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A Tax Free Savings Account (TFSA) can be 

used together with your RRSP or RRIF to 

shelter more investment income from tax. 
 

Now that you have filed your 2010 personal income 

tax return and are aware of the income tax you pay 

you may ask; is there another means of reducing tax 

on income other than the RRSP? 

 

TFSAs and RRSPs 
 

The answer, of course, is a resounding “YES.” It is 

the Tax Free Savings Account (TFSA). When you 

contribute to an RRSP you get a deduction that re-

lates to your “earned income” in the preceding year 

and a tax reduction based on the applicable tax rate. 

If you start withdrawing RRSP funds, however, they 

are taxed at your tax rate in the year of withdrawal. 

Contributions to the TFSA, on the other hand, are 

not tax deductible and do not, therefore, create an 

instant tax savings as does the RRSP contribution. 

The TFSA does, however, offer the opportunity to 

those who have already contributed their annual 

limit to their RRSP to set aside an additional amount 

and shelter any investment income (capital gains, 

interest and dividends) earned on those funds. With-

drawals are tax free. As with RRSPs, losses in a TFSA 

are not tax deductible. No capital gains tax is paid at 

the death of the account holder. Unlike RRSPs, the 

property in a TFSA can be used to secure a loan. 
 

Unused contribution room can be carried 

forward indefinitely. 
 

Any resident over the age of 18 can contribute up to 

$5,000 per year. (This limit may be indexed based 

on a formula that relates to the increase in the Con-

sumer Price Index and so is intended to grow with 

inflation. However, the potential increase is rounded 

to the nearest $500 and may therefore be nil.) If you 

cease to be a Canadian resident, you may continue to 

hold the TFSA but cannot add to it. Unused TFSA 

room is carried forward indefinitely. Withdrawals 

from a TFSA in a year are added to TFSA room in the 

next year. Excess contributions are subject to a pen-

alty of 1% per month. 
 

It is important to note that the income attribution 

rules do not apply if a person provides funds to en-

able his or her spouse or common-law partner to 

contribute to a TFSA. 

 

Different Ways to Contribute 
 

TFSAs can be issued by banks, insurance companies, 

credit unions and trust companies. The eligible types 

of investment are generally the same as for an RRSP: 

cash, mutual funds, securities listed on a recognized 

stock exchange, guaranteed investment certificates 

(GICs), bonds and certain shares of small business 

corporations. Foreign funds can be contributed but 

their value in Canadian dollars cannot exceed the 

$5,000 limit. The TFSA can be managed by an insti-

tution or self-directed in the same way as an RRSP. 

Recent Problems 
 

The TFSA was introduced effective January 1, 
2009.  
 

We last commented on the TFSA in March 2008 
(Vol.3 Issue 3) as the legislation was being intro-
duced. Since then, the uncertainty surrounding 
TFSA's has evolved into two main issues. 
 
Some contributors were reassessed for 2009 as a 
result of confusion on these issues: the transfer of a 
TFSA from one institution to another institution, 
and how the TFSA worked with respect to with-
drawals and recontributions. 
 

With regard to the first issue, some taxpayers were 
initially penalized by the Canada Revenue Agency 
(CRA) for taking funds out of one institution by 
cash or cheque then opening an account at another 
institution. The CRA considered the transfer and 
deposit to be opening a new TFSA account. The 
CRA considered this to be a separate contribution 
subject to the $5,000 yearly limit and thus an over-
contribution. The CRA applied the 1%-per-month 
penalty on the amount over the $5,000 personal 
contribution limit. 
 

The TFSA is not like an investment  
account. 

 

The second issue arose because taxpayers believed 
the TFSA was like an investment account to which 
they could deposit up to $5,000, remove funds then 
redeposit them provided the amount in the account 
never exceeded $5,000, at any time. Unfortunately, 
the CRA considered this activity to be overcon-
tributing based on the following logic.  
 

Suppose the taxpayer deposits $5,000 on May 2 
and on September 30 withdraws $3,000 to leave a 
balance of $2,000. If, however, on October 25 the 
taxpayer deposits $3,000 to top the account back 
up to the $5,000 limit, the CRA will consider this 
deposit to be a $3,000 overcontribution and levy 
the 1% monthly penalty.  
 

As indicated above, funds withdrawn may be rede-
posited only in the following year after the contri-
bution room has been increased. In the above ex-
ample, the excess contribution penalty would be 
avoided if the $3,000 top-up contribution was 
made the following January.  CRA will remind you 
each year as to the accumulated room available for 
contribution.  
 
Using a TFSA in Conjunction with a RRIF 
 

There is no cut-off age for contributions to a TFSA 
as there is for the RRSP. You cannot make an 
RRSP contribution after December 31 of the year 
in which you turn 71. Thus a taxpayer over 71 can 
transfer the mature RRSP into a Registered Retire-
ment Income Fund (RRIF) and from there into a 
TFSA at the eligible contribution amount then 
applicable. The amounts withdrawn from the RRIF 
will be taxable but the investment income earned 
in the TFSA thereafter and any withdrawals will 
not be. The funds invested in the TFSA can con-
tinue to grow without tax consequences as they did 
in the RRSP and RRIF. 
 

 

 

Volume 6, Issue 5 

May 2011 

Presented  

by 

Additional Tax Savings through the Tax Free Savings Account  

No Dividend Tax Credit 
 

The dividend tax credit was designed to overcome 

the problem of taxing income first in the hands of 

the corporation that earned it, then again in the 

hands of the shareholder. As with dividends re-

ceived in an RRSP or RRIF, dividends from quali-

fied Canadian corporations received in a TFSA 

cannot make use of the dividend tax credit since 

they are already tax sheltered. On the other hand, 

if a TFSA held a GIC, the interest income would be 

tax free whereas if held outside of a TFSA the in-

terest would be taxable. If you have investments 

both inside and outside your TFSA, it may there-

fore be better to hold dividend yielding invest-

ments outside and interest bearing investments 

inside.  

 

Is the TFSA Right for You? 
 

Determining whether to place your 2011 invest-

ments within an RRSP or a TFSA is a decision that 

should be discussed with your Chartered Account-

ant to determine whether there are significant 

benefits of choosing one vehicle over the other. 

The end game is to increase financial security with 

investment strategies that attract lower taxes . 

 

This’n That at 

Logan Katz 
 

The winners of our 2010 Personal Tax Draw are….. 
 

John Douglas — $25.00 gift certificate from  

Tim Horton’s 
 

Jason Blair—$25.00 gift certificate from  

Raw Sugar Café 
 

Ranya Zaatar – $25.00 gift certificate from  

Tutti Frutti 
 

Leslie Joiner—$25.00 gift certificate from  

Tutti Frutti 
 

Matthew Roy—$50.00 gift certificate from  

blumenstudio Café and Floral; 
 

Francine Conn—$50.00 gift certificate from  

Stubbe Chocolates 
 

Heinrich Stubbe—$50.00 gift certificate from  

Subway Sandwiches 
 

Adrian Goodwin—$50.00 gift certificate from  

Edible Arrangements 
 

Kareen Guida Nestel—$50.00 gift certificate from 

Thi Fusion Restaurant 
 

Phil Baker -$100.00 gift certificate from  

Bija Bijoux 
 

Spencer Tighe—$100.00 gift certificate from  

Personal Edge 
 

Kelly Hastings—$300.00 gift certificate from  

The Cove Country Inn Resort & Spa 
 

Anna Nativ—$300.00 gift certificate from  

The Wakefield Mill Inn 
 

CONGRATULATIONS TO ALL!!! 


