RRSP

& TFSA

MAXIMIZE BENEFITS
FOR YOUR CLIENTS

CATEGORIES OF SAVINGS VEHICLES

No control

Government pension,
employer’s defined benefit
pension plan

Partial control

Defined contribution
pension plan, locked-in
investment vehicles, IPP

Full control

Personal savings – RRSP,
TFSA, non-registered
contract

THE QUESTION THAT OFTEN COMES UP…

RRSP

or

TFSA

CHARACTERISTICS
Minimum age to contribute
and to build up contribution
room
Maximum age to contribute
to your own plan
Maximum age to contribute
to your spouse’s plan

TFSA

RRSP

18

None

None

December 31 of the
calendar year in which an
individual reaches age 71

Impossible to contribute to
a spouse’s TFSA
(see note 1)

December 31 of the
calendar year in which the
spouse reaches age 71

1. Although it is impossible to contribute to a spouse’s
TFSA, nothing prevents you from giving your spouse
money to contribute to his or her TFSA without
triggering the application of any attribution rules.

CHARACTERISTICS
Contribution deductible
Maximum annual
contribution amounts

TFSA

RRSP

No

Yes

$5,500 plus unused
contribution room from
previous years and TFSA
withdrawals made in the
previous calendar year

18% of earned income for the
previous year
(max: $26,500 for 2019)

Less: pension adjustment (PA)
for the previous year
Plus: pension adjustment
reversal (PAR)
Less: past service pension
adjustment (PSPA)
Plus: unused RRSP contribution
room from previous years

CHARACTERISTICS
• Where do you find information on the maximum
amounts you can contribute to an RRSP or a TFSA?
– CRA notice of assessment

– Online, on the CRA website (www.cra-arc.gc.ca),
in the My Account section
– Tax Information Phone Service (TIPS):
1-800-267-6999

• Date of birth
• SIN
• Total income declared on line 150

CHARACTERISTICS
TFSA
Possible to make excess
contributions (not
deductible) without penalty
Penalty for excess
contributions

Income generated taxable
while it remains inside the
plan

No
• 1% per month of the
greatest excess in the
month
• 100% of income on
excess contributions if
they are made
deliberately
No

RRSP
Up to $2,000 cumulative
(except for individuals
under 18 on December 31
of the previous year)
1% per month of the excess
if there is any at the end of
a month

No

CHARACTERISTICS
TFSA
Withdrawals taxable
(contributions and/or
income generated)

Impacts of withdrawals on
tax and benefit programs
(GST, GIS, OAS, etc.)
Do withdrawals from the
plan build back up room to
contribute again?

Plan can be used to
guarantee a loan
Loan for investment:
interest deductible?

RRSP

No

Yes (except for HBP and
LLP)

None

Multiple (except for HBP
and LLP)

Yes, but only beginning the
following year

No, except to “pay back” a
HBP or LLP

Yes

No

No

No

CONNECT TO YOUR
CLIENTS’ OBJECTIVES

RRSP

TFSA

Retirement

Variety of objectives

If your client’s objective isn’t retirement,
a TFSA is a better investment vehicle.

FOR RETIREMENT SAVINGS
Tax savings on
contributions

RRSP
Withdrawals fully
taxable

No tax savings on
contributions

Tax shelter for
investment
income

TFSA
Withdrawals nontaxable

FROM A TAX POINT OF VIEW
Tax savings on
contributions

RRSP
Withdrawals fully
taxable

If the tax savings
are greater than
the tax costs on
withdrawal, an
RRSP is better.

Tax shelter for
investment
income

If the tax savings
are less than the
tax costs on
withdrawal, the
RRSP is not as
beneficial.

SCENARIO 1

– ESTABLISHED CAREER

• Individual with a taxable income of: $100,000
• Current marginal tax rate: 37.16%
• Amount of the investment: $10,000
• Annual return on investment: 5.00%
• Investment term: 10 years
• Expected taxable income at retirement: $75,000
• Expected marginal tax rate at retirement: 29.65%

Data used in the above scenario is for illustration purposes only.

SCENARIO 1

– RESULTS
RRSP

TFSA

$10,000.00

$10,000.00

Tax savings

$3,716.00

$0

Net cost of the investment

$6,284.00

$10,000.00

Initial investment

TAX SAVINGS FROM THE RRSP
CONTRIBUTION
To maximize the benefits of the tax savings from the
RRSP contribution, your client should use this money to
improve his financial health:
• Invest for personal objectives
• Invest for his children’s education
• Reduce his debts

SCENARIO 1
MORTGAGE

– PAYING DOWN A

EXAMPLE
• Mortgage balance: $150,000

• Interest rate: 4.00%
• Term remaining: 10 years
By applying the tax savings to the mortgage:
• Savings on interest: $1,763.19
• Payment period reduced by approximately 3 months
In addition to a higher net return, the individual saved
more money on his mortgage.

SCENARIO 2 – JUST STARTING OUT
• Individual with a taxable income of: $40,000
• Current marginal tax rate: 20.05%
• Amount of the investment: $5,000
• Annual return on investment: 5.00%
• Investment term: 25 years
• Expected taxable income at retirement: $55,000
• Expected marginal tax rate at retirement: 29.20%

Data used in the above scenario is for illustration purposes only.

SCENARIO 2

– RESULTS
RRSP

TFSA

Initial investment

$5,000.00

$5,000.00

Tax savings

$1,002.50

$0

Net cost of the investment

$3,997.50

$5,000.00

Typically, besides the low rate tax:
• Several investment objectives besides retirement,
even if they’re not clearly defined:
– Buying a car
– Travel
– Emergency funds
– Buying a first house
– Etc.
• Limited RRSP room

Saving in a TFSA by
pre-approved debit
creates a good habit
in a vehicle that is
flexible enough to
meet various needs.

GOING FROM A TFSA TO AN RRSP
•

Accumulate money in the TFSA.

•

When the marginal tax rate is higher, the money can
be withdrawn from the TFSA and invested in an RRSP.

•

No tax on withdrawal from a TFSA.

•

Larger tax savings for the RRSP contribution if the
marginal tax rate is higher.

•

RRSP room has to be available.

•

The amount of the withdrawal from the TFSA will be
added to the maximum amount that can be contributed
to the TFSA the next year.

TFSA – RRSP – HBP COMBINATION
STRATEGY TO BUY A FIRST HOUSE
1.

As soon as possible, regular savings in a TFSA.

2.

The year you buy a house, withdraw the money from
the TFSA and invest it in an RRSP. Result = tax
savings, and the maximum TFSA contribution for the
following year will be increased by the amount
withdrawn.
–

The RRSP contribution could come when the tax
rate is higher than at the start of the client’s career.

TFSA – RRSP – HBP COMBINATION
STRATEGY TO BUY A FIRST HOUSE
3.

At least 90 days after making the RRSP contribution,
withdraw the money under the HBP.

4.

The combined HBP withdrawal and tax savings can be
used as a down payment.

5.

The HBP repayment creates another reason to save.

TFSA

– RRSP – HBP COMBINATION

EXAMPLE
• Savings strategy : $250 per month for 7 years
• Average annual return: 4.00%
• Value after 7 years: $24,126
• Marginal tax rate after 7 years: 37.16%
• Tax savings after the RRSP contribution: $8,965
• Total amount available to buy a house: $24,126 (HBP) +
$8,965 = $33,091

AND IF TAXES ARE THE SAME BEFORE
AND DURING RETIREMENT…

IF TAXES ARE THE SAME BEFORE AND
DURING RETIREMENT…
RRSP
Initial investment
Tax savings (37.16%)

Net cost of the investment
Value of the investment after
25 years @ 5.00%

Tax payable on total
withdrawal
Final net value
Annualized increase in the net
value relative to the net cost

TFSA

$5,000.00

$5,000.00

$1,857.50

$0

$3,142.50

$5,000.00

$16,931.77

$16,931.77

$6,291.84

$0

$10,639.93

$16,931.77

5.00%

5.00%

IF TAXES ARE THE SAME BEFORE AND
DURING RETIREMENT…
Other elements besides return on investment can be
considered when choosing between an RRSP and a
TFSA:
• Utilization of the tax savings generated by the RRSP
contribution;
• Personal financial discipline: some people may be
tempted to take money out of their TFSA because there
are no tax impacts.

RRSP AND TFSA FOR
RETIREMENT SAVINGS
More conservative investments in the RRSP

RRSP
$$
Withdrawals fully
taxable

TFSA
$$$$
Withdrawals
non-taxable

OTHER TFSA USES

UNIVERSAL LIFE POLICYHOLDER

Tax deduction

Excess premium

TFSA contribution

No

No

Tax sheltered investment
income

Yes, if the value does not
exceed certain limits.

Tax payable at
withdrawal

If there is a policy gain at
the moment of
withdrawal, the value of
the gain is fully taxable.

Yes, unless there is an excess
contribution

No

Another element to consider: management fees for
investment options for each vehicle.

SUPPLEMENTING AN RESP FOR
EDUCATIONAL SAVINGS
• If the RESP contributions are enough to obtain the
maximum amounts offered by the government (for
example, the CESG), a TFSA could be a good
supplement for additional savings.
• A parent or grandparent can put money in their own
TFSA.
• When the child starts his education, the TFSA owner
can withdraw the desired sums, tax free, and give them
to the student.
• The money in the TFSA is controlled by the contributor
and can be used even if the child is not enrolled in a
program of studies recognized for RESP purposes.

OTHER TFSA USES

IMPACTS OF THE
ANNUITANT’S DEATH

DEATH OF THE ANNUITANT
TFSA

RRSP

General rule

The amount accumulated up
until the day of death can be
distributed to the beneficiary
with no tax consequences.
However, the growth of the
investment between the day
of the annuitant’s death and
the day of distribution will be
taxed as income to the
beneficiary.

The fair marked value of the
RRSP at the time of death
must be included in the
annuitant’s final tax
declaration. The estate is
responsible to pay the
deceased annuitant’s taxes.
The beneficiary is taxed on
the growth between the day
of death and the day of
distribution.

Possibility of transfer
to a spouse at death
with no tax
consequences.

Yes, even if the surviving
spouse has no more TFSA
contribution room.

Yes, even if the surviving
spouse has no more RRSP
contribution room.

DEATH OF THE RRSP ANNUITANT
SITUATIONS IN WHICH THE DECEASED IS NOT
TAXED
Beneficiaries

Possible transfers
RRSP1

RRIF

Annuity

The annuitant’s spouse or common-law spouse

✓

✓

✓

A child or grandchild who
was financially dependent
on the annuitant:

✓

✓

✓

Because of physical or
mental disability

For any reason except
physical or mental
disability
1.
2.

✓2

The eligible annuitant must be 71 years old or less at the end of the transfer year.
The annuity may call for payments based on a period not exceeding 18 years,
minus the age of the child or grandchild at the date of purchase of the annuity.
Payments from the annuity must begin at the latest one year after purchase.

DEATH OF THE ANNUITANT
• To learn about the conditions for transferring an RRSP
to a surviving spouse or child (or grandchild) who is
financially dependent on the annuitant:
www.cra.gc.ca
Death of an RRSP Annuitant
• Details about TFSAs are also available on the same
website, by searching:
Death of a TFSA holder

1. Mr. Client had $150,000 in his RRSP on the day of his
death. Because he had no surviving spouse or
financially dependent child, an amount of $150,000 will
have to be included as income in his final tax
declaration.
2. If no other income is added, the tax bill will be around
$45,000

3. The estate will have to pay Mr. Client’s tax from the
assets available.
4. The beneficiary will not be taxed on receipt of the
$150,000. However, if there is an increase in value
between the day of death and the day of distribution,
the beneficiary will have to declare this increase as
income.

• The tax consequences of the death of the annuitant can
be much higher in the case of an RRSP if there is no
possibility of transfer to a tax shelter.
• The same rules apply to a RRIF.
• Take this into account when planning your clients’
estates.
• With a TFSA, the tax impact is relatively minimal,
especially if distribution to the beneficiary occurs rapidly.

TRANSFER FROM ONE INVESTMENT
VEHICLE TO ANOTHER

TRANSFER OF A NON-REGISTERED
INVESTMENT TO A TFSA OR RRSP
• Even if it is a transfer “in kind” from the non-registered
account to the TFSA or RRSP, there will be a deemed
disposition.
• If the fair market value of the property exceeds its cost,
there will be a capital gain, half of which is taxable.

TRANSFER OF A TFSA
FROM ONE INSTITUTION TO ANOTHER
• If a client makes a withdrawal from his TFSA and then
contributes the same amount at another financial
institution during the same year, he could have an
excess contribution, resulting in a punitive tax.
• To prevent unpleasant surprises, when you want to
transfer your client’s existing TFSA to another financial
institution, use the same form as for RRSP transfers –
form T-2033.

TFSA INSTITUTION TRANSFER
EXAMPLE
• In 2018, Ms. Client contributed $10,000 to her TFSA at
ABC Bank, leaving her with no contribution room left in
2018.
• In July 2018, with a return of only $25, she withdrew the
total amount of her TFSA and deposited it in a new
TFSA with XYZ Bank.
• For Ms. Client, it was just a transfer.
• For tax purposes, it was a new contribution of $10,025,
while her 2018 contribution room was $0.

• In this case, a punitive tax of 1% per month will be
applied so long as the excess remains in the TFSA.

SUMMARY

– WHEN TO USE AN RRSP

• Objective = retirement
• RRSP contribution room available
• 71 or younger (age limit = December 31 of the year in
which the annuitant turns 71 years old)
• Current tax rate greater than, or equal, to the expected
tax rate at retirement

SUMMARY

– WHEN TO USE A TFSA

• Objective = multiple (short, medium, or long-term)
• TFSA contribution room available
• At least 18 years old
• Current tax rate lower than or equal to the expected tax
rate at retirement
• RRSP maxed out
• Income-splitting with a spouse or children (18 and over)
rules of attribution don’t apply

• Non-registered money

SAVINGS NEED
General Saving

Home Purchase

Education

Retirement

TFSA

Primary Purpose
Contribute to a TFSA for
general savings needs.

Primary Purpose
Contribute to a TFSA to
increase savings for a
home purchase.

Secondary Purpose
Contribute to a TFSA after
contributions to an RESP
of $2,500 to pay for a
child’s education.
Contribute to a TFS to pay
for your education.

Primary Purpose
Contribute to a TFSA
when the tax rate at the
time of contribution is
expected to be equal or
lower than in retirement.
There is no age limit at
which TFSA assets must
be withdrawn.

NON
REGISTERED

Secondary Purpose
Contribute to a nonregistered account after a
TFSA for general savings.

Secondary Purpose
Contribute to a nonregistered account after a
TFSA and an RRSP to
purchase a home.

Secondary Purpose
Contribute to a nonregistered account after
an RESP and a TFSA to
pay for a child’s education.

Secondary Purpose
Contribute to a nonregistered account after
an RESP and a TFSA.

RRSP

Not intended for this
purpose.

Secondary Purpose
Contribute to an RRSP and
use the Home Buyer’s
Plan to purchase a home.

Secondary Purpose
Contribute to an RESP and
use the Lifelong Learning
Plan to pay for your
education.

Primary Purpose
Contribute to an RRSP
when the tax rate at the
time of contribution is
expected to be equal or
higher than in retirement.
An RRSP must be
converted to a RIF at age
71.

RESP

Not intended for this
purpose.

Not intended for this
purpose.

Primary Purpose
Grant of 20% on
contributions up to $2,500
to pay for a child’s
education.

Not intended for this
purpose.

