
February is not only known for
the snow, or Wiarton Willie.  It’s
also what I call “RRSP” month –
a last-ditch chance to contribute
to your RRSP for 2013.

Some of you may have been
diligently contributing to your
RRSP over the past twelve
months, but I’m going to guess
that the majority of us have
waited until the last month to
figure out how (and how much)
to contribute.

This year’s deadline is March
3, 2014, and depending on when
you pick up this newsletter, there
may still be time to get your
funds in order before the clock
strikes midnight on “RRSP
Deadline Day.”  

If you happen to be a bit new
to the RRSP world, here are some
standard (but key) tips in manag-
ing and contributing to your RRSP. 

Tip #1 - Take full
advantage of spousal RRSPs  

A spousal RRSP is simply an
RRSP where you make the con-
tributions, but the plan is in your
spouse's name – i.e., owned by
your spouse. It's a relatively
straightforward way to split
income. When you contribute to
an RRSP in your spouse's name,
you receive a personal tax deduc-
tion. But since the RRSP belongs
to your spouse, amounts received
from the plan generally will be
taxable to your spouse, not you.  

The object of a spousal RRSP
is to allocate taxable income as
evenly as possible between you
and your spouse, placing you both
in a fairly modest tax bracket. 

So if your spouse will be in a
lower tax bracket than you when
the RRSP is paid out, a spousal
RRSP makes sense because with-
drawals eventually will be taxed
in his or her hands.  

Another advantage is that
the maturity deadline of a
spousal-RRSP is based on the
age of your spouse. If you’re too
old to contribute to your own
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RRSP, it may be possible to con-
tinue to contribute to a younger
spouse’s RRSP. 

Of course, you must have
what's known as “earned income”
to do this (for example, employ-
ment or business income, alimo-
ny received and/or rental income,
but not items such as investment
income). A spousal plan may also
be a good idea if the contributor
spouse is concerned with poten-
tial creditor problems.

Note that there are rules
relating to “quick withdrawals.”
Amounts withdrawn from a
spousal RRSP must be included
in the income of the contributor
spouse to the extent of tax
deductible contributions either in
the year of withdrawal or in the
previous two years. This includes
“lump-sum” RRSP withdrawals
made after the plan has matured.

To the extent that you are
pension splitting (i.e., where up
to half of eligible pension income
is allocated to a lower-income
spouse or partner), it is possible
that the spousal RRSP may not
give you any additional benefit.

Tip #2 - Make “catch-up”
contributions 

If you haven't “maxed out” on
your RRSP contributions in the
past (going back to 1991), you're
entitled to make an additional
contribution over and above your
normal limit for the year. That's
because, from 1991 onward, your
“unused” RRSP contribution limit
can be carried forward indefinitely
to future years.

Of course, one of the biggest
barriers between you and your
write-off could be finding the
means to make a catch-up contri-
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bution.  Possible sources for your
contribution could include inher-
itances, contributions in kind, an
RRSP mortgage or borrowing.

Note:  If you make a very
large RRSP contribution, you
could be subject to the so-called
“Alternative Minimum Tax.”  

But even if this is the case,
the extra tax you pay can be
applied to reduce your future reg-
ular taxes.  In the meantime, your
RRSP nest-egg will be earning
income on a tax-sheltered basis.

Another thing to bear in mind
is that the higher your tax bracket,
the more effective your RRSP con-
tribution will be. So a low-income
year may not be a good time to
make a catch-up contribution.

If your annual income is
such that you’re not “too far
into” a particular tax bracket,
you may want to make a series
of RRSP contributions which
take you down to the “bottom
of the bracket”. 

Another alternative
could be to make a lump-sum
contribution but defer the actual
deduction until a year when
you’re in a higher bracket.

Tip #3 - Put the high-tax
stuff in your RRSP

It has been said that you
should hold high-tax invest-
ments in your RRSP and low-tax
investments outside your plan.
But which investments are con-
sidered high-tax?  

Traditionally, these have
been interest-bearing invest-
ments. Stocks and equity funds,
on the other hand, may qualify
for capital gains treatment (50
per cent of a capital gain is tax-
free), as well as the dividend tax
credit if they are Canadian. 

These benefits are lost if you
hold through your RRSP, since
retirement and other amounts you
eventually receive from your plan
are fully taxable.

So if you have investment

capital both inside and outside
your RRSP and you wish to
invest in both equities and fixed-
income investments, it is gener-
ally better to hold the former
outside your RRSP and the latter
inside your plan.   

Can equities be high tax?  A
case in point arises if you’re con-
templating a big short-term capi-
tal gain. In this case, the equity
investment could, in effect,
become high-tax.

This is because you have to
pay this tax for the year you sell,
while the gain can be tax-deferred
in your RRSP. Owning short-
term-hold equities in your RRSP
could defer capital gains tax for
years, giving you the opportunity
to take profits and reinvest on a
tax-deferred basis. In some cases,
this may more than make up for
the tax breaks you get by holding
outside your RRSP. 

It may make sense to hold
part of a high-appreciation equity
position – the portion you may
liquidate – in your RRSP (but be
careful: transferring existing
investments into your RRSP trig-
gers capital gains tax to you if
they’ve appreciated in value). 

If an equity is a long-term
hold, the “outside-the-RRSP”
strategy still applies. 

Finally, it makes little sense
to select your investment portfo-
lio just to get the tax benefits.
For example, if you like an equi-
ty investment, then by all means
invest through your RRSP if
that’s where your capital is.

Tip #4 - Building in contri-
bution room for your family 

If you carry on a business, it
may be that you are paying your
children a salary. This creates
contribution room for your kids,
and also results in a deduction to
your company (but note: make
sure the salary is not unreason-
ably large in light of the services
they are providing the business). 

Every person (including chil-
dren) can receive up to $11,138
for the 2014 year without paying
tax by claiming the basic personal
tax credit.  Moreover, the salary
your child receives should qualify
as “earned income.” He or she
will be entitled to make an RRSP
contribution based on 18 per cent
of the salary, and this can be car-
ried forward over the years. 

For example, if you had two
children and paid each child
$11,000 a year for ten years –
and this was their only income –
no tax would be paid. 

However, each child would
then be eligible for a tax write-
off of $19,800 over the ten years
because of the RRSP carry for-
wards (remember they can con-
tribute up to  18 per cent of their
annual earned income each
year), which could be used to
reduce their taxes when they
have higher income.

As a result, your two kids,
together over the ten years,
could be in a position to claim
write-offs of $39,600. And in the
meantime, your business would
have enjoyed lucrative write-offs. 

Tip #5 - Don’t wait to contribute
Okay, this tip is pretty obvi-

ous, especially if you haven’t yet
contributed and we’re now in
the home stretch. And yet, you’d
be surprised how many people
wait until the end of business day
on the last day to contribute. 

But even if you happen to
have already made your contri-
butions for the year, this tip is
still worthwhile since there’s no
time like the present to start
contributing to your 2014 RRSP.  

If you have the cash avail-
able now, don’t wait until Febru-
ary 2015 to contribute to your
2014 RRSP.  Why pay tax on
your interest income while it sits
in your bank account when your
income could be tax-sheltered in
your RRSP?  ❐
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