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Dear Client,
In my July newsletter I tried to convey how replacing the PST with HST has helped to eliminate the hidden sales tax that many products used to carry. As businesses adjust prices to reflect these cost savings, the Ontario government started in June to make three tax-free transition payments to eligible Ontario tax filers aged 18 and over. The other two payments are scheduled for December 2010 and June 2011.
· Eligible families – including single parents and senior couples – with an annual income below $160,000 will receive three payments totaling $1,000. 

· Eligible individuals with an annual income below $80,000 will receive three payments totaling $300. 

If you own a business, the Ontario government will send a tax-free transition payment to your eligible business starting this fall to help your business offset the costs of accounting for the transition to HST. The Ontario government will obtain the taxable revenue of each business from the Canada Revenue Agency database using the most recent 12- month period ending on or after January 1, 2009, and make the one-time transition payment based on the table below:
	Small Business Transition Support

	Taxable Revenue for the 12-Month Period
	Amount of Transition Support Payment

	60,000 or less
	$300

	Over 60,000 and up to and including $200,000
	0.5% of taxable revenue for the 12-month period

	Over $200,000 and less than $2 million
	$1,000


In the Small Business Needs section, I will compare the personal tax rates for 2010 with the small business corporate tax rate in Ontario. Perhaps in the new year you will decide to incorporate your viable business and take advantage of the corporate tax rates that continue to fall due to Ontario’s HST tax changes. In the Personal Income Tax section, I will discuss year end tax tips.
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Small Business Needs
2010 Personal Income Tax Rates and Small Business Corporation Tax Rates in Ontario 

Income         2010 Personal Income           2010 Small Business Income 

Range            Marginal Tax Rate %              Corporation Tax Rate %

$37,106                 24.15                                            16

$40,970                 31.15                                            16

$65,342                 32.98                                            16

$74,214                 35.39                                            16

$76,988                 39.41                                            16

$81,941                 43.41                                            16

$127,021               46.41                                            16

$500,000               46.41                                            16 
Ontario’s HST tax changes are allowing cuts in both personal and corporate income tax rates,  thus making Ontario more attractive for new business investment. A small business corporation in Ontario will pay income tax at a rate of 16% on up to $500,000 of taxable income in 2010, and the rate will drop to 15.5% in 2011. The above table highlights the importance of keeping profits in the corporation (please refer to the section in the September 2008 newsletter titled “Keeping Profits in the Company”) which discusses taking advantage of the low corporate tax rate. By using the methods I’ve described in the March, June and September 2009 newsletters to access dollars from the corporation on a tax-free or low tax basis, you can minimize personal draws from the corporation subject to the higher personal tax rates.
If you are interested in incorporating your business in the coming year, a special election form is typically filed by the accountant to defer income taxes on the appreciation in the value of your unincorporated business since you began your business. 
Stay tuned….
My next newsletter will discuss the pros and cons of holding companies.
Personal Income Tax

Year End Tax Tips
While minimizing taxes is important, the following year end tax tips should not take your attention away from making sound economic decisions with your financial planner.
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Year end tax tips were first discussed in my December 2009 newsletter. Please refer to those tips for your tax planning for 2010. Note that the home renovation credit for 2009 could only be claimed on your 2009 income tax return. However, if you have eligible renovation receipts from January 27, 2009 and before February 1, 2010, and you did not claim them on your 2009 tax return, your accountant can file an adjustment to your 2009 tax return to claim them. Outlined below are additional tax tips:
· If you own a business, don’t forget that computer and software acquired after January 27, 2009 and before February 2011 are 100% deductible in the year purchased, and if you make the purchase before December 31, you will get the 100% deduction sooner than if you wait until the start of next year.

· Set up a Tax Free Savings Account (TFSA) – refer to my December 2008 newsletter

· Withdrawals from your TFSA are added to the contribution room for the following year, so if you’re planning on making a withdrawal, consider doing this before year end. If you wait until early 2011 to make your withdrawal, you won’t be able to recontribute that amount to your TFSA until 2012.
· Continue to contribute to your Registered Retirement Savings Plan (RRSP) if your primary objective is saving for retirement. You are not going to save enough in a TFSA alone for retirement given the low TFSA contribution limits. In addition, tax on withdrawal from an RRSP is a deterrent to spending those dollars prematurely.
· Make a contribution to your child’s Registered Education Savings Plan (RESP) before December 31, and the federal government will grant 20 cents for every dollar contributed, up to  an annual limit of $500 for a $2,500 contribution (Canada Education Savings Grant)
· Make a contribution to a Registered Disabled Savings Plan (RDSP) designed to provide long-term financial security of a child or adult with a disability before December 31, and the federal government will grant 100% to 300% of RDSP contributions, depending on the beneficiary’s family income, to a maximum of $3,500 annually on a $1,500 contribution (Canada Disability Savings Grant), and up to $1,000 annually in Canada Disability Savings Bonds, depending on the beneficiary’s family income
· Ontario introduced a Children’s Activity Tax Credit for 2010, based on $500 of expenditures for a child under 16, and includes activities under the federal Children’s Fitness Tax Credit, but also includes non-fitness activities e.g. music, dramatic arts and visual arts, chess, language instruction, tutoring in academic subjects
· Expenses for cosmetic purposes will no longer qualify as medical expenses. This only applies at enhancing one’s appearance and will not apply to procedures that are required for medical or reconstructive purposes.

Stay tuned….
My next newsletter will discuss the principle residence exemption, including a discussion on cottages and ways to pass them to children.
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