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TAX

Expenses for Advice

COURT REPORT

BY JAMIE GOLOMBEK

A recent tax case
(Emmons  v.  The
Queen, 2006 TCC
269) decided last
month will be of

&
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particular interest to advisors as
it deals with a broker’s ability —
and inability — to deduct various
work-related expenses from their
employment income.

Ronald Emmons is a financial
advisor with BMO Nesbitt Burns
in Saskatoon. In 2002 and 2003
he deducted approximately
$10,000 and $13,500, respective-
ly, of employment expenses against
his commission income. The
Canada Revenue Agency reviewed
his expenses and objected to two
in particular: annual parking costs
of $1,605 and his purchase of
computer equipment for just over

$3,000.

PARKING

The CRA argued that Emmons’
parking costs should not be tax-
deductible since the cost of park-
ing at an employer’s premises 1S
considered personal expense.

But Emmons maintained that he
uses his car daily to go from his
employer’s office in Saskatoon to
visit clients as well as to travel to his
satellite business office about 150
kilometres away in Prince Albert,
Sask. Since these meetings are not
always scheduled and occur “when
necessary or when clients request
them,” he had to have his car avail-
able to him during the day to facil-
itate his traveling to visit clients.

The judge accepted this expla-
nation and ruled that since his
“parking fees are required as a nec-
essary part of his duties to earn his

employment income, [t]hey are

deductible.”

COMPUTER COSTS
The cost of the computer equip-
ment, however, was disallowed by
the CRA on the basis that it was a
“capital expenditure.” Under the
Income Tax Act, an employee who
earns commission income can
deduct certain expenses, but specif-
ically cannot deduct outlays, losses
or replacements of capital or
payments on account of capital,
except capital cost allowance on
automobiles and airplanes‘
Emmons argued that the cost of
computer equipment should be
deductible as a current expense
and not be considered a capital

expenditure since “their useful life

is about three years.”

The judge reviewed the Tax
Act’s capital cost allowance rules
for computers. As of the 2004
federal budget, computer equip-
ment is included in Class 45 with
a maximum 45% annual deduc-
tion for capital cost, implying an
amortization period of 2.2 years.

The judge

“Parliament’s capitai cost treatment

observed  that

of computer equipment is sugges-
tive of the short product life-

cycle mentioned [by Emmons]...

It is clear that Parliament intended
that computers shall be viewed as
capital in nature and has allowed
businesses [but not employees] to
make a reasonable deduction for
capital cost.” As a result, the judge
denied Emmons’ computer costs.
Readers will recall that this issue
came to the forefront in the 2004
Supreme Court of Canada ruling
against Thomas Gifford, a case that
also involved a broker who was
unable to deduct the cost of buying
another broker’s client list. Gifford

was denied any deduction for the
$100,000 he paid to purchase the
client list. The Supreme Court
publicly highlighted this unfairness,
saying that, “employees are treated
differently than taxpayers earning
income from business... This
seemingly inequitable result for
[Gifford] is the result of the

structure of the [In[ome Tax] Act”

NEW RELIEF

Perhaps in partial response to this
problem, the recent federal budget
announced that beginning next
month, there will be a new tax
credit available exclusively to
employees called the “Canada
Employment Credit.”

The good news is that no
receipts are required to justify any
actual employment-related expendi-
tures. In fact, no expenditures need
actually be made at all. Instead, for
2006, the new credit will provide
tax relief on the lesser of $250 and
an individual’s employment income
for the year. For the 2007 and sub-
sequent taxation years, however, the
maximum amount on which the
credit is calculated will be increased

to $1,000. AER

Jamie Golombek, CA, CPA, CFE, CLU]
TEP is the vice-president, taxation &
estate planning, at AIM Trimark
Investments in Toronto. He can be reached

at Jamie. Golombek@aimtrimark.com
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AND U5 TO BECOME NUMBER 1

JFEITHITIIEIIEE
bz of May &, 2006,
our Pathway 2005
prospectus LP iz
the Number 1 per-
former (after just

& months weve

Y o -,
Chaak { i
A il e Soaeln
QECIE L EER IR TR PRy YT

doubled the absolute HAY value of a $10 umt
that we izzued in November, 2006 to $19.90, and
thz reprzents an AFTER-TAX RETURN OF 225,92 %
befor =pial gains tax 1z factomd in fand 22713 %
after factoring in capital gains tax). &l of our
MineralFields 2005 offering memormndum Pz lavwe alo
performed superbly. Al raubzam onourwebstes under
the "NaY (Ferformance)” tab.

v Early Liquidity

Ve heve just dissolved and mlled over all of our 2006
mimng LPs, asatearky May 2006, Weam ampwher from
6 months to 20 months, ahead of schedule ! We am
ureware of ary fow-thmugh LF leving disobed =0 far
ahead of schedule, ever We do not kang on o 1mvestor’
money for the zake of earmng the Last dmop of mamege-
ment fees, we just want to deliver the nghest Net fzet
Value, as soon a= posible.

v Highest Tax Breaks

Ue'm comfident Hetour pastoffenings leve etther debv-
erd the highest tax braks among all fow-thmugh LPs
offerd in the zame penod, orwe heve certzinly been
among the mghest. One of the ways hes been that every
dollarthat we have 1mvested 10 ourmimng focused LPs
bz been imested 1n super low-thmugh shems, and not
juzt mgular flow-thmugh shams

f/r-'lust Thowugh Portfollo Selection And
Due Mligence Team

ot only does our team include a portfiolio mamager we
also lewe our own full-time experenced mimng ambst
a legendary techmzl amelyst consultant, and 2 firm of
geologizal and engineenng comsultants with over 40
WEa IS e penence. Supenor performance is no accdent

x Blggest

Ve know Het we am not the very biggest Often, the
bigger you get, the hamer it iz to deliver the mghest
performance. Ferformance 1z our pronty, notsize.
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Budget note: &dditiomel mimng super flow-thmugh tax credits ®imtmdeced in the May, 2006
federal budget, az well az amaming new incentives for doreting flowthmugh mbted imvestments - see our

MineralPelds website, and e-mail us for detals

www.mineralfields. com
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