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Self-Supply Rules

few years ago, when housing prices
seemed to be going up almost on a daily
basis, many individuals attempted to take
advantage of the market and purchase a
residential property, "fix it up" and re-sell it.

In the course of the renovations, the
"builder" would undoubtedly purchase
materials and hire labourers to do rhe work.
This would require him to keep track of the
Harmonized Sales Tax that he was paying
during the construction so that he could
recoup it at the end of the project. Or so he
thought.

Contrast the above "builder" with an
"investor" who purchases an already
renovated residence and endeavours to
re-sell it during a rising market.

Since he has not paid for the cost of
renovations there is no HST to recoup. In
fact, he pays HST on the purchase price of
the residence and cannot "get it back".

In order to put the "builder" and the
"investor" on an equal footing, the
government devised "self-supply rules" to
apply to the "builder".

Here is an example of how it works:

At the outset, it is important to note that
these rules apply if the "builder" constructs
or substantially renovates a residential
complex that he intends to sell or lease to a
third party upon completion. If his intention

is to live in the premises after construction,
he is precluded from claiming back the HST,
no matter what.

The determination of the HST is based upon
a "deemed" taxable supply rather than an
actual one. This means that no matter what
the "builder" actually paid for materials and
labour, the tax is calculated with reference to
the "fair market value" of the property once
construction has been completed.

This is defined as the "highest price,
expressed in monetary terms, that a seller
can reasonably be expected to obtain from a
knowledgeable, informed and prudent party,
acting at arm's length and under no compul-
sion to transact".

Think about this for a minute. The HST
demanded of the "builder" is based upon the
fair market value of the renovated property
after it has been re-constructed or
refurbished. Not on the actual expenditures
incurred but on "everything" - the costs of
land, material, labour and profit.

If the fair market value of the property, as
determined by the agreed upon selling price
to the buyer is $2500000, the "self-supply"
of HST liable to the government by the
"builder" at the time of closing is based on
the full $2500000. This works out to
$325000 (and no input tax credits are
allowed).
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Loan Covenants

uals, corporation, trusts
and partnerships;

What: Termed "speci-
fied foreign property"
these include (i) money
deposited in or outside
Canada in foreign

currency denominated
bank accounts, (ii)
shares or debt of non-
Canadian corporations;
(i) tangible property
located outside Canada
when it is not being

used to earn active
business income or
exclusively for personal
use;

Where: the country
where the foreign
assets are being held
and/or in what currency
they are denominated;

When: The  "tax
values" of the assets
exceed $100000, in
Canadian funds at any
time during the taxation
year.

How: The Act requires
the "tax values" of the
assets involved. In
most cases this is the
actual cost paid for the

In the world of corporate finance, companies
who have traditionally relied upon the
Chartered Banks for their loans must now
renew their borrowings on an annual basis.

This allows the bank to keep a closer eye on
their customers while "making sure" that the
borrower is showing sufficient strength from
operations to meet its commitments.

Information from balance sheet:

Current portion long-term debt
Remainder of long-term debt

Information from income statement:
Revenue

Expenses

Operating costs

Interest expense

Amortization

Income for the year

Step One: Determine Adjusted Earnings

Income for the year
Add: Interest expense (Debt charges)
Amortization (Depreciation)

and Depreciation (EBITDA)
Step Two: Determine Obligations

Current portion of long-term debt
Debt charges

Step Three:  Apply Formula

Results of Step One/Results of Step Two

Financial Covenant Debt Service Ratio must be at least 1.25 Interest rate 6% per annum

Earnings before income taxes, debt charges

Current Year Last Year
100000 100000
900000 1000000
1000000 1100000
875000 800000
665000 615000
60000 || 66000
25000 25000
750000 706000
125000 94000
125000 94000
60000 66000
25000 25000
210000 185000
100000 100000
60000 66000
160000 166000
13125 1.11446

In many cases, the bank wants to see that the
borrower is maintaining a "debt service
ratio" of at least 1.25:1.00 based upon
reported figures in the company's annual
financial statements.

The information needed from the financial
statements is as follows:

Last year's debt service ratio was slightly
below the percentage required under the
company's loan agreement with the bank.

If this is the "first time" that the convenant
has not been met, it is unlikely the bank will
"call the loan" and force the company to seek

financing elsewhere. They will want
explanations about current results and some
indication about how the company plans to
meet its target in the future.

If this situation goes beyond a second year
they will probably want to keep a closer eye
on the company, perhaps requiring semi-
annual reviews rather than conducting them
only once per year.

If the situation does not improve (and show
results similar to "current year" above, the
company may be asked to pay off their
indebtedness and seek financing elsewhere.
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assets, in Canadian dol-
lars, when purchased.
However the "value" of
these assets often
fluctuate over time.
Shares, for example,
whose cost was, say
$105000 but are
currently trading at a
valuation of $95000 are
still to be reported at the
figure of $105000.

Why: In addition ro the
disclosure of the assets
themselves, the govern-
ment requires disclo-
sure of the earnings
they generated. These

are presumably "tied
in" with the foreign
income reported else-
where on the return.
Conversely, if the return
shows sufficient foreign

earnings and the
required form has not
been produced, they
they may ask for one
upon penalty for non-
compliance with the
Act.

Are there any
exceptions? Yes!!
When a taxpayer holds
shares or debt with a

The Accelerated Investment Incentive

he 2019 budget confirmed changes in

the way capital assets are to be
amortized when companies invest in the
purchase of property, plant and equipment
for their businesses.

The full cost of assets bought for companies
claiming the manufacturing and processing
deduction and "specified clean energy
equipment" will now be allowed a full
write-off when acquired.

For all other asset purchases, the change
entails an accelerated capital cost claim in
the year when they are first put into use. The
entire cost will still be "written off" but
following a different schedule than before.

Also, the acquired assets must not have been
"purchased" from someone who is not
dealing at arm's length with the business.

For example, an asset with an allowable
CCA rate of twenty percent and costing
$1000 was previously claiming depreciation
for income tax purposes at one-half of the
allowable rate or ten percent in the year of
acquisition and twenty percent thereafter.

From now on, the business can claim CCA at
twenty percent right away and it will be cal-
culated on one hundred and fifty percent of
the acquisition cost. After that, the regular
rate is applied.

Original cost
CCA year asset acquired

CCA following year

CCA following year
UCC balance at end of third year

Before After
Econ Stmt Econ Stmt Difference
$ $ $

1000 1000
100 300 200
900 700
180 140 -40
720 560
144 112 -32
576 448 128

The business can claim CCA of $552
($300+140+112) under the new regime
compared to $424 ($100+180+144) before.
It does not seem like much but this is for an

asset costing $1000. When the acquisition is
of a greater value, the amounts can increase
significantly. _—
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Should You Hold Dividend Paying Investments
in Your RRSP?

Here is a question that sometimes comes
up. Should a Canadian taxpayer "hold"
shares of Canadian dividend paying corpo-
rations in their RRSP's or should they "hold"
them personally under their own names?
Let's look at two scenarios and see what
conclusions can be drawn from them.

Scenario One:

Taxpayer is in the lowest "tax bracket"

In the Canadian income tax regime,
dividend income is taxed as follows: Sandy
has shares in Bell Canada that currently give

her $5000 in dividends each year. When she
prepares her income tax return she must



registered  security-
dealer or trust com-
pany, the amounts
reported are not the
actual costs of the
shares/debt themselves
but the fair market
values of these invest-
ments. In these cases,
two amounts are
reported. The first is the
fair market value of the
investor's portfolio at
the end of the year. The
second is the "highest"
value of this portfolio
attained within the year.
Although  each is
subject to @ minimum
valuation of $100000, it
is possible that one
disclosure may be
greater than $100000
and the other less than
$100000.

Thanks for Your Referrals
We very much appreciate
your referrals. If you know of
someone who can benefit
from the services we provide
or who would like to receive
our publication, please let us
know. We will send them a
copy with your compliments.
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"gross up" the dividend by thirty eight
percent and show dividend income of $6900
for the year. However, she is entitled to
claim a "dividend tax credit" determined as
fifteen percent of the taxable amount or
$1036 as a reduction in her Federal income
taxes.

So if Sandy has other income of say $35000
her total Federal taxes for the year will be
$4222 made up of $2978 on her other in-
come and $1244 on her dividends. In other
words, her $5000 dividend income became
$3756 after taxes.

This means that the taxes on the "extra"
$1900 were $1244 but her dividend tax
credit was only $1036. She theoretically
gave the government an extra $208 by
investing in shares.

If Sandy had earned the same $5000 through
an interest bearing Guaranteed Investment
Certificate, for example, her taxable income
would have been $40000, not $41900 as
when she received dividends.

Her total Federal taxes for the year will be
$3728 made up of $2978 on the other
income and $750 on her interest income. In
other words, her $5000 interest income
became $4250 after taxes.

Under this scenario her total income for the
year was $40000 but when the income from
the investment was in the form of dividends
she kept $35778 but when it was in the form
of interest she kept $36272. Under this
scenario it is preferable to hold shares of
Canadian companies that pay dividends in
an RRSP because the earnings are
recognized in the plan and there are no
dividend tax credits or income taxes.

Scenario Two:

If Sandy has other income of say $65000 her
total Federal taxes for the year will be $8672
made up of $8294 on her other income and
$378 on her dividends. In other words, her
$5000 dividend income became $4622 after
taxes.

This means that the taxes on the "extra"
$1900 were $378 but her dividend tax credit
was $1036. She was theoretically ahead of
the taxman by $1522 when investing in
shares.

If Sandy had earned the same $5000 through
an interest bearing Guaranteed Investment
Certificate, for example, her taxable income
would have been $70000, not $71900 as
when she received dividends.

Her total Federal taxes for the year will be
$9319 made up of $8294 on the other
income and $1025 on her interest income.
In other words, her $5000 interest income
became $3975 after taxes.

Under this scenario her total income for the
year was $70000 but when the income from
the investment was in the form of dividends
she kept $61328 but when it was in the form
of interest she kept $60681.

Under this scenario it is preferable to hold
shares of Canadian companies that pay
dividends outside an RRSP.

In the earlier example, the decision was easy
because the dividend tax credit did not
match the extra taxes that were owing upon
receipt of the dividend. That is not the case
here, and since the dividend tax credit
exceeds the amount of taxes owing on the
dividend, and holding the investment in the
RRSP takes away the dividend tax credit
from the shareholder, the advantage swings
the other way.

Conclusion:

The simple answer, of course, is "it
depends". That is always the answer, but if
you have "other" income (employment,
pensions, capital gains, rental income, etc)
as well as investment income that provide
you with taxable income of $50000 or more,
holding Canadian dividend shares in your
RRSP is "better" than holding them
personally.
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The Quarterly Dividend highlights income tax and other financial matters in general terms. We recommend that no action be taken based solely on the basis of
information contained in this letter. Specific professional advice should be obtained as individual circumstances must always be taken into account. This
newsletter is copyright; its reproduction in whole or part by any means, without the written permission of the copyright holder, is forbidden.

Printed on recycled paper with g

LA
-

$ environmentally friendly inks

-




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


