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Balancing the Books isn’t always
easy

First Audit Program for GST/HST
Should You Incorporate?
Owner/Manager Remuneration
Disability Income Insurance

First Audit Program
for GST/HST

The focus of this type of Can-
ada Revenue Agency (CRA) au-
dit is on new businesses, and the
workload is generated by the first
GST/HST return filed with a re-
fund balance. Generally, the start
up costs incurred by the busi-
ness results in a GST/HST re-
fund claim. The purpose of these
audits is to establish early con-
tact with the owners and manag-
ers of the new business.

The role of the CRA auditor is to:

.. Ensure the existence of a
business;

.. Ensure the taxpayer is aware
of their rights and obligations;

.. Determine the adequacy of
the books and records to sup-
port the GST/HST payable,
the input tax credits, and in
general, all revenue and ex-
penses;

.. Make recommendations
where the books and records
are found to be inadequate;
and
Provide answers to taxpayer
enquiries.

Business owners understand the importance of keeping
records up-to-date. Unfortunately, paperwork has a habit of

piling up — quickly!

PADGETT BUSINESS SERVICES now offers a solution -
PADGETT CONNECT

PADGETT CONNECT is an easy-to-use business software appli-

cations package that is customized for your business. You don’t
need to be a computer whiz or an accountant to use this product.
New users can start entering their records within a %2 hour of in-
stallation on their computer. The package contains the following:

PADGETT CHEQUEBOOK - Makes bookkeeping simple
PADGETT INVOICING - Tracks and reports sales, customers
and products

PADGETT PAYROLL - Makes paying your employees a
breeze and keeps you in control

For more information on PADGETT CONNECT , visit us at

www.padgettconnect.ca or contact your
Padgett representative .
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Should You Incorporate Your Business? DI'S""b'“ty
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If you own a business, you may have wondered if you Insurance

should incorporate. Historically the income tax system in
Canada has benefited incorporated Canadian small busi-
nesses. Although the income and deduction calculations are
almost identical to an unincorporated business, the major
differences are in the corporate taxation structure and tax
planning opportunities. When developing the tax plan for
your business, you and your advisor should look for oppor-
tunities in the following areas:

Income splitting with family members;

Tax deferral to the future;

Estate planning for you and your family;
Utilization of the capital gains exemption; and

Planning your retirement, including disposing of your business.

Since personal and corporate tax as well as family law issues can make
this issue complex, please contact our office to discuss your situation.

Owner/Manager Remuneration

Recently, Canada Revenue Agency (CRA) was asked whether a share-
holder/manager bonus could be considered to be reasonable if it created a
non-capital loss that was carried back to the three previous taxation years to
reduce the income in those years to the small business deduction limit. The
bonus rewards the shareholder/manager for contributing to the successful
management of the company and creates the non-capital loss carryback that
reduces the corporation’s income from an active business to the small busi-
ness deduction limit.

CRA acknowledged that the proposed payment is within the scope of the
CRA policy on “reasonableness of shareholder/manager remuneration”. The
company is a Canadian controlled private corporation (CCPC) paying a bo-
nus to the active shareholder/manager, who is resident in Canada, to reduce
the CCPC'’s taxable income to the small business deduction limit for the car-
ryback period. The corporation had passed a Director's Resolution that
stated a policy of declaring annual bonuses to specific Canadian residents,
who are active in the management of the corporation, to reduce the income

CRA recently
noted that where a
proprietor pur-
chased a Disability
Income Policy, the
premium is a non-
deductible personal
expense. But the
receipt of the dis-
ability benefits is
tax-free.

If a corporation
acquires a Policy for
the employees, the
premiums are gen-
erally deductible. If
the employee re-
ceives the disability
benefits they are
included in the em-
ployee’s income.
However, if the indi-
vidual received the
benefit because she
or he is a share-
holder, the premium
paid by the corpora-
tion would be in-
cluded in the indi-
vidual’'s income,
under  Subsection
15(1). The premium
would not be de-
ductible by the cor-
poration. However,
any disability bene-
fits received by the
shareholder would

from your Padgett office before implementing any of the concepts suggested in this newsletter.
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Padgett Business Services is dedicated to meeting the tax, government compliance, profit & financial reporting and payroll needs of businesses with
fewer than 20 employees in the retail and service sector of the economy. This publication suggests general business planning concepts that may be
appropriate in certain situations. It is designed to provide complete and accurate information to the reader. However, because of the complexities of
the tax law and the necessity of determining whether the material discussed herein is appropriate to your business, it is important you seek advice
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