RRSP loans'— an interesting strategy

Contributing to your RRSP is not always easy given the unexpected financial demands that
arise during the year. However, if you don’t make the maximum contribution to your RRSP,
you might be doing yourself out of thousands of retirement dollars. Remember, you will still
have many years ahead of you once you retire, so it is important to take the necessary steps to
ensure that you will be able to live in financial security.

If you have not been able to contribute the maximum to your RRSP each year, you likely
have deduction room. Shown on your federal income tax notice of assessment under
“Uunused RRSP deduction limit at the end of 2003”, your deduction room indicates the
cumulative amount that you have not deducted to your RRSP over previous years. You can
defer this amount and make your deduction, in full or in part, in any subsequent year.

Depending on your current financial situation, an RRSP loan' could be a good way to make
up your unused contributions or prevent them from accumulating. It can help you build up
your retirement nest egg and you can pay back all or part of the loan using your income tax
refund.

Let’s assume that your maximum allowable RRSP contribution is $4,000 and that your
marginal tax rate is 50%”. You have saved up $2,000 over the year which you’d like to put
in your RRSP. You have two options :

« You can contribute the $2,000, in which case you will receive a $1,000 income tax refund
that can then be invested. You will therefore have $3,000 in total savings.

+ You can take out an RRSP loan' of $2,000 and contribute the maximum $4,000 to your
RRSP. As aresult:

- You will double your income tax refund to $2,000 instead of $1,000
- You can repay your loan in full with your refund
- You will have contributed $4,000 to your RRSP rather than $3,000

- You will enjoy the financial benefits that come from higher contributions, which
will make all the difference at retirement

This way, if you have cash on hand, a loan equal to your expected income tax refund is a
more profitable solution because the loan repays itself while increasing your retirement
income. If you do not have any cash, but have room in your budget for a $200 monthly
payment for example, you could:

+ Make periodic deposits to your RRSP and invest your income tax refund.

« Take out an RRSP loan' for one year for an amount that would have $200 monthly
payments and apply your income tax refund to your loan to reduce the payments or pay if
back more quickly.

! Subject to credit approval by National Bank of Canada. Certain conditions apply.
? The highest marginal tax rate in Canada for 2003 is 48.64% (Newfoundland). In Quebec, the rate is
48.22%.



It is important to mention that the interest on an RRSP loan' is not tax deductible.

To calculate the amount of an RRSP loan' that will be repaid in full with your income tax
return, all you need to know is your marginal tax rate (see table) and the initial amount you

have to contribute:

RRSP loan'! = (marginal tax rate multiplied by initial amount)
(1 — marginal tax rate)’

Taxable income $7,756 to | $27,095 to | $32,183 to | $54,195 to | $64,368 to | $104,648
$27,094 $32,182 $54,194 $64,367 | $104,647 | and over
Marginal tax rate’ 29.4% 33.4% 38.4% 42.4% 45.7% 48.2%

If you would like more information on our RRSP loan', call our TelNat Customer Service
Centre at 1-888-483-5628 (options 5 and 3), visit our website at www.nbc.ca or drop by
one of our branches.

? This formula is valid only if the taxable income, less contributions, remains in the same tax bracket. For
example, someone with a salary of $40,000 who makes an initial contribution of $3,000 could, by applying
the formula, borrow $1,870 to make an additional contribution, for a total of $4,870. The income tax refund
will then be used to repay the loan. Since the salary in our example is $40,000, the marginal tax rate
applicable before contributions is 38.4%. After the initial and additional contributions are deducted, the
marginal tax rate remains 38.4%, because the taxable income after contributions is $35,130 ($40,000 -
$4,870) which is still in the same tax bracket.

#2003 taxation year, for Quebec residents only.



