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Taxes and Financial Planning
Common goals related to tax planning:
· Knowing current tax laws and regulations that accent you
· Maintaining complete and appropriate tax records
· Making employment, purchase, and investment decisions that leave you with the greatest after-tax cash flows and net wealth

· Excise tax is a tax imposed on specific goods and services, like gas, cigarettes, alcohol, tires, and air travel

Filing Your Federal and Provincial Income Tax Return
· First you determine whether you are required to file a return
· Next identify which basic form you need to complete (usually a T1 General Income Tax and Benefit Return for a certain province) and any necessary schedules/forms
· Finally you decide whether to complete a paper return, file by telephone or electronically

· All residents of Canada must final a federal income tax return for any year in which they have a balance of taxes owing
· Quebec has different tax rules (they have to file two: a federal and provincial)
· All other provinces/territories apply a Tax on Income (TONI) system that permits the province to decide its own tax rates to be applied to taxable income, as well as different non-refundable tax credits
Income Tax Fundamentals
· Taxable income is the net amount of income, after allowable deductions, on which income tax  is computed
Step 1: Determining Total Income
Your total income consists of five main components:
· Employment income is the remuneration received for personal effort (wages, bonuses)
· Net business income includes any income from an activity that is carried out for profit (from a proprietorship, partnership, corporation) after senses are deducted
· Investment income or income from property includes income in the form of interest, dividends, and rental income net of expenses
· Taxable capital gains (aka investment income) is not defined as such by the Income Tax Act. It is a tax on accumulated wealth. Net gains from the sale of capital assets such as stocks, bonds, and real estate (one-half of net capital gains are taxable)
· Other income includes retirement income from corporate pension plans and RRSPs, Canada Pension Plan, Employment Insurance, certain child support payments, and other education-related payments in excess of $3000. 
Step 2: Calculating Net Income
· Net income is total income less certain deductions, such as contributions to an RRSP or RPP.
· Deductions are expenses that can be deducted from total income (contributions [RRP, IPP, RRSP], child care expenses, union/professional dues [required to maintain a legally recognized professional status], disability support payments [includes attendant care expenses as well as other paid disability expenses that permit the disabled person to go to school or earn taxable income], moving expenses [largely deductible if you move to start working at a new location or to start a business], certain employment-related expenses)
· Your deductions are subtracted from total income to obtain your net income
Step 3: Calculating Taxable Income
· Other deductions:
Security options deduction
Capital gains deduction
Net capital losses of prior years
Other deductions 
· You’re required to maintain sufficient records to support tax deductions (for 3 years)
Step 4: Calculating Federal Taxes Owing
· Your taxable income is the basis for computing the amount of your income tax owing. The four federal tax brackets and corresponding rates in 2007 were:
	Taxable Income
	Tax Rate

	0-$37,178
	15%

	$37,179-$74,357
	22%

	$74,358-$120,887
	26%

	Over $120,887
	29%



With the exception of Quebec, all provinces/territories have adopted the TONI system.
· Your marginal tax rate is the rate you pay on the next dollar of taxable income earned. 
Example: you earn $45,000 taxable income. Your 2007 fed. tax liability is calculated at 15% on the first $35,000, while remaining $10,000 is taxed at 22% for a total of $7,450 before the consideration of any tax credits.
· The average tax rate is based on the total tax due divided by total taxable income. Except for taxpayers in the 15% tax bracket, this rate is less than a person’s marginal tax rate. (Ex. your av. fed. tax rate is calculated as your total tax bill of $7,450 divided by your taxable income of $45,000 resulting in an average federal tax rate of 16.56%
Step 5: Calculating Net Federal Tax
· Two types of tax credits that can reduce the amount of tax you owe: non-refundable tax credits and refundable tax credits. (A tax credit is an amount subtracted directly from the amount of taxes owing).
· First step in calculating a non-refundable tax credit is to determine the maximum applicable amount. Sometimes the amount is pre-set by the government, (as is the case for the basic personal amount set at $9600 for 2007 federal tax purposes…this amount is indexed to inflation every year). In other cases, a calculation is required, (the medical amount is calculated by subtracting 3% of your net income to a max of $1,925 in 2007 from eligible medical expenses).
· Once maximums are determined, the non-refundable tax credit is calculated by multiplying the amount by the lowers marginal tax rate, with the exception of the tax credits for charitable and political contributions and dividends, where different rates are applied
Deadlines and Penalties:
· Most people are required to file their federal and Quebec tax returns by April 30th each year. 
· If you or your spouse has business income, then you have until June 15 to file your return
· Failure to transmit forms by the due date incurs an automatic 5% penalty on any balance owing. 1% of the unpaid balance will be added for each full month that your return is late, to a max of 12 months. 
Tax-Planning Strategies:
· Tax planning is the use of legitimate methods to reduce one’s taxes. 
· Tax evasion is the use of illegal actions to reduce one’s taxes.
· To maximize after-tax cash flows, some simple strategies are listed:
1. Are you choosing the form of remuneration that is most advantageous to you?
2. Are you taking full advantage of all deductions and credits that are available to you? If you have legal/common-law spouse, is the right person taking the deduction? Should amounts be accumulated and tax credit taken only periodically?
3. Are you taking advantage of all possibilities to defer the payment of taxes to a later date?
4. Should you adopt “income-splitting” techniques that permit a lower-income member of your family to declare investment income and pay less tax on it?
5. Have you organized your investment portfolio so it attracts the lightest tax liability?
How Should You Receive Income?
· If you are a salaried employee, in most cases no employment-related deductions are available
· If you earn commission income and are required by your employer to travel and/or absorb costs associated with your employment, then these costs may be deductible.
· Most employee benefits are taxable, some, such as the benefit conferred by a stock option, receive more favourable tax treatment than regular income.
· Self-employment income from a non-incorporated business or profession is reported on both a gross and net basis and is taxed at the individual’s personal tax rate
Tax-Free Savings Account (TFSAs)
· Starting in 2009, Canadian residents aged 18+ are eligible to contribute up to $5,000 annually to a TFSA. Investments in it grow on a tax-sheltered basis, and all amounts withdrawn are free of tax.
· TSFAs are important to:
Canadians with below-average incomes
Canadians with high incomes who need to save more than current RRSP limit
Senior citizens (may need for medical emergencies, custodial care, for children)
Working Canadians (who want to set aside $ for post-retirement)
Young Canadians (trying to accumulate a down payment for first home)
Middle-aged Canadians (looking for a flexible savings way to help them purchase a vacation/retirement home, a vacation, or post-retirement income)

· A major tax strategy of benefit to working people is the use of tax-deferred retirement plans (RRSPs, RPPs, IPPs, and Deferred Profit Sharing Plans (DPSPs)

· A tax audit is a detailed examination of your tax return by the Canada Revenue Agency
