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The Illiquidity of  

Registered Savings Plans 
 

Articles have been written in the past dealing with the income tax liability 
related to registered retirement savings plans (RRSP), registered retirement 
income funds (RRIF) and registered pension plans (RPP).  The value of the 
assets before considering income tax has never been much in question.  
Most will agree that the value of an RRSP or an RRIF at any particular month 
end is the amount indicated on the bank or broker statement.  The value of an 
RPP is generally the present value of an expected future income stream 
determined by a qualified actuary. 
 
A locked in retirement account (LIRA) generally arises as a result of an RPP 
transferred to an RRSP.  For example, if Jane left her employer when the 
commuted value of her RPP was $100,000 and she was aged 45, her 
employer would transfer $100,000 to a LIRA in her name.  Except in certain 
cases, Jane cannot withdraw funds from a LIRA until she reaches the 
designated age, usually age 55 or older, and then there are maximum 
amounts she can withdraw annually.  The purpose of a LIRA is to put Jane in 
the same situation she would have been with respect to her pension had she 
remained at her former employer.  The funds in a LIRA can be invested in the 
same marketable securities as those held in an RRSP of RRIF.  Accordingly, 
valuing the assets in a LIRA is not a difficult exercise. 
 
Upon withdrawal, income from an RRSP, RRIF, RPP or LIRA is taxed at 
regular marginal rates.  Perhaps this would lead one to conclude that the 
related liabilities would also be the same.  As a result, one would expect that 
the net value of $100,000 in any one of these registered vehicles should be 
the same.  However, there is a difference.  Funds in an RRSP or RRIF are 



 
Page  2        Marmer Penner Inc. Newsletter September 2004 

 
available to be withdrawn and taxed at the taxpayer’s option subject to certain 
limitations such as the minimum amounts, which are required once an RRSP 
is rolled into an RRIF after age 69.  Funds in an RPP or LIRA are 
inaccessible until a certain age.  Given a choice, a person should prefer 
$100,000 in an RRSP to $100,000 in a LIRA.  Both can be invested in the 
exact same manner however only the RRSP offers the flexibility of immediate 
availability if necessary. 
 
The value of a bond is the present value of the stream of interest and 
principal payments, however, an investor can choose to wait for the income 
stream or sell the bond on the open market.  The value of an RPP is also the 
present value of an income stream but the holder does not have the 
opportunity to sell the right to this income stream. 
 
When valuing unvested employee stock options and restricted shares, 
valuators generally consider the illiquidity inherent in these assets and 
accordingly apply an appropriate discount.  Perhaps it is time to consider an 
illiquidity discount when determining the value of LIRA’s and RPP’s. 
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