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Tax Issues

Generating Cash Flow 
During Your Golden Years 

Ross McShane

Now that you’ve worked hard to accumu-
late enough wealth to provide an income 
stream that will replace your employment 
or self-employment income you are faced 

with a new set of challenges. You have RRSPs, Tax Free 
Savings Accounts (TFSAs) and non-registered accounts. 
The question is where do you start? 

First of all you may want to review your current fi-
nancial situation. Do you expect your sources of after-tax 
fixed income to cover your basic and discretionary lifestyle 
expenses? Are you counting on some semi-retirement 
business income? Will you be dependent on income 
or capital from your investment portfolio or the equity 
you’ve built up in business or personal assets?

You probably want to meet your cash flow needs with 
as little income tax payable as possible. With that goal in 
mind you should consider drawing down your investment 
accounts in this tax-smart order:

1. Non-registered:
 A. Cash (i.e. bank accounts, 
 cashable GICs, money market 
 instruments)
 B. Fixed income  (i.e. bonds)
 C. Equities 

2. TFSAs

3. RRSPs/RRIFs   

Here’s why:

Dipping into the cash reserves accumulated in your 
non-registered accounts will not trigger any taxable 
events and will also reduce the interest income that must 
be reported annually on your income tax return. Sell-
ing fixed-income investments will accomplish the same 
result as long as it does not result in creating a capital 
gain. Selling equities that have accrued capital gains are 
generally last on the tax-smart list. Of course your asset 
allocation strategy and risk tolerance also come into play 
when deciding if it makes sense to sell a holding that is 
in a gain or loss position. 

TFSAs appear second in the tax-smart list after non-
registered accounts so that you can continue to enjoy 
the tax-free growth of your investments for as long as 
possible. But they should be drawn down before RRSPs 
and RRIF’s because funds withdrawn from these types 
of accounts are treated as ordinary income and taxed in 
an individual’s marginal tax bracket. TFSA withdrawals 
do not have any tax impact.

There are some situations where this ranking does not 
make sense.

•	 You	 may	 be	 in	 a	 situation	 where	 your	 tax	
bracket is lower today than it will be when 
you are 72. This is when your RRSP will be 
converted to a RRIF and minimum payments 
will commence. In this case, it may be better 
to pay some tax now in order to avoid paying 
more tax at a higher rate later on.

•	 It	may	be	advantageous	to	draw	funds	out	of	
the RRSP now to minimize future net income 
and preserve your Old Age Security. In 2011 
the OAS is clawed back when an individual’s 
net income exceeds $67,668.
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•	 If	private	pension	income	is	not	available,	you	
could convert a portion of your RRSP to an 
RRIF when you turn 65 in order to generate 
$2,000 per year of income that qualifies for 
the pension income credit. 

•	 If	health	is	an	issue	you	may	want	to	consider	
the impact of a premature death.  It might 
be better to withdraw RRSP funds now in 
case they will be taxed in the estate in the top 
marginal tax bracket.

If you hold investments in a corporation then you 
will have additional options to evaluate. Funds can be 
withdrawn from a corporation according to your sched-
ule. This could result in paying lower taxes if you receive 
dividends when your tax rate is lower than other times of 
your life.  Drawing down a Due to Shareholder balance 
or Capital Dividend Account (CDA) will provide tax-free 
cash. You may need advice on how a Refundable Dividend 
Tax On Hand (RDTOH) account balance needs to be 
factored into the equation.   The other thing to be careful 
of is surplus capital left in the corporation because of the 
possibility of significant tax repercussions.   In cases like 
this you probably need an overall estate plan that lists 
what funds should be withdrawn when.

You may find yourself 
in other situations:

•	 You	may	have	an	investment	that	is	down	in	
value but you need to sell it as part of your tax 
smart strategy. Don’t worry about selling an 
investment that you wish to keep for the long 
term, as you can always sell it and repurchase 
it in another account. Watch the superficial 
loss rules (see my article on Tax Loss Harvest-
ing in the November/December 2011 issue of 
Canadian MoneySaver).

•	 You	may	want	 to	 sell	 equities	 in	 your	non-
registered account before withdrawing cash or 
selling fixed income securities if it would make 
sense to trigger a capital gain or a capital loss.

•	 You	can	avoid	a	“double	dip”	when	you	sell	
mutual funds held inside your non-registered 
account.  Before you sell part of your mu-
tual fund, take steps to have the capital gains 
distributions paid to cash instead of being 
reinvested. This action would prevent the 
possibility of triggering an unnecessary capital 
gain.  

•	 Don’t	worry	about	depleting	the	capital	in	an	
account, especially if you are following a tax-
smart withdrawal strategy. If you draw down 
one account it means that your other accounts 
are left untouched to grow. 

At the end of the year you may want to update your net 
worth statement to evaluate your overall progress against 
plan. If you develop a five year cash flow plan then you 
could  review and adjust it annually as well. 

An advisory team that includes your accountant, finan-
cial planner and portfolio manager working together in 
an integrated fashion would take a lot of stress out your 
golden years cash flow management plan.
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