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Year-Round
Tax-Planning Calendar

January

* Don’t forget to record your odometer reading on the
Ist for allowable automobile deductions. (Page 165)

* Pay interest on funds borrowed from your spouse or
parent used for investing to avoid attribution by the
30th. (Page 41-42)

February

* Have you paid a family member EI? If so, consider ap-
plying for a ruling to make them EI exempt. (Page 49)

* Deadline for filing T4 Short, T4, T4A, and T4F Sum-
mary and Supplementary is the 28th. (Page 120)

March

* Deadline for making your 2009 RRSP contribution is
the Ist (unless extended by the government).

* First 2010 tax instalment due on the 15th. (Page 110)



Xii

Year-Round Tax-Planning Calendar

April

May

Review flexible deductions such as RRSP contribu-
tions, CCA, and allowance for doubtful accounts to
ensure you maximize your tax rate stairway. (Pages

52,56,57)

Deadline for filing personal income tax returns is the
30th unless you or your spouse carry on an unincorpo-
rated business. If you owe tax, the liability is still due
on April 30th. (Page 107)

The 30th is the last day in which to file a Notice of
Objection for your 2008 tax return if you or your
spouse did not carry on an unincorporated business in

2008. (Page 197)

Consider hiring your children in your business over
the summer and save. (Page 43)

Deadline for filing personal income tax returns if you
or your spouse carry on an unincorporated business is

the 15th. (Page 107)

Second 2010 tax instalment due on the 15th. (Page
110)

The 15th is the last day in which to file a Notice of
Objection for your 2008 tax return if you or your
spouse carried on an unincorporated business in 2008.

(Page 197)
The 15th is the deadline for filing the GST annual re-

turn for unincorporated businesses with a December
year-end and that file on an annual basis. (Page 97)



Year-Round Tax-Planning Calendar Xiii

July

* Review your instalment options for the upcoming tax
instalment. (Page 112)

August

* Review your tax assessment notice to ensure it agrees
with how you filed your tax return. Investigate any
significant differences. (Page 193)

* If you have been charged penalties or interest, con-
sider if you can get them reversed. (Page 203)

September

* Third 2010 tax instalment due on the 15th. (Page
110)

October

* Ifyou’re considering using the Quick Method for the
GST, apply now for the upcoming year. (Page 85)

November

* Review your instalment options for the upcoming fi-
nal 2010 tax instalment. (Page 112)

December
* Fourth 2010 tax instalment due on the 15th. (Page
110)

* First and only tax instalment is due on the 31st for
farmers and fisherman. (Page 110)

* Value your inventory and consider writing off obsolete

or damaged inventory if you have a December year-
end. (Page 136)
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Year-Round Tax-Planning Calendar

Consider purchasing now, any major asset you’re plan-
ning to buy early next year if you have a December

year-end. (Page 155)

Consider delaying until next year the sale of any major
asset if you have a December year-end. (Page 156)

If you have a December year-end and can use the cash
method of accounting, consider deferring tax by pur-
chasing some of next year’s supplies this month. (Page
22)

Record your odometer reading for calculating allow-
able automobile deductions by the end of the month.
(Page 165)



Preface

B eat the Taxman! had its beginnings in the form of a “Lunch
and Learn” seminar that we created for our clients. The semi-
nars focused on easy tax-planning ideas for the individual in-
vestor and businessperson. Several of the ideas discussed in
this book originated in those seminars. The main philosophy
of the seminars also became the main philosophy of this book:
That saving tax dollars involves doing a lot of little things
right, throughout the year.

While it’s true that under the right circumstances signif-
icant tax dollars can be saved using complex structures and
high-level tax plans, it is also important to realize that really
effective tax planning starts with knowing the rules and do-
ing a lot of little things correctly throughout the year. Tax
planning doesn’t occur on April 30 when you file your tax re-
turn. It occurs when you’re planning to purchase that new
vehicle, when you’re paying your teenage son or daughter that
monthly allowance, and when you’re recording the revenue
and expenses of the business. Tax planning is truly a 365-day-

a-year fight. And this book is meant to help you win that fight.



TAX BEATER

Deduct the cost
of this book and
save.

XVi Preface

In this book, tax savings is definitely the name of the game.
My focus from the outset has been on how I can save you tax
dollars. In order to accomplish this task, I have had to explain
some of the tax legislation so that I can show you how to use
it to your advantage. However, I have intentionally kept the
tax explanations short, to the point, and not too complex. My
objective is to save you tax, not teach you tax law.

I have also structured the book in an easy-to-understand
question-and-answer format. This will allow you to quickly
go to a section that relates to your business. For the most part,
the chapters of the book, or what I refer to as “Rounds,” stand
alone. That is to say, you do not have to read the book from
start to finish in the order that I have laid out. If a section
does not relate to your business, you can skip that section and
move on. Where the rules interrelate I refer you to the sec-
tions where they are explained in more detail.

I do, however, recommend at least a cursory review of the
sections of the book which you believe do not relate to your
business. My experience has been that many taxpayers believe
certain legislation does not apply to them until they obtain
more information. You can save taxes by knowing the rules
and acting on them.

Throughout the book I have highlighted important tax-
planning ideas by summarizing them in the margins as “Tax
Beaters.” In the body of the text that runs beside the Tax Beat-
ers, | have explained in more detail how to use the technique
to save tax dollars. For example, if you are in business or you
are in receipt of commission income, you can deduct the cost
of this book as a business expense. If you are in the highest
personal income tax level of about 50%, this idea will save
you approximately $13.50. As well, if your business is regis-
tered for GST, you will be eligible for an input tax credit of
approximately $1.35 on the purchase of this book. This is a
savings of approximately $14.85 depending on your province
and tax level. In this way I have tried to make tax savings easy
and time effective.



Preface XVii

For quick reference, I have placed at the end of the book a
summary of all 167 Tax Beaters plus three bonus tax tips.

Some Words of Caution

It is impossible to predict every potential tax situation and
include it in this book. And, as I mentioned earlier, my focus is
on tax savings, not on tax education. I have made a concerted
effort to provide an accurate summary of what I consider to
be the more important areas in the tax law that was in effect at
the time of writing this book, and as that law relates to small
and home-based businesses. Many of the ideas in this book
are very straightforward. However, there are several areas that
are more complex and for which you may need assistance. You
should always consider seeking the advice of an expert to en-
sure that a tax saving idea is right for you. This book is not
intended to be a substitute for good professional tax advice.

It is also important to realize that what may make per-
fectly good sense from an income tax savings point-of-view,
may make little sense when reviewed in your particular busi-
ness situation. [ have concentrated on ways to use the income
tax legislation to your advantage. However, it is important for
you to decide if the ideas make sense in your business. This
is a personal assessment which only you and your tax advisor
can make.
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ROUND ONE

Get Off to
a Good Start

As with many things in life, starting off right in business can
often make the difference between winning the match or get-
ting knocked out before the first bell. Knowing where you
stand with the Canada Revenue Agency (formerly Revenue
Canada) and what the ground rules are going to be can pay
dividends to you down the road. In this round, we will look at
some of the key questions that are often asked when starting
up a new business and how to turn these questions into tax-
saving ideas.

What Is a Business?

What is a business? This seems like a pretty straightforward
question, one hardly worth spending any time on at all. But,
in fact, it is absolutely the first question to ask when you’re
starting up, and essential for getting started on the right foot.

You may find this statement surprising, but I have found
that the Canada Revenue Agency and the typical Canadian
taxpayer do not always agree! A key area of disagreement con-
cerns the question “What is a business?” In fact, the Canada
Revenue Agency (CRA), the courts and taxpayers have been
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arguing a lot about what is and what is not a business over the
past few decades. What would seem to be a straightforward
question has been a very difficult fundamental question to an-
swer. And the problem has historically come about because
CRA does not want to allow a taxpayer to deduct losses year
over year in a questionable business. As a result, in the past,
the tax department considered a business to be any activity
that you conduct for a profit or a reasonable expectation of
a profit. If the business could not demonstrate that it could
become profitable, CRA would deny the losses.

On May 23, 2002, the Supreme Court of Canada ruled
on two cases, Stewart v. The Queen and the Queen v. Walls,
which changed all the rules. As a result of the Supreme Court
of Canada’s decision, CRA now only considers the concept of
“reasonable expectation of profit” if there is a personal ele-
ment with respect to your business. If there is no personal or
hobby element and assuming of course your business is not a
sham, then CRA will generally no longer question whether or
not you are in fact in business.

If, however, there is a personal or hobby element in your
business, then it must be determined if your business is car-
ried on in a sufficiently commercial manner as to indicate that
there would be a source of income, and therefore a business.
In this case, CRA would look at whether or not there is a rea-
sonable expectation of profit from your enterprise so that it
may be considered a legitimate business.

It would appear, however, that the federal government
was not entirely happy with the Supreme Court of Canada’s
decision in the Stewart and Walls cases, for on October 31,
2003 the Department of Finance released proposed amend-
ments that would essentially reverse the court’s decision
and legislate the former CRA’s assessing practices. That is,
to deny business losses and other expenses unless there is a
reasonable expectation of profit from that business or relat-
ed activity. Originally, it was intended that if this proposed
new section of the Income Tax Act became law, it would be
effective for taxation years starting after 2004. What the
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Department of Finance found was that during the period of
public consultation, many individuals and groups expressed
serious concerns that a test to determine whether a reasonable
expectation of profit exists may unintentionally limit a number
of ordinary commercial expenses. As a result, the Department
has decided to revise the legislation in order to address the
concerns of the public while still achieving the Government’s
objectives. In the fall of 2005, the Department of Finance stat-
ed that its intention was to replace the concept of “reasonable
expectation of profit” with a more modest concept, however,
at the time of writing no further details had been provided.
Since 2005, there has been no mention of this issue in any fed-
eral budget. So, for now, we must wait until the Department
of Finance issues its alternate proposal for the public to com-
ment on. Until new legislation actually comes into force, the
Canada Revenue Agency has indicated that they are assessing
based on the Stewart and Walls cases. Therefore, for now, it is
best to understand CRA’ current assessing practice.

Based on the Supreme Court of Canada’s decision there is
now a two-step process in deciding what is and what is not a
business for tax purposes. If your business has no personal el-
ement involved, then it will normally be considered a business.
If the business is not successful, the Canada Revenue Agency
will normally allow the losses. In the very recent past, CRA
would try to deny legitimate business losses on the premise
that there was no reasonable expectation of profit, therefore
no source of income or no business. Now, under their current
assessing practises, if there is no personal or hobby element,
CRA will generally have to allow the losses. This is a major
win for the taxpayer as many legitimate businesses have lost
over the years their right to claim losses from what amounted
to bad business decisions.

However, if there is a personal or hobby element to your
business then you have to move to step two in the process.
In this step, it must be determined if your business is being
carried on in a sufficiently commercial manner as to still
qualify as a source of income and thereby qualify as a busi-
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ness. 1o determine whether or not your business is carried
on sufficiently in a commercial manner, CRA will use among
other tools, the concept of reasonable expectation of profit.
But the anticipation of profit cannot be the only test used by
CRA. The objective is to evaluate the commercial nature of
your activity, not to judge your business acumen. Therefore,
even though your business may not be profitable and there is
a personal element involved, losses from the business can still
be tax deductible if your business is operated in a sufficiently
commercial nature.

Developing examples of how these rules would work is
tricky, as CRA is just starting to announce how they plan to
interpret the new rules. However, it is probably safe to go
through some extreme examples to highlight how these con-
cepts are likely to be interpreted. First of all, if your business
is profitable, then you likely have very little to worry about.
CRA is mostly concerned with taxpayers deducting business
losses. Profitable businesses will normally be considered in
business provided that your activity is not on account of capi-
tal. Income on account of capital is normally a single transac-
tion that results in a gain. Instead, we are assuming your busi-
ness has many transactions and therefore the income would
be considered business income.

Now let’s say you have a ceramics business and the ceram-
ics you make are for a local electronics manufacturer. The
ceramics have no value, other than to your customer, as it is a
component in the product they are making. You do no other
types of ceramics. Despite your best efforts however you have
not been able to turn a profit. Itis hard to suggest that there
would be any personal element in this business. Accordingly,
we do not have to look at whether or not you will ever be
profitable. You are operating a commercial activity and your
business losses would be tax deductible.

Now let’s say you only make cute ceramic statues. You
would like to sell them to the public but after three years you
have only been successful in selling a couple to strangers and
a few to family members. You on the other hand have a nice



