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The proportion of Canadian taxpayers contributing to an RRSP has been steadily declining in recent years. For the 
2015 tax year, 22.9% of Canadians reported having contributed to an RRSP, down from 29.1% in the year 2000. In 
addition, there has been a marked decline in the proportion of private-sector workers covered by a defined benefit 
pension plan, responsible in part for an overall drop in pension coverage. Although, at least part of the decline in 
the proportion of Canadians contributing to an RRSP is explained by the introduction of the TFSA as an alternative 
tax-sheltered savings vehicle.

A recent retirement survey conducted by HSBC, a large international bank, showed that nearly half of working-age 
Canadians are not saving for retirement. Further, according to the survey, twice as many Canadians are planning to 
help fund their retirement through downsizing or selling their home than the global average.  

It also appears that the average Canadian is more indebted than ever before. At the end of 2016, the ratio of 
household debt to disposable income rose to 167.25%, from around 100% in the year 2000. In other words, on 
average, Canadians owe $1.67 for every $1 of disposable income they earn. 

With this backdrop, many Canadians may not be saving enough to adequately provide for themselves in their old 
age. On the plus side, Registered Retirement Savings Plans (RRSPs) offer Canadians a tax advantaged means of 
saving for their retirement; providing individuals with a considerable degree of choice and flexibility over investment 
options and even special provisions for early withdrawal under the Home Buyers Plan and the Lifelong Learning Plan.

While investing in an RRSP is not the ideal solution for some, for many it presents an attractive choice for those 
hoping to ensure that they are financially secure in their retirement. In this edition of the Canadian Tax Planner we 
will discuss how RRSPs work, what happens when funds are withdrawn, as well as the types of investments that 
are permitted in an RRSP and the options available to a plan holder when their RRSP matures. 

More specifically, we will discuss:
• PART 1: How an RRSP Works
• PART 2: Withdrawing Funds From an RRSP 
• PART 3: What Investments Are Permitted in an RRSP?
• PART 4: What Happens When an RRSP Matures?
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The principal tax advantage associated with an 
RRSP is that taxpayers generally get to deduct 
their RRSP contributions against reported income 
when filing their tax returns. In practice, this means 
that RRSP contributions are not taxed until such 
time as the funds are withdrawn from the plan. 
Further, income earned within an RRSP is usually 
exempt from tax while the funds remain in the plan. 
This is particularly attractive because it means that 
compound growth on investments is not eroded 
by tax on reinvested interest, dividends or principal 
growth generated by RRSP assets. 

Contributing to an RRSP

RRSPs can be set up through a financial institution, 
such as bank, credit union, trust or insurance 
company. When setting up an RRSP, the financial 
institution will open an account and “register” it with 
the government to ensure that it receives special 
tax treatment. 

As we shall see in PART 2, RRSPs can contain a 
wide variety of eligible investments and financial 
institutions are usually able to provide investors 
with a diverse range of choices. Some financial 
institutions will also be able to offer individuals the 
option of opening a self-directed RRSP, whereby 
savers have hands on control over their nest egg, 
making investment decisions themselves. 

When it comes time to file a tax return, those who 
have contributed to an RRSP during the year will 
receive a receipt from the institution where the 
RRSP is held, showing the amounts contributed. 
For paper returns, this receipt should be attached 
to the return. If using NETFILE, it is important to 
keep any receipts in case the CRA asks for them 
at a future date. When completing the tax return, 
RRSP contributions are deducted on line 208 of 
the personal return. 

Calculating RRSP Contribution Room

There is a maximum amount that can be contributed 
to an RRSP in any given tax year, known as the 
RRSP deduction limit, or RRSP contribution room. 
This amount is 18% of earned income for the 
preceding tax year up to a certain maximum, which 
increases each year, indexed for inflation based 
upon average wages and salaries in Canada. For 
the 2017 tax year, the maximum contribution room 
is $26,010. There is no limit to the number of RRSP 
accounts that an individual can have, only a limit on 
the amount that they can contribute in any given tax 
year. 

A typical calculation to determine the specific 
RRSP deduction limit for an individual is as follows 
(note that additional elements may be relevant in 
some specific scenarios).

Determination of “Earned Income”
Income from employment (line 101 of the 
tax return)
Other employment income (line 104)
Income (less loss) from a business carried 
on by the taxpayer
Income (less loss) from a rental property
Taxable support payments received
Canada Pension Plan (CPP) and provincial 
disability pension income
Less deductible support payments made

Earned income

Determination of RRSP Deduction Limit/ 
Contribution Room

18% of earned income (as calculated above)
Less a “pension adjustment”, for participants 
of a registered occupational pension plan
Plus any unused deduction room carried 
forward from a previous year

RRSP contribution room (up to the maximum)

PART 1: How an RRSP Works

Tip! Individuals have until March 1, 2018 to 
make RRSP contributions for the 2017 tax year 
and still receive the deduction.
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As can be seen from the calculation above, 
previously unused RRSP contribution room can 
be carried forward to subsequent years. Unused 
room may be carried forward indefinitely, although 
individuals cannot make RRSP contributions after 
the tax year in which they turn 71 years of age. 

Income from dividends does not constitute earned 
income for the purposes of determining RRSP 
contribution room. As such, a self-employed 
individual who takes remuneration from their 
business in this way may generate little or no 
contribution room for making investments in an 
RRSP. 

A couple of other nuances include taxable and 
deductible support payments being incorporated 
into the calculation of earned income; generally, 
spousal support payments under a written 
agreement or court order are taxable/ deductible, 
whereas child support payments are typically 
not. It is also important to note that any pension 
adjustment amount from a registered occupational 
pension scheme will generally be subtracted from 
the contribution room calculation too. In other 
words, the employer’s pension scheme is using up 
a portion of the RRSP deduction limit for the tax 
year in question. 

Penalties for Over-Contributing

If an individual contributes more than their RRSP 
contribution room for the year (over and above 
any unused room carried forward), they have 

to pay a penalty of 1% per month on the excess 
contributions over $2,000. This penalty must be 
paid within 90 days after the calendar year in order 
to avoid further late-filing penalties and interest. 

Spousal RRSPs

An individual can contribute funds to the RRSP of 
their spouse or common-law partner and claim a 
deduction on their own tax return. However, making 
contributions to the RRSP of a spouse uses up 
the contribution room of the contributing spouse, 
not that of the recipient. That means that the total 
RRSP contribution cannot be greater than the sum 
of the amount that an individual contributes to their 
own RRSP and that of their spouse or common-law 
partner. An individual can continue to make spousal 
RRSP contributions until the end of the tax year in 
which the recipient spouse turns 71 years of age. 

If the recipient spouse decides to make a withdrawal 
from their spousal RRSP, the income will be taxed 
in their hands, unless the funds are withdrawn 
too soon after the contribution is made. If funds 
are withdrawn within 3 years of a contribution 
to a spouse’s RRSP, the lesser of the amount 
withdrawn and the spousal RRSP contributions 
made will be taxed as income of the spouse that 
made the contributions. In other words, the income 
will be attributed back to the contributing spouse. 
So, if John makes a contribution to Janet’s RRSP in 
January 2017, Janet will have to wait until January 
2020 to make a withdrawal to avoid the income 
being attributed back to John.  
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Tip! While it is helpful to understand how to 
calculate RRSP contribution room, the amount 
is provided on the Notice of Assessment 
for the preceding tax year. It can also be 
accessed online through CRA My Account, 
CRA Represent a Client, or by calling the CRA 
directly. Although, many financial professionals 
recommend that taxpayers double check the 
amount provided by the government to make 
sure that it is correct.  

Tip! The CRA can waive the penalties for 
over-contributing if the taxpayer asks the CRA 
in writing. The taxpayer must explain why the 
excess contributions were due to reasonable 
error and how they are working on withdrawing 
the excess contributions. Copies of RRSP 
statements demonstrating that the issue has 
been corrected and any other correspondence 
showing it to be an honest mistake may also 
help.
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Tip! A spousal RRSP is particularly helpful 
when one spouse earns significantly more 
than the other spouse. The spouse with the 
higher income pays a higher marginal tax rate 
and so obtains a greater benefit from making a 
deduction for the spousal RRSP contributions. 

Situations Where an RRSP May Not Be 
Appropriate

There are a number of situations where it may 
be beneficial to avoid using an RRSP in favour 
of an alternative savings vehicle, some common 
examples are as follows.

1. Individuals just starting out in their careers 
may have lower incomes and as a result pay 
relatively low marginal tax rates. As such, they 
may be better served by saving their RRSP 
contribution room until later in their careers 
when the deduction would likely result in 
increased tax savings. 

2. Those that are expecting to withdraw the funds 
soon may be better served by opening a tax-
free savings account (TFSA). Under the TFSA, 
withdrawing funds does not result in loss of 
contribution room; although they would need 
to wait until the following tax year to re-deposit 
the amount withdrawn. Further, since a TFSA is 
funded with after-tax cash, there is no income 
inclusion associated with taking funds out of 
the plan.

3. Seniors who are receiving income tested 
benefits such as Old Age Security (OAS) or 
Guaranteed Income Supplement (GIS) may 
have their benefits eroded by the additional 

income being drawn from registered plans in 
retirement. When planning for retirement, it is 
important that individuals consider the impact 
that RRSP withdrawals may have on their 
income sensitive benefits.  

4. Individuals who primarily receive their income 
in the form of dividends may not have much 
earned income for the purposes of calculating 
their RRSP deduction limit. As such, they will 
need to seek other means of providing for  
themselves in their retirement.

Recent Developments – Investment 
Management Fees

In November 2016, the CRA released a Technical 
Interpretation in which they concluded that 
investment management fees represent a liability 
of the registered plan and as such should be paid 
with funds from the plan. The rationale being that 
by paying the fees outside the plan, the holder is 
receiving an additional advantage i.e. the compound 
growth is fully tax sheltered and not being eroded by 
management fees. From January 1, 2018, the CRA 
will require all investment management fees to be 
paid out of the plan, or the plan holder will be taxed 
100% of the amount of investment management 
fees paid.

Tip! When determining whether to remunerate 
an owner-manager shareholder using a salary or 
dividend, the impact on the ability to contribute 
to one’s RRSP should be considered, amongst 
other factors.
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It is possible to withdraw funds from an RRSP at 
any time. While the funds may be accessed at the 
discretion of the saver, there are some negative 
tax consequences of doing so, especially if they 
are withdrawn before retirement (except when 
participating in one of two programs, which we 
discuss in the next section).

• Funds withdrawn from an RRSP generally 
result in a full income inclusion in the year 
that they are withdrawn. Typically, individuals 
have higher earnings during their working lives 
than they do during their retirement. For most 
individuals, this means that funds withdrawn 
while working attract a higher marginal tax rate 
than funds withdrawn following retirement. 

• Once funds are withdrawn from an RRSP, the 
associated contribution room is permanently 
lost. This means that the individual loses the tax 
deferral on the amount withdrawn.

• Funds withdrawn from an RRSP are subject 
to withholding taxes at the time the amount is 
withdrawn. The withholding tax rates (except for 
in Quebec) are 10% for withdrawals between 
$0 and $5,000, 20% for withdrawals between 
$5,001 and $15,000 and 30% for any amount 
exceeding $15,000. Note that the withdrawal 
amount will be included in taxable income, 
so when the tax return is filed, there may be 
additional taxes to pay, or a refund due to the 
taxpayer, as actual taxes owing will likely differ 
from the amount withheld.

• Funds withdrawn from an RRSP are not 
benefiting from tax sheltered compound 
growth.

There are two programs for which there is special tax 
treatment on withdrawals, the Home Buyers’ Plan 
and the Lifelong Learning Program. Participants 
under either of these programs do not have to pay 
withholding tax or report an income inclusion on 
their tax returns for the amount withdrawn. Further, 

the RRSP contribution room is not lost by making 
a withdrawal.

Home Buyers’ Program (HBP)

Under the HBP, an individual can withdraw up to 
$25,000 from their RRSP to help them purchase a 
home. In order to qualify, the individual must meet 
the following criteria:

• Be a first-time home buyer; 

• Enter into a contract to buy or build a qualifying 
home for themselves or for a related person 
with a disability;

• Designate the home as a principal residence no 
longer than a year after purchasing or building 
the home;

• Be a resident of Canada; and

• Make all the withdrawals within the same 
calendar year.

If the home is being purchased by a couple, each 
spouse or common-law partner can withdraw funds 
from their RRSP under the plan, provided that they 
meet the criteria. As such, a couple could withdraw 
up to $50,000 to help purchase a home under the 
plan.

Individuals that withdraw funds under the program 
are required to pay them back starting in the 
second year after the year in which the funds were 
withdrawn from the RRSP. Participants of the 
scheme generally have 15 years to pay back the 
amount withdrawn, where the minimum repayment 
is 1/15th of the amount withdrawn each year. 
Repayments do not affect an individual’s RRSP 
deduction limit.
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PART 2: Withdrawing Funds From an RRSP
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Tip!  It is important to make sure to report 
repayments to the RRSP under the Home 
Buyer’s Program. If payments to the RRSP are 
not designated as HBP repayments, the CRA 
will add the minimum required repayment to 
the individual’s taxable income and the RRSP 
contribution room will be lost. This designation 
can be made by completing Schedule 7 when 
filing a personal tax return.

Lifelong Learning Program (LLP)

Under the Lifelong Learning Program, individuals 
can generally withdraw up to $10,000 per year to 
a maximum of $20,000 from their RRSP to help 
fund full-time education for the plan holder or their 
spouse. Funds cannot be used to pay for a child’s 
post-secondary education; that is the purpose of 
the Registered Education Savings Plan (RESP). 

Individuals with a disability may qualify under a part-
time educational program.

Like the HBP, the LLP must be repaid. Participants 
under the scheme generally have 10 years to pay 
back the amount and are required to make minimum 
repayments of 1/10th of the amount withdrawn 
each year.

Individuals are required to start making repayments 
60 days following the fifth year after their first LLP 
withdrawal or when they cease to be in full-time 
education, whichever is sooner. As with the HBP, 
it is important to designate repayments under the 
LLP by completing Schedule 7 of the personal tax 
return to avoid an income inclusion for the minimum 
repayment amount and the resulting loss of RRSP 
contribution room.

As discussed, there is a considerable degree of 
flexibility as to the types of investments than be held 
in an RRSP. Qualified investments may include:

• Cash, GICs and other deposits (can be 
denominated in Canadian or foreign currency);

• Most securities listed on a designated stock 
exchange by the Department of Finance 
(www.fin.gc.ca/act/fim-imf/dse-bvd-eng.asp), 
including shares of corporations, warrants and 
options and units of exchange-traded funds 
and real estate investment trusts;

• Mutual funds and segregated funds;

• Canada Savings Bonds and provincial savings 
bonds;

• Debt obligations of a corporation listed on a 
designated stock exchange, such as bonds 
and debentures;

• Debt obligations that have an investment grade 
rating (instruments with a low risk of default i.e. 
those with an S&P credit rating of AAA to BBB 
or Moody’s rating of Aaa – Baa); and

• Insured mortgages.

While the Income Tax Act and Regulations dictate 
the types of investments that are permitted, RRSP 
administrators may have additional policies limiting 
the type of investments that may be held. While 
the list of qualified investments is not exhaustive, 
investors have a wide range of choices available 
to them and, if they so choose, can exercise an 
considerable degree of control over their portfolio 
through a self-directed RRSP.

Non-Qualified Investments

If an RRSP acquires a non-qualified investment, or 
an investment becomes a non-qualified investment, 
the plan holder is subject to a 50% tax of the fair 

PART 3: What Investments Are Permitted in an RRSP?
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PART 4: What Happens When an RRSP Matures?

Individuals can mature their RRSP at any time, but 
must do so by December 31st of the year in which 
they turn age 71. Upon maturity, there are three 
available options:

1. De-register the RRSP and receive a cash lump-
sum payment;

2. Convert the RRSP to a Registered Retirement 
Income Fund (RRIF); or

3. Purchase an annuity.

In most cases, receiving a lump-sum cash payment 
is inappropriate unless the RRSP is particularly 
small, since the funds will be fully taxable as income 
in the year received and will likely attract a high 
marginal rate of tax. 

Converting the RRSP to a RRIF will provide the 
taxpayer with the greatest degree of flexibility over 
their retirement savings. A RRIF retains the tax 

deferred status of the RRSP, such that the assets 
held within the RRIF are sheltered from tax until 
the funds are withdrawn. Further, the investments 
held in the RRSP can be transferred directly into 
the RRIF account. The key difference between 
an RRSP and a RRIF is that the plan holder is 
required to make minimum annual withdrawals from 
the RRIF account. The minimum withdrawal factor 
(proportion of plan assets that must be withdrawn) 
is determined based upon the age of the plan 
holder; the older the plan holder, the higher the 
minimum withdrawal factor. 

Upon maturity of their RRSP, individuals also 
have the option of purchasing an annuity from 
an insurance company. An annuity provides a 
guaranteed income stream to the individual, either 
for the remainder of their life, or for a fixed term. 
Deciding which type of annuity to purchase can 
be complicated as there are numerous options 

market value of the property at the time it was 
acquired or becomes non-qualified. This tax must 
be paid by June 30th of the following year. However, 
the tax can be refunded in certain situations; 
generally, where the investment is disposed of 
before the end of the calendar year after the year in 
which the tax arose. All or part of the tax may also 
be waived by the CRA in situations where it can be 
shown that a reasonable error was made in good 
faith.

Prohibited Investments

In addition, taxpayers cannot hold prohibited 
investments in their RRSPs. These are generally 
investments where the holder of the plan is 
closely connected. More specifically, a share of a 
corporation is a prohibited investment if the plan 
holder:

• Does not deal at arm’s length with the 
corporation; or 

• Is a specified shareholder (generally a taxpayer 
that owns 10% or more of any class of shares 
of a corporation).

As with non-qualified investments, a 50% tax on 
the prohibited investments would be payable. In 
addition, a tax of 100% of all income or gains earned 
on the prohibited investment would be levied. 

Given the strict penalties associated with non-
compliance, it is important to ensure that all 
investments held within the RRSP are on-side. 
Generally, financial institutions work to ensure that 
the investments being offered qualify. However, 
individuals should exercise caution when building 
their RRSP portfolios and consider whether 
investments sit unambiguously in the qualified 
list. One potential risk may be that an investment 
that was previously compliant falls off-side due 
to an adverse change in credit rating on a debt 
instrument, for example.
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CONCLUSION

to choose from. The annuity income that will be 
received for a given amount of initial investment 
depends upon various factors, such as the life 
expectancy of the plan holder, their age, sex and 
rates of interest at the time of purchase. Income 
from an annuity purchased with funds received 
following the maturity of an RRSP is fully taxable to 
the individual in the year it is received.

The decision as to how and when to proceed with 
the maturity of an RRSP is complicated and multi-
faceted. As such, we will discuss the various issues 
and the details of how RRIFs and annuities operate 
in the next edition (Spring 2018) of our sister 
publication, the Canadian Financial Planner.

For many individuals looking to provide for themselves in retirement, an RRSP provides an attractive tax efficient 
means of saving, since it provides plan holders with a tax deduction in the amount of their RRSP contributions, up 
to their RRSP deduction limit. Further, RRSPs shelter income on assets held within the plan from tax, until such time 
as the funds are withdrawn. Nevertheless, RRSPs are not appropriate for everyone. Individuals with low marginal tax 
rates, or those who may be concerned about the potential impact of RRSP withdrawals on their income sensitive old 
age benefits may be better suited to other savings vehicles. 


