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everal years ago, I heard about an unusual Australian
dentist named Dr Paddi Lund.  He ran a solo practice,
worked only 22 hours per week but earned three times
more than the average dentist in Australia.   Dr Lund’s
personal insights and transformation inspired him to cre-
ate a profitable business model by using the tools avail-
able to him, and the account of his success may be found
in his book, Building the Happiness Centred Business
(Solutions Press).

Central to Dr. Lund’s belief system is the idea that
money can’t buy happiness, but the lack of money can be
a contributing factor leading to unhappiness.  Financially
astute individuals know the key to wealth is reducing
taxes. In Canada, tax is our single biggest expense, and for
continued financial success it is essential to lower the
annual tax burden. 

Not all of the following suggestions may apply to your
particular situation and it is important to first consult
financial planning, accounting and legal professionals
before implementing any of these suggestions. 

Here is a list of tax-saving ideas you may wish to consider:

Hire Family Members
If you employ family members in your practice, prepare a
written job description for each individual and pay a rea-
sonable salary and bonus for services rendered. 

By having some income, children over 18 will accumu-
late RRSP room for future earnings.   Canadians earning
less than $8,148 for 2005 qualify for a personal exemp-
tion and pay no provincial or federal taxes.  
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Incorporate
Consider creating hygiene or a technical service corpora-
tion to administer hygiene revenue. A professional corpo-
ration (PC) may be used to operate your dental practice.
This could result in tax savings and/or a tax deferral,
because corporations are taxed at 18.62 percent on the
first $250,000 of taxable income for calendar year 2004
compared with the top combined personal federal and
provincial tax rates that range in Ontario of 46.41 per-
cent.  Be aware that this strategy only works if money is
retained within the PC or if the dentist elects to withdraw the
money personally by way of dividend.  If you need all the cor-
porate income generated from your practice for everyday living
expenses, then the PC may not earn a sufficient profit to justi-
fy the annual legal and accounting fees for corporate mainte-
nance and tax filings. 

Pay Dividends
If you have a hygiene or technical service corporation
with your children as the shareholders, you may pay a
dividend to your children over 18, especially those
attending university.  Children over 18 without income
are in lower marginal tax brackets, and dividend income
is taxed at a very low rate. 

Here’s the advantage of paying dividends:  an individ-
ual who earns regular income up to $33,375 per year pays
a combined provincial and federal tax rate of 22 percent.
When this money is received as dividend rather than reg-
ular income, the tax rate is 12 percent.  Adopting this
strategy reduces the tax burden by a full 10 percent.
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Make Mortgage Interest Tax Deductible
If you have a mortgage on your home and happen to
have excess capital in your practice’s bank account, con-
sider writing a cheque from the practice to yourself,
depleting this capital balance. Use this money to reduce
or eliminate your home mortgage, ask the bank for a per-
sonal investment/business loan and invest the money
back into your practice. This strategy converts the non-
tax deductible mortgage interest into a tax-deductible
interest on a business or investment loan. An added plus
is that it can help protect your money from creditors. 

Take Advantage of Depreciation
Consider buying and installing big-ticket items for your
practice — equipment, renovations, computer software —
before year-end.  This has the effect of increasing tax
deductible expenses by way of the increased capital cost
allowance (depreciation). 

Maximize Retirement Savings
As an unincorporated dentist, you may contribute the
maximum amount permitted each year to a Registered
Retirement Savings Plan (RRSP). However, if you are
employed by your PC and are earning a high income,
consider creating a “super-RRSP” in the form of an
Individual Pension Plan (IPP) or a Retirement
Compensation Arrangement (RCA).   Contributions to
these latter two vehicles may exceed the maximum allow-
able RRSP limits, are fully deductible by your PC and are
a non-taxable benefit for yourself. All increase in the total
value of assets is tax-deferred until withdrawal. IPPs and
RCAs offer significant amounts of additional tax-deferred
income to be set aside for your retirement.

Consider this example of two dentists, each 45 years
old, both with net incomes over $100,000, but one is
incorporated and the other is not.  For the next 24 years,
both make the maximum allowable contributions, the
first to an IPP and an RSP, the second only to an RSP.  At
age 69, assuming an annual return rate of 7.5 percent, the
incorporated dentist will have accumulated $4,800,101 in
the combined IPP/RSP compared with a total of
$3,310,822 in the RSP alone.  This works out to an annu-
al annuity income of $362,819 versus  $250,251.  The
decision is clear: the incorporated dentist who con-
tributes to both an IPP and an RSP may have an addi-
tional $1,489,279 of tax-sheltered assets in his or her
retirement plan, as well as an extra $112,568 in annual
retirement income.

Create a Health Spending Account
If you have a PC consider creating a personal Health
Spending Account (HSA). An HSA is a bank account
whose deposits are spent exclusively on health-care
expenses. By having an HSA, you may convert health-care
expenses into 100 percent business deductions and a non-
taxable benefit for yourself. You determine both the
amount of the annual contribution and how the benefit
dollars are spent. Best of all, unlike traditional medical

and dental plans, any unused funds remain in the
account for your future needs. 

Suppose an incorporated dentist in Ontario who earns
$100,000 of net income incurs a $10,000 medical
expense.  The dentist would have to in effect withdraw
$18,416 in pre-tax income from the PC to pay this bill.
By using a Health Spending Account the company would
pay only $11,000.00 — including the 10 percent admin-
istration fee — an amount that is fully tax deductible
from the PC and a non-taxable personal benefit. The
overall tax savings would be $7,416.

All the highly successful people I have worked with
had very clearly defined and written plans — for life,
career and money. They believed implicitly and unshak-
ably in their plans and were undeterred by external cir-
cumstances. If something unexpected occurred, the plans
possessed built-in contingencies to help adapt to new cir-
cumstances. They continued unwaveringly, no matter
how long it took, until their plan succeeded. As the old
adage goes: “Those that fail to plan, plan to fail.” 

Peter J. Merrick, BA, FMA, CFP, FCSI, is an instructor at
George Brown College in Toronto for both the Department of
Financial Services and the Centre for Continuous Learning. He
is president of Merrick Wealth Management.  Mr Merrick may
be reached at 416-854-1776 or peter@merrickweath.com or
www.merrickwealth.com.
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