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Dear Client,

I hope that this newsletter finds you well.
In the Small Business Needs section, I will be covering ways to access dollars from your corporation on a tax-free or low tax basis. In the Personal Income Tax section, I will discuss the topic of death and taxes.
Small Business Needs
In the March 2009 newsletter I discussed the benefit of earning income up to $500,000 in a small business corporation, and keeping the profits in the company to take advantage of the low 16.5% corporate tax rate. I introduced two ways of drawing money out of your corporation on a tax-free or low tax basis: paying salaries to family (income splitting) and paying yourself rent. I will continue with a list of ways to access those dollars you have retained in your business.
Pay Automobile Allowances 
Individuals who use personally owned vehicles for business purposes can receive a tax-free  automobile allowance established by the CRA every year on a per kilometer basis. The automobile rates for 2009 are:
· 52 cents per kilometer for the first 5,000 kilometers; and

· 46 cents per kilometer thereafter

Often the above rates will exceed the actual operating and depreciation costs of the vehicle, especially if the vehicle has low operating costs. For example, if a business owner, family member or other employee drives a personally owned vehicle 20,000 kilometers in 2009 for business purposes, the corporation would pay a tax-free allowance to the individual of $9,500. This is fully deductible to the corporation, and non-taxable to the recipient of the allowance.

There are two advantages of owning a car personally for business purposes, instead of having the corporation own the vehicle. The first advantage is having the ability to pay automobile allowances as described above. The second advantage is preventing the tax authorities from imposing harsh taxes on the personal use of a corporate-owned vehicle.
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Travel between an employee’s home and the employer’s office is generally considered to constitute personal, rather than business, use of the automobile. However, you can justify this travel as business if you make business stops between your home and business.
Repay Shareholder Loans
Any loans you have made to your corporation can be repaid to you tax-free.

Pay Dividends to Holding Company
You may want to own a holding company, which in turn owns or “holds” the shares of your operating company, to protect the cash from creditors of the operating company. By doing this, funds can be transferred away from future risks associated with the operating company without incurring additional income taxes. A tax-free dividend can be paid from the operating company to the holding company. The cash is “parked” in the holding company and will be taxed only when  you need it personally, allowing flexibility in the timing of personal income to you.
Pay a Death Benefit
A tax-free death benefit of $10,000 can be paid to a surviving spouse or common-law partner or other beneficiary of an employee. This can apply to the death of an owner-manager or any other employee of the company. This is fully deductible to the corporation, and non-taxable to the recipient of the death benefit.
Stay Tuned….
My next newsletter will continue to discuss ways to access dollars from the corporation on a tax-free or low-tax basis.
Personal Income Tax

Death and Taxes

Death and taxes are indeed the only certain things in life. The tax authorities not only tax you while you are alive, but when you die it is the final opportunity for them to tax you on any investment gains you have made. All of your investments are deemed to be disposed of at their value at the date of your death. Generally, unless your investments are left to your spouse or common-law partner under the terms of a will or beneficiary designation, you will face tax on these investments at date of your death. Your home is generally exempt from taxation at death because of the principle residence exemption. 
RRSPs and RRIFs on Death
The full value of your RRSP (Registered Retirement Savings Plan) or RRIF (Registered Retirement Income Fund) will be taxed at the time of your death. This means that almost half of your registered savings plan would go to the government in tax. If you name your spouse 
or common-law partner as the beneficiary of your plan, amounts paid to the spouse or 
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common-law partner from the plan become taxable in his or her hands, but the tax can be deferred by having the registered plan assets transferred to his or her RRSP or RRIF. Your 
spouse or common-law partner will pay tax only when he or she makes withdrawals from the plan.
If you name your children or grandchildren as beneficiaries of your plan, and if they are financially dependent, amounts paid to them from the plan become taxable in their hands. “Financially dependent” means if the child or grandchild has income that did not exceed the basic personal credit amount for the year preceding the year in which the deceased died (the basic personal credit amount for 2009 is $10,320). 
In limited circumstances, the tax payable by the financially dependent children or grandchildren on the plan assets paid to them can be deferred. If the child or grandchild is a minor (under 18 years old), an annuity can be bought with the plan assets that will make payments each year until the child reaches age 18. The child or grandchild will face tax on each payment made under the annuity. If the child or grandchild is an adult and physically or mentally infirm, the plan assets can be transferred to his or her RRSP or RRIF, and tax will be paid by him or her when withdrawals are made.
If you name your estate as the beneficiary of your plan, the value of your plan assets will be taxed in your hands or final tax return. This could be an option for a variety of reasons. Personal tax credits and unapplied capital losses can be used to offset some of the taxable RRSP income in your final tax return. You may want to leave your plan to more than one person specified in your will in unequal amounts, so if the estate is the beneficiary of your plan, this causes all the beneficiaries of the estate to share the tax burden before distributions are ultimately made to them. Naming the estate as the beneficiary of your plan would also make sense when you want conditions met before a beneficiary has a right to your plan assets, or when the plan assets are to be held in trust for the beneficiary rather than distributed directly to him or her. Naming the estate as the beneficiary of your plan would, however, make the value of your plan assets subject to probate fees in Ontario. I will discuss probate fees in my next newsletter.
You can name a registered charity as the beneficiary of your plan. The value of your plan assets will be taxed in your final return. However, a donation credit can be claimed on your final return to offset the tax, worth about 40% in tax savings on amounts from the plan donated to the charity over $200.
If you name others than those discussed as beneficiaries of your RRSP or RRIF plan, the value of your plan assets will be taxed in your final return. The estate will be faced with paying the taxes, even though it may not have sufficient funds to do so because the plan proceeds have been paid to the named beneficiaries. This could short-change other  beneficiaries who did not receive registered plan assets, as the tax bill would have to be paid out of their inheritance. 
Stay Tuned….
My next letter will continue to discuss the topic of death and taxes, including probate fees in Ontario.
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Notice to Reader

Dean Constand C.G.A. publishes this newsletter for information purposes only. Feel free to distribute to colleagues and friends. Although the material has been carefully prepared, it is not a substitute for professional advice.

