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Four Corners is an informative newsletter addressing issues in accounting and tax, financial planning,
law, and real estate. This newsletter is distributed to our valued existing and prospective clients. We
welcome comments and will try to use your ideas in future issues. Information is general and should not
be acted upon without professional advice. Information is current to December 2004.
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A great savings tool that
may get better in 2005!

by Andrew van der Woerd

In today’ s culture and climate
there seems to be increasing pres-
sure for families to assist in pay-
ing for their children’ s post–sec-
ondary education. Factors such
as higher training and educational
standards demanded by employ-
ers and decreased public subsi-
dies given to colleges and univer-
sities create an environment where
post secondary education is in
greater demand while increasing
in cost. In response to this, the
federal government has created
assisted savings programs to en-
courage Canadians to save for
the children’ s schooling.

A major initiative for educa-
tional savings is the Registered
Educational Savings Plan (RESP).
This program is a tax deferred
educati ons savi ngs vehi cl e
through which the federal gov-
ernment allows a subscriber (the
person who creates the plan and
makes the contributions) to save

Andrew van der
Woerd, Certified
Financial Planner and
Fellow of the Cana-
dian Securities
Institute has served
individuals, families
and businesses since
1994.

money for a beneficiary’ s post-
secondary education. Most Ca-
nadian universities, community
colleges, technical colleges, and
certain universi ties outside of
Canada qualify under this pro-
gram. The money accumulated in
the plan can be used to cover a
student’ s tuition, housing, trans-
portation, books, supplies and
other items relating to education.
The government imposes a $4,000
contribution l imit per student per
calendar year to a l ifetime contri-
bution maximum of $42,000.

To promote the initiative, the
government gives a boost to RESP
savings in the form of a Canada
Education Savings Grant (CESG).
The CESG is currently equal to
20% of the annual RESP depos-
its, up to a maximum of $400 per
calendar year per beneficiary. The
CESG does accumulate for each
child and can be carried forward
to future years’  RESP contribu-
tions. However the maximum
annual contribution of $4,000 stil l
applies and there are special rules
which apply to 16 and 17 year-
olds. Unused CESG amounts may
be applied for up to an $800 per
calendar year to a l ifetime maxi-
mum of $7,200.

In addition to the attractive-
ness of the CESG, RESPs pro-
vide tax benefits as well. Income
accumulates in the plan tax-free.
The CESG and accumulated earn-
ings, when paid out to the benefi-
ciary, are taxed as income in the
hands of the beneficiary who pre-

sumably is in a very low tax
bracket. In addition, the return of
contributions is not taxable be-
cause they are made with after-
tax money.

Although RESPs have been
around for a number of years
they have recently been made
more attractive and flexible. Not
only have the CESGs been estab-
lished, but restrictions have also
been relaxed. For instance, if none
of the beneficiaries choose to go
to school, contributions may now
be withdrawn and any invest-
ment income accumulated within
the plan may be transferred (cer-
tain conditions apply) into the
subscriber’ s RRSP.

For 2005, enhancements have
been proposed to help lower and
middle income families. If passed,
the CESG for the first $500 of
contributions per year could in-
crease to 40% for families with
income under $35,000, and 30%
for families with income between
$35,000 and $70,000.

More than ever, RESPs should
be considered as a financial cor-
nerstone for saving for children’ s
career training.
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FinancingFinancingFinancingFinancingFinancing
by Judy Schenk

Canada Mortgage and Housing Cor-
poration (CMHC) is adjusting i ts
mortgage loan insurance products
and policies to make it easier for
Canadians to finance their homes.

According to the federal  minister
of labour and housing, the govern-
ment is responding to changing
demographics, evolving lifestyles and
market conditions as they affect the
housing choices of Canadians.

Basically, CMHC will provide fi-
nancial institutions with new flexibil-
ity to expand their product offerings
to Canadians. The enhancements, ef-

fective January 14, 2005, include
streamlined income verification for
self-employed Canadians; improved
homeowner mortgage loan insurance
for a second, year-round home; and
a more efficient cash advance proc-
ess for home improvements and new
home construction.

Streamlined income verification for
self-employed Canadians will improve
access to CMHC's homeowner mort-
gage insurance products. CMHC
promises to provide fast and consist-
ent decisions on all mortgage insur-
ance requests with no increase in
premiums, surcharges or borrower
qualifications.

CHMC also promises homeowner
mortgage loan insurance for a sec-
ond, year-round home without addi-
tional premiums, surcharges or bor-
rower qualif ications. This wil l help
Canadians who are purchasing a sec-
ond home. Qualif ied borrowers wil l
be able to use existing homeowner
products, including Flex Down, Line
of Credit, Refinance and the 95%
financing product when they pur-
chase or refinance a second home.

To streamline financing of home
improvement and new home con-
struction, CHMC is eliminating the
existing 0.5% premium surcharge on
Progress Advance applications and
offering lenders a fully-automated
application process. With this new
approach, CMHC will validate the
work in place for mortgage loan in-
surance purposes and wil l provide
electronic advance approval. This is
intended to ensure fast and efficient
cash flow, which is particularly im-
portant for small builders.

Real  Estate Tr endsReal  Estate Tr endsReal  Estate Tr endsReal  Estate Tr endsReal  Estate Tr ends

Count rCount rCount rCount rCount r y-wide Housingy-wide Housingy-wide Housingy-wide Housingy-wide Housing
Boom Cont inuesBoom Cont inuesBoom Cont inuesBoom Cont inuesBoom Cont inues
According to Scotia Bank Econom-
ics, Canada’ s housing market wil l
l ikely cool to more sustainable levels
in 2005 after hitting all time sales
records in all regions of the country
last year.

Rising new l istings and slower
sales growth point to better-balanced
market conditions, which wil l tend to
dampen price gains. At the same
time, the geographical diversity of
the current housing market boom is
not indicative of a seriously over-
heated market or overly speculative
investor activity, suggesting the odds
of a major correction are low.

Multiple Listing Service resale
home prices in Canada’ s 25 largest
markets have risen at a 10% annual
rate over the past three years.

TIPs for  Home BuyersTIPs for  Home BuyersTIPs for  Home BuyersTIPs for  Home BuyersTIPs for  Home Buyers
People buy homes only a few times
in their l ives. Here are some tips
and information to become suc-
cessful home-buyers.
�� Decide on a price range and

location that are right for you.
�� Consult a l icensed real estate

professional.
�� Before you buy, make a l ist of

the features you want and stick
with it.

�� Shop around for a mortgage,
compare prices and features.

�� If extras such as appliances are
part of the deal, get it in writing.
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by Dave den Boer
Minimizing corporate and personal
taxes is always a challenge for busi-
ness owners. One of the benefits of
incorporating is that the corporation
income is taxed at lower tax rates. In
Ontario, the combined small busi-
ness rate for corporations is 19%
while the highest personal income
tax rate is 46%.

The low corporate tax rates allow
a business to grow. They also pro-
vide tax planning opportunities for
the owner/manager. If the after-tax
profits are left in the corporation, a
deferral of tax results.

Smal l  Business Deduct ionSmal l  Business Deduct ionSmal l  Business Deduct ionSmal l  Business Deduct ionSmal l  Business Deduct ion
A Canadian-controlled private cor-
poration that meets certain qualif ica-
tions is eligible for a tax reduction,
the small business deduction (SBD).
For 2004  the federal SBD applies to
active business income to $225,000 -
$250,000 depending on the year end.
By the end of 2006 this wil l increase
to $300,000.

Ontario also has a SBD and pro-
vides additional relief on active busi-
ness income up to $400,000.

Dividends or  Salar yDividends or  Salar yDividends or  Salar yDividends or  Salar yDividends or  Salar y
The Canadian tax system is designed
so that there is no overall tax savings
or costs when business profits are
paid in dividends or salary. This theory
is called corporate integration. How-
ever, in Ontario, there is actually a
tax savings and tax deferral in some

TTTTTax Issues for theax Issues for theax Issues for theax Issues for theax Issues for the
Owner /ManagerOwner /ManagerOwner /ManagerOwner /ManagerOwner /Manager

cases. Up to business income of
$250,000 there is a tax savings of
2.3% if the business income is left in
the corporation, taxed at these low
rates, and withdrawn as dividends. If
the owner/manager were to be paid
these amounts as salary, the personal
tax would be higher and result in less
after-tax cash.

If the business income exceeds
the SBD limits, the tax advantage of
dividends usually disappears and the
best option becomes salary. This is
because the corporation tax rate now
becomes 36%.

There are many other considera-
tions in deciding whether to pay divi-
dends instead of salary. It is gener-
ally best to pay enough salary to
create the maximum RRSP contribu-
tion room available. For 2005, a sal-
ary of $91,667 is needed to maximize
the RRSP deduction of $16,500. A
salary of $41,000 is needed to ensure
the 2005 maximum CPP contribution
level is reached. Consideration should
be given to income splitting by pay-
ing dividends to other family mem-
bers who are shareholders but are
not active in the business.

Invest ing in the Corporat ionInvest ing in the Corporat ionInvest ing in the Corporat ionInvest ing in the Corporat ionInvest ing in the Corporat ion
If business income is left in the cor-
poration and taxed at rates lower than
the owner/manager’ s personal mar-
ginal tax rate, then there is a deferral
of tax. As the owner/manager rein-
vests this deferral in the business, it

grows. Over a period of time the
growth resulting from the deferral
can offset the additional tax cost.

When considering whether to leave
after-tax income in the corporation,
the owner/manager may decide to
pay dividends or use the money to
grow the business, thus increasing
the value of the corporation. The
effective tax rate on capital gains is
lower than the tax rate on dividends.
These benefits can be even greater if
the $500,000 capital gains deduction
can be used.

To Bonus or  Not to BonusTo Bonus or  Not to BonusTo Bonus or  Not to BonusTo Bonus or  Not to BonusTo Bonus or  Not to Bonus
This is an age-old question which is
now more diff icult to answer than in
the past. In the past it was almost
automati c. In other words, pay
enough salary to bring the taxable
income down to the SBD limit. Things
have changed. Now we have other
factors to consider. These include
the increase in the SBD limit, per-
sonal and corporation cash needs,
sharing the SBD between associated
corporations, the impact of invest-
ment tax credit claims and the in-
creased business risk of retaining
funds in the corporation.

Dave den
Boer is a
chartered
accountant
who has been
operating his
own
accounting
office since
1994. He
enjoys
providing
personal tax, accounting, and
consulting service to small
businesses and charities.
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The Value of
Corporate
Maintenance
by David A. van der Woerd

The continuing saga of one Ontario
construction company tells the com-
pell ing story of what a l ittle preventa-
tive legal maintenance can do for the
bottom line of your business. If this
business had paid a l ittle closer atten-
tion to keeping its legal house in
order, it could have saved itself a lot
of time, money and energy on more
profitable enterprises. The case is
reported as the Delview Construc-
tion Ltd. (“Delview” ) v. Meringolo
and the most recent decision handed
down came from the Ontario Court
of Appeal.

Delview, it seems, did some work
for Meringolo in 1998 but for some
reason did not get paid for it. To
coerce Meringolo to pay the bil l ,
Delview put a l ien on the property
where they did the work and sued
them. Meringolo was not intimidated
and, for reasons we can only specu-
late, appeared more motivated to pay
its lawyers than Delview.

They took a closer look at Delview
and found out it really didn’ t exist.
The name Delview Construction Ltd.
denotes that Delview was a regis-
tered corporation but they discov-
ered that no such Ontario corpora-
tion was registered. They also found
that the business name “ Delview
Construction”  (without the suff ix
“ Ltd.” ) was registered to 826744
Ontario Limited (“826744” ). The  reg-
istration of 826744 had lapsed in
1994, four years earlier.

So Delview had a problem. Neces-
sity, the mother of invention, drove
Delview to patch things up. Plan A
was to incorporate Delview three
months after the l ien and the law suit.
But the stage was set and Meringolo
went to court on the offensive, at-

tacking the foundation of the l ien and
the law suit asserting that because
Delview did not exist at the relevant
time, it had no standing to sue or
register a l ien.

Delview, dodging and weaving
now, skipped to Plan B. They argued
if they couldn’ t make the claims,
why couldn’ t 826744, their princi-
pal? Too bad for them Plan B wasn’ t
any better conceived than Plan A.
Their argument would have made
sense—if 826744 existed. It turns
out... 826744 had its charter dis-
solved in 1995.

Now Delview was really on the
ropes, but not dead. Out came Plan
C. They next made an application to
the Ministry to revive the charter of
826744.

The stage was set and it was up to
the courts to sort out the mess. The
first stop was the Ontario Superior
Court of  Justi ce. Remarkabl y,
Delview survived this stage with their
claim intact. Their l ien, on the other
hand, suffered a premature death.

Both sides came away unhappy.
Delview wanted their l ien back and
Meringolo thought all of it should go.
Both of them hoping to improve their
lots, appealed to Divisional Court for
round two. Divisional Court slammed
the door on Delview completely,
pitching out the law suit along with
the lien.

Things looked pretty bleak for
Delview. With l ittle more to lose,
they went up the ladder once more to
the Ontario Court of Appeal, the high-
est court in Ontario. The Court of
Appeal reopened the crack in the
door left by the Superior Court, rein-
stating their right to sue but sti l l
barred their l ien.

Let’ s recap.  Delview did work for
Meringolo about four years ago. They
did not get paid for it. To try to get
paid they registered a l ien and sued.
You can’ t fault them for anything at
this stage because it’ s a fact of busi-
ness l ife that at some point someone
will refuse to pay your bil l . It’ s what
you do before or after that happens is
what makes a difference.

Delview's neglect of their legal
affairs is costing them dearly.  They
may  find  that it results in them not
being paid at all for  work they did for
Meringolo, to say nothing of the
mountain of legal bil ls they’ ve no
doubt accumulated. They have spent
four years fighting at every level of
court in Ontario and they haven’ t
even got to the point of the case yet
—whether Meringolo owes them
money, an issue they could sti l l  lose.
Rubbing salt in the wound, they’ ve
lost the right of every contractor in
Ontario—to lien the property where
they did the work, so nothing pre-
vents the owner from sell ing, mort-
gaging or otherwise dealing with that
property without making any regard
for their claim.

Even though this case is not re-
solved, the lesson is obvious. There
are many reasons for businesses to
incorporate. Once they incorporate,
however, l ike any other business as-
set, the incorporation needs to be
maintained. Regular compliance with
the sometimes mundane corporate
functions that are mandated in the
OntarioBusiness Corporations Act is
one of those things.

It’ s a cost of doing business that
every business must factor into their
annual budgets that could be the dif-
ference in getting paid for work per-
formed. Ignoring these tasks can lead
to larger problems that ultimately un-
dermine the business. Neglecting
your legal house can have a disas-
trous effect on your bottom line.

Don’ t be a Delview.


