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What's New in Taxation for 2012?
With our 2011 Income Tax Returns filed and put away our thoughts naturally turn to taxes!

2012 Income Tax Brackets

There is still plenty of time to manage some aspects of your taxable income for 2012.  So, let's take a 
look at what the different income tax brackets look like this year.  It is worth a look at how the different 
types of investment income are taxed and what the consequences of that are.

This table shows us some rather interesting things.  Below a taxable income of $39,020 the tax rate 
on dividend income is actually negative.  Dividends remain the least taxed form of income up to a 
taxable income of $80,963, above which capital gains become the most attractive type of income.  
The government of Ontario added a new tax bracket for 2012 for those with taxable incomes above 
$500,000.  The marginal tax rate in that bracket will increase by another 1.56% in 2013 to a combined 
rate of 49.53%.

2012 Ontario Income TaxTax Rates
Capital After-tax Retention of Income

Taxable Federal Prov.Combined Gains Dividend Capital
Income Rate Rate Rate Rate Rate Interest Gains Dividends

$10,822+ 15% 5.05% 20.05% 10.03% -0.19% $79.95 $89.98 $100.19
$39,020+ 15% 9.15% 24.15% 12.08% 3.77% $75.85 $87.93 $96.23
$42,707+ 22% 9.15% 31.15% 15.58% 13.43% $68.85 $84.43 $86.57
$68,719+ 22% 10.98% 32.98% 16.49% 14.19% $67.02 $83.51 $85.81
$78,043+ 22% 13.39% 35.39% 17.70% 17.52% $64.61 $82.31 $82.48
$80,963+ 22% 17.41% 39.41% 19.71% 19.88% $60.59 $80.30 $80.12
$85,414+ 26% 17.41% 43.41% 21.71% 25.40% $56.59 $78.30 $74.60

$132,406+ 29% 17.41% 46.41% 23.21% 29.54% $53.59 $76.80 $70.46
$500,000+ 29% 18.97% 47.97% 23.99% 31.69% $52.03 $76.02 $68.31



It is also important to realize that only $0.50 of each dollar of capital gains is counted towards taxable 
income while each dollar of dividends adds $1.38 to taxable income, but brings with it the dividend tax 
credit.  

Recipients of Old Age Security (OAS) effectively face at 15% higher tax rate than the combined rate 
shown in the table on their 2012 income between $69,562 and $112,771.  This is a result of the 
“Clawback” of OAS benefits for higher income individuals.  For every dollar of taxable income above 
$69,562 an OAS recipient must repay $0.15.  The full $6,481.44 of OAS would be repaid under this 
mechanism once taxable income exceeds $112,771.  

For investors in the OAS “Clawback” zone, each additional dollar of taxable income means the 
repayment of $0.15 of OAS.  In turn this means that each dollar of capital gains results in the 
repayment of only $0.075 of OAS while each dollar of dividends results in the repayment of $0.207 of 
OAS.  Given this reality, suitable investments that pay income in the form of capital gains rather than 
interest or dividends are particularly attractive for OAS recipients with taxable incomes between 
$69,562 and $112,771.

Old Age Security Age of Eligibility

In recognition of longer life expectancies and the need on the part of individuals to fund longer 
retirements by working longer and contributing longer to retirement savings programs, the federal 
government is raising the age of eligibility for Old Age Security (OAS) and the Guaranteed Income 
Supplement (GIS) gradually from 65 to 67, starting in April 2023, with full implementation by January 
2029.  This means that anyone born before 31 March 1958 will be unaffected by the change in the 
age of eligibility.  Anyone born on or after 1 February 1962 will become eligible for OAS/GIS at age 
67.  Those born between these two dates can determine their age of eligibility from the table below.

OAS/GIS Age of Eligibility by Date of Birth

Year of Birth 1958 1959 1960 1961 1962

Month of Birth OAS/GIS Eligibility Age

Jan 65 65 + 5 mo 65+ 11 mo 66 + 5 mo 66 + 11 mo

Feb-Mar 65 65 + 6 mo 66 66 + 6 mo 67

Apr-May 65 + 1 mo 65 + 7 mo 66 + 1 mo 66 + 7 mo 67

Jun-Jul 65 + 2 mo 65 + 8 mo 66 + 2 mo 66 + 8 mo 67

Aug-Sep 65 + 3 mo 65 + 9 mo 66 + 3 mo 66 + 9 mo 67

Oct-Nov 65 + 4 mo 65 + 10 mo 66 + 4 mo 66 + 10 mo 67

Dec 65 + 5 mo 65 + 11 mo 66 + 5 mo 66 + 11 mo 67

Old Age Security Enrolment

At present, those eligible to receive OAS/GIS benefits must apply to do so.  Failure to apply means 
potentially losing out on OAS payments since the government will only pay retroactive payments back 
to your 65th birthday up to a maximum of 11 months (plus the month of application).  In the 2012 



budget, the government announced that it would phase-in between 2013 and 2016 a “proactive   
enrolment regime” that would eliminate the need for many seniors to apply for OAS/GIS.

Old Age Security Deferment

Canadians are living longer and may need or prefer to work longer and as a result, the government is 
modifying the OAS program to provide the option for individuals to work longer, defer OAS and 
receive higher retirement benefits.  As a result, beginning on 1 July 2013, the changes provide that 
you will be allowed to voluntarily defer taking your OAS pension, for up to five years, and receive a 
higher annual pension as a result.  As with the new CPP deferral system, benefits will be increased 
by 0.6% for each month benefits are deferred.  An eligible recipient who chooses to defer their 
benefits by the maximum five years would see their annual benefits increased by 36% (from 
$6,481.44 to $8,814.76 in 2012 dollars).  

Working Around the Clawback

For individuals who would be subject to having their OAS benefits “clawed back”, because their 
incomes are higher as the result of collecting employment income after age 65, the new deferment 
regime could be quite attractive.  Rather than have benefits clawed back at, say age 65 or 66, a 
person could elect to defer receiving OAS until a later year.  This would avoid having benefits “clawed 
back” and would permanently increase OAS benefits once they are started.

For those who expect to be subject to having their OAS benefits fully “clawed back”, because their 
retirement income will be sufficiently high, there is no downside to electing to defer OAS benefits.  
Since someone in this position is effectively not receiving OAS, electing to defer it creates future 
planning opportunities.  By changing the nature of some of their investment income, people in this 
situation might become eligible for at least part of the higher OAS benefits they would be entitled to 
through the deferral mechanism.  For example, this would provide a window of time to replace 
dividend income with capital gains, resulting in a lowering of taxable income.

Another situation that would make it beneficial to consider deferring the receipt of OAS benefits would 
be where one has a considerable amount of unrealized capital gains that are likely to be realized in 
the near future, resulting in the full “claw back” of OAS benefits that year.  By electing to defer 
benefits for even that year, one would effectively trade in benefits that would not have been received 
anyway for higher benefits for the rest of one's life.

For those considering the strategic deferral of OAS benefits, it should be remembered that deferrals 
have to be arranged in advance and only apply to those turning 65.  Those already collecting OAS 
benefits are not eligible to elect to defer those benefits.

If you have any questions concerning these tax changes or strategies, please feel free to call or e-
mail me at Graham.Tench@nbf.ca.
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