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The RRSP Loan Examined– Should You
Borrow to Contribute to your RRSP?
Its January or February and its time to start thinking about your annual RRSP contribution. No
doubt you are being inundated with RRSP offers from financial institutions. With so many options available, it is often hard to choose where you should invest your cash. But what happens
if you want to contribute to your RRSP, but you don’t have the cash? Should you take out a
loan? Should you take advantage of the offer you just received in the mail: “Dear Mr. Smith:
You have been pre-approved for an RRSP loan of up to $15,000 at 6%”

Christopher J. Alexander
CA•CBV

In many instances, this may be advisable. But first some background information.
When you contribute to your RRSP, you are able to deduct that amount from your income,
ultimately lowering your total tax bill. Chances are that you have already paid the taxes on that
income through your regular deductions from your employer. If that is the case, you may be
expecting a cheque from Mr. Harper after filing your tax return.
If you don’t have the cash to make an RRSP contribution however, you may consider borrowing money to make the contribution, which will (hopefully) result in a big tax refund. The idea
would be that you would use the refund to pay down your loan. You will then have lowered
your overall tax bill, plus you will have an investment growing on a tax free basis until retirement. Its win-win, right?
What you must consider though, is that to borrow the money to contribute to your RRSP,
there is an interest cost. So you must balance that with the prospects of earning a return on
your RRSP. If you borrow $10,000 to contribute to your RRSP at a rate of 6%, that is a cost of
$600 per year. If you put your tax refund, say $3,000, towards that loan, plus make monthly
payments over the next year to payoff the amount relatively quickly, you will have minimized
your interest costs. In this scenario, there is a good chance the long term benefits will outweigh
the short term costs.
The problem arises, however, when you aren’t able to pay back that loan in a reasonable
amount of time. If you are borrowing at 6%, but the return on your RRSP is only 5%, its actually costing you money to have an RRSP which is NOT the purpose of it. You have to be realistic with yourself in terms of the amount of time it will take you to pay back your RRSP loan.
At a time when interest rates are near record lows, the RRSP loan is extremely attractive. But
things can, and will, change fast. That 6% interest rate can become 8%, 9%, 10% in no time if
you don’t stay on top of that loan. I’ve even seen individuals take out an RRSP loan, let it fall
behind, and then roll the loan into their mortgage so that they are paying it off over 25 years. In
that case, you’re paying to have an RRSP. That is clearly not advisable.
The bottom line is, if you wish to take out an RRSP loan, consider the cost of the loan and what
you expect to earn on your RRSP. Use any refund that you get to pay down the loan and try to
pay off the loan within a year.
If you find that every February you are needing to borrow to make a contribution to your
RRSP and then spend the rest of the year paying it off, you might consider a different tactic.
Instead of making regular loan payments, why not make regular RRSP contributions? This has
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has two main benefits. For starters, instead of paying off a loan all year and paying interest on it, you are making regular
contributions to your RRSP so that come February, you aren’t scrambling to come up with the cash to make your annual
contribution. Secondly, this gets the money into your RRSP sooner so that it starts growing on a tax-free basis. While a few
months might not seem like a lot, over 20 or 25 years, that can amount to big $$$. In addition, if you make regular contributions, you can apply to the Canada Revenue Agency to lower the amount of income tax withheld from your paycheque so
you don’t have to wait until next April to get your refund.
One other thing I always advise my clients to do, is to check if your employer has a group RRSP plan. Most employers do,
and in many cases, they will even match contributions up to a certain amount. If that is the case, its really a no brainer! The
contributions come right off of your pay cheque so you don’t even have to think about it and your employer tops them up!
Plus, your employer will automatically reduce the amount of income taxes being withheld on your paycheque so the money
is in your pocket now, not next April when you file your tax return.
If you are considering an RRSP loan and have questions on whether it is right for you, Chris Alexander can be reached at
905-334-6674 or chris@cjaps.ca.
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