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Kevin K. Yip, CGA

is pleased to provide you with CGA-Canada’s
commentary and analysis of the 2008 Federal Budget.

Budget Highlights

The 2008 federal budget introduces a handful of new initiatives that will affect both individuals

and businesses.

The most significant personal taw measure B the introduction of a naw Tax-Free Savings Aoccount
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(TFSAY. With perzonal savings at historic lows, tis provides Canadians with @ new tax incentive
to save thair money. The budget also includes a new tax incentive to assist older workers, plus ®= Other business

several enhancements to education.

measures

T assist business, the government has introducad significant changes o the federal scientific
research and experimental development (SRRED) tax credit for small and medium sized Canadian
controlied private corporabdons. The budget also provides further suppot to e manufacharing
industry facing hard timeas by extanding favourable tax write-off rates on investments in certain

manufachuring and processing-related machinery and aquipment.

What This Budget Means
for Individuals

Patrhaps the biggest surprise in this years federal budget
was the ntroduction of a Tax-Free Savings Account [TFSA)
to provide Canadians with a new tax incentive to set money
aside for their future.

The TF3A, which will be available to Canadian residents 13
and gver beginning January 1, 2009, starts off with an annual
contributian limit of $5,000; this limit will subsequently be
indexed to inflation beginning in 2010 Inveskmeant income
and capital gains earned froim e TESA will not ba taxed.

If, for instance, an individual was able to contribute the limit
of 55,000 ta their TFSA and 2am eight per cenk interest of
400, that amounk will not ba subjeck b Eax. Ovar time, ey
may be able t0 acoumulate significant tax-free investment
income and capital gains through this new account.

Generally speaking, all investmenks which are aligible for
contribution to a registered retirement savings pan (RRSP)
Can also be deposited o TRSA. Like an RRSP, unused TFSA
contribution room can = carried forvard indefinitehy, and
taxpayers will also have an apporunity bo confribute to a
spousal TRSA If their spouse has available contributon mom.

Unlike an RRSE howewer TESA conlributions will not be tax
deductible, mor will withdrawals fram the account be subject
to 9%, And money can be withdravwn and re-deposited at
any time without penalty. Say, for example, somebody had
accumulated $40,000 o Beir TF3A ovar eight years and
wanted to withdraw 525,000 to take an exotic vacation.
They could atcess these funds from their TF2A tax-free and
hiave: the opportunity £ replenish the $25,000 in futue on
whatever timetable they desired.

(continued on page 2)
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What This Budget Means
for Individuals

In conbrast, had an individual in the 40 per ca2nt combined
federal-provincial t@x bracket withdraswn S25%,000 from an
ERSP under such ciroumstances, thay would have bean hit
with an immediate tax bill of 510,000 on e withdrawn
funds; and never have the opportunity to puk that amount
back inke their plan.

Another advantags with the TFSA is that incame eamed
thrcugh that acocount will not affect individuals® eligiility fio
federal income-tested benefits and credits. This will nok, for
instance, affect the amount that senior Citzens are ligibla to
collect in old age security.

an death, the TFSA will lose its tax exempt status in that any
fubare income or capital gains will became Bxable. This will
not cocur iF the TRSA is transferred to 3 spouse oF comimnon
lzw partner or ta his ar her own TR,

The 2008 budget containg a couple of key financial incentives
designed to encourage older income earners to remain in

the workforce. It raises the Guaranteed Income Supplement
(GI5) eamed income exemption [2vel ko 53,500 — saven bimes
higher than the current limit of $500. This means individuals
wha qualify i the GIS can now eam up to $32,500 befors
their earnings will begin o reduce benefits.

It aksr: provides additional funding b extend the federal
governimeant’s Targeted Initiative for Older Wioekers until 2012,
This initiabive, originally inbcduced in 2006, is designed o
assist unemphwed older workers that reside in communities
experiencing stonamic difficulties. It does so through efforts
to improve the employability of people — particularly those

in the 55 o &4-year age range — via ackivities such as prioe
l=arning assassment, skills upgrading and prowiding
experience in new lines of work,
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This years budget ako conkzins several education-related
incentives, including substantive changes to he registered
education savings plan (RESP). Confributions can now be
madsa into an RESP for up to 21 years {up from 21 years)
after the plan's inception — that limit increases b 3% years
¢ from 25 years) for beneficiarias who are eligible for the
disability tax credit.

Furthermore, conbributions to family plans now extend to
beneficiarias up ta 31 years of age, rather than age 21. Under
a family plan, more than one benaficiary can be designated o
receive RESP proceeds, which can be particularly advantageous
if arez sibling requires mane post-seendany education furding
than ancther Extending the age limik vy E2n years means
farnilies can now pod education savings fior @ longer period
of time which may, for example, provide significant benefiks
to an adult child that is attending graduate school.

Another change to the RESP program provides more flexibility
fior students in respect of the Bducational Assistance Payments
fEAP) they may receive from the plans. Budget 2008 proposes
that studanis 132 efigible for receiving EAPs for Up to six months
after ceasing to be enrolled in a qualifyiing program.

The 2008 federal budget allocates additional funds to
straamline and modemize the Canada Student Loans
Program; to establish 2 new scholarship award i both
Canadian and inkarnational doctoral students,; and o
provide additional Rinding for Canadian graduate scholarship
redpients to shudy abroad. It also establishes a new Canada
Student Grant Program, scheduled to begin in 2009,
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Other personal measures include:

v Addidonal donations of publicly traded seourities may
became eligible fior the capital gains exemption iF by
invalve donations of certain nawly acquired public
securitias that ware recaived in exchange for unlisted
secUrities; and are then donated to a registerad charity
within 30 days of that exchange. This provision applies
fior donations made on or after Febwuary 26, 2008. Thers
ara severd| special rules that apply to thase ransfers,
S0 Eaxpayars should discuss this with their tax advisors
before Using these new provisions.

v Increased flexibiliby fior Canadians to remove proceeds
from their locked-in life income fund [LIF) pensions.
Budget 2008 provides thres opportunities in this regard.
Individuals wha are 55 or oldar with holdings of up to

savings vehicle. People in that age group can also conwvert
ujr bo 50 per cent of their total LIF holdings, regardless
af amount, inko a Ex-deferred savings instrument.
Altarnatively, all individuals facing financial hardship,
such as a medical emergency of severe disallity, will

be able to unlock up to 22 450 from eir plan.

Faduced record-keeping requirad with respadt bo
autormnchile expense deductions and taxalle benafits.
Fina| administrative details hawe yat bo be worked ouk,
but the budgek proposes that maintaining a detailed
lcgbook over 8 sample periad of time should be sufficient
to suppart calculations invelying motar vehicle expenses
and kaxable benefits.

Streamlined aross-border taw withbolding and

$22 450 will e able ko wind up their accounts with an

return-filing rules,

option of cowerting the LIF proceeds to a Ex-deferred

I/ KEVINK YIP

Certfed General Accountant

Kevin K. Yip, CGA

208 - 8678 Greenall Avenue
Burnaby, BC
V5J 3M6
Phone: 604-267-1220
Fax: 604-267-1225

Email: info@kyipcga.com

We're on the Web!
See us at:

www.kyipcga.com

What This Budget Means
for Business

The 2008 budget ako conkains a fevr significant business meaasuras, including
enhanced tax incentives for small and medium sized Canadian controlled private
corporations (CCPC) wishing to claim a scientific raseardh and exparimental
developmant (SRBRED) 3x credit.

The 5RAED expenditure ceiling for vehich investment tax credits {ITC) of up to

35 per cent can b Claimed has een increased to $3 million (from $2 million).
Furthermore, in arder t assist COPCS grow, e upper limit of the taxable income
phase-out range which detenmines eligibility to claim the favourable CCRPC ITC rate
has been raised from $&00,000 to 700,000, with the tap threshold for Exable
capital of eligible finms significantly increased from 15 million to $50 million.

These new limits take effect for Corporate tax years ending on o after
February 26, 2008.

The budget also proposes to extend the new SREED ITC prowisions to include
cattain activities, within expenditure limits, that are carried on outside of Canada.

Adjustmeants to the federal dividend tax credit (DTC), to take effect in 2010, were
akso announced. Budget 2008 proposes ta adjust the dividend gross-up fackor

(continued on page 4)
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What This Budget Means for Business

and OTC rate for eligible dividends to reflect schaduled
Corporate income tax rabe reductions.

The aligible dividend gross-up will reduce from its current level
of 45 per cent, to 44 per cent in 2010, 41 per cent in 2011
and 38 per cent in 2012, The enhanced DTC rate will reduce
from its ourrent level of 11,18 of e gross-up amount, to
1041700 2010, 13/23 in 2011 and &/11 in 2012, Thus, the
effective credit resulting from these changes will align with
the scheduled general corporab? tax rate ofF 18 per cent in
2010, 16.5 per cent in 2011 and 1% per cent in 2012,

Ancther substantive business measure in e 2008 document
involes extending the accelerated two-year 50 per cent

straight line capital cost allowancs (CCAY treatment for capital
investment N certain manufacturing and processing related
machinery and equipment until Decamber 31, 2009,

Straight line CCA, as opposed to writing off costs on a
daclining balance, reduces BExahle business income fasker,

Those favourable rates will, howevar, b phased cukin 2010
and 2011, Assebs acquirad in 2010 will be subject to a
datlining balance rate CCA of 50 per cent during their frst
year in operation, followed x40 per cent the second year,
and 30 par cent thereaftar, Assats acquired in 2011 will be
subject bo a dadlining balanca of 40 per cent in the first yaar;
folkowed by 30 per cent thereafter,

Other business measures include:

v Additional funding to belp support Canada’s troublad forestry sector, which has been hit hard
by the economic slowdowm in the United States, especially in terms of supplying that country's

depressed housing market; and

v The extension of GET/HST relief with respect to land leasad fior the purpose of locating wind
ot solar-power equipnient used to produce elackriciby,

o Administrative changes with respect to the [ate remittanca of incoma Bx source deductions
due on o after February 26, 2008 — from 3 10 per cent fived penalty to a graduated penalty

as follows:

3 per cank for remittances recetved up to and including three days late
- 5 per cent for remittances recefved four or five days [3te

7 per cank for remitiances received Sik oF seven days 13te

= 10 par cent for remittances received more than seven days late.
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