The Tax Man Cometh…

By Ann O’Connell, CMA

February is the month when your T-4 slips must be issued and the last month for you to make contributions to a Registered Retirement Savings Plan and claim the deduction on your 2008 tax return. These two deadlines start many people thinking about “getting their tax returns completed”. The following tips may help make the tax reporting process a little easier: 

· Organize your paperwork. If you are using the services of a public accountant then you will want to have your papers well organized, therefore minimizing the amount of time your accountant will have to spend finding and filing your receipts. Record all the revenues you have generated in a ledger or in a software program. Include copies of the invoices or receipts you issued to your customers. Sort all the backup paperwork for your expenditures by category OR by time period. Use one method consistently.

· When in doubt … ASK. If you are uncertain if a deduction is eligible ask your accountant or a Canada Revenue Agency representative. There is information available online at http://www.cra-arc.gc.ca  at any CRA office or by calling 1-800-959-5525
· Vehicle expenses. Keep a logbook. Other systems may have worked for you or others in the past but under the income tax act you are required to record the total kilometers a personal vehicle was used for business purposes. The cost of travelling from your home to your place of work is not considered a business expense. For example if you live three kilometers from your studio the expenses you incur travelling to and from your studio are not business expenses. Exceptions may apply if you visit a client or have a business appointment before going to your studio.  

· Meal expenses. Entertainment expenses, meals and other social events are only deductions if they are because of a work commitment. If you are meeting a buyer and it is a meeting that is also a lunch then one half of the lunch bill may be eligible as a tax deduction for you. Write the names of the guests on the back of the restaurant receipt, the admission ticket etc. Ask yourself “Is the lunch meeting accomplishing something beneficial to my business”. If you are eating alone or you are taking a good friend out to lunch the cost of the meal is a personal expense rather than a business one.  

· Plan for 2009 taxes. Now is the time to start developing a strategy to reduce the amount of taxes you will pay for the calendar year 2009. For example you may want to deposit money in a Tax Free Savings Account. As with all financial services you are encouraged to shop around and understand the full cost of any service charges that will apply on the deposit account. 

· One other thing to keep in mind for 2009 is to make your major capital purchases in the last few months of the year so you can get maximum benefit from the half-year rule which applies to the Capital Cost Allowance permitted on the acquisition of new or replacement business assets. 

All of the above items should be discussed with your income tax advisor. Each individual is unique and not all tax rules and interpretations will apply exactly the same way to everyone. Information about tax issues for sole proprietors and partnerships can be found at http://www.cra-arc.gc.ca/tx/bsnss/tpcs/slprtnr/menu-eng.html .

