TREAT FOR INVESTOR S IN THE FEDERAL  BUDGET OF 2008

THE ANTICIPATED ‘TFSA’ ….  TAX FREE SAVINGS ACCOUNT 

In January of 2009, any individual of 18 years and older with a Social Insurance Number will be eligible to open a TFSA.  You will be able to own more than one.  However, you will be limited to a maximum contribution of $5,000 annually, (indexed annually, rounded to the closest $500).  As with RRSP contributions, any excess contributions  will be taxed at 1% per month.   Contribution room will be cumulative and therefore can be carried forward indefinitely.  In other words, if you are unable to contribute $5,000 this year, you will be able to make a $10,000 contribution next year.  As far as we know at this point, any investment vehicle will be eligible. 

Contributions will not be tax deductible.  Contributions are meant to be made from after tax funds, hence, ‘tax pre-paid’.   The advantage is any income or gains on investments will not be taxed either while inside the TFSA, nor when they are withdrawn.  The problem of double taxation is less of a problem.  

 For  seniors   the taxation of RRSP and RRIF withdrawals has often affected the retirees  taxable income and therefore also eligibility for income tested government benefits and credits, for example, the Age Credit, Guaranteed Income Supplement or even sometimes Old Age Security.  As the withdrawals from TFSA’s are not considered to be income and therefore not taxable, they will have no impact on government benefits. 

Amazingly enough, if you withdraw amounts from your TFSA in one year, that same amount will be automatically added to your contribution room for the next year.   Also to contribute to amazing, there has been an exception made to the attribution rules.  The current attribution rules in the Income Tax Act will not allow gains to be made by one person from money contributed by his/her spouse.  Any gains will be ‘attributed’ back and taxed in the hands of the contributory spouse.  Those rules will not apply to any income or gains earned in a TFSA derived from a partner’s contributions.  

At the death of the owner of the TFSA, the fair market value of the account would be transferred to the estate on a tax free basis.  If the owner wishes, a spouse or partner may be named as a ‘successor account holder’.  These funds will be able to be transferred to the spouse’s TFSA without affecting his/her contribution room.  

When considering all of the options available to the investing public, there is absolutely no doubt that this new approach will change the world of saving, investing and taxation.  Of course, there will be questions.  Each financial institution will be creating their own products .  These new rules and products offer some very interesting estate, retirement and normal planning opportunities which every Canadian citizen should consider.   

