Wealth
N Management

RBCJ,

Navi gator

INVESTMENT, TAX AND LIFESTYLE PERSPECTIVES FROM RBC FAMILY OFFICE SERVICES

Weatherill Wealth
of RBC Dominion Securities

4900 - 50th Street, Suite 300

Red Deer, AB T4N 1X7
www.bradweatherill.ca

Brad Weatherill, CIM
Senior Wealth Advsor

Tel: 403-341-8868
brad.weatherill@rbc.com

Sue Senio

Associate Wealth & Investment

Advisor
Tel: 403-341-7400
susan.senio@rbc.com

Trent Nicolay, CFP, BComm
Associate Wealth Advisor
Tel: 403-341-8872
trent.nicolay@rbc.com

Nathan Dyck, BBA
Associate Advisor
Tel: 403-341-7225
nathan.dyck@rbc.com

Shauna Gaume

Client Experience Associate
Tel: 403-341-8854
shauna.gaume@rbc.com

Theron Gustafson, BComm
Administrative Assistant
Tel: 403-340-7303
theron.gustafson@gmail.com

Pension income tax credit

Potential tax credit on $2,000 of your pension income

If you are receiving eligible pension income, you may be
entitled to claim both a federal and a provincial/territorial tax
credit. The federal non-refundable pension income tax credit is
on the first $2,000 of eligible pension income, which translates
into a maximum federal annual tax savings of $300. The amount
of additional provincial/territorial tax savings varies depending
on where you reside. This article addresses the types of
pension income that qualify for the tax credit and what to
consider if you would like to structure your retirement holdings
to take advantage of this credit.

Any reference to a spouse in this article also includes a
common-law partner.

What is the pension income What types of income qualify
tax credit? for the credit?

If you receive income from sources such 65 years of age or over during

as an employer pension plan, certain the year

annuities or a registered retirement
income fund (RRIF), you may be able
to claim a tax credit on up to $2,000 of
that income. The federal tax credit rate
is 15%, resulting in maximum federal
tax savings of $300 ($2,000 x 15%). You 1. Life annuity payments from a
may also be eligible for a provincial/ superannuation or employer
territorial pension income tax credit. pension plan (including the
Saskatchewan Pension Plan);

If you are 65 years of age or over at any
point during the year, you can claim the
pension income tax credit if you receive
the following types of income:

The pension income tax credit is non- 5
refundable, which means you only
benefit from the credit if you owe federal
income tax. It reduces your federal taxes
payable. If you do not need to claim

all of the credit in order to reduce your
federal taxes to zero, you may transfer
any unused amount to your spouse.

Any unused amount cannot be carried
forward or back to other tax years.

. Annuity payments from a registered
retirement savings plan (RRSP)';

3. Payments from a pooled registered
pension plan (PRPP);

1 A matured RRSP in this context is either an old
insurance product that is no longer available
or an RRSP that has not been converted to a
RRIF by December 31st of the year in which the
annuitant turned 71 and the matured RRSP is
now paying an annuity income.
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4. Payments from a RRIF, LIF, RLIF, LRIF or prescribed RRIF;

5. Annuity payments from a deferred profit sharing plan
(DPSP);

6. Payments (including the income portion) from a regular
annuity or an income averaging annuity contract;

7. Payments from certain foreign pension plans
(including U.S. Social Security); or

8. Elected split pension income reported on your tax return.

Under 65 years of age for the entire year

If you have not reached 65 years of age by the end of the
year, you can claim the pension income tax credit if you
receive the following types of income:

1. Life annuity payments from a superannuation or
employer pension plan (including the Saskatchewan
Pension Plan);

2. Payments described in points 3 to 7 in the previous section
you received as a consequence of the death of your spouse;

3. Payments from certain foreign pension plans (including
U.S. Social Security); or

4. Elected split pension income reported on your tax return
that your spouse received from a life annuity payment
from a superannuation or employer pension plan.

What types of income do not qualify
for the credit?

The following are some types of income you may receive at
retirement that do not qualify as eligible pension income
for the purposes of the pension income tax credit:

¢ Old age security (OAS) benefits;

e Canada Pension Plan (CPP) benefits;

e Quebec Pension Plan (QPP) benefits;

e Death benefits;

e Retiring allowances;

e RRSP withdrawals other than annuity
payments from an RRSP;

e Amounts from a RRIF that are transferred
to an RRSP, another RRIF or an annuity;

¢ Any foreign source pension income that is
tax-free in Canada;

e Income from a U.S. Individual Retirement
Account (IRA); and

e Amounts received from a salary deferral arrangement.

How much tax do you save with this credit?

If you're in the lowest federal marginal tax bracket, you
can essentially receive the first $2,000 of eligible pension

2 Ifyou live in the province of Quebec, you'll only be able to split pension
income for provincial tax purposes if you are age 65 or over.

If you're in the lowest federal marginal tax
bracket, you can essentially receive the
first $2,000 of eligible pension income tax-
free for federal tax purposes.

income tax-free for federal tax purposes. This is because
the federal tax credit and the lowest federal marginal tax
rate on personal income are both 15%. If you’re in a higher
tax bracket, you will pay tax on the first $2,000 of eligible
pension income, but at a reduced rate.

The pension income amount that is eligible for the
provincial/territorial tax credit varies by jurisdiction.
The rate that is used to calculate the tax credit also
varies by jurisdiction. The rate mirrors the tax rate of the
lowest marginal tax bracket. Therefore, the actual tax
benefit of the pension income tax credit differs across
all provinces/territories. For example, the maximum
pension income amount in British Columbia is $1,000
with the tax credit at a rate of 5.06%, while the maximum
pension income amount in Ontario is $1,714 with the tax
credit at a rate of 5.05%.

The table below calculates the net federal taxes owing

on the first $2,000 of pension income at various federal
marginal tax rates. The provincial/territorial tax credit is
not factored into this calculation since it varies depending
on your province/territory of residence.

Federal
marginal 15%
tax rate

20.5% | 26% 29% 33%

Eligible
pension
income

$2,000 | $2,000 | $2,000 | $2,000 | $2,000

Federal
tax before
credit

(52,000 x 20

$410 $520 $580 $660

respective
tax rate) (A)

Pension
income
tax credit
($2,000 x
15%) (B)

$300 $300 $300 $300 $300

Net federal

tax (2)-(8) TR

$220 $280 $360
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Should you structure your retirement holdings
to qualify for the credit?

If you're between the ages of 65 and 71 with no pension
income, you might want to consider converting all or a
portion of your RRSP funds to a RRIF and drawing $2,000
per year from the RRIF, subject to RRIF minimum payment
requirements. This will allow you to claim the pension
income tax credit. Before implementing this strategy,
consider the following:

e The maximum amount of the federal annual tax savings is
limited to $300. If you are in a higher tax bracket, the $2,000
of eligible pension income you receive will not be tax-free.
You will have to pay the incremental tax at your marginal
tax rate. Any pension income you receive for the year
above $2,000 will also be taxed at your marginal tax rate;

¢ Depending on your province/territory of residence, it may
be the case that you will owe provincial/territorial taxes
on the $2,000 of pension income since the provincial/
territorial pension income tax credit amount may be less
than the federal income tax credit amount of $2,000; and

e The choice to withdraw funds early from your registered
planis a trade-off between the benefit of lower taxes
due to the pension income tax credit and the potential
benefit of tax-deferred growth within your registered
plan. You may wish to compare the benefit of the annual
tax savings due to the pension income tax credit with
the value of the forgone future tax-deferred income due
to the early receipt of your RRIF income.

Your RBC advisor, along with a qualified tax advisor, can help
you evaluate whether structuring your investments to qualify
for the pension income tax credit makes sense for you.

This article may contain strategies, not all of which will
apply to your particular financial circumstances. The
information in this article is not intended to provide

legal, tax or insurance advice. To ensure that your own
circumstances have been properly considered and that
action is taken based on the latest information available,
you should obtain professional advice from a qualified tax,
legal and/or insurance advisor before acting on any of the
information in this article.

Wealth
N Management
RBCH

This document has been prepared for use by the RBC Wealth Management member companies, RBC Dominion Securities Inc. (RBC DS)*, RBC Phillips, Hager &
North Investment Counsel Inc. (RBC PH&N 1C), RBC Wealth Management Financial Services Inc. (RBC WMFS), Royal Trust Corporation of Canada and The Royal
Trust Company (collectively, the “Companies”) and their affiliates, RBC Direct Investing Inc. (RBC DI)* and Royal Mutual Funds Inc. (RMF1). *Member - Canadian
Investor Protection Fund. Each of the Companies, their affiliates and the Royal Bank of Canada are separate corporate entities which are affiliated. “RBC advisor”
refers to Private Bankers who are employees of Royal Bank of Canada and mutual fund representatives of RMFI, Investment Counsellors who are employees of RBC
PH&N IC, Senior Trust Advisors and Trust Officers who are employees of The Royal Trust Company or Royal Trust Corporation of Canada, or Investment Advisors
who are employees of RBC DS. In Quebec, financial planning services are provided by RMFI or RBC WMFS and each is licensed as a financial services firm in that
province. In the rest of Canada, financial planning services are available through RMFI or RBC DS. Estate and trust services are provided by Royal Trust Corporation
of Canada and The Royal Trust Company. If specific products or services are not offered by one of the Companies, RBC DI or RMFI, clients may request a referral
to another RBC partner. Insurance products are offered through RBC Wealth Management Financial Services Inc., a subsidiary of RBC Dominion Securities Inc.
When providing life insurance products in all provinces except Quebec, Investment Advisors are acting as Insurance Representatives of RBC Wealth Management
Financial Services Inc. In Quebec, Investment Advisors are acting as Financial Security Advisors of RBC Wealth Management Financial Services Inc. RBC Wealth
Management Financial Services Inc. is licensed as a financial services firm in the province of Quebec. The strategies, advice and technical content in this publication
are provided for the general guidance and benefit of our clients, based on information believed to be accurate and complete, but we cannot guarantee its accuracy
or completeness. This publication is not intended as nor does it constitute tax or legal advice. Readers should consult a qualified legal, tax or other professional
advisor when planning to implement a strategy. This will ensure that their individual circumstances have been considered properly and that action is taken on the
latest available information. Interest rates, market conditions, tax rules, and other investment factors are subject to change. This information is not investment
advice and should only be used in conjunction with a discussion with your RBC advisor. None of the Companies, RMFI, RBC WMFS, RBC DI, Royal Bank of Canada or
any of its affiliates or any other person accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or the information
contained herein. In certain branch locations, one or more of the Companies may carry on business from premises shared with other Royal Bank of Canada affiliates.
Notwithstanding this fact, each of the Companies is a separate business and personal information and confidential information relating to client accounts can only
be disclosed to other RBC affiliates if required to service your needs, by law or with your consent. Under the RBC Code of Conduct, RBC Privacy Principles and RBC
Conflict of Interest Policy confidential information may not be shared between RBC affiliates without a valid reason. ® /™ Trademark(s) of Royal Bank of Canada.
Used under licence. © Royal Bank of Canada 2024. All rights reserved.

NAV0020 (08/2024)



	Pension income tax credit
	What is the pension income  tax credit?
	What types of income qualify  for the credit?
	What types of income do not qualify  
 for the credit?
	How much tax do you save with this credit? 
	Federal  marginal  
 tax rate  15%20.5%26%29%33%Eligible  pension  income$2,000$2,000$2,000$2,000$2,000Federal  tax before  credit  
 ($2,000 x  respective  tax rate) (A)$300$410$520$580$660Pension  income  tax credit  ($2,000 x  15%) (B)$300$300$300$300$300Net federal  tax (A) - (B)$0$110$220$280
	Should you structure your retirement holdings  to qualify for the credit?




