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CANADA REVENUE AGENCY TROUBLE SPOTS

A list of the top ten trouble spots for the Canada
Revenue Agency was published in the summer of
2005. If you are reporting or claiming any of the
following, take extra care to obtain and retain
appropriate supporting documentation.

Verification of capital gains and losses, especially
evidence supporting the original cost and any
subsequent adjustments.

Allowable business investment losses — losses
suffered on investments in Canadian private
corporations.

Carrying charges, such as interest expense,
management fees and investment counselling
costs.

Foreign tax credits — you will probably require a
copy of your foreign tax return, and possibly the
foreign government’s assessment notice.

Province of residence, especially for those
individuals who work in one province but reside in
another.

Large charitable donations or donations of
property — make sure you have official receipts
and evidence supporting fair market value
calculations if relevant.

Employment expenses — these are subject to
strict rules and are frequently subject to audit.
Child care expenses — don't forget to obtain
receipts showing the social insurance numbers of
the care providers.

Mining and oil company investments — the
required information should be provided by your
investment advisor, but reporting the results is
often complicated and subject to error — seek
professional advice.

Tuition and education expenses — we have
noticed an increased scrutiny of these claims in
recent years.

BEQUESTS TO REGISTERED CHARITIES

Remember that if you wish
to make a donation to a
registered charity, and
claim the credit in your final
date of death return, you
must specify the charity in
your will. If you leave this
choice up to the discretion of your executor, there is
no credit available to you in your date of death return.
Your estate may be able to claim the credit in the trust
tax return, but this is often less beneficial from a tax
perspective as trusts are frequently non-taxable.

RRSP REMINDERS

Don't forget that the RRSP deadline for 2005
contributions is March 1, 2006. The maximum limit for
2005 is $16,500 based on 18% of your prior year’s
earned income. If you have some contribution room
carried forward from prior years, you may be able to
contribute more than this limit. Remember also, that
RRSP deductions are discretionary, so you do not
have to deduct the total contributions you have made
for 2005. Carrying them forward may be beneficial if
you are expecting higher income next year or if you
have other deductions that put you in a lower tax
bracket in 2005.
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THE PROPOSED NEW DIVIDEND STRUCTURE

As many of you know, the Minister of Finance recently
announced proposals for changes
in the taxation of
Canadian Dividends.
These proposals, if
enacted, would
eliminate the current
double taxation of
dividends paid from
corporate earnings in
excess of the annual
small business
deduction amount.
This is certainly good news
and has been long awaited by accountants

and advisors assisting small business in Canada.

If the proposals are passed, dividends paid from
earnings in excess of $300,000 per year will be
grossed up by 45% and the dividend tax credit
increased to 19%. The goal is for the government to
receive the same amount of tax as if the income was
earned directly by an individual, rather than through a
corporation.

Because of the double taxation issue, it has not made
sense to leave more than $300,000 of taxable income
in a small corporation. The alternative was to
increase the wages and salaries of owner-managers
and have them pay the taxes rather than the
corporation. The economic affect of this, right across
our country, was that almost no small business
corporations retained income in excess of $300,000
and their investment in expansion, new equipment,
and new employees was therefore seriously curtailed.

We are hoping that the proposals will be enacted by
the new government, as we believe they will be a real
economic booster for Canadian small business.

RETIREMENT HOME CHARGES

Residents of private retirement homes may be able to
claim a portion of their charges as “Qualifying
Attendant Care” under the medical expense rules. To
make this claim, you should request a breakdown of
the fees that you paid from the retirement home. The
allowable portion is the amount that relates to the
salaries of employees who provide health care, meal
preparation, housekeeping, laundry, transportation
and security services for the residents. Not included
are expenses related to social programs, recreation
and rent.

The maximum claim for such expenses is $10,000 per
year ($20,000 in the year of death) and it should be
noted that if you make this claim, you may not make a
claim for the disability deduction in the same year.

DIRECTORS’ LIABILITY

A recent court case emphasises the importance of
maintaining due diligence if you are a director of a
company or not-for-profit organization. If you do hold
such a position, and the company or society fails to
remit taxes, GST or payroll deductions as required,
you may be held personally liable for the unpaid
amounts.

In such cases, due diligence really means taking
reasonable steps to assure that the remittances are
being made. At the very least you should regularly
enquire of management as to the status of these
remittances and ask for a written report. Better still,
you should check financial reports, bank remittances
and other evidence showing that all required tax
payments have been made.

In the court case, a director was relieved of the liability
for unpaid amounts because he had acquired
correspondence from the company’s solicitor stating
that debts to the Canada Revenue Agency had been
paid. He was also able to establish that because he
was not an active director, he had relied heavily on
two key managers of the company, who were also
directors.

Because of the amounts involved, often hundreds of
thousands of dollars, directors cannot be too careful in
exercising their due diligence.

TAX FREE GIFTS TO EMPLOYEES

Almost everything given or paid
to employees by their
employers is  considered
taxable, and must be reported
on T4 slips for the year.
However, there are provisions
that permit up to two non-cash
awards and two non-cash gifts
to be given on a tax free basis.
The purpose of the awards is generally to recognize
employment achievement and the gifts to recognize
special occasions such as holidays or birthdays. The
total of the two awards or two gifts must not exceed
$500 per year including taxes. In other words, an
employer could give two awards of up to $500 and
two gifts of up to $500 per year to each employee.
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Note that gifts to shareholders and related parties do
not qualify even if they meet the above criteria. Other
items, such as bonuses, cash and near cash awards
must be included in income.
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and copies of these bulletins and other useful
information may be found there.



