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Estate planning is about taking care of 
the people you leave behind and doing 

so in the best possible way. One valuable 
and powerful tool for estate planning is 
the “testamentary trust.” 

A testamentary trust is laid out in your 
will and takes effect after your death. 
Through the trust, you can appoint a per-
son or institution to manage the assets on 
behalf of the beneficiaries you name. This 
might be desirable if your beneficiaries are 
too young or inexperienced to manage the 
assets themselves. Testamentary trusts can 
also help reduce the taxes payable on the 
income that your assets generate.

Income splitting with a trust. For tax 
purposes, a testamentary trust is treated as 
a separate individual. Each testamentary 
trust is taxed at the graduated rates which 
apply to a person. For instance, the first 
$35,000 or so of income gets taxed at the 
lowest rate and the next $35,000 at the 
middle rate. However, testamentary trusts 
can’t claim the basic personal credit.

Imagine that you leave a large amount 
of money to your adult son without the 
use of a trust. Since the inheritance would 
become his property, your son would  
have to report any investment earnings 
from that inheritance on top of his other 
income. This might push him into a  
higher tax bracket. 

But establishing a trust, in addition to 
leaving him money directly, creates two 
taxpayers, each one paying tax on the first 
$35,000 at the lowest tax rate. This can 
offer substantial savings, especially if  
several trusts cover several beneficiaries.

Retain control. Testamentary trusts are 
also attractive because they allow some 
control over what happens to your assets 
after you pass away. In providing for the 
trust, your will appoints a trustee to dis-
tribute your assets under the conditions 
you see fit. Here are just a few examples of 
how you might use a testamentary trust:

• To give the trustee maximum flexi-
bility. A discretionary trust enables the 
trustee to determine distributions. For 
example, the trustee might make distribu-
tions low enough to ensure that a physi-
cally or mentally disabled beneficiary con-
tinues to qualify for government benefits.

• To distribute the assets gradually. A 
staged distribution trust gradually distrib-
utes money to an heir who may not be 
able to handle a large sum responsibly. 

• To encourage desirable behaviour. 
An incentive trust rewards beneficiaries for 
meeting certain goals, such as completing 
a university degree.

• To preserve assets for another gener-
ation. Trusts are often used to provide 
income for life to a surviving spouse, 
while preserving the trust capital for  
children from a prior marriage.

• To hold insurance proceeds for a 
minor child. A child below the age of 
majority cannot receive life insurance pay-
outs. But if your will provides for it, the 
insurance money can be paid into a trust 
for the child’s benefit and administered by 
the trustee you appoint, under your terms. 

Because testamentary trusts are poten-
tially complex, it’s highly advisable to seek 
professional advice in this area. n
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Guard against  
identity theft

IDENTITY THEFT IS one of the fastest-
growing white-collar crimes in North 
America. Typically, identity thieves steal 
your personal information and apply for 
credit cards and loans in your name. By 
checking your credit report periodically, 
you can guard against identity theft. 

Your credit report is like a report card 
of your financial history. It shows your 
personal information, outstanding loans, 
credit cards, and payment history. 
Lenders rely on that file when consider-
ing your application for a loan or credit 
card. The report also lists the organiza-
tions that have checked your file over 
the past three years.

Checking your report. Canada has 
two credit reporting agencies: Equifax 
and TransUnion. They’re required to 
provide a free credit report and let you 
correct errors.

To get a free report, you must mail  
in a completed request form. Get the 
Equifax form at www.equifax.ca or call  
1-800-465-7166. The TransUnion form  
is at www.transunion.ca or call 1-866-
525-0262. Each company offers a faster 
online report for about $15.

Review carefully. Equifax and 
TransUnion collect information from the 
organizations you deal with, but they 
don’t verify it. If you find errors in your 
report, you can correct it by providing 
information to Equifax or TransUnion. 

By checking your credit report  
periodically, you can make sure that 
someone else has not applied for a loan 
in your name and you can also investi-
gate any unauthorized enquiries. n


