THE PENSION
CREDIT

If you have clients who receive pension
income, you are no doubt aware of the pen-
sion income credit. This credit provides a
non-refundable reduction in taxes payable
on the first $1,000 of qualified pension
income.

If your clients are 65 and over, qualified
pension income includes not only normal
pension income coming from a formal,
registered pension plan (RPP) but can
also include:

* Annuity payments; and

e Lifetime annuity payments under
> RRSP
> Deferred Profit Sharing Plan
> RRIF

For Clients Under 65

The definition of qualified pension income
is much more restrictive in that it includes
only regular pension payments and certain
other payments received as a result of the
death of a client’s spouse or common-law
partner.

The recent 2006 federal budget, in an
effort “‘to provide greater tax relief to pen-
sioners” doubled the maximum amount that
is used in calculating the eligible pension to
$2,000 from $1,000, effective immediately
(i.e. for the 2006 tax year).

Planning Opportunity

Clients who have heard of the pension
credit, perhaps by chatting with fellow
retirees at cocktail parties and the like,
often fail to understand exactly what they
need to do to take advantage of this credit
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without actually receiving any pension
income in the traditional sense. Perhaps the
biggest misunderstanding is while RRIF
payments are indeed eligible for the pension
credit, they must generally be paid to some-
one who is at least 65 years old. If some-
one is under 65 and receiving a RRIF
payment, that payment is simply ineligible
for the pension credit.

Obviously this invites you to perform a
simple financial planning strategy for
clients 65 and over: Ensure that they
receive at least $2,000 a year from their
RRIFs so they can take advantage of this
credit. Clients aged 65 to 68 need not
convert their entire RRSPs to RRIFs until
the year in which they turn 69.

However, should they wish to take advan-
tage of this credit, you may want to discuss
with them the possibility of transferring
some of their RRSP money to a RRIF prior
to age 69 so they will be in a position to
claim this credit.

The recent increase in the qualified pen-
sion amount to $2,000 affords a new
opportunity to reconnect with your clients
and tell them about this latest tax planning

development.

Final Note

There’s one final cautionary note which
may restrict access to the pension income
credit in the year of death.

When the annuitant of a RRIF dies, he
or she is deemed to receive the fair market
value of his or her RRIF immediately
before death. The pension income credit is
not available on this deemed receipt
because in order to be eligible for the credit,
the deceased would have had to actually
receive actual RRIF payments prior to
death.

Setting your clients up to receive their
RRIF payments (or at least $2,000 worth)
early in the year would ensure that they
would receive the full pension credit in the
year of death.

—Jamie Golombek
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