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Message
|| from the
o Editor

RPI’'s new schedule of seminarsfor 2005/6
isnow available online at www.rpi-ipr.com.

Tax seasonisfast approaching. You might
want to review Malcolm Fletcher’sarticles
related to tax issuesin thelast two editions
of Reflectionswhichyou canfindon RPI's
web site at www.rpi-ipr.com. On page 2,
hetacklestheissue of the Old Age Security
claw back and how those over 65 with
retirement income between $60,806 and
$98,546 can minimize thetax impact.

Jim Nininger, former CEO of the
Conference Board of Canada, offers you
on page 3 the first of his six lessons—
Retirement is a Journey not a
Destination— that emerged from his study
of peoplewho have experienced retirement.

RPIllaunches brand new
Ready to Retire seminar

Getting close to retirement? Then this is the seminar for you.
Takethis half-day seminar and equip yoursdlf withtheknowledge
you need to maximize your entitlements. The presenters will
help you to:

U Pick the best retirement date

U Understand your pension calculation

U Determineif you are eligiblefor buyback of service

U Find out what you need to know about CPPand OAS

U Explorethefinancial and tax implications of your retirement
U Understand how your benefitswork post-retirement.

Seminarswill runin English on June 6, September 6,
November 14, January 9 (2006) and March 6 (2006)
and in French on October 3 and March 7 (2006).

Don't wait. Visit the RPl web site
at www.rpi-ipr.com and sign up now!

Inthisedition we haven't reviewed any new
resources but check out the job opportunity

and the great new half-day Ready to
Retire seminar.

Nancy Conroy, Editor
(Nancy Conroy, President of The Conroy Group
Inc. is creator of LifeScape, a web-based
retirement planning tool.)

Planning to work
In retirement?

RPI is looking for a professional with knowledge and
experiencerelated to superannuation. Thispart timetraining
opportunity would involve sharing your knowledge about
superannuation with our course participants. If you are
interested and want more details, please contact Leon
Touchette at [touchette@rpi-ipr.com.

TheNewsletter of the Retirement Planning Institute

Vol. 8, No. 1, February 2005



http://www.rpi-ipr.com
http://www.rpi-ipr.com
http://www.rpi-ipr.com
mailto:ltouchette@rpi-ipr.com

We wrote about the tax impact of

The Experts Speak........

Scenario B: avoid OAS claw

RRSP contributionsandwithdrawas  back by de-registering RRSP

in the October 2004 edition of
Reflections. That article
recommended thet retireeswho may
face the OAS claw back, consider
de-registration of their RRSP's
before age 65. This month, we
provide someexamples; please note
that the 15% OAS claw back is
effectively a surtax, which in 2005
will be levied on taxable income
between $60,806 and $98,546 (for a
taxpayer whois 65 or older).

Scenario A: conventional
wisdom, dip into RRSP’s last

1. Assume Bob retires at 60, with
taxableincome of $62K (PSSA
and CPP pensions).

2. Duetothe“integration” of PSSA
pensionwith CPP, he anticipates
taxable income of $60K at age
65 (sumof PSSA + CPP+ OAS).
Toavoidthe OAS claw back, he
chooses to leave his $100K
RRSP in place until forced to
draw uponit at age 70. By then,
it will be worth $134K (in
today's dollars, based on a 3%
per year pre-tax real rate of
return)

3. Atage70, hewill thenberequired
to draw about $6,700 ayear from
the plan, which will be taxed at
48% (sum of 33% marginal tax
plus 15% surtax). Thus, hewill
net about $3,484 a year of
additional after-tax income.

early

1. Assumethat Bob'stwinsister Barb

hasthe sameincomeand RRSP, but
decidesto de-register her RRSPin
$20K annual increments between
age 60 and 64, to avoid any OAS
claw back after age 65.

. She pre-pays almost 40% tax on

each$20K de-registration, soisleft
with $12K of after-tax assetseach
year. These after-tax proceeds
($12K X 5 years = $60K) are
invested in equitiesthat benefit from
capita gainsand Canadian dividend
tax treatment, so she earns an
after-tax real rate of return of
2.04% ayear and owns atax-paid
portfolio worth over $69K at age
70 (because she kept saving until
then, asher brother Bob did).

. Thereafter, based on her age and

the size of her portfolio, she can
safely spend $3,450 of tax-paid
funds each year, essentialy the
sameamount as Bob netsfrom his
RRIF.

Advantages of Scenario B over A:

1. Barb isfreeto start spending part

of her tax-paid investment pool
anytime she likes without paying
further tax, due to her decision to
“pre-pay” prior to 65, whereas
brother Bob faces a 48% tax rate
when he dipsinto his RRSP after

Old Age Security (OAS) Claw Back Re-visited:
Saving Tax in Retirement

by Malcolm Fletcher

65, dueto claw back.

2. Upondeath, Bob'sestatewill face
a tax bill on the balance of his
RRIF, whereas Barb's tax-paid
investment pool will face none.

Scenario C: Couple with mix of
defined benefit pension, RRSP,
and tax-paid investments

Aswe' vejust seen, the conventional
wisdom about “leaving RRSP s until
theend” is not always the most tax-
effective strategy. Another situation
that sometimesarisesisacouplewith
several different sources of
retirement income. Assume that
Peter and Paula have just retired at
age 55, with the following finances:

1. Peter receives $50K defined
benefit pension and holds $250K
inhisRRSP,

2. Paula receives $20K defined
benefit pension and has $100K in
her LIRA (alocked-inRRSP); and

3. Thecoupleholds$100K intax-paid
investments.

In such a situation, there are several
tax-based themes for the couple to
explore:

1. Recognizethat Paulawill probably
outlive Peter (based on actuaria
life expectancies). So when he
dies, she will receive a survivor
pension of $25K , whichaong with

...continued on page 4
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Lesson #1:

Dead end. Case closed. End of the
line. Oh, and how about, over thehill.
All common ways of thinking about
retirement. 1'll never forget that great
scene in the Jack Nicholson movie
“About Schmidt”. Schmidt has just
retired and is sitting glumly in his
stripped down office, surrounded by
boxes and boxes of old files—alife's
worth of career artifacts— packed up.
And a few scenes later, we see those
same boxes, stacked up in the aley,
ready for rubbish removal. Thanks
very much Schmidt. Good work. But
timeto clear out and let someone else
move into that office.

You can't hdp but fed for poor old
Schmidt and ask “is this what it's all
about?’ Unfortunately, for too many
peopleretirement isan end game. The
career gets played out, the chess
piecesareall off theboard, and what’s
left is called retirement.

Why do some peopletend tothink this
way? | think there are several
reasons. First of all, it's been a
common practice to spend an entire
career with one employer. When that
employment ends, it can certainly fed
that you're not only finished with a
job but with your life.

And who hasn’'t heard stories of this
person or that person retiring and then
dying a short time later. Pension
statisticsindicatethat “ retire, then die’
is redly a myth. But certainly there
is enough anecdotal evidence to show
that, for some people, retirement
stress hastens death, maybe by
exacerbating existing health problems.

Jim Nininger’s Six Lessons

Retirement is a

Journey, not a Destination

Another reason is simply that
retirement as a social institution is
somewhat new. For a large part of
the last century, life expectancy was
shorter. Andit wasafact that in many
cases, you died not long after
completing work.

Then there are the stereotypes,
supported by media and popular
culture. They may be negative (the
bored golfer with nothing ese to do),
or they may be positive (deiriously
carefree, stralling the surf and sand
at sunset). These images often reflect
a retirement existence that is almost
infantile in its self- absorption and
isolation from thereal world. Likeall
stereotypes, there are e ements of
truth there. But there is also
exaggeration and distortion.

The stereotypical view of retirement
seaems to suggest that, for good or ill,
one's life has somehow come down
tothis. Andyet weall know that life's
kaleidoscopekegps turning: family and
societal matters engage us, financial
issues draw our attention, new
interestsand activitiesarise, thelistis
endless. But what the stereotypes
seem to suggest is: retirement isyour
reward for once having been
productive in the economy, so timeto
scamper off to the adult playpen and
let the socially useful get on with
running things.

Even the word “retire” suggests
withdrawal and pullingback. But from
what? Fromyour life? Interestingly,
in aboriginal cultures the concept of
retirement does not exist.

| think that of all the reasons why
retirement is seen as the end of the
road isthat we too often over-identify
with our jobs. It’'s hard not to. Who
can resist the ego inflation of a title,
good job perks, or simply the
satisfaction of doing a job wdl and
thoroughly and knowing that by doing
it, you're making a difference? The
tough part is accepting that you’ re not
defined by your job.

And why would you want to be? If
you'll permit the use of some old
clichés here...if your life is a book,
would you want it to have only one
chapter? Or if lifeisajourney, should
it have only one stop along the way?

A woman | interviewed for my
retirement study hit the nail on the
head. She had been suffering from
real anxiety. “l was thinking that
retirement was out there like a train
station and it's time to get off. But a
coaching instructor said, ‘you know,
retirement is not a destination. It'sa
milestone on your wholelifejourney.’
This just shifted my thinking. Now |
realize I'm not getting off. What |
amdoingistaking aturnintheroad.”

Andthat’s thefirst lesson | drew from
the people | talked to. Retirement is
not an end in itsdf. It's a transition,
one of many. We transit from
university tothework world, fromthe
single state to marriage, into
parenthood, into variouslifestages. It
helpsif you think about your lifeasa
continuum, rather than chopped up,
compartmentalized.

Retirement ispart of life'sjourney and
not a destination in and of itsdf. It's
just one more transition. Now it's
true that we do manage these
transitions in our lives in different
ways. But that’s another lesson.

Stay tuned for Lesson 2, Get a Life
While You are Sill Working.

Page 3

Voal. 8, No. 1, February 2005



her pensionincomewill put her intoa31% tax bracket
versus the 22% rate she enjoys today on taxable
income up to $34K. Thelocking-inruleswill allow
her to access 6.5% of her plan, so she should take
this $6,500 from the outset, rather than letting her
LIRA grow.

2. Peter projectsabout $54K of PSSA + OAS pension
incomeat 65, sowill haveonly $6,800 of roomto de-
register his RRSP after 65 and avoid the OAS claw
back. Given the size of the plan, he'll want more
income (and at age 70 be forced to take more), sohe
should consider early de-registration of a chunk of
the plan, to reduceitssize. But he should probably
only de-register about 50% to 60% of the plan, given
his $6,800 of room and the fact that Paulawill have
much moreroominthefutureif she outliveshim.

3. Ensure that any fixed income investments are
concentrated within the tax-deferred plans, and that

equity investments (intended to produce tax-
advantaged capital gainsand dividend income) form
the mgjority of the couple sunregistered investments.
If an Ontario resident, Paulaonly faces 4.5% tax on
Canadian source dividends, sothismore conservetive
asset classwould beideal for her unregistered assets.

Conclusion

Asyou preparefor your retirement, be sureto consider
the impact of taxes on your finances! Even if you're
already enjoying retirement, your investment strategies
should also consider the tax themes explored in this
article.

Malcolm Fletcher, CA, CFP, CMC is a financial
planner and Managing Director of RocheBanyan
Inc. in Ottawa. He can be reached at
mfletcher @rochebanyan.ca or 613.842.4229

Reflections is published by the Retirement Planning Institute (RPI).
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Contact Us
Léon L. Touchette, President
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Phone: (613) 749-0009
Fax: (613) 745-5552

Ottawa, ON E-Mail: [touchette@rpi-ipr.com
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