What is a PSB?

Being Assessed as a Personal Service Business

Can Cost Contractors Thousands
Learn More. Protect Yourself.
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Ralph J. Sazio is taken to Tax
Court for ending his
employment with the Hamiiton
Tiger-Cats, then offering his
coaching services as a
corporation under contract.

Parliament introduces the PSB
amendment to the Tax Act to
assess contractors engaged in
what would normally constitute
an employee-employer
relationship.

The Wiebe Door Services Ltd.
Federal Court Appeal (FCA) -a
landmark employee vs,
independent contractor tax case
determining employees vs.
independent confractor status with
the following criteria:

A) Control over how work is done
B) Ownership of Tools

C) Change of profit/loss

D) Integration

To deny PSBs potential tax deferral
opportunities afforded by the new
Eligible Dividend Regime, the
Department of Finance redefines "full
rate taxable income" in subsection
123.4(1) of the Income Tax Act . Before
this, PSBs were simply taxed as
employees and their disallowed small
business deductions became
renumerations paid to the "incorporated
employee."

Effective for tax years beginning on this
date, any contractor labelled a PSB is
denied the federal general rate
reduction of 13%. No longer having this
federal general rate reduction eliminates
aw deferral opportunity for PSBs and
effectively increases the fully-distributed
tax rate on PSB income in Alberta to
a;;proximately 50% at the top marginal
rates.

PSB Regime gains Royal Assent.



Between September 2009 -

October 2010

The CRA Conducted an
Audit in which...

....................
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96 out of 234 small businesses
were found to be PSBs
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44 of the 96 PSBs were in the
IT field 2

What PSBs Pay

Elimination of General Rate Reduction
13% increases the rate of income tax payable by
13% for contractors deemed PSBs. 3

10% t The additional provincial rate paid in Alberta by
contractors deemed PSBs. ¢

RN Federal corporate income tax rate for contractors
38% 3 d1eem)ed PSBs, without the federal abatement
. (10%).8



How The CRA Determines a PSB

On paper.. In reality..

Y ety had Contractors beware! PSB rules
,:“; ,,:,_:,:‘;h,"“ can now apply to any
relationship with your contracter, regtrdlesu of
chisnt

their employment,

l?gb‘, c:.l, the fact that the
techn sontractor's primary
tool is knowledge.

Contractors risk non-payment

l’;‘: have no risk of if they fail to deliver the

PSS rules are outdated & don't
You do not use OWNn YOUX  ¢ake into consideration the
own fools sagurity issues surrounding

sarvices in a manner

accepiable to their clienis the
are also eommo& deprived o
the security of legislation.

Read up on the His and development of PSB
OO v ory g

Follow this "Business Checklist."

Read " estions on How to Safeguard
Your sutgmployod Tax Status.”

Consult an accountant specializing in IT
consulting, such as Chartered Accountants 4
Information Technologists.

Consider engaging through an agency such as

Procom and clarifying your contract to reduce
%‘ bl

Contact your MP!
Ask your MP:

- If this legislation was a response to people
RESTRUCTURING their employment relationship from Full
Time Employmee to contractor to avoid taxes, why doesn't
the CRA target retired federal civil servants returning as
contractors?

- Why should Knowledge Workers, who take on significant
risk in order to develop in-depth expertise in their fields,
and realize the rewards of an entrepreneurial career as a
small business offering services, be punished for rejecting
the Full Time Employment model with its risks of job loss
due to mergers, acquisitions an offshore outsourcing?

- Why are small businesses offering services being
accused of not paying their fair share of taxes, when the
Theory of Integration says that they pay the same tax rate
as Full Time Employees and generate even more taxes
when you consider Sales Taxes (GST, QST, HST).”
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