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Quarterly tax instalments

What are they and when am | required to make them?

If you earn taxable income year after year that has no tax
withheld or has insufficient tax withheld, you may have to pay
tax instalments. For example, this may occur if you receive
rental, interest, dividend, capital gains or self-employment
income. To help in understanding why and when this may apply,
this article discusses tax instalments for individuals and the
conditions where you’re required to make tax instalments. This
article does not discuss corporate tax instalments.

What are tax instalments?

Instalments are periodic income

tax payments that are paid to the
Canada Revenue Agency (CRA)
every quarter. The due dates are
March 15, June 15, September 15 and
December 15. If the due date falls on
the weekend or a public holiday, your
payment will still be considered to be
made on time if it’s made by the next
business day. You may be subject to
interest and potentially a penalty

if you do not make your instalment
payments on time.

The instalments are credited towards
your actual tax liability for the year.
If your instalment payments are
insufficient to cover your actual tax
liability, you will need to pay the
difference by April 30 of the following
year. If your instalment payments are
greater than your actual tax liability,

the CRA will refund you the difference.

When you are required to
make tax instalments?

The CRA requires you to pay tax
instalments if your net tax owing (i.e.
the amount of tax due after you file
your tax return) is more than $3,000
(81,800 for Quebec residents):

e Inthe current tax year; and

e Ineither of the two preceding tax
years.

When this occurs, the CRA may request
that you make instalment payments
based on the projected tax owing.

For example, if your net tax owing
for 2021 and either 2020 or 2019

is more than $3,000 (or $1,800 in
Quebec), you may have to make tax
instalments during 2021.

Residents of Quebec

If you're a resident of Quebec, a limit
of $1,800 applies. The CRA collects
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income tax through tax instalments for federal purposes
and on behalf of all provinces and territories, except for
Quebec. As such, in addition to making tax instalments
to the CRA, Quebec residents may be required to make
tax instalments to Revenu Quebec. Revenu Quebec

will send you reminders if they require you to make tax
instalments. The rest of this article focuses on the CRA
instalment requirements.

Calculating your instalment payments

The CRA mails instalment reminders in February (for
instalments to be paid in March and June) and August (for
instalments to be paid in September and December). These
reminders suggest an amount to pay and provide you with
payment options and deadlines for making the payments.

Even if the CRA sends instalment reminders to you in
the current tax year, keep in mind that you don’t have to
make instalment payments during the year if your net
tax owing for the current tax year will be $3,000 ($1,800
for Quebec residents) or less. Further, you can choose
to calculate your instalment payments based on any of
following three options:

e The no-calculation option;
e The prior-year option; or

e The current-year option.

The instalment reminders sent to you from the CRA are
based on the no-calculation option. If you make instalment
payments under the no-calculation option — that is, you
pay the amounts on the instalment reminders — the CRA
will not charge instalment interest or a penalty, even if the
total of the payments is less than your actual tax liability.

If, instead, you choose to calculate your tax instalment
using the prior-year or current-year option and the total
instalment payments you make end up being less than your
actual tax liability, you may be subject to instalment interest
and potentially penalty charges. Any instalment interest
and penalty charges that apply will appear on your current
tax year Notice of Assessment or Notice of Reassessment.

Should 1 just make the instalment payments
suggested by the CRA?

If your income, deductions and credits stay about the
same from year to year, then the no-calculation method
may be best for you, and you may want to simply pay

the suggested amount indicated by the CRA on the
instalment reminders. However, if your current-year
income, deductions and credits are significantly different
from year to year, you may want to consider the other
two instalment options. The other two options may allow
you to better match your instalment payments with your

If your income, deductions and credits
stay about the same from year to year,
then the no-calculation method may be
best for you, and you may want to simply
pay the suggested amount indicated by
the CRA on the instalment reminders.

actual tax liability so you don’t overpay or end up with a
large amount of tax owing at the end of the year.

Choosing between the prior-year option or current-
year option

If your income, deductions and credits for the current tax
year will be similar to your amount from the prior year

but significantly differ from two years prior, you may want
to use the prior-year option. In choosing this option, you
should obtain a tax estimate of your current-year taxes
payable from a qualified tax advisor, as this will be helpful
to ensure this option is the best for your current situation.

If your income, deductions and credits for the current tax
year will be significantly different from those in the two
previous tax years, you may want to use the current-year
option. Again in choosing this option, you should obtain a
tax estimate from a qualified tax advisor.

Example

During the last few years, Richard earned rental income
from a property he purchased, and early this year, he
realized capital gains from disposing of it. The rental
income resulted in net tax owing during the years the
property was held. This year, Richard expects a tax refund
since he had sufficient tax withheld from his employment
income and he made a large RRSP contribution to offset
the taxable capital gain and the small amount of net rental
income earned.

Because the CRA uses the no-calculation option, Richard’s
instalment reminders are based on the previous two
years’ tax liability. Since Richard is confident he’ll receive
a refund this year, and thus not owe more than $3,000,

he concludes he doesn’t need to pay the amount on the
instalment reminders.

Richard decides to ignore the CRA instalment reminders.
Assuming he’s correct and he does not owe more than
$3,000 on his current-year tax return, he’s right to ignore
the instalment reminders. However, if he’s wrong and it
turns out that his net tax owing is higher than the amount
he estimated, he may be subject to instalment interest and
penalty charges.
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How can 1 reduce or eliminate my
instalments?

You may want to reduce the amount of your instalment
requirements, or eliminate the need for them completely.
This can be done by requesting tax withholding or by
increasing the amount of tax currently being withheld in
certain circumstances.

For example, you can request tax withholding or increase
it for old age security or Canada Pension Plan benefits by
contacting Service Canada. You can also have additional
tax withheld from employment income, pension benefits or
registered retirement savings such as RRIFs and LIFs.

Keep in mind that income tax cannot be withheld on
certain types of income, such as self-employment,
investment and rental income, and capital gains.

Specials rules for farmers, fishers and
deceased persons

Instalments for farmers and fishers

Different rules apply if your main source of income is
self-employment income from farming or fishing. If this is
the case, generally, instalments are required where the
following two conditions are met:

e Your tax owing for the current tax year is more than
$3,000 ($1,800 for residents of Quebec); and

e Your tax owing for both of the previous two tax years was
more than $3,000 ($1,800 for residents of Quebec).

Instalments for deceased persons

If an individual who has to pay tax by instalments passes
away, instalment payments due on or after the date of
death do not have to be paid.

If you receive an instalment reminder
from the CRA or Revenu Quebec, speak
with a qualified tax advisor to determine
if you should make the payment or pay a
different amount.

Conclusion

If you receive an instalment reminder from the CRA or
Revenu Quebec, speak with a qualified tax advisor to
determine if you should make the payment or pay a
different amount. Even if you're not currently required to
make instalment payments, you may want to review your
situation with a qualified tax advisor to ensure you do not
have to make instalments in the future. A review of your
situation may be appropriate if your income has changed
significantly in a given year.

This article may contain several strategies, not all of which
will apply to your particular financial circumstances.

The information in this article is not intended to provide
legal, tax or insurance advice. To ensure that your own
circumstances have been properly considered and that
action is taken based on the latest information available,
you should obtain professional advice from a qualified tax,
legal and/or insurance advisor before acting on any of the
information in this article.



4| RBC Wealth Management

Wealth
N Management
RBCH

This document has been prepared for use by the RBC Wealth Management member companies, RBC Dominion Securities Inc. (RBC DS)*, RBC Phillips, Hager & North
Investment Counsel Inc. (RBC PH&N IC), RBC Global Asset Management Inc. (RBC GAM), Royal Trust Corporation of Canada and The Royal Trust Company (collectively,
the “Companies”) and their affiliates, RBC Direct Investing Inc. (RBC DI)*, RBC Wealth Management Financial Services Inc. (RBC WMFS) and Royal Mutual Funds Inc.
(RMFI). *Member-Canadian Investor Protection Fund. Each of the Companies, their affiliates and the Royal Bank of Canada are separate corporate entities which are
affiliated. “RBC advisor” refers to Private Bankers who are employees of Royal Bank of Canada and mutual fund representatives of RMFI, Investment Counsellors who are
employees of RBC PH&N IC, Senior Trust Advisors and Trust Officers who are employees of The Royal Trust Company or Royal Trust Corporation of Canada, or Investment
Advisors who are employees of RBC DS. In Quebec, financial planning services are provided by RMFI or RBC WMFS and each is licensed as a financial services firm in that
province. In the rest of Canada, financial planning services are available through RMFI, Royal Trust Corporation of Canada, The Royal Trust Company, or RBC DS. Estate and
trust services are provided by Royal Trust Corporation of Canada and The Royal Trust Company. If specific products or services are not offered by one of the Companies
or RMFI, clients may request a referral to another RBC partner. Insurance products are offered through RBC Wealth Management Financial Services Inc., a subsidiary of
RBC Dominion Securities Inc. When providing life insurance products in all provinces except Quebec, Investment Advisors are acting as Insurance Representatives of RBC
Wealth Management Financial Services Inc. In Quebec, Investment Advisors are acting as Financial Security Advisors of RBC Wealth Management Financial Services Inc.
RBC Wealth Management Financial Services Inc. is licensed as a financial services firm in the province of Quebec. The strategies, advice and technical content in this
publication are provided for the general guidance and benefit of our clients, based on information believed to be accurate and complete, but we cannot guarantee its
accuracy or completeness. This publication is not intended as nor does it constitute tax or legal advice. Readers should consult a qualified legal, tax or other professional
advisor when planning to implement a strategy. This will ensure that their individual circumstances have been considered properly and that action is taken on the latest
available information. Interest rates, market conditions, tax rules, and other investment factors are subject to change. This information is not investment advice and should
only be used in conjunction with a discussion with your RBC advisor. None of the Companies, RMFI, RBC WMFS, RBC DI, Royal Bank of Canada or any of its affiliates or any
other person accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or the information contained herein. ®/™ Registered
trademarks of Royal Bank of Canada. Used under licence. © 2021 Royal Bank of Canada. All rights reserved. NAVO085 (08/21)



