ENHANCED RETIREMENT
SOLUTIONS CASE STUDY:

The Boomer Business Owner

------------------------------------- .. i

Jonathan has owned his own company since 1989 and has a history of steadily
increasing earnings. He’s looking for retirement income solutions as he nears age
65: Is an Individual Pension Plan right for him?

Jonathan, age 62, established his business in the late 1980’s and, like many Boomers, is only now starting to think about
planning his retirement income.

His accountant mentioned that an Individual Pension Plan (IPP) might be the right retirement income choice for Jonathan,
especially in light of recent tax changes impacting small businesses.

An IPP can provide Jonathan with a “defined benefit” (DB) pension designed just for him, based on his earnings from 1991
onwards, and including his previous work history as “past service” to calculate his pension benefits. And, because he is
nearing retirement, Johnathan's corporation will be able to make a significant tax-deductible contribution to his IPP

In 1991, Jonathan's wages were $76,000, but his salary has increased every year by 2.5%. In 2019, his wages were
almost $152,000, thus allowing for a maximum pension accrual for 2019. (Contributions to an IPP are tax-deductible to the
employer, so tax rules cap the annual pension accrual.)
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Running the numbers: How much can Jonathan contribute to an IPP?

Jonathan has $700,000 in RRSPs, and unused RRSP room of $100,000. Based on his circumstances, Jonathan's company
can make a tax-deductible contribution of $649,162 to an IPP established for him in 2019:

Total Assets in |PP Defined' Benefit Defihed Contribution
Provision Provision (AVC Account)
Company Contribution in respect of 2019 $649,162 $649,162
Transfer from RRSP $552,000 $148,000 $700,000
$1,201,162 $148,000 $1,349,162

The tax rules require that $552,000 of the past service be funded with a transfer of RRSP assets. Jonathan transferred
the remaining $148,000 of RRSP assets to the Additional Voluntary Contribution (AVC) account. The company can
deduct investment management fees relating to the AVC. (Assets in an RRSP would compound net of these fees.)
Since he has $100,000 of unused RRSP room, he could make a contribution to his RRSE, and then transfer these
assets to the AVC account as well. If the full amount of the past service cannot be funded in the current year, it can be
amortized over a 15-year period.

IPP versus RRSP: Reviewing the IPP advantage

How do the IPP contributions compare to saving in an RRSP? Remember that RRSP contributions are limited to 18% of the

prior year’'s “earned income,” while IPP contributions increase with age.

In Jonathan's case, the current service contribution for 2019 is 28.5% of his wages—or more than 50% greater than what
he could contribute to his RRSP:

Maximum Company Contribution for 2019 Current Service Cost as a % of Salary
Past Service (1991 to 2018) $606,048
Current Service $43,114 28.5%
$649,162

IPP Glossary: Current and Past (Pension) Service

A registered pension plan (RPP), including an Individual Pension Plan, is a pension plan that has been set up by an
employer and registered by the Canada Revenue Agency to provide the plan member with a pension when they
retire. RPPs can include:

e contributions for current service, when you were a member of the plan
e contributions for past service (for 1990 or later years), before you were a member of the plan

e contributions to an Additional Voluntary Contribution (AVC) account NOTE: only defined-benefit pension
plans—including IPPs—allow contributions for past service!
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The bottom line: IPP benefits for a Boomer business owner
In Jonathan's case, the benefits of an IPP may include:

e Significant tax savings for his corporation: Amounts contributed to an IPP are tax-deductible, along with all
expenses associated with implementing and administering the IPP

e Substantial defined-benefit retirement income: Jonathan is accumulating a significant defined benefit
pension. As at January 1, 2019, he will have accrued a pension of $84,716 per year, which will be indexed
going forward—and CPP bridge benefits can also be provided if he retires before age 65

e Protection from the erosion of the Small Business Deduction: Excess corporate investment assets will be
transferred to the IPP thus mitigating the erosion of the Small Business Deduction

e Enhanced accumulation: The funds in the AVC account will grow on a gross basis, as investment
management fees will be paid by Jonathan’s corporation

e Protection from creditors: Assets in the IPP are creditorproof

e Tax savings via pension income splitting: The retirement pension, including any CPP bridge benefits,
qualifies for pension splitting with his spouse or common-law partner

e Additional tax-deductible contributions at retirement: Jonathan's company will be able to make a very
significant additional contribution, known as “terminal funding,” when Jonathan starts to draw his pension

Does this case study sound like you, or anyone you know?

For more information, please contact:

Portfolio Manager
~ email: jasont@cpwm.ca
| office: (613) 929-1090
mobile: (613) 929-4511

This communication is for informational purposes only and is not intended to provide legal, accounting, tax, investment, financial or other advice and
such information should not be relied upon for providing such advice. None of Cumberland Private Wealth Management Inc. (CPWM) and/or Cumberland
Investment Counsel Inc. (CIC), or their directors, officers, or employees accepts any liability whatsoever for any direct or consequential loss arising from
or relating to any use of the information contained in this communication. Reasonable efforts have been made to ensure that the information contained
herein is accurate, complete and up-to-date; however, none of the information is guaranteed as to its completeness, accuracy or fitness for a particular
purpose, either express or implied, and the information is subject to change without notice. Information obtained from third parties is believed to be
reliable but the author and CPWM and CIC assumes no liability or responsibility for any errors or omissions or for any loss or damage suffered. The
communication may contain forward-looking statements which are not guarantees of future performance. Forward-looking statements involved inherent
risk and uncertainties, so it is possible that predictions, forecasts, projections and other forward-looking statements will not be achieved. All opinions
in forward-looking statements are subject to change without notice and are provided in good faith but without legal responsibility. CPWM and CIC may
engage in trading strategies or hold long or short positions in any of the securities discussed in this communication and may alter such trading strategies
or unwind such positions at any time without notice or liability.

Cumberland Private Wealth Management Inc. is a leading independent investment firm that provides discretionary investment and wealth

management services for high net worth individuals, their families and foundations. All of Cumberland’s investment mandates are centered
on building and preserving our clients’ financial wealth. Founded in 1997, the firm is privately-owned by its employees.

Contact Us. Learn More. www.cumberlandprivate.com 1.800.929.8296
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