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This alternative has the effect of spreading the tax on the RRSP proceeds over several years,
allowing the child to rake advantage of personal tax credits, as well as graduated marginal

tax rates each year until he or she reaches the age of 18.

There is one situation in which RRSP money can be transferred to a child’s or grandchild’s
own RRSP or RRIE If the financially dependent child or grandchild was dependent on the
deceased annuitant by reason of physical or mental infirmity, then the amount that qualifies

as a refund of premiums may be rolled over into the child’s or grandchild’s RRSP or RRIE

In all other situations, if the children were not financially dependent on the deceased, the

entire value of the RRSP would be taxable in the deceased annuitant’s terminal return.

ESTATE AS BENEFICIARY

Sometimes an RRSP annuitant will name his or her estate as the beneficiary of the plan.

In this case, where an amount is paid from an RRSP to the estate for the benefit of either
the spouse or common-law partner or a financially dependent child or grandchild (assuming
they were beneficiaries under the will), the legal representative of the estate, along with the
beneficiary, can file an election with the Canada Customs and Revenue Agency (CCRA)
to treat the amount as though it was transferred directly to the spouse or common-law partner
or child from the RRSP. In this case, the same refund of premiums treatment can be obtained.

Registered Retirement Income Funds (RRIFs)

The rules concerning the taxation of RRIF accounts on death essentially mirror those for
RRSPs, with some minor variations. Generally, an annuitant of a RRIF must include in
income the fair market value of his or her RRIF on the date of death. This amount must be
reported on the terminal return, and tax will be payable at the deceased annuitant’s marginal

rate for the year of death.

RRIFs share RRSPs’ potential for tax deferral on the income inclusion in the terminal
return. When a RRIF is established, the annuitant may designate a successor annuitant
and/or a beneficiary of the RRIE

A successor annuitant is the surviving spouse or common-law partner of the original
annuitant who, if designated by the original annuitant, continues to receive RRIF
payments after the death of the original annuitant.

Alternatively, if a spouse or common-law partner is the named beneficiary of the RRIE the
value of the RRIF at death qualifies as a designated benefit. This designated benefit is not
taxable to the deceased annuitant; rather, it’s taxable to the surviving spouse or common-law
partner, who can transfer this amount directly to his or her RRSP or RRIF and can claim a
deduction equal to the amount of the designated benefit. By doing so, the value of the RRIF
is simply transferred into the surviving spouse’s or common-law partner’s RRSP or RRIF and

can continue to grow tax deferred (less the required minimum annual withdrawals).

EXAMPLE FIVE

Nancy has received Jack's RRSP as a
refund of premiums and transferred the
$300,000 to an RRSP account in her
own name. As outlined in example four,
this defers the tax otherwise due upon
Jack's death. She names her 35-year-
old daughter, Judy, as the beneficiary of
her RRSP. Judy has a great job and
isn’t mentally or physically challenged.
When Nancy passed away in February
2001, the fair market value of the
mutual fund investment had grown to
$310,000. The entire amount is taxable
on Nancy’s 2001 terminal tax return; no
further relief, rollovers or planning to
postpone the tax liability is possible.

EXAMPLE SIX

Nancy is the beneficiary of the entire
estate, as specified in Jack's will.

Jack has named his estate as the
beneficiary of his RRSP. Upon Jack’s
death, Nancy and the executor

of Jack’s estate could file a joint
election to deem the $300,000 to be a
refund of premiums. When transferring
this amount to her RRSP, Nancy will
receive an offsetting contribution
receipt as though she’d received the
money directly as a named beneficiary
of the RRSP.
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If the beneficiary of the RRIF is a financially dependent child ot grandchild, the proceeds of

the RRIF still qualify as a designated benefit. This designated benefit is taxable in the hands
of the child, not the deceased annuitant. The proceeds of the RRIF could then be used to
purchase an annuity that must end by the time that child reaches the age of 18.

If the financially dependent child or grandchild is dependent on the deceased annuitant by reason
of physical or mental infirmity, the amount that qualifies as a designated benefit may be rolled
over into the child’s or grandchild’s RRSP or RRIE If the children are not financially dependent,

the entire value of the RRIF will be taxable in the deceased annuitant’s terminal return.

Finally, as with RRSPs, if a RRIF annuitant simply names his or her estate as the beneficiary
of the plan, the amount paid from the RRIF to the estate for the benefit of either the spouse
or common-law partner or the financially dependent child or grandchild can be considered
to have been transferred directly to them. The same treatment outlined in example six
would apply. As with RRSPs, a joint election berween the legal representative of the estate
and the beneficiary must be filed with the CCRA.

Getting advice

Bear in mind thar the situations outlined here are simple summaries of often complex tax
scenarios. All cases should be dealt with on an individual basis, and professional legal and

tax advice should always be obtained when dealing with estates.

The information contained in this publication was obtained or compiled from sources beligved to be reliable;
however AIM Funds Management Inc. cannot represent that it is accurate or complete. The AIM Funds logo
is a trademark of AIM Management Group Inc. and Is used under licence by AIM Funds Management Inc.
The Trimark Investments logo is a trademark of AIM Funds Management Inc.
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EXAMPLE SEVEN

John, age 67, and Ann, age 72, are
husband and wife. Ann has a RRIF
from which she is currently receiving
payments each year. On February 5,
2000, after Ann withdrew the minimum
amount required from the RRiF for 2000,
she died.

If Ann had named John as the successor
annuitant under the RRIF, beginning in
2002 the RRIF payments would simply
continue as before, except they'd be
paid to John, not Ann. On the other
hand, if Ann had designated John as
the beneficiary of her RRIF, the entire
fair market value at February 5, 2001,
would be taxable to John as a designated
benefit, If John didn’t need the income,
he might choose to transfer the amount
into an RRSP instead of a RRIF, maximizing
the amount that can remain tax deferred.
John is abie to do this because he is still
under age 69, the age at which an
RRSP must be collapsed. He would
obtain a contribution receipt for the
amount of the transfer. This amount
wouid offset the income inclusion of
the designated benefit. The result
would be a tax-free rollover from

Ann’s RRIF to John’s RRSP.
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