MacKenzie, George & Company

Certified General Accountants

Main Floor, 6625 Fraser Street, Vancouver, B. C. V5X 3T6

Phone: (604) 327-9234 Fax: (604) 325-3044
Web Site (E-mail) www.mackenziegeorge.com

YEAR-END TAX PLANNING

60(1)

Some 2002 year-
end tax planning
tipsinclude:

1 If the follow- 5.
ing expenditures are made by indi-
viduals by December 31, 2002 they
will be eligible for 2002 tax dedudtions
moving expenses, child care expensess, 6.
safety deposit box fees, charitabledo-
nations, political contributions and
medica expenses.

2. 2002 eligible Registered Retirement
Savings Plan (RRSP) contribution
amounts are noted on the 2001 per-
sonal income tax return assessment
notices. You have until March 1,
2003 to make tax deductible RRSP
contributions for the 2002 year.

Consider contributing to a spousal
RRSP to achieve income splitting in
the future.

The maximum 2002 addition to de-
ductible RRSP contribution roomis
$13,500. $75,000 of 2002 earned in-

come is needed to reach this max- 8.
mum.

3. Personsturning age 69 in 2002 must
mature their RRSP into cash, an annu-
ity or a Registered Retirement Income
Fund by December 31, 2002. Certain
2002 excess contributions may be de-

ducted in the year 2003 if contribution
roomisavailable.

If you own abusiness, consider pay-
ing a reasonable salary to family
members for their services rendered to
the business.

Ensure that all deductible alimony or
maintenance payments are made by
December 31, 2002.

An individual whose 2002 net income
exceeds $56,966 will loseadl, or part, of
their old age security.

Senior citizenswill begin to lose their
incometax age credit if netincome ex
ceeds $27,749.

Individuals facing these problems
should contact their professional ad-
visors for assistance in managing
their 2002 personal income.

Consider purchasing assets eligible
for capital cost allowance beforethe
yearend. For example, employees may
claim capital cost allowance on auto-
mobiles, aircraft and musical i nstru-
ments required to be used in their
employment.

If you had taxable capital gainsinthe
year, or any of the preceding three
years, consider selling capital proper-
ties with an underlying capital loss
prior to the yearend. This capital loss
may be offset against capital gainsin
the year, or in the three preceding
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9. If income in an inter vivostrust isto
be taxed on abeneficiary'sreturn, the
income must be paid or payable to
the beneficiary by December 31,
2002.

10. Individuals may claim a tax credit
related to the interest portion of stu-
dent loan payments made in 2002.

11. Registered Education Savings Plan
(RESP)

A Canada Education Savings Grant
(CESG) for RESP contributionswill be
permitted equal to 20% of annual con-
tributions for beneficiaries up to and
including age 17 (maximum $400 per
child per year).
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However, contributionsfor 16 and 17
year olds will only qualify for certain
previous plans.

12. Health and dental premiumsfor the
self-employed

Individuals will be allowed to deduct
amounts payable in respect of the
year for Private Health Service Plan
coverage in computing business in-
come provided they are actively en-
gaged alone, or as a partner, intheir
business, and either self-employment
is their primary source of income or
their income from other sources does
not exceed $10,000.

13. Tax on Split Income

The Income Tax Act applies the
maximum marginal tax rate to cer-
tain passive income of individuals
under the age of 18.

Thisincludes:

1. Taxable dividends, and other
shareholder  benefits, on
unlisted shares of Canadian
and foreign companies (re-
ceived directly or through a
trust or partnership); and

2. Income from a partnership or
trust where the income is de-
rived from providing goods or
services to a business carried
on by arelative of the childor,
of which the relative partici-
pates.

Therefore, consider minimizing this
type of income in 2002.

14. The tax rate for higher income indi-
vidualsis now significantly lower on
capital gains than on dividends
thereby presenting an incentiveto re-
ceive capital gains.

15. Canadian resident shareholders re-
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ceiving sharesinforeign tax-freere-
organizationswill be ableto treat the
shares as areduction in adjusted cost
base, as opposed to a taxable divi-
dend.

16. A refund of Employment Insurance
paid for non-arm’s length employees
may be available upon application.
(See60(5).)

2002 REMUNERATION

60(2)

Some  general
guidelines to fol-
low in remunerat-
ing the owner of a
Canadian-
controlled  pri-
vate corporation earning " active business
income" include:

1. In general, bonus down active busi-
ness earnings in excess of $200,000.
Leaving corporate active businessin-
come over $200,000 may present atax
deferral but there will likely be an
overall higher tax to pay when divi-
dendsarefinaly paid out. Some comt
panies may find it advantageous to
have greater than $200,000 of active
business income because of other
federal and provincial tax incentives.

2. Elect to pay out tax-free " capital divi-
dend account” dividends.

3. Consider paying dividendsto obtain a
refund of "refundable dividend tax
on hand".

4, Corporate earnings in excess of per-
sonal requirements could beleft inthe
company to obtain a tax deferral.
The effect on the "Qualified Small
Business Corporation” status should
be reviewed before selling the shares.

5. Dividends asopposed to salaries, will
reduce an individual’ scumulative net
investment loss balance thereby pro-
viding greater access to the capital
gain exemption.

6. Retainingincomein the corporation
may effect provincial and federal capi-
tal tax and certain provincial claw-
backs.

7. Excessive personal income affects
receipts subject to clawbacks, such
as old age security and the age
credit.

8. Salary payments require source de-
ductions to be remitted to Revenue
Canadaon atimely basis.

9. Individualsthat wish to contributeto
the Canada Pension Plan or a Regis-
tered Retirement Savings Plan may re-
quire a salary to create "earned
income".

10. Salaries paid to family members must
be reasonable.

11. Some provinces have " payroll taxes"
thereby increasing the costs of paying
salaries versus dividends.

EMPLOYMENT

60(3)
TRUCKERS

In an August 23,
2002 Tax Court
case, the Court
found that this
long-distance truck driver was entitled to
deduct transport employee meal and
lodging expenses. The taxpayer and his
wife worked together driving a transport
between California and Ontario. The
Court noted that the taxpayer’s claim for
meals based on U.S. $40 per day (subject
to the 50% addback for meals and enter-
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tainment) should be allowed, even though
no supporting documents were submitted,
because this wasreasonable and the evi-
dence was strong that he incurred the meal
expense.

NO TAXABLE BENEFIT

Some examples of non-taxable employ-
ment benefitsinclude:

Example 1

In arecently released Technical I nterpre-
tation, CCRA note that the following reim
bursements and allowances payable to
employees who are temporarily working
outside Canada will be non-taxable.

1. Housing allowance provided that the
individual maintains a self-contained
domestic establishment in Canada that
isavailable for his/her use throughout
the period of the secondment and is
not rented out - a* special worksite”.

2. Reimbursement for transport costs
provided to and from the “special
worksite” at the commencement and
completion of employment.

Example 2

In a September 5, 2002 Technical | nterpre-
tation, CCRA notes that where additional
child care expenses are incurred because
an employee is required to travel out of
town on employment, a reimbursement of
these costs by the employer would be a
non-taxable benefit.

Example 3

Inan August 30, 2002 Technical | nterpre-
tation, CCRA notes that where an em
ployer reimburses an employee for the
reasonable expenses incurred in moving
the employee, either because the employee
has been transferred from one establish-
ment of the employer to another, or be-
cause of having accepted employment at a
place other than where the former home
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was located, this reimbursement is not
taxable.

Example 4

In a September 12, 2002 Technical I nter-
pretation, CCRA notes that where an em-
ployer pays te fees or reimburses an
employee for membership in a fithess
club, the employee is in receipt of a tax-
able benefit.

Editor's Comment

Although this was not mentioned by
CCRA in the Technical Interpretation,
CCRA'’s Interpretation Bulletin 470R,
Paragraph 34, notes that where an an
ployer pays the fees required for an em
ployee to be a member of a social or
athletic club, thisisnot a taxable benefit
where the membership was principally for
the employer’ s advantage.

BUSINESS INCOME

60(4)
EXPENSES DISALLOWED

InaJduly 30, 2002 Tax Court case, the tax-
payer carried on a graphic arts business
out of a686 square foot condominium loft
apartment which she shared with afriend.
CCRA testified that they audited the busi-
ness because of the large amount of ex-
penses claimed against a small income.
CCRA made a net overall increase to the
income by disallowing a portion of the
insurance, meals, business use of home,
motor vehicle, travel and reference materid
expenses.

The Judge gave
considerable

weight to the
auditor’s evi-
dence who spent -
can you believeit
- upwards of 100 hours on thefile, much of

it at the Appellant’s premises, reviewing
the records, viewing the premises and the
equipment.

FINES AND PENALTIES

In a July 31, 2002 Committee Report,
CCRA note that the Supreme Court has
ruled that CCRA cannot disallow a deduc-
tion for fines or penaltiesincurred to earn
income unless they are so “egregious or
repulsive” that they could not be justified
as being incurred for an income-earning
purpose.

However, CCRA did note that Finance
officials are aware of the Supreme Court
decision and the need for an amendment to
the Act to reduceits effect.

MEAL AND ENTERTAINMENT
EXPENSES

In an August 22, 2002 Technical Interpre-
tation, CCRA notes that the 50% add-
back rule does not apply, “in respect of
one of six or fewer special eventsheldina
calendar year at which the food, beverages
or entertainment isgenerally available to
al individuals employed by the person at a
particular place of businessand consumed
or enjoyed by thoseindividuals’.

CCRA notes that an annual Christmas
party which is open to all employeesis
eligible for this exemption. However, an
“Over-Twenty-Five Y ears of Service Club”
party would not qualify unless the event
was availableto all employees.

EMPLOYMENT INSURANCE (EI)

60(5)
The Employment I nsurance Act notesin

Subsection 5(2) that insurable employment
does not include:

(i) employment if the employer and the
employee are not dealing with each
other at
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arm’slength.

However, if the employer isrelated to the
employee, they are deemed to deal with
each other at arm’slengthif the Minister
of National Revenue issatisfied that, hav-
ing regard to all the circumstances of the
employment, ncluding the remuneration
paid, the terms and conditions, the dura-
tion and the nature and importance of the
work performed, it is reasonable to con-
clude that they would have entered into a
substantially similar contract of employ-
ment if they had been dealing with each
other at arm’slength.

Refunds

Upon application, El Premiums paid on the
son, parent, brother, sister, spouse, indans
and common-laws of a person controlling
the business may be eligible for arefund.
The processisnot simple as a CCRA Rul-
ing will likely be needed.

ESTATE PLANNING
60(6)

LEAVING ASSETS TO CHILDREN

Where Mr. A owns
the shares of OPCO
(which owns busi-
ness assets valued at
$100,000 and invest-
ments valued at
$50,000) and Mr. A
wishes to leave the
investment assets to Child 2 and the busi-
ness assets to Child 1 but, also wishesto
have an equal distribution of $75,000
each, Mr. A could transfer the $50,000 in-
vestments to INVESTCO, along with a
$25,000 receivable from OPCO such that
Child 1 receives INVESTCO worth $75,000.
Child 2 will receive OPCO worth $75,000
(business assets of $100,000 minus $25,000
payableto INVESTCO).

This requires specific procedures, agree-
ments and tax elections.

CHARITIES

60(7)

REGISTERED CHARITIES
NEWSLETTER NO. 13

On August 29,
2002, CCRA
released Regis
tered Charities
Newsletter No.
13 and noted that:

1. A new Form T3010, reduced from
thirteen pagesto four, will be used for
fiscal periods that end on, or after,
January 1, 2003.

2. Charities are subject to audit, smilar
to other taxpayers, on a purely ran-
dom basis or to follow up on non-
compliance or tipsor other informa-
tion gathered from third parties.

(See www.ccra-
adrc.gc.ca/tax/charities/disclaimer-
ehtml and Guide T4118, “Auditing
Charities’.)

3. Inarecent Federal Court of Appeal
case, the charity had itsregistration
revoked because of improper docu-
mentation, lack of control over fund
disbursement, payroll issues, and a
problem with reconciling donation re-
ceiptsto the Form T3010.

The Court noted that the onus of
proof is on the charity to show that
it's status should not be revoked.

4. Guidelines describing business activi-
tieswhich acharity may, and may not,
legally engage in can be found at
Website www.ccra-adrc.gc.ca/tax/
charities/consultation_policy-ehtml.

DONATION OF REWARD POINTS

In an August 8, 2002 Technical I nterpre-
tation, CCRA notes that most, if not al,
reward point plans do not permit the
transfer of points. Only the personwhois
a member of the reward points plan, and
who earned the points, can redeem the
reward points.

However, if aparticular reward points pro-
gram does permit the transfer of reward
points from a plan member to a charity,
such that the charity could redeem the
reward points, the fair market valueof the
reward points on the date that they are
transferred to the charity would haveto be
determined so that atax receipt could be
issued.

PARTNERSHIPS

60(8)

INCORPORATION OF MEDICAL
PARTNERSHIP

In a 2002 Advance
Income Tax Ruling,
CCRA ruled pos-
tively on the incor-
poration of a
medical partnership
and the use of separate corporations by
the doctors to provide servicesto the new
corporation.

The purposes of theincorporationinclude
eliminating joint and several liability, per-
mitting independent contractor status and
increased control for each individual, bet-
ter congruence between effort and finan-
cial return, provide avehicle for thepartner
to provide professional servicesexternal to
the practice, provide increased efficiency
through individual management of per-
sonal practice preferences and exenses,
control over expenditures reflecting per-
sonal practice preferences, estate planning
and ease of entry to the practice.
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Caveat

Not all provinces permit the incorporation
of professionals.

FARMING

60(9)

CHECKOFFS - RESEARCH TAX
CREDITS

An investment tax credit may be claimed
on the portion of checkoff contributions
used for research and development at a
rate of 20% for individuals and 35% for
Canadian-controlled private corporations.

For 2001, a total of 41% of the wheat
checkoff and 61% of the barley checkoff
administered by Western Grains Research
Foundation (WGRF) iseligibleto earnthe
investment tax credit.

For more information see the WGRF web-
site at www.westerngrains.com or the
CCRA website a www.ccra-
adrc.gc.ca/sred/.

NET INCOME STABILIZATION
ACCOUNT (NISA)

NISA is a voluntary program developed
jointly between producers, the Govemment
of Canada and participating provinces.
Producers deposit money annually into
their NISA account and receive matching
government contributions. For more in-
formation, see www.agr.ca/nisa/.

Fund 1 holds the participant’ s matchable
and non-matchable deposits under the
NISA program. Fund 2 holds governmant
contributions (federal and provincial) and
all interest earned on both funds, including
bonusinterest.

Withdrawals are first taken from Fund 2
and are taxable. Once Fund 2 is depleted,
withdrawals come from Fund 1 on anon-
taxable basis.

NEW FEDERAL PLAN

The Federal Government will distribute
approximately $600 million in risk man-
agement funding in October, 2002 through
NISA accounts. Farmers will receive a
payment into their NI SA accounts equal to
4.25% of their five-year average eligible
net sales (ENS).

However, oncethe fundsarein NISA, they
may be stuck there until the funding for-
mula triggers a payment.

EXPENSES RELATING TO PETS

In an August
13, 2002 Tax
Court case,
the  farmer
testified that
wild animals, such as deer, rats and mice,
love to eat hisblueberry crop. Therefore,
a cat and dog were acquired to, and were
able to, keep them away. The Court be-
lieved this and permitted deductions with
respect to the dog and cat for veterinary
bills, pet food, etc.

CCRA questioned why the taxpayer had to
acquire pet food - “can’t they eat the mice
and the rats?”. The Court did not swal-
low this argument and noted that the

“frightening” aspect of the animals on a
small berry acreage warranted their busi-
ness use to help preserve the berry crop.

GST

after making a mistake and being warned,
the taxpayer makes the same mistake
again.

Even though the Court may throw out the
penalties on an appeal by the taxpayer,
there is still a time and money cost in-
volved. Therefore, it isusually best to be
diligent to avoid making the same GST
mistake twice.

GST NOT IN THE CONTRACT

In a British Columbia Court case, a con-
struction contract did not refer to GST.

Even though there have been casesgoing
both ways on thisissue, the majority of the
cases, and this case as well, concluded
that when acontract does not refer to GST,
GST should still be considered to be an
addition to the purchase price.

SELF-SUPPLY RULES

Where a taxpayer acquires a newly con-
structed residential property for lease to
others, GST applies on the purchase price.
Therefore, when a property isconstructed
by the owner, the property is deemed to
have been acquired at fair market value
and the builder is, therefore, subject to
GST on the fair market value of the prop-
erty at the time it is put into rental use.
However, the builder may claim input tax
credits for the GST paid on his/her input
costs.

60(10)

GROSS NEGLIGENCE
PENALTIES
CCRA
appearsto

be apply-
ing the
25% gross
negli-

gence penalty under the Excise Tax Actif,

DID YOU KNOW...

60(11)

NIGERIAN FRAUD
This fraud, which
usually originates
in Nigeria, gener-
aly involves a tax-
payer receiving a
letter which re-
quests assistance
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in helping a person to extract large sums of
money from aforeign country. Theletter
usually impliesthat thereis a crooked ele-
ment to this and that the Government of
Nigeriawould not approveif it knew. The
taxpayer is asked to send their banking
information so that a massive sum can be
moved into their bank account. Thefraud-
sters then claim that they need a small
amount for administration purposes-and
these requests continue and continue.

For more information about the Nigerian
Fraud mechanics see the National Post,
Wednesday, August 21, 2002, for a full-
page analysis, including adiscussion with
Paul B who admits he has thrown away
$500,000, lost hislife savings, his marriage
and his tile business, is in trouble with

Revenue Canada and still, over coffeeina
Calgary hotel, dials his cell phone and
sends off another $2,500. According to
police, the Nigerian scam has taken $10
million from Westerners, including $2 mil-
lion from a dozen people in Moose Jaw,
Saskatchewan.

In another case, Mr. D had sent over $1.9
million for items such as*“ chemical decod-
ing of cash funds’ and bail for a partici-
pant who had allegedly been detained in
Germany. Infact, he had tosteal from his
employer to finance these expendituresfor
which he wastold he would eventually get
over $10 million U.S.

With respect to the theft from the em-
ployer, the Court of Appeal in Ontario
noted that persons in positions of trust,

who breach that trust (such as employees),
will receivejail termsin the range of three
tofiveyearsevenif itisafirst offence and
even if there were personal circumstances
involved. The main purpose is to deter,
not sympathize.

A NEW TWIST

Some ads promise a guaranteed loan for
persons with a poor credit history or no
credit rating. Once contacted, the fraud-
stersrequest an up front processing fee. If
paid, it will be gone, along with the com+
pany, forever.

The RCMP adviseyou to call 1-888-495-
8501 (toll free) for more information or to
report a possible fraud.

The preceding information is for educational purposesonly. Asitisimpossibletoincludeall situations,
circumstances and exceptionsin acommentary such asthis, afurther review should be done. Every effort
has been made to ensure the accuracy of the information contained in this commentary. However, because
of the nature of the subject, no person or firm involved in the distribution or preparation of this commen-
tarv acceptsanv liabilitv for its contents or use.
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