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Transferring a foreign
pension plan to your
RRSP or RRIF

How to tax-efficiently consolidate with your
RRSP or RRIF

This article discusses transferring a foreign pension plan to a
registered retirement savings plan (RRSP) or registered retirement
income fund (RRIF) on a tax-efficient basis. This planning is
available only to Canadian tax residents in the year of transfer; they
must also be the original plan owner, or a spouse or common-law
partner who inherited the plan or acquired the plan because of a
relationship breakdown.

Prior to August 4, 2023, this planning was available only to Canadian
tax residents who are turning age 71 or under in the year of transfer,
as the rules only allowed for a transfer to an RRSP. On August 4,
2023, the federal government released draft legislation proposing to
allow transfers to a RRIF as well. Although the draft legislation is not
yet law, it is deemed in force as of August 4, 2023. Note that financial
institutions may not be in a position to administer these changes
until the proposed legislation becomes law.

Not all foreign retirement plans will qualify as foreign pension
plans under Canadian tax rules and not everyone can or will benefit
from transferring plans that do qualify, to their RRSP/RRIF. With
these factors in mind, it’s very important to consult with a qualified
cross-border tax advisor. Your qualified tax advisor will help you
determine, not only if your foreign retirement plan is eligible and

if your plan can be transferred on a tax-efficient basis, but also
whether it makes sense for you to transfer the plan rather than
leaving it in the foreign country.

If you have a U.S. retirement plan, please ask your RBC advisor
for a separate article specifically discussing transferring a U.S.
retirement plan to your RRSP/RRIF.
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Canadian taxation of foreign pension plans

Foreign retirement plans or arrangements that aren’t
considered a pension plan or superannuation under
Canadian rules are not discussed in this article. These
plans wouldn’t be eligible for transfer to your RRSP,
without contribution room, or to your RRIF. An example
of one of these is a UK. self-funded “personal pension
scheme.” Therefore, it’s very important to engage a
qualified tax advisor to review your foreign retirement
plan to confirm whether it is a foreign pension plan under
Canadian tax rules.

In addition, there are instances where a foreign retirement
plan is considered a pension plan or superannuation under
Canadian rules, but the applicable tax treaty may say that
the foreign pension is only taxable in the foreign country
and exempt from tax in Canada. In these circumstances, the
foreign pension plan cannot be transferred to your RRSP/
RRIF under the special rules discussed in this article, as the
pension is not taxable in Canada.

Generally, foreign pension plans are tax-deferred in
Canada until distributions are made from the plan, unless
exempt from taxation in Canada because of a tax treaty
between Canada and the foreign country. If the plan is
tax-deferred in both Canada and the foreign country, it
may be acceptable to keep the plan intact in the foreign
country while you’re a Canadian tax resident. Where the
distributions are taxable in Canada, your overall income
tax rate on distributions received will generally be the
higher of the two countries’ tax rates.

If you choose to collapse your foreign pension plan

while you're a resident of Canada without any further
planning, you'll generally accelerate the timing of taxation
in Canada (if not exempt) and in the foreign country.
Although foreign tax credits (FTCs) may be available to
minimize or eliminate double tax, collapsing the plan will
generally end the benefit of tax deferral in both Canada
and the foreign country.

The options to discuss with your qualified cross-border
tax advisor include leaving the foreign pension plan in the
foreign country, collapsing the foreign pension plan and
bringing the assets to Canada, or transferring it to your
RRSP/RRIF if you can do so tax-efficiently. The last option
is the focus of this article.

Canadian rules that allow for a tax-efficient
transfer to an RRSP/RRIF

The tax-efficient transfer of a foreign pension plan to
your RRSP/RRIF is based on special rules contained in the
Canadian Income Tax Act (1TA), butitisn’t a direct tax-free
rollover. To do this transfer, you must withdraw from your
foreign pension plan and deposit the amount withdrawn

Generally, foreign pension plans are tax-
deferred in Canada until distributions are
made from the plan, unless exempt from
taxation in Canada because of a tax treaty
between Canada and the foreign country.

to your RRSP/RRIF under the special rules. The ITA allows
you to pay into your RRSP/RRIF, without contribution
room, and claim a special RRSP/RRIF deduction in respect
of “certain amounts” received in the year. The deposit to
your RRSP/RRIF must be made in the year you withdraw
from your foreign pension plan or in the first 60 days of the
year following the year of withdrawal.

The “certain amounts” include a lump-sum payment
that’s income received in the year as a superannuation
or pension benefit included in your income for the year
for Canadian tax purposes. The lump-sum payment must
be payable out of or under an unregistered pension

plan (based on Canadian tax rules), including a “foreign
pension plan,” and attributable to services rendered by
you or your spouse or common-law partner, or former
spouse or common-law partner, in a period throughout
which the person rendering the services wasn’t resident in
Canada when they provided the services.

The special rules in the ITA only apply where the
withdrawal from the foreign pension plan isn’t part of a
series of periodic payments (i.e. it must be considered

a lump-sum withdrawal). The Canada Revenue Agency
(CRA) has indicated that, whether a payment is considered
a lump sum or a series of periodic payments is based

on the particular facts and circumstances in each case.
They have not provided an opinion specifically related

to these rules but have stated for other purposes that, in
general, a periodic payment is one of a series of at least
three equivalent payments made under an arrangement
that specifies the interval between payments. 1t may be
reasonable to apply this view here as well and suggests
that a withdrawal of the entire plan in two equal or
unequal payments in different years may qualify as lump-
sum payments. It’s important for you to seek professional
tax advice on how to structure your withdrawal to ensure
it’s considered a lump-sum payment.

Does your foreign pension plan meet the
requirements?

To meet the requirements under the special ITA rules just
discussed, your foreign retirement plan must be classified
under Canadian tax law as a foreign pension plan. To be
classified as a foreign pension plan, it must be set up by
an employer as a superannuation or pension plan. This
generally means an arrangement to which contributions
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were made by or on behalf of an employer or former
employer in consideration for services you rendered as an
employee and are used to provide you an annuity or other
periodic payment on or after your retirement.

Don’t assume that your foreign retirement plan
automatically qualifies. 1t’s possible that the foreign
plan could contain terms that may exclude it from being
a superannuation or pension plan under Canadian tax
rules. It’s important to have your foreign retirement plan
documents reviewed by a qualified tax advisor.

Inherited plans and relationship breakdown

If you inherit a foreign pension plan from a deceased
spouse or common-law partner, or because of

a relationship breakdown, you may also be able

to transfer the plan to your RRSP/RRIF without
contribution room on a tax-efficient basis where it
makes sense for you. If you inherit the plan from anyone
other than a spouse or common-law partner, or former
spouse or common-law partner, you wouldn’t be able

to transfer it under the special ITA rules. However, if
you have RRSP contribution room and it makes sense in
your circumstances, you may choose to use your room
to transfer the plan to your RRSP (refer to the separate
section that discusses using RRSP contribution room if
your plan doesn’t qualify).

Using RRSP contribution room if your plan
doesn’t meet the requirements

It’s possible your plan is a foreign pension plan, but it
doesn’t meet the additional criteria under the special ITA
rules to allow contributions of a lump-sum withdrawal to
be transferred to your RRSP without needing RRSP room or
to your RRIF. Perhaps you earned the foreign pension while
you were a resident of Canada for tax purposes, or you
inherited the plan from a parent. You can still achieve a tax-
efficient transfer to your RRSP provided you have sufficient
RRSP contribution room and can claim a full FTC. When
using RRSP contribution room, you can choose to make an
RRSP contribution to your RRSP or to a spousal RRSP.

You should confirm with your qualified tax advisor
whether it makes sense for you to use your RRSP
contribution room to transfer your foreign pension plan
to your RRSP or a spousal RRSP when it may already

be tax deferred. Examples where this strategy may

be useful are where you're no longer able to hold the
foreign pension plan in the foreign country, or you prefer
to simplify your estate by consolidating your property
within Canada. If you have sufficient RRSP contribution
room, you can contribute the funds to your RRSP, or @
spousal RRSP, to offset your Canadian taxable income; if
there is foreign income tax, you can claim FTCs to recoup
the foreign income tax.

If you inherit a foreign pension plan from a
deceased spouse or common-law partner,
or because of a relationship breakdown,
you may also be able to transfer the plan
to your RRSP/RRIF without contribution
room on a tax-efficient basis where it
makes sense for you.

The section on evaluating whether to transfer a foreign
pension plan to your RRSP/RRIF discusses other important
considerations.

Overview of steps to transfer a foreign
pension plan to your RRSP/RRIF

Get information from plan administrator

If you're a resident of Canada and interested in moving your
foreign pension plan to Canada, your first step may be to
confirm the following with the foreign plan administrator:

e Whether lump-sum withdrawals are permitted
from the plan;

e Ifthere are any penalties or fees;

e The withholding tax rate they will apply to your
withdrawal as a resident of Canada; and

¢ Any foreign documentation that may need to
be completed.

If the foreign country has specific tax or pension rules

and reporting requirements that must be followed by a
Canadian financial institution, you should confirm that the
Canadian financial institution is able to accept the funds
transferred from the foreign pension plan.

Engage a qualified cross-border tax advisor

It’s very important to engage a qualified cross-border tax
advisor who can review your foreign retirement plan to
evaluate whether a transfer to an RRSP/RRIF is possible
and makes sense for you. They can determine if the plan
meets the requirements under the special ITA rules and
estimate whether you will be able to fully recoup the
foreign tax and penalties, if any.

Collapse the foreign pension plan by making a
lump-sum withdrawal

Once you and your qualified tax advisor have decided
that this strategy makes sense for you, you may execute
the transfer by making a lump-sum withdrawal from your
foreign pension plan. This lump-sum withdrawal may be
subject to foreign taxation, which may simply be a foreign
withholding tax. You should confirm with your qualified
cross-border tax advisor if there are any other tax
obligations in the foreign country.
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Deposit gross amount to your RRSP/RRIF

The gross amount (before any foreign withholding tax is
applied) of the lump-sum withdrawal from your foreign
pension planis included as income on your Canadian tax
return in Canadian dollars. By depositing this amount to
your RRSP/RRIF under the special ITA rules, you can claim
an offsetting RRSP/RRIF deduction equal to the amount
that’s included as income on your Canadian tax return.
The effect is a complete offset of the income included on
your Canadian tax return, resulting in no taxable income in
Canada related to the transfer.

You must make the deposit by the end of the regular
RRSP contribution deadline, which is no later than

60 days after the end of the year in which the lump-sum
withdrawal is made.

Claim FTCs

You can claim FTCs on your Canadian tax return for

any foreign income tax paid. To fully recoup the foreign
tax, you must have sufficient Canadian income tax.

FTCs reduce your Canadian tax liability that you would
otherwise incur, so if you don’t have sufficient Canadian
tax, you won’t be able to recoup all of the foreign tax paid.
You can’t carry forward this type of FTC.

There are a few options your qualified tax advisor

may suggest if they estimate you don’t have sufficient
Canadian tax to claim an FTC that will recoup all of the
foreign tax. These include:

e Breaking up the lump-sum withdrawal into two equal
or unequal amounts over two years. The CRA may not
consider this a series of periodic payments.

e Creating additional Canadian taxable income (e.g.
selling stock with accrued gains) to increase your
Canadian tax liability to allow you to fully recoup the
foreign tax.

e Delaying claiming optional tax deductions that will
reduce your Canadian tax liability.

Before you make a withdrawal from your foreign pension
plan using this strategy, it’s important to confirm whether
you'll be able to fully recoup the foreign tax and penalties,
if any. If you can’t, you could be subject to double tax.
This is because you’ll have paid foreign tax (and possibly
penalties) on the amount withdrawn from the foreign plan
and will then pay Canadian taxes when you withdraw the
same amount in the future from your RRSP/RRIF.

Evaluating whether transferring a
foreign pension plan to an RRSP/RRIF
makes sense for you

In addition to the considerations discussed, the
following are some other factors to assess in deciding

The gross amount (before any foreign
withholding tax is applied) of the lump-sum
withdrawal from your foreign pension plan
is included as income on your Canadian tax
return in Canadian dollars. By depositing
this amount to your RRSP/RRIF under

the special ITA rules, you can claim an
offsetting RRSP/RRIF deduction equal to the
amount that’s included as income on your
Canadian tax return.

whether it makes sense to transfer a foreign pension
plan to your RRSP/RRIF.

You should compare the attributes of your foreign
pension plan to an RRSP/RRIF, including the age you're
required to begin receiving distributions, the amount of
the required annual distributions, investment restrictions,
account currency options and the tax treatment of the
distributions. The first required distribution for an RRSP/
RRIF is in the year you turn age 72.

Consider the importance of the Canadian pension income
splitting rules to you. These rules allow for up to 50% of
eligible pension income to be allocated to your spouse or
common-law partner and reported on their Canadian tax
return. This could lower your family’s overall tax burden

if your spouse or common-law partner is in a lower tax
bracket. You could receive a payment from a foreign
pension plan that is eligible for pension income splitting at
any age, whereas if you transfer the plan to an RRSP/RRIF,
it'’s only eligible for pension income splitting once you're
age 65 or over, and provided the RRSP is converted to a
RRIF or other income stream.

It’s important to understand the tax treatment of your plan
upon your death and on the transfer to different types

of beneficiaries under both Canadian and the foreign
country’s tax laws.

As discussed earlier, it may be important to you to have all of
your financial and retirement accounts located in the same
country and managed by the same advisor. The tax-efficient
transfer to an RRSP/RRIF can help you consolidate your plans
within Canada on a tax-deferred basis. However, once you
transfer the foreign pension plan to an RRSP/RRIF, there may
be no equivalent strategy to transfer the property in your
RRSP/RRIF back to a foreign retirement plan.

If you're a temporary resident of Canada and will eventually
move from Canada and become a non-resident, this may
factor into your decision to either keep your foreign plan
intact or transfer it to an RRSP/RRIF. Please speak to a
qualified tax advisor to help you evaluate this further.
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Conclusion

Before you decide to collapse your foreign pension plan
to implement the strategies discussed in this article, it’s
very important that you obtain advice from a qualified
cross-border tax advisor to determine if your plan
qualifies under the special 1TA rules, if the transfer can
be implemented on a tax-efficient basis and that it makes
sense for you to implement the transfer as opposed to
keeping the foreign plan intact.

This article may contain strategies, not all of which will
apply to your particular financial circumstances. The
information in this article is not intended to provide

legal, tax or insurance advice. To ensure that your own
circumstances have been properly considered and that
action is taken based on the latest information available,
you should obtain professional advice from a qualified tax,
legal and/or insurance advisor before acting on any of the
information in this article.
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