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most clients have limited ac-
cess to liquid cash. One simple 
but effective tool advisors can 
use to help clients contribute 
a lot more to their RRSPs without 
shelling out the extra dough is the 
RRSP refund gross-up strategy.

When it comes to tax refund,  
clients have three options: 

spend it;1. 
reinvest it; or 2. 
gross it up.  3. 

“Gross up” means temporarily 
borrowing money to contribute 
to an RRSP account—this bor-
rowed amount comes back as the 
client’s tax refund. For example, 
your client, Joe, has $12,000 in 
cash and is in a 40% tax bracket, 
but his retirement plan calls for a 
contribution of $20,000. You can 
have him contribute the $12,000 
and borrow an extra $8,000 
from his savings account, a line 

of credit or an RRSP loan. 
This will give him a total 
contribution of $20,000, 
which should give him a tax 

refund of about $8,000. The re-
fund can go back into savings or 
to pay off the line of credit.

The $8,000 can be borrowed 
for just a month or two—Joe could 
borrow in February and then file 
his tax return in early March. 

Here’s a comparison between 
contributing to a TFSA account 
versus using a gross-up strategy for 
an RRSP contribution for a client 
in a 40% tax bracket. This table 
includes the amount that could 
be withdrawn after retirement if 
the client were still in the same tax 
bracket. To see the effects clearly, 
growth has been excluded.

the table shows:
By using a gross-up strategy, 1. 
we have helped the client con-
tribute 67% more to their  

RRSP. Clients in a 46% tax brack-
et—the highest in Ontario—would 
be able to contribute 85% more;
Only with a gross-up do clients 2. 
get back the $12,000 they 
started with;
Only if you gross-up the RRSP 3. 
contribution every year is the 
RRSP as effective in providing re-
tirement income as the TFSA, as-
suming the client is in the same 
tax bracket after retirement.
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Gross up registered savings
Consider borrowing to catch up on unused RRSP contribution room.

Note: Clients who expect to 
retire in a similar or higher tax 
bracket than the one they fall 
under while they’re working—
probably about half of Canadians 
(including clawbacks on seniors)—
may benefit more from a TFSA 
than an RRSP. For such clients, 
or clients who have used all their 
RRSP contribution room, using 
the tax refund to contribute to a 
TFSA may be a better strategy. 

A great use of the gross-up 
is for clients who have a group 
RRSP and receive a bonus. If they 
get a $20,000 bonus, they can 
put the entire amount into their 
group RRSP. If they take that bo-
nus in cash and invest it, they’ll 

only have $12,000 to invest. The 
group RRSP would afford them 
very few investment choices. 
However, if they take the bonus 
in cash and then gross it up by 
borrowing an additional $8,000 
for one or two months, they could 
invest the entire $20,000 in their 
RRSP and enjoy a far wider range 
of investment options.

Usually clients who have a retire-
ment plan in place tend to appreci-
ate the RRSP gross-up more than 
those working with an advisor who 
only handles their investments. AER

Ed REmpEl, CFP, CMA, is a financial planner 

and founder of Ed Rempel & Associates.

RRSp refund strategy

SpEnd REinvESt GRoSS-up tFSA

BEFoRE REtiREmEnt

Cash available $12,000 $12,000 $12,000 $12,000

Borrow from credit line $8,000

Tax refund (40%) $4,800

total invested $12,000 $16,800 $20,000 $12,000

AFtER REtiREmEnt

Tax on withdrawal (40%) $4,800 $6,720 $8,000 0

net cash available $7,200 $10,080 $12,000 $12,000
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the New Year is a time for new 
beginnings and resolutions, and it 
can also be a great time to revisit  
clients’ investment objectives as their 
portfolio values start to hover back 
near their pre-recession values.

Most of the easy gains to be had 
in the stock market have now been 
made, according to most market 
forecasts for 2010. Clients with a 
high equity weighting could have 
a lot more to lose than gain.

A monthly rolling poll of 1,500 
Canadians conducted by Scotia-
bank shows more than half of in-
vestors (53%) feel the economy 
has stabilized. This has led to a 
notable increase in the level of 
confidence in the market. Accord-
ing to the poll, one in five inves-
tors are planning to increase their 
investments in the coming year.

Andrew Pyle, a wealth advisor 
with ScotiaMcLeod in Peterbor-
ough, Ontario, says clients should 
probably have a cautious outlook 
for this coming year. He’s using 
January to meet with clients and 
revisit their risk tolerance and in-
vestment objectives.

Pyle expects portfolio rebal-
ancing to become a much more 
frequent occurrence over the next 
few years, due to an environment 

of intense market volatility. This 
last year has shown that shifts in 
market sentiment can be drastic, 
and even more troubling, they 
happen quickly. Pyle says clients 
need portfolios that can adapt.

“This is not a buy-and-hold 
environment anymore. This is an 
environment where you should 
probably be looking at a portfolio 
rebalance at least twice a year,” Pyle 
adds. “You should be looking at 
portfolios on probably a monthly or 
quarterly basis. In the next quarter, 
if equity markets add another 10 or 
20 percentage points, the risk of a 
pullback drastically increases.”

The impending risk of inflation 
is at the forefront of many invest-
ment conversations, giving rise to 
interest rate speculation: when will 
central banks hike rates, and how 
far will they go? Most market strat-
egists expect an increase sometime 
in mid-to-late 2010. How bad it 
will be is still a topic of hot debate.

Star fund manager and founder 
of Sprott Asset Management, Eric 
Sprott is expecting a catastrophe. 
He deconstructed the December 
2009 U.S. Treasury bulletin to 
determine who is buying the vast 
quantities of U.S. Treasuries that 
have been issued. From the data, 

Canadian 2010 
equity outlook 
scotiamcLeod’s Portfolio Advisory Group conducted a report, 
“Charting a Course with Cautious Optimism,” on the 2010 
outlook for Canadian equity markets. some highlights include:
FinAnciAlS (BAnkS): While it is conceivable the Canadian 
banks could fluctuate in price over the coming quarters as high 
expectations have already been built into their share prices, 
ScotiaMcLeod remains bullish on the Canadian banks and 
encourages investors to maintain their bank holdings as long  
as their weightings within their portfolio are appropriate.
EnERGy (cRudE oil): Under-exploration over the past few 
years as a result of budget constraints is increasing reliance on 
unconventional resources that tend to be more costly to produce, 
and the eventual uptick in the global economy lends to the notion  
of higher crude prices over the longer term.
tEchnoloGy: While most investors look south of the border 
for technology stocks due to very little choice among large 
capitalization names in Canada, ScotiaMcLeod continues to 
recommend Canadian industry champion Research in Motion (RIM) 
for long-term shareholders.
conSumER diScREtionARy: Considering the Canadian economy 
came out of recession in the third quarter of 2009, the bank says 
there’s no reason investors shouldn’t look at this sector. While recovery 
could be sluggish, the Canadian economy will have enough momentum 
over the next 12 months to get consumers spending more and profits 
rising for Consumer Discretionary names.
induStRiAlS: If goods are being produced overseas and 
resource demand is increasing, then engineering services, railroad, 
and industrial equipment sectors are likely going to see an increase 
in business, which should translate into increased profitability. 
Investors in these sectors are encouraged to maintain their 
exposure, if not increase it, over the course of the next year if they 
are underweight.”

Sprott essentially accuses the U.S. 
Federal Reserve of running a 
Ponzi scheme by buying its own 
treasuries in order to fund the 
country’s burgeoning deficit.

Ponzi scheme or not, inflation 
is a real threat to the end investor, 
Pyle says. As a result he’s counsel-
ling his clients to prepare their 
portfolios for that eventuality.

“Today’s rates are still low, 
there is a tendency for investors 
to chase a higher yield by going 
longer term on the debt they hold 
—that’s probably not a prudent 
thing to do,” he says.

For equity investments, Pyle is 
favouring high dividend-yielding 
blue-chip stocks. These stocks tend 
to have a lower risk profile, and can 
provide a steady stream of return 
on top of potential moderate gains.

“That’s been a rule of thumb all 
the way through. If you’re going to 
be in the equity market, you do have 
to hold some substantial dividend-
paying companies. These are com-
panies that still crank out a dividend 
stream which gives you a partial off-
set to market volatility.” AER

mARk noBlE is senior reporter for  
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use January to revisit portfolios
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