The Benefits of a Workplace Pension Plan
Be a smart investor and do not leave money on the table. When a workplace pension plan is set up, employers are required to contribute. In many cases, for defined contribution pension plans (DC), employers will often match the amount of money the employee puts in, resulting in a contribution that is greater than what the employee would have contributed alone. 
This will enable your retirement savings to grow faster. By participating in your workplace pension plan, you’re taking advantage of built-in financial support that can contribute to your long-term financial security when you retire.  
There are many benefits to participating in your workplace pension plan, such as:  
1. Tax advantages: Your contributions are tax-deductible, reducing your taxable income on each paycheck. Additionally, you pay no tax on your contributions and investment earnings grow tax-deferred until you receive payments from the plan. 
2. Automatic payroll deductions: Budgeting can be challenging with all your expenses. Automatic payroll deductions make contributing effortless. Over time, these small amounts may accumulate, so the plan can provide you a meaningful retirement income.  
3. Structure that supports long-term growth: When money is added to your pension plan, it cannot be withdrawn until retirement age, except in special cases such as financial hardship or if your account balance is very small. This structure prevents impulsive withdrawals and helps you avoid short-term spending, allowing plan investments to grow over time. 

Understanding the benefits of your pension plan can help optimize your retirement income
It’s a good idea to ask your employer if they offer a pension plan, and if so, the type of plan being offered. Most workplace pension plans fall into one of three categories: defined contribution (DC), defined benefit (DB), or a target benefit (TB). Once you know which type you’re enrolled in, it’s important to understand its features and how it affects your retirement income.  
A DB plan provides retirement income based on a formula that accounts for factors such as years of service, salary, and age at retirement. Your employer and, in some cases, you, contribute to the plan. The plan administrator is responsible for managing and investing the pension fund. Once you retire and meet the eligibility criteria, you will receive an income for the rest of your life, typically paid monthly. Some DB plans are indexed to inflation, meaning your pension payments could increase over time to help keep up with the rising cost of living. 
A DC plan provides retirement income based on the total contributions accumulated by both you and your employer over your career, and how well the invested funds perform over time. Unlike a DB plan, the amount you receive in retirement depends in part on how much was contributed, and in part how well your investments performed, and the manner in which you receive your funds in retirement (as a life income fund payment or annuity). In many plans, as a plan member, you may be responsible for choosing how your money is invested from a list of available options. These options vary in terms of risk and potential return, so your choices should reflect your long-term goals and comfort with market fluctuations.  
A TB plan will pay you a lifetime income when you retire. Similar to a DC plan, contributions are fixed. Your pension benefit is based on a target amount, which may be adjusted depending on the plan’s funding and investment performance. The pension amount you receive is based on a benefit formula similar to a DB plan but can fluctuate like a DC plan due to funding and investment performance. 
You can learn more about how much you’ll need for your retirement on the Government of Canada’s website.   
Five commonly asked retirement planning questions  
1. When should you start thinking about retirement? 
Planning well in advance of retirement age helps ensure financial stability and minimizes surprises later. Start by identifying the lifestyle you envision in retirement and the support you will need (e.g., retirement home fees). Create a realistic budget and determine the sources of income that will fund your retirement, such as a workplace defined contribution pension plan that grows through compound interest. 
 
2. What key priorities should you consider when creating a retirement plan? 
Start by identifying your existing financial obligations, such as student loans, childcare costs, or mortgage payments. Once you understand these commitments, you can accurately determine how much you’re able to allocate toward long-term goals like retirement. 
3. How can you adjust your retirement plan if your circumstances change? 
Life changes like a new job, unexpected costs or market shifts can impact your retirement plan. Review your plan regularly to stay on track. Consider adjusting your contributions or investments as your financial situation changes and stay informed about how changes in your employment or plan may affect your benefits. Keeping your plan up to date helps you avoid surprises and stay prepared. 
4. What options are available to you for funding your retirement? 
It’s important to understand the retirement plans offered by your employer or available to you independently. Common options include DB, DC or TB pension plans, and/or personal retirement savings accounts. Each plan type has different contribution rules, employer matching possibilities, and tax implications. Ask your employer about the plans they offer and how you can take full advantage of them. 
5. How do you know if you're saving enough for retirement? 
To understand if you're on track, review your workplace pension statements regularly to see how much you've accumulated and what your estimated income at retirement could be. For DB plans, this is usually based on your salary and years of service. For DC plans, it depends on your contributions, your employer's matching contributions, and investment performance both before and after retirement. For TB plans this is based on a target pension amount, which may be adjusted depending on the plan’s funding and investment performance. Remember to also include government pensions such as CPP and OAS and to include any personal retirement savings through a registered retirement savings plan (RRSP) or tax-free savings account (TFSA). Compare this projected income to your expected retirement expenses. If there’s a gap, consider increasing your contributions to your workplace defined contribution plan or other savings arrangements, if possible, which can significantly boost your future retirement income and may also come with additional tax advantages. 
 


