Planning for a tax-efficient retirement income

As you approach or enter retirement, your focus may shift from wealth accumulation to a
focus on income. Along with this shift, many refocus on protecting their capital from
undue taxes to ensure it lasts as long as possible. You worked hard to earn and save
your money and now you want to ensure that you’ll have enough to live the retirement
lifestyle you have planned.

There are so many products to choose from at retirement, it can be confusing and hard
to decide which one is best for you. This is particularly true with non-registered
investments, as investors have a large amount of flexibility with these funds. While most
associate retirement income with their registered investments, cash flow can also be
generated from non-registered holdings as well.

One such option is tax-efficient withdrawal mutual funds. These funds are popular with
investors who want a consistent monthly income stream from their non-registered
investments. They are designed to help you to defer the amount of tax you’re going to
pay on your investments when you start to draw income.

These funds work on a principle called return of capital. Return of capital basically
means part of the monthly cash flow you receive from your investment is a return of your
original investment, which is not taxable. Once all your original capital is returned to you,
then you start to draw on the growth, which is taxable.

The funds don’t avoid taxes, but rather defer them by reducing taxable income during
the initial years you take income. These funds can be great options for those in higher
tax brackets who still require an element of growth in addition to tax-efficient income.

Before selecting any investment income option it is typically best to get financial security
advice that looks at your full financial picture. This includes information on guaranteed
income sources, your personal tax situation, and income requirements. If you are looking
for ways to improve your after-tax income, or balance your income needs with potential
growth, contact your financial security and investment representative who can help you
decide what products and services are right for you and your unique circumstances.

Richard Knabenschuh, principal of The Financial Alliance Group (Niagara) Inc., is a financial
security advisor representing Freedom 55 Financial, a division of London Life Insurance
Company, and an investment representative with Quadrus Investment Services Ltd. He can be
reached at 905-682-7722, or by email at rknabenschuh@cogeco.ca.

The information provided is based on current laws, regulations and other rules applicable to
Canadian residents. It is accurate to the best of the writer’s knowledge as of February 2011.
Legislation and its interpretation may change, affecting the accuracy of the information. The
information provided is general in nature, and should not be relied upon as a substitute for
professional advice in any specific situation. For specific situations, advice should be obtained
from the appropriate legal, accounting, tax or other professional advisors.



