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Summer is traditionally the time of year to step
back from work and relax with family and
friends. What you do during the summer can be
a good indicator of how you might spend your
time in retirement.

Do you enjoy travelling? Sports? Maybe you
seek out educational courses for personal
enrichment or professional development.

Whatever lifestyle you envision, we can work
with you to craft a financial strategy to help
make it happen.

How do new tax
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changes affect you?
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he March 22 federal budget included
I a variety of tax changes, some that
were effective immediately, others
that are being rolled out through the year.
Here are highlights of the changes that may
affect you.

New Canada Child Tax Benefit
Effective July 1, the Canada Child Tax Benefit
(CCTB) replaces the Canada Child Tax
and Universal Child Care benefits. This
monthly non-taxable benefit is available
to families with children under age 18.

You can use the Canada Child Tax
Benefit calculator at cra-arc.gc.ca/benefits-
calculator/ to find out the benefit amount for
your family.

Changes to tax brackets
The budget includes two tax bracket changes
effective for the 2016 tax year. Taxable income
between $45,282 and $90,563 will now
be taxed at 20.5% instead of 22%, for a
maximum savings of $679. This change is
known as the “middle-class tax cut”

A new tax bracket has been established
for taxable income over $200,000, with a

tax rate of 33%. Anyone earning $200,000
to $217,000 still comes out ahead as savings
from the middle-class tax cut outweigh the
increase in this range.

Say goodbye to...

As expected, the Family Tax Cut was
eliminated and the Tax-Free Savings Account
(TESA) limit was rolled back to $5,500 per
year. In addition, the children’s fitness tax
credit and arts tax credit are cut by 50% for
2016, and both will be eliminated for the

2017 tax year.

Mutual fund surprise

Until now, shareholders of mutual fund
corporations could switch between
funds with no tax consequences, but as
of October 1, 2016, a switch will trigger a
capital gain or loss.

Corporate class funds do offer other
advantages, including potentially lower
taxable distributions during wealth
accumulation years and tax-efficient cash
flow during retirement. Talk to us to see
if the change may affect your investment
strategy.m
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A strategic approach to RESP withdrawals

fter years of contributing to your
Registered Education Savings Plan
RESP), your child is now enroled in
a qualifying post-secondary school. So how
do you start taking the money out?

RESP withdrawal rules
RESP amounts consist of two pools, which
are subject to different tax treatment:

+ Original contributions. Withdrawals
of original contributions are referred to
as refund of capital or Post-Secondary
Education payments (PSE), and they're
tax-free. These amounts belong to the
contributor and can be withdrawn at any
time for any purpose.

» Grants and plan earnings. Withdrawals of
Canada Education Savings Grant (CESG)
funds, provincial grants and plan earnings
are called Education Assistance Payments
(EAP). These are taxable in the hands of
the RESP beneficiary as long as he or she
is enroled at a qualifying post-secondary
institution (see below for qualifying
institutions).

During the first 13 weeks of enrolment you
can take out up to $5,000 of Educational

Assistance Payments. There’s no limit
afterward, provided your child is still enroled.

Each time you make a withdrawal, you
specify the pool to withdraw from. Here’s
how to decide.

Taxable-first strategy

Education Assistance Payments are taxed
in the student’s hands. That means most
people won't worry about paying tax on
RESP withdrawals. Low income combined
with tuition and other tax credits usually
places a student’s income below the taxable
threshold.

The strategy, therefore, is to first make EAP
withdrawals until you empty the pool. This
way, if your child leaves school or graduates
with a balance in the plan, you're safe.
There’s no grant money left to give back to
the government. And the remaining funds
are your original contributions and can be
withdrawn without tax consequences.

EAP-timing strategy

There is a situation where you're better off
taking some non-taxable refund of capital
payments before Educational Assistance
Payments are exhausted. It's any year when

What qualifies as a post-secondary school?

Qualifying post-secondary institutions are not limited to traditional universities and colleges. RESP funds can be
used for any educational institution or trade school that develops a person’s skills for an occupation. Nor does
the institution have to be located in Canada. Universities, colleges and other educational institutions providing
courses at the post-secondary level outside Canada also qualify. You can check a school’s eligibility by calling

Canada Revenue Agency (CRA) at 1-800-959-8281 and speaking to an agent.

What if my child takes another path?

Inevitably, some students leave their post-secondary program before
completing it. Here are your options for any RESP funds remaining.

Use funds for another child. Whether you have a family plan or

to the government.

You must return any CESG amounts

Collapse the account. If you close
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your child earns enough income to end up
with tax owing. This could result from a
well-paying spring and summer job or if
your child is a co-op student and has two
work terms in one tax year.

In this case, the strategy is to take non-
taxable return of capital payments in a year
when your child will pay income tax. Take
taxable EAP payments in years when your
child’s income is below the tax threshold.

When it’s time to make RESP withdrawals,
feel free to talk to us about any questions
you may have. m

individual RESPs, another child can use the funds for post-secondary
education. Any Canada Education Savings Grant (CESG) amount over
$7,200 per child must be returned to the government.

Keep the plan open. You can keep an RESP open for 35 years from the
year it was established. If your child ever considers a return to school,
available funds could be a motivating factor.

Withdraw funds within six months. You can withdraw funds as an

Educational Assistance Payment up to six months after the end of enrolment.

There are no penalties and the amount is taxable in your child's hands.

the RESP, you take a refund of contri-

butions without tax or penalties and give the government any remaining
CESG amount. The remainder is the Accumulated Income Amount, which
is taxable to you as income and also subject to a 20% penalty tax.

However, if you have available Registered Retirement Savings Plan
(RRSP) contribution room, you can transfer up to $50,000 of the Ac-
cumulated Income Amount to your own or your spouse’s RRSP, enabling
you to defer the income tax and avoid the 20% penalty. The amount can
also be transferred to a Registered Disability Savings Plan (RDSP) if the
RESP and RDSP have the same beneficiary.







