
Retirement savings and other
special income arrangements

Minimal financial requirements for the retirement years are provided by Old Age Security payments
and the Canada Pension plan system. However, maximum payments under these two systems total
around $16 000 per year, an income level that will not provide for the lifestyle most individuals would
like to enjoy during their retirement years. In response to this situation, the Canadian income tax
system contains a number of provisions that encourage the development of various private retirement
savings arrangements to supplement benefits provided under the Canada Pension plan system. These
include

� Registered retirement savings plans (RRSP)
� Registered Pension Plans (RPP)
� Registered retirement income funds(RRIF)
� Deferred profit sharing plans(DSSP)
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Tax deferred savings

There are two basic sources for the investment funds going into retirement savings plans:

1. employers may make contributions to RPP and DPSP
2. employed individuals to RPP or individuals to RRSP

Tax free compounding

The income earned by investments contained in these plans is not taxed until it is withdrawn.
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Contributions

Contributions can be made starting January 1 of each year up to sixty days after the end of the year.

Contribution limit is based on the individual earned income for the previous year. 18%

3



Subject to a limit

Unused RRSP deduction
Unused RRSP deduction room at the end of the preceding year is simply the cumulative total of all of
the amounts determined under the formula for years prior to the current years.
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Examples of RRSP deduction calculations
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Excess contributions

A taxpayer is allowed to make an excess contribution of up to $2 000. if more than a penalty of 1% a
month.

Exercises
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