Helpful info you should know - Tax tips

TIP #1
A Final RRSP Contribution Can Defer Tax
If you have earned income in the year you are required to convert your RRSP to a RRIF, you’ll have RRSP contribution room in the next year, but no RRSP. You may want to consider making your next year’s contribution in December, just before your required conversion date. The penalty for the over-contribution will only be 1% for the month. However, at January 1, your over-contribution disappears, and you’ll get a tax deduction on your next year’s tax return.

TIP #2
Contribute To A Spousal RRSP After Age 69 If You Have A Younger Spouse
Regardless of your age, if you have qualifying earned income or unused RRSP contribution room, you can contribute to a spousal RRSP prior to December 31 of the year your spouse turns 69 and claim the deduction for the contribution on your tax return.

TIP #3
Take Advantage Of The Pension Income Tax Credit
It’s surprising that may retirees aged 65 and older don’t take advantage of a federal tax credit worth 16% of the first $1,000 of eligible pension income plus a provincial tax credit. You would save approximately $250 a year depending on your province. If you do not have $1,000 or more of income from a registered pension plan or deferred profit sharing plan, convert enough of your RRSP money to a RRIF when you turn 65 so as to generate $1,000 in eligible income. Non-registered Guaranteed Interest Contracts (GICs) from an insurance company report interest income as annuity income, which also qualifies for the Pension Income Tax Credit at age 65.

TIP #4
Transfer Unused Tax Credits To Your Spouse
Certain non-refundable tax credits can be transferred to a spouse if the spouse originally eligible for that credit is not taxable or the credits have reduced the amount of tax to zero. By transferring the unused portion of the non-refundable tax credits for the Age amount, Pension Income amount, Disability amount and/or Tuition/Education amounts to a spouse, you can ensure you are taking full advantage of these credits.

TIP #5
Focus On Family
Some tax credits can be claimed by either spouse. Medical expenses and charitable donations are two examples. Generally, it is almost always better for the spouse with the lower net income (provided he/she is in a taxable position) to claim medical expenses because the credit reduces by a percentage of net income. The credit for charitable donations is a two-tiered federal credit of 16 percent on the first $200 and 29 percent on the balance (plus provincial credits). Spouses are allowed to claim the other’s donations and to carry forward donations for up to five years. If you carry forward donations and then having them all claimed by one spouse, the first $200 threshold with the lower credit is only applied once.

	TIP #6
Elder Care and Housing Options
Housing options for elder care are generally income tested, meaning that the amount you pay for these services is based on the amount of income reported on the elder’s tax return. Many elders receive dividends as investment income because of the preferential tax treatment, however, for income purposes, dividends are reported at 125% of the actual dividends received. This exaggeration of income can negatively impact income tested benefits and credits such as subsidies for housing options, the age credit, Old Age Security payments, and the Guaranteed Income Supplement. Reviewing and realigning an elder’s investment portfolio particularly with respect to dividend income can often recover other benefits that would more than make up for the reduction in taxes paid on dividends.

TIP #7
Medical Expenses
Most people are unfamiliar with the many medical expenses that can be claimed beyond dental bills, prescription drugs and living aids, such as prescription glasses and wheel chairs. You are able to include any medical expenses not paid for by a provincial or private plan. In fact, even if you have private coverage, the premiums you pay are eligible medical expenses.

 
TIP #8
Canada Pension Plan (CPP)
If you are retiring early, it’s generally better to begin taking your CPP as soon as you are eligible (i.e. age 60) versus waiting until age 65. The extra five years between age 60 and 65 when you haven’t made CPP contributions may mean that you won’t receive the full amount even if you do wait. Because you will receive benefits, even though reduced, for an extra 60 months, you could be in your 80’s before you start to reap the benefits of waiting. To obtain a quote to determine the amount you would receive at 60 versus waiting to age 65, visit: www100.hrdc.gc.ca/forms/isp1003e.pdf.

TIP #9
RRSP Deductions Can Be Made at Any Age
The last date that you can make an RRSP contribution is December 31st of the year in which you turn 69, unless you have a spouse who is 69 or younger. Once your final contribution is made, the deductions can be used in any future year. For example, if you deposit $50,000 into an RRSP in your 69th year, you could spread the deduction over ten years by claiming $5,000 per year. This strategy will result in tax savings at your highest marginal tax rate each year for the next ten years.

TIP #10
Tax Efficient Income
Consider income streams from an income fund or prescribed annuity where the majority of the payment is considered a return of capital and is therefore non-taxable. For example, a $10,000 prescribed annuity purchased for a 71-year old female would be considered 80% capital and 20% taxable. In other words, only $2,000 per year would be shown as taxable income.


	


TIP #11
Optimize holdings inside and outside your RRSP for tax efficiency
Consider tax efficiency as one factor when deciding which investments to put inside your RRSP and which to keep outside. Consider putting funds inside your RRSP that generate interest, or have a history of large taxable distributions. Keep funds outside your RRSP that you expect will pay relatively fewer taxable distributions or that generate more dividend and capital gains returns.

TIP #12
Pay your RRSP fees from inside your plan
You may want to consider paying any annual administration fees from inside your plan because it is essentially the same thing as a tax-free withdrawal. Annual administration fees are not taxed as withdrawals when paid from assets inside the plan.

TIP #13
Borrow to invest outside your RRSPs
If you have already maximized your RRSPs or have no RRSP room because you belong to a pension plan, consider borrowing money to invest. The interest paid on money borrowed to earn investment income, is generally tax deductible. Look for a loan program that has no margin calls and allows for an interest-only payment. This will maximize the amount you can borrow and increase the amount of your deduction.

TIP #14
Investing for a minor child
If you invest money in your minor child’s name (usually through a Trust) income attribution rules apply. Any income (interest and/or dividends) earned on the investment will be taxable in your hands not the child’s. The exception to this rule is capital gains. Choosing an investment that produces primarily capital gains rather than income will ensure the best tax treatment. The income attribution rules also do not apply if you invest the Child Tax Benefit in your child’s name. Keep these dollars separate from any other investments.

TIP #15
Contribution deadline for the 2005 taxation year
You may deduct RRSP contributions made in the year or up to 60 days after the end of the year provided you have contribution room, and you haven’t deducted the contributions in a previous year. The RRSP contribution deadline for the 2005 taxation year is March 1, 2006. However, if you are turning age 69 in 2005, your RRSP contribution deadline remains December 31, 2005.
