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#1. One should review
the sources of income
to determine if it is
possible to reduce or
avoid the OAS
clawback. If you have
investments both inside
and outside a RRSP,
you may meet your
cash needs by drawing
against your non RRSP
funds.

#2. A common mistake
made is for one to
transfer investments into
a RRSP where the
taxpayer has a loss on
the investment, with the
taxpayer planning to
claim a capital loss on
their tax return. This
does not work. The loss
is not allowable as a
capital loss.

INCOME AND INCOME TAX
Dividends received by an individual from Canadian corporations are taxed favourably
compared to most other investment income.

Capital gains are only 50% taxable.

The following are taxed at full rates:
1. Interest 2. Rents 3. Salaries 4. Pensions

The income tax on dividends may be zero for lower income individuals, or as high as
31.3% for higher income individuals.

The income tax rates on capital gains may be zero for lower income individuals to a
maximum of 23.2% (50% of 46.4%).

The income tax rates on other income ranges from approximately 20% to 46.4% the rates
are approximately:
Up to $35,000 - 20%
$35,001 to $70,000 - 32%
70,001 to 113,804 - 43.4%
Over $113,804 - 46.4%

CASH FLOW
Cash flow matters to almost everyone.

The Income Tax efficiency of investment income partially determines your available cash.

When planning for retirement or semi-retirement, you need to consider the sources of
funds as well as the income tax costs.

If inflation is 3% per year, your annual cash requirements may require a similar increase.
This may not be applicable, as with aging, your spending may decrease. e.g. lower needs
for clothing, automobiles and travel.

There is a general rule that one requires 70% of their pre-retirement income to live
comfortably in retirement.

Pensions are generally a big part of retirement income. These include:
- Canada Pension Plan (CPP)
- Old Age Security (OAS)
- Registered Retirement Plans (RRSP and RIF)
- Pension Plans

CANADA PENSION PLAN (CPP)

CPP is fully taxable. CPP may be applied for at age 60, depending on one’s
circumstances. Generally CPP can be applied for at age 65 even if that person continues
in the workforce.




#3. If an individual
contributes funds into a
spousal RRSP and the
other spouse withdraws
funds within three (3)
years of the investment,
the original contributing
spouse is taxable on the
withdrawal.

#4. If one has an
investment with a capital
gain and does not wish
to sell the investment to
have funds available to
make an RRSP
contribution,
consideration may be
made to transfer the
investment into  the
RRSP. The gain may
be subject to tax as a
capital gain (50%
taxable) but the RRSP
contribution is  fully
deductible up to the
maximum limits.

We  welcome  your
comments on this
newsletter as well as
suggestions for future
topics.

The information herein
is provided for your
general information and
action should not be
taken on the basis of
this newsletter, but only
on the advice of your
own individual advisor,
applying this advice to
your individual situation.
Please call if you have
any questions.
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There is no clawback on CPP as there is for OAS received, regardless of your income.
There is a CPP death benefit available on the death of a person collecting CPP. There are
spousal benefits available to a widow or widower where the deceased spouse was
receiving CPP benefits. Dependants and minor children may be eligible for CPP benefits
when a parent is deceased.

The current maximum CPP benefit is $814 monthly at age 65 and $569 at age 60
OLD AGE SECURITY (OAS)

OAS is fully taxable. Everyone resident in Canada for a specified number of years is
eligible to apply for OAS at age 65.

There is a clawback of OAS benefits when a taxpayer’s net income exceeds approximately
$60,000. The clawback is 15% of the net income over the base. With planning, it may be
possible to defer or avoid the clawback.

For lower income individuals there is an OAS supplement available. A taxpayer files a
form with the government showing the income of both spouses and the government
automatically determines the OAS supplement. The supplement is not taxable.

The current maximum monthly benefit is $462 per month, before the supplement.

REGISTERED RETIREMENT SAVINGS PLANS (RRSP’s)
Spousal RRSP’s should be considered. This is good income and income tax planning.

The investments in a RRSP are key to what will be available at retirement.

The maximum RRSP investment for 2004 is $15,500 or 18% of one’s earned income in
2003. One may also have unused amounts from prior years. The amount you are eligible
to contribute will show on the assessment notices for your 2003 return.

It is possible to contribute up to $2,000 in total excess of the eligible amount without
incurring a penalty. This is $2,000 total, not annually.

If one has over-contributed to their RRSP, there is a penalty of 1% per month of the over-
contribution in excess of the $2,000 allowed.

One may apply to have an over-contribution refunded.

One may not make contributions to a RRSP after the year in which they turn 69 years of
age unless the spouse is under 69, in which case they may contribute to a spousal RRSP
until the spouse is 69.

If one spouse has a pension or substantial investments and the other does not,
consideration should be given to a spousal RRSP, perhaps in addition to the spouses own
RRSP.

RETIREMENT INCOME FUND (RIF)
One must convert their RRSP to a RIF by the end of the year in which the taxpayer turns
69.

Payments must commence to the taxpayer in the following year. The payment is fully
taxable.

There is a minimum withdrawal in the first year of just under 5% of the capital. The
percentage increases annually.

One may withdraw an amount in excess of the minimum.




