—
C:OR
L

four

NERS

Split Recelpting -

New Opportunities for Charities

by Dave den Boer

The Canada Revenue Agency
(CRA) has changed its position
on what constitutes a gift for the
purposes of the Income Tax Act.
These changes benefit charities
and have beenin effect for over a
year.

| am summarizing these
changesin thisarticle since | be-
lieve some charities have not yet
taken full advantage of the new
guidelines.

Previously, giftscould only be
receipted by aregistered charity
wheretherewasatransfer of prop-
erty that was made voluntarily
and without expectation of return
to the donor. There was one ex-
ceptiontothisrule: areceipt could
be issued for the excess of the
purchase price of aticket to at-
tend a dinner, ball, concert, or
show over the fair market value
of the food and entertainment re-
lated to the event.

Effective December 20, 2002,
changes to the Income Tax Act
provide donors with additional
opportunities to make gifts to
charities. In many cases charities
are now able to issue income tax
receipts for charity auctions,
sporting events, membershipfees,
charitable annuities and mort-
gaged property whereas they
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weren't able to under the old
rules.

Assume adonor owns a build-
ing worth $250,000 and wants to
donate it to charity. There is a
mortgage of $120,000 on the
property. The rules now allow a
charity to issue a receipt for
$130,000.

Assume an individual pays
$200 for acakethat isonly worth
$20 at acharity auction. A receipt
for $180 can beissued. Under the
previous regulations, no receipt
could have been issued in either
of these examples.

The major features of this ap-
proach are:

® The amount of the advantage
is generally the total value of
all property, services, compen-
sation or other benefits to
which the donor is entitled as
partial consideration for, or in
gratitude for, the gift.

®* The advantage may be re-
ceived in the future, either to
the donor or to a person not
dealing at arm’s length with
the donor.

® Theeligibleamount of agiftis
theamount that thefair market
value of the property trans-

charities.

ferred exceeds the amount of
advantage.

® Split receipting is allowed
where if the advantage re-
ceived now, or in the future,
does not exceed 80% of the
fair market value of property
transferred.

® Official income tax receipts
should include, in addition to
the information already re-
quired, the eligible amount of
the gift and the amount of the
advantage, if any, in respect of
the gift or contribution.

® |f the value of the advantage
cannot be ascertained, no
charitable deduction or tax
credit is allowed.

As can be seen, the new rules
allow more flexibility in fund-
raising. However, the need to
obtain independent valuations of
advantages adds cost and time to
the process.

Both charities and donors
should review their financial po-
sitionsand consider theadditional
options for creative charitable

giving.
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Brisk
Housing
Mar ket
Continues

Just about everywhere
in Canada residential
real estate markets are
hot and in many areas
have been for several
years.

by Judy Schenk

Since 2001 property values in most
of the country have risen anywhere
from 25 to 50 percent. In parts of
Montreal and KelownaB.C. they have
doubled or moreinthelast 12 months.
Our area has certainly had a huge
increase in prices as well in the past

few years. Many homes have sold
for far more than their asking price
again this year.

World interest rates are lower to-
day than they have been since the
60’'s. Thisisthedriving force behind
the market. With 0% down payment
offered by the banksand the carrying
cost of a house lower or the same as
rent, many renters are leaping into
home ownership.

People who a few years ago de-
cided to wait for the market to cool
are now kicking themselves. What
today’ s buyer is concerned about is
not the ticket price of the property,
but how much house they can afford
to carry through their mortgage pay-
ments.

Just about everywhere in Canada
theaffordability ratefor housing hov-
ersaround avery healthy 30 percent
of household income.

The brisk market will continue as
long as interest rates remain low.

...but Some Condo

Prices Going Down

Amid the general optimism, thereis
onepocket of real estate causing some
concern. Resale prices for condosin
Toronto for example, have begun to
drop while more buildings continue
to go up.

The concern of many condo buy-
ersistherising cost of fees and spe-
cial assessments. Thisislargely due
to, particularly in the older projects,
the lack of having an adequate re-
serve fund for future updates and
repairs. Special assessmentsarelump
sumsof money required to bepaid by
each owner inacondominium project

... Simply put,
there are
more buyers
than sellers.

when there is a shortfall for a very
necessary repair.

It is now law in Ontario to set
aside, inareserve fund, up to 15% of
everyone’'s condo fees for future
mai ntenance or upgrades. The newer
projectsof courseareinalot healthier
position because everything is new.
Some of the older projects are play-
ing catch up.

Unlike in the past, today’s condo
buyers request and make their offer
conditional upon receiving from the
condo corporation a Status Certifi-
cateat thetime of submitting an offer
to purchase. They then have the op-
portunity to review all information
about the particular project, to sat-
isfy themselves that this is a good
and properly managed condo corpo-
ration before the actual purchase.

All in all theresale condosthat can
be purchased in our area in today’s
market conditions are offering more
square footage for less money spent
than new construction, so in the end
the higher fees usually balance out.

In summary the real estate market
isstill about supply and demand and
simply put, there are more buyers
than sellers. Prices are climbing as a
result of this excess of demand over

supply.
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Making seemingly insurmountable

financial burdens light
by Andrew van der Woerd

Early adulthood can and should be a
time characterized by hope, dreams,
and ambition. Yet for many young
people in this stage, the normal pat-
terns of life can also present certain
significant financial burdens such as
purchasing a home, purchasing ave-
hicle, paying for private education,
starting a business, or any other spe-
cial expense. Such burdens can seem
insurmountable when looked upon
as a magjor one-time expense. How-
ever some forward thinking and a
disciplined investment strategy can
help reduce one's anxiety about fu-
ture expenses.

Many peopledeal with anticipated
future expenses by simply ignoring
them until they haveto be dealt with,
hoping that somehow thingswill work
out. Usually such a“plan” inevitably
results in the need to make tough
spending choices or to increase em-
ployment, both of which are certain
to have negative impacts on one’s
family life.

Alternatively, one could foresee
the anticipated financial burden and
start a savings plan well in advance
of the event. For example consider a
couplewith three kids aged 8, 6, and
3that currently send their childrento
aprivate primary school and plan to
send them to a private secondary

school. The anticipated expense of
the double-tuition years ahead can
appear very burdensome. However,
by initiating a monthly savings plan
well in advance of the double tuition
years, thisfamily can spread the cost
over a much longer time frame by
making relatively small, more man-
ageable monthly investments.

Many people deal
with anticipated
future expenses by
simply ignoring
them until they
have to be dealt
with. . .

Thereareother advantagesto this
simplereorganizing of how onewould
cope with an expected expense. Be-
cause the deposits for the monthly
savings plan are made well in ad-
vance of the expense event, the in-
vestments will benefit from com-
pound growth. This means that
growthonthedepositsleadsto growth
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on the growth of the deposits, and so
on. Consequently one can effectively
pay a discounted price for the final
expense since the accumulated
growth will cover some of the even-
tual burden. This contrasts with the
person who choosesto purchaseacar
on credit, who by doing so ultimately
makes larger payments consisting of
both the full cost of the vehicle and
theinterest charged by the financier.
The pattern of savingsin advance
of an expense event is also advanta-
geous since it enhances a family’s
financial flexibility to cope with un-
expected events. Such a savings pat-
tern allowsfor the voluntary suspen-
sion of deposits without penalty dur-
ing periods of shortfall. In fact, in
extreme cases, thissavingspool could
act as an additional source of emer-
gency funds.
Startingasavings/investment plan
designated to cover future expenses
may seem to some an example of
over-planning and, evenwithout plan-
ning, things still do providentially
seem to work out for most. However,
asthey teachin businessschool, plan-
ning for successgreatly increasesthe
chances of the event happening!




by David A. van der Woerd

The music industry has taken aim to shut down
internet file sharing of music, blaming it for plummet-
ing sales of compact discs, a debatable presumption
according to the Harvard business school.

Last year, therecording industry tar-
geted over 400 on-line music file
sharersintheU.S., presumably young
people either without legal represen-
tation or the ability to afford it, to
protect its music distribution mo-
nopoly.

Faced with the onslaught of the
music industry’s collaborative re-
sources, those people caved in and
settled the claimsout of court, gener-
ally for about $3,000 U.S. each. Af-
ter steam-rolling through the U.S.,
the gun was then pointed at another
247 people in Denmark, Germany,
Italy and Canada.

Thisyear in Canada alandmark mu-
sic-piracy case was commenced in
Federal Court and Ross & McBride
was retained by the on-line civil lib-
ertarian organization Electronic Fron-
tier Canada (EFC), to intervene into
the case. As part of the case, five
internet serviceproviderswereasked
to divulge the identities of 29 un-
named unrepresented individuals al-
leged by the music industry to be
copyright infringers. If successful,
the order would have set adangerous
precedent for future cases relating to
privacy rightsand copyrightinfringe-
ment under the Canadian Copyright
Act, R.S.C. 1985, c.C-42.
Obtaining intervenor status for
EFC in the case, Ross & McBride
was given only four days to present
written and oral arguments to the
court. With arguments spanning over
two days in court, a surprising vic-
tory was achieved for privacy advo-

cates when Federal Court Justice
Konrad von Finckensteinrejected the
music industry’ s motion.
Notwithstanding previous suc-
cesses enjoyed by the music industry
inother countries, in Canadathecourt
was not convinced that downloading
music files from the internet consti-
tuted infringement of our Copyright
Act, since, despite popular belief,
that Act has always allowed for mu-
sic reproduction for private use. The

The decision has
been hailed as . . .
a major setback
for the music
industry’s battle to
guash music file
sharing.

court also dismissed the music indus-
try’s objections to the use of peer-to-
peer (P2P) file sharing programs (like
Kazaa) which make music fileson one
computer available to others on the
P2P network. They said P2P users
authorized the reproduction and distri-
bution of unauthorized sound record-
ings. The court disagreed, saying that
to“authorize” onehad to“ sanction” or
“approve’, or exercise a “degree of
control...between the alleged author-
izer and the persons who committed
thecopyright infringement.” The court
compared it to a library with photo-
copiers saying there had to be a posi-
tive act by the owner of the shared
directory, such as sending out the
copiesor advertisingthatthey areavail-
able for copying.
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The court also said that protection of
privacy is of “utmost importance to
Canadian society” and “essential for
the wellbeing of the individual” and
when using an alias on the internet
there is an understanding that your
identity will not be revealed. Even
though privacy rights should not be
used to protect a person from the
civil or criminal liability, therehadto
be a balance of those rights against
the public interest.

The decision has been hailed as a
victory for the privacy rights of
internet usersand amajor setback for
the music industry’s battle to quash
music file sharing. Debate has been
vigorous, some believing that P2P
programs steal from the artists. Oth-
ers say thisisamyth, pointing to the
music industry’s distribution mo-
nopoly which allows almost 90% of
all Canadian CD sale proceeds to go
to the music industry, not the artists.

A recent Harvard business school
study suggests that P2P programs
may actually result in an increasein
salesfor somealbums. HeritageMin-
ister Héléne Scherrer has vowed to
“closetheloophole” in the Canadian
Copyright Act. Timewill tell whether
this all gets resolved in the legisla-
ture, in the courts, or not at all.

On the date this article was writ-
ten, the music industry had appealed
the ruling, but it had not yet been
heard and no new legislation had
tabled in the House of Commons.
The debate will continue and there
will be more chaptersin this story.



