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INCOME TAX INSTALMENTS – 
HOW THEY WORK
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Taxpayers who receive an instalment reminder
from the CRA have three options to determine
the amounts payable.

Option 1. No Calculation Option

This option is used by CRA to calculate your
instalments and requires you to pay an amount
equal to your previous year’s net tax owing, as
outlined on your instalment reminder, by the
due dates. This option is best for you if your
income, deductions, and credits stay about the
same from year to year. 

Taking 2010 as an example, your March 15 and
June 15 instalments will be 25% of your 2008
net tax owing. The Sept. 15 and Dec. 15
instalments are calculated by subtracting the
payments you already made from your 2009 net
tax owing divided by 2. Complicated? Yes.

Let’s look at an example:

John’s net tax owing for 2008 was $15,000 and
for 2009 was $13,000.

Based on this option, his March and June 2010
instalments would be $3,500 ($15,000 ÷ 4) and
September and December would be $3,000
($13,000—$7,000) ÷ 2.

Assuming John’s tax owing for 2009 was
$9,000, his March and June 2010 instalments
would be $3,500 ($15,000 ÷ 4) and September
and December  would be $1,000 ($9,000—
$7,000) ÷ 2.

Vicki Lungu, CFP

March and April are Canada’s tax months.  Not
only is it the time to file taxes for 2009, but
many taxpayers will be receiving a request to
make quarterly instalments for 2010.  The
government wants your money before the tax
filing deadline and as a result, Canadian
residents with income that has insufficient or no
tax withheld may have to pay tax every quarter.
Furthermore, the formulas used to determine
those payments can be very confusing.

You could be required to pay instalments if:

• you receive or earn income that is not
subject to tax withholdings at source, such
as business, investment or pension income;

• your tax payable is more than $3,000 this
year, or was more than $3,000 in either one
of the two preceding tax years.

With such a low threshold, it is easy to see that
even individuals with only moderate income
may be caught — a middle-income taxpayer
with only $9,000 of interest income could be
required to pay tax by instalment. 

You will have to make instalment payments only
if the Canada Revenue Agency (CRA) sends you
an instalment reminder, even if your tax liability
clearly exceeds the $3,000 limit. You should also
remember that the instalment rule is based on
past information. If you are sure that your
current year's unpaid tax liability when you file
your return will not exceed $3,000, then you are
not required to make instalments. You can
ignore the reminder notices.
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If John were to pay the required instalments, he would
overpay by $4,000. He would get this back when he filed his
return, but without interest.

If you do not want to overpay your taxes, you will have to use
one of the following options.

Option 2. Prior-year option

Pay an amount equal to last year's tax (less amounts withheld
at source) in four equal instalments.  This option is best for
you if your 2010 income, deductions, and credits will be
significantly different from those in 2008 and 2009.

Under this option, John would pay 4 equal instalments of
$3,250 ($13,000÷4).

Option 3. Current-year option

Estimate your current year's tax (less amounts paid through
withholding at source) and pay this amount in four equal
instalments. 

This option is best for you if your 2010 income, deductions,
and credits will be similar to those in 2009, but significantly
different from those in 2008.

The CRA's method may result in an overpayment of your
instalment obligations, particularly if your income has been
decreasing during the past two years. Also, you may receive
instalment reminders because you had an extraordinary
receipt of income in one year, such as a capital gain, which
did not have any tax withheld. If this applies to you, consider
using either Option 1 or Option 2, otherwise the government
will have use of your money until CRA assesses your income
tax return for that year.

But a word of caution — if the current-year estimate turns
out to be too low, interest will be charged on deficient
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INCOME TAX INSTALMENTS – HOW THEY WORK

instalments, and this interest is quite high relative to
conventional borrowing rates. (The prescribed interest rate
for tax underpayments is currently 5% and it is compounded
daily.) To make matters worse, this interest is not deductible
for tax purposes. And in cases of significant late or deficient
instalments, a penalty could also apply.

Although a low estimate can be costly, it is possible to make
up for deficient instalments by overpaying on future
instalments. This effectively puts funds on deposit with the
CRA. And, overpayments of tax generate interest income
that can potentially completely offset any interest charges
that have accrued.

In summary, if you owe more than $3,000 in income taxes in
the current year and either of the two previous years, then
chances are, you will have to make instalment payments.

How to minimize or eliminate instalment payments

• Estimate your current year’s income on which tax is
withheld. If it is more than the last year, estimate the
amount of tax and use either Option 1 or Option 2. If it
is less, use Option 3.

• Review your investments: make sure you hold your GICs
and other income-producing investments within your
registered plan and use corporate class mutual funds in
your non-registered portfolio.

• If you receive RRIF/LIF income, ask the plan trustee to
withhold tax.

4. If you receive the Canada Pension Plan or Old Age
Security pension, ask for withholding tax at source.

With careful tax planning, you may be able to reduce or even
eliminate your instalments. Ask your advisor for help and
start planning early.

HIGHLIGHTS OF THE 2010 FEDERAL BUDGET 

The ability to reduce tax is obviously not available to
single parent families and so the budget proposes to
permit single parents the option of adding the benefit to
their own income or to that of their dependent child for
whom they are claiming the Eligible Dependent Credit.
This can reduce or perhaps even eliminate overall tax
owing on the benefits received.

continued on page 3

Fabio Ventolini, CFP, CDFA

The federal budget that was announced in early March
contained very little.  There were, however, a few items that
could affect your personal finances. (Special thanks to Empire
Life for providing this information.)

• Universal Child Care and Canada Tax Benefits

The Universal Child Care Benefit provides families with
$100 a month for each child under the age of six. This
taxable benefit is included in the tax return of the lower
income-earning spouse or common-law partner.  
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• For Divorcee’s with Children

The budget proposes to allow parents who share custody
of children to share in the receipt of the Universal Child
Care Benefit and the Canada Tax Benefit.  The benefit
can be split in situations where a child spends about the
same amount of time with each parent.  It will now be
important for ex-spouses to decide on whether to split the
benefits or have them paid to the lower-income earner in
order to optimize the after-tax benefits.

• RRSP Rollovers to RDSPs

Up to now, a tax-deferred rollover of registered assets on
death was available only to a surviving spouse or common-
law partner, or to children or grandchildren who were
financially dependent on the deceased Registered
Retirement Savings Plan annuitant. 

The budget includes provisions that will extend these
rules to include rollovers to a Registered Disability
Savings Plan (RDSP) set up for a financially dependent
infirm child or grandchild. The provisions apply to deaths
that occur after March 3, 2010.  RDSPs can help families
save money for the long-term security of a child whose
condition qualifies for the disability tax credit.
Contributions are not tax-deductible but investment
income grows tax-free.  Only the investment income is
taxable when paid out to the plan beneficiary.

• Employee Stock Options

Tax loopholes will be closed effective March 4, 2010.

It will no longer be possible for employees to “cash out”
their stock option rights for a cash payment instead of
taking possession of shares and obtaining a 50%
deduction for the stock option benefit (the difference
between the fair market value of the stock at the time of
exercise and the option price available under certain
conditions), while allowing the company to get a
deduction for the payments as well.  The stock option
deduction will be available to employees only where they
exercise their options by acquiring shares.

• Business Provisions

The budget has reaffirmed that the general tax rates at
the federal level will be lowered to 15% in 2012.  As a
result, Canada will have the lowest corporate income tax
rate in the G7.

• Your Cheques and Banking

The budget introduced legislation to reduce a cheque hold
from a maximum of seven days to four days, and to provide
consumers with access to the first $100 within 24 hours.

And talking about real money, bills will now be made of
polymer material, which will extend their lifespan, and new
coins made of less expensive metals could lead to savings of
$15 million per year.  It all adds up!

continued from page 2
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Ian Johnson, CFP

Canada

Canada does not currently have any federal gift, estate or death
taxes.  Provinces can impose succession duties or inheritance
taxes but here again, no such taxes are currently in effect.  

Although these types of taxes used to exist in Canada, it is
generally felt that the amount of net revenue derived from
them is insufficient to justify their imposition on the
Canadian taxpayer. There is always the chance, of course,
that the federal or provincial governments could re-
introduce them.  However, that doesn’t appear likely in the
foreseeable future.  So current estate planning is focused on
minimizing probate fees and income and capital gain taxes
payable on death.

THE STATE OF ESTATE TAXES

U.S.A.

The United States has a federal gift and estate tax system
which is separate from income taxation.

There are three groups who are liable for U.S. estate taxes
upon death:

• U.S. citizens living anywhere in the world

• Persons living permanently in the U.S.

• Anyone living outside the U.S. owning U.S. “situs”
property (known as non-resident aliens or NRAs)

U.S. “situs” property held by Canadian NRAs includes real
estate, valuable personal items, stocks and bonds and certain
business assets located in the U.S., valued at fair market value.

continued on page 4
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Other assets, including life insurance proceeds, U.S. bank
deposits and some less common debt obligations, are not
subject to U.S. estate taxes.

The Calculation

The general exemption for NRAs is US$60,000.  However, a
Canada-US Tax Treaty provides additional relief through a
generous pro-rated exemption based on the schedule allowed
to U.S. citizens or permanent U.S. residents.

A Canadian NRA can choose either the US$60,000 general
exemption amount or the pro-rated exemption, whichever
provides the maximum benefit.  With the latter, there is also
a foreign marital tax and charitable credit which can be used,
if required.

The pro-rated calculation is based on the following formula:

Exemption amount* x value of U.S. situs assets
Value of worldwide assets**

* The exemption amount for 2009 was US$3.5 million.  Estate
taxes for valuations above US$3.5 million will range from 18%
to 45%.

** A person’s worldwide assets includes just about everything
including retirement plans, life insurance proceeds, even a
principal residence.

Using a 2009 example, if Tom, a Canadian NRA, owned a
U.S. vacation condo and securities valued at US $350,000 in
total, and had worldwide assets of US$1.5 million, then

$3,500,000 x  $350,000
$1,500,000 = $816,667 

(exemption amount involved)

Since $816,667 is greater than the value of his U.S. “situs”
assets, Tom’s estate will not have to pay any estate taxes.

If a Canadian NRA has substantial U.S. “situs” assets, he or
she may be able to reduce their U.S. estate tax liability by,
among other methods, using a personal Canadian
corporation or a non-recourse mortgage.

A Tax Holiday – Perhaps

The current law on U.S. estate taxes was enacted in 2001
under the Economic Growth and Tax Reconciliation Act.  It
was to be in effect for 10 years and scheduled to be repealed
in 2010 for one year only.  However, President Obama asked
in his tax plan that the 2009 US$3.5 million exemption and
the maximum 45% rate be maintained.

In December, 2009, the U.S. House of Representatives did
vote for a one-year extension of the 2009 rules.  However,
the U.S. Senate adjourned before the end of December
without addressing the issue, so in 2010 there is no U.S.
estate tax payable by anyone.  As for 2011, unless there is
amending legislation, the act states that the rules and rates
prior to 2001 will be put back into effect.  This means the
exemption will be reduced to US$1 million and the
maximum rate increased to 55%.

So the situation is very much in the air.  The two U.S.
government houses need to act quickly to legislate the
extension.  Perhaps, then, those Canadian NRAs with
substantial real or personal property in the U.S. could breathe
a collective sigh of relief.  But, in the meantime, without
definite terms, their estate planning is on hold, and
uncertainty is never a good thing.

continued from page 4

THE STATE OF ESTATE TAXES

Chris Snyder, CFP, RFP

One of the big buzzwords in the investment world these days
is ETFs or Exchange Traded Funds.

ETFs are like mutual funds except they are traded on stock
exchanges.  In their most basic form, they mirror specific
stock exchange indexes, such as the TSX60 or the S&P 500.
Because they are traded only on stock exchanges, until
recently only people licensed for individual securities could
implement them.  Hence many advisors could not get paid if
they recommended them.

ETFs have, however, evolved and now take many different
forms, ranging from five-year corporate bond indexes to

ETFS – WHAT ARE THEY?  SHOULD I HAVE ONE?

agriculture indexes. Claymore, one of the biggest offerors, has
approximately 30 ETFs, including a country rotation ETF, a
timber index, solar energy indexes and even hedged indexes.

Instead of individuals choosing stocks, ETFs are picked
according to a predetermined formula, often by computer.

Advocates of ETFs maintain that they have outperformed
many managed funds, and they cost less than mutual funds.
While this is often true, some things have been forgotten.
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While ETFs have lower Management Expense Ratios than
mutual funds, there are transaction and other costs, which
normally do not get mentioned and are not included in the
comparisons.  Furthermore, it is my experience that when the
main advantage is cost, it catches up with you.  It reminds me
of the story of the astronaut who, just prior to being blasted
off into space, was asked what he was thinking.  His reply: “I
was thinking I was sitting on top of 1,200 parts, all of which
came in at the lowest cost.”

The costs of regular mutual funds include fees for the
implementation, reports and advice you should be receiving
from your financial advisor.  With ETFs, there is little, if any,
guidance from an individual.  A good advisor can be worth a
lot by pointing you to the right investment mix (the asset mix
accounts for about 75 to 80% of your return), getting you to
invest in the first place or keeping you invested when you
think it is time to jump out.  A good advisor can also provide
other personal financial advice. While you can buy advice
separately with ETFs, it can be hard to obtain.

Records show that over the long run, assuming you have stayed
invested, Canadian ETFs have outperformed at least 50% of
the Canadian mutual funds.  While this is true, mutual funds
often hold cash, particularly in overheated or tumbling
markets.  ETFs are, as a result, more volatile and in down
markets, mutual funds outperform ETFs.  Good global funds
have also mostly outperformed the indexes in the long haul.
The following chart compiled by Mackenzie Investments and
Globe HySales to June 30, 2009 outlines this.

continued from page 4
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If you buy an ETF on your own, you rely on what you think
is best, but many people who do this have a tendency to trade
ETFs.  Dalabar Research Group shows that between 1988
and 2007, the average investor made much less than the
professionally managed pension funds and endowment funds.
Corporate pensions and endowments made 8.3% and 9.1%
respectively during the period, while private investors made
4.5%.  One reason behind this is that individual investors do
not hold their investments through good and bad times and
often are in and out of the market.  Market timing is
something, which few, if any, people have learned to master.

ETFs are generally quite tax efficient, which suggests that if
you own them, they are best held outside your RRSP or RRIF.

ETFs also have the advantage of being transparent, which
means you can find out at any time the stocks that are being
held.  You should note, however, that since ETFs mirror the
indexes, if one or more companies greatly outperforms the
market, you might have an extra weighting in one or more
stocks.  This was the case some years ago with Nortel, which
at one time constituted approximately 30% of the index.  It is
now no longer included.

In summary, ETFs can and have outperformed some mutual
funds, largely because costs are less, and with everything else
being equal they should place more money in your pocket.
Because of this, they should enjoy a position in your portfolio.

However, in my mind they do not replace well-managed
money, particularly if you receive good financial guidance
from your advisor.

Global Funds vs ETFs

Fund Assets 10-year 10-year 
$Millions Annualized Return % Outperformance vs. Index

MSCI World Index ($ Cdn) – -2.70% –

Mackenzie Cundill Value C $4,996 4.90% 7.60%

Trimark Select Growth $2,313 -0.10% 2.60%

Templeton Growth Fund Ltd $2,193 -1.50% 1.20%

MD Growth $2,136 -1.40% 1.30%

Mackenzie Ivy Foreign Equity $1,997 2.10% 4.80%

Trimark Fund SC $1,808 1.80% 4.50%

AGF Global Value $1,260 -2.60% 0.10%

8th Largest Fund (competitor) $877 -3.60% -0.90%

9th Largest Fund (competitor) $704 -3.00% -0.30%

Dynamic Global Value $594 1.40% 4.10%
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