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PERSONAL TAX

CLAWBACK PLANNING

The clawback of Old Age Security (OAS)

for 2005 appliedon incomeof $60,806,
with thefull clawbackat $98,850.

Personavho havefacedthe clawbackon
the2005personatax returnmay want to
undertakesomeplanningto avoid this
extra cost in future years such as:

@

(b)

©

IncomeSplitting

The OAS clawbackappliesto each
spouse separatelyAttention should
be paidto incomesplitting possibili-
tieswith a spouse. One approachs

applying for a division of Canada
PensiorPlan(CPP)wherethe higher
incomespousés recering more CPP
thanthelowerincomespouse.

Transfer Assets

Seniorswith significantinvestment
incomemay wish to transfersomeof
their capitalto children or grandchil-
dren, whetherdirectly or througha
Trust. Such a strategyshould be
carefullythoughtout, both to ensure
the transferoretaineenoughasset$or
their spendingrequirementsand to
ensure any transfetl® not create new
tax problems. Alternatively,a senior
couldtransferincome-earningassets
to analter-egoor joint spousaltrust,
or to acorporation.

Avoid Dividends

A $100 dividend adds $125 to net
income,soit increaseslawbackby
$18.75 insteadof $15.00 (15 per
cent). The2006FederaBudgetpro-
posalsexacerbatahis problem by
causingthe same$100cashdividend
on a publicly tradedsecurityto add
$145to income,and$21.75to claw-
back. If asenior camrrangeo realize
theirinvestmentincomein the form
of capitalgainsinstead,only includ-
ing half of the gainsin income, their
clawbackcould be reduced. (See

(d)

©

(®

74(3) for more information.)
Shifting Income

Perhapsthe senior could arrange
his/her finance® receive lesgicome
in someyears,andmorein others,to
minimize clawback.

Similarly, dividendsor salaryfrom
your own corporationcouldbe struc-
turedto alternatebetweenhigh and
low income years.

Discretionary Deductions

Where a senior has discretionary
deductionssuchas RRSP contribu-
tions or reserveson gains, consider
claiming thesein yearswhere they
will reduce the clawback.

Apply Late

Whena personappliesfor OAS, they
can receive paymentsfor a few
monthsprior to their application. A
highincomeseniomightwish to de-
lay applyingif their incomeis such
that all their OAS would be clawed
back in any case.

EMPLOYEE BENEFITS

A summaryof somelow or non-taxable
Oemployeefenefitslisted in the CRA
T4130Guideinclude:

1.

>

Board, lodging and transportation
providedto an employeewho works
ataspecialor remoteworksite (tem-
porary duties).

Cellular telephonesprovided to an
employeeprimarily to assistthe em-
ployee in employmentare non-
taxable. However,the personal-use
portion should be included in the
employeeOs income.

Employeecounsellingservicesire not
taxableif theyrelateto the wellness,
mentalor physicalhealthof an em-

ployeeor arelative,an employees

employment,or an employeeOge-

tirement.

Benefitsprovidedto employeesvho
have a disability are generallynot
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11.

taxablesuchas transportationcosts
betweenthe employeeOkome and
work location.

Merchandisesold to employeesat a
discountprovidesnon-taxablebene-
fits unlessit is an arrangemetd buy
merchandisatlessthancost.

Up to two non-cashyifts and awards
peryear are not taxableto a maxi-
mum of $500 for gifts and $500 for
awards (including taxes).

Internetserviceprovidedat an em-
ployeeOBomeis not taxableas long
astheemployeis the primarybenefi-
ciary of the service.

Moving expensersimbursewvhen an
employeeis transferredare not tax-
able.

CRA considersa non-accountable
allowancefor incidentalrelocation
moving expense®f $6500r lessto
beareimbursemenandnottaxable.

Paymentsunder a Private Health
Services Plan are not taxable.

If an employer pays professional
membershimluesonbehalf of an em-
ployee thereis no taxablebenefitto
the employeeif the employeris the
primary beneficiary of the payment.

The use of a recreational facility
club is not taxableif it can be
shownthatthemembershijis prin-



cipally for the employerOs advantage. from high rate private companyincome

12. The reimbursementf a spouseor
common-lawpartnerOsavelling ex-
pensess nottaxable if he/shevent at
the employerOgequestand was
mostly engagedn businessctivities
duringthetrip.

13. Subsidizednealsarenot taxableif the
employeepays a reasonableharge
that coversthe costof the food, its
preparation, and service.

14. Overtime meals, or a reasonable

allowance for overtime meals, are not

taxable ithe employe&orksthree or
more hoursof overtimeafter his/her
scheduledhoursof work andthe over-
time is infrequentandoccasionalless
than three times a week).

15. A reasonabldravel allowancefor a
salespersois nottaxable.

Also, not taxableis an allowancefor
travelling awayrom themunicipality
where the employeregularly reports
to work.

16. Training costswhen the training is
mainly for the employerOsenefitare
nottaxable.

17. Distinctiveuniformsto be wornwhile
carrying on employmentduties or,
special clothing (including safety
footwear)designedto protectfrom

employment hazardare non-taxable.

Reimbursedaundry or drycleaner
servicesto cleantheseuniformsand
clothingarealsonottaxable.

18. Premiumspaid to a wage-lossre-
placement plan or an inconmeainte-
nanceplan that are group plans are
nottaxable.

Caution: Owner-managermust receive

after January 1, 2006 include:

1. the 45% gross-up and enhanahdi-
dendtax creditcouldresultin almost
$65,000in dividendsbeing received
tax freeif thereis no otherincome.

This assumesthat the provinces
follow the federal rules.

2. A disadvantagas that if a person
receivesOld Age Security, or other
creditsor incomethat areclawed back
basedon OincomeGthe enhanced
gross-upon the dividends will in-
creaseQincomeQherebyincreasing
the clawbacks.

3. Thenewrules are also proposedto
applyto dividendspaid after 2005 by
Canadian-ControlleBrivateCorpora-
tions (CCPCs}o the extentthattheir
incomeis subjecto tax atthe general

ter corporationo the operatingcorpo-
rationthathastherisk,

6. sharesof an operating company
shouldbe heldby a holdingcompany
so that dividendscan be paid to re-
move the operatingcompanyOsur-
plusandlimit its exposureto credi-
tors,and

7. if possible,a partnershipactivity
should be carriedut througha lim-
ited liability partnership.

2006 FEDERAL BUDGET

On May 2, 2006, the HonourableJim

Flaherty,Minister of Finance,presented
his first Budgetto the Houseof Com-

mons.

corporate income tax rate - and is not HIGHLIGHTS

investmentincomeeligible for a re-
fundable dividend tax on hand.
CCPCsmay have to reconsidetthe
practiceof bonusingout incomein
excess of the annublsinesdimit -
$300,000 for federal purposes.

This may resultin CCPCs having
two poolsof earningswith different
tax rules on dividends from each
pool.

OWNER-MANAGER
REMUNERATION

CREDITOR PROOFING

Personsthat are potentially subject to
claimshby third partiessuchasdirectors or
professionalshouldconsideralongwith
insuranceasset protectiotechniquesuch

these benefits in their capacity as employ-2as:

ees - not shareholders.

BUSINESS/PROPERTY
INCOME

NEW 2006 DIVIDEND PROPOSALS

Somepointsto considerwith respectto
the November23, 2005andthe May 2,
2006 FederalBudget tax proposalson
dividends from public companiesand

1. loansmadeto corporationshouldbe
secured,

2. repayment of a loashould be several
(notjoint andseveral),

3. loans should be non-recourse,

4. apartnershouldbe a limited, not a
general partner,

5. real estate and othsrignificant busi-
nessassetshouldbe ownedby a sis-

A. PERSONAL INCOME TAX

Canada Employment Credit

For 2006, anindividualwill be entitledto
deductin computingtax the lesserof
employmenincomeand$250,multiplied

by the appropriate percentage for the taxa

tion year. (The$250increasego $1,000
for 2007 and subsequent years.)

Capital Gains of Fishers

For a dispositionon or after May 2, 2006
by an individual of a fishing property,a
shareof the capital stock of a family
fishing corportion, aninteresin a family
fishing partnershipor a qualified fishing
propertythe proisionsof the Actrelating
to eligible capital propertygains,capital
gains reserves, replacempraperty rollo-
vers,intergenerationatollovers from an
individual to a child of the individual,
trustrolloversfrom a spousabr common-
law partnertrustto a child of the individ-
ual andthe lifetime capital gainsexemp-
tion will applyto thesefishingproperties.

Tradespeople’s Tool Expenses

For eligible tools acquiredon or after
May 2, 2006,there may be deductedn
computingthe incomeof anindividual



from employmentas a tradespersothe
tool costsin excessof $1,000.

Textbook Tax Credit

For the 2006 and subsequentaxation
years,anindividual who is entitledto the
educationtax credit will be entitled to
claim a textbooktax credit equalto the

Dividend Tax Credit

The federal dividend gross-upwill be
increased to 4per cent anthe individual
tax creditwill be adjustedto 11/18thsof
the gross-upin respectof certaintaxable

The Budgetalsoproposesa new $1,000
grant for first and second yeapprentices
effective January 1, 2007.

Farming

dividends (Oeligible dividendsO) paid afterBudget 2006 provides $1.5 billion in

2005. (See74(3)for moreinformation.)

product obtained when the appropriate tax Donationsof Publicly Listed Securities

rate percentagdor the yearis multiplied
by $65 for eachmonth in the yearin
which the individualwasentitledto claim
the educationtax credit as a full-time
student,or $20 for eachmonth in which
the individual was entitled to claim the
education tax creditsa part-timestudent.

This is worthabout$80 peryear fora full-
time student.

Scholarship and Bursary Income

For the 2006 and subsequentaxation
yearsthetotal of all amountseceivedin
the yearon accountof scholarshipsfel-
lowships,andbursariee excludedfrom
income,if theseamountsarereceivedin
connectionwith the individualOsenrol-
mentat a designatededucationalnstitu-
tion in a programin respectof which the
individual may claim the educationtax
credit.

Pension Income Amount

For the 2006 and subsequentaxation
years,the pensionincomeon which the
pensiontax credit is calculatedwill be
increasedo $2,000from $1,000.

Tax Credit for Public Transit
Passes

For the 2006 and subsequentaxation
years,an individual will be entitled to
deductan amountequalto the product
obtainedwhen the appropriatetax rate
percentagéor the yearis multiplied by
amountgaidin respecof eligible public
transitpassesn respectof transit on or
afterJuly 1, 2006for the use of the indi-
vidual, thespouser common-lawpartner,
or a child of the individual who hasnot
before the endf thetaxationyear attained
theageof 19 years. Thisincludesa pub-
lic transitpassthatisvalid for a period of
atleastonemonthof public transit.

andEcologicallySensitiveLand

Thesegifts madeby a taxpayerto a quali-
fied doneeon or after May 2, 2006 will
not be subjectto taxable capital gain
treatment.

B. BUSINESS INCOME TAX

General Corporate Income Tax
Rate

This ratewill be reducedto 19 per cent
from 21 percentby 2010.

Corporate Surtax

This surtaxwill be eliminatedfor taxation
yearsthatendafter December31, 2007,
with proration for taxation yearsthat
includethatdate.

Small Business Deduction Limit

The small businesgncomeeligiblefor the
12% tax ratevill be increasetb $400,000
from $300,000asof Januaryl, 2007.

Small Business Rate

Thesmallbusinessieductionratewill be
reducedor taxationyearsthat end after
2007to 11.5%in 2008, and 11% after
2008.

Federal Capital Tax

Thistax will be eliminaed effective Janu-
ary 1, 2006.

Apprenticeship Job Creation Tax
Credit

For the 2006 and subsequentaxation
years,a taxpayerwill be allowed an in-

vestmenttax credit in respectof each
eligible apprentice employeid the busi-
nessafterMay 2, 2006equalto thelesser
of $2,000and10% of eligible salaryand
wagespayablein respectof the employ-
ment.

2006 including $500 million for farm
support,plus a one-timenvestmenof $1
billion to assistfarmersin the transition
to more effective programmingfor farm
incomestabilizationanddisasterrelief.

C. EXCISE TAX ACT

GST Rate Cut

The 7% Goodsand ServicesTax (GST)
will be cutto 6% effectiveJuly 1, 2006.

GST Transitional Rules

The Budgetincludestransitional rules
for transactionsoccurring close to or
straddlingthe July 1, 2006, implementa-
tion date.

Repealing the Excise Tax on Jew-
ellery

Budget2006 proposeso repeal the excise
tax onjewelleryeffectiveMay 2, 2006.

Reducing Excise Duties for Cana-
dian Vintners and Small Brewers

Budget2006 proposedo provide excise
duty relief to wines madefrom 100-per-
cent Canadian-growrproduct. Excise
duty reductions for small brewers are also
proposed.

Thesemeasuresvill be effectiveJuly 1,
2006.

D. UNIVERSAL CHILD CARE

Families

Budget 2006 introducesthe Universal
Child CareBenefit as of July 1, 2006.
This newbenefitwill give families $100
per month per child underage6. This
will be taxedin the handsof the spouse
with thelower incomebut, will notreduce
federal income-tested benefits.

Familieswho receivethe CanadaChild
Tax Benefif{ CCTB) will receivehe new
benefit automatically.



Familieswho do not receivethe CCTB
will beableto apply for the new benefit
by submittingacompleted”CTB applia-
tion form to the CanaddRevenue Agency.

Children’s Fitness Tax Credit

The Budgetproposedo introduce,effec-
tive Januaryl, 2007, a tax creditto pro-
motephysicalffitnessamongchildren.For
eachchild under 16, the credit will be
providedonup to $500in eligiblefees for
programsof physicalactivity.

ESTATE PLANNING
SPOUSAL RRSP

In a June 30, 2005 External Technical
Interpretation CRA notethat where funds
arewithdrawnfrom a SpousaRRSPand
theannuitantOspousehas contributedto
a SpousalRRSP for that personin the
yearof withdrawalor in thetwo previous
years,the amount withdrawn attributes
backto the contributor.

However, where the funds from the
SpousalRRSParerolled into a Regstered
PensionPlan, the attribution rules will
not apply. Also, periodic retirement
benefitsfrom the RPPwill not attribute
back.

BULLION AS A QUALIFIED
INVESTMENT

and from non-residentsand reporting
requirements.

If thereis no Court Order or Written

Agreementthe spousakupportpayments
arenotincludedin incomeby the recifnt

or deductibleby the payer.

Also, child supportagreementsiade after
April, 1997will not bedeductible/taxable
to the payer/recipient. Pre-May 1997
agreementswill also have this non-
deductible/non-taxablestatus if both
personslectto havethis occuror, the
Order or Agreemeiis changed aftekpril,
1997 to increaseor decreasehe child
supportamounts.

A unilateralchamye by theparentsnay not
be sufficientasthe partiescannot unilater-
ally waivetherightsof a child.

GST
GST/HST WEB REGISTRY

As part of their obligationsunderthe
GST/HST, Registrantsare requiredto

ensurghatInput Tax Creditsare claimed
only where suppliersare registeredfor

GST/HST. Previously,the sole means
availableto verify this was to contact
Canada Revenue Agency.

The February23, 2005 Federal Budget
proposeda publicly accessibleveb-based
GST/HSTRegistry. This hasnow been

In a December 5, 2005 External Technical activatedandthelink is:

Interpretation CRA notesthatnewRegu-
lations permit investmentsin gold and
silver bullion coins,barsandcertificates
for RRSPsand other deferredincome
plansafter February22, 2005 if certain
conditionsaremet.

MARRIAGE
BREAKDOWN

SUPPORT PAYMENTS

In December2005, CRA releasedGuide
P102- SupportPayments.

The Guidereviewsthe tax ruleson sup-
port paymentsyegisteringyour Orderor
Agreement, souradeductioradjustments,
specificpurposepayments,paymentsto

https://www.businessregistration-
inscriptionentre-

prise.gc.ca/ebci/brom/registry/registryPro

mpt_en.jsp

After enteringa GST/HST number,busi-
nessname,and date of transaction the
systemwill tell you whetherthe person
was registered fo&ST/HST on that par-
ticular date.

This couldalsobevaluablefor real prop-
erty transactions whereweendorneedsto

confirm that the purchaser is registered s@

that the vendorwill not be requiredto
collect GST/HSTonthesale.

DID YOU KNOW...

CROSSING THE BORDER WITH
$10,000 OR MORE

Under new legislation, a personhas to
report to Canada Bord&ervicesAgency
(CBSA) amountsequalto or greaterthan
Can.$10,0000r its equivalentn aforeign
currency,that you are bringing into or
taking out of Canadéy completing=orm
E677,Cross-Borde€urrencyor Monetary
InstrumentReport- Individual.

If the currencyrmonetarynstrumentsre
notyour own, you must completeForm
E667.

If you aresending510,0000r moreinto or
out of Canadahroughthe mail, you must
completeFormE667.

If you aresendingthe$10,000by courier,
the couriermusthavethe person in charge
of the conveyancecompleteForm E668
andattachit to FormE667.

Failureto reportthe transfermay include
forfeiture and penaltiganging from $250
to $5,000.

CBSA sendsthe Formsto the Financial
Transaction andReportsAnalysis Centre
of Canada (FINTRACHor assesmentand
analysis. Seewww.fintrac.gc.car call 1-
800-461-9999.
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