Tax Update for Advisors — March 2010
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Agenda

= 2010 tax changes

Top 10 Tax Filing Tips (2009 returns)
TFSA update

U.S estate tax update

Hot tax cases

invest well. live better. ll” INVESTMENTS™



2010 Federal Tax Brackets
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2010 2009 Rate
Less than $40,970 Less than $40,726 15%
$40,970 to $81,941 $40,726 to $81,452 22%
$81,941to $127,021 |$81,452 to $126,264 26%
Over $127,021 Over $126,264 29%




Non-refundable Tax Credits

Amount Type 2010 2009

Basic personal amount 10,382 10,320
Age amount 6,446 6,408
Net income threshold 32,506 32,312
amount S 10,382 10,320
Amount for children under age 18 2,101 2,089
Canada employment amount 1,051 1,044
Old Age Security repayment - begins 66,733 66,335
Old Age Security repayment - ends 108,090 107,692
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EI special benefits for self-employed

= Self-employed can now "“opt-in” to receive “Special
Benefits”

— Maternity (15 weeks)

— Parental/adoptive (35 weeks)
— Sickness (15 weeks)

— Compassionate care (6 weeks)

= Must opt-in at least one year before collecting
= Must have self-employment income > $6,000
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Interest deductibility update

= “"Borrowed for the purpose of earning income”
= Stocks that don’t pay any/sufficient dividends?

= Equity funds that don’t pay sufficient/any income
distributions?

= Not deductible? Limited to amount received? Fully
deductibile?

CRA Income Tax Technical News (12/23/2009)
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#1 - Claim those renos (Schedule 12)

m Home Renovation Tax Credit T1-2009 Home Renovation Expenses Schedule 12

Complete this schedule if you had eligible home renovation expenses and you are claiming the Home Renovation Tax Credit (HRTC)
For more information, see line 368 in the guide.

Eligible expenseas are those incurred after January 27, 2009 and before February 1, 2010, under an agreement entered into after

I E Xp i re d J a n u a ry 3 1 ’ 2 0 1 0 January 27, 2009, for work performed or goods aquired in respect of an eligible dwslling.

Attach a copy of this schedule to your retum. Do not include receipts, but keep them in case we ask to see them.

Note: Attach a separate sheet of paper if you need more space.

= Materials purchased before S TS s e | R
Feb 2010 qualify even if
they are installed after
January 2010

= Labour only qualifies if work ‘
was done before February ——

2 0 1 0 eve n i f re a i d Portion of expenses incurred and related to rental and/or business use, if any - 2
’ I I Line {1 minus line 2 (maximum $10.000) - 3
Base amount - 1,000/00 4
Line 3 minus fine 4 (if negative, enter "0") - 5
Amount claimed on line 368 of Schedule 1 by other eligible family members (see line 368 in the guids) & 6

Line 5 minus fine 6 (if negative, enter "0")
Enter this amount on line 368 of your Schedule 1. Home renovation expenses - 7

——
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#2 — Split that pension (Form T1032)

= Pension income?

Before age 657
e Regular monthly pension from DB or DC plan

After age 657
e Includes RRIF (LIF, LRIF, PRIF) withdrawals

= Benefits:

= Transfer up to 50% of pension income to
lower-income spouse / partner

= Avoiding / Minimizing impact of Old Age Security
clawbacks

= Doubling of pension income credit
= Reducing net income grind of age credit
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#3 — Pool your donations (Schedule 9)

= 159% credit on first $200
= 29% above $200
= Pool husband / wife / common law partner donations

o~

T1-2009 Donations and Gifts Schedule 9

Attach a copy of this schedule to your return along with the official receipts that support your claim. Remamber, you may have
charitable donations shown on your T4 and T4A slips. See line 349 in the guide for more information.

Total eligible amount of charitable donations and govemment gifts | 1

Enter your net income from line 236 of your retum. | x 75% = | 2

Note: If the amount on line 1 is less than the amount on line 2, enter the amount from line 1 on line 340 below and continue
completing the schedule from line 340.

Gifts of depraciable property
(from Chart 2 in Pamphlet P113, Gifts and Income Tax ) m 3
Gifts of capital property
(from Chart 1 in Pamphlet P113, Gifts and Income Tax ) @+ 4
Add lines 3 and 4. = x 26% = + 5
Total donations limit: add lines 2 and 5
(not to exceed the amount on line 236 of your return) = 6

Allowable charitable donations and govemment gifts

(enter the amount from line 1 or line &, whichaver is less) m
Eligible amount of cultural and ecological gifts
(see line 349 in the guide) m+
Add lines 340 and 342, 344=
Enter $200 or the amount from line 344, whichever is less, 245— X 16% = 346 7
Line 344 minus line 345 247= x 29% = 348+ 8
Donations and gifts: add lines 7 and 8. g—4
Enter this amount on line 349 of Schedule 1. = 9
invest well. live better. m
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#4 — Defer stock option benefits (T1212)

= Election to defer taxable
employment benefit until
year of sale

= Jay receives 1,000 options
to acquire shares @ $20

= Jay exercises options in
September 2009 when
shares worth $220

— Elected to defer tax on the
$200,000 employment
benefit

I. CAnﬂm-m Agance au revery
vy ) Canada

STATEMENT OF DEFERRED SECURITY OPTIONS BENEFITS

Complets this form to kesp rack of the sacurity options bansiits you have daferred as a result of exsrciing a security option afke
Fabruary 27, 2000, b acqure sliitte securities as a recult of your smployment. EIRItie sscurties are common shares of a class lstsd
ona declgnaked stock exchangs n of outsldes Canada and units of mulial fund rusts,

The dekrsd bengflts havs 1o ba inchdsd In your smployment Inoome 1o the year in which you disposs of tha sscurlly, becoms a
non-reskent, or de,

You have to flle this form with your tax retum each year that you have an outstanding balance of deferred security options

benefits, whether or notycu have deferrsd any security cptions benefits In the year or dsposed of any securitas In the year rsiating to 8
sEcurity option bensqt that was pendousty daferrsd,

Tax',sar....,..........‘.lﬁﬂj_d

Openln; balanos of dfamed se,uuh cpnms t-smnhsmcm WUI [w:lc-us ',‘90!'3 notos of asssesment of 1
nol));olr—essr.esnm T e " m——
Secuity options benefits daferred In the year (rom box 52 ol all TASIES) .......oeoevevnnennnn .. Riddl | 2
Addlines 1and2 ............ enasmnmesesesnsasanassanasanss 3
Benafits that can no long-( bs dafemed bacause of a dlSP eltion In the )val m 4
-nHlmsamunlnlmlmchwmrun —

Note: To clalm your *sacurlty cpticns \1901(“(0 o mS amunt
568 N6 249 In Your Genersd income Tax and Benefit Guite,

Clesing balance of dekrad s=cunty optins benelts: Ine 3minus Ine 4. .
I the amount online § S mars han (f we A“ Sh('h |( 0N your notios of sss'ssslmnl

. e
TIZIZE(0) 1¥ouE LOVSZ CReGnir o3 IMUITS Gn Farcals AWwW, . 00.ca 0u o 1 000803376 Canuda
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Relief for underwater stock options

= Share crashes — now worth $10/share or $10,000
= Jay sells
— Gets cash of $10,000
- Owes tax on employment benefit deferred of $200,000

— Can't use capital loss of $210,000 against employment
benefit

« HELP!!!

= Remission order November 2007 - SDL Optics Inc. (JDS
Uniphase)

invest well. live better. Il” INVESTMENT
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Relief for underwater stock options

= BUDGET 2010: New rule - special tax equal to proceeds of

disposition of optioned shares

= Jay would pay tax of $10,000 (proceeds) vs. tax on
employment income benefit of $50,000 (at capital gains

rates)

invest well. live better. I”I INVESTMENT
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Elimination of deferral & remittance
requirement

= Effective for exercises after March 4, 2010 - 4 pm ET
= No more tax deferral of employment option benefit

= Employer must now remit tax upon employee exercise

invest well. live better. Il” INVESTMENT
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#5 — Write off the kids!

= Child amount - $2,089/child
— Non-refundable credit (federal — 15%)

= Children’s fithness tax credit - $500/child
— Children <16 at beginning of 2009

= File returns for kids
— RRSP contribution room
— RRSP vs TFSA

= University students
— Tuition, education, textbook amounts
— Interest paid on student loans
— Transit pass credit
— Moving expenses

invest well. live better. I | | l
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#6 — Report offshore stash (T1135)

Careds Mavarae  Agesca du temons
B+l ¥ @ Canaca Tor departmants cae

Fo re i g n i n co m e ve rifi Ca ti o n FOREIGN INCOME VERIFICATION STATEMENT

Complete and flie this statement with your tax return (or, 7 3 parinership, with your
parmership informaticn retum) If at any time In e year the %l cost amourt of al
speciied %orign property you cwred or heid 3 beneticial interest In was more than

statement T

Johoch () & bocte ndowm who you wre rapoding bor_ead complete the ereas thal wosy

. r-:, il e
= More than $100,000 (CDN) = i SEeaTINTRATY
- Funds in foreign bank accounts | ===

Poate code
I

B Shares Of non_reSident " Lol ,.ml|T'}"TT"TH.,1umm|
co rp ora tl ons A I e e R T e N AR TR
— Foreign real estate

EXEMPT
- Canadian mutual funds (even if | o=

AWrere a1 e aXOVE IeaMma T oomles?
ek appeopnine ool

own foreign shares) —————

= Penalty - $25/day (Max
$2,500) "

T s ) {50 St et o Sengas} on Canad¥

Leclerc —
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#7 — Claim legal fees

= Loss of employment in 2009

= Legal fees paid to:
— Collect / establish right to salary or wages owed
— Collect / establish right to pension / retiring allowance
- Includes damages / settlements for wrongful dismissal
 Limited to pension / retiring allowance
« Seven year carryforward

invest well. live better. Il” INVESTMENT
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#8 — File on time

= April 30 / June 15

= 59 of amount owing + 1% /month (12 months)
- 2" time - 10% + 2% month (20 months)

= Arrears interest at prescribed rate + 4%
- 5% for Q1/Q2 2010

invest well. live better. Il” INVESTMENT
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#9 — Report all your income

= Missing receipt?
— File on time and estimate missing item

= Penalty of 10% (+ 10% provincially) for failure to
include amount in income

= Sabharwal case

invest well. live better. Il” INVESTMENT
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#10 - Avoid that refund

= Reduce tax at source
= Reduce OAS clawback at source

invest well. live better. Il” INVESTMENTS™
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Plan NOT to Get a Refund!

in-tax-i-fi-ca-tion (in-tdk-se-fa-ka-shan) noun

= the euphoria of
getting a tax refund
that lasts only until
you realize it was £
your own money to ——
begin with... :

invest well. live better. Il” INVESTMENT
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Plan NOT to Get a Refund! (cont'd)

= “Undue hardship” provision

= Too much tax withheld

at source

= Due to:

— RRSP contributions
— Support payments
— Childcare expenses

— Charitable donations

I l Caneda Revenue  Agence du revenu
v Agency @y Canada

REQUEST TO REDUCE TAX DEDUCTIONS AT SOURCE FOR YEAR(S)
Use this form to ask for re: d tax deductions at source for any ded
part of the Form TD1, Per: ! Tax Credits Retumn.
All your income tax retumns that are d ave to be filed and amounts paid in full before you send us this form.
You usualy have o file this request e year. However, if you have deductible support payments that
greater for more than one year, you can make this requ r two years.
Send the completed form with all supperting documents to the Client Services Division of your tax services office.
) dresses on our W e 31 WWw.Cra.ge.caltso or by calling us at 1-800-959-8281
in writing within fc eight weeks whether or not we 3pprove your request,

ctions or non-refundable tax credits that are not

the same or

First name Last name Sozial Insurance Numter

I I
Address
City Frovnce o temiiory Fostal code T
SRR T I ecaren
Employer Contact perzon Telephone and fax rumbers
Name
Addrezs

[ saiary
T[] Lump sum (indicate tne amount and payment type: for example. a bonus or va
$ and
Deductions and non-refundable tax credits

Ragisterad retirement savinge pian (RRSP) contributions ... =BLNLE S
* Give detalis 0 y of the payment arangement contract
« Do not Inciuge contributions deducted from your pay by your empioyer.
Chlid care expsnses
= Give detalls on 3 sep
Support payments ...

te sheet.

= Form T1213

= Aftach a cop oUr court orger or written agreement and Form T1158, Registration of Family
Support Payments (If not previously filed).
* Recipient’s name and social Insurance number: [ | | l l | | l [ |
e

invest well. live better.
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Capital gain in 2009 — OAS

= Client will pay back all 2009 OAS because large
capital gain in 2009 (income > $107,692)

= Client will also lose 2010 OAS based on 2009 income

= What if high 2009 income (gain) was a one-time
occurrence?

invest well. live better. I | | l
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Capital gain in 2009 — OAS (cont'd)

= Apply for 2010 reduction of tax at source — OAS
= FormT1213 OAS

I.l Canada Reverse  Agancs oy revanu
Agency du Canaca

REQUEST TO REDUCE OLD AGE SECURITY RECOVERY
TAX AT SOURCE FOR YEAR

« Use this form to request a reduction in the amount of Old Age Security Recovery Tax withheld.
« All your income tax returns that are due have to be filed and amounts paid in full before you send us this form.

« Send this completed form to the Taxpayer Services Division of your tax services office. You can find the address on our
Web site at www.cra.gc.ca/tso or by calling us at 1-800-959-8281.

« We will write to you in four to eight weeks to let you know if we have approved your request.

Identification

First name Last name Social insurance number

Address

City Province or territory Postal code Telephone

Estimated current-year income from all sources

Employment iNCOME . . ..o v ittt e e e e e e e e et i e e e $ 1
Old Age: Security pension & T R . 2
Canada Pension Plan or Quebec Pension Plan benefits ... ............. + 3
PN e emom e i i m - S Smm + a

invest well. live better. I”I INVESTME N
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Miscellaneous tax update

= TFSA update
= State of US estate tax
= Cases of interest

invest well. live better. Il” INVESTMENTS™
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TFSA carry-forward room

= $10,000 opportunity

= $20,000 opportunity (spouses/partners)
— No attribution

invest well. live better. ll” INVESTMENTS™
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TFSA — New “anti-avoidance” rules

1. Deliberate overcontributions

2. Prohibited investments

3. Asset transfer transactions

4. Non-qualified investments (land, etc.)

= After October 16, 2009

= Withdrawals of any of the above do not create
additional TFSA contribution room

invest well. live better. I | | |
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TFSA — Deliberate overcontributions

= Any income attributable to deliberate overcontributions
and prohibited investments subject to 100% tax

- Tom overcontributes to his TFSA by $100,000

— Buys 1 million shares at 10 cents/share of XYZ Jr. Oil
— Overcontribution penalty is 1% per month = $1,000
— Stock doubles, Tom withdraws his over-contribution
— TFSA has realized a $100,000 gain inside his TFSA

— NEW RULES: $100,000 of penalty tax payable

invest well. live better. Il” INVESTMENT
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TFSA — Prohibited investments

= Any income attributable to prohibited investments subject
to 100% tax

Dick invests $5,000 of his TFSA in private company
shares of which he is a significant shareholder (owns >
10%)

Company declares a $1-million dividend on shares held
by TFSA

Dick pays a one-time penalty tax equal to 150% of the
normal tax that would have been payable on the
$1-million dividend if earned outside the TFSA

The $1-million, however, could remain inside the TFSA
and grow tax- free for life

NEW RULES: $1-million of penalty tax payable

invest well. live better. Il” INVESTMENT
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TFSA — Asset transfer transactions

= Effectively prohibit asset transfer transactions between
TFSAs and other accounts by taxing at 100%

Harry “sells” $5,000 of ABC shares (Bid $0.10, Ask
$0.30) to his TFSA for cash, using $0.10 Bid price

Harry subsequently “sells” shares from TFSA to his
non-registered account, using $0.30 cent Ask price

Result: $10,000 "gain" remains inside the TFSA

NEW RULES: Entire gain of $10,000 taxed
back

invest well. live better. Il” INVESTMENT
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U.S. Estate Tax Update

= Assume
non-resident,
non-U.S. citizen
("ALIEN")

= U.S. situs property:
- U.S. real estate
— U.S. stocks

e« NOT Cdn mutual
funds that own
U.S. stocks

« IRS Chief Counsel
Advice

(1/22/2010)

RENAISSANCE
invest well. live better. INVESTMENTS™
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2009 U.S. Estate Tax Rates

Tax on bottom Rate on

Fro 1) of range Exces
0 10,00 0 18
10,00 00,00 1,80 20
00,00 40,00 8,80 20
40,00 80,00 8,20 24
80,00 80,00 18,00 26
80,00 100,00 98,20 28
100,00 950,00 03,80 30
950,00 950,00 88,80 32
050,00 800,00 %0,80 34
800,00 780,00 165,80 k(4
%50,00 1,000,00 048,30 39
1,000,00 ©,250,00 845,80 6]
©,250,00 ®,500,00 448,30 3
©,500,00 Oand over 855,80 ¥5

RENAISSANCE
INVESTMENTS™
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U.S. Estate Tax Exemption / Rates

Year Exemption Top Rate
2006 2,000,000 46%
2007 2,000,000 45%
2008 2,000,000 45%
2009 3,500,000 45%

2010 Repealed Repealed
2011 1,000,000 55%

m RENAISSANCE
NLINAIMAINN L
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Where are we now?

= December 2009 - U.S. House of Representatives
approved Bill to extend

- 45% / $3.5 MM

= Rejected by U.S. Senate
- 45% / $5.0 MM

= Constitutionality of retroactive estate tax?

invest well. live better. Il” INVESTMENT
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Where are we now?

Toying with Death and Taxes:
Some Lessons from Down Under

he United States House of Repre-
sentatives has passed legislation to
repeal the estate tax. With a Senate
vote potentially still on the horizon,
a broad debate on the economics of
the estate tax has emerged. Here though is one
question that neither Democrats nor Republi-
cans have stopped to ask: How will repealing
the “death tax” affect the death rate? Why would
it, you ask? Well, economists believe that incen-
tives govern almost everything, and the evidence
from down under is that they may be right.

Joshua Gansis Professor of Management (Information Economics),
Melbourne Business School, University of Melbourne. hitp:/
www.mbs.edu/jgans

Andrew Leigh is a Fellow in the Research School of Social
Sciences, Australian National University. http://econrsss.anu.
edu.au/~aleigh

© The Berkeley Hecironic Press

JOSHUA GANS AND ANDREW LEIGH

Under current United States law, the estate
tax will be eliminated on January 1, 2010 (oddly
for only one year). Asaresult, if you were eligible
to pay estate taxes and happened to pass away
on December 31, 2009, those taxes would be
paid, but wait a few hours and you can prevent
any part of your wealth passing away with you.

The reaction to this fact is what appears
to divide economists from noneconomists. A
typical reaction from a noneconomist, is “so
what?” When crossing the great cosmic bridge,
could anyone really be worried about material
concerns? Skeptics may take the view that the
only possible issues involved are fairness issues
and that any behavioral impact will surely be
trivial, and hardly worth worrying about.

Economists, by contrast, naturally think:
“Hmm, that will have an interesting effect on

invest well. live better.

people’s incentives.” Being inquisitive folk, we
immediately begin to wonder how this transition
might be gamed. Will people plan for it and will
families delay deaths or, at the very least, bribe
hospital officials to doctor the records? If they
did, would it be a bad thing? Perhaps there is
too little effort currently put into prolonging life,
and so this will counter a wrong. If the books
are fiddled, so be it, the government already
decided it was a good idea not to tax people like
that.

Regardless of ones initial reaction,
magnitudes matter. Is the size of any response to
the elimination of estate taxes likely to be high
enough that policymakers should at least pause
to think about whether they are implementing
the change in the right way? One alternative
would be a gradual phase-out, something that

Economists’ Voice www.bepress.com/ev June, 2006

RENAISSANCE
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Garron Family Trust (2009)

= Barbados trusts
= $450 million capital gain

= Residency of trusts
— IT 447 “Residence of a Trust or Estate”

— Thibodeau
= TCC: “"where central management and control

actually abides”

invest well. live better. Il” INVESTMENT
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Marechaux (2009)

= Leveraged donation tax shelter
= Produces "return on donation of up to 62.4%"

= Supported by a tax opinion "from a firm of respected
tax lawyers"

= "subject only to a risk of challenge by the CRA™
described as "slim”

= $100,000 donation = $30K cash + $80K
“interest-free loan” (included $10K in fees)

= Was there a “gift”?

invest well. live better. I | | |
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Innovative Installation Inc. (2009)

= Innovative borrowed $220,000 from RBC

= “"Key person” life insurance purchased on founder’s
life

— Beneficiary was RBC (creditor)
= Death benefit paid directly to RBC

= Who “received” the proceeds of the policy?
— Is there a credit to CDA?

invest well. live better. I | | |
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Life insurance — “"Holdco” & “Sub”

\ HOLDCO Beneficiary

& receives death benefit
100%
* 100%

SUB Policyholder & pays
premiums on life of Mr. A

= New CRA position (December 23, 2009) - shareholder
benefit conferred on holdco by subco

= Jan 1, 2010 for new policies, 2011 for existing
policies s

invest well. live better. ll” INVESTMENTS™
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Bilodeau (2009)

= Financial advisor purchased two $1 million UL
policies

= Life insurance commissions ($43,000) on advisor’s
own policy

= Taxability
— Interpretation Bulletin IT-470R, "Employees’ fringe

benefits”

— Paragraph 27 - "Discounts on Merchandise and
Commissions on Sales”

invest well. live better. I | | l
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Li (2009)

= Financial advisor deducted various employment
expenses:

— Salary to assistant/husband ($14,000)
« Form T2200 inconsistencies

- Commissions on sale of own life insurance policy
($7,000)

invest well. live better. I”I INVESTMENT
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Rupprecht (2009)

= Financial advisor deducted:
— Costco membership fees
— Clothing ($8,400 in “suitable clothing”)
— RRSP penalties for exceeding foreign content limit

invest well. live better. ll” INVESTMENTS™
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Renaissance Funds — Advisor site

ESTATE PLANNING
invest well. live better. A&E TE PL IN
Tax & Estate Planning - Home Reports & Webcasts Articles In the News Jamie's Biography
by category

TaxExpert

— National Post

or Tax Tips

Family Tax Tips
U.S. TaxTips
10 Year-End Tax Tips
Act before the end of December to
take advantage of 2009 tax breaks
Jamie Golombek’s

Trusts and Estates

rations

Charitable Giving

December 15 webcast for tips

Federal Budget

(118 2]
Latest Feature Jamie Golombek
Reports & Webcasts In the News
10 Year-end tax tips N
Nov. 2009 )

owners ash away in TFSAs
Nov. 2009 by Roma Luciw and Kevin
What's Up Doc Carmichael, Globe and Mail,
planning for Nov. 2009
June 2009

d knov hen | ra

child’s future CIBC news release,

Sept 2009
> Browse the archives
—
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Thank You

This material was prepared for investment professionals only and is not for public distribution. It
is for informational purposes only and is not intended to convey investment, legal, or tax advice.
The material and/or its contents may not be reproduced without the express written consent of
CIBC Asset Management. ™Renaissance Investments and "invest well. live better." are registered
trademarks of CIBC Asset Management Inc.
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