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Down but Not Out: Reforming Social Assistance Rules
that Punish the Poor for Saving

By
John Stapleton

m Encouraging asset accumulation, even in small amounts, is crucial in helping to lift
people out of poverty. Yet most Canadian welfare, disability and social service
programs deny or cancel benefits if applicants and recipients place a modest level
of savings in a Registered Retirement Savings Plan (RRSP) or a Tax Free Savings
Account (TFSA).

m The existing rules force social program applicants and recipients to liquidate
savings to avoid ineligibility.

RELEVANT

m Barring a province-led effort at reform, the federal government should take the lead
by calling on provinces and territories to exempt meaningful RRSP and TFSA
amounts from their welfare asset rules, leaving individual jurisdictions to decide the
appropriate levels.

One of the goals of social assistance programs in Canada is to put in place measures to break the cycle of
welfare dependency. Savings, however small, can provide a cushion against unforeseen circumstances or
provide the foundation for later choices about education or work. When governments penalize welfare
applicants or recipients for saving by denying program benefits — as happens in the case of savings in
Registered Retirement Savings Plans (RRSPs) and Tax Free Savings Accounts (TFSAs) — social assistance
programs may become traps.

On the other hand, by helping to meet contingencies and pay the additional costs associated with
moving toward self-reliance, measures that promote asset-building can help people to save, invest in skills
and education, and facilitate labour-force entry. Encouraging asset accumulation, even in small amounts,
is crucial in helping to lift people out of poverty.

REASONED -

The Background

As registered savings instruments have evolved over the past decade, some types of assets have been
exempted from asset limitations in social programs; others have not. In 2003, Canada had two popular,
voluntary registered savings instruments: RRSPs and Registered Education Savings Plans (RESPs). At the
time, most Canadian welfare, disability, and social service programs denied benefits to applicants and
recipients if they held even small amounts of savings in RRSPs or RESPs. If the amounts exceeded a
certain threshold — now $1,619, in total, for a single parent and child on welfare in Ontario — applicants
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were denied access to income or services. They had to cash in the RRSP or RESP and exhaust the proceeds before
they could reapply for assistance.

Between 2004 and 2000, a sea change took place in the approach provincial and territorial governments took
towards RESPs, but not RRSPs. All jurisdictions exempted RESP assets in their welfare, disability, and social service
programs (e.g., child care in Ontario).

But by 2009, the federal government had established two new registered savings vehicles. The first, in 2008,
was the Registered Disability Savings Plan (RDSP) whereby parents and relatives may fund a savings plan for a loved
one with a disability. RDSPs are generallly exempt from social assistance limits. Once withdrawn from the plans
they would be considered as income. At this point provinces have different provisions concerning the treatment of
the proceeds.

The second savings vehicle, in 2009, was the Tax Free Savings Account — funds held in a TFSA are consistently
counted as liquid assets under provincial social assistance programs across Canada.”

Rife with Inconsistency

Governments across Canada have not articulated why RESPs and RDSPs are exempt from asset limitations while RRSPs
and TFSAs, generally speaking, are not. One reason may be that RDSPs and RESPs offer federal cash incentives for saving
(i.e., matching contributions), and provinces do not want to adopt policies that would inhibit such saving. Another
reason, perhaps more intuitive, could be that provinces impose conditions on withdrawals to better ensure that
individuals consume goods and services they deem desirable, such as skills acquisition through education.

Whatever the reason, there is no consistency in the way that various provinces apply limits to RRSPs (Table 1).
Whereas Alberta, Newfoundland and Labrador, and Quebec allow a certain amount of RRSP savings, other
jurisdictions are less specific but they may provide a grace period to cash in any type of liquid asset, which would
include RRSPs. Currently, all jurisdictions limit TFSA holdings.

Potential Role for Federal Leadership

Could a federal nudge to provincial social assistance programs’ treatment of TFSAs and RRSPs help? Although many people
believe that federal leadership for provincial programs is either ineffective or unimportant, previous displays of federal
leadership in the area of social assistance show that provinces and territories respond to federal calls for change.

Provinces and territories currently count savings in TFSAs and RRSPs as both assets and income under most
welfare programs.5 One consequence of these inconsistent policies is that social assistance recipients with

1 On October 7, 2004 Ontario Social Services Minister Sandra Pupatello described RESP clawbacks as “a dumb rule that works at cross-
purposes to what welfare is supposed to be doing for people and their families.” Richard Brennan, “Education plans safe under welfare
change,” Toronto Star, 7 October 2004, A08.

The newest registered tax instruments are explained at http://www.cibc.com/ca/features/tax-tips/contribute-rrsp.html.

There are provisions in other provinces similar to Newfoundland and Labrador that are less specific. For example: PEI provides 90 days
to welfare applicants to liquidate assets at a loss not to exceed 25 percent of their market value. If losses would exceed 25 percent, then
the asset may continue to be exempt. In Nova Scotia, applicants must be given time to convert any assets not readily convertible to cash
and may receive assistance as long as they are pursuing their sale. New Brunswick appears to parallel Ontario in that investments under
the Pension Act are excluded until they can be accessed. Otherwise, the recipient must liquidate and pay any penalty. Manitoba has a
four-month grace period. Saskatchewan provides up to 90 days for applicants to convert liquid assets. In most cases, the language is loose
and provides administrators with a wide berth to exercise appropriate discretion.

4 The following are recent examples of success in this area: (i) when finance minister John Manley asked provinces to stop clawing back
increments in the federal National Child Benefit Supplement (NCBS)from welfare payments in 2003, all provinces complied; (ii) when
Human Resources and Social (now Skills) Development Canada asked all provinces to exempt RESPs from welfare payments in 2004, all
jurisdictions (eventually) complied; and (iii) when Finance Minister Jim Flaherty asked provinces to exempt the Working Income Tax

Benefit (WITB) and the Registered Disability Savings Plan (RDSP) from welfare payments, all complied.

5 Funds held in registered instruments are considered as assets. Once redeemed, they are considered income.

|2 e-brief



"87 93§ — 39 dSAO

(9 ST)(1)€y 295 32 4SO

(€:SD)(1)€y 235 =3 4SO
(ETI(DFS 935 — 320 MO

.Coﬁwuz_uu

[ 2an0an(] ‘enue 1o dSAO
L 2am0a11(] ‘enuey r0d MO

1dwaxe-uou ST Jwoour ,—uwaﬂuuﬁuu NDUO

(230d 1xau 10 panuyuo))

"6€ 995 — 309 MO (O TD(1)¥S 998 — 39 MO A1epuooas-150d 10§ pataspar "PaYeat ST (GG AJerouad) a3e yuowamar ‘suone[n3oy
"B617$ — 7 +21dnop 'suonenSar JGO  'POWSIPAT UM JUIODUT SE PAIIPISUOD 10N DA SWIODUT SE PRIAPISUOD 10N [IUN [QISSIOIE 10U AT SPUNJ A T, 29 Y wpisos]
619T$ — 1 +3uare] auoT] pue A\O poq Ut prou (192)(1)82 25 — 824 dSAO 90187 29 804 dSA0  Iduwioe are fop gy WI-pRpoL, v UL woddug ygrsq
"000°9$ — Lpiqesi(q s d[Surg SUOISTI[OX 13SSE JO ISI] UT (I'T0)(16€ 39 MO (TD(1)6E 228 — 3 MO aIe SpUNJ ot 219y 4\ 19858 IdWAXD-UOU  0mppi4() *SUONEMIN]
"68¢¢ —o[qedoidw odurg  papnput 10N “1dwaxa uoN 108se UE pa1opisuod 10N dwaxyy  119sse Ue paropisuod 10N 1dwiaxy e parapisuor) 'sased 150w Ul 1dwiaxs WON 29 M g ompI() pLi(g)
‘wnwixew ()00‘09$ “(B)1TT 928 — Sy “(8)8¢T 25 — oy '$90IN0S
ayp 01 109[qns 10U :NON] “owodu1 1dWaxa St PaIapIsuod “TemeIPYIIM SUIMO[[O] 3[q31p2 [re woxy
(0€)(6DTTT 29 — Foy ST UOnEINpa 10J pasn Juraq 1624 o Jo T 12q010) 01 Joid  Junowre uonduwaxs
Pl 1uopuadop & 10j 1dwoks  JSTY UE WOIj UMEBIPTIM JWOOU] pasn are Aot papiaoid dwoxa oare  Te101 1 syuRsardar
"6647$ — 7 +21dnop A[y{ “um ynpe-7 & J0J Qruowr/ores “(9)T%1 295 — Soyg e[ S1oAng JWO] oY) SPIEMO) Pasn 1] 39558 J[09¢
“T9TT$ — 1 +IUdIE] dUOT “(1)821 298 — Soyg TUN JNPE-T © 10J (IUOW/(ES SMOJ[O] s10sse pmbry 1dwaxs parapisuod PUE S UE WOIj UMBIPTIIM SWNG 0N SUONE[NZoY
"£88¢$ — Apiqesi(q s d[Surg “asse pmbr] & pazapisuoo se owoour s 1dWaxs Pawaepar VUQ) e (009§ JO [€101 PareNUMOOE ‘()9%1 2 DY IUBISISSY
"¢88¢ — o[qedojdwo o3urg  susodap syueq 1dwaxs uoN “(€1)8€T 928 — oy 1osse ue seydwiaxy  ue 01 dn sgSTY D[09¢ 01 adwaxy (D) THT 228 — 3oy D09¢ 01 rdwaxy  Guuny puy pupagpuy -ang)
uny'ps96L1°800C
"000°7$ — ¢ + 2jdnop *(8)(1)8 92 — Sy /5] /smaur/quo ed-quimma//:dny aseapy
"000°7$ — T +IUaIE] U0 *$90IN0SaI ssa1] JustudopPas(] [e10g “11joUaq VS 01 “uonoas suonduwoaxy ‘suone[n3oy
"000°¢$ — Lpqesiq s d[3urg J[qE[TeA’ Se PIIOPISUOD  UONIPPE UT (AUOW/())8S AT UED JUAP 1088y ‘[enuejA] £1[0] "19ssE “uonoas s1as5y pmbry enuepy Lrjog Xy (aunasg
“000°1¢$ —qedopdwo afurg  susodop yueq 1duaxs woN ‘pawaapar 0u() “1asse ue se 1dwaxy pmbry e pasopisuod 10N 1duwaxy 1355 pmbi] & pazopisuo)) 1duwaxs uoN autou] 1y aN
000°T$ — ¢ +2dnop (W) s -3y
‘0007 §— 1 +IUaIe] dU0] ") 998 — oy “(¥)09 295 — 3y "(8)(3)T 295 — 30y 1dwoxo st wresSord uorsuad  ‘suonen3ay pue wy
"006$ — Apiqesq s d[Surg “asse pmbr] & parapisuoo 1dwoxs paropisuoo osse quswdodwo ue Jo 1red ST IR JQYY UE  0upsissy auiosu] puv
"006$ —2[qedojdwo odurg  susodop syureq 1dwaxs uoN ST UMPIPUIIA JWOOU] *39ssE Ue s Idwaxy pmbry e pasopisuod 10N 1duaxy Jo ared Auy sases 3sowr ur ydwsaxa woN  10ddng yuauidopdusy SN
*0UBISISSE WIR-110ys 10] syueondde *zz wan ‘suondwoxyg
01 £jdde syunowre 1amoy :a10N] AWOdU] ‘§-§ UONDG ‘[enUElA] AO1[0] "satel “(0)(9)€T 228 — Foy
"008°T$ — 06$ — ¢ + 2jdnop awoout mof eur01d 3y 199w S)yaUaq "sasodind [euoneonpa spremoy
‘00T 1§ — 05§ — [ +Iuare] U0 (Qp)e1 25 -3y [eaudunredap pue dwoour JGIY PUIquiod  pasn dre Aoy ey payse Ji o ued O)F)ET 28 -3y
"006% — Anpiqestq yrm opSurg 1asse pmbry & pazopisuod oy 219ym Jutod atp 01 dn swoour idwoxs Ay uT UTEWR Spuny 2y st 3uo] se 10858 pmbi] & paropisuod st [y AUe  ‘suonen3ay 2 K
"007$ — 06$ —2[qedojdwa o8wig  susodop yyueq 1dwexa woN a1 Aot pawapar 5U() “19sse Uk seadwaxy  dWodUT St PaIapisuod 10N 1dwaxy JO anTea d[qezifeat oy T, 1dwaxa oN 2UDISISS [P120S Tdd
'(€)9¢ 935 — 32y “parepmbry o
"0067$ — 7 +aidnop ued 31 papiaoid 9asse pmbry e patopisuod ‘suone[n3oy
‘00S°T$ — [ +Iuareq ouo] (q)8 25 — 3oy (X)(8)g 235 — 8oy ST WD YOI Jae ‘SAep O 3871 9 X Wl oddng
"000°¢$ — Lpiqestq s opSurg “19sse pmbiy & paropisuod  -owoour 1dwaxs are JG(TY UE U parenumooe “(A1)(q)8 99G — Sy "19sse 1oy duaxd pasapisuod ST T )OO0 1S UL suaukopdusy
"005$ — 2[qedodwn odurg  susodop syueq 1dwaxs woN 10 wolj paaaoar spun,y 1dwaxy  pmbiy e paropisuod 10N dwaxyy s3] ST an[eA JT *ssed 150w Ut IdWOKS UON puv autosuy 1IN
LSPPA>T uondwaxy unoxy ue|( sSuraeg e[ sSurreg e[ sSuraeg
s3uraeg 2211 X[ Aqesiq pazeisiday uonesnpy paIalsiday IUSWRINY ParasIday uone[sI3o uonorpsnf

33ssy pmbry 1uazmyy

sIuaWINISU] PaIalsiSoy

0L0Z ‘epeue) ul sweibold a0ueIsISSY |RI00S |BIOUIAOL Ul SJuswWnJIsu| palalsiBay Jo juswiesl] ;| a|qel

/3

e-brief



90'TSET § - T + 3dnop
‘8G'861°T$ — T +3Uareg SUOT
"000°€$

— Aipqesi( yim ap3urg
*09/$ — d[qedorduus af3urg

TES 1§ — T +9dnoy
T90°T$ — 1 +Iuare] duo|
0€S°T$

— Apiqesi(y i ojSug
"€86$ — [qedordw of3ur

‘0007 — T+ aidnony
"000°€$ — 1 +IUSTE] JUOT
"00S°T$

— dqesi] s dp3u1g
"006°1¢ — 2qedordwa of3urg

"0¢ — ¢ +21dnop

'000°7$ — 1 +3uare] suo]
"000C$

— Apqesiq g aj3urg
*0$ — d[qedordws a3urg

o104 uad() Joj A[ppamy, duuy :Aq paredaid

*$1023U00 TeUIA0Id BIA POULITUOD S9OUIAOIA JOJ UONBWLIOJUT VST,

U dIL[2M/19U YDILISII[LIDOSURIPRULY MMA//:dY  SYUTT dIef[oA ADY,, SYUTT [OTBAsaY [L1D0S UBIPBUEY :S0IN0S

*G] pue O Pase UaIp[IYd oAl sy A[dnod pue PIIyd plo-Teak-g sey Juated A[3ulS ‘90UEISISSE J0 1d19091 UT APEAIE 50U} J0J S[2Ad] JOYSIY ALy suondIpsLinf swog AJuo syueordde 1oy ae umoys S[oad] uondwaxa 19SSV,

(1)1 238 ~ 33y Ay

(D1 235~ 34 vea
13SSE [SED B PAIIPISUOD IUEQ
o ur Asuopy 1duaxs uoN

JastutiA oy 4q

panordde urer3oxd s3uraes orpoue
Iopun’*** TUN Pjoyasnoy Y jo
Toquaw € £q parenumode Luou,
SapNPXa (10)(7)S 29 $39Y 210N
(B)(D)1 228 329)

“19sse pmbry € paraprsuod

sJueq ut yse7) 1dwsxa woN

M(DE6T 23S -3y
“19sse pmbr| € paropisuod
susodop yueq 1dwoxs woN

* JowstutjA o 4q pasordde surex3ord

«

Te[IUIS I9PUN SIUNOJDE, PUe (SY(]]
‘SISTY) Stunodoe Surpymg asse
sduaxa (Ax) (2)(1)g 225 $89y 10N
"T°¢H] uomdag

‘enuepy Ao1j0 “uEq Y1 Up

ﬂm«NU wﬁjﬁuﬁﬁ 0] sjasse —USAT: wwﬁmuﬁ
Tenuepy £1j0q “1dwaxs woN

“((arox) (8)(T) “d FMPYPS

23) (9)%T 298 ~ ANIYRE
(o) (B)(T) g 2Py

235) (q)8 23S — 39y V1
.vEOu:m ﬁwﬁ\ﬂmucs Se umEuNu \A—_.:m
“(H(1)01 298 — 309 AMIVIRE
‘(D111 025 — 3 v2eq dwaxg

(ARxX) (B) ()9 925 — 8oy
.uEOuEm un_onw e muEwE%dnH
(1'(2)6 298 — 3oy

“19sse U se Jduraxy

VAL Jopun 1dwaxs uoN
"¢11 2 901 23ed enuey
©rod (z4)(2)87 5 -3y
“umeIpyum Aouow 1o ued ur

PRY Spun s 1opun dwoaxy

[WY°06L7-0060CT
-12-11-8002/11/800¢/doy

/ssa1d joup e>quuraoS mam//:dny
"800 ‘1T J9qUIDAON] I5BI[2I 591
PoWIadPaI UM oot se pue uefd
T J[TYM 1955E Ue st (pog “1dwaxy

“0)()8 998 ‘g AMPAPS — 30y ANIVRT

(©)8 PUE (0)(2)8 S 2MPaYPS — 3 V29

sa1pmIs awmn-1red ur pajjoIud st pue

vﬁoa 0} ﬁwuuumxw jou mm uﬁu:u wﬂu .ﬁ 10
_u—z.—u uED—uCDmo_u N.«O 58D DLH ur mmmm ue
EO,@ QEOQEM un—Euxu Aewr uoummcﬁ\é uﬁ—rﬁ
W01 23 — 34 ANIVRA
"W(D1T 229 — 324 yR4

*155€ UE Pa1apIsu0d 10\ “1dwaxy

‘(0(@)s 998 — 3y

*]osse ue —uvuuﬂ:wdov 0N .umaounm

VAL epun 1dwaxs UON

"(14)(7)87 995 — 3oy 1asse
U Pa1opIsu0o 10N 'S Jopun 1duwaxg

‘(M) (8)(1)8 098 — 30y
*JaSSe ue _uuuuﬁMmEOu HOZ .u&Eounm

"uonoas Aoroq :suonduwaxy

2 dwodu] — ANqisig 3

uonedyIA | 236 1dwaxa 10u st pue
AUIODUT PAUTEIUN PATIPISUOD ST JYY Ue
WOIJ PAALISP JWI0dU] “UONIAs AOT[0 ]
ssuonduwaxy 29 s1s5y — ANQISITY

29 UOTIBDIJIIOA | 92G “UI PIso0]

ssaqun 1dwaxa J0u are A sareoIpur
WAWNO0P 201081 AuTu() 1duaxs uoN

(@)(@)S 25 -3y
“PloYyasnoy 343 10§ 00000 1$

S1 [249] uondwaxs JSYY 2y} TouTes]
SWN-[N © ST JOQUISW P[OYISNOY & J
“D(@)s 293 -5y

“PQUIW P[OYasnoy 3npe

12d 000°c$ 0 dn 1dwsxs Afreneg

‘07 Jardeyn

‘enuey 1104 (1)(9)6T 228 — 324
1dwaxs are Loyy Ut pasypo], are

spuny a1ay 4\ “19sse pmby e parapisuo))
VAL 0 JyS Ty Jopun 1dwaxs uoN

"G uonoag enuepy 1o 1dwoxd

UOU PUE SWOIUT PIUTEIUN PAISPISUOD
PawRIPaI U() $§'Q UONIAG [ENULJA
£1[0( * S[qEIJSUEN-UOU PUE [qEPUNJaI
-UOU ‘O[qeINWWOD-UOU, Se PIqLIOsIp
asoyp :uondaoxy -porsad uorsioauod
(IUOW-INOJ UTYIIM PILISATUOD 3q 01
308se pmbry & pazopisuor) “1dwaxs woN

*SUONEN3N 29

P ouiqusi qhm
suostaq 4of aupsissy
puw wuoudoydutsy
‘suone[nSay

2 19y UBISISSY
puv ,SMS\SNQSM

‘uonem3ay

supuag Sururery pue
ey ‘suoddng
Jwoou] } My
spoddng suaudoydusy
pup auiosu] BNy
‘suonemn3ay
DUEMO[[Y
1uswodwy
[euonisuel]
‘suonensay 29
Y 2oupIsIssy
Uvmagawysvs

Hjses

‘suonen3ay 29 Ky
OUDISISSY JULOIUT

puv quauloydusy RN

+S[ea9T uonduraxy
19ssy pmbr us1ny

unosoy
sSuraeg 221, xBT

ue[J sSuiaeg
Anpqesiq pasasidoy

ue[q sSuraeg
uonesnpy paralsiay

ue[J sSuiaeg
JUDSWAINIY PpaIaIsiSay

uone[sise] y§ uonoIpsun(

syuawInIsuy —UO.-UummwoM

(puod) | 8|qeL

e-brief

|4



INDEPENDENT=REASONED=RELEVANT

disabilities, and those who have children, have a savings advantage over the non-disabled and those without children
through the RESP and RDSP exemptions.

A second consequence is that unemployed workers, who may have a small amount of savings in RRSPs, must
liquidate them to be eligible for assistance, and subsequently face an income tax bill the next year when they can least
afford to pay. These individuals or families not only lose a key source of income to help get them back into the labour
force, but lose some of their savings for retirement, and are likely to become even more reliant on government support
programs like the Guaranteed Income Supplement (GIS) when they turn 65.

Inconclusive Effects on Caseloads or Costs

Provinces and territories typically argue that the failure to disqualify applicants with modest RRSPs will result in higher
caseloads and new costs under social assistance programs. They are also wary of the political costs of allowing people
to collect welfare dollars when they have assets in any form.

Yet these criticisms fail to examine the unintended consequences of overly punitive restrictions:

... Asset limits encourage recently laid-off individuals to transfer any liquid assets into exempt forms in order to
qualify for social assistance. The low asset limit will likely deny eligibility to certain potential beneficiaries, but we
suspect that they will choose to shift or deplete assets in order to qualify. These asset limits are then likely a greater
barrier to moving from social assistance than to qualifying for social assistance (Burleton and Bishop 2009).

Conclusion and Recommendations

Barring a province-led effort to uniformly exempt savings vehicles available to low-income Canadians, the federal
government should assume a leadership role in promoting social assistance reforms. The starting place is a call to all
provinces and territories to exempt RRSP and TFSA amounts from their welfare asset rules, leaving individual provinces
to decide the appropriate levels.

Governments should:

* Set an upper limit or ceiling on the amount of RRSP and TFSA savings to be exempt for needs-tested programs. A
starting point would be $10,000 for families with RRSPs and $5,000 for TFSAs;

* Decide whether the ceiling would apply to applicants and recipients, or current recipients only. If there are
concerns about social assistance caseload growth, start with current recipients only while considering the issue of
asset stripping new applicants;

* Decide the circumstances under which withdrawals from either RRSPs or TFSAs would be allowed without affecting
eligibility for assistance. For example, start with withdrawals that would support self-reliance (e.g., for training) and the
transition through high tax constraints that arise when coming off social assistance (Stapleton and Shillington 2009).

In designing reforms, policymakers should examine innovations implemented by three provinces — Quebec, Alberta, and
Newfoundland and Labrador — that have formal exemptions of one kind or another for RRSPs. If welfare caseloads
continue to climb across Canada, policymakers will want to ensure that this new cadre of recipients is not stripped of
the financial assets that will help them retool.

6 Other responses to reforms of savings vehicles for potential social assistance recipients suggest that caseloads may not significantly rise.
For instance, at the time of the Ontario announcement to exempt RESPs in 2004, single parent caseloads were on a downward trend.
And although the substance of the announcement was to raise the asset limit of a lone parent on welfare from approximately $1,500 to
$45,000 (a 3,000 percent increase), single parent caseloads in Ontario continued to head downward until the recession of late 2008.
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