JONES THOMBLISON LLP, CHARTERED ACCOUNTANTS

3515 Mainway
Burlington, ON L7M 1A9

Dear Clients/Friends:

This is a quarterly newsletter which we send to clients, referral sources and friends.
The information is meant to be educational and application of the concepts should
be on an individual basis. Please do not hesitate to contact us should you require
further clarification of any item.

Ph: (905) 319-3515

Fax: (905) 332-7712

Email: steve@)jtca.ca
jay@jtca.ca

Office News

We hope that everyone has enjoyed this hot summer. As fall approaches we have returned to our regular business hours of
Monday — Friday from 8:30 — 5:00. We have had a few changes in the office over the summer. Tanya Baxter and Sandra Wong-
Dyal are no longer with us and we wish them all the best in their new endeavors. We send out our congratulations to Pam Van
Loenen on her marriage in May. She will return to Sheridan College in September for her final semester but will continue
working for us part time on Mondays, Wednesdays and Fridays. Congratulations also go out to Anna Vista who has now

completed her bachelor’s degree in accounting and will pursue her designation next year. She is now working full time for us.

PERSONAL TAX

95(1)

COMMON-LAW PARTNER

In an April 11, 2011 v
Technical (TS beand
Interpretation, CRA 7] WY/
notes that a & QA
“common-law &P NT
partner” means a | Y

&

person who cohabits
in a conjugal relationship with the
taxpayer and, either has cohabited
with the taxpayer for a continuous
period of at least one year, or is
considered to be a “parent” of a
child of whom the taxpayer is also a
parent.

This is relevant for income tax and
can affect Child Tax Benefits,
Ontario Property Tax Credit, Married
Equivalent claim for a child, etc.

MEDICAL EXPENSE TAX
CREDIT (METC) - COSMETIC
PROCEDURES

In an April 4, 2011 Technical
Interpretation, CRA notes that

eligible medical expenses exclude
amounts paid for purely cosmetic
purposes, unless necessary for
medical or reconstructive purposes.

CRA opined that expenditures such
as liposuction, hair replacement
procedures, botox injections, and
teeth whitening would generally not
qualify for the METC.

A cosmetic procedure will qualify
for the METC if it is required for
medical or reconstructive purposes
such as expenditures that would
ameliorate a deformity arising from
a congenital abnormality, a personal
injury resulting from an accident or
trauma, or a disfiguring disease.

CRA notes that a general statement
on a receipt indicating that the
procedure was ‘“not purely for
cosmetic procedures” would not, by
itself, be determinative. It may be
necessary to provide additional
information to determine that a
cosmetic procedure qualifies for the
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METC such as a description of the
nature and purpose of the procedure.

MOVING EXPENSES -
SALES TERRITORY

In a May 12, 2011 Technical
Interpretation, CRA reviewed a
situation where the employee’s sales
territory was expanded such that
the individual’s most southerly point
in her sales territory was now over a
two hour drive from her home.

NEW

CRA concluded that the expansion
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of the sales territory was significant
enough to conclude that it resulted in
a new work location for purposes of
the moving expense deduction.
Even though there was a two year
gap between the time the individual
began servicing her new expanded
territories and her move, there was a
sufficient nexus between the move
and the  commencement  of
employment at the new work
location to qualify as an eligible
relocation. Therefore, the moving
expenses would be deductible.

TRANSFERRING
BETWEEN SPOUSES -
PLANNING OPPORTUNITY

LOSSES
TAX

Did you know that where one spouse
owns assets that have appreciated in
value, or has realized a capital gain,
while the other spouse has assets that
have declined in value, there is a
possibility to transfer the losses
between spouses? An important
consideration is that the loss must not
be realized for this strategy to be
effective. Careful tax planning is
required to ensure that all of the
technical requirements are met.
Please contact wus at Jones
Thomblison LLP  for  more
information on this tax planning
opportunity and to see if it can
benefit you.

EMPLOYMENT INCOME

95(2)

MOTOR VEHICLE EXPENSES
In an April 4, 2011 Technical
Interpretation, CRA notes that
employees may deduct motor
vehicle travel expenses if required
to carry out his/her employment
duties away from the employer’s
regular place of business and the
employee is required by the contract

of employment to pay such
expenses. A completed Form T2200
is also required.

EMPLOYMENT VS.
INDEPENDENT CONTRACTOR
STATUS

In an April 20, 2011 Tax Court of
Canada case,

the Court
concluded that
this bicycle

courier was an
employee, not
an independent
contractor, but noted that this is a
very fine line.

The Court compared this case to a
previous case which had found the
courier to be an independent
contractor because:

1. The courier could sign on and
off at will.

2. The courier was responsible for
the loss of deliveries.

3. The courier could negotiate a

better pay rate.
4. The courier could
others.

employ

5. The pay was based on volume.

6. The courier admitted that he
entered into something other
than an employment
arrangement.

The Court noted that the facts
require little tweaking to shift the
balance. It remains a grey area of
the law between independent
contractor and employee.

BUSINESS/PROPERTY INCOME

95(3)
ACQUISITION OF AUTO

In a 2011 Technical Interpretation,
CRA commented on the tax
implications of purchasing an
automobile which is made available
to an employee.

They noted that the taxable standby
charge to the employee is based on
2% of the original cost of the
automobile per month or, in the case

= of a leased
g:[_":w_ automobile,
5 9 L ® two-thirds  of
IET55 the lease cost,
excluding

insurance, minus amounts paid by
the employee to the employer for the
use of the automobile.

A reduced standby charge is
available if the wvehicle is used
primarily for business purposes (a
50% test) and the employee’s
personal use does not exceed
20,004 kilometers per year.

CRA noted that the original cost of
the vehicle is the purchase price
including  options,  accessories,
GST/HST and PST, but does not
include, obviously, the trade-in.
Additions made to the automobile
after it is purchased which are
capitalized are also included
(including the GST/HST and the
PST). Also included are the tire
and battery levies.

SIMPLIFIED LOG BOOK

CRA recently announced the
introduction of a new simplified log
book for motor vehicle expense
provisions.

Self-employed individuals can now
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choose to maintain a full log book
for one complete year to establish
the business use of a vehicle in a
base year. After one complete year
of keeping the log book to establish a
base year, a three-month sample log
book can be used to establish
business use for the entire year,
providing the usage is within the
same range (within 10%) of the
results of the base year.

OWNER - MANAGER

REMUNERATION

95(4)

SALARY PAID TO FAMILY
MEMBERS - EMPLOYMENT

INSURANCE (EI)

In an April 20, 2011 Tax Court of
Canada case, the taxpayer was the
son of the owner of the corporation
and received a salary from that
corporation. The Court found that
the salary was not subject to EI on
the basis that the employment
conditions were different than that
which would have been provided to
an arm’s length employee.

The Court noted that it is difficult
for individuals who work for family
members to have insurable
employment because the personal
relationship  almost  inevitably
manifests itself in some way in the
employment relationship.

Also, in an April 6, 2011 Tax Court
of Canada case, the Court
determined that the salary paid by a
corporation to the owner’s spouse
was not subject to EI on the basis
that it was not reasonable to
conclude that the payer and the
Appellant would have entered into a
substantially similar contract of
employment if they had been dealing
with each other at arm’s length.

PERSONAL LIABILITY FOR
UNPAID GST/HST
65\ In an April 18,
D“f;.- 2011 Tax Court
d /;\ of Canada case,
TN ‘TP*’ the taxpayer was a
director of a
corporation that did not remit its
GST because the spouse of the
shareholder/director was responsible
for remitting GST and, due to her ill
health, she was unable to make the
remittance.

The Court noted that the director did
not exercise the degree of care,
diligence and skill to prevent the
failure to remit the GST that a
reasonably prudent person would
have exercised in comparable
circumstances and, therefore, was
personally liable for the unpaid
GST.

However, the Court did recommend
that the taxpayer discuss the
possibility of the waiver of the
penalties and interest with the CRA
under the  Taxpayer  Relief
Provisions on the basis that the
spouse’s  illness  caused  the
unremittance of the GST.

before turning age 65 to allow
Service Canada time to process the
application for payment on the
month that the person turns age 65.

OLD AGE SECURITY (OAS) -
CLAWBACK

The maximum monthly OAS benefit
is $533.70 for the third quarter of
2011. The 2011 clawback of OAS
benefits starts at 15% of net income
over $67,668 and is completely
eliminated at income of $110,038.

In addition, there will be a
repayment of “clawed back” OAS
for the next year based on 1/12 of
the total estimated repayment on the
previous year commencing in July of
the next year. If the next year’s
income is going to be significantly
less, a waiver for this clawback
could be requested.

This repayment is called a Recovery
Tax. The Recovery Tax is indicated in
Box 22 of the T4-OAS and this can be
claimed as a tax payment on the return
for that year.

GST/HST

ESTATE PLANNING

95(5)

OLD AGE SECURITY PENSION
(OAS)

The OAS is available to Canadians
aged 65 or over who have lived in
Canada for at least ten years after
age 18. If a Canadian is living
outside Canada, the OAS may still be
available if they were residents of
Canada for at least 20 years after age
18.

Seniors must apply to receive the
OAS. This could be done 6 months

95(6)
SOME GST/HST POINTS TO
CONSIDER
i Even though GST has
<aw- been around for 20 years,
- there are still a few areas
g that CRA always seems to
7 assess  upon  audit  as
: mistakes and oversights
often occur in these areas.

1. Supporting Documentation for
ITCs

There are rules that require
certain pieces of information be
obtained (usually from the
invoice) before you can claim
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an Input Tax Credit (an
“ITC”) for the GST/HST that

you pay.
2. Meals & Entertainment

Where meal and
entertainment expenses are
subject to a 50% limitation for
income tax, the GST/HST is
also limited to 50%b.

3. Reimbursement of
Expenses

Employee

Don’t forget that when you
reimburse an employee for
business expenses, you may be
eligible to claim an ITC for the
GST/HST that was paid by the
employee.

Professional advice may be needed
in these GST/HST areas.

FEDERAL BUDGET

95(7)

On June 6, 2011 a new Federal
Budget for the 2011 fiscal period
was presented.

On March 22, 2011 the original
edition  of
the Budget
was
presented.
However,
on March
26, 2011
Parliament  was
therefore, the
adopted.

Most items included in the March 22,
2011 Federal Budget were kept fully
intact.

dissolved and,
Budget was not

The Government's fiscal positions

include deficits in the vyears
2010/2011 (%405 billion),
2011/2012 ($29.6 billion),
2012/2013 ($19.4 billion),

2013/2014 ($9.5 billion), 2014/2015
(%$0.3 hillion), and a surplus in
2015/2016 ($4.2 billion).

The Federal Government notes that it

will:

« provide $80 million in new
funding over three years to help
small and medium-sized
businesses accelerate their
adoption of key information and
communications technologies,

 provide nearly $870 million over
two years to address climate
change and air quality, including
the extension of the ecOENERGY
Retrofit-Homes program,

 introduce a 15-per-cent
Children’s Arts Tax Credit,
provided on up to $500 of eligible
expenditures,

» provide a temporary Hiring Credit
for Small Business of up to
$1,000 against a small firm’s
increase in its 2011 Employment
Insurance (El) premiums to
encourage hiring,

« limit deferral opportunities for
corporations with investments in
partnerships,

» enhance the Guaranteed Income
Supplement (GIS) via a top-up
benefit of up to $600 annually for
single seniors and $840 for
couples,

There were no new corporate or
individual tax rates introduced.

DID YOU KNOW

95(8)

NEW FILING REQUIREMENTS

On September 17, 2010, CRA
announced that, effective for fiscal
periods ending after December 31,
2010, a Canadian Partnership, or a
Partnership that carries on a business
in Canada, must file a T5013
Partnership Information Return
where one of the following
conditions are met:

» At the end of the fiscal period the
revenues plus expenses are
greater than $2 million or, the
Partnership has more than $5
million in assets.

« At any time during the fiscal
period the Partnership was either
a tiered Partnership, had a
Partner that was a corporation
or a Trust, invested in flow-
through shares of a principal
business corporation that incurred
Canadian resource expenses and
renounced these expenses to the
Partnership or had received a
written request from CRA to file
a T5013 Information Return.

U.S. SOCIAL
BENEFITS
Changes made to the Canada-U.S.
Tax Convention beginning in 1996
increased the inclusion rate for U.S.
Social Security benefits to 85%
from 50%. The 2010 Federal
Budget reinstated the 50%
inclusion rate for Canadian residents
who have been in receipt of U.S.
Social  Security benefits  since
January 1, 1996 and for their
spouses and common-law partners
who are eligible to receive survivor
benefits. These changes apply to
benefits received on or after January
1, 2010.

SECURITY

[Tax Tips & Traps |

2011 THIRD QUARTER

ISSUE NO. 95

PAGE 4



