
1 
 

 

 

House of Commons Standing Committee on Finance – Pre-budget Consultations 2013 

This brief is submitted by: 

an organization  Organization name: ________________________________________________ 

or  

an individual   Name: ___________________________________________________________ 

Topic:  

*Recommendation 1:  Please provide a short summary of your recommendation. 

 

Expected cost or savings: From the pull-down menus, please indicate the expected cost or savings of your 
recommendation to the federal government and the period of time to which the expected cost or savings is 
related. 

 

 

Federal funding: Please provide a precise indication of how the federal government could fund your 
recommendation.  For example, indicate what federal spending should be reallocated, what federal tax 
measure(s) should be introduced, eliminated or changed, etc. 
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Intended beneficiaries:  Please indicate the groups of individuals, the sector(s) and/or the regions that would 
benefit by implementation of your recommendation.

 

General impacts: Depending on the nature of your recommendation, please indicate how the standard of living 
of Canadians would be improved, jobs would be created, people would be trained, etc. 

 

Topic: 

Recommendation 2:  Please provide a short summary of your recommendation. 

 

Expected cost or savings: From the pull-down menus, please indicate the expected cost or savings of your 
recommendation to the federal government and the period of time to which the expected cost or savings is 
related. 
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Federal funding: Please provide a precise indication of how the federal government could fund your 
recommendation.  For example, indicate what federal spending should be reallocated, what federal tax 
measure(s) should be introduced, eliminated or changed, etc. 

 

Intended beneficiaries:  Please indicate the groups of individuals, the sector(s) and/or the regions that would 
benefit by implementation of your recommendation. 

 

General impacts: Depending on the nature of your recommendation, please indicate how the standard of living 
of Canadians would be improved, jobs would be created, people would be trained, etc. 

 

Topic: 

Recommendation 3:  Please provide a short summary of your recommendation. 
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Expected cost or savings: From the pull-down menus, please indicate the expected cost or savings of your 
recommendation to the federal government and the period of time to which the expected cost or savings is 
related. 

 

 

Federal funding: Please provide a precise indication of how the federal government could fund your 
recommendation. For example, indicate what federal spending should be reallocated, what federal tax 
measure(s) should be introduced, eliminated or changed, etc.

 

Intended beneficiaries:  Please indicate the groups of individuals, the sector(s) and/or the regions that would 
benefit by implementation of your recommendation. 

 

General impacts: Depending on the nature of your recommendation, please indicate how the standard of living 
of Canadians would be improved, jobs would be created, people would be trained, etc. 
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Please use this page if you wish to provide more explanation about your recommendation(s).

 

*Please note that at least one recommendation must be provided 


	Organization name: AQIII - Quebec Association of ICT Freelancers
	Name: 
	rec1: CRA audits and designates a number of ICT consulting business as personal services businesses, thereby depriving them of their ability to claim a number of normal business deductions.

AQIII would like to see the following remedial actions take place:
• That CRA would clarify the rules around the PSB designation, specifically by implementing the 2010 recommendation of the federal Standing Committee on Finance to “examine the Income Tax Act with a view to propose legislative amendments… (that reflect) the realities of the modern labour market.”
	rec2: The lack of clarity around PSB designations has resulted in a threefold problem:
• First, small businesses that engage in contract work have the threat of a PSB designation hanging over them, depending on how they relate to their employer.  
• Second, businesses designated as PSBs now face paying back-taxes that seriously affect their livelihood.
• Third, it creates a situation where IT consultants could potentially be treated as neither an independent contractor nor an employee, resulting in their being excluded from the benefits of both.
	rec3: The thousands of IT professionals who go into freelance consulting do so because it allows them to continually use and improve their technical expertise.  They have the freedom to go where their skills are needed, but they also face the risks associated with any small business.  The added uncertainty around how their business will be taxed undermines the viability of the sector as a whole.  This may ultimately hamper innovation in Canada’s IT sector, as independent consultants look to other positions or other jurisdictions to find more secure employment.  
	rec4: Another is the impact of an unclear tax regime on the industry as a whole.  

According to the Information Technology Association of Canada (ITAC), the information and communication technology sector accounted in 2011 for 572,700 jobs and some 33,000 IT companies nationwide, and contributed $155.3-billion in revenue, $6.2-billion in R&D investment, $30.4-billion in exports and $11-billion in capital expenditures to the Canadian economy.

Of these 33,000 companies, over 78% have fewer than 10 employees, making it a sector heavily driven by small business.
	rec5: • That CRA be guided by its commitments set out in the Taxpayer Bill of Rights in this case, specifically Rights #6, 8, 11 and 12; and Commitments #4 and 5 under CRA’s “Commitment to Small Business”  when making decisions about PSB designation.

• That CRA specifically apply Right #12 from the Taxpayer Bill of Rights (“You have the right to relief from penalties and interest under tax legislation because of extraordinary circumstances”) to provide a one-time amnesty. The extraordinary circumstance: Lack of clear guidance from the CRA has resulted in law-abiding IT consultants facing penalties.
	rec6: When CRA was asked for the model or grid used to assess PSBs, their representatives in meeting in January 2011 stated that it did not exist and that this would be on a case-by-case basis.

A case-by-case basis does not allow entrepreneurs to make the right decisions for their businesses. There needs to be clarity. 

Accepting CRA’s rationale of a “case-by-case” system would create the opportunity for CRA to do the same on other issues.  Small businesses often do not have the means to defend themselves properly and this could become a major issue for other SME sectors.
	rec8: A number of businesses rely on independent IT consultants to help them stay competitive. They are able to rely on their:
• Experience as references when bidding on contracts, 
• Expertise to deliver for their clients,
• Professionalism when working on contracts, and
• Innovation resulting from being independent
Should CRA succeed in their efforts to reassess independent IT consultants as PSBs, a good portion of them will quit the sector and it will be harder for businesses in the IT sector to count on their services.
	rec9: 
	rec10: 
	rec11: 
	rec7: AQIII is not asking for a special status for independent IT consultants: it is asking for fairness, transparency and accountability for small entrepreneurs that strive to comply with the rules while trying to grow their businesses.

Most IT businesses started very small and grew to become larger entities.  If these budding businesses were faced with unclear rules, “case-by-case” CRA management, regular audits, penalties and interest following reassessments, and uncertainty, it is improbable that they would have succeeded. This is the issue today.
	rec12: 
	rec13: WHAT'S THE ISSUE?
Between September of 2009 and October 2010, the Canada Revenue Agency (CRA) conducted a pilot audit of 300 small businesses to determine whether they were actually “personal service businesses” (PSBs) within the meaning of Section 125(7) of the Income Tax Act.  The audit found that 112 of these small businesses qualified as PSBs, and of those over half (61) were companies involved in the IT sector.

CRA audits and designates a number of IT consulting business as personal services businesses, thereby depriving them of their ability to claim a number of normal business deductions.

Further, there are indications that CRA will continue to audit other small IT consulting businesses in order to classify them as PSBs.

PSBs are small businesses (consisting of less than five individuals) that have incorporated as a private company but would otherwise be considered “employees” of the organizations they work for.  Unlike other private businesses, PSBs are not eligible for corporate tax rate reductions on income and are not entitled to deduct business expenses or claim the federal small business tax credit.  

However, in moving to close this potential tax loophole, CRA has in a number of cases taken punitive action against businesses they have designated as PSBs, even though these businesses have been dutifully filing their taxes as independent corporations for years.  

The fact is that CRA itself has been unclear on its interpretation of the law and has provided little in the way of leadership for small independent businesses who want to follow the rules.  

WHAT'S AT STAKE?
The lack of clarity around PSB designations has resulted in a threefold problem:
• First, it creates a situation where small businesses that engage in contract work have the threat of a PSB designation hanging over them, depending on how they relate to their employer.  

• Second, businesses that have already been designated PSBs now face paying back-taxes, gross negligence penalties, legal fees and accounting fees that seriously affect their livelihood.  All of this even though they had believed (in many cases on the advice of their accountants) that they were following the rules. We estimate that 11M$ could be saved in various legal and accounting fees.

• Third, it creates a situation where IT consultants could potentially be treated as neither an independent contractor nor an employee, resulting in their being excluded from the benefits of both.  For example if an IT consultant is designated a PSB, do they qualify for employment insurance benefits now that they are an “employee” of the company?  This is not clear.

This creates an unfair playing field, and may have some unintended consequences beyond the immediate burden on IT consultants themselves. One notable impact is the cost to the taxpayer in legal and other associated fees arising from CRA taking action against IT consultants.  This cost has topped the $100,000 mark and continues to climb.
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