Ten Steps Ahead of the Tax-Man

1. The RRSP contribution limit for 2008 is $20,000.  Take advantage of ‘Dollar Cost Averaging’ and contribute monthly to your RRSP, instead of making one lump deposit just before the deadline.  This strategy puts you further ahead at the end of the year, rather than being at the mercy of the markets on one particular day.

2. If you tend to have a large tax bill at the end of the year, and CRA hasn’t already asked you to do so, consider making 1/4ly installments.  This helps you budget more effectively and avoids the last minute panic.
3. If you are facing a capital gains nightmare because you have held securities or employee stock options for many years, you can eliminate this problem by donating the securities to your favourite charity and receiving a tax receipt.  Instead of paying the tax dollars to the government, re-direct those dollars to your local hospital foundation.  That way you get to direct how that money will be used and it helps your own community!  

4. Parents whose adult children qualify for the Disability Tax Credit now have a new and much needed tool to plan for their children’s future, without it affecting their monthly benefits.  The new Registered Disability Savings Plan allows for a lifetime contribution limit of $200,000 without an annual limit. 
5. Do you spend a lot of time south of the border?  If so, you should take the Snowbird Test:   Take all of the days you spend in the U.S. during the current year, add one-third of the days you were there in the previous year, plus one-sixth of the days spent in the U.S. during the year before that.  If the number equals 183 or more, you may have to pay U.S. income taxes!  Plan your winters down south carefully and come back up north before Uncle Sam comes looking for you, eh!
6. Since the mandatory RRIF age changed from 69 to 71, there are transition rules available if you turned 70 or 71 in 2007.  If you are one of these folks, you can waive your minimum RRIF withdrawal for 2008.  You can also continue to make deposits to your RRSP, as long as you still have contribution room.

7. Income splitting finally allows couples to split uneven pension income between the spouses, potentially decreasing the overall taxes for the family.  This is especially important when it comes to income tested benefits, such as OAS payments.  If your pension income is in excess of $63,511 you will be subject to a clawback on your OAS, so take advantage of income splitting and maintain your well-earned benefits.
8. If you hold interest-bearing investments like bonds, GIC’s  and High Interest Accounts outside of your RRSP, you must include 100% of the interest earned as income – which could affect your benefits.  Consider swapping those investments for capital-gains producing investments, since they are only subject to 50% inclusion rate.  This swap could provide a significant tax savings.

9. If your employer pays for your disability insurance plan, any benefit received would be subject to taxes.  It may be beneficial to ask your employer to simply give you a raise to cover the expense and have you pay the premiums from your own bank account.  This way, in the event of a disability, the insurance benefits would be paid to you tax-free.
10. Pay it forward and encourage the young people in your life to start saving now.  A 25 year old saving $250 per month, earning an average of 7% interest will have $1 million when they turn 65.  A 40 year old would have to start saving $1000 per month and a 50 year old would have to start saving $3200 per month to reach that same amount by age 65.
11. Take advantage of the new Tax Free Savings Account recently introduced.  It will be available in January 2009 and will allow you to deposit $5000 per year and the investments grow tax-free!
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