systematic

TAX & ESTATE BULLETIN

withdrawal plan

ta

estate

InfoService

Realized capital gains and losses

Each systematic withdrawal is considered a redemption of
units. A capital gain or loss is calculated as the difference
between the total proceeds received (i.e., the systematic pay-
ment) and the average cost for the units redeemed. For mutu-
al fund unitholders, an estimate of the capital gain (loss) is
reported on their account statements on a semi-annual basis.
The capital gain (loss) will be calculated for seg fund contract-
holders and reported on a T3 supplementary slip.

Average cost

The average cost per unit at redemption is the total cost at
which all units were purchased before the redemption,
divided by the total number of units outstanding at that
time. The average cost per unit will not change as a result of
redemptions. However, the average cost will change when
additional purchases are made, including those purchases
that are made from reinvested distributions received from a
mutual fund. Unlike mutual funds, seg funds do not pay
distributions. The seg fund allocates income and capital
gains (losses) to the contractholder. This results in an
increase (decrease) to the adjusted cost base (ACB) of the
seg fund units to ensure that these amounts are not taxed
again on a withdrawal from the contract.

Many investors have systematic withdrawal plans that enable
them to receive payments from their accounts on a regular
basis. We are often asked questions about the tax treatment of
these plans, so we are providing the following information for
the benefit of investors with non-registered plans.

Distributions and allocations

Any income and capital gains distributed by a mutual fund
or allocated by a seg fund have tax implications for the
investor (seg funds can also allocate capital losses). These
amounts must be included in the taxpayer’s return in the
year of distribution or allocation.

The income portion may comprise a combination of inter-
est, Canadian dividends and foreign non-business income.
Interest will be taxed as ordinary income at the full tax rate.
Canadian dividends will be eligible for the dividend tax
credit and the foreign non-business income may have a for-
eign tax credit attached to it. The distribution for mutual
funds and/or allocation for seg funds may also have a capital
gains component, which represents the gains realized by the
fund through the sale of some of its holdings.

The taxpayer must include 66-2/3 per cent of the realized
capital gain on a disposition and the capital gain (or loss for
a seg fund) received by distribution or allocation in income.




Example

The example on the next page illustrates the effect that
redemptions, reinvested distributions and additional unit
purchases have on the average cost of the units.

In the example, the unitholder purchases 2,500 units at
$10 per unit at the beginning of year one and elects to
withdraw $500 per month from the account. Each redemp-
tion in the first year therefore has proceeds of $500 and an
average cost of $10 per unit. The number of units
redeemed each month will change as the market value
changes. Similarly, the realized capital gain will change
each month as the market value changes.

At the end of the first year, the unitholder receives a distri-
bution of $1 per unit on each unit then outstanding and
reinvests the distribution in new units of the fund. The cost
of each new unit is $10.20 — the market value per unit
immediately following the distribution. When the cost of the
new units is combined with the cost of the old units, the
new average cost of all units in the account becomes $10.02.

Redemptions in the second year use the $10.02 average
cost to calculate realized capital gains until the unitholder
makes a new purchase of units in the fifth month at the
market price of $10.70. This new purchase causes the aver-
age cost to rise to $10.25 when the cost of all the units is
averaged together. Subsequent redemptions during the
remainder of the second year use this new average cost to
calculate capital gains. At the end of the year, the distribu-
tion and reinvestment again results in a change in the aver-
age cost to $10.26.

In summary, in each of the two years, the unitholder has
withdrawn $6,000, realized capital gains of $360.27 and
$380.82 respectively, and received a return on original
invested capital of $5,639.73 in year one and $5,619.18 in
year two. The distributions of $1,936.02 and $2,506.86
comprise capital gains and income.

RRIFs

If the systematic withdrawal plan account is registered as a
Registered Retirement Income Fund (RRIF) account, this
model does not apply. Any withdrawals from a mutual
fund or seg fund within an RRIF are fully taxed as ordinary
income in the year received. Any distributions or alloca-
tions received by the RRIF are not taxed if left in the
account as a reinvestment, but once withdrawn are fully
taxed as ordinary income.

Unitholders are required to withdraw a minimum amount
from their RRIF accounts each year (excluding the year the
RRIF is established) based on a formula outlined in the
Income Tax Act. All amounts withdrawn from an RRIF
beyond the established minimum are subject to withhold-
ing tax deductions.

In all systemic withdrawl plans, if the payments are larger
than the amount the fund is earning, your account will
eventually run out of money. All specific cases should be
dealt with on an individual basis and professional tax
advice should be obtained.

This Taxation Bulletin has been prepared with the
assistance of the Chartered Accounting firm of

Ell ERNST & YOUNG

Have a tax or estate planning question?

Call us at 1.800.874.6275 or e-mail infoservice@aimfunds.ca
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AIM Funds Management Inc.

5140 Yonge Street, Suite 900
Toronto, Ontario M2N 6X7

Telephone:

416.590.9855 or 1.800.874.6275
Facsimile:

416.590.9868 or 1.800.631.7008
infoservice@aimfunds.ca

www.aimfunds.ca
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