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Pensions Part 4 — Group RRSPs

This article is the final part of a four-part series on employer retirement plans. Due to the complexity and

variety of employer retirement plans, instead of one lengthy article, we have broken down the content into four

separate articles: Defined Benfit (DB) Registered Pension Plans, Defined Contribution (DC) Registered Pension

Plans, Deferred Profit Sharing Plans (DPSPs) and Group RRSPs. In all the articles, the term “pension plan” refers

to an employer-sponsored retirement plan — not a government pension plan like Canada Pension Plan (CPP) or

Quebec Pension Plan (QPP).

This article gives a detailed overview of how Group RRSPs work.

A metaphor that is sometimes used for retirement
planning is the three-legged stool — that is, your
retirement income sources can be thought of as

the legs of a three-legged stool. In order to have a
financially secure retirement, all three legs of the
stool should be sturdy enough to keep the stool
upright. The three legs of the retirement income stool
are:

» Government income sources
(e.g., CPP/QPP and Old Age Security (OAS))

» Employer retirement plans or pensions

» Personal savings
(registered and non-registered savings)

(Note that in some cases, you may have adequate
personal savings or an adequate employer pension
to have a financially secure retirement even though
one or two of the other legs are not significant
contributors).

This series of articles is intended to provide you with
information on the employer retirement plans leg of
the retirement income stool.

Due to pension legislation being different among the
various provinces and territories and due to each
pension plan having its own unique terms, there may
be situations where the information in the articles
will not apply to a specific employer retirement

plan. Therefore, it is imperative that you consult
your employer’s pension administrator for final
confirmation on any questions you may have on your
employer retirement plan.

What is a Group RRSP?

A group RRSP is a non-locked in RRSP that is
established by an employer for a group of employees.
It is not governed by provincial or federal pension
legislation. Group RRSPs are subject to all the rules
including contribution limits that apply to regular
non-locked in RRSPs, although the employer may
impose certain restrictions on the Group RRSP. For
example, the employer may state that the Group RRSP
cannot be set up as a spousal RRSP or that Group
RRSP funds cannot be transferred to your own RRSP
at a financial institution when you terminate your
employment or retire.

RBC Wealth Management




The employer generally selects the investment manager(s) for

the Group RRSP but the investment manager(s) provides various
investment options from which each employee can choose. In certain
circumstances it may be possible for funds in a Group RRSP to be
invested by the employee’s own investment advisor.

Group RRSPs are cost-effective and easier to administer, from the
employer’s perspective, than DB and DC RPPs since Group RRSPs do
not require provincial or federal pension registration. In addition, most
employees understand the concept of a Group RRSP whereas greater
education can be required for RPPs, which are more complex.

Contributions

Both the employer and the employee can contribute to a Group RRSP
up to a combined total of the employee’s RRSP contribution limit for
the year. The RRSP maximum contribution limit for 2012 is $22,970.
Contributions are not mandatory for either the employer or the
employee but if they make contributions they will vest immediately.

Taxation Issues

If an employee makes contributions to a Group RRSP these contributions
are made directly from their regular earnings. If an employer makes
contributions to the Group RRSP these contributions are considered
employment income to the employee and are reported on the employee’s
T4 slip. However, the employee will receive a contribution receipt for
their employer’s contribution, as well as their own effectively offsetting
any income inclusion. The employer is not required to withhold income
tax from employee or employer contributions to the Group RRSP but
CPP/QPP and EI deductions are still applicable.

Pension Adjustment

Contributions to a Group RRSP will generate an RRSP contribution
receipt for the employee, whether the contributions are made by the
employer or the employee. However, neither contribution will generate
a Pension Adjustment.

If employees intend to maximize their annual RRSP deduction room,
they must consider Group RRSP contributions that were made by
both employer and themselves during the current year to determine
how much they can top-up their RRSP without over-contributing. The
total amount contributed to group RRSPs reduces how much can be
contributed to an individual RRSP dollar for dollar.
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Options at Termination or Retirement

When the employee retires or terminates their employment, the funds
in the Group RRSP are generally transferred on a tax-deferred basis to
a regular non-locked in RRSP or RRIF at their own financial institution.
This transfer does not affect the employee’s unused RRSP contribution
room. Alternatively, the employee could use the Group RRSP funds

to purchase a life annuity or make a cash withdrawal, subject to full
taxation at marginal tax rates.

Survivor Benefits

\ ¢

The survivor benefits options for a group RRSP are identical to those for

When the employee retires or aregular non-locked in RRSP. The options are:
terminates their employment, » Funds can be rolled over on a tax-deferred basis to a surviving spouse’s
the funds in the Group RRSP are or financially dependent disabled child or disabled grandchild’s own
generally transferred on a tax- RRSP or RRIF.
deferred basis to a regular non- » Funds can be used to purchase a life annuity.
locked in RRSP or RRIF? » If the beneficiary of the Group RRSP is a financially dependent

minor child or grandchild then the Group RRSP funds can be used to

* purchase a term to age 18 annuity for the minor child or grandchild.

In this case, the Group RRSP funds are not taxable to the deceased
employee’s estate at the time the annuity is set up but the annuity
payments will be taxable to the minor child/grandchild in the year
they are received.

» Funds can be rolled-over on a tax-deferred basis to a registered
disability savings plan (RDSP) held for a child or grandchild of any age
who is financially dependent on the deceased because of physical or
mental infirmity.

» If the beneficiary is not a spouse or financially dependent child or
grandchild, the funds in the Group RRSP at the time of the annuitant’s
death would be fully taxable as income on the deceased’s terminal
tax return.

» Please contact us for more information.

This document has been prepared for use by the RBC Wealth Management member companies, RBC Dominion Securities Inc. (RBC DS)*, RBC Phillips, Hager & North Investment Counsel Inc. (RBC PH&N IC), RBC Global
Asset Management Inc. (RBC GAM), Royal Trust Corporation of Canada and The Royal Trust Company (collectively, the “Companies”) and their affiliates, RBC Direct Investing Inc. (RBC DI) *, RBC Wealth Management
Financial Services Inc. (RBC WM FS) and Royal Mutual Funds Inc. (RMFI). Each of the Companies, their affiliates and the Royal Bank of Canada are separate corporate entities which are affiliated. *Members-Canadian
Investor Protection Fund. “RBC advisor” refers to Private Bankers who are employees of Royal Bank of Canada and licensed representatives of RMFI, Investment Counsellors who are employees of RBC PH&N IC and the
private client division of RBC GAM, Senior Trust Advisors and Trust Officers who are employees of The Royal Trust Company or Royal Trust Corporation of Canada, or Investment Advisors who are employees of RBC DS.
In Quebec, financial planning services are provided by RMFI or RBC WM FS and each is licensed as a financial services firm in that province. In the rest of Canada, financial planning services are available through RMFI,
Royal Trust Corporation of Canada, The Royal Trust Company, or RBC DS. Estate and trust services are provided by Royal Trust Corporation of Canada and The Royal Trust Company. If specific products or services are
not offered by one of the Companies or RMFI, clients may request a referral to another RBC partner. Insurance products are offered through RBC WM FS, a subsidiary of RBC DS. When providing life insurance products
in all provinces except Quebec, Investment Advisors are acting as Insurance Representatives of RBC WM FS. In Quebec, Investment Advisors are acting as Financial Security Advisors of RBC WM FS. The strategies,
advice and technical content in this publication are provided for the general guidance and benefit of our clients, based on information believed to be accurate and complete, but we cannot guarantee its accuracy or
completeness. This publication is not intended as nor does it constitute tax or legal advice. Readers should consult a qualified legal, tax or other professional advisor when planning to implement a strategy. This will
ensure that their individual circumstances have been considered properly and that action is taken on the latest available information. Interest rates, market conditions, tax rules, and other investment factors are
subject to change. This information is not investment advice and should only be used in conjunction with a discussion with your RBC advisor. None of the Companies, RMFI, RBC WM FS, RBC DI, Royal Bank of Canada
or any of its affiliates or any other person accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or the information contained herein. ® Registered trademarks of Royal
Bank of Canada. Used under license. © 2012 Royal Bank of Canada. All rights reserved. NAV0040 (06/2012)



