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Spending Your Nest Egg Tax-Efficiently


If you’re living on a fixed income in retirement, you don’t want to be caught by surprise by a larger than expected personal tax bill.  The reality is that paying taxes once you are no longer working is considerably different than it is while you are employed and it often requires more pre-planning. Maximizing your after-tax dollars is typically a very important financial planning strategy for retirees and can be achieved by educating yourself and carefully planning how you invest and how you pay yourself in retirement.

“While you’re employed, most of your taxes are deducted by your employer, which makes it easier to understand your regular income and to budget,” says Lee Anne Davies, head of Retirement Strategies at RBC.  “Once you retire, you are responsible for arranging tax deductions or for putting savings aside to pay your tax installments.  For retirees, this can make paying taxes much more visible and challenging.”

Your various sources of retirement income will be subject to different withholding tax rates. Here are a few things to consider:

Type of Income
Tax Deducted at source
What it means to you
Registered plans
(e.g. RSPs and RIFs)
A fixed percentage may be withheld by financial institutions and remitted on your behalf.
Depending on your total taxable income, you may need to pay more tax or you may get a refund.
Government benefits
(CPP, QPP, OAS)
No taxes withheld except as requested or required by the OAS claw-back.
Depending on your total taxable income, you may need to pay tax when filing your personal tax return.
Lump-sum withdrawals from non-registered investments
(e.g. GICs and mutual funds)
No taxes withheld.
Withdrawals are not taxed when received. However, when filing your personal tax return, you are responsible for paying tax on any interest, dividends or capital gain earned in the year.



“Each type of income you earn from your investments is taxed differently. For example, interest is fully taxable, just as your employment income would be. Some types of investment income receive more favourable tax treatment, which can mean more money left over for you.  This is another reason to diversify your investment portfolio.

“Understanding how your income and investments in retirement are taxed can help you avoid an unexpected tax bill,” comments Davies. “Your advisor can guide you through your options for using your nest egg tax efficiently while still ensuring you enjoy your retirement lifestyle.”
RBC has an unrelenting focus on delivering the right advice for our clients and has the leading national distribution network and the most extensive mobile sales force, with over 2,000 branch-based and mobile financial planners to help clients with retirement planning.  For more information about how to spend your nest egg tax efficiently or to speak with a financial planning professional, please visit any RBC Royal Bank® branch and visit www.rbc.com/yourfuture" www.rbc.com/yourfuture.
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