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The Canada mergenc Wage uid (CW) program i  now well-known. It wa introduced 

the federal government on March 15, 2020, and pa a qualifing emploer adverel impacted 

the COVID-19 pandemic up to 75 percent of it emploee' eligile remuneration. The aic idea i

to provide uidie to certain Canadian emploer who experienced a drop in revenue due to

COVID-19 in order to encourage them to retain (or re-hire) their worker until normal operation

could e reumed. It appear that man emploer took the government up on their offer ecaue,

a of Januar 10, 2021, over 2.1 million CW application had een received and nearl 99 percent

were approved. To date, nearl $57.8 illion in uidie had een paid out.

However, with thi amount of emergenc government largee come the inevitale reckoning. The

Canada Revenue Agenc (CRA) ha alread egun to aggreivel audit emploer who received the

CW, and it i demanding copiou amount of documentation and information, often on an

expedited ai. Accordingl, to minimize the rik of an unfavourale reult, emploer are

encouraged to prepare for thee audit now, efore the CRA come anging on their door.

Previoul, we wrote on what the conequence ma e of error or ineligiilit in a CW

application, including repament of the uid with interet, monetar and criminal penaltie for

fale tatement and director liailit (among other).

In thi log, we review the CRA' current approach to uch CW audit and provide inight on

how to manage the proce with a minimum of unnecear rik and diruption.

CRA Audit of CW Recipient 

The CW wa implemented via amendment to the Income Tax Act. Technicall, the uid i

deemed to e an overpament of a qualifing emploer' tax liailit under Part I of the Income Tax

Act and i then promptl "refunded" to the emploer  CRA on that ai.

Under the Income Tax Act, taxpaer are required to retain detailed ook and record containing

ufficient information to enale the determination of the taxe and other amount paale,

withheld, collected or deducted  the particular taxpaer. Thi would alo cover amount paid or

refunded to a taxpaer, uch a the CW. With repect to enforcement, the CRA ha a

correpondingl road authorit to inpect, audit or examine uch ook and record, a well a

the power to (among other thing) enter into a taxpaer' premie or place of uine or require

the owner or manager of a uine to anwer quetion relating to taxe. Accordingl, the CRA'

audit power are extremel road and the can generall require that a taxpaer provide a lew of

document and anwer detailed quetion relating to tax matter.

A mentioned aove, the CRA ha now egun to audit emploer in repect of the CW enefit

the received jut lat ear. While it appear that large emploer are at the top of the CRA' audit

lit and the audit are aid to e "limited in cope", all emploer who received the CW hould

anticipate and prepare for a potentiall extenive audit, with copiou information and documentar

requet and a relativel hort timeline for repone (ometime a hort a two week).

aed on what we are eeing, the lit of ook, record and document that the CRA i requeting
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for review and audit include the following:

Corporate Record: The CRA i requeting document from a corporate emploer' minute

ook, including an excerpt of governance document a the relate to the CW claim and

the deciion-making proce for making a CW claim. The CRA i alo inquiring aout whether

the tpe and tatu of the entitie within the group ha changed from 2019 and whether there

are an newl-incorporated or amalgamated entitie in the group. Agreement in repect of inter-

compan loan/advance and emploee loan have alo een requeted.

Revenue in Repect of 2019 and 2020 Taxation Year: The CRA i aking taxpaer to provide

general ledger data for 2019 and 2020, ear-end trial alance, and monthl trial alance and

document evidencing revenue (including monthl ale report that reak down ale 

revenue tpe and ource, ale journal, cah receipt journal and ank tatement, among

other document). 2020 revenue information ued in computing the CW revenue-decline

percentage i alo eing ought. In particular, the CRA i aking that taxpaer provide detailed

working paper utantiating the computation of "qualifing revenue" for the current and prior

reference period, a well a the taxpaer' revenue recognition polic for all item included in

revenue. For uinee with deferred revenue, holdack and unearned revenue, copie of

the revenue recognition polic for thee item are alo eing requeted.

General Paroll Information: The CRA i aking taxpaer' for paroll journal, including gro,

CPP, I, QPP, QPIP, tax and net calculation  pa period and emploee (including ocial

inurance numer). Additionall, manual calculation data that align irregular pa period with

weekl period for purpoe of CW i eing requeted, including detailed pament information

uch a time heet for hourl emploee and work week detail for alaried emploee. The CRA

i alo requeting that lit of furloughed emploee and date e provided, a well a

emploment contract, ank tatement and proof of pament to emploee, among other

document.

Additional Micellaneou Information: In addition to the aove, the CRA i alo aking for

information relating to other uidie and other government program that impact the CW

claim (uch a the 10% Temporar Wage uid), information regarding exception/election in

the CW program that the taxpaer filed, lit of an emploee who were not receiving eligile

remuneration for certain period, and additional reakdown of excluion from "qualifing

revenue" (uch a extraordinar item or revenue from non-reident related partie), among

other document. 

Concluion

After paing out $58 illion in emergenc CW amount over a hort period of time, it i

unurpriing that the CRA now want to make ure the mone wa well-pent. However, the

readth, aggreivene and timing of the CRA' current audit initiative could e an ee-opener to

man CW recipient.

Conequentl, emploer that have received CW enefit hould get read to defend their

poition. If the have not aemled detailed CW-related financial and emploee record, now i

the time to take proactive meaure to minimize the rik of a prolonged and/or unfavourale CRA

audit. Additionall, it i important to rememer that not all ook and record of a taxpaer need

e given to the CRA (for example, an document or communication that are uject to olicitor-

client privilege are not uject to dicloure) and there are legal option for dealing with overroad

or unreaonale audit querie.

The ennett Jone Tax Litigation & Dipute Reolution group ha experienced lawer that are well-

vered in the CRA audit proce and the tip and trap that taxpaer hould e aware of in

anwering CRA quetion. mploer facing a CW audit ma contact an memer of the ennett

Jone Tax Litigation & Dipute Reolution group, who would e happ to ait in navigating thi

proce. 
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