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Canadians leaving a job (retirement, resignation, termination) with a defined-benefit 
pension plan typically have three options for the funds accumulated in the plan. 

 

 Keep the funds in the pension plan and receive a monthly pension at retirement 

 Transfer the current pension value to another defined benefit pension plan, or  

 “Commute” the current value of the pension by transferring the funds to a 
registered account – locked-in retirement account (LIRA) or locked-in retirement 
savings plan (LRSP) – up to the federally mandated maximum transfer value. 

 

The ideal option for your specific situation depends on numerous factors, including: 
 

 The implied rate of return provided by the monthly pension benefit at retirement, 
relative to the current pension value available for transfer or commuting 
 Calculating the implied rate of return of the monthly pension value relative to 

the current transferrable pension value and determining if it is fair relative to 
the certainty of a defined monthly pension benefit and the pension plan’s risk 
profile is by far the most important factor in the decision making process 

 Implied rates of return have declined over time due to falling interest rates, 
making pension commuting more attractive than before 

 

 Your individual risk tolerance 
 “Locking in” defined monthly pension benefits is akin to a fixed income 

investment while commuting your pension and investing those funds yourself 
requires the investor to generate returns above that of fixed income to come 
out on top, which requires a higher risk tolerance 

  

 Numerous pension benefits available and estate planning considerations 
 Individuals who expect to receive numerous pension benefits may wish to 

hedge their bets and commute one or more of their smaller pensions rather 
than strictly receive pension benefits. If monthly pension benefits are in excess 
of lifestyle needs, commuting may allow you to bequeath more to beneficiaries 

  

 Current health status  
 Those with below average life expectancy may benefit from commuting as you 

can withdraw more in early retirement if needed and monthly pension benefits 
are based on average life expectancy. Health benefits may or may not continue 
in retirement if you remain in the pension plan, which is another consideration. 

  

If you are leaving your job and face the dilemma of what to do with your pension plan, 
we are happy to assist in calculating the associated rate(s) of return and discussing 
how each choice would affect you specifically so that you can feel comfortable that 
your ultimate choice best suits you. Always feel free to reach out with major life decisions like these! 

 

Current Rates  & 
Data 

 

Govt of Canada 

  90 day  0.13% 

  1 year  0.24% 

  2 year  0.41% 

  5 year  0.82% 

  10 year  1.20% 

  30 year  1.76% 

  
  U.S. Treasury 

  90 day  0.05% 

  1 year  0.06% 

  2 year  0.19% 

  5 year  0.79% 

  10 year  1.32% 

  30 year  1.91% 

  
  Canada  

Prime Rate 

  2.45% 

    U.S.  
Prime Rate 

  3.25% 

    Exchange  
Rates 

  CAD/USD 0.791 

  USD/EUR 1.183 

  JPY/USD 109.9 
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• The COVID-19 Delta variant spread rapidly in the 
US throughout the summer as low vaccination rates 
and relatively lenient masking rules and social 
distancing made rapid transmission possible. US 
economic data in July and August suffered as a 
result. Delta’s spread in Canada is just beginning but 
higher vaccination rates and stricter rules may keep 
the wave and economic consequences in check. 
  

• Pervasive labour shortages around the world may 
impede future economic growth as many businesses 
may cope by curtailing production or limit operating 
hours. Typically, labour shortages to this degree only 
occur late in the economic cycle. Some industries 
may require some existing businesses to shut their 
doors in order to free up enough employment to 
fulfill the remaining businesses’ labour needs.  

 

  

• Intuitive Surgical (ISRG) and Smith+Nephew (SNN) are two ideas related to this theme.  

• The COVID-19 pandemic and associated ICU usage reduced the number of surgeries performed since 
March 2020. As a result, virtually all health systems across the globe have unprecedented surgery 
backlogs that will take several years and require additional capacity to eliminate. Similar to the 
considerable rebounds in genetic testing (Illumina – ILMN) and hearing aid sales (Sonova Holding – 
SONVY), it appears likely that surgery related stocks will benefit from pent-up demand in future. 

• Intuitive Surgical is a leading manufacturer of robotic surgical equipment, which allows for incisions that 
are more precise and faster healing times, allowing for faster turnover of surgical patients. Given capacity 
constraints, greater adoption of ISRG’s equipment may be the only way to tackle the surgical backlogs. 
Intuitive trades at ~55x trailing EV/EBITDA, a premium to its historical valuation of ~40x EV/EBITDA. 

• Smith+Nephew is a global manufacturer and marketer of wound management, physical therapy and 
surgical products. While many stocks, including ISRG, have priced in a significant rebound in surgical 
demand and are trading at significant premiums to historical valuations, SNN trades at ~14x trailing 
EV/EBITDA and ~12x pre-COVID EV/EBITDA compared to its historical average of ~14x. Since we think 
that earnings could snap higher than pre-COVID levels, SNN appears attractive.  

 Key risk points: Both companies are sensitive to health policy and equity market sentiment/direction. 
  
 

 

According to a 2018 Angus Reid study, 51% of Canadians do not have a will and 35% have one that is not up-to-date. 
That means that only one in six Canadians have a will that accurately reflects their wishes. We can only imagine that 
the number of Canadians without valid powers of attorney is lower. Get these documents in place and keep them up-
to-date to make life easier for your executor(s) and ensure you are well taken care of in the case of incapacity! 
 

 

https://www.waterloochronicle.ca/news-story/10465717-waterloo-region-businesses-staying-closed-turning-away-revenue-due-to-staff-shortages/
https://www.cbc.ca/news/canada/toronto/covid-19-ontario-july-28-2021-surgical-backlog-recovery-1.6120588
https://www.cbc.ca/news/canada/toronto/covid-19-ontario-july-28-2021-surgical-backlog-recovery-1.6120588
https://angusreid.org/will-and-testament/
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Any bond, debenture or preferred share ratings listed within this newsletter are those of DBRS (Dominion Bond Rating Service). 

All rates mentioned within this newsletter are as of September 14, 2021, unless otherwise stated. Rates have been sourced from Bloomberg. All 

stock information has been sourced from Market-Q. 

This newsletter has been prepared by Steele Wealth Management and expresses the opinions of the author and not necessarily those of Raymond 

James Ltd. (RJL). Statistics, factual data and other information are from sources RJL believes to be reliable but their accuracy cannot be 

guaranteed. This newsletter is furnished on the basis and understanding that RJL is to be under no liability whatsoever in respect thereof.  It is for 

information purposes only and is not to be construed as an offer or solicitation for the sale or purchase of securities.  RJL and its officers, directors, 

employees and their families may from time to time invest in the securities discussed in this newsletter.  This newsletter is intended for distribution 
only in those jurisdictions where RJL is registered as a dealer in securities.  Any distribution or dissemination of this newsletter in any other 

jurisdiction is strictly prohibited.  Securities-related products and services are offered through Raymond James Ltd. Member-Canadian Investor 

Protection Fund. Insurance products and services are offered through Raymond James Financial Planning Ltd., which is not a Member-Canadian 

Investor Protection Fund. 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments.  Please read the 

prospectus before investing.  The indicated rates of return are the historical annual compounded total returns including changes in unit value 

and reinvestment of all distributions and do not take into account sales, redemption, distribution or optional charges or income taxes payable 

by any security holder that would have reduced returns.  Mutual funds and other securities are not insured nor guaranteed, their values change 

frequently and past performance may not be repeated.  

As the investment products listed in this newsletter may not be appropriate for everyone, a recommendation would only be made following a 

personal review of an individual’s portfolio and risk tolerance. 

mailto:steelewealthmanagement@raymondjames.ca

