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B u s i n e s s

B e  c a r e f u l  p u t t i n g  i n v e s t m e n t s  i n  b o t h  n a m e s
Putting an investment or other 

asset into joint names can have un­
expected —  and possibly un­
desirable —  tax results. It all de­
pends on why you are making the 
change.

C.S. and his parents want to 
simplify management of their 
property and minimize both pro­
bate costs and also possible taxes 
at death.

“ My parents, who arc in their 
80s, would like my name to be 
added to the ownership of their 
home,” writes C.S. “ They have an 
up-to-date-will, of which I am ex­
ecutor and beneficiary, but they 
are concerned with present or fu­
ture estate taxes.

“ I own my own home but am 
concerned that if my name is 
added to my parents’ ownership I 
will end up paying capital gains.

“ Is this correct? Would I have 
to live in the home for six months 
to avoid this problem? What is the

best solution to this situation 
without incurring taxes?

“ The questions are simple but 
the answers most likely are not.”

How true. On the surface, it 
does seem fairly basic. You add 
your name to provide joint owner­
ship of a home or perhaps a bank 
account.

On the account you can then 
write a cheque to pay a bill, for 
example, if your parent (spouse, 
sibling, etc.) is away or otherwise 
unable to deal with the matter.

And on all assets when one joint 
tenant dies his or her interest auto­
matically passes outside the estate 
to the remaining joint tenant(s).

But if C.S.’s parents add his 
name to ownership of their home, 
Revenue Canada might consider 
this a gift of one-third of the value 
of the home.

“ Legal ownership and beneficial 
ownership aren’t necessarily re­
lated,” said David Thompson, of

Stocks good for 
kids’ education

by MURRAY OXBY 
Canadian Press

The cost of a university educa­
tion may be skyrocketing, but 
three-year-old Christian Vicere is 
depending on a portfolio of stocks 
and equity mutual funds to keep 
pace.

Christian’s investments are rela­
tively high-risk, but they should 
grow quite nicely over the next 15 
years, says father Angelo Vicere, a 
branch manager at AIC Investment 
Planning in Hamilton.

“ Kids can get into the riskiest 
things because their time horizon 
is so long,” Vicere says. “ That’s 
the key.”

As a group, stocks outperform 
virtually all other investments over 
the long haul, making them ideal 
for saving for a child’s education, 
Vicere says.

Christian will need all the help 
he can get.

The Canadian Scholarship Trust 
Foundation says the average cost 
of attending university last year 
was $8,500, including room and 
board, and it estimates that could 
rise to $24,000 a year by 2010.

An organized savings plan is 
one way of ensuring there will be 
money to help finance junior’s di­
ploma. And there are two ways to 
go — a registered education 
savings plan (RESP), and a non­
registered plan, perhaps like 
Vicere’s.

The big advantage to an RESP 
is that interest accumulates inside 
the plan without being taxed. 
(Contributions to an RESP are not 
tax-deductible, though.)

The interest is taxed when it’s 
withdrawn by the student. But 
most students won’t pay much tax 
on the money because of their low 
income and the breaks they re­
ceive.

The major drawback of an RESP 
is that the interest must be used for 
educational purposes only. If the 
child decides not to take post-sec­
ondary courses, only the principal 
—  the total amount contributed to 
the RESP —  is returned.

“ There’s an element of risk or 
gamble in those plans,” says 
David Gillians, manager of market 
development with Royal Trust in 
Kitchener, Ont.

However, most RESPs can be 
transferred to another person, with 
some restrictions.

The federal government also 
limits the amount of money that 
can be contributed to an RESP to 
$1,500 a year and $31,500 in total 
per beneficiary or student.

There are two general types of 
RESPs —  pooled or “ scholar­
ship” plans, and those offered by 
trust and mutual fund companies.

At Royal Trust, for example, the 
RESP investor picks one or more 
Royal Trust mutual funds. The 
amount of money the beneficiary 
eventually withdraws is determined 
by the size of the contribution and 
its returns, Gillians says.

The process is much more com­
plex at the pooled plans, which in­
clude the Canadian Scholarship 
Trust Foundation and the Heritage 
Scholarship Trust Foundation.

The benefits from these plans 
can vary widely. In general, some­
one who has been enrolled since 
infancy and who takes four years 
of post-secondary courses will 
benefit the most.

The investor buys units in a 
plan, with the cost of a unit de­
pending on the age of the benefici­
ary.

For example, one unit in the 
Canadian Scholarship Trust for a 
newborn child would cost $9.75 a 
month for 18 years, for a total in­
vestment of $2,106, says Don Wil­
lard, vice-president of Toronto-

based CST. The older the child, 
the higher the price of a unit.

“ The earlier you start, the bet­
ter,” Willard says.

Under one CST plan, the princi­
pal is returned in the first year of 
college. The student then receives 
a payment or “ scholarship” in 
each of the following years, to a 
maximum of three scholarships.

CST’s scholarship this year was 
$1,660 per unit, Willard says.

The scholarship each year de­
pends on the size of the invest­
ment pool and the number of units. 
The interest earned by unitholders 
who skip post-secondary education 
is divvied up among the other 
kids.

These firms invest in safe, but 
potentially low-yielding invest­
ments such as treasury bills and 
government bonds.

Vicere says people should con­
sider setting up a non-registered 
plan for the following reasons:
■  Flexibility. “ You can add to it 
as you will,” he says. “ You may 
change your mind and get out.” ' 
You also don’t run the risk of 
losing your money if the child de­
cides college isn’t for him.
■  Higher returns. In the long-term, 
equity funds should provide higher 
returns than the conservative in­
vestments used by the pooled 
RESPs. As the child nears college 
age, your portfolio should be pro­
gressively switched from stocks 
into lower-risk investments.

Vicere warns: “ The key is to in­
vest it wisely. Otherwise you 
would have been better off putting 
it inside the RESP.”
■  Taxes. Non-registered savings 
won’t necessarily be taxed more 
than an RESP.

Interest earned on money given 
to a child by her parents is taxed 
in the parents’ hands. However, 
capital gains — the increase in the 
price of a stock, for instance —  
will be taxed in the child’s hands, 
Vicere says.

He also suggests getting a social 
insurance number for the child, 
which should help with the paper­
work on her investments.
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APPOINTMENT NOTICE

A. (TONY) ROSSI
The appointment of A. (Tony) Rossi 
as Senior Director, Transportation 
Services, is announced by 
P.J. MacDonald, General Manager 
Operations for Canadian National 
Railways in Western Canada.

Rossi began his career with CN in 
1965, and has worked in numerous 
locations including Kamloops, 
Vancouver, Edmonton, Winnipeg 
and Montreal. Most recently, he 
was D istrict Manager of CN’s 
B.C. North District.

In his current position, Rossi is 
responsible for the efficient move­
ment of trains across CN’s Western 
Canada territory, which extends from 
Thunder Bay, Ontario, to the west 
coast. Rossi is based in Edmonton, 
CN’s Western Canada headquarters.

YOUR MONEY
b y  M ik e  G r e n b y

Thorsteinssons, tax lawyers. “ The 
Income Tax Act imposes tax based 
only on beneficial ownership.

“ If an individual is added to the 
legal title of real property where it 
is clear he or she doesn’t have any 
beneficial ownership, then there 
are no income tax consequences, 
though there may be other costs 
involved in the transfer.

“ Revenue Canada’s policy sug­
gests a declaration should be made 
in writing at the time of the trans­
fer to reflect this — that is, stating

the individual holds legal title on 
behalf of the owners.

“ On the other hand, if some­
body receives a beneficial interest 
in property, regardless of whether 
or not the title is changed, that 
normally results in a taxable dis­
position —  even if the beneficial
interest was a gift. The main ex­
ception is a transfer between
spouses, where you can choose 
whether to trigger or defer the
tax.”

If C.S. acquired a beneficial (not

just a legal) interest in the prop­
erty, there would be no immediate 
tax cost if the parents were simply 
disposing of one-third of their 
principal residence.

But the tax clock would start 
ticking for C.S. He already has his 
own principal residence so the 
share in his parents’ place would 
be a capital property and any 
profit he realizes would be taxed.

When dad dies, his share passes 
equally to mum and C.S. Now the 
tax clock is ticking even more 
loudly for C.S., whose investment 
property share has increased. 
When mum dies, the whole place 
belongs to C.S.

If he then sells the place, he’ll 
be taxed on the increases in his 
share of the property value follow­
ing three events: the addition of 
his name as joint tenant, dad’s 
death and mum’s death.

C.S. could defer reporting the 
capital gain if he moved into his

parents’ place and it became his 
principal residence. There’s' ho 
minimum occupancy requirement 
as he’s supposed to declare his 
profit whenever he sells the place. 
However, he could not use his 
principal residence deduction for 
the property for the years in which- 
he didn’t live there.

But all these tax consequences; 
can be avoided with the appro­
priate written declaration 
supporting the intention to transfer, 
only a legal interest.

“ In this case — that is, if  C.S. 
didn’t acquire a beneficial interest 
in the property when his name was 
added to the title — the full gain 
would qualify for the parents’ 
principal residence deduction,” . 
Thompson said.

“ C.S. would acquire a beneficial 
interest in the property when the 
last parent died. His cost o f the 
property for tax purposes would be 
its fair market value at that time.!*

H a r d  s e l l

Jordyn Fancy, 7, of Calgary gets an early lesson in becoming an entrepreneur recently. He spent 
the day trying his best to get passing motorists to stop for a drink of cold Kool-Aid. He managed to 
collect $8.40 for all his hard work.

A L L  E Q U IT Y  F U N D S  
T A L K  G R O W T H .

$ 3 , 0 6 6 , 4 6 8
Total value of investment February 28,1994

Value o f shares acq u ired  th ro u g h  
reinvestm en t o f  d iv idends from  
incom e ($658,127)

Years ended
Apnl 30 1955 85 90 94

(FEBRUARY)

O nly one speaks 
th is eloquently.

Equity funds are best suited for long-term growth. Experienced 
investors know that. But wise investors also know that no other 
m utua l fu n d  so ld  in  Canada can m atch the long-term  perform ance  
o f  Templeton G row th  Fund, Ltd.

As the chart shows, $10,000 invested in Templeton Growth 
Fund, Ltd. on November 29,1954 was worth more than $3,000,000 
on February 28, 1994. That’s the power of Templeton’s investment 
management skills. And if  you have ever wondered about the 
magic of compounding, consider this: the original $10,000 
investment reached $1 million in 32 years. . .  grew to $2 million 
just six years later. . .  and bounded another million dollars in only 
two years!

I f  you’re planning a long-term equity investment, give me a call:

J o h n  R y a n  5 6 3 - 0 4 0 1

Average annual rate of return  to  February 28, 1994:
1 Year 39.6% 10 Years 15.7%
3 Years 23.8% 30 Years 17.7%
5 YeafS 16.2%______  Since Inception 15.7%

The indicated rate of return arc the historical annual 
compounded total rates of return and are not necessarily 
indicative of future performance. They include changes in share 
value and reinvestment of all dividends and do not take into 
account sales, redemption, distribution or optional charges 
payable by any shareholder which may have reduced returns.

Important information about Templeton Growth Fund, Ltd. is 
contained in its simplified prospectus. To obtain a copy call me, 
John Ryan or my assistant Angela Deere at 563-0401. Read it 
carefully before investing. Share value and rates of Investment 
return w ill fluctuate.

m i d l a n d  w a l w y n
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