
 
 
 

 
 
 
 
 

   

 
 
 
 
 
 
 
 

 
 
 

 
 

 
  
 

 

 

 

 

 

 
 

 
 
 
 
 
 
  

 
 

 

 
 

 
 
 

 

 

 

 
 
 
 

  

             

 
 
 

money matters 

Maximize Savings  
RRSP, tax-free savings account or both? 
By DaviD ShuBS 

The majority of people are 
familiar with a Registered 
Retirement Savings Plan 
(RRSP). The Tax-Free Sav­
ings Account (TFSA) was 
announced in the 2008 budget 
and has left many people still 
scratching their heads. How 
is it used?  Does it replace the 
RRSP?  Which should I con­
tribute to? 

The TFSA can play an  
important role in your finan­
cial and tax planning. It can be  
used alone or in conjunction  
with an RRSP, non-registered  
account, trust, corporate pen­
sions, etc. 

The TFSA is an account that 
allows every Canadian adult 
over the age of 18 to invest 
$5,000 (inflation adjusted) per 
year. The funds in the TFSA 
can be invested in the same 
manner as the RRSP – stocks, 
bonds, cash, etc.  Similar to an 

RRSP, investment gains are 
compounded on a tax- free basis 
within the account. Although 
there are no income tax deduc­
tions for TFSA contributions, a 
TFSA does have benefits that an 
RRSP does not. 

the tax-free savings 
account can play an 

important role in your 
financial planning. 

There are NO taxes on any 
funds withdrawn from a TFSA. 

TFSAs are an all-purpose 
savings vehicle. You can take 
money out and then put it back 
again with no penalties. 

Withdrawn money does 
not count as income when tak­
ing it out in retirement. This 

means that OAS payments are 
not affected by any withdraw­
als. A TFSA has no minimum 
withdrawals, ever. 

With an RRSP, you contrib­
ute during your working years 
and receive a tax reduction for 

these contributions based on 
your marginal tax rate. The 
investments in the RRSP grow 
tax-free until you decide to 
withdraw some or all of your 
RRSP assets. At that time, the 
proceeds will be taxed at your 
current marginal rate. 

If your tax rate at the time 
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of withdrawal is greater than 
the tax rate when you contrib­
uted, the benefits of the RRSP 
may be somewhat muted. 

If your tax rate is the same 
at the time of withdrawal, the 
tax deduction received upon 
contribution will correspond 
to the taxes payable upon 
withdrawal. 

If your marginal tax rate 
is lower at the time of with­
drawal, there will be an tax 
benefit in addition to the tax-
free compounding 

If you were looking to max­
imize both accounts, depend­
ing on the amount of money 
you have to invest and your tax 
rate, you may be able to invest 
in your RRSP and take the tax 
refund and fund your TFSA. 

Should your refund not  
be the full $5,000, you could  
be left not maximizing your  
TFSA.   OHB p
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