
Trusts and your RSP
With changes to income trust taxation rules, how trust investments are handled 
needs to be examined
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It’s that time of year again. If you haven’t already done so, it’s 

time for you to consider contributing to your registered savings 

plan (RSP) for the 2010 tax year. When you are making your con-

tribution, take the time for a check to see if any of the following 

three considerations apply to you:

Income or royalty trusts and RSPs

In general, income and royalty trust distributions are a com

bination of return of capital and “other income.” Return of capital 

reduces your cost base, resulting in a potential future capital 

gain (effectively taxed at 20 per cent). “Other income” is taxed 

at 39 per cent for investors in the highest marginal tax bracket. 

Given a choice, many investors chose to hold income and royalty 

trust investments inside their RSP. This was either to most effec-

tively tax shelter the higher distributions associated with the 

trusts, or simply because inside an RSP there was no need to do 

those annoying return of capital calculations!

Now however, as the income trusts convert to corporations, 

their distributions become “eligible dividends” and are essen-

tially taxed at 15.9 per cent in the top marginal tax bracket.

What to do

Check your RSP for any high dividend paying stocks. If you have 

any, they can be “swapped” out of the RSP account and into a 

non-registered account. You would simply move an investment 

and/or cash of equal value into the RSP for whatever investment 

you want to move out. In general, the types of investments that 

are more efficient inside an RSP account from a tax point  

of view are:

•  	 Bonds

•  �	 Real estate income trusts — especially those with a low per-

centage of the distribution attributed to return of capital.

•  �	 Foreign dividend paying stocks — these are not eligible 

for Canadian dividend tax credit. Many countries like the  

Check the beneficiary designation for your RSP

The Federal Income Tax Act allows for the deferral of tax pay-

able on RSP assets that are “rolled over” to the registered plan 

of a “qualified beneficiary.” The qualified beneficiary is usually 

a spouse or a common-law spouse but may also be a financially 

dependent child or grandchild under the age of 18, a financially 

dependent and mentally or physically disabled child or grand-

child, or an institution like a charity.

If no beneficiary is indicated or the “estate” is named as a ben-

eficiary, the fair market value of the RSP will be included in the 

deceased person’s income for the year of death and taxed accord-

ingly. However, a special election can be filed by the deceased’s 

legal representative and jointly with the qualified beneficiary to 

roll over all or part of the plan to the eligible spouse.

Last day for RSP contributions for the 2010 
tax year: 

Tuesday, March 1, 2011

 How can you check your RSP limit?

•	 Check last year’s income tax Notice of Assessment

•	 Call the Tax Information Phone Service at 
1-800-267-6999

•	 Use the Canada Revenue Agency’s quick access 
service online

United States do not apply non-resident withholding tax for 

dividend paying stocks held within RSPs.

•  �	 Non-dividend paying stocks
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*	One	winner	will	be	drawn	on	the	first	of	each	month	in	
January,	February	and	March.	Winners	will	receive	a	first	
edition	copy	of	Local Push, Global Pull	upon	anticipated	
release	in	Spring	2011.

Hints:

Send your correct answer to 
historybook@oilsandsreview.com by 
February 28, 2011, to be entered to win.* 

The full story on this dominating oilsands producer 
and its peers in early oilsands development will be 
revealed in Joyce E. Hunt’s Local Push, Global Pull: The 
Previously Untold History of the Athabasca Oilsands, 
1900-1930! 

• It hoped that a perceived looming shortage of oil would 
convince the Canadian government it was a good idea

• It was planning to build pipelines to the West Coast to ship 
oil overseas

• It has now been operating in Canada for 100 years, and is a 
key oilsands player

oilsandsreview.com
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The	answer	to	last	month’s	question	is:	Alfred von Hammerstein
The	winner	of	the	first	draw	is:	Reg Stark, Kelowna, BC

having a beneficiary designated has the added benefit of 

easy access to cash for the beneficiary, especially since other 

assets may be frozen until the will is probated.

What	to	do

Phone your financial advisor and ask them to confirm that you 

have a designated beneficiary on your RsP account. A bene-

ficiary can be changed if desired with a written letter to your 

financial institution.

income	splittinG:	Do	yoU	neeD	A	spoUsAl	rsp?

the whole concept of income splitting is to even out the tax bur-

den for a couple. typically, a couple paying taxes at similar rates 

pays less tax than a couple paying taxes at one higher and one 

lower rate. starting with the 2007 tax year, individuals 65 and 

older can convert an RsP to a retirement income fund (RiF) to 

provide withdrawals that may be considered as eligible pension 

income. this will entitle the RiF holder to allocate to his or her 

spouse, or common-law spouse, up to 50 per cent of their quali-

fying pension income.

given the above, when would a spousal RsP still make sense?

Any individual who wants to split more than 50 per cent of 

their pension income might want to consider this option. With 

a spousal RsP one could transfer up to 100 per cent of their RsP 

income to a lower-income spouse or partner.

A spousal RsP would still make sense if you plan to retire 

before age 65. Pension income from the RiF can only be split at 

age 65 and older. Keep in mind that withdrawals from a spousal 

plan are taxable in the hands of the contributing spouse, to the 

extent that contributions were deducted by the spousal contribu-

tor in the current year and in the two calendar years preceding 

the year of withdrawal.

if you are over 71 and can no longer contribute to your own 

RsP and you have earned income, you would still be able to con-

tribute to a spousal RsP as long as your spouse or partner is 

under the age of 72.

What	to	do

Contact your financial or tax advisor to determine if you or your 

spouse is eligible based on your age and income to take advan-

tage of income splitting. if so, your financial adviser will need to 

open a spousal RsP account for yourself or your spouse.
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the	2010	contribution	limit	is	18	per	cent	of	the	
previous	year’s	earned	income	to	a	maximum	of	
$22,000,	minus	the	pension	plan	adjustment	if	you	
are	a	member	of	a	pension	plan	or	deferred	profit-
sharing	plan.
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