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Effective January 1, 
2001, CRA 
announced a new 

policy for employer-
provided gifts and 
awards. 

Special points of 
interest: 

● Next personal instal-

ments:

- June 15th
- September 15th
- December 15th

● Maximum income tax

rate in Ontario has
decreased from

53.19%  in 1995
to 46.41% in 2004. 
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Inside this issue: 

The CRA’s policy applies 
only in employment situa-
tions, but does not apply to 
non-employees such as in-
dependent contractors or 
self-employed individuals. 

The policy does not apply 
where an employee foregoes 
salary, wages or other taxa-
ble benefits in favour of a 
gift or award, or items or 
events that serve as a “thank 
you” or reward for good 
performance.    

For further information re-
garding applicable/non-
applicable gifts and awards, 
please click here http://
www.cra-adrc.gc.ca/gifts/. 

Effective January 1, 2001, 
the Canada Revenue Agen-
cy (CRA) announced a new 
policy for employer-
provided gifts and awards 
to assist employers in their 
administration of a gifts 
and awards program, there-
by removing the adminis-
trative burden of determin-
ing the fair market value of 
small gifts and awards. 

This policy was developed 
as an administrative con-
cession rather than as a 
specific rule in the Income 
Tax Act.  Consequently, a 
taxpayer may have difficul-
ty challenging them in the 
event of a CRA review. 

The policy is applicable to 
non-cash gifts of up to 
$500 per year given by an 
employer to mark personal 
occasions, such as Christ-
mas, Birthdays, or mar-
riage.  In addition, employ-
ers can give non-cash 

awards of up to $500 per 
year for work-related rea-
sons to honour long service, 
excellence, etc. 

Gifts and awards are de-
ductible to the employer, 
and tax-free to the employ-
ee, subject to the following 
criteria: 
a) Employees can receive

up to two non-cash gifts
and two non-cash
awards.

b) The employer’s total
cost of the gifts/awards
is $500 or less, includ-
ing taxes.

c) If the total cost to the
employer, including
taxes, of any particular
gift or award is greater
than $500, then the full
fair market value of the
gift or award is includ-
ed in the employee’s
income – not just the
value in excess of $500.

For more information regarding 

applicable/non-applicable gifts 

and awards, please click here 

http://www.cra-adrc.gc.ca/gifts/. 



OFFSHORE INVESTMENTS!  WHAT INVESTMENTS? 

 

The first time you were 
asked if you had foreign 
investments with a cost base 
of $100,000 was on your 
1996 Canadian tax return.  
The Federal Department of 
Finance designed a foreign 
reporting program to force 
Canadian taxpayers to 
report their foreign/ offshore 
investments.  The foreign 
reporting requirements have 
increased dramatically since 
1996. 
    

Until 2003, CRA was 
reluctant to penalize 
taxpayers for failing to file 
the appropriate foreign 
reporting form (i.e., 1134A, 
T1134B, T1135, T1142, 
etc).  Generally, no late 
filing penalties were 
charged; however, you 
would have received a letter 
from CRA stating penalties 
would be charged in the 
future. 
     

Canadian taxpayers are 
being forced to report 
foreign investments based 
on draft legislation not yet 
approved by the Federal 

government. Income from 
such investments should 
have been reported on your 
2003 tax return.  The 
original draft legislation was 
on February 16, 1999.  It 
has been delayed several 
times, with the latest 
changes made on October 
30, 2003. 

    
The delay and confusion 
prompted the Canadian 
Society of Trust and Estate 
Practitioners (STEP), of 
which we are an active 
member, to write a letter on 
March 11, 2004, to Prime 
Minister Paul Martin, his 
Ministers of Finance, 
National Revenue, and 
Justice, and the Attorney 
General (available on STEP 
Canada’s website - http://
www.step.ca/
FIEandNRTLettertoPMPaul
Martin_Mar10-04.pdf). 
 
We quote from the STEP 
letter: “Canadian taxpayers 
and their professional 
advisors are currently not 
equipped to deal with the 

STEP Canada’s letter to Prime 

Minister Paul Martin is availa-

ble on their website (http://

w w w . s t e p . c a /

FIEandNRTLettertoPMPaulMar-

tin_Mar10-04.pdf). 

The Federal Department 
of Finance designed a 
foreign reporting 

program to force 
Canadian taxpayers to 
report their foreign/ 

offshore investments.   
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complexities of the draft 
legislation.  Even seasoned 
tax practitioners who 
specialize in international 
taxation have expressed great 
difficulty interpreting these 
extensive new rules. As a 
direct result, it is likely that 
the level of compliance with 
the draft legislation will be 
extremely low.”      
 
While we are unaware of a 
response from the Prime 
Minister, the response at the 
STEP National Conference 
on June 7 & 8, 2004, showed 
overwhelming support of the 
letter.    
 
Unfortunately, this issue is 
ongoing, so we will keep you 
in tune. 
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Until 2003, CRA was 
reluctant to penalize 
taxpayers for failing to 

file the appropriate   
foreign reporting form. 



As of 2004, this is no 
longer an issue.  

 
Your 2004 instalments are 
based on your 2003 income; 
therefore, the extra 5% 
inclusion in 2004 should 
result in extra tax on your 
2004 tax return. 
 
Since your 2005 instalments 
are based on your 2004 
income, you should strongly 
consider estimating your 
2005 instalments, since the 
2004 15% inclusion (i.e., 
$15,000) will not be there in 
2005. 
 

In 1995, self-employed 
individuals began paying 
back the income they were 
able to defer by choosing a 
non-December year-end.  
To ease this change in 
1995, only 5% of the “1995 
income reserve” had to be 
included in taxable income.  
From 1996 to 2003, this 
increased to 10%, with the 
final 15% added to taxable 
income in 2004.   
 
Assuming the 1995 income 
reserve was $100,000, and 
the minimum amount was 
reported each year, in 
2004, you would have to 
report $15,000 vs. $10,000 
reported in 2003.  In 
Ontario, at the maximum 
tax rate, the final reserve 
addition would cost you 

2004 - FINAL TAX HIT FROM 1995 

FORCED DECEMBER 31 YEAR END 

$6,961.50 in 2004 vs. 
$4,641.00 in 2003. 
 
Since 1995, the maximum 
income tax rate in Ontario 
has decreased from 53.19% 
to 46.41% in 2004, which 
also reduced the overall tax 
cost over this period. 
 
Other benefits of the ending 
the 1995 income reserve 
include: 
 

 No further tax cost for 
2005 

 Unreported 1994 
income reserves were 
fully reportable if you 
ceased to be self-
employed and became 
an employee, retired or 
sold your business, or 
became a non-resident.  

Since your 2005     
instalments are based 
on your 2004 income, 

you should strongly 
consider estimating 
your 2005 instal-

ments, since 2004 was 
the last year for the 
1995 income reserve.  
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Since 1995, the 
maximum income tax 
rate in Ontario has 

decreased from 
53.19% to 46.41% in 
2004.  The tax deferral 

saved you money! 

In 1995, self-employed individuals 

began paying back the income they 

were able to defer by choosing a 

non-December year-end.   
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TAX-FREE SALE OF HOME IF 

USED FOR RENTAL OR 

BUSINESS 
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THE INFORMATION PROVIDED IN THIS PUBLICATION IS INTENDED FOR GENERAL PURPOSES ONLY.  CARE HAS BEEN TAKEN TO ENSURE THE INFORMATION HEREIN IS ACCURATE; 
HOWEVER, NO REPRESENTATION IS MADE AS TO THE ACCURACY THEREOF.  THE INFORMATION SHOULD NOT BE RELIED UPON TO REPLACE SPECIFIC PROFESSIONAL ADVICE. 

Accounting For Your Future 

Generally, any gain on the sale your 
residence is tax-free.  If you own more 
than one personal-use residence (i.e., 
home, cottage, etc.), you must 
designate one as your principal 
residence, each year, to calculate the 
tax-free portion of the gain.  
 
What happens if you only own one 
residence, but operate a home business 
or rent out a portion of the house?  
CRA’s guidelines in Interpretation 
Bulletin IT-120R6, paragraph 32, state 
the entire residence would qualify as a 

principal residence if:  1) The 
income-producing use is ancillary to 
the home’s main use; 2) there was 
no structural change to the property; 
and 3) no capital cost allowance was 
claimed on the property. 
 
What if you operate a profitable 
home business and rent a portion of 
the house to your child?  A January 
2004 CRA Technical Interpretation 
examined such a case.  CRA stated 
the principal residence rule would 
apply, since:  1) the rent charged to 
the child was below market rate, 
with no reasonable expectation of 
profit; and 2) the taxpayer met the 
above three conditions.  The rental 
having had no reasonable 
expectation of profit was important 
in this case, since it moved the rent 
out of the income from the 
“property” category to “personal 
use.”  It is unknown whether the 
same decision would have applied 
to a non-family member.  
Interpretation Bulletin IT-120-R6 
(http://www.cra-arc.gc.ca/E/pub/tp/
it120r6/it120r6-e.html) covers most 

of the issues relating to the principal 
residence rules.  It may be taxing to 
read it; but, you may be taxed if you 
don’t! 

What if you operate a 

profitable home business? 


