
  Canadian Institute of Actuaries • Institut Canadien des Actuaires
 
 
 
 
February 11, 2003 Document 203021 
 
The Honourable John Manley, PC 
Minister of Finance 
L’Esplanade Laurier, East Tower 
140 O’Connor St., 21st Floor 
Ottawa, Ontario 
K1A 0G5 

Dear Minister, 

SUBJECT: INCREASE IN CONTRIBUTION/PENSION LIMITS FOR REGISTERED PLANS 
 
Over the last month, we have seen much coverage in the press regarding increases in limits on 
contributions to Registered Retirement Savings Plans (RRSP).  The Commons Finance 
Committee has recommended an increase of this limit from $13,500 to $19,000.  Others have 
mentioned that it should be increased to $21,000. 
 
The Canadian Institute of Actuaries fully supports this increase that is long overdue. 
 
EROSION OF THE CANADIAN SYSTEM 
 
Actuaries have a keen interest in the health of the Canadian retirement income system, and have 
increasingly been concerned by the erosion of the system. 
 
This erosion is particularly evident for defined benefit Registered Pension Plans (RPP) for which 
the limit has essentially remained frozen since 1976 to a $60,000 pension after 35 years of 
service ($1,715 per year of service).  In 1976, defined benefit RPPs could provide a pension 
amounting to 70% of earnings, up to $85,750.  At that time, this maximum only affected high-
income Canadians.  More than 25 years later, essentially the same dollar limit ($1,722.22 per 
year of service) now affects a wide range of Canadians.  Various surveys indicate that the 
number of non-executive employees affected by this maximum is growing at an alarming rate, 
notably for middle management and professional/technical staff.   These surveys also indicate 
that employers are increasingly providing additional pension through supplemental retirement 
plans and that some 40% or more of these employers now cover all employees affected by the 
pension tax limits, not only senior executives. 
 
If the limit had been indexed since 1976, it would now cover earnings up to approximately 
$250,000.
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When the tax system for retirement savings was redesigned in December 1989, the stated 
objective was to provide full tax-assistance on earnings up to approximately 2.5 times the 
average industrial wage, that is $100,000 in 2003.  The corresponding contribution limit to a 
RRSP would be $18,000 in 2003. 
 
RRSP AND RPP LIMITS MUST RISE TOGETHER. 
 
An increase in the RRSP contribution limit should be accompanied by the same increase in the 
contribution limit for defined contribution RPPs.   
 
This should also be accompanied by a comparable increase in the RPP pension limit in order to 
maintain the level-playing field between RRSPs and RPPs.  In that context, an increase from 
$13,500 to $21,000 in the RRSP contribution limit should be accompanied by an increase in the 
annual pension limit from $1,722.22 to $2,333.33 per year of service.  This would increase 
covered earnings from $86,111 to $116,666. 
 
In summary, the system wisely introduced by the government in 1989 that tied limits on 
contributions to RRSPs and maximum pension accruals under RPPs should be fully maintained. 
 
COMPETITIVENESS WITH OTHER COUNTRIES  
 
For RPPs, the inc rease to $21,000 does not even go half way to reaching the indexed 1976 limit.  
Nevertheless, this increase is a good first step to provide for increased retirement income for 
Canadians. 
 
Such an increase is also important to enable employers to keep or attract, in Canada, an 
increasingly mobile and qualified workforce, which is looking at more advantageous tax 
conditions, particularly in the United States.  Tax-qualified retirement savings plans in the 
United States can cover earnings up to approximately $300,000 Cdn and employers can 
contribute up to approximately $60,000 Cdn per annum to tax-sheltered retirement accounts for 
their employees. 
 
The additional costs that Canadian employers with supplemental retirement plans have to support 
makes it increasingly difficult for them to remain competitive.  Indeed, it can cost 25% to 50% 
more to deliver the same pension under a supplemental retirement plan due to the loss of tax 
assistance. 
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INVESTMENT FOR THE FUTURE 
 
We submit that now is the time to act.  The 2001 Statistics Canada Population Projections for 
Canada predict that, over the next 30 years, the number of persons aged 65 and older will double 
from 19 to 38 for every 100 people of working age.  This increase will result from the combined 
effect of baby-boomers reaching age 65 (around 2011) coupled with the decrease in working age 
population resulting from a reduction in fertility rates of the 1960s. 
 
Taxes that are foregone now by the Federal Government will be recovered when the extra 
contributions are withdrawn during retirement years, together with tax on the accumulated 
investment income.  The retirement savings system does not represent a permanent loss of tax 
revenue, but a deferral of tax revenue.  More importantly, the Government “investment” will be 
recovered at a time when pension and health-related demands on the Government will reach their 
peak. 
 
We suggest that the Government take a long-term perspective in assessing the true cost of tax 
deferral in the retirement savings system.  As noted in the Department of Finance Tax 
Expenditures Report for 2002, the measure of tax expenditure that takes into account the present 
value of revenue from future withdrawals (as recommended by the Auditor General) is about half 
the expenditure measured by looking only at revenue lost in the current fiscal year from tax on 
net contributions and investment income. 
 
We urge the Federal Government to act now by significantly raising the RRSP contribution limit 
and the corresponding RPP limits. We fully support the suggested increase to $21,000.  This will 
encourage many baby-boomers and their employer to increase their retirement savings to better 
care for themselves in retirement years, while at the same time increasing government resources 
in the future when they will be most needed. 
 
Lastly, rules should allow for a smooth transition to new pension limits for RPP sponsors and 
administrators.  We would be pleased respond to questions and to help in the development of 
these transition rules. 
 
Sincerely,  
 
 
 
Rick Neugebauer 
Executive Director 
 
 
cc: Mr. Kevin Lynch, Deputy Minister 
      Mr. Brett Baker, Department of Finance 


