07Feb19- 63 RRSP-RRIF

RRSPs & RRIFs

It’s that time of year again as advertisers remind us to put money into Registered Retirement Savings Plans (RRSPs) so that we can take advantage of a reduction in income tax.  The deadline for investing in RRSPs that reduce 2006 Income Tax returns is midnight March I.

The pundits and so many so-called experts in advertising will make a strong case to sock away some money into your RRSP.   For the most part, they are right.  Putting money into an RRSP is very attractive if you are filing an income tax return and know that you will be paying income tax.  But there are number of things to consider if you have some ‘extra’ that you are considering putting into an RRSP.  If you are considering borrowing to invest funds into an RRSP be sure you consider all the costs and the benefits.  The best advice I can give you is to speak with a financial advisor – I am not one, so I hope that this article will encourage you and help you decide to make an appointment to get more information and advice.

For those who are unfamiliar with RRSPs, a RRSP is, in simple terms, a place where you can put money or other investments in a registered account that allows assets to grow without income taxation.  These assets can grow by interest earned, dividends, or by capital gains (increase in value).  The income taxation becomes a factor only when you are ready to withdraw it.  Normally this would be at retirement, however, there may also be other possibilities (depending on your plan) such as withdrawals for a Home Buyers Plan or a Lifelong Learning Plan – but they have additional restrictions and a repayment obligation.

One of the arguments that the pundits use to persuade us (and especially newly employed young adults) to invest in an RRSP is the ‘wonder of compounding’.  Consider how a sum of money, say $1000, invested now and growing at an average of 6% a year will double in 12 years (rule of 72: 72/6=12).  Therefore, a 25 year old putting away $1000 into an RRSP now, without any further additions and earning an average of 6% a year, can expect that investment to grow 8 times to $8,000 by age 61!  

But deciding to invest in a RRSP might not be your first priority.  You have to make choices for immediate and short-term needs as well as any considerations for your retirement, which if you’re young seems so far off.  You may have greater priority somewhere else for your money than to be socking it away for ‘retirement’, even if the numbers indicate a good reason for you to invest in an RRSP.  Your family’s needs come first.   It is a God given calling to be a parent and a God given privilege to raise children in a Christian home and to participate in the work of the church in so many different ways.   It demands of us: good stewardship.  So, what do you do to balance your choices?  Here are a few thoughts to keep in mind, when considering whether to put money into a RRSP (and remember my earlier advisory to consult a suitable financial advisor).

· If you have no tax payable on your income in a given year do not contribute to an RRSP.

· Do not contribute to an RRSP if you have credit card balances outstanding and no reserve fund of about 3 months net pay.

· Since contributions to an RRSP are tax deductible, they’ll be more valuable to those with higher incomes.  Using a web-based RRSP calculator* for differing levels of taxable income (the number on which federal and provincial income tax is calculated – line 150) consider the net cost of a $1000 investment into an RRSP in Ontario:

Taxable Income
Savings in Income Tax
Net Cost of $1000 investment
Immediate return on Investment

$20,000
$212
$788
21%

$35,000
$221
$779
22%

$40,000
$312
$688
31%

*www.morningstar.ca/globalhome/rrspcalculator/index.asp

· If you have a mortgage on a longer than 15 year term, you may be better off to use the extra money to pay down your mortgage. 

· For young families with children, an investment in a RESP may be a better and strategic use of money.   The children’s need for College/University education will most likely occur before their parents retire.

· Income level now and at retirement: If your income level is low now, you could be paying less income tax now than if you would invest it in an RRSP and withdraw it when you retire.  In such cases you may be better off investing and growing it without the RRSP advantage in Dividend generating funds.  Experts tell me that dividend income is efficient from a tax point of view.  
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In the year that you turn 69, you must convert your RRSP into a Registered Retirement Income Fund, or buy an annuity, or withdraw it in cash (income tax will be sure to take a chunk of it). Any withdrawals from a RRIF are fully taxable.  If you are on a low income prior to this, the withdrawal to supplement your income may result in a cancellation of the Guaranteed Income Supplement that is given to low-income seniors.  Those with annual retirement incomes above $60,000 should also be aware Old Age Security benefits also begin to be “clawed back” at that level.

Stewardly Tip: It is prudent to set up at least one RRSP for yourself and one for your spouse – especially if you are in a higher tax bracket and even if you only have one income.  You can use Spousal RRSPs to direct funds into your spouse’s RRSP and use it to maximize income tax reduction for the higher taxable income-earning spouse.  Multiple RRSPs are possible but fewer is better to ease your management and to minimize fees.  Consider investing in a Christian cause that offers RRSPs.  Contact CSS to find out which of our partners offer RRSPs.
Readers:  Share your ‘Stewardly Tips’ so that we all can make better use of the resources God has entrusted to us.  Submit your suggestions (by mail to Christian Courier or by email to my address below) and provide your contact information so that we can acknowledge your contribution or ask you for more details. 
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