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Last month I wrote that RRSPs –
Registered Retirement Savings
Plans – are a great way to build a
nest egg. That’s because the
amount you contribute every year
can be deducted from your earned
income, and any income from in-
vestments in your RRSP will com-
pound tax-free.

Starting this year there’s a new
option for setting money aside:
the Tax-Free Savings Account
(TFSA).

Like an RRSP, a TFSA is a gov-
ernment-registered account where
you can hold cash, GICs, stocks,
bonds, and so on. Unlike an RRSP,

TFSA contributions are not tax-
deductible. What makes this plan
“tax-free” is that capital gains and
other income from investments
held within a TFSA are not taxed,
even when the money is with-
drawn.

Any Canadian resident aged 18
or over with a valid social insur-

ance number can open one.
Considering the onslaught of ads
to promote TFSAs, banks and oth-
er financial institutions are eager
to help.

Tax-free growth

Think of a TFSA as a special sav-
ings account where you can de-
posit money and shelter the in-
vestment income.

There are no restrictions on
when you have to withdraw the
funds or how you should spend
them. Nor is there a tax penalty
when you take money out.

A TFSA withdrawal won’t af-

fect your eligibility for income-
tested benefits like the Working
Income Tax Benefit, Old Age
Security, Guaranteed Income
Supplement (GIS), or
Employment Insurance (EI) ben-
efits.

You can also contribute to a
TFSA for your spouse or adult
kids. Income attribution rules
don’t apply as they would with an
RRSP.

If these tax rules seem liberal
compared to an RRSP, remember
that your TFSA deposits come
from money that’s already been
taxed. Only income from invest-
ments held within the account is
tax-free.

The $5,000 question

The most obvious limitation on
TFSAs is the amount you’re al-
lowed to contribute each year: a
flat $5,000 starting in 2009 (over
time, this will be adjusted for infla-
tion in $500 increments).

Given the state of personal sav-
ings in Canada, not a lot of people
have an extra $5,000 to sock away.
Fortunately, you can carry forward
any unused contribution room to
future years, and any withdrawals
can be put back in the TFSA at a
later date without reducing your
contribution room. (The table
shows how this might work).

The Canada Revenue Agency
(CRA) will calculate your annual
contribution limit on your notice
of assessment, just like it displays
your maximum RRSP contribu-
tion for the year.

As with RRSPs, contributions
that exceed your TFSA limit will
be taxed at 1% per month.

Worthwhile investments?

Because TFSAs are new, and
there’s so much hype about them,
talk to your accountant or finan-
cial advisor about how this type of
account can fit with your specific
financial plan. Some points to con-
sider:

• Can I use my TFSA for busi-
ness expenses? Yes. But because
TFSAs are personal savings ac-
counts, the strategy may be differ-
ent for sole proprietors vs. incor-
porated owner/operators.

• Is this really the best use of
$5,000? In today’s world, a 3% re-
turn on a GIC will get you $150,
on which you’d owe $35 in tax.
You may be better off paying a
lump sum on your mortgage or
putting it into your RRSP where
the tax relief is immediate.

On the other hand, if you have a
personal savings account that you
treat as a rainy day fund, a TFSA
is a great alternative. Same thing if
you’ve maxed out on your RRSP
and need another place to stash
some money.

And while $5,000 may not net
you much today, five years down
the road the interest would be
more substantial – and the bene-
fits of a TFSA would have more
impact. ■■

– Scott Taylor is vice-president 
of TFS Group, a Waterloo, Ont.,
company that provides account-
ing, fuel tax reporting, and other
business services for truck fleets
and owner/operators. For informa-
tion, visit www.tfsgroup.com or
call 800-461-5970.
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ADD IT UP: Not everyone has the cash to top
off a TFSA. Fortunately, your contribution room
accumulates each year, and withdrawals
made from your TFSA in the year will be added
back to your TFSA contribution room at the 
beginning of the following year. For example:

2009 TFSA contribution limit: $5,000
Scott’s actual 2009 contribution: – $2,000
Unused contribution room 
available for future years: $3,000

In 2010, Scott withdraws $1,000 from his TFSA
Unused contribution room from 2009: $3,000
2010 annual TFSA contribution limit: + $5,000
2010 unused TFSA contribution room 
available for future years: $8,000

In 2011, Scott’s TFSA contribution picture 
looks like this:
2010 unused TFSA contribution room: $8,000
2010 withdrawal: + $1,000
2011 annual TFSA contribution limit: + $5,000
2011 available contribution room: $14,000 


