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In 2010, the Board of Directors of the Canadian Institute of Actuaries requested that a task force 
be formed to prepare a discussion paper on the role of individual savings and financial literacy in 
supporting the retirement goals of Canadians. 

This paper will begin by defining “individual savings” in the context of the Canadian retirement 
income system. We will address the risks and obstacles that can impede retirement saving. We 
will then describe the specific challenges facing middle-income Canadians. 

The goal of the Canadian retirement income system is twofold: to eliminate senior poverty and to 
provide an avenue for individuals to maintain their standard of living after retirement. The 
government-sponsored retirement programs (Old Age Security and Guaranteed Income Security) 
are generally targeted to the first goal, while C/QPP (Canada and Québec Pension Plans), 
employer-sponsored pension plans and individual savings (particularly registered savings) are 
avenues to satisfy the second goal.   

Canadians are fortunate to benefit from a retirement income/savings system consisting of three 
pillars that are better balanced than in other parts of the world. As well, there are numerous 
financial products geared towards accumulating assets, and subsequently converting those assets 
into retirement income. However, this multiplicity of programs and options is complex, and can 
create confusion among individuals, especially those with average or below-average income 
levels, since access to financial advice may be limited. An overarching theme of this report is 
that improved financial literacy is essential to ensuring that Canadians have an effective savings 
program for retirement. 

If you have any questions or comments regarding this discussion paper, please contact Paul 
Reaburn at his CIA Online Directory address, paulr@dion-durrell.com.  

 

PR 
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INTRODUCTION 
In 2010, the Board of Directors of the Canadian Institute of Actuaries requested that a task force 
be formed to prepare a discussion paper on the role of individual savings and financial literacy in 
supporting the retirement goals of Canadians. 

This paper will begin by defining “individual savings” in the context of the Canadian retirement 
income system. We will address the risks and obstacles that can impede retirement saving. We 
will then describe the specific challenges facing middle-income Canadians—defined here as 
individuals earning an amount between the yearly maximum pensionable earnings (YMPE) and 
approximately two to three times that amount—saving for retirement. In 2011, the YMPE is 
$48,300. 

INDIVIDUAL RETIREMENT SAVINGS IN CANADA 
The goal of the Canadian retirement income system is twofold: to eliminate senior poverty and to 
provide an avenue for individuals to maintain their standard of living after retirement. The 
government-sponsored retirement programs (Old Age Security and Guaranteed Income Security) 
are generally targeted to the first goal, while C/QPP (Canada and Québec Pension Plans), 
employer-sponsored pension plans and individual savings (particularly registered savings) are 
avenues to satisfy the second goal.   

Individual savings can be broken down into four general categories: 

1. Individual tax-sheltered retirement savings—Registered Retirement Savings Plans 
(RRSPs) and Tax-free Savings Accounts (TFSAs); 

2. Voluntary contributions to group-sponsored defined contribution-style pension plans*; 
3. Individual non-registered savings (financial, business equity and non-primary real estate 

investments); and 
4. Primary housing wealth. 

* Voluntary contributions to group-sponsored plans are included in our definition of individual 
savings, since they could equivalently be made to other vehicles such as RRSPs. The savings 
vehicle does not change the source or purpose of these amounts. 

Both the media and emerging published research suggest that working Canadians wish to 
maintain their standard of living after retirement but warn that, unless things change fairly soon, 
a growing proportion of future Canadians will be unable to do so.   

OBSTACLES THAT IMPEDE SAVING 
A number of significant obstacles have been identified that could impede the ability of 
Canadians to adequately save for retirement. 

The basic questions to begin developing a retirement plan are: 

• How much income do I need in retirement? 
• How much will be provided through government programs or employer-sponsored plans, 

and how much will need to come from individual savings? 
• How much will I need to save, and how do I develop a plan for saving that amount? 

Each of these questions is riddled with challenges. The first depends on retirement expectations 
and the household’s standard of living. In appendix 1, we have provided a basic framework by 
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which individuals can estimate the amount necessary to maintain a certain standard of living in 
retirement. 

Understanding Retirement Income Sources 
A major obstacle in answering the second question is that people do not understand their 
retirement income sources1

Human behaviour can present another obstacle to achieving greater financial literacy. There is a 
tendency to gravitate towards instant gratification, as opposed to making sacrifices to provide for 
an uncertain future. This has been referred to as a “high personal discount rate”—people tend to 

; therefore, building a retirement plan that integrates the various 
sources becomes a challenge. Periodically taking an inventory of financial retirement income 
sources is a suggested solution to overcoming this challenge. Understanding eligibility for, and 
amounts receivable from, government programs would also assist in this regard. 

Lack of Financial Literacy 
Another leading and related obstacle is a general lack of financial literacy. In its report issued in 
February 2011, the Task Force on Financial Literacy that was appointed by the Government of 
Canada defined “financial literacy” as “having the knowledge, skills and confidence to make 
responsible financial decisions”. Lack of financial literacy can be overcome in two ways: by 
Canadians educating themselves better on financial matters, or by relying on financial experts’ 
knowledge. Both of these solutions, though, may present their own challenges. 

It is not immediately obvious how Canadians can best educate themselves on financial matters. 
A formal education program within our teaching institutions would be useful, but would also be 
too late for those no longer in the education system. Self-study is an option, but the average 
Canadian would likely find it difficult to obtain sufficient information. They would also need to 
be able to discern between objective information and that generated as part of a promotional or 
sales process. Comprehensive information may be hard to come by—in many cases, the material 
is focused on a specific savings vehicle, and not on the overall saving process itself. 

Third Party Financial Advice 
Third party financial advice is available, through financial planners and financial advisors. There 
can be many different ways to distinguish between “planners” and “advisors”, so we offer the 
following definitions for the purposes of this report. A financial planner is somebody who 
provides information on a fee-for-service basis. However, there is a limited supply of financial 
planners, and their services may not be affordable for Canadians with below-average wealth. 
Financial advisors, compensated through the sale of financial products, are more commonplace. 
However, it is not always easy for individuals to find an advisor appropriate for their needs, and 
there is no obvious process for doing so. Some advisors may gravitate towards higher-income 
clients, leaving those with lower incomes or smaller asset accumulations with fewer options, 
simply because servicing these clients may not be cost-effective for the advisor. As well, 
advisors may tend to favour promoting the specific products (e.g., mutual funds, insurance 
products) that they are licensed to sell. An effective means by which to deliver lower-cost 
products and expertise to this market would be beneficial. 

Human Behaviour 

                                                 
1 “Spending and Investing in Retirement – Is There a Strategy?” (Sondergeld and Greenwald, 2006). 
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place a much higher value on current consumption in comparison to deferred consumption. Some 
of the possible reasons why this attitude seems to prevail when saving for retirement include: 

• Working Canadians face important and necessary expenses that take precedence over 
future unknown expenses; 

• Consumerism creates an environment where spending is emphasized over saving; 
• As discussed earlier, the lack of formal financial education means many individuals do 

not sufficiently appreciate the value of saving or the long-term implications of not saving; 
• Inadequate access to financial advisors; and 
• Saving for retirement could be daunting owing to the amounts required to be saved, and 

the process necessary to begin saving, such as choosing the appropriate investments. 

Complicating this is the natural life cycle of a family unit, and the related societal trends. In the 
early years of this cycle, effective saving may simply not be possible, for a number of reasons: 

• Low income levels; 
• Stress on budgets due to raising children, including the pressure to save for education; 
• Desire to purchase a home, which generates mortgage costs, resulting from peer pressure 

and other factors; and 
• Pay raises not keeping up with added debt levels. 

It is understood that, the longer funds are invested, the larger they can be expected to grow; 
however, starting to save at an early age may not be practical for the reasons given above. If 
individual saving is to be done, therefore, there needs to be a savings program in place when 
funds are available to be saved.  

Demographic Trends 
It should also be noted that individuals are tending to enter the workforce later than previous 
generations, primarily due to the desire to pursue a college or university education. In addition, 
many people are having children later in life. Both of these trends can have a negative impact on 
savings—in the former case, due to both the existence of student loans and the deferral of 
income earning years; in the latter case, due to the desire to maintain the same lifestyle that 
existed before children arrived. Counteracting this to some extent is the ability of individuals to 
work longer, due to improved life expectancy, better health, and, for some of them, an interest in 
continuing work. All of these trends suggest that the timeframe to start saving, and the timeframe 
to retire, are moving targets.  

Determining an Actionable Plan For The Individual 
However, even if an individual appreciates the value of saving, it is challenging to convert that 
into specific actionable items.  

Setting an asset goal is a complex process. The determination of retirement income needs is not 
straightforward, and it is not immediately obvious how this can be translated into a savings 
target. Even among experts, there is no consensus on the level of savings necessary to provide an 
adequate income during retirement. Part of the reason for this is that each situation is unique, and 
current education is not geared towards customization.  

This lack of a definition creates confusion, and as a result, many individuals simply do not bother 
developing a savings plan at all. In addition, the impact of debt is often not fully understood. 
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At the end of the day, the right answer is often unique to the individual, which makes it 
impossible to find a one-size-fits-all solution. As a result, it is not surprising to learn that, 
according to the results of a Standard Life–Ipsos Reid survey issued in January 2011, 41 percent 
of Canadian adults are uncertain as to whether their current savings levels will be adequate in 
retirement. 

Possible Solutions 
There is no quick fix to overcoming these obstacles. Some ideas that should be considered are: 

• Programs to increase financial literacy should be developed and distributed. This can be 
accomplished through both the public sector and the private sector, through employers. 

• Governments should be encouraged to develop incentives for saving, again in both the 
public and private spheres. Some examples could include matching programs or other tax 
benefits. Some countries have implemented “forced savings” programs, but they may not 
be immediately transferable to the Canadian environment. (Although it could be argued 
that the C/QPP is a program of forced savings.) Employers can also develop effective 
incentives. 

• Access to financial planners and advisors should be expanded. The savings industry 
should also be challenged to find a solution that addresses the needs of lower-income 
individuals. 

RISKS ASSOCIATED WITH SAVING 
Even the most effective savings program has certain risks that must be addressed. Awareness of 
these risks must come first, followed by strategies to manage and mitigate them. 

Another issue associated with financial illiteracy concerns the lack of understanding around risk 
and reward. Individuals themselves may not understand their own levels of risk tolerance, or 
make the necessary adjustments when their circumstances change. For instance, risk tolerances 
generally increase at higher levels of wealth once the individual’s basic needs are provided for. 
For example, if secured income sources from employer and government defined benefit pension 
plans are sufficient to cover the household’s basic needs, then the saver could feel more 
comfortable taking on additional risks in his/her personal savings investments. Further, an 
individual entering retirement may want to reduce the allocation to risky assets as his/her savings 
move from the accumulation stage to becoming a source of consumption. 

Unrealistic Expectations 
Another problem arises if retirement expectations are unrealistic, and therefore individuals take 
on excessive risk hoping to achieve them. Certain financial investment providers may also create 
risk/reward misinformation; some investment vehicles may be touted as providing superior 
returns, but the risk element may not necessarily be fully appreciated. The end result of this 
could be a savings portfolio that is not properly aligned with the individual’s risk tolerance and 
preferences. The risk-reward decision could be delegated to a financial professional, but this 
would only be successful if the professional has a thorough understanding of the individual’s risk 
tolerance. 

When we speak of the risks associated with savings, they can take on a number of forms, such 
as: 
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• Volatility—significant swings in the value of investments, or a lack of predictability; 
• Interest rate risk—changes in the interest rate environment. More specifically, lower 

prevailing interest rates can have a negative effect on ongoing interest income provided 
by fixed-income investments; 

• Market risk—the exposure to a potential fall in asset values, or a capital loss; and 
• Investment risk—the risk of not achieving the desired or target level of investment return. 

Other Risks to Savings Programs 
All of these risks can adversely affect the planned accumulation of assets. Unfortunately, 
uncertainty is inherent in the investment process. These risks are diverse and difficult to 
comprehensively mitigate. 

Other risks can also impede a savings program. A major one to consider is a health event. 
Unanticipated illness can interrupt earnings, which in turn makes it more difficult to save. In 
some cases, a health event could cause an individual to draw from his/her savings earlier than 
planned. In the same fashion, the unexpected death of a wage-earner could have a significant 
effect on a retirement savings program for the surviving family, although life and health 
insurance may help to mitigate the adverse impact. 

Non-health-related events also represent a significant risk to a successful savings program. 
Anything that interrupts the regular flow of income—such as the loss of a job—could force an 
individual to suspend savings and draw from his/her accumulated assets. 

Risks in the Payout Stage 
The aforementioned risks are associated with asset accumulation. However, there are also risks 
to consider in the “decumulation” phase, i.e., when assets are drawn down to provide a 
retirement income. Outliving one’s personal savings is a very real risk. Longer life expectancy 
makes this more likely, whether it is due to an individual being healthier than average, or due to 
the entire population experiencing longer life expectancy. We have seen increase in life 
expectancy due to better medical care, more focus on personal health, eradication of diseases, 
and general improvements in overall wellness.  

1. Life Expectancy 
The following table shows how life expectancy has changed over the past few decades.  

Additional Life Expectancy of a Canadian 65-year-old 

 Male Female 

1951 13.3 15.0 

1981 14.6 18.9 

2006 18.2 21.4 
(Source: Statistics Canada) 

Note that life expectancy is an average quantity. A life expectancy of 18.2 for males aged 
65 in 2006 means that roughly half will actually live beyond age 83.2. 
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2. Inflation 
Inflation also presents a risk—to the extent that retirement income has less purchasing power, 
retirees may find that an income level that is initially adequate may not be so in the long run. 

3. Deteriorating Health 
Health events can also represent a risk during the decumulation phase. Disability or long-
term care needs can increase non-discretionary living expenses unexpectedly, at which point 
there may not be options to increase income. This risk has been compounded by the 
reduction in employer-sponsored and government-sponsored retiree benefit plans. Personal 
health insurance can be helpful, but it normally must be applied for at the time of retirement 
or job loss, not once the health event takes place. 

4. Death of a Spouse 
The death of a spouse can have numerous negative effects: 

• A loss of spousal survival-dependent income; 
• The cost of a third-party caregiver, if the deceased spouse was previously providing 

care to the surviving spouse;  
• Loss of tax benefits due to income-splitting; and 
• A need for financial advice if financial decisions were the primary domain of the 

spouse that passed away. 

Mitigating Payout Risks 
A number of actions are available that can help to mitigate these risks: 

• As stated before, improved financial literacy will help individuals to effectively manage 
these risks; 

• A trusted financial professional can also assist; 
• Financial plans should include a “cushion”, or an additional margin that can be used 

cover unforeseen events; 
• Several financial products, especially those with an insurance component geared towards 

the aforementioned risks, are worthy of consideration; and 
• Government regulations can be modified to ensure that asset accumulation and 

decumulation are conducted effectively. 

THE SAVINGS CHALLENGES FOR CANADIANS 
Government Programs and Low-income Canadians 
Before we more fully explore the role of individual savings, it is necessary to review the various 
government programs available to provide retirement income, or assist in the accumulation of 
assets. 

Canada has a number of programs which provide seniors with income support in retirement, as 
well as encouraging retirement saving. These include: 

• The Guaranteed Income Supplement (GIS); 
• Old Age Security (OAS); 
• Provincial income supplements (in some provinces);  
• The Canada/Québec Pension Plans (C/QPP); 



Discussion Paper  February 2012 

9 
 

• Employer-sponsored pension or retirement savings plans; 
• Refundable and non-refundable tax credits; 
• Tax-deferred and tax-free savings programs (RRSPs and TFSAs, discussed below); and 
• If implemented, pooled registered pension plans. 

Note that seniors with below-average income benefit the most from the income supplement 
programs, as some benefits are “clawed back” if they receive income from other sources. A 
“claw back” is a reduction in amounts received from certain government programs if other 
specific sources of income exist. 

The net effect of the income supplement programs is to establish a floor on the incomes of senior 
citizens. In Ontario, single seniors are guaranteed over $16,000 per annum, after tax, while 
couples are guaranteed over $26,000 per annum, after tax. (The amounts are slightly different in 
the other provinces and higher for those who receive benefits from the Canada/Québec pension 
plans.) In many provinces the income guaranteed to seniors is double the income guaranteed to 
unemployed working-age Canadians and substantially higher than the income guaranteed to 
disabled working-age Canadians.  

Unfortunately, the income supplement programs are poorly communicated and poorly 
understood, even among senior citizens. For example, an estimated 10 percent of those eligible 
for the Guaranteed Income Supplement do not receive benefits simply because they do not apply 
for them. This fact alone provides a compelling reason why the situation of Canadians overall 
would be greatly improved through better financial literacy. 

Notwithstanding that fact, there is evidence to indicate that the lower income individuals can 
expect a comparable standard of living after 65 as they had before. In this case, their savings are 
better directed towards the accumulation of an emergency fund, as opposed to saving for 
retirement. Therefore, we will not focus any further attention on this group for the balance of this 
report. 

Retirement Savings for Higher-income Canadians 
The issues facing higher-income Canadians generally revolve around efficient tax planning 
(since some income is likely to be taxed at the highest marginal rate), loss of age-related tax 
credits, and the capping or claw back of government benefits. Individuals in this group normally 
have access to sophisticated financial planning advice, which helps mitigate these concerns. 

Since the focus of this paper is the role of individual savings to provide adequate retirement 
income, we will not focus any further attention on the high-income group for the balance of this 
report. 

Retirement Savings for Middle-income Canadians 
We now focus our attention on the situation for middle-income Canadians, which we defined 
previously as individuals earning an amount between the YMPE and approximately two to three 
times that amount. 

The government programs mentioned above provide a source for some retirement income, 
although some of it may be subject to claw back. There are additional sources of retirement 
income, distinct from individual savings, which should be considered as well. A number of 
Canadians belong to employer-sponsored pension plans, although that number has been 
decreasing, and now only roughly one in four fall into this category. 
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The balance of any required or desired retirement income (above that provided by government or 
employer-sponsored programs) would need to be provided through individual savings programs. 
Because these savings programs are varied, there are a number of questions that the individual 
must consider: 

• Which savings vehicle to choose; 
• When to begin saving; 
• How much to save; and 
• How to drawdown accumulated funds. 

Because the answers to these questions vary according to each individual’s preferences, this 
report will not address specific financial strategies. We will restrict our comments to general 
observations.  

Savings Vehicles—RRSPs and TFSAs 
The primary vehicles for individual savings can be categorized broadly as: 

• Registered retirement savings plans (RRSPs); 
• Tax-free savings accounts (TFSAs); and 
• Non-registered savings. 

Non-registered savings provide no specific tax advantages, apart from those emanating from the 
taxation of different forms of income.  

RRSPs and TFSAs 
RRSPs and TFSAs are subject to contribution limits, so these should be utilized first in any 
savings program before non-registered vehicles are used. 

Both RRSPs and TFSAs allow income to accumulate without being subject to annual taxation. 
However, the income within TFSAs is permanently exempted from taxation, whereas any 
withdrawals from RRSPs (both principal and income) are subject to tax. Counteracting that is the 
fact that any contributions to an RRSP are tax-deductible. Therefore, we can refer to TFSAs as 
truly “tax-free”, whereas RRSPs are “tax-deferred”.  

The decision as to which vehicle to use, and how to allocate savings between vehicles, is very 
much dependent upon the individual’s situation. One strategy would be to initially use TFSAs, 
and then transfer the amounts to an RRSP in later higher-earning years, when tax rates are higher 
and a larger contribution can be realized (and larger deductions). TFSAs can also be used 
effectively when the ultimate use of the funds is not fully defined; i.e., if there is a desire to save 
for potential home renovations instead of retirement. 

The contribution limits for RRSPs are a function of earned income, whereas the limits on TFSAs 
are fixed. For middle-income Canadians, this means that the contribution limits on TFSAs will 
be lower than those on RRSPs, and will become a smaller percentage as income grows. 
However, amounts contributed to a TFSA can be withdrawn and re-deposited, whereas funds 
withdrawn from an RRSP result in a permanent reduction in contribution room. 

Converting Savings to Income 
The decision as to how to liquidate accumulated assets is also one that requires consideration. 
There are a number of prescribed vehicles for converting RRSPs into income, including annuities 
(contracts that pay a set income) and other products such as RRIFs (Registered Retirement 
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Income Funds). The net effect of these is to ensure that a portion of the RRSP is converted to 
income; TFSAs, on the other hand, do not have the same restrictions. 

Annuities 
Annuities are often viewed as being low-return investments. However, it should also be noted 
that annuities carry a significant insurance benefit; specifically, a life annuity will continue to 
pay income so long as the recipient is alive. The risk of outliving one’s money is consequently 
eliminated. In terms of what income level to provide via an annuity, the retiree should consider 
what level of income will be required to provide for ongoing needs. An argument could be made 
that this level (after taking into account government benefits and pension benefits provided under 
a defined benefit (DB) pension plan) should be secured through an annuity, with the rest being 
generated through other means.  

The liquidation decision should also take into account any tax consequences. Income from 
RRSPs can affect the clawing back of government benefits, whereas income from TFSAs does 
not. As well, certain tax credits become available at age 65, which may change the after-tax 
income that can be generated from a given source. Pension income tax credits, and the benefits 
that can be gained from income-splitting strategies, should also be given consideration. 

Home Ownership 
Mention should be made of home ownership as a savings vehicle. As equity in the home 
increases, and the value of the home itself appreciates in value, this can be considered a potential 
source of retirement income. Income can be generated from a sale of the home (if the retiree 
decides to “downsize”), or could be accessed via a vehicle such as a reverse mortgage, although 
this approach should be examined carefully. The role of home ownership in the savings decision 
is very much dependent on the individual’s preferences, in terms of how they see themselves 
living in retirement. 

The Retirement Age Decision 
Traditionally, retirement age has been viewed as a fixed quantity—most commonly, age 65. 
However, recent trends have shown that this can vary. Some individuals have both the desire and 
the ability to work longer, and continue to be employed past age 65. Others may opt for an 
earlier retirement date because they have accumulated sufficient assets, or are able do so as part 
of an employer-sponsored pension plan, or simply have a preference for doing so. As well, 
retirement may not necessarily be a “cliff” event. Individuals may opt to gradually reduce their 
working hours, and transition into full retirement over a period of time. 

Within a retirement savings plan, it is important to at least have a target in mind. This will vary 
from person to person, but there should be a strategy for the 10- to 15-year period leading to that 
target. Also consider that there may be what could be considered “interim” retirement ages. 
C/QPP and OAS/GIS recognize age 65 as the benefit entitlement age. Another interim age could 
be the age at which work changes from full-time to part-time. Each of these events can trigger a 
change in income needs or sources. 

For the purposes of this report, we will look at a number of different retirement age scenarios, 
and the considerations that accompany each. Note that we do not intend to offer detailed 
strategies, but merely outline a couple of points to be considered in each circumstance: 
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1) Very early retirement—cease full-time employment between ages 55 and 60 
This scenario is most likely for those who have either a very good DB type of plan or 
sufficient wealth to cease active work. A certain proportion are likely to do some part-time 
work. 

In this group, the income at early retirement, including additional “bridge” benefits to 
recognize that C/QPP’s normal start age is 65, is likely to be fairly high as a proportion of 
working income. However, the cessation of employment will mean fewer years are 
considered when determining C/QPP retirement income, which will consequently be lower. 
Individuals in this situation would be well-advised to put any part-time income into an RRSP 
to help offset the reduced C/QPP, and the loss of any bridge benefits at age 65. 

2) Early retirement—cease full-time employment between ages 60 and 65 
Different options for this group include early commencement of C/QPP benefits, which may 
fit well with an intention to work part-time. For individuals with primarily RRSPs, the use of 
RRIFs and/or annuities could result in a pension income tax credit – after age 65, which 
would allow for income-splitting opportunities.  

3) Normal or delayed retirement—cease full-time employment after age 65 
Minimum withdrawals from RRSPs must commence at age 71, which results in less 
flexibility for this group. Early withdrawal of funds from RRSPs may be advisable, if there is 
available contribution room within TFSAs. The challenge here is that income is mandated 
(because of fixed annuity payments and/or minimum RRIF withdrawals), and may not align 
with actual income needs. However, a properly executed strategy will provide a steady 
stream of income, optimal accumulation within TFSAs, maximization of the age credit for 
tax purposes, and minimal possibility of OAS claw backs. 

Debt and Retirement Savings 
As mentioned earlier in this report, the role of debt is one that must be addressed when 
considering a retirement savings approach. We believe that young households should strive to 
become debt free in middle age, especially consumer debt free. Paying off the mortgage of a 
home is a good strategy, since this reduces the cost of shelter to maintenance expenses and offers 
a source of income if the retiree opts to downsize after retirement. As a result, it can be argued 
that retirement saving can be deferred until debt is significantly reduced or eliminated, or 
required payments are sufficiently reduced as a percent of income. At that point, the individual 
can be expected to be in his/her peak earnings years, when a larger dollar amount can be set 
aside. 

An alternative approach would be to contribute a modest amount to a savings program (through 
payroll deduction or automatic transfers), and then allocate a portion of all future pay raises to 
this program as well. The benefit of this approach is that an increasing portion of income is 
saved, and the discipline of saving has been established. However, this needs to be weighed 
against the goal of debt elimination, which may be a more appropriate use of excess funds. In 
either case, it depends very much on the preferences and the financial situation of the individual. 

CONCLUSIONS 
Canadians are fortunate to benefit from a retirement income/savings system consisting of three 
pillars that are better balanced than in other parts of the world. As well, there are numerous 
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financial products geared towards accumulating assets, and subsequently converting those assets 
into retirement income. However, this multiplicity of programs and options is complex, and can 
create confusion among individuals, especially those with average or below-average income 
levels, since access to financial advice may be limited. 

Encouragement by governments for greater savings by individuals would be beneficial. This 
could take on a number of forms, from expanded mandatory programs to increased incentives to 
use RRSPs and TFSAs. Discussions amongst the various stakeholders would be needed in order 
to find the appropriate balance between these approaches. 

An overarching theme of this report is that improved financial literacy is essential to ensuring 
that Canadians have an effective savings program for retirement. The areas where education is 
desirable are numerous, and include: 

• Understanding what government benefits are available, and how to apply for them; 
• How to manage and eliminate debt; 
• Determining the amount of personal savings required to maintain a standard of living, 

and to cover other contingencies; 
• The proper role of RRSPs and TFSAs, and how to maximize tax advantages, as well as 

preserving government benefits; and 
• Avoiding unnecessary administrative and investment fees. 

Access to professional financial advice would be beneficial to most Canadians as they plan their 
retirement savings strategy. However, this access may be too difficult to come by, since 
professional advisors are incented to work with individuals with higher income levels, in order to 
earn fair compensation for their services. The solution to this problem is not immediately 
evident, but we encourage all parties—in particular, governments and the financial services 
industry—to explore options to make progress on this front. 
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APPENDIX 1 

Necessary Income to Maintain Standard of Living after Retirement 

An important question in the analysis of retirement savings is what level is required to maintain a 
household’s standard of living after retirement. The traditional approach to answering this 
question has been through the employment of “universal gross replacement rates”, where a fixed 
universal proportion (such as 75 percent) of an individual’s gross employment earnings is 
considered adequate to maintain his/her standard of living after retirement. Analysts are 
increasingly recognizing that universal gross replacement rates are inadequate in this role since 
they are inaccurate for the majority of individuals and families.  

This section provides a simplified framework to building a target income that maintains an 
individual household’s standard of living2

1. Calculating typical pre-retirement spending; and 

. Although it too does not fit all families and does not 
capture all of the variant family details, it comes much closer to the “correct” answer than the 
universal gross “rules of thumb”.  

In theory, a retiree has maintained his/her pre-retirement standard of living if he/she is able to 
spend (i.e., consume) approximately the same amount after retirement as before. Our goal is, 
therefore, to uncover how much of what a working-aged household spends is on the individual 
themselves (or couple if married). For example, if a 40-year-old single mother of three is 
planning for retirement, the goal is to capture the annual amount that is spent on her and only her 
consumption (not her children, taxes, savings, etc).  

This “standard of living” preservation retirement income goal is based completely on the 
working-age consumption and therefore does not explicitly incorporate extraordinary post-
retirement expenses that vary from what the retiree spent during his/her working years—these 
could include non-recurring costs that usually arise during the earlier part of retirement, such as 
the marriage of children or a trip around the world, as well as ongoing expenses associated with 
chronic health problems, such as building a wheelchair ramp, or purchasing home care services. 
These extraordinary expenses can be built into the standard-of-living framework (as we show 
below), although they are likely best budgeted for separately.  

Our simplified framework to determining a target retirement income falls into two broad steps: 

2. Determining the necessary gross retirement income to generate the same amount of 
spending after retirement.  

We discuss each step in turn. 

1) Calculating typical pre-retirement spending. 
a) Spending:  

Spending is seen as the flow of goods and services experienced by the household. For an 
individual to actually track all of his/her expenditures can be a tedious task, particularly 
since it should be done on a household level. For practical purposes, therefore, an 
individual could measure his/her household expenditure indirectly with the following: 

                                                 
2 The framework outlined in this section is taken from a work-in-progress project by Bonnie-Jeanne MacDonald and 
Kevin Moore, a follow-up to the paper Replacement Rates – Moving Beyond Traditional Rules of Thumb (see 
Society of Actuaries website). 
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Spending = Gross employment income – Taxes – Net savings 
Net savings refers to the difference between savings and any borrowing (including the 
drawdown of savings such as withdrawing from an RRSP account). Savings also 
encompass savings in the form of home ownership—that is, mortgage payments for 
individuals planning to live in their homes after retirement. Taxes are both income and 
payroll taxes, and exclude other taxes such as HST.  

Analysts commonly employ this back-door approach to calculating spending, although 
being an approximation, it will not capture everything. Its purpose is to assess the funds 
used to support a household’s standard of living—the basic needs (food, shelter, 
transportation, medical, clothing, etc.) and any additional voluntary expenses (travel, 
entertainment, etc.).  

The individual would track household spending for a representative number of years that 
he/she deems are “typical” for his/her household.  

b) Household size:  
The next step is to adjust the annual spending to reflect the number of people in the 
household (that is, the number of people that the spending is supporting).  

 
By dividing by the square root of the household size, this family adjustment is 
approximating how much of the household spending is spent on the individuals 
themselves. The square root accounts for the economies of scale enjoyed by people who 
share a home, meals, etc.  

If the individual anticipates being married in retirement, the above would further need to 
be multiplied by  to account for his/her spouse’s consumption in retirement.  

Once a sufficient number of years of pre-retirement spending is gathered (five-plus years), with 
each adjusted for household size according to 1(b), then taking the average of these provides a 
good approximation of pre-retirement spending, or standard of living, for the individual and 
his/her spouse.  

2) Determining the necessary gross retirement income to generate the same amount of 
spending after retirement. 
a) Period-specific spending: 

Extraordinary pre- or post-retirement spending can be incorporated into the calculation at 
this step. Beginning with the anticipated household spending from 1(b), add or subtract 
any anticipated annual changes in household spending after retirement. For instance, a 
common subtraction is any expenses associated with employment (such as special 
clothing and commuting costs), although recent studies suggest that these expenses are 
generally relatively trivial. Further, if the individual’s dental is covered by an employer 
plan, then the expense of dental health is a new retirement expenditure that needs to be 
accounted for by adding it to 1(b). A notable medical expense in post-retirement is the 
cost of home care, which can either be incorporated here as an anticipated annual 
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expense, or budgeted for separately. The amount required to cover this expense is outside 
the scope of this paper. Finally, individuals may want to budget differently for their 
leisure activities after retirement than before, and the annual net difference can be 
incorporated here.  

b) Taxes:  
If the individual/couple anticipates receiving all of their retirement income from non-
taxable sources (including non-registered financial wealth, such as the new Tax-free 
Savings Accounts, and the Canadian Guaranteed Income Supplement), then: 

Gross retirement annual income target =  
Post-retirement household annual spending (1(b))   (i) 

If the individual/couple anticipates receiving all of their retirement income from 
registered savings vehicles (registered employer pension plans, OAS, C/QPP, RRSPs and 
RRIFs), then income taxes need to be accounted for to calculate the gross amount needed 
to support the spending in 2(a), that is:  

Gross retirement annual income target =  
Post-retirement household annual spending (1(b))   (ii) 
   divided by 
(1 – anticipated household average income tax rate)  

For this, the individual needs to make some estimate of his/her household’s average 
income tax rate to calculate the annual gross retirement income needed to sustain 
standard of living after retirement. 

Most people will be supported, however, by both taxable and non-taxable sources of income in 
retirement, in which case they both [T1]would employ a combination of formulas (i) and (ii) 
depending on their circumstances. For example, if they are intending to do their individual 
savings using only registered sources (e.g., RRSPs), then this would be incorporated into the 
above by subtracting the annual non-taxable anticipated income from 2(a), and then proceeding 
to formula (ii) to determine the gross income needed from taxable sources.  

3) Determining the assets required to be accumulated to sustain the standard of living. 
Once the annual target income is established, the next question is how it translates into an 
individual savings target. If anticipated fixed sources of guaranteed retirement income (C/QPP, 
OAS, GIS, and employer) meet the target, then any additional individual savings should raise the 
worker’s standard of living after retirement. If these guaranteed sources fall short, the role of 
individual savings would be to cover the difference: 

Annual income from individual savings target = 
Gross retirement annual income target – Anticipated guaranteed income 

To convert this annual income target into a Lump Sum Individual Savings Target, actuaries very 
naturally would multiply it by a life annuity factor. While many of the major sources of 
retirement income for Canadians generate a guaranteed income for life (OAS, C/QPP, defined 
benefit retirement plan), however, individuals can decide how to spend down their personal 
savings (within the maximum and minimum prescribed by the government for registered 
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wealth). Since voluntary annuitization is rare, the lump sum target calculation then becomes 
quite a bit more complicated since it then becomes a question of the individual’s drawdown 
strategy. If, for example, the individual anticipates withdrawing 4 percent of remaining balance 
every year, then the lump sum target is calculated as:  

0.04 times Lump sum individual savings target = Annual income from individual savings 
target 

If the individual wishes to withdraw equal amounts over his/her life expectancy, then  

Lump sum individual savings target = Annual income from individual savings target times 
Guaranteed annuity with duration of life expectancy 
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