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1 4561 Lecture 1 – last updated Jan 19 17 – changes in red
You will need to download and read through the following items before listening to the online lecture recordings. 
· The Lecture 1 notes 

· The Lecture 1 Problem Set 

· The Lecture 1 Problem Set solutions (excel spreadsheet).

· The Course Outline 

· The Exam Info Sheet

You will also need your FIT
 textbook.  But you can listen to Lecture 1 without your FIT textbook. You need to bring your FIT study guide to each future class because it has good problem material that we will be taking up.  You may bring your FIT text if you want.  You need to buy the text as we assign problem material from it.
The purpose of each set of lecture notes is to highlight the key points that are important to remember from the readings and problem material we give you. You must also work through all the recommended examples, exercises and problems that we recommend with these notes. You cannot learn just by reading. You will be tested on problems and must be able to do them.  

The objective of this lecture is to refresh what you learned in ADMS 3520 on some of the tax issues applicable to: 

· Computation of Taxable Income and Tax for Individuals
 

· Income from Business or Property
· Tax Compliance

To demonstrate these rules, we use short problem material in this Lecture similar to what you saw in ADMS 3520.  You will see these topics again in this course but the problems and case studies will be longer and more complex and the issue identification and analysis will be more important.

But before we review these topics, let’s take a look at the course outline and the structure of the Income Tax Act.

2 The Course Outline

This course builds on material covered in ADMS 3520 to focus on various aspects of personal and corporate income taxation in Canada.  Topics are set out on the course outline and a lot of important information is given.  Take a look at the course outline paying particular attention to:

Page 1 – Class times and locations (you are allowed to attend any section).
Page 2 – Important information on
- prerequisites (to ensure that you are not dropped from the course) and

- how to prepare for class
Page 3 – Learning outcomes and professional behavior

Page 4 – Course website and Required Text.  We refer to the textbook as FIT.
Page 5 - Grade components (including group assignment)
Pages 6 and 9 – Deadlines for the 10 On-line Quizzes (10 X 1% = 10%).  The online quizzes are MCQ questions and are designed to be as difficult as the MCQ questions that you will have on exams.  We assign other MCQ questions in the text book for additional practice.
Page 6 – Details on how to get a mark for Class Participation (7 x 1% = 7%) and what to do if you miss a class.
Page 7 to 9 - The timing, the content and rules about the Midterm (25%) and Final Exam (45%) and what to do if you are ill and miss an exam.
Page 9 – Lecture Schedule showing topics and deadlines for various grade components (on-line quizzes, exams and group assignment)
If you don’t understand something on the course outline, you can ask questions on the Administrative Forum or in the Lecture 2 class (which is your first on campus class).  We encourage you to use the forums on the moodle website.
Our objective is to help you learn and apply the tax rules in the Income Tax Act to practical situations which accountants encounter in public practice and in industry. We want to know if you are having problems and we want to know if you have suggestions as to how we can make it easier for you to learn and apply the rules. If you are having difficulty with the course, please ask questions about the course material in class or use the Group Forum for each Lecture to ask questions online. 
To benefit from this course, you must do a lot of problem material and a lot of reading. Unfortunately, there is a lot to remember.  Fortunately, most of it is very useful. You may even learn some tips which you can use to help you or your family save tax.
3 Tax Law and Tax Research
In ADMS 3520 Lecture 1, you were introduced to the various types of taxpayers and taxes, the history and objectives of taxation. You were also introduced to the various primary and secondary sources of tax law and the structure of the Act. 
The income tax is the most important source of revenue to the federal government in Canada.  It is imposed by the Income Tax Act (the Act), which was enacted in 1917 and is amended frequently (both by annual budgets and the occasional press release or set of technical amendments). Each of the provinces has an income tax act, but they each relatively short because rely on the federal act. 

We will be referring to the Act in this course but you do not have to buy it.  
The Act is the starting point to research tax problems.  The Act and the case law are primary sources of income tax law.  The editorial notes that publishers put in hard copy and electronic versions of the Act are also very useful. In some of our lectures, we will refer you to online versions of the Act and in some of our lecture notes, we have extracts of the Act for you to look at.  In the CPA exams, you will be using the “Securexam” online version of the Act.  See http://www.cpaontario.ca/Students/securexam/1014page7400.aspx
As well as having great problem material, examples and exhibits, your textbook (FIT) is a good secondary source of tax law.  Some tax practitioners have it in their offices.  Sometimes we will cite the relevant chapters in the notes.  Sometimes you will have to figure out where to look in FIT for yourself.
Another secondary source that tax professionals use to research tax issues is an electronic “tax service” or databases.
 CPA Canada’s tax service is called Knotia and is available through the York U library.  The Canadian Tax Foundation’s (CTF’s) Tax Find is also available through the York U library.
  In the past, we have had research assignments in this course which use these services.

There is also quite a lot of information on the CRA website which we will cite in each set of Lecture notes.
 
4 The Structure of the Income Tax Act

The Act has 17 Parts. We will spend most of this course looking at the Divisions of Part I of the Act. They are

Division A: "Liability for Tax" (Section 2) = residents of Canada for tax purposes pay Canadian tax on world income and non-residents only pay Canadian tax on certain Canadian source income.  

Division B starts with Section 3, which summarizes the calculation of net income under Division B (FIT Exhibit 1-3).  Division B has several subdivisions which define the various sources of income
 that you studied in ADMS 3520. They are: 

a employment income - sections 5 to 8 
· salary plus taxable benefits minus a very limited set of deductions 

Only individuals earn employment income and it is subject to withholding and payroll taxes.  
We review some basic concepts in the Lecture 1 Problem Set and look at this topic in more detail in Lecture 4. FIT covers it in Chapter 3.
b income from business or property - sections 9 to 37 

· business income

· property income = passive income earned from property

· capital cost allowance (CCA) and cumulative eligible capital amounts (CECA) can be deducted against business income
· CCA can be deducted against business income and rental income (which is property income)

Subdivision b contains one set of rules for two types of income which are earned by both individuals and corporations.
 
Because this is an important source of income, we review some basic concepts later in the Lecture 1 & 2 Notes as well as in the Problem Sets.  We also look at this topic again in almost every lecture as business or property income is central to the economy and to the work of accountants.  FIT covers it in Chapters 4, 5 and 6. 
c taxable capital gains (TCG) & allowable capital losses (ACL) - sections 38 to 55

· TCG = ½ of a capital gain (CG), the profit when you sell a capital property (such as an investment).
· ACL = ½ of a capital loss (CL), the loss when you sell a capital property.
· ACLs are only deductible from TCG

These rules are applicable to individuals and corporations. 
Very few deductions are available in computing a CG.  In ADMS 3520, you saw the deductions for selling costs (e.g. on the sale of shares) and the principal residence exemption; you also saw the superficial loss rule (which is one of several “stop loss rules” which deny CLs) and the rules for personal use property.

We have a sale of a share and a personal use property in the Lecture 1 Problem Set.  We revisit subdivision c in more detail and depth in several subsequent lectures (esp. Lectures 6 to 10) where we cover many other rules, including additional stop-loss rules, rules that allow taxpayers to defer the reporting of a CG,
 and rules that allow a taxpayer to reduce a CG where a principal residence is used as a rental property.  We also apply the law in more complex fact situations. FIT covers the topic in Chapters 7 and 8 and parts of Chapter 16.  
d other income – sections 56 to 59
· pension income, RRSP withdrawals, RRSP annuities and RRIF payments

· spousal support received
· government payments such as employment insurance (EI) payments;  the universal child care benefit (UCCB); workers’ compensation and social assistance 

This type of income is generally earned by individuals.

There is one example of subdivision d income in the Lecture 1 Problem Set (worker’s compensation) but this topic is covered in much more detail in Lecture 5 and FIT Chapter 9.
e other deductions – sections 60 to 66.7
These are a mixture of items, including spousal support paid, the cost of a tax appeal (s. 60(o)) and the deduction for OAS that is clawed back from high income earners. 
Other deductions can be deducted from any source of income but several of the deductions are based on formulas including only certain types of income: examples are the deductions for 

· RRSP contributions (based on last year’s RRSP “earned income”) 

· spousal support paid

· work related childcare expenses (based on this year’s child care “earned income”) 

· moving expenses (based on employment or business income from the new work location) 

The Lecture 1 Problem Set has examples of RRSP deductions and childcare expense deductions. In addition, this topic is covered in more detail in Lecture 5 and FIT Chapter 9.
Division C = Taxable income for a resident of Canada (sections 110-114.2). 
Division C contains the deductions to compute taxable income 

Taxable Income = Division B net income minus Division C deductions 

Individuals and corporations have different Division C deductions and there is a tax policy reason for each. Exhibit 11-1 at the beginning of Chapter 11 contains a list of Division C Deductions.

We do some examples of Division C deductions for Individuals in Lecture 1 Problems 1 and 2 (worker’s compensation). We revisit Division C deductions for individuals in subsequent lectures (Lectures 4 and 8).  We will cover Division C deductions for corporations in Lecture 2.

Division D = Taxable income for a non- resident. 
We will cover this briefly in Lecture 8.
Division E = Computation of Tax and Tax Credits
Division E covers the calculation of tax and the calculation is different for individuals, trusts, and corporations.
Tax rates x taxable income = Tax owing (before any tax credits) 

Tax owing minus tax credits = tax payable

We do some tax calculations for individuals in Lecture 1 Problems and will revisit this topic in most subsequent lectures. We cover the basic tax calculations for tax for corporations in Lectures 2 and 3 and revisit them again in subsequent lectures.

Division E.1: calculation of minimum tax 

We will cover this briefly in Lecture 8.
5 Review of ADMS 3520 material

The objective of Lecture 1 is to review some of what you learned in ADMS 3520 on the following topics: 

· Computation of Taxable Income and Tax for Individuals

· Income from Business or Property 

· Tax Compliance
This Lecture will help you refresh that knowledge using short problems similar to what you saw in ADMS 3520.  These problems include

- selected FIT multiple choice questions (MCQ) and exercises in the FIT study guide.  The solutions to all FIT MCQ and Exercises are also in the FIT study guide

- the six Problems in the Lecture 1 Problem Set. 

You learned much more than this in ADMS 3520 and we will review other topics in later lectures.  You will also build on this knowledge and learn

- the finer details of these and other rules

- how to read the rules in the Act and 

- how apply the rules to more complicated problem material involving transactions and planning situations

Lecture 2 will help you refresh your knowledge on the following topics from ADMS 3520 review using short problem material: 

CCA and CECA

Computation of Taxable Income and Tax for Corporations

GST & HST
6 Computation of Taxable Income and Tax for Individuals

Learning Outcomes

Building on material covered in ADMS 3520, students should be able to:

1. Explain how taxable income and tax is computed for individuals

2. Apply these rules in short uncomplicated problems involving employment income, dividends, capital gains and other income and deductions. 

Problem Set Problems to Review: 1 to 3.  

The solution to Problem 1 (Martin) are in the Problem Set Solution excel file.  The solutions to Problem 2 (Poonam) and 3 (Peggy) are embedded in the Problem Set document.
FIT Textbook Example – Chapter 1 - pages 18 to 20
FIT Study Guide MCQ and Exercises to Review

Chapter 10 MCQ 1 & 4
 & 5 (taxable income and tax for employee stock options), 

2 (tax credits for seniors)

3 (tax credits for students)
Chapter 3 Exercise 3 (William Winter taxable benefits) 

Chapter 10 Exercise 1 (sources), 3 (net income) and 4 (net income, taxable income and tax)
We will do other Chapter 3 and Chapter 10 MCQ and Exercises in later Lectures when we revisit these topics.
7 Income from Business or Property
Learning Outcomes

Building on material covered in ADMS 3520 (primarily Lecture 8 but also Lectures 4 and 9), at the end of this lecture, students should be able to:

1. Explain how income from business or property is computed. 

2. Apply these rules in short uncomplicated problems. 

Problem Set Problems to Review: 4 and 5
The solutions to Problems 4 (A Ltd.in) and Problem 5 (B Ltd.) are in the Problem Set Solution excel file.  

FIT Example Problems in textbook: 4-6 (starts on p. 219) and 4-7 (starts on p. 230)
FIT MCQ and Exercises in Study Guide 

- Chapter 4 MCQ 1 to 4 and 6 (deductions) and 
- Exercise 7 (general rules limiting deductions – focus on the first para. of each answer - don’t worry about the related sections, ITs and ICs)
7.1 Basic Concepts
Subdivision b is one source of net income but covers two types of income. 

Many common rules but property income (passive income) is a much simpler calculation.

Individuals generally use cash basis to calculate property income (income minus deductions for expenses like interest expense).

Business Income

Accrual basis (generally)

Includes the professional practices and other businesses 

Individuals must generally use calendar year for business income.

Not employment income (taxed elsewhere) or hobbies

Computation = Start with GAAP profit (if given) and make adjustments

Can only claim CECA on purchased goodwill against business income (not against property income)

Short taxation years (e.g. in first year of business) results in pro-ration of CCA (but not for rental income).

Property Income

= Interest, dividends, rental income, royalties

Not TCG 

Cash basis (generally) for individuals except for anniversary date accrual rule for interest

Individuals “gross-up” Canadian dividends

Only rental income has many deductions aside from interest expense. 

No short taxation years for CCA on rental properties 

 In ADMS 3520, reviewed the application of these rules in several short CTP problems
 and we will revisit them in more detailed problem material in Lecture 5. 
The biggest difference between individuals and corporations is the treatment of eligible and non-eligible Canadian dividends:

(a) individuals gross-up Canadian dividends and claim a dividend tax credit. We review this in the Lecture 1 Problem Set and revisit it in subsequent lectures. 

(b) corporations claim a Division C deduction in computing Part I taxable income and private corporations pay refundable Part IV tax.
  We review this in the Lecture 2 Problem Set and revisit it in several subsequent lectures.
7.2 Overview of Subdivision b 
tc \l2 "Overview of Subdivision b
Section 9 = start with profit (generally GAAP) & make adjustments (S1)

-many common items such as salary and rent are not mentioned and are deductible pursuant to the meaning of “profit”

10 = Fiscal period (most individuals use calendar year)

11 = Inventory rules (lower of cost or market, not LIFO)

12 = Inclusions in income (many = GAAP, includes interest, dividend and rent)

13 = Depreciable property: CCA, recapture
, terminal loss

14 = Eligible capital property: CECA, recapture, terminal loss

15 = Shareholder benefits and loans (= property income, discussed in ADMS 4561 Lecture 3)

16 = Discount on T-bills or commercial paper = interest rule (= property income)

18, 19, 19.1 = what you can't deduct (many items)

20 = what you can deduct (if already deducted under GAAP, no adjustment is required)

e.g., 
interest incurred to earn income
 paid pursuant to a legal obligation and reasonable: s. 20(1)(c)


landscaping paid: s. 20(1)(aa)

37 = Scientific research & experimental development (SRED) expenditures in Canada: allows expenditures to be pooled and deducted whenever a taxpayer wants (rather than deducted right away or capitalized and amortized). Discussed in detail in ADMS 4562.
7.3 tc \l2 "General Rules Limiting DeductionsGeneral Rules Limiting Deductions: S. 67 to 67.6

1. No expenses in excess of a Reasonable amount: s. 67

2. 50% Meals and Entertainment rule: s. 67.1

3.  Restrictions on Passenger vehicle expenses in s. 67.2 and 67.3: CCA, interest, leasing expenses and employer-paid mileage allowance rules: discussed in ADMS 4561 Lecture 4 

4.  No Illegal payments (bribes) and Government fines and penalties: 67.5 and 67.6
7.4 Subdivision b Rules Limiting Deductionstc \l2 "General Rules Limiting Deductions
1. Purpose test: s. 18(1)(a)

2. Capital test: s. 18(1)(b)

3. No Reserves (accruals) for contingencies that are not legal liabilities: s. 18(1)(e)
e.g., reserves for warranties or anticipated legal settlements

4. No accruals for remuneration that is not paid within 180 days after year end: s. 78(4)
e.g., accruals for salary, bonus, severance, retiring allowance

5. No Personal or living expenses: s. 18(1)(h) e.g., no travel expenses to office

6. No Recreational Facilities and Club Dues: s. 18(1)(l): e.g., Golf club dues

7. No Payments under the Act: 18(1)(t): e.g., interest and penalties under the Act

8. No Home office expenses except as per Act: s. 18(12) discussed in Lecture 4

9. No deduction for Foreign Advertising aimed at a Canadian Market: s. 19, 19.1:
Example = advertising in a US magazine directed at the Canadian market
10. No deductions for life insurance premiums other than those paid as an employee benefit (deductible under s. 9).  Other life insurance premiums are not deductible (whether purchased personally or corporately) because the income to the purchaser is tax exempt (s. 18(1)(c)) unless it is term insurance used as collateral for a bank loan used for the purpose of earning income: s. 20(1)(e.2)

11. Convention expenses:tc \l2 "Convention expenses  s. 20(10)
- limited to two per year, within the territorial scope of the organization

12. Special rules for self-employed individuals

(a) Self-employed individuals pay 2 x the CPP. One 1/2 is eligible for a tax credit @ 15% and the other ½ is a business expense. 

(b) Medical insurance is deductible under s. 20.01(1) if business income is > 50% of total income for the year.
7.5 Deductions allowed by s. 20 for items that might be capitalized under GAAP

1. Landscaping on a paid basis: s. 20(1)(aa)


2. Expenses related to financing (shares, partnership units or debt): s. 20(1)(e)

= 1/5 ruletc \l2 "Expenses re issuance of shares, partnership units or debt 
= Fees charged by lawyers, accountants, banks, underwriters re obtaining financing (not interest on a loan)

- Written off equally over 5 years (s. 20(1)(e))

- Must add back 4/5 if expensed in the year incurred

3. Expenses of representation to government: s. 20(1)(cc)

e.g., to get rezoning, a liquor license, a patent, cost of a voluntary disclosure
4. Site Investigation: s. 20(1)(dd)

5. Utility service connections: s. 20(1)(ee)

6. Disability-related modifications of buildings and equipment

7. Scientific Research and Experimental development current costs incurred in Canada: s. 37

8. Claiming CCA and CECA rather than GAAP amortization: s. 20(1)(a) and 20(1(b)

Accounting Rules ignored for tax

1. Write-ups or write-downs
 of capital assets under IFRS or ASPE 
2. Treatment of cash and rent-free lease inducements:  See Problem 7.
7.6 Examples of items treated the same for GAAP & tax

- Interest on bank loan used to purchase an investment or equipment: s. 20(1)(c)

- Costs incurred to dispute an income tax assessment: s. 60(o) 

- Deduction for reasonable salaries and benefits (including insurance if employee’s family = beneficiary.)

- 100% write-off for Meals & entertainment where

(a) all employees at a location participate: 6 per year limit or

(b) proceeds benefit charity, etc.

- Bad debt expense on accounts receivable

- Write-offs

- Allowance for doubtful accounts if based on a tc \l2 "Allowance for doubtful accounts“specific analysis of accounts” (i.e., = % are based on aged trial balance): s. 20(1)(l)
 which is how most accountants compute allowances


e.g. of allowances not allowed = 

1. based on % sales or 

2. flat % of A/R

.

-  Inventory at lower of cost or market.
7.7 Common differences between GAAP & Tax 

tc \l2 "Common differences between Accounting and Tax 

	


8 Tax Compliance

Learning Outcomes

Building on ADMS 3520 Lecture 1, students should be able to

1. Explain the compliance rules for income tax for individuals, corporations and trusts 

2. Apply these rules in short problems. 

Problem Set Problems to Review: 6 (14 MCQ and True/False questions)
FIT MCQ to Review

Chapter 14 MCQ 1 (penalties), 2 (normal reassessment period) 3 (notice of objection),
4 (return deadlines), 5 & 6 (instalments)
Chapter 14 Exercises 3 & 4(instalments), 9(a) (notice of objection deadline)  

8.1 Summary of Types of Taxpayers and Returns

Individuals file T1 returns and report on a calendar year basis. An individual’s taxation year is the calendar year: s. 249 (1)

Notice of Assessment provides calculation of amount due or refund, next year’s RRSP contribution limits, and other carryforwards (e.g. tuition, education, textbook credit; net capital loss). If you register for My Account, you can find this information online: http://www.cra-arc.gc.ca/myaccount/
Corporations file T2 returns and report on a fiscal year basis: s. 249 (1)

Trusts file T3 returns which are due 90 days after year end. s. 150(1)( c)

After 2015, all trusts must have a calendar year end except for testamentary trusts that are. 

1. Graduated rate estates (first 3 years after death)

2. Qualified disability trusts

This is discussed in Lecture 10
8.2 Types of tax information returns and slips

Mutual fund trusts report income to unit holders on a T3 slip (deadline March 31 (March 30 in a leap year): s. 150(1)(c)

Employers report salary, benefits and withholdings to employees on a T4 slip 

- deadline February 28 (February 29 in a leap year)

Payers of property income report interest and dividends on T5 slip 

– deadline February 28 (February 29 in a leap year)

Partnerships do not pay tax or file tax returns.  Partnerships report each partner’s allocation of income and deductions on a T5013 slip – deadline March 31 after year end if all members are individuals. 

8.3 Summary of Instalments, Balance Due, Tax Returns, etc. 

	
	Individuals other than Trusts

	Corporations

	Instalments


	Quarterly – March 15, June 15, Sept. 15, Dec 15: reg. 5300

= least of 

1. Current year method

4 x 1/4 current year’s taxes

2. Prior year method
4 x 1/4 prior year’s taxes 

3. Second prior year method with catch-up to prior year

= 2 x 1/4 of second prior years taxes plus 

- 2 x 1/2 of (prior year’s taxes minus 2 x 1/4 of second prior year’s taxes)

= CRA instalment reminder  method
	Quarterly method for an eligible small CCPC
 – end of each quarter 
= least of

1. Current year method
4 x 1/4 x current year’s taxes

2. Prior year method
 4 x 1/4 x prior year’s taxes 

3. Second prior year method with catch-up to prior year

1 x 1/4 of second prior years taxes plus 

3 x 1/3 of (prior year’s taxes minus 1 x 1/4 of second prior year’s taxes)
Regular Monthly Method 

– end of each month

= least of 


1. Current year method
12 x 1/12 x current year’s taxes

2. Prior year method
 12 x 1/12 x prior year’s taxes 

3. Second prior year method with catch-up to prior year

2 x 1/12 of second prior years taxes plus 

10 x 1/10 of (prior year’s taxes minus 2 x 1/12 of second prior year’s taxes)

	No

Instalments
	If Difference between total tax & amount withheld at source in the current year or each (both) of the 2 preceding years is $3,000 or less: wording in s. 156; 156.1(1)
 
	Federal taxes payable for current year or preceding year is $3,000 or less 

	Therefore, 

You must make instalments
	If Difference (between total tax & amount withheld at source) in the current year and one of the 2 preceding years is > $3,000
 
	Federal taxes payable for current year and preceding year is > $3,000

	Balance due 


	April 30 of next year: s. 248(1)
	2 months after year end

3 months after year end for CCPCs which in either the current or previous year claimed SBD and had TI < $500K


	Tax returns due


	April 30 of next year (June 15 if taxpayer or spouse is self-employed): s. 150(1)(d)

Deceased taxpayers: extended to 6 months after death, if later: 150(1)(b)) 
	6 months after year end 

	Prescribed rates
 


	Unpaid tax - Highest rate (5%)

Refunds - Middle rate = (3%)

Interest benefits on loans - Lowest rate (1%
)
	Unpaid tax - Highest rate (5%)

Refunds - Lowest rate = (1%)

Interest benefits on loans – N/A

	Penalties on late filed returns
	5% plus 1% per complete month on balance due (12 month max): s. 162(1)

Penalties double if previous offence & demand to file return:

10% plus 2% per month (20 month max): s. 162(2) 
	Same

	Notice of objection 
	Later of 

1. 90 days after mailing date of notice of assessment

2. 1 year after filing due date: s. 165(1)(b) 
	90 days after mailing date of notice of assessment



	Normal reassessment period

	3 years after mailing date of notice of assessment: 152(3.1)

	Same for CCPCs

4 years for other corporations


8-4 Civil Penalties and Professional Ethics
The Canadian tax system is a self-assessment system. Not reporting income is tax evasion for which there are civil and criminal penalties that can apply to both the taxpayer and the tax return preparer. The onus of proof for penalties is on the CRA.
  
Because CPA Code of Conduct requires independence and does not allow members to be associated with false and misleading information, it is inappropriate to even suggest not reporting income or deducting inflated expenses.
 This course has been designed to help students learn the law and apply it in the context of professional values and ethics.  Students who do not exhibit ethical behavior in class or on the group forum will be penalized.

In addition to losing his or her professional designation, any tax preparer who knowingly assists a client with tax evasion (income tax or GST) is subject to third party civil penalties under s. 163.2. The penalties will be applied if the CRA can prove culpable conduct (intentional conduct or indifference/wanton disregard of the Act….not just an unintentional error). The penalty is 50% of the tax sought to be avoided by the client (Minimum penalty = $1,000; Maximum penalty = $100,000 plus the preparer's fee.) In order to prevent innocent preparers from being charged under s. 163.2, a good faith reliance defence is available. For further information on Third Party Civil Penalties, see Information Circular IC01-1 at http://www.cra-arc.gc.ca/E/pub/tp/ic01-1/

� Introduction to Federal Income Taxation in Canada by Beam, Laiken and Barnett


� including Division B Income (Employment Income, Property Income, Taxable Capital Gains, Other Income and Deductions), Division C Deductions and the Calculation of Tax under Division E


� CCH, Carswell, CPA Canada and PWC also each provide a tax service and database which they publish on the web.  You normally have to pay extra for these and most provide a daily email providing you with updates. The disk with the FIT text contains an abridged example of the CCH “Cantax” service. 


� The CTF (� HYPERLINK "http://www.ctf.ca" ��www.ctf.ca�) publishes a journal and holds conferences on income tax law and tax policy. It also provides “Tax Find” which contains a selection of its publications electronically.


� Tax practitioners also arrange to be on the Department of Finance and CRA mailing lists.  Some accounting and law firms also have mailing lists that will provide you with updates.  The CCH Tax Topics publication is probably the most popular tax publication in Canada - it is published weekly and sent electronically to paid subscribers.


� If income is not from one of these sources it is often not taxable (e.g., gifts, strike pay, lottery prizes). Most deductions are deductions from a specific source (e.g. employment in subdivision a, business or property income in subdivision b, net taxable capital gains in subdivision c, other income in subdivision d) or net income in general (other deductions in subdivision e). Net income under Division B is (generally speaking) a taxpayer’s economic net income for the year and is an important subtotal used in other calculations.


� e.g., interest, dividends, book royalties, rents, shareholder loans and benefits, etc.


� and partnerships and trusts.


� Division C (next page) allows the excess (called “a net capital loss”) can be carried back 3 years or forward indefinitely to be deducted against net TCG.


� In ADMS 3520, you did  short problems demonstrating the rules which apply to compute the TCG/ACL on certain types of properties (e.g. shares, personal use property and principal residences) and certain types of transactions or events (non-arm’s length transfers, gifts, death, departure from Canada).  You also covered the superficial loss rules, where all or part of a CL on a sale may be denied because of a purchase of identical shares within 30 days.  These problems were Exercise 8-2 (partial superficial loss), 8-3 (stock purchase over time and subsequent sale), 8-8 & 9 (2 principal residence), and 8-10 (sale of personal use property and listed personal property)





�e.g., reserves where proceeds are received over time, replacement properties, and the s. 85 election on the transfer of assets to a corporation.  


� There is an error is the solution to chapter 10, MCQ 4. The tax calculation is wrong. The first $200K results in tax of $46,316 (as per the info sheet).  The balance of $87,600 at 33% results in additional tax of $28,908.  The CPP and EI amounts in the answer should have been in the question (we would give them to you). The question should have given the amount of the wife’s income (we would give them to you) but given she works full-time, an obvious assumption would be that she earns more than the basic amount of between $11K and $12K and so not spousal credit would be claimed.


� For the purposes of this course you should assume cash basis for property income unless you are told otherwise.


� CTP is the ADMS 3520 text (Canadian Tax Principles by Byrd Chen). The following topics were covered by CTP Exercises: Exercises 7-3 (anniversary date rule), 7-6 (rental income CCA restriction), 7-7  and  7-8 (after-tax return from non-eligible & eligible dividends) and self-study problem 7-4 (interest, dividend, and capital gain after-tax returns)


� This was reviewed in ADMS 3520 in CTP Exercises and self-study problems. 


� Recapture is when the lesser of cost or proceeds is deducted from the class and the result is negative.  The negative amount is called recapture and added to income.  We review this in Lecture 2.


� Terminal loss is when the lesser of cost or proceeds is deducted from the class and the result is positive but there are no assets left.  The positive amount is called a terminal loss and can be deducted in full. We review this in Lecture 2.


� Income is income from business or property. Capital gains are not income from property: dividends and rent are.  If a taxpayer invests in gold bars and commodities as capital properties (earning CG not income), the interest is not deductible. There are also specific provisions denying a deduction for interest: e.g., to contribute to an RRSP.


� These rules apply to all computations of income, deductions and credits, not just income from business or property.  


� S. 18(1)(b) says you can’t deduct depreciation or amortization on capital items.  Several rules override s. 18(1)(b): CCA and CECA is allowed under s. 20(1)(a) and s. 20(1)(b); s. 20(1)(c) allows interest expense; s. 20(1)(e) allows the cost of issuing shares, debt or partnership units. But nothing in the Act allows bond amortization or the cost of cancelling or redeeming shares.


� Life insurance is the most common employee taxable benefit in Canada and is deductible to employers as a cost of compensation under the general rules in section 9. Although it is less common, life insurance can also be bought in other situations and s. 18(1)(c) and 20(1)(e.2) apply to those situations.  For example, a private corporation can buy insurance on key executives or shareholders with the private corporation as beneficiary (not employees or employee's families).  I can buy insurance on my own life with my husband (or anyone) as beneficiary.   In those 2 situations, the premiums are not deductible unless the insurance is term insurance and the policies are used as collateral for a bank loan.  If the bank loan is less than the insurance, then only a prorated part of the insurance is deductible under 20(1)(e.2)


� Rationale = Results in treatment similar to employees and employers.  


� If fees related to debt repaid before 5th year, deduct remaining balance in year repaid


� See footnote 24 on next page re loans receivable.


� These are two examples taken from a list of exclusions in s. 67.1.


� Can a taxpayer take a bad debts allowance or write off on a bad loan receivable?  


- There answer is generally no.  The investment will generally be considered a capital property (investment) and will only be eligible for a ½ deduction when it is totally uncollectible (FMV = zero) as an allowable capital loss (ACL) or allowable business investment loss (ABIL): s. 50








� If the employer makes the 110(1.1) election to forgo the cash out deduction and allow the employee to claim the ½ deduction under s. 110(1)(d) or (d.1). 





� In the case of individuals, amounts are deemed to be received when mailed.


� To be an eligible small CCPC, the CCPC must 


(a) (in the previous or current year) have taxable income < $500K,  Canadian taxable capital  < $10M and claimed the SBD


(b) be up to date with all returns and payments


� Memory aid: when the current year method or both the prior year methods result in $3,000 or less to be paid.


� � HYPERLINK "http://www.cra-arc.gc.ca/tx/ndvdls/tpcs/ncm-tx/pymnts/nstlmnts/wh-eng.html" ��www.cra-arc.gc.ca/tx/ndvdls/tpcs/ncm-tx/pymnts/nstlmnts/wh-eng.html�


� A taxpayer is required to file a return when they owe tax or have disposed of a capital property: s. 150(1.1)  


or a demand has been made: s. 150(2)


Individuals should file returns 


- to establish entitlements to receive GST, Child tax benefits and provincial refundable credits


- give the CRA a record of  earned income for RRSP contribution purposes


� The lowest prescribed rate is determined quarterly based on the average 3 month T bill rates in the previous quarter. The middle rate is 2 points above it.  The highest rate is 4 points above it. Example rates in brackets are the current prescribed rates. Benefit calculations are based on simple interest (no compounding). Refund interest and interest on unpaid tax uses daily compounding.    


� Reg. 4301. The lowest rate is currently 1% and has been 1% for quite a while (except for the fourth quarter of 2013 when it was 2%).


� If gross negligence/tax evasion, the CRA may assess beyond the normal reassessment period.


� The CRA may issue refunds go back as far as 10 years to provide refunds under the taxpayer relief provisions.  See IC0 7-1 Taxpayer Relief Provisions. See  � HYPERLINK "http://www.cra-arc.gc.ca/E/pub/tp/ic07-1/README.html" ��http://www.cra-arc.gc.ca/E/pub/tp/ic07-1/README.html�


These provisions also allow the CRA to waive interest and penalties. On interest, the 10 year clock starts in the year the interest accrues regardless of when the debt arose (see Bozzer 2010 FC 139 and 2011 FCA 186): this means that taxpayers with tax debts more than 20 years old will not automatically be prevented from applying for a waiver of interest accrued over the most recent 10 years. 


� The standard of proof for civil penalties is "a balance of probabilities".  Civil penalties are discussed above.


The standard of proof for criminal penalties is "beyond a reasonable doubt". Criminal penalties are beyond the scope of this course. 


� � HYPERLINK "http://www.cpaontario.ca/Resources/Membershandbook/1011page20933.aspx" �http://www.cpaontario.ca/Resources/Membershandbook/1011page20933.aspx�
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