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WHERE PERSPECTIVES COMNMNECT

Tax workers, not retirees
Those who depend on interest income hit with

highest tax rates

Jonathan Chevreau
Financial Post

Friday, February 10, 2006

Despite the alarming fall in corporate
pension coverage, Canadians haven't
compensated by increasing retirement
saving. Half of us are still not saving in
RRSPs or Registered Pension Plans,
Statistics Canada reported Tuesday.
Cumulative unused RRSP contribution
room quadrupled between 1992 and
2004.

Meanwhile, financial planners see more
retirees carrying large debt loads, and

an AXA Retirement Scope survey finds

58% of Canadians expect to work past
65.

An AXA survey released this week
found 75% of us believe the solution
to these problems is to lower the tax
burden on retirees. "Many people
expect pension reform to occur and
feel the retired should be taxed at a
lower rate than the working," says AXA
Canada's Lise Allard.

That's a view I've long harboured
privately. It may be something the
new Conservative government might
consider putting on its agenda.

AXA found Canadians far-sighted in
preparing for retirement: 78% of
workers have started to save, up 8%
from a year ago. For most of us, it
takes almost a third of a century to
save enough out of incomes that are
among the mostly highly taxed in the
western world.

Ottawa-based certified financial
planner Marc Lamontagne says
Statistics Canada doesn't include non-
registered savings or rental properties
in its figures "so in theory people are

http://www.canada.com/components/print.aspx ?id=be86901a-0648-4a0e-a9¢c5-752¢33b59...

MORE COLUMNS BY THIS WRITER

:: You say RFP, I say CFP ... O~

:: Diversify outside of stock markets

:: CFP has become designation of choice
:: Sit tight with park-and-pay portfolio
:: Tory tax proposals likely to pass

:: Client-focused strategy winner for financial
duo

:: Six tips for RRSP season [~

:: Tories explain their tax plans

:: Trust or dividend: a two-tier tax plan
:: Global rebalancing should be underway O+
:: A two-tier system, but not like America's
:: Parties dangling tax carrots

:: RESPs come with strings =

:: I predict this forecast will be a waste of
time 0O~

:: Resolutions to invest by

:: Still time to gift wrap a university
education O~

:: TD cedes ETF field to Barclays

:: Gift wrap a few tax savings

:: A cure for holiday debt hangover D=

:: Pension crisis about to explode D=+

:: Barclays ETF distributions raise eyebrows
:: The tax man cometh: If you owe money,
Paul DioGuardi can keep you out of jail O
:: Retired but still in debt O

:: Bonds hold key to minimizing effect of
losses

:: Risk by any other name is loss O

:: Mutual fund galas sell the sizzle O~

:: How the dividend tax cuts affect you

:: Books paint grim picture of U.S. 'empire’
:: Up for a scrap with CRA? O~

:: Many leaks in these tax shelters

:: Clients often overestimate risk tolerance
:: The art of low-cost investing O

:: Still reasons to go global

:: Tax cuts just smoke and mirrors O

:: Computers give degree of separation

:: 'Double trouble' for some on retirement
front

:: Advisors' families should be set free O
:: Life-cycle funds back on the circuit

:: Outing 'closet’ index funds

:: Have you hugged an index today? D=

:: Investing's Stockholm Syndrome D=

Pagelof3

Friday » February
10 » 2006

2/10/2006



Print Story - canada.com network

saving more than reported." Recent
gains in house prices and the stock
market have made people feel richer,
lulling them into saving less,
Lamontagne says. This is called the
Ricardian theory.

But there is also a shift in how
Canadians approach retirement
planning.

"We are no longer saving a fixed
percentage of our income throughout
our life time," Lamontagne says.

"Instead we are putting off saving till
later in life." That means waiting until
mortgages are paid off and major
consumer items acquired. Then we
"save like crazy in the last 15 years
before retirement. It is amazing how
many clients hire me around the age
of 45."

Rather than target some giant future number, (like $1-million or $2-million), the Bank of
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Montreal finds Canadians think more in terms of a monthly target income: $3,500 on

average.

Winnipeg-based CFP Valerie Chatain-White says the range is $3,000 to $6,000,
depending how lavish a lifestyle is desired. But more seniors resort to debt to reach that
number.

"Years ago Canadians were excellent savers and had very little debt in retirement,"
Chatain-White says. "Last year I noticed that due to low interest rates more people are
entering the retirement phase in debt."

That's counter to the traditional planning pillar that all debt should be eliminated before
ending work. That included mortgages, but today seniors view homes as one more source
of emergency cash, whether via home equity lines of credit or reverse mortgages. The
cash generated by the latter is tax-free but at the expense of home equity ultimately
denied your heirs.

Working longer and saving more is one remedy. But even if we succeed in the late push
to save, in retirement we'll encounter the same merciless tax levels as when working.
When I filed taxes for my now deceased mother I was amazed at the tax drubbing she
was subject to on a modest half teacher pension, the usual government pensions and
modest amounts of investment income. The latter was mostly from bank GICs, which
attracted the same high level of tax as the pension income.

Tax rates are lower for dividends or capital gains but most retirees don't want stock-
market risk. They shouldn't be punished by higher tax on interest income than on stocks.

Under the Liberals, the hope of cutting taxes on interest or pension income would have
been dim. From my initial chats with Conservative MPs like Monte Solberg and Garth
Turner, it's clear the new government may be more receptive to these issues as the Baby
Boom generation starts retiring.

The new government is of course constrained by election promises. Lower capital gains
taxes may help some but not retirees with interest income. What would help would be the
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registered lifetime savings plan (RLSP) the Tories floated in the 2004 campaign. Similar
to America's Roth plans or the C.D. Howe Institute's proposal for tax prepaid savings
plans, RLSPs would generate tax-free income in retirement: ideal for interest-bearing
investments.

That's a far cry from the RRIFs most RRSPs become after age 69: the tax savings RRSP
investors enjoyed while working come back to bite retirees as they withdraw highly taxed
RRIF income. Nor would RLSPs trigger Old Age Security clawbacks, which is also a
concern for retirees with non-registered dividend income. Under the new dividend tax
regime, higher "gross-ups" on dividends mean retirees are subject to higher levels of OAS
clawbacks than before.

Memo to new federal Finance Minister Jim Flaherty: if you want ageing urban Baby
Boomers to vote Tory, tax them less in retirement. The RLSP is a great place to start.
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