
RRSP or TFSA
which way should you go?

The ulTimaTe end-all-Be-all definiTive guide To



The most common question i am asked is, 

Which is better

or
RRsP

Tfsa?
And my answer is most often, 

“it depends.”
Which nobody ever appreciates. 

I realize that the question 
continues to be asked because 

Canadians are looking for 
someone to give them 

the answer. And while there is 
no one size fits all solution to the 
RRSP vs TFSA debate, there are 

some general guidelines—and 
this guide is going to lay them 

out for you step-by-step.

But first, a few facts on each:  
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The Registered
Retirement savings Plan 
(RRsP) 
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P re-1957, any Canadian that did not 
have a private pension, relied only 
on the benefits of Old Age Security 

(OAS). In 1957, the Government introduced 
the RRSP, a tax-deferred savings plan that 
provided all self-employed Canadians to 
save for retirement. RRSP investors could 
contribute $2,500 or 10% of their income, 
whichever number was smaller. 
The Canada Pension Plan (CPP) and Quebec 
Pension Plan (QPP) came into effect in 1966, 
and the RRSP program was expanded to 
include all Canadians in 1973. 

A bucket where you can put all sorts 
of investments like GICs mutual funds, 
mortgages, stocks, bonds, cash and ETFs. 
When you add funds to the bucket, you will 
receive a tax deduction of an equal amount. 
And as the money grows in the bucket, no 
tax is payable on the gains. But when you 
take money out of the bucket, you will have 
to pay tax on the amount of the withdrawal 
at your highest marginal tax rate.   

let’s talk about that for a minute.

“you can think of 
an RRsP like
a bucket.”
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..and what happens when you make 
a contribution to an RRSP, is that the 
deduction comes off the top of the 
pile. Which means, if Christine was 
to make a contribution of $10,000 
to an RRSP, she would (all things 
being equal) receive a Federal* tax 
refund of $2,900 ($10,000 x 29%, her 
highest tax bracket). 

*Note that all Canadians also pay Provincial 
taxes in the province where they reside. And 
that (of course) every province has different 
rates. If you are interested, you can find 
them here. Except for Quebec (where I live), 
because they like to have their very own thing 
for everything, including you know, language. 
Click here for income tax rates in Quebec.

canada has a graduated income 
tax structure, which is just a 
fancy way of saying that the 

more money you make, the higher 
the tax rates become. Say we have a 
friend named Christine, and that she 
makes $196,000 a year. As shown in the 
infographic here on the right, Christine 
would pay $44,286 in Federal* taxes.  

Christine’s Federal taxes 

$45,282 x 15.0% =   $6,792
$45,281 x 20.5% =   $9,282
$49,825 x 26.0% = $12,954
$55,612 x 29.0% = $15,257

$196,000                  $44,286      

$200,000+

$196,000

33%

29%

26%

20.5%

15%

$59,612

$49,825

$45,281

$45,282

2016 federal income Tax Rates
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oK, back to the RRSP. All Canadians can 
contribute 18% of the previous year’s income 
to an RRSP. If you don’t have employment 

income, you can’t contribute. This means if you are 
37 years old, played video games all year in your 
Mom’s basement—and did not work, no contribution 
for you! But if you are 11 year’s old and had a guest 
appearance on Murdoch Mysteries that earned 
you $100,000, you guessed it—you can contribute 
$18,000 to an RRSP. 

And as previously mentioned, contributions to an 
RRSP are tax-deductible and gains in the RRSP 
grow tax-free. But both are taxed as income when 
withdrawn from an RRSP account.   

so what’s 
the deal? 
Let’s jump back to Christine. When she made her 
$10,000 contribution, she received a tax deduction at 
her highest marginal rate (which was 29%). In theory, 
when Christine is in retirement, and not working, 
she is most likely not going to be earning $196,000.  
And if her income is closer to $80,000 per year, her 
highest marginal rate is 20.5% and so by contributing 
to the RRSP not only did all of her gains grow tax-
free, but she also saved 8.5% ($850) in tax on the 
original $10,000 amount (29.0% - 20.5%).  

Last but not least, it is important to note that you are 
no longer able to contribute to an RRSP after age 71. 
And that you must convert your RRSP to an RRIF or 
an annuity by December 31 of the year you turn 71.  

“you are no 
longer able 

to contribute 
to an RRsP 
after age 71”

“ if you 
don’t have 

employment 
income, 

you can’t 
contribute.”
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what does 
retirement mean
to you? 

i have to say, I’m not so sure about this 
assumption that most of us will make less 
in retirement than when we were working. 
Maybe some of us, or many of us, but not 

enough that we should consider it a foregone 
conclusion. With entrepreneurship, rental 
income, speaking fees, consulting, and let’s 
not even get started with the opportunities 
the Internet has provided, it is possible many 
of us will have a second career in “retirement.” 
Which is only to underscore that in a situation 
when we are earning as much (if not more!) in 
retirement, the RRSP stops making sense as 
being tax advantaged. That said, for decades, 
it was the only game in town. 

Until 2009. 
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The Tax-free
savings account

(Tfsa) 
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“Based on the various 
assumption sets i used,
the Tfsa won a 
surprising percentage of 
the time (though usually 
not by a wide margin). 
in fact, for most low-
income earners, it was 
the victor under the 
majority of scenarios.”
—David Chilton, The Wealthy Barber Returns 
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you can think of the TFSA as a mirror 
image of the RRSP.  When you 
contribute funds to a TFSA you do not 

receive a tax deduction—there is zero effect 
on your tax return for the year you contribute 
to the TFSA. Or wait! Any year for that matter, 
because there is no tax payable when you 
withdraw money from your TFSA. Yes, you 
read that correctly: Because money in a TFSA 
grows tax-free, and because no tax is payable 
on withdrawals, you will never, ever (like 
ever) pay tax on funds once that have been 
contributed to a TFSA. Wow.  

Let me put that into perspective.  If I am 50 
years old and I have $250,000 in a TFSA, that 
is my money. All mine. 100% I can start thinking 
of all sorts of ways that involve travel, lipstick, 
shoes and wine with the entire $250,000
(ok, ok, there may be some food and shelter in 
there as well, but a  girl can dream…). Whereas 
if I am 50 years old and I have $250,000 
in an RRSP, I have a partner in that money. 
Whether it is 25% partner or a 50% partner, the 
Canada Revenue is my partner and upwards of 
$100,000+ will end up in their pockets.  

I want you to think about that example for 
a minute. Because every time we make a 
decision to contribute $10,000 to an RRSP 
over a TFSA, we are making a decision to give 
$2,500 to $5,000 to the Government. 

Just not today.  

“if i am 50 
years old 

and i have 
$250,000 in a 

Tfsa, that 
is my money.

 
all mine.”
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a nd I know, this can be hard! 
Because if  we make the decision 
to contribute to a TFSA instead 

of an RRSP, it means that we don’t have 
$2,500 to $5,000 in our pocket today. 

So this is where you need to check in 
and have a conversation with future 
you. Only you can decide if a week 
in Club Med today is worth eating 
rice and beans when you are 75. Or 
if paying $5,000 on your mortgage 
today (from your tax refund) means 
you can retire earlier and with less 
debt in 20 years. I am just here, 
putting up my hand, and asking that 
before you throw money into an 
RRSP on March 1 of every year
(as many of us, including myself, have 
done for years), that you take a few 
minutes to consider your choice. 

Take a few 
minutes to 
consider your 
choice.  
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Every Canadian, regardless of income, and over 18, is permitted to 
contribute to a TFSA. And so, unlike the RRSP, there is no requirement 
for employment income, but there is a minimum age. The current 
contribution amount of 2016 is $5,500. Previous years’ and cumulative 
amounts are as follows: 

a few more facts on the 
Tfsa: 

a nother, very important, difference between the TFSA and the 
RRSP is that withdrawals from the TFSA are not considered to 
be income. This is a big deal, because your Old Age Security 

(OAS) will be clawed back if your income is too high. And so now you 
are asking, 

“wait a minute nanci. are you saying 
that if i diligently contribute over the 
years to my RRsP, the government is 
going to claw back my oas, but the 
person who contributed nothing over 
the years to their retirement, will receive 
100% of their oas?!” 
Yes, that is exactly what I’m saying. 

But I am also pointing out that the TFSA solves this problem.   
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$5,5002013-14 $31,000



an additional issue the TFSA solves is related 
to short and mid-term savings goals (i.e. home 
ownership). If you withdraw money from an RRSP, 

not only do you pay tax on those funds, but you will never 
be allowed to recontribute that money. The allowable 
contribution is gone forever. You know, like the wind. But 
if you withdraw money from your TFSA, not only do you 
not pay tax on the money, but you will receive 100% of the 
contribution back after January 1 of the following year.  

Last but not least, the TFSA has no maximum age. 
Whereas the Government forces you to convert your RRSP 
to a RRIF or annuity at age 71 (and to start withdrawing 
minimum amounts each and every year until age 100) you 
can still be contributing to your TFSA at age 100. 

Because it gives you options. 

why? 

seriously, you need to 
start falling in love with 
the Tfsa.  

all good.
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Three fun facts about the Tfsa
With every adult over 25 having contribution room of 
$46,500 it is entirely possible our children will have a 
100% tax free retirement.  

Contributing to your spouse’s (or child, or elderly 
parent) TFSA is an effective—and legal, form of 
income splitting. 

With tax free withdrawals, and contribution room 
reset each Jan 1, the TFSA is a perfect emergency or 
short-term savings vehicle. 

RRSP TFSA
Need earned income to contribute

Tax-deductable contributions

Tax-free withdrawals

Age limit for making contributions

RRsP or Tfsa
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so 
which 
one is 
best 
for 
me? 

if you are in a high 
income bracket, the 

RRsP is most likely the 
right account for you.

in all other 
situations, in my 
opinion, the Tfsa 
is best option

•	 Each and every withdrawal is tax-free

•	 Withdrawal amounts are reset on January 1

•	 Withdrawals do not trigger clawback of OAS
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Top 6 Tfsa Questions 

how many Tfsa accounts am i allowed to have? 
Great question! You can absolutely have more than one TFSA, but 
the combined contributions to all of your accounts cannot exceed 
your annual contribution limit. For example, if you have three TFSA 
accounts, the total contributions to all three accounts in 2016 cannot 
be more than $5,500 in 2016 (+ any cumulative amounts).

what happens if i over contribute to my Tfsa? 
The Canada Revenue Agency (CRA) will charge you 1% per month 
on any over contributed amount. For example, if your annual + 
cumulative amount is $20,000 and you contribute $31,000 (you know, 
by accident..), the Government will charge you $110.00 per month until 
you withdraw the excess amount ($11,000) or until your future years’ 
contributions catch up (i.e. $5,500 in 2017 and $5,500 in 2018 will 
eliminate the overage amount.) 

what happens to my Tfsa when i die? 
If you have a spouse or common-law parter, you should name them as 
a “successor holder.” This will allow the account to transfer tax-free to 
your spouse and also that the gains continue to grow tax free in his or 
her name. S/he can also contribute to the account, subject to his or her 
own contribution limits. Note that only a spouse can be designated a 
successor holder.  

Alternatively, you can specify a beneficiary for your TFSA accounts, 
which means when your estate is settled, your beneficiary will receive 
the full amount of the TFSA but any future income from the account(s) 
will be taxable.  

2

3

1
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can i transfer stocks, mutual funds or eTfs from 
my RRsP to my Tfsa? 
Yes! But you will have to pay any tax on the gain of the asset in your 
RRSP since purchase. For example, if you made a stock purchase at 
$5,000 and the value is now $7,000, you can transfer $7,000 to your 
TFSA (which will be considered a $7,000 TFSA contribution), and you 
will pay income tax on $2,000. The $7,000 will of course continue to 
grow tax free and you will never again have to pay tax on this amount.  

how do i report my contributions to the cRa? 
Your financial institution(s) are responsible for reporting your 
contributions to the government. So no worries on having to keep 
track of little slips of paper and/or e-receipts at tax time. Of course, 
it is always a good idea to keep your own records, which will also in 
making sure you don’t accidentally over contribute. 

are my Tfsas protected from creditors? 
Excellent question! No, they are not. Federal bankruptcy laws 
protect RRSPs from creditors (except for any funds contributed in the 
last 12 months—you aren’t allowed to sneak it in at the last minute!). 
TFSAs do not have this same protection. And so yes, if creditor 
protection is important to you (i.e. if you run a small business as a 
sole proprietorship), you may want to lean more to RRSPs and/or you 
could consider segregated funds for your TFSA. Also, I would like to 
note that you can use your TFSA account as collateral for a loan, but 
that this is not an option with an RRSP. 

4

5

6
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in conclusion
...5 things I know for sure

use both
When possible, and if you are in a high tax bracket, use both the 
RRSP and the TFSA. You will thank me later. The absolute best 
action you could take would be to contribute to your RRSP, and 
then use any tax refund you receive, and contribute to your TFSA. 

Be mindful return
Please, please think carefully before you spend your $4,000 
return on a trip to Mexico. Contribute to your TFSA, pay off your 
mortgage, invest in yourself, or save for a rainy day. But make it 
count.

don’t dip into your Tfsa
I know, I know! Because the withdrawals are tax-free and you get 
the contribution room back on January 1 of the following year, 
it can be so tempting to raid the TFSA with a promise to repay 
yourself later. Except that? We don’t. While I completely support 
using the TFSA as a structured account for short and mid-term 
savings goals, please don’t break the piggy bank for new boots 
(no matter how good the sale is!). 

save early, save often
Regardless of whether you use the RRSP or the TFSA, you are 
going to want to start saving as early as you can, and then as 
often as you can. I recommend automating a monthly contribution 
to your RRSP and/or TFSA. Don’t even think about it, just do 
it. You won’t notice the money missing from your daily life, and 
you will be so thankful and appreciative when you are in your 
seventies.

forgive yourself
Yes, really. If you are 48 and just getting started with saving and 
investing, it’s all good. If you just blew a $3,000 tax return on a 
week at Club Med, it’s fine. When we know better, we do better. 
Forgive yourself—today is a new day.
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final thought
Besides taking care of your health, 

the most important thing you can do
today is to learn to save and invest. 
Contributing to an RRSP and/or TFSA, together with learning 
the basics of financial markets, will go a long way toward 
taking care of future you—which is super important. 

you know why?
Because she’s you...
and she’s worth it. 
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