Registered pension plans (RPP) from an employer’s perspective
· Establishing an RPP
· Contributions to the RPP
· ITA 20(1)(q) permits employers to deduct contributions to an RPP in the determination of NIFTP, up to the maximum contributions permitted under ITA 147.2(1)
· Contributions can be made up to 120 days after the year end, and are deducted from business income on a cash basis (thus the cash-based tax deduction and the accrual-based accounting expense differ as to timing)
· Employee contributions to an RPP are tax-deductible when made




Transfers between plans
· Multiple plans: a tax payer may have multiple pension plans
· They may establish RRSP at more than one financial institution
· They may work for more than one employer during their lifetime and have RPPS or DPSPs with each of them
· Transferring benefits
· The lump sum amount in an RPP can be transferred to another RPP, to another RRSP, and to a RRIF (on their behalf, their spouse’s behalf or to a former spouse under a court or written separation agreement). 
· The lump sum amount in an RRSP can be transferred to an RPP, to another RRSP , and to a RRIF (on their behalf, their spouse’s behalf or to a former spouse under a court order or written separation agreement)
· The lump sum amount in an DPSP can be transferred to an RPP, to an RRSP, to another DPSP, and to a RRIF (on their behalf, their spouse’s behalf or to a former spouse under a court order or written separation agreement)







Division C deduction
The steps towards calculating taxable income: begin with aggregate formula
The aggregating formula: 
3a): income from all sources
3b): net taxable capital gains
3c): subdivision e Deduction
3d): current year losses
= Net income for tax purposes (NIFTP)

Net income for tax purposes less division C deduction = taxable income

Division C deduction:
· Employee stock option deduction = half of the employment benefit
· Deduction for payments:
· All income received by the taxpayer must be included in the tax return, even though there is no intention to tax certain payments
· To eliminate taxation on these sources of income, there is a division C deduction on:
· Guaranteed income supplement
· Social assistance payments
· Worker’s compensation
· Amounts exempt under tax treaty
· Home relocation loan deduction
· The benefit of low or no interest loan provided by the employer must be included in income from employment
· When taxpayer relocate and is given a loan to purchase a new home, the taxpayer can deduct, for a maximum of five-year periods, the interest benefit on the first $25,000 borrowed. 
· Lump sum payments
· A taxpayer may receive a lump sum payment related to employment, pension or damages, typically as a result of a court proceedings or arbitration
· If the amount exceeds $3,000 and is related to the years between 1977 and the current tax year, the taxpayer may choose to spread the recognition of payment over the years to which they apply
· Lifetime capital gains deduction
· For qualified farm property and qualified small business corporation shares and qualified fishing property
· First $800,000 in capital gains is tax free (maximum)
· Farming/fishing: the property must be owned for at least 24 months prior to disposition and more than 50% of the FMV of the corporation’s assets must be used in active business in Canada
· Northern residents’ deduction
· Losses:
· All losses experienced this year must be deducted in the current year to the extent possible
· Losses cannot be deducted in the current year can be carried forward or carried back to be deducted against income and gains of other years
· Losses can be broadly categorized as:
· Capital losses (from the disposition of capital property), or
· Non-capital losses (losses from operations, such as self-employment, business, or property)
· Special restrictions on the use of carryovers:
· Capital losses can only be used against capital gains
· Restricted farm losses can only be used against income from restricted farms
· LPP losses are deducted only against LPP gains
· Deducting capital loss carryovers
· Conversion formula:
· Amount of loss * inclusion rate of current year/inclusion rate in year when loss realized
· Non-capital loss is easy to deduct but capital loss is not easy. So deduct capital loss first. 
· Farm losses:
· Full time farmers treat farm losses in the same manner as non-capital losses
· Farm losses can be deducted against any type of income, with a 3 year carry back and 20 year carry forward provision
· Restricted farm losses: occurs when it’s not taxpayer’s chief source of income. The deduction is: 
· 100% of first $2,500
· 1/2 of the next $12,500
· (Resulting in a maximum total deduction of $8,750 which can be deducted against any type of income)
· The excess loss can only be deducted against restricted farm income
· Business investment losses
· Investing in small private business
· If the business becomes insolvent/bankrupt, the taxpayer experiences a business investment loss (BIL)
· One half of the BIL becomes the Allowable Business Investment Loss (ABIL)
· This loss can be deducted against any type of income (employment, business, property, etc.)
· Any amount that cannot be deducted during the current year becomes part of the non-capital loss carry forward with a 3 year carry back and 10 year carry forward provision
· After 10 years, if the ABIL has not been deducted, it reverts to a capital loss with unlimited carry forward provisions and restricted deductibility
· ABIL and the $800,000 Lifetime Capital Gain Exemption
· A taxpayer cannot makes claims for both a Business Investment Loss (BIL) and the Lifetime Capital Gains Exemption
· If a deduction has been made under the Lifetime Capital Gains Exemption, an equivalent amount of a BIL will be disallowed as a deduction against all sources of income
· Instead, that amount of BIL will be treated as a capital loss (with all its restrictions)







Taxes payable by individual
Determine net income for tax purposes
· Taxpayer use the aggregate formula to arrive at net income for tax purposes
· 3a) Income from all sources
· Employment income
· Section 5: salaries, wages and other benefits
· Section 6: other income inclusions (taxable benefits)
· Section 7: stock option benefit
· Section 8: deduction (for salespersons and others)
· Business income
· Section 9: income
· Section 12-17: amounts to be included
· Section 18: disallowed expense
· Section 20: deductions specifically allowed
· Property income
· Interest, royalties rent, dividend
· Other income
· Pensions, scholarship, social assistance, workers compensations
· 3b) Net taxable capital gains (KEEP EACH CATEGORY SEPARATE)
· Taxable capital gains, less allowable capital losses. (Shares and capital assets)
· LPP taxable capital gains, less LPP allowable capital losses. (Art, book/folio/manuscript, jewelry, coin collection, stamp)
· PUP taxable gains (losses disallowed). (All the taxpayer’s personal effect)
· 3c) Subdivision e Deductions
· Capital portion of annuity
· Spousal support
· Child support from agreements prior to May 1/97
· CPP contributions of self-employed as employer
· Moving expense
· Child care expenses
· Disability support deduction
· RRSP contribution
· 3d) Current year losses
· = NIFTP
· Division C deductions are deducted from NIFTP
· All current year financial results
· Employee stock option
· Home relocation loan
· Northern allowance
· Deduction for payments (such as social assistance or worker’s compensation)
· Lump sum payments
· Lifetime capital gains deduction
· Losses deductible
· = Taxable income
· * Applicable tax rate

Federal tax
Provincial tax
· When provincial taxes are not applicable, there is an additional federal surtax of 48% of basic deferral tax payable

Tax credits
· Tax credits are credits against taxes payable and reduces taxes which must be paid to the government
· A tax credit is a base amount which is then multiplied by 15% to arrive at the amount of credit against federal tax payable
· Tax credits are non-refundable, i.e. if the taxpayer does not have sufficient income to use the credit, it is lost (it cannot be carried over to the other tax periods)
· A taxpayer who immigrates or emigrates from Canada must pro-rate their tax credits for the short fiscal year
· Types of non-refundable tax credits
· Basic personal tax credit
· Every taxpayer, single or married, is entitled to a basic personal tax credit
· $11,138
· Spousal amount
· A taxpayer with married status is entitled to their personal tax credit plus an additional $11,138 credit on behalf of their spouse
· The spousal amount is reduced by any amount earned by the spouse
· In the year spouse separates, a taxpayer can claim either a deduction for spousal support or the spousal tax credit, but not both
· Eligible dependent tax credit
· If a taxpayer does not have married status, but is supporting a wholly dependent person, the taxpayer is eligible for tax credit of $11,138 (less the dependent NIFTP)
· Typically, the credit is used by single parents supporting a minor child, but is available to individuals who are single, widowed, divorced, or separated and supporting a dependent who is:
· Related by blood, marriage, or adoption
· Under 18 at any time during the year, or is the taxpayer’s parent, grandparent or mentally/physically infirm
· Living with the taxpayer in a home maintained by the taxpayer
· Thus, dependent could include child, grandchild, parent, grandparent, sibling, uncle, aunt, niece or nephew
· Can’t multiply by the number of kids
· Child tax credit
· The child tax credit of $2,255 is available for each child who is under 18 years of age the end of the tax year
· The child tax credit can be claimed along with the eligible dependent tax credit by either parent if the parents live together, or, if the parents live apart, by the parent claiming the eligible dependent tax credit
· Can multiply the number of kids
· Caregiver amount
· A taxpayer may claim a caregiver tax credit for each related adult 18 years of age or over (the taxpayer’s or taxpayer’s spouse’s child, grandchild, brother, sister, aunt, uncle, nephew, niece, or parent, or grandparent over 65 and dependent due to physical or mental infirmity)
· The dependent must reside with the taxpayer and require in-home care
· The tax credit is $4,530 and is reduced by the dependent NIFTP in excess of $15,472
· This credit cannot be taken along with the eligible dependent tax credit
· Amounts for infirm dependent over 17 (somewhat handicapped)
· A taxpayer may claim a tax credit for a dependent who is aged 18 or over, if a physical or mental infirmity prevents the individual from being self-supporting
· The tax credit for an infirm dependent is different from the Disability Tax credit which applies to a more severe level of infirmity and requires that a doctor certify that there is a prolonged impairment which severely restricts basic living activities (not just full-time employment)
· The Infirm Dependent tax credit is $6,589 and is reduced for NIFTP in excess of $6,607
· The Infirm Dependent tax credit cannot be taken together with other dependent tax credits such as the eligible dependent or caregiver tax credits or if the taxpayer is deducting child support payments for that child
· Tax credits for an adult handicapped child
· A taxpayer may have an adult handicapped child who qualifies for any of:
· the Eligible Dependent tax credit
· Caregiver tax credit, and 
· the Infirm Dependent over 17 tax credit
· However, if the dependent has their own source of income, the amount that the taxpayer can claim will be reduced to different degrees depending on which tax credit they claim
· The additional amount
· The ITA requires that the taxpayer use the earliest tax credit for which they are eligible
· In the ITA, the tax credits are listed by paragraph:
· eligible dependent [Par.118(1)(b)],
· caregiver [Par.118(1)(c)], and
· dependent [Par.118(1)(d)] tax credit 
· If the deductible amount would have been larger using a different tax credit, the taxpayer is permitted under “Additional Amount” to deduct the difference
· Family caregiver amount (FCA)
· The family caregiver amount is an extra $2,058 deductible for a taxpayer claiming one or more of the following tax credits for an infirm dependent:
· Spousal amount
· Eligible dependent
· Child
· Inform dependent under 17
· Caregiver
· Qualifying conditions for FCA
· If the FCA is being claimed for a child under 18, the child must have an infirmity that requires more care then normal children
· If the FCA is being claimed for an individual over 18, that individual must be physically/mentally infirm
· The FCA can be claimed for multiple dependents
· CRA may require medical certification of disability
· Age amount
· A taxpayer who attains the age of 65 (or over) during the year can claim an additional tax credit of $6,916
· This amount is reduced by $15 on every dollar by which the taxpayer’s NIFTP exceeds and is completely eliminated when NIFTP exceeds $80,980
· The unused amount of this tax credit can be transferred to a spouse
· Pension income amount
· The first $2,000 of eligible pension income earns a tax credit:  $2,000 x 15% = $300
· Pension Income includes an annuity from an RRSP or a DPSP, a life annuity, payments from a RRIF, and the interest component of an annuity
· Excluded are payments under OAS, CPP, a provincial pension plan, a salary deferral or a retirement compensation arrangement, an employee benefit plan and death benefits
· The unused portion of this tax credit can be transferred to a spouse
· Canada employment tax credit
· This tax credit is available to all individuals who have Canadian employment income
· The credit is equal to the lesser of:
· $1,127, and
· The individual’s Net Employment income, calculated without any employment income deductions
· Adoption expense credit
· Beginning in 2005, a taxpayer who adopts an “eligible child” will receive a tax credit of 15% on up to $15,000 of “eligible adoption expenses”
· “Eligible child” is defined as a child under 18 years of age at the time of adoption
· Eligible Adoption Expenses include:
· Fees paid to a provincial licensed adoption agency
· Court costs, legal and administrative expense related to an adoption order
· Reasonable and necessary travel and living expenses of the child and adoptive parents
· Document translation fees
· Mandatory fees paid to a foreign institution
· Other reasonable adoption-related expenses levied by a provincial government or a provincially-licensed adoption agency
· Eligible adoption expenses are reduced by any reimbursements received by the taxpayer
· The expenses can only be claimed in the year that the adoption is finalized
· The claim for eligible adoption expenses can be claimed by either parent or shared by them
· Medical expenses
· Medical costs not reimbursed by health care plans, in excess of the lower or $2,173 and 3% of NIFTP, qualify for the 15% medical expense credit
· Medical expenses must be proven by filling receipts and must be paid within any 12 months ending within this year
· Qualifying expenses:
· doctors and dentists
· Full-time home attendants
· Full-time nursing home care or institutions for the disabled
· Ambulance transportation
· Reasonable travel expenses for medical care
· Artificial limbs, prescription eyeglasses or contact lenses, or any device prescribed by a medical practitioner; home modification for a wheelchair
· Oxygen
· Seeing eye dogs, captioning for hearing/speech impairment
· Drugs, medicine, laboratory work, organ transplant
· Premiums paid for private health service plans
· Over 20 paragraphs of Etc.
· Medical expenses for spouse and dependent
· Medical expenses for taxpayer include those of the taxpayer’s spouse or common-law partner and other individuals who qualify as dependent
· When a taxpayer is making a claim for medical expenses incurred by a dependent over the age of 18, the dependent’s total medical expense must reduced by the lesser of: 
· 3% of the dependent’s NIFTP
· $2,172
· Refundable medical expense supplement
· There is an additional supplement for low income Canadians with high medical expense
· The individual must be 18 and over and have earned employment/business income of at least $3,363
· The credit is the lesser of:
· $1,152
· 25/15 of medical expense credit
· This amount is reduced by 5% of family NIFTP over $25,506 (and is completely eliminated when family NIFTP reaches $48,546)
· Disability amount
· An individual is eligible for the Disability Tax credit when they suffer from a physical or mental impairment which restricts the activities of daily living and has lasted or can be expected to last for at least 12 months
· Basic activities of daily living include:
· Mental functions necessary for everyday (perceiving, thinking, remembering)
· Feeding or dressing oneself
· Speaking such that the individual can be understood in a quiet setting by someone familiar with them
· Hearing such that the individual can, in a quiet setting, understand someone familiar with them
· Bowel or bladder functions, or
· Walking
· To qualify for the disability credit, a doctor must certify that the individual is severely impaired on form T2201
· The disability tax credit is $7,766
· There is an additional supplement of $4,530 for a disabled child who is under the age of 18 at the end of the year  (Total credit of $12,296)
· This supplement is reduced by child care or attendant care costs in excess of $2,654
· Transferring the disability tax credit
· The disabled person often has little or no Taxable Income against which to use the credit
· In these situations, all or part of the credit (the unused portion) can be transferred to a spouse or a supporting person who claims the disabled individual as a dependent under the eligible dependents provision (parent, grandparent, children, grandchildren, brother, sister, aunt, uncle, niece or nephew)
· Tuition tax credit
· Individuals can receive a tax credit of 15% of qualifying tuition fees paid for the calendar year to:
· A university, college or other post-secondary institution
· An institution certified by the Minister of Human Resource Development for a course that develops or improves skills in an occupation for a student 16 years of age or over
· A university outside Canada, if enrolled full time in a course that was at least 13 consecutive weeks in duration
· For individuals near the U.S. border, a U.S. college or university 
· The tuition tax credit includes all mandatory ancillary fees such as library charges, laboratory charges, health services, athletics and various other services 
· Non-mandatory eligible ancillary fees to a max. of $250 can be included
· Examination fee
· Are there fees in excess of $100 involved in taking exams at the post-secondary level?
· There is a 15% tax credit on the exam fees and exam materials or ID cards on amounts over $100 to a maximum of $250
· Travel, parking or equipment such as computers are not eligible 
· Education credit
· Students receive an education credit of $400 per month of full-time attendance at a designated institution
· Full-time is a program that runs for at least 3 consecutive weeks and provides at least 10 hours of instruction each week throughout its duration
· Part-time students may claim an education credit of $120 per month
· Part time is defined as receiving less than 10 hours of instruction at a qualifying institution
· Individuals who qualify for the disability tax credit may claim an education tax credit as a full-time student regardless of whether they attend full or part time
· Textbook tax credit
· The tax credit for textbooks is $65 for each month of full-time education tax credit eligibility and $20 for each month of part-time education tax credit
· The credit is not based on the actual purchase of textbooks
· Any unused textbook tax credit can be transferred to a spouse, parent or grandparent
· Transfer of tuition, education and textbook tax credits
· Unused education-related tax credits can be transferred to a parent, grandparent  or spouse of the student to a maximum of $5,000
· To qualify, the student must designate, in writing, the amount transferred
· To determine the amount transferable:
· 		Student’s Part I Taxes Payable
· 		Less Tax Credits:  Personal, Disability, Transit Pass, EI, CPP, etc
·  		Residual Taxes Payable				
· 		Less Tuition & Education Tax Credits (as Needed)
· 		Taxes Payable > 0
· Carry forward of tuition and education credits
· A student may not have sufficient income to use their education-related tax credits 
· Perhaps the student may not have transferred the tax credits to a supporting person, or
· Perhaps the student may have more than $5,000 of education-related tax credits
· The student can carry these tax credits forward indefinitely
· Unused amounts that are carried forward can no longer be transferred to a supporting person
· Schedule 11 calculates the amounts which must be claimed
· Credit for interest paid on student loans
· An individual is entitled to deduct 15% of amounts paid in the year, or in any of the five preceding years, on account of interest paid on loans under the Canada Student Loans Act, the Canada Student Financial Assistance Act or a provincial statute governing the granting of financial assistance to students at the post-secondary school level
· There is a five-year carry forward on unused student loan interest deductions
· CPP contributions
· Taxpayer’s receive a federal tax credit for their contributions to a Canada Pension Plan :   (Max. earning of $52,500 - $3,500 exemption) x 4.95% = $2,426 x 15% = $364
· A self-employed taxpayer receives a tax credit for the employee’s share of contributions they make on their own behalf and they receive a deduction in sec.60(e) in respect of employer’s contributions
· Employment insurance premiums
· Employment Insurance premiums are based on maximum insurable earnings of $48,600 on which employee’s pay a rate of 1.83% 
· At the maximum earnings, the annual EI premium is $914, which at 15%, provides a maximum credit against taxes of $137
· Self-employed individuals may not participate in the EI Plan and, therefore, pay no premiums
· Overpayments to CPP and EI
· Over contributions may occur due to error or when employees change job
· Excess contributions are not tax credits; they are refunded to the taxpayer in the form of an increased refund or a decrease in the tax liability
· Clawbacks
· For taxpayers whose incomes exceed specific threshold levels, benefits received under Old Age Security and Employment Insurance programs must be repaid
· The income thresholds:
·  Old Age Security (OAS) is $71,592
· Employment Insurance benefits is $60,750
· Working income tax benefits
· Often, individuals who are on social assistance and obtain some type of work lose their benefits and/or their subsidization
· This incentive to work applies to individuals who are 19 years of age or older, and not full-time students or in prison for 90 days or more
· The benefit is a refundable tax credit on the lesser of:
· 25% of each dollar of income in excess of $3,000
· $998
· Limits on WITB
· The Working Income Tax Benefit is calculated on family income earned from employment or business without reference to any losses
· The maximum benefits are:
· $998 for a single individual and is reduced by 15% on income in excess of $11,332
· $1,813 for a family (couple or single parent) and is reduced by 15% on income in excess of $15,649
· For a disabled individual, a WITB disability supplement of 25% commences on earned income of $1,150
· Public transit passes credit
· Transit services include transportation by bus, ferry, subway, train or tram
· The tax credit is 15% of the cost of monthly transit passes or electronic payment cards
· The taxpayer can claim the cost of passes for themselves, their spouse and for dependent children under 19 years of age
· The taxpayer must retain all receipts
· Child fitness or arts tax credit
· The Child Fitness/Arts tax credit applies for the enrollment of a child under 16 in an eligible program
· The credit is 15% on amounts up to $500 to a maximum tax credit of $75 (15% of $500)
· For handicapped children, the age limit is increased to 18 and the credit is $1,000
· First time home buyer’s tax credit
· If the taxpayer and their spouse did not own a home in the five previous years, they are eligible for a tax credit of 15% on the first $5,000 of the cost of an eligible home acquired after January 27, 2009
· Volunteer firefighter credit
· A volunteer firefighter who performs at least 200 hours of volunteer firefighting services during a taxation year receives a tax credit of $3,000
· Amounts transferred from a spouse
· Five specific tax credits can be transferred to a spouse or common-law partner:
· Age credit
· Disability credit
· Pension income credit
· Current year tuition, education and textbook tax credits to a maximum of $5,000, and
· Child Tax Credit
· The transferring spouse must first use these credits to reduce their own tax liability to zero before the excess can be transferred
· All of the tax credits we have examined so far provided a 15% tax relief, the following tax credits provide unique amount of tax relief
· Charitable donations
· Charitable donations include all amounts donated to:
· Total charitable gifts, including gifts to:
· A registered Canadian charity, including Canadian Universities
· A registered Canadian amateur athletic association
· A Canadian municipality
· The United Nations or an agency thereof
· A prescribed university outside of Canada, and
· A charitable organization outside of Canada to which the Government of Canada has made a gift in the current year or preceding year
· Total Crown gifts
· Total cultural gifts (as per the Cultural Property & Import Act)
· Total ecological gifts (ecologically sensitive land)
· Donating in the US:
· Under treaty with the U.S., Canadians can donate to a U.S. charity:
· Up to 75% of their U.S. income or, 
· If they work in the U.S., up to 75% of their worldwide NIFTP
· Donation limits:
· Charitable donations eligible for the tax credit are limited for individuals to 75% of the taxpayer’s NIFTP
· In the year of death and the year prior, the limit on charitable donations is increased to 100% of NIFTP
· Unused amounts can be carried forward for 5 years, subject to the 75% of NIFTP limitation in the year of use
· Corporations do not receive a tax credit for donations; they may deduct charitable donations up to 75% of NIFTP, with a 5 year carry forward on the excess
· Calculate the tax credit
· The taxpayer receives a 15% tax credit on the first $200 of contributions and 29% on the remainder of the donation
· Political contribution tax credits
· Individuals contributing to a federal political party(s) or candidates can claim tax credits for their contributions in the following manner:
	· 
	· Contributions
	· Credit Rate
	· Tax Credit

	· First 
	· $400
	· 3/4
	· $300

	· Next
	· $350
	· 1/2
	· $175

	· Next
	· $525
	· 1/3
	· $175

	· Maximum
	· $1,275
	· 
	· $650


· Also remember:
· Dividend Tax Credit:
· On Eligible Dividends:  38% gross-up of dividends received and federal tax credit of 6/11 of gross-up
· On Ineligible Dividends: 18% gross-up of dividends received and federal tax credit of 13/18 of gross-up
· Provinces will offer their own rate of tax credit
· Foreign Tax Credits:  
· The federal government will offer Canadian taxpayers a foreign tax credit for taxes paid to a foreign nation on income earned abroad 
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Procedures and administration
Administration of Canadian tax system:
Parliament – Minister of National Revenue – Canada Revenue Agency (11 member Board of Management, 11 members nominated by the provinces, one of whom is the Commissioner of CRA)


Procedures (how does the government collect income tax revenues)
· Collection of income tax revenues
· Income taxes are collected from:
· Individuals
· Corporations
· Trusts


Income tax remittance for individuals
· Individuals
· Employed by a corporation: employer must withhold the income tax (aka source deduction)
· Self-employed or earn substantial other income
· Individual must make installment payments of income tax

Source deduction by employer
· Estimated amount of income taxes must be withheld from the employee’s gross pay by the employer through payroll deductions
· Amount of deduction is based on the TD-1 form completed by employee - this amount may be incorrect
· Other amounts must also be withheld: CPP/QPP, EI (also estimated taxes on retiring allowances, death benefits, payments from RRSP/RESP, payments to non-residents, etc.)
· Amounts are remitted to the Receiver General
Individual making their own installment payments
· Individuals must pay installments when:
· they are self-employed, or
· when the difference between the federal + provincial taxes payable is more than $3,000 greater than the amounts withheld through source deductions in the current year and either of the two preceding years
· Installment payments are quarterly:
(Due on March 15, June 15, Sept. 15 and Dec. 15)



Determining amounts of installments for individuals:
[image: ]
· Approach 3 is the method used by the tax authorities on the quarterly Installment Notices
· Because the amounts are certain, not estimates, and
· No interest or penalties are charged on any deficiencies
· The taxpayer may choose any one of the three approaches for remitting during the year, however interest is charged on any deficiencies if they choose alternatives 1 or 2


Interest on late or deficient installments by individuals
· Interest is charged if installments are not paid when due or if they are deficient
· Regulation 4301 prescribes the rate of interest, based on the average rate on 90-day T- bills
· Interest is levied in the following manner:
· Regular rate is the prescribed rate
· Regular Rate + 2% is used by the tax authorities when paying interest on refunds to taxpayers
· Regular Rate + 4% is charged on late or deficient installments by taxpayers







Income tax remittance for corporations
· Corporations remit 2 types of taxes to the government
· Source deduction withheld from the employees
· Taxes owing on their own corporate income
· Remitting source deduction
· Based on class of employer
· Class is determined by the average amount of monthly withholdings from employees
· Four classes of employers
· [image: ]
· Failure of an employer to remit source of deduction
· Failure to remit amounts in excess of $500 incur the following penalties:
· 3 days late or less:  3% penalty
· 4 or 5 days late:  5% penalty
· 6 or 7 days late:  7% penalty
· 8 or more days late:  10% penalty
· For a second offence, penalties can double!
· Also all late payments are subject to interest
· Remitting the corporate taxes payable
· Installment payments for a corporation’s own taxes
· Corporations generally make monthly installment payments towards their own tax liability 
· unless the estimated taxes payable for the current year or the taxes paid in the preceding taxation year do not exceed $3,000
· Installments payments must be made on or before the last day of each month
· All taxes payable must be paid with 2 months of the fiscal corporate year of year end (3 months for a CCPC eligible for the Small Business Deduction)
· Determine the amounts of installments for corporations
· Approach 3: 
· 12 Instalments:
· First 2 Instalments based on 1/12 of taxes payable 2 years ago
· Last 10 instalments based on 1/10 of the amount by which the taxes paid 2 years ago exceeds the sum of the first two instalments
· Interest on late or deficient installments by corporations
· Interest and Penalties on late or deficient payments are the same as for individuals
· Regular rate is the prescribed rate
· Regular Rate + 2% is used by the tax authorities when paying interest on refunds to taxpayers
· Regular Rate + 4% is charged on late or deficient installments by taxpayers



Individuals’ filing deadlines
· Individuals must file on or before April 30 in the year following the taxation year
· Individuals with self-employment income must file by June 15 of the following year
· If individual dies between Jan.1 to Oct.31, the final income tax return must be filed by April.3o of the following year. 
· If the death occurs between Nov.1 to Dec.31, the executor has 6 month from the date of death to file the final return. 



Corporation deadline
· Corporate Tax Returns are due 6 months after the end of the corporate fiscal year (However, all taxes owing must be paid within 2 months of the end of the fiscal year!)
· File form T2
· Penalties for filling a late income tax return
· Both individuals and corporations who file their returns late incur penalties of:
· 5% of the tax not paid when due, plus
· 1% for each complete month the tax remains outstanding (to a max of 12 months)
· On subsequent offences (late within the preceding 3 years), the penalties double (10% plus 2% for a max of 20 months)
· Corporations also pay an extra penalty of .05% per month of the corporation’s Taxable Capital Employed in Canada for up to 40 months
· Advice:  File on Time to avoid penalties! Unpaid taxes incur interest but there are no penalties for not being able to pay.


Foreign reporting requirement
· Canadians must report on world-wide income
· The tax authorities were concerned that taxpayers were not making disclosures about foreign sources of income (bank accounts, shares, tangible and intangible assets, mutual funds, interest-earning loans, and partnerships)
· Property outside of Canada, with a total cost of more than $100,000 at any time during the tax year must be disclosed on Form T1135, “Foreign Income Verification Statement”
· Failure to disclose foreign property
· A penalty of $500 per month for up to 24 months can be assessed
· This penalty can double once a demand to file is served
· A further penalty of 5% of the cost of any unreported property can also be assessed




The tax filing procedure
· Taxpayer files a tax return and pays tax (according to filing deadlines and deadlines for payment of installments and taxes owning)
· CRA examines and assesses the tax return and sends the taxpayer a notice of assessment
· Taxpayer has 90 days from the date of mailing of the notice of assessment to file a notice of objection (must provide reasons for objection and a description of facts)
· The minister considers his assessment
· If the taxpayer’s objection is successful, the taxpayer has 90 days from the mailing to appeal to the tax court of Canada
· 30 days from the date of the tax court decision, the case can be appealed to the federal court of appeal
· Supreme court of Canada




Tax planning, tax avoidance and tax evasion
· Tax planning (most acceptable)
· The courts have held that taxpayers have a right to organize their affairs to minimize tax
· Therefore, the taxpayer can use provisions within the Income Tax law to legally reduce or eliminate tax, such as: 
· RRSPs and TFSAs
· Income splitting
· salary and dividend optimization
· incorporation of a proprietorship
· etc.
· Tax avoidance (civil wrongdoing)
· The deliberate aggressive planning of events & transactions in order to reduce taxes payable
· Very difficult to determine what is ‘mere planning’ and what is ‘aggressive’
· The tax authorities have introduced provisions to prevent ‘aggressive planning’:
· ITA 69:  General Anti-Avoidance Rule (GAAR) requires that a legitimate ‘business purpose’ underlie a transaction
· A Reasonable Expectation of Profit
· Tax evasion (criminal offence)
· The willful and deliberate misrepresentation of facts with the intent to deceive
· This is a criminal act earning interest & penalties under civil law, AND fines and possible imprisonment under
· 	criminal law


Tax advisor and preparers beware:
· ITA 163.2(4) levies a penalty for  participating in a misrepresentation (commission or omission) in the preparation of a return
· The penalty is the greater of $1,000, or the penalty assessed against the client
· The client’s penalty is equal to 50% of the amount of tax avoided, capped at $100,000


image1.png
Approach 1 Approach 2 Approach 3

Y, of estimated taxes | ¥ of estimated taxes | March & June Installment:

payable for current payable for last year | % of tax payable 2 years ago
Sept. & Dec. Installments:

Y5 of the excess of tax payable
last year over % of the tax
payable 2 years ago

year





image2.png
Quarterly Remitters <$3.000/Mthly
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