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Life events: Leaving a job

Financial checklist

Leaving a job, whether by choice or due to an involuntary lay-off or shutdown,
may mean a change in your current and ongoing personal and financial
situation. Your advisor can help with strategies and advice for balancing

your priorities, goals and obligations. Take this opportunity to consider these
factors and ask your advisor the following questions:

Should I be seeking legal advice?

What payments am | entitled to from my former employer and how can
those payments be received?

Am 1 entitled to receive Employment Insurance (EI)?

What happens to my Group RRSP?

What happens to my company pension?

What happens to my group health and insurance benefits?
What happens to my company stock options?

Will 1 need to reconsider my investment plan?

Termination and severance pay

When you leave your job, you may receive a termination and/or severance
pay. When your departure is involuntary every jurisdiction stipulates how
much notice you must receive. Commonly, the company will pay you in lieu of
actually working through the notice period. This termination pay is considered
employment income for tax purposes.

You may also be entitled to severance pay which is payment in recognition of
service, seniority, etc. Currently, only the federal jurisdiction and Ontario have
statutory minimum severance requirements. In other jurisdictions, severance
is dealt with under common law based on precedent. As a common law issue,
the exact amount of severance you are entitled to will be determined by the
particular nature of your employment arrangement and circumstances of
your departure. Your payments can have tax implications so it is important

to understand the choices you may have about when and how to take your
severance.

Employment law is a provincial/territorial concern so the rules vary across
the country but some general statements can be made. The timing of your
severance payment may be important. When lump-sum severance payments
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are made, your employer is required to withhold up to
30% in tax (for payments over $15,000). You will also
be subject to any additional tax up to your Marginal
Tax Rate which could be about 45%. Therefore, if you
are leaving a job near the end of the year, you might
ask your employer to defer the actual payment to the
subsequent year, thereby deferring the additional tax
until the next tax year.

Retiring allowance

Aretiring allowance is a payment from your employer
either in recognition of long service or as a payment
due to involuntary job loss. Retiring allowances
include severance pay and unused sick leave

credits but do not include unused vacation pay

or termination pay (in lieu of your notice period).
Ordinarily, income received from an employer must
be included in income in the year received. However,
if money received meets the definition of a retiring
allowance you may be able to postpone paying taxes
on that income. The rules are quite specific but, in
general, for each year or part year of service prior

to 1996, you can transfer $2,000 into an RRSP with

no immediate tax consequences. You can transfer a
further $1,500 per year of service prior to 1989 when
you were not part of a pension plan. You should speak
to your advisor or accountant to determine if you are
eligible to use the roll over This transfer can certainly
help save some taxes. The money you can roll over is
not subject to any withholding tax either.

Using your severance

Severance can be extremely helpful to get you
through a time when you do not have other income.
Finding a suitable new job may take more time than
you think and it is comforting to know that bills

will be paid and family finances and savings will
not be strained. However, you may find yourselfin
the fortunate position that you will be receiving

a severance payment but have already lined up
another job. In this case, the payments can be

thought of as somewhat of a ‘windfall” and available
for personal use. Using the money to buy a new

car, take a nice vacation, or doing that renovation
you've been putting off can be very satisfying options.
However, you certainly need to sit down and consider
the implications. Although not as exciting, topping

up your emergency fund or catching up on missed
RRSP contributions may be more prudent. You should
speak to your advisor to determine what is the best
use of your severance package.

Changing careers

Many people who find themselves out of work and
with time on their hands, but money in their pockets
due to layoff, start thinking about a career change. If
you weren’t happy with the direction your career was
taking, this can be your opportunity to move into a
field you are more interested in. Quite often this may
mean retraining or further education. In addition

to your severance package there are a number of
other sources of funding to help you make a career
transition. Your financial advisor can provide you
with assistance in this transitional period by helping
you with a new budget, and if required, the best way
to draw on savings.

Here are some resources you should consider if you
are thinking about a career change:

The lifelong learning plan (LLP)

The LLP is a way to draw on your RRSP savings

to fund a full-time return to school. As with the
Homebuyer’s Plan, this enables either you or your
spouse to essentially borrow from yourself by
withdrawing funds from your RRSP(s) and paying it
back at a later date.

Career counseling and skills assistance

The federal government and many provinces provide
counseling services to those looking to change
careers and provide information about training and
educational programs as well as funding assistance.
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