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The New Year Brings A New Way To Earn Tax-Free Retu rns
TAX-FREE SAVINGS ACCOUNTS GREAT FOR SHORT-TERM

EXPAND PLANNING

The 2008 federal budget introduced a wel-
come new vehicle for investors - a Tax-
Free Savings Account (TFSA). Initially
available in January 2009 to all Canadian
residents 18 or older, these accounts will
give investors the opportunity to earn tax-
free investment growth without many of
restrictions that apply to Registered Retire-
ment Income Funds (RRIFs), and Regis-
tered Education Savings Plan (RESPs).

Here's a look at how the TFSA works, how

it differs from registered plans, and how

you can make the most of it.
THE GROUND RULES

Under the government’s new rules, you
will be able to contribute to $5,000 each
year to a TFSA. If you don't contribute the
full amount, the unused portion can be
carried forward indefinitely. Contributions
are not tax deductible.

CIBC Advisory ~ Fall 2008 Newsletter

Your money can be invested in a wide o _ _
range of vehicles-from savings plans, Because it is so flexible, the TFSA is
mutual funds, and GIC’s to stocks and an ideal vehicle for short-term sav-
bonds Interest cap|tal gains, and divi- ings. Here's an example;

G \ | Let's say that Brett is saving to do
some home renovations. He deposits
$5,000 a year into his TFSA in 2009,
: 12010, and 2011, and invests the
1 money conservatively. Buy 2012 his
Ta g SR $15,000 contribution has grown to
Ay $16,500. He's now ready to proceed

Y., with the renovation and withdraws
= N VAR L]

SAVINGS

all of the money. If the money had
- been invested in an RRSP, Brett
would have been taxed on the with-
dends earned on your TFSA invest- drawal and the amount he withdrew

ments are not taxed, just as with
could never be restored to his RRSP
RRSPs, RRIFs, and RESPs. Unlike contribution limit.

RRSPs and RRIFs, however TFSA with

drawls are not taxable either. In addition, Because Brett invested in a TFSA,
if you withdraw money from your TFSA, there will be no tax to pay. His
that amount is added to your contribu- $16,500  with-

tion room for the following year. drawal is added  Continues onPage 3

Income Splitting

avoidance measures to minimize a taxpayer’s ability to income

Advocis: Comment — Number 251-
September/ October 2008

The usual objective of income splitting is to lower the over-
all tax load of the family. Most commonly, income can be
split between spouses or between parents and children.
This art|cle will deal with income splitting with one’s spouse.
It should be noted that
for income tax pur-
poses, a “spouse” in-
cludes a common-law
partner, including a

The trouble with trying
- to minimize tax through
~_income splitting is that

the Income Tax Act
contains a tremendous
number of anti-
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split and therefore lower his or her overall income tax liability.

Under the attribution rules of the Act, income on property
transferred to a non-arm’s-length person can be attributed
back to the transferor. For example, if one spouse earns in-
vestment income or a capital gain on property that was gifted
from the other spouse or transferred at an amount less than
fair market value, all the
investment income and
capital gain would be
attributed back to the
contributing spouse and
taxed in his or her hands.
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This rule would also
apply to investment in-
come and capital gains
earned on property that
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Economic Crunch Hitting Healthcare

The economic downturn gripping global
economies is affecting Canadian prov-
inces differently, but Premiers emerged
from a meeting this week imploring Ot-
tawa not to cut spending including the
Canada Health Transfer which subsi-
dizes their health systems to the tune of
almost $23 billion this year.

With the Canadian economy teetering on
the brink of a recession, government
revenues are tumbling, and the newly re-
elected Conservative Government in Ot-
tawa is faced with the challenge of either
cutting program spending, raising taxes
or running a deficit.

Prime Minister Stephen Harper, who in
the recent election campaign was against
having a deficit, has since indicated it
may be an option that has to be consid-
ered.

If he chooses to look at program spend-
ing, one of the biggest items on the list is
the Canada Health Transfer which goes
up automatically by six per cent a year.

It is not due to be revamped until 2014,
but Ontario has been pressing Mr.
Harper to change the complicated for-
mula by which the money is apportioned
to the provinces and use a per capita
method instead.

Ontario would gain about $700 million a
year with this change, and it is money the
province could use. This week, Finance
Minister Dwight Duncan said Ontario was
likely to run a $500 million deficit in the
current fiscal year. Revenues are down
plus health spending is up $100 million
from what was in the budget.

He also said that in an effort to manage
expenditures, it is phasing in the prom-
ised hiring of 9,000 nurses over a longer
period of time and delaying the addition
of 50 Family Health teams by one year,
among other measures.

The Registered Nurses Association of
Ontario was not happy with this news.

Nurses are already grappling with a seri-
ous shortage of health professionals and
we were counting on the province to de-
liver on its promise, RNAO President
Wendy Fucile said in a news release.

While Ontario Premier Dalton McGuinty
has vowed to protect essential program
spending, including health care, he has
admitted there will be less money next
year for existing programs.

But this will not be the case everywhere.
Both B.C. and Saskatchewan this week
announced a series of new spending
measures including new or accelerated
infrastructure programs.

THE INTEGRATIS INSIDER

Also this week, the Fraser Institute
reported that provincial spending
on health care is growing faster
than revenues, with six of 10 prov-
inces projected to be spending
more than half all their available
revenues on health care by 2036.

Within the next 11 or 12 years,
both New Brunswick and Mani-
toba are expected to reach this
mark. Within 20 years, Newfound-
land and Labrador plus Nova Sco-
tia will join the club.

The Fraser Institute said Alberta is
the only jurisdiction where reve-
nues have grown at a rate compa-
rable to health care spending in
the past decade.

Unless governments find a better
way to finance health care, then
provincial governments will likely
be looking at tax hikes, further
rationing of medical goods and
services, or ugly trade-offs with
other important spending areas,
report lead author Brett Skinner
said.

~ Health Edition

Emergency Travel Assistance for Winter Travelers

For pre-trip information, or for any type of emergency
(medical or otherwise) during your travels, you are re-
minded to contact your Out of Country provider. In the
event of a medical emergency, [they] should be contacted
as soon as possible, ideally prior to seeking or receiving
medical
treatment. [Your
out of country
provider] can
then ensure that
you (i.e. the cov-
ered plan mem-
ber or depend-
ant) is directed
to the nearest
medical facility
where adequate
treatment is
available, in or-

der to receive immediate, appropriate care without incurring
out-of-pocket and unnecessary expenses.

It's important that you carry your benefits card at all times
while travelling, as this is the only way your Out of Country
provider can confirm your coverage and guarantee pay-
ment to the medical facility where your treatment is being
provided.

Reminders for plan members
Pre-trip reminders:
» Familiarize yourself with your benefits plan and its cover-
age specifics before you go, including potential lifetime
maximums that certain emergency expenses may be sub-
ject to.

* Your coverage is for unexpected emergency treatment
while you are outside of your home province. If you antici-
pate needing medical treatment for an existing

medical condition while you are travelling, these expenses

may not be covered, and therefore .
y Continues on Page 4
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Continuation from Page 1(The New Year Brings a New Way to Earn...)

to his contribution room for the following year. If Brett didn't
invest any funds into his TFSA in 2012 or 2013, his TFSA
contribution limit would now be $26,500. This consists of
$16,500 of restored room and $5,000 of new room for both
2012 and 2013. So if Brett receives an inheritance or other
type of windfall in 2013, he could deposit up to $26,5000 into
his TFSA, replenishing the account and continuing to earn
tax-free growth.

GREAT FOR LONG-TERM SAVINGS

A TFSA can also be used for long-term savings. It has a key
advantage over RRSP’s and RRIF’s when it comes to setting
aside money for retirement: TFSA withdrawals are not con-
sidered taxable income. As a result, withdrawals from your
TFSA will have no impact on your marginal tax rate. In addi-
tion, TFSA withdrawals will not affect your eligibility for in-
come-dependent benefits such as Old Age Security (OAS)
and the Guaranteed Income Supplement (GIS). For a retired
person, the difference can be significant.

Let's say another investor, Rachel, accumulates $250,000 in
an RRSP and $200,000 in a TFSA by the time she retires at
age 65. In her first year of retirement she transfers her RRSP
to a RRIF and withdraws $75,000. Even if she has no other
income whatsoever, RRIF withdrawal will put her combined
federal and provincial marginal tax rate at about 40%*. She

... o0 909 - - - @
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would pay $18,000 in tax and be left with just $57,000. Fur-
thermore, she is likely to lose part of her OAS entitlement.
Claw backs begin when net income exceeds $64,718 (in
2008) and OAS is eliminated at $105.043. If, instead, Rachel
delayed converting her RRSP to a RRIF and instead with-
drew $75,000 from her TFSA, she would not pay any tax on
this amount and the withdrawal would have no impact on her
OAS or other income-tested government benefits. When she
later converts to a RRIF, she can arrange for just minimum
withdrawals, taking the majority of her funds from her TFSA.
Funds withdrawn from her RRIF can also be contributed to
her TFSA, up to her allowable contribution limit, where they
can continue to earn tax-deferred income.

BUILD YOUR OWN TFSA STRATEGY

A TFSA may also be an ideal solution if you're saving for
your children’s education. While it doesn’t offer Canada Edu-
cation Savings Grants like an RESP, you can withdraw
money at any time from your TFSA for any purpose-whether
or not your child attends a qualifying post-secondary educa-
tional program. It can also be used to fund private school
tuition, something that cannot be done with RESP’s.

So whether you're saving for a shot-term goal such as a
renovation, vacations or new car, or a longer term goal such
as retirement or your children’s education, a TFSA may play
an integral role in helping you reach your target.

TFSA HIGHLIGHTS

Maximum annual contributions: $5000.00

Unused contributions are carried forward on a cumulative
basis

Money grows from a TFSA can be replenished in a future
year

Withdrawals from TFSA can be replenished in a future
year

Withdrawals have no impact on income-dependent bene-



Continuation from Page 2 (Emergency Travel Assjst..

proceeding
rangements

own discretion.

» Ensure you have an ample

supply of all
medications,
carried in its

ing (pill bottle or otherwise).

« Before you travel, have a look at some informative
travellers' websites to ensure you are prepared for what to
expect: You can visit the Department of Foreign Affairs and

International Trade (www.voyage.gc.ca), T

(www.tc.gc.ca), and the Canadian Automobile Association

(www.caa.ca), for information on travel

currency/exchange rates, visa requirements, vaccinations,

inoculations, health risks, etc.

* Take note of the toll-free numbers for World Access, and
keep these with your passport, your provincial health
insurance card, and your [your provider] benefits card.

was purchased with interest-free or low
interest loans (with one exception,
noted in the second point below) from
the first spouse. It should be noted that
even if the second spouse repays the
interest-free loan from other property,
the attribution rules would continue to

apply.

The spousal attributions rules will con-
tinue to apply until the gift or loan is
reverse, the death of one spouse, a
divorce of the spouses or until 90 days
following a separation of the common-
law partners.

Careful planning will allow the split in-
come by following one or more of the
following strategies.

Investment income and capital gains
can be split between spouses if the
income/gain is earned on property that
has been transferred at fair market
value. This would include property that
is sold at fair market value from one
spouse to the other. This could create
a taxable capital gain in the year of the
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will be at your
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In case of an out-of-country emergency:
Call the 24-hour emergency phone number located on the
back of your travel benefits card. In the event that you

can't call yourself, your traveling companion or family

necessary
and that each is
original packag-

as possible);

ransport Canada

advisories, local
ber);

« the patient's name;

member must contact [your provider] as soon as possible.

When you speak to a representative, you will be asked to
give the following information:

« details of the emergency and the type of assistance
you require (you will be asked to provide as many details

« your (the plan member's) full name, group/plan number,

plan member certificate number, and Emergency Travel
Assistance Group number, as indicated on your benefits
card & your name as the caller (if you aren’t the plan mem-

« the patient’s departure date from home and their sched-

uled date of return;

« the patient’s provincial health insurance number;
« the patient’s location; and

* a contact number where the patient, travelling

Continuation from Page 1 (Income Splitting)

transfer, however.

One spouse could also lend money to the
other in order to facilitate the purchase of
investment. Loans between spouses re-
quire that interest be charged at a mini-

mum rate equal to the prescribed rate in
effect under the tax legislation when the
loan was established . In addition, interest
must be paid annually by at least 30 days
following the year-end.

So-called “second generation” income, or
income earned on the reinvested income
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from the asset, does not attract
attribution. The strategy requires
keeping meticulous records of the
attributed income and separating
future income earned on that at-
tributed income.

Money can be lent from one
spouse to the other to fund a pri-
vate business. In such a case, the
income generated from the private
business is not subject to attribu-
tion. Of course, there is risk of loss
of the funds in this section.

Pension income can be split be-
tween spouses under the rules
introduced in 2007.

Income splitting, if done with care
and expert advice, can lower the
overall income tax load of the fam-
ily and leave more cash for life-
style need enhanced accumula-
tion.

~ Advocis Comment
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The content of this publication, based on inforomatihat we believe is accurate, is general in eatmd we cannot

guarantee its accuracy or comprehensiveness.



