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This Month:
e Loans to Your Adult Children
e Extension of Local Lockdown Program and Worker Lockdown Benefit

Loans to Your Adult Children

You may lend money to your child to help with the purchase of a major personal item. A common
example is a loan to help with the purchase of a child’s first home. Generally, this doesn’t create tax
problems if they are made to adult children. (A loan to a child under 18 triggers the “attribution
rules”.)

If the loan is interest bearing, you must declare it on your tax return. The child cannot deduct the
interest on a loan used for personal purposes. However, if they use the loan for investment purposes
— say, to buy a rental property instead of a personal residence — they can deduct the interest they

pay you.

If the loan is interest-free and used for personal purposes by your child, this also poses no tax
problems. However, if the interest-free loan is used by your child for investment purposes, there is a
special attribution rule in the Income Tax Act that may apply.

This attribution rule has the effect of causing the resulting investment income to be included in
your income rather than that of your child. This rule might apply if you are in a high tax bracket
and your child is in a low tax bracket and one of the main reasons for the loan was to shift
investment income into your child’s hands to reduce overall tax. If this was the case, the investment
income may be attributed to you and included in your income. The Canada Revenue Agency does
not often apply this rule, but it is an important rule to consider and to ensure that income splitting
is not documented as a main purpose for the loan. There should be other genuine reasons for the
loan and income splitting should not be one of them. Note that this attribution rule does not apply
to capital gains if your child sells the investment. It can only apply to income from property - which
includes interest income, dividends, and rental income.

One way to avoid the attribution rule is to charge interest at the “prescribed rate” under the Income
Tax Act at the time the loan is granted. This rate is typically low, and for the first quarter of 2022
is currently set at 1%. These loans should be properly documented.
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Loans to Your Adult Children (continued)

Where the loan is used for the child’s personal purposes, if you subsequently forgive the loan, there
are no income tax consequences for the child. The forgiveness is basically treated like a gift.

If the loan is used by the child for investment or business purposes, there can be adverse tax
consequences for the child if you forgive the loan. However, there is an exception if the loan to your
child remains outstanding upon your death, and it is settled or forgiven under the terms of your will.
In this case, there are no income tax issues even if the loan was used for income earning purposes.

Extension of Local Lockdown Program and Worker Lockdown Benefit

On February 9%, 2022, the Federal government announced it plans to extend access to the following
programs by one month, until March 12, 2022:

o Local Lockdown Program: Eligibility would continue to include employers subject to
capacity-limiting restrictions of 50 per cent or more; and the current-month revenue decline
threshold requirement would remain at 25 per cent. Eligible employers would receive wage and
rent subsidies from 25 per cent up to a maximum of 75 per cent, depending on their degree of
revenue loss. The 12-month revenue decline test continues to not be required in order to access
this support.

« Canada Worker Lockdown Benefit: Eligibility would continue to include workers in regions
where capacity-limiting restrictions of 50 per cent or more are in place. This benefit provides
$300 a week in income support to eligible workers affected by a COVID-19-related public health
lockdown order, and who are either unable to work or have lost 50 per cent or more of their
income as a result.
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WHERE YOUR SUCCESS TAKES ROOT
PADGETT
Padgett Business Services is dedicated to meeting the tax, government compliance, profit & financial reporting and payroll needs of businesses with fewer than 20 employees in
the retail and service sector of the economy. This publication suggests general business planning concepts that may be appropriate in certain situations. It is designed to provide
complete and accurate information to the reader. However, because of the complexities of the tax law and the necessity of determining whether the material discussed herein is
appropriate to your business, it is important you seek advice from your Padgett office before implementing any of the concepts suggested in this newsletter.
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