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How to find tax deductions in your financial documents

You can’t fuel a trucking business
with enthusiasm and good inten-
tions. You need money. And if
you’ve ever taken out a line of credit
or financed a truck — or refinanced
an existing loan — you know that
borrowing can be expensive.

No matter how you are struc-
tured, it’s important to track interest
and finance costs. That’s because
any time you incur expenses to bor-
row money, and that money is used
to help you earn business income
or to provide working capital for
your business, those expenses are
tax-deductible. This includes inter-
est you pay on the loan, the cost for
the loan to be set up and managed,
and fees for legal, accounting, and
bookkeeping services.

Loan-related expenses aren’t like
most business expenses. Interest and
other fees may be amortized over
the life of the loan and wrapped into
monthly payments. Up-front admin-
istrative or documentation fees may
be buried in the fine print. The pa-
perwork can be onerous and com-
plicated. It’s easy to miss potential
deductions.

Strictly business

As your business seeks to expand,
add equipment, or just pay the
monthly bills, take every opportu-
nity to identify loan-related expens-
es. At the same time, you want to
avoid the common pitfalls that can
get these deductions disqualified.

One of the biggest issues I see is
the mixing of business and person-
al credit. When you finance a new
truck, it’s pretty clear that the mon-
ey is being used to advance your
business. But when a line of credit
or credit card is used for both per-
sonal and business transactions, it
makes deductible expenses harder
to track.

We always advise our clients to
keep dedicated accounts so the ex-
pensing of service charges, over-
draft charges, interest, and fees is
clear to you, to us, and to any audi-
tor who happens to review your re-
turn. In a perfect world you would
have separate credit cards and credit
lines for business and personal use.

When money is borrowed partly
for business and partly for some oth-
er purpose, only the part of the ex-
pense that may reasonably be con-
sidered applicable to the business is
deductible. Canada Revenue Agen-
cy (CRA) expects you to apportion
a business-related percentage of re-
lated interest and charges.

If you mix business and person-
al debt, you’ll have to calculate the
proper business percentage each
year.

Besides, you will lose track of
how much money you have loaned
to the company and how much you
have taken from it. Over time you
will look at your entire line of credit
and credit card balances as business
when in fact they are not. A CRA
auditor will want you to prove that
the percentage of interest you are
expensing is valid. That may mean
going back over years of statements
to prove the business portion.

Your accountant can help you
clarify precisely what borrowing ex-
penses are business and which are
personal. For instance, you might
think your tax accounts (including
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personal tax, corporate tax, pay-
roll source deductions, and GST
account) are business-related. But
CRA says you cannot deduct the
interest charged to these accounts
or any loans you may get from fi-
nancial institutions to pay these
amounts. Also, any loans to buy
RRSPs or fees charged within your
RRSPs are not deductible.

Depreciation and
loan expenses

If you borrow money for the pur-
pose of acquiring depreciable prop-
erty (for example, your truck), and
incur deductible expenses in the

course of borrowing that money,
you can capitalize these expenses
along with the interest paid. When
these costs are capitalized, they
form part of the capital cost of the
asset subject to capital cost allow-
ance (CCA).

Your income will be a little high-
er, but that’s okay if it means keep-
ing the bank manager happy. And
you’re not giving up the deduction,
you’re just expensing it over time.
If you think this approach is right
for you, talk to your accountant to
make sure.

Review the documents

Sit down with your accountant and
review your loan documents (pref-
erably before you sign). While
you're identifying administrative
fees and other charges, make sure
the payments are properly amor-
tized and the interest calculated

correctly. We do this with clients
on a routine basis.

We find mathematical errors,
incorrect interest rates, confusing
guarantee terms, missing pages, il-
legible type — astonishing mistakes.
No matter how eager you are to seal
the deal, spec’ the money with as
much care as you do the truck.

Finally, as another year comes
draws to a close, I want to thank
you for reading this column. I hope
it has helped you along the way and
will continue to do so in the New
Year. All the best for the holidays,
and here’s to a prosperous 2013.[]

— Scott Taylor is vice-president of
TFS Group, providing accounting,
bookkeeping, tax return prepara-
tion, and other business services
for owner/operators. Learn more
at www.tfsgroup.com or call 800-
461-5970.




