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PERSONAL TAX

COSMETIC SURGERY

The Income Tax Act permits a medical
expensecredit for an amountpaid to a
medical practitioner in respect of
medical services- this could include
items such as cosmetic surgery, botox
injections, calf implants, hair
transplants, rhinoplasty and breast
augmentationfacelifts, liposuction and
tooth bleaching.

PERSONAL CARE HOMES

In a May 5, 2005 External Technical
Interpretation,CanadaRevenueAgency
(CRA) note that if an individual is

certified assufferingfrom a physical or

mentalhandicapand,asa resultreceives
care, or the care and training, at a

particularplace,which hasthe required
equipment facilities or speciallytrained
personnelthe expendituresnay qualify

asa medicalexpense.

For example feespaidto an institution
which hasstaff speciallytrainedto deal
with AlzheimerOsliseasewill usually
qualify asa medicalexpense.

TUITION FEES

In a June 7, 2005 External Technical
Interpretation,CRA notes that tuition
fees may be eligible for a medical
expensetax credit if the studentis
suffering from a physical or mental
handicap.the severity of which is such
that the studentOrequires@ot merely
Obenefits fromO) the equipment,
facilities or personnel specially
provided by the schooland,whichis not
availablein the public schoolsystem.

An appropriatelyqualified personmust
certify this.

PARENTS

In a May 31, 2005 Internal Technical
Interpretation,CRA confirmthatwherea
parentis dependenbn more than one
child, each child could claim their
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portion of the permissible medical
expensesuchas nursinghomefees.

EMPLOYMENT INCOME

MOTOR VEHICLE LOG BOOK

In aMarch 14, 2005 External Technical
Interpretation,CRA reminds employers
that they are required to maintain
records so that the employeeOdotal
employmentincome can be reported.
This includes making every reasonable
effort to ensure that an employee
maintainsa log book in respectof the
use of an employer-provided motor
vehicle.

OVERSEAS EMPLOYMENT TAX
CREDIT

A Canadianresident employee may

receiveanincometaxcredit if employed
throughout at least six consecutive
monthswith a specifiedemployerfor the
performanceof servicesoutside Canada
in connectionwith a contractrelatedto,

among other things, engineering
activities.

SPECIAL WORKSITE

The Income Tax Act excludes from
income allowancesfor board, lodging
and transportationpaid to employeesat
temporaryspecialworksites.

In an Internal Technical Interpretation,
CRA notesthat eventhough a contract
may extendbeyondtwo yearsthe duties
could still be of a Otemporary@ature,
therebyresultingin a tax-freeallowance.

TRUCKERS

In aMay 19,2005Tax Court of Canada
case, the taxpayerswere married and
employedto drive the employerOsucks
on long distane trucking in Canadaand
the United States.

CRA disallowed their deduction for
meals,showersandincidental expenses
on the basisthat the Income Tax Act
only permitsa travel expensededuction
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if the taxpayemustmake disbursements
for mealsandlodging. In thiscase,most
of the time the taxpayersslept in the
truck cab.

Some Good News!

The Court notedthatCRAODbjectionis
incorrect.

Now Some Bad News

The taxpayersdeducted$61.50 per day

for meals,without receipts,on the basis
thatthesewere the ratesestablishedby

the TreasuryBoard at that time to be

paidasa non-taxabletravel allowances
to employeesof the Governmentof

Canada.

The Court notedthat this is not relevant.
However, the Court permitted $40.00
perdaywith a 50% addbackbecauseof
Section67.1.

Also, the cost of the showers was
deductibleas a componentof lodging.

EditorOsComment

CRA now permits, without receipts,
underthe Simplified Method $15.00 per
meal times three mealsfor a total of



$45.00 per day, subject to a 50%
addback.

HOME OFFICES

In a May 26, 2005 External Technical
Interpretation, CRA was asked for
guidanceas to whether an employer
should complete Form T2200 where
thereis no contractof employmentbut
the employeedoesincur home office
expenses.

CRA notes that where it is tacitly
understoodby the employer and the
employeethat the office in the homebe
provided and that the required
conditionsare met,the employershould
issuea T2200andthe employeeshould
be ableto deductexpenses.

CRITICAL ILLNESS INSURANCE
(cny

A June,2005 SupremeCourt of Canada
case in Quebecstruck down a law

prohibiting private health coveragein

Canada. This hasmadeCll coveragea

more attractive option by introducing
the possibility of private health
coveragein Canada. Currently, private
health coverageis mostly accessed
through the United Statesor, more
recently,Asia.

Cll policies are a hedge against the
public medical systemdeteriorating,or
not being availableon a timely basis.

In a December9, 2003 External
Technicallnterpretation,CRA note that
if the CIlI policy is provided by the
corporationto the owner-managerin
his/her capacityasa employeeandnot a
shareholder,the premiums will be
deductibleto the employer. Assuming
that the premiums only provide for
groupCll, anddo notcontainany return
of premium, there would be no taxable
benefit.

Also, a lump-sum paymentreceived
undera ClII policy may be non-taxable.

BUSINESS/PROPERTY INCOME

OFFICE IN THE HOME

In a Tax Courtof Canadecase the Court
acceptedhe deductionsfor the office in
the homeonthe basisthatit wasusedon
a regular and continuous basis for
meetingclients.

The fact that this doctormet mostof his
patientsat the Clinic or at the nursing
homes,and only had aboutone or two
appointmentgper week at his own home
did not prohibit the deduction.

The Court noted that meeting with
patients may occur by telephone.

Patientsand staff telephonedhe doctor
often and regularlyathis homeoffice for

consultation, advice and to discuss
cases.

LEASES

The IncomeTax Act permitsa lesseeand
a lessorto jointly electto treata leaseas
a capitalleasein computingthe income
of the lessee such that the rental
paymentsmade by the lesseewill be
treatedas blendedpaymentsof principal
andinterest. The lesseewill be ableto
claim capital costallowanceand deduct
the interest portion of each rental
payment.

This only appliesfor lease®f morethan
one year and does not apply on
Oprescribed propertyO including
property that has a value less than
$25,000, intangible property, and
exempt property - office furniture or
office equipment, electronic data
processingequipment,motor vehicles,
trucks or tractorsand certainbuildings.

INTERNET FEES

In a May 30, 2005 Internal Technical
Interpretation,CRA notesthat internet
connectionfeespaidby a self-employed
personto earnincome may be allowed
underthe Income Tax Act. However,if
thefeesarerelatedto a home office and
containvarying degreesf personaland
businesslementsa pro-rationmust be
made.

MANAGEMENT FEES PAID TO A
SPOUSE

In aMay 24,2005Tax Court of Canada
case, Mrs. W deducted a $32,000
managemenfee to herhusbandfrom her
self-employed real estate business
income. No record was kept for the
servicesperformed.

Taxpayer Loses

CRA successfullyarguedthat for an
expenseto be deductibletheremustbe a
Olegalobligationto payO.

IMPORTANCE OF
RECORDKEEPING

In aJunel?,2005Tax Court of Canada
case the taxpayercarriedout a discount
storeas a proprietorshipin which many
of the expendituresand revenueswere
on a cashbasis.

Taxpayer Loses

The Court notedthat becaus®f the CRA
auditorOsmethodical and thorough
examinationof the recordsavailablethe
taxpayer was unable to rebut the
MinisterOsassumptions. The taxpayerOs
difficulties stemmedfrom inadequate
recordkeeping.

INDEPENDENT CONTRACTOR VS.
EMPLOYEE STATUS

CRA is aggressivelyreassessingn this

areaandhaverevisitedsamecompanies
overandoveragain- for examplejn one
case,the workers were found to be

independentcontractorsin 1995 and

2000 and are again being attackedby

CRA in 2005.

There area number of important issues
such as liability for Employment
Insurance(El), CanadaPension Plan
(CPP), withholding taxes at source,
preparationof T4s, and deductibility of

expensedy theworkers. Importantside
issuesinclude the workerOntitlement
to employment-relatedbenefits such as
vacation pay and wrongful dismissal
settlements.

The Courtsare now looking at the joint
intention of the worker andthe payer as
one of the important factors in
determiningthe status.

In certain industries (example,
entertainment)workers/performersnay

wish to be classified as employeesso

thatthey canclaim Elbenefitswhen they
arenot working. Howeverpther workers
want independent-contractostatus to

increasedeductionsagainst business
income and to accesscorporate tax

advantagesuchaslower tax rates,non-

taxable employment benefits, and
income splitting (National Post, June
28,2005,FP12).

OWNER-MANAGER
REMUNERATION

SOURCE DEDUCTIONS

If a corporatiordeclaresa bonuspayable
to an employee the bonusmustbe paid
within 179 days after the yearend.
Therefore,the income tax, CPP and, if
applicable,employmentinsurancemust
be paid in the following month, either
on the 3rd, the 10th or the 15th,
dependingon the remittanceperiod.

If the sourcedeductionsare not paid on
time, the corporationmay be assessed
late filing penalty.

SALARIES TO ADULT CHILDREN

In an April 15, 2004 Tax Court of

Canadacase Mr. F ownedall the shares
of a corporationwhich employedas key

significant employees his adult
children. In bonusing down to the
annual businesslimit, bonuses were
declaredto the children $136,639 and
$50,000respectively. CRA disallowed
as adeduction most of the bonuseson

the basisthey werenot incurred to earn
income.



Taxpayer Wins!

The Court permitted the bonusesand
notedthat the servicesprovided by the
adult children played a materialrole in
the financial succesf the business.

DIRECTOR LIABILITY

In aMay 19,2005Tax Court of Canada
case, Mr.M bought a flower shop from

Mr. C and left Mr. C to managethe

corporation.

The corporation was Orun extremely
poorlyO and was deficient in GST
remittancesy $61,216. Mr. M, the sole
director, was assessedwith personal
liability for the $61,216.

Taxpayer Loses

The Court noted that Mr. M was a
knowledgeabledirector with a strong
businessbackground. This was not a
caseof a naive or unawaredirector.
Under thesecircumstancesthe duty to
take reasonableareto preventongoing
defaults requires significant effort on
the directorOpart. The efforts neednot
guarantee success but, must be
immediate, forceful and have some
reasonabldikelihood of success.

Ontario Disagrees

OnMay 19, 2005, the Ontario Court of
Appealrepudiatedhe AlbertaRuling by
directing Judgesnot to routinely order
payor parentsto pay retroactive child
supportto custodial parents.

The Ontario Court Ruled that Trial
Judgesshould only OsparinglyGrder
child supportfor the monthsprior to the
date on which a custodial parent
formally appliesfor support.

ARREARS

In a February?25, 2005 SupremeCourt of
Canadacase, the Court found that a
lump-sum Odisability paymentOfor
arrearsvastaxable.

Eventhough there have beena number
of alimony arrearscaseghat found that
an arrears settlement was non-
taxable/non-deductiblethis statusmay
changein the future becauseof this
finding.

CRA are irthe procesf reviewingtheir
policies becauseof this case. This
makessettlementof arrearsquite risky
asthe tax implicationsto boththe payor
andthe recipientare uncertain.

MARRIAGE BREAKDOWN

CHARITIES

THIRD PARTY PAYMENTS

In aMarch24, 2003Tax Courtof Canada
case the taxpayerpaid $19,828to third
partiesin respectof the family residence
including mortgage,insurance,taxes,
electricity, telephone, cable service,
repairsand maintenanceas stipulatedin
the Marriage SeparationrAgreement.

The IncomeTax Act permitsa deduction
for third party paymentsif the Court
Orderor Agreementspecificallyrefersto
thesetax implications. The purposeis
to ensurethat the partiesin questionare
fully awareof the fiscal consequences
resultingfrom the payments.

Taxpayer Loses

The Court disallowed the deduction
becausdhere wasno written document
confirming the tax consequences.

RETROACTIVE CHILD SUPPORT
AWARDS

An Alberta Court of Appeal caseRuled
thatwhenthe incomeof a personpaying
child supportgoesup, the obligation to
pay higher child support would
generally commenceat that time.
Therefore,a child supportpayor could
owe substantialamountsfor retroactive
child supportif his/her income has
increasedsince the original settlement
date.

FORM T3010A

Persondiling a CharitableOrganization
returnfor afiscal periodthat beginsafter
March 22, 2004 should use new Form

T3010A(05).

NEW FUNDING PROGRAM

On May 17, 2005, the Minister of
National RevenudauncheaheCharities
Partnershipand Outreach Programto
support compliance-relatededucation
and training projectsfor charities.

Up to $3 million in funds will be
available to the voluntary sector
annuallyfor educationand training on
charitiesregulationsto a maximum of
$500,000per year per project.

Any registered charity or non-profit
organization serving the charitable
sectorcanapply to CRA for funding.

PRIVATE GIVING FOUNDATION

For a list of Community Foundations
that provide a structure for tax
deductible charitable giving see
www.community-fdn.ca.

DONATION THROUGH THE WILL

The Income Tax Acpermits a donation
madethroughthe Will to be claimedon
the Terminal Return of the deceased
taxpayer. CRA usually considersthat a
gift by the Will of a specific percentage
of the residuewill be eligible.
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However,if the residueof the Estateis
dependenbn decisionsto be madeby
the Executor(for exampleamountsto be
paid to grandchildren}henthedonation
is in the Estate,not the Terminal Return
of the deceased.

ETHNOCULTURAL COMMUNITIES

In a June 30, 2005 ReleaseCRA notes
that a group that provides assistanceto

an ethnoculturalcommunity, or that
educateghe public about a particular
culture, may be eligible for charitable
registration. This 14-page Release
discusseghe optionsfor suchgroups.

ESTATE PLANNING

ROLLOVER TO FINANCIALLY
DEPENDENT CHILDREN

Where afinancially dependentchild or

grandchildreceives,on the death of a

person, a distribution from the

deceased@®RSPor RRIF, the child, not

the deceasedtaxpayer, includes the

amount in income. However, an

offsetting deductionis permittedif the

amountis usedto acquireaspecific type
of annuity, including a life annuity
where the child or grandchild is

dependentby reason of physical or

mentalinfirmity or, an annuity payable
up to the ageof 18 for other dependent
children or grandchildren.

In an April 6, 2005 External Technical
Interpretation, CRA noted that a
OHenson®tyle Trust could be usedto
safeguard a disabled beneficiaryOs
entitlementto social assistance.

U.S. DIVIDENDS AND INTEREST

Wherea RegisteredRetirementSavings
PlanreceivesU.S. dividendsor interest,
thereshouldbe no U.S.withholding tax.

REGISTERED RETIREMENT
INCOME FUND (RRIF)
BENEFICIARY

An articlein the NationalPostnoted that

becausedhe spousewasnot designated
asthe direct beneficiaryof the RRIF, the

RRIF proceedsventinto the Estateand

theywereforcedto obtainprobatewhich

cost more than $1,000 and took about

six weeks(Junell, 2005, FW6).

WEB TIPS

TELEPHONE SERVICE

Nowadays,most computerscome with
energysavingmodesthat allow you to
keepyour computeron without a break.
Why would you want to leave your
computeron? Onereasonis to useit as
a free telephone.

Yahoo has introduceda free beta test
computer phone service. This is



basically an extension of the current
Yahoo Messengerservice (similar to

MSN Messenger).If you haveclientsor

coworkersthat arelocatedin offices to

which long distance charges would

apply to telephone communications,
considerusing this free service.

What one needsto do:

! Downloadthe Yahoo Messen-
ger beta 7 program from

www.yahoo.ca
! Install the program
! Plugin a Microphone

I Signup for afree Yahoo email
accountif you donOtalready
haveone (1 Gigabyteof space)

I Add your friends or contacts
How it works:

I You select the contact you
would like to call andthen hit
the Ocall@CON.

I The other personOsomputer
will then beginto ring like a
normal telephone.

I The other personwould then
click Oaccept®n the pop-up
messagethat appearson the
screen.

! Both parties could then start
talking as if they were on a
normal telephonecall.

PHOTOS B SHARE WITH FRIENDS
AND COLLEAGUES ONLINE

Oneway toshareelectronicpictureswith
friends, family and cdleaguesis to send
themby email.

Although convenient, one encounters
two problems: Thefirstis that you have
to spendtime waiting for eachphoto to
attachto the message. If you sendthe
photo 10 different times, you would
haveto wait for that one phototo attach
eachof those 10 times. The second

problem is that some email service
providershave limits on the size and
numberof files you cansend. In orderto
senda seriesof photosyou might have
to waste your time sending several
messages.

Solution

Consider storing your photos online
and simply sendingalink to themevery
time you wantto sharethem. Thiscanbe
doneby openinga freeaccountat one of
the following websites:
www.hpphoto.com(beingtransferredto
www.snapfish.cot

www.dotphoto.com

After downloadingyour picturesto the
site once, you have the ability to
remove, organizeand title them. For
example,in the hpphoto.comwebsite,
you can organize your photos into
folders. From thereyou havethe option
to sendlinks that allow the recipientto
view only certain photos or certain
albums.

GST

VENDOR DOES NOT REMIT GST

In an Excise Tax Act case,the taxpayer
bought vehicles and paid GST to the
vendorbut the vendordid not remit the
GST to CRA. CRA arguedthat the
purchasemust then remit the GST for
which they claimedan input tax credit.

The Court concluded that this is

ludicrous, as long asthe purchasercan
prove that they have paid the GST,

becausehe vendoris actingasthe agent
of CRA (TheBottomLine, January2004,
Page20).

CARRYING ON BUSINESS IN
CANADA

Every non-residentpersonwho carries
on businessin Canada,other than a
small supplier, must register for

GST/HST if the non-residentperson
makesa taxablesupplyin Canada.

GST/HST REGISTRATION
CANCELLATION

GST/HST Memoranda Series 2.7
discussesCancellationof Registration
including the required conditions,
responsibilitiesand obligations upon
GST/HSTcancellation.

COMPUTERIZED RECORDS

In June,2005,CRA introducedGST/HST
Memorandal5.2ComputerizedRecords.

The 11-pageGuide discusseslectronic
records, retention of records,
inspections,audits and examinations,
andlost, damagear inadequateecords.

Also, in June, 2005, CRA introduced
GST/HST Memoranda 15.1 General
Requirements$or Books and Records.

DID YOU KNOW...

CANPASS AIR - BORDER
CLEARANCE

On March 24, 2005 CRA introduced
Guide RC4344 which discussesthe
CANPASS Air Servicefor pre-approved
commercialairline travellers.

Membersare allowed to use the self-
servicekiosk when entering Canadato
avoid the regular customs and
immigration line-ups. For more
information call 1-800-461-999%r see
websitewww.cbsa.gc.ca/canpass
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