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1. Introduction
Tax Free Savings accounts were introduced in Canada in 2009 with an annual
maximum contribution of $5,000 for any Canadian over the age of 18 years.
The first year they came out TFSAs probably where seen as a bit of a novelty.
It was nice to be able to make a deposit of $5,000, but it did not make a big
difference to one's overall retirement.
That has changed as Canadian's contribution room has been building over
years whether they have contributed or not. If a Canadian was over 18 in
2009, they now have over $50,000 which they could contribute to a TFSA in
a lump sum, or over time. And their contribution is growing by another
$5,500 per year.
TFSAs have become my favourite investment vehicle for my clients because
of their many advantages. For the rest of one's life, all the earnings and
growth of a TFSA is the owner's to keep with no tax ever. There really is no
downside.

2. Tax Rates of Various Investments
TFSAs are tax free, so why talk about the tax rates of various investment
options? The reason is to better understand which are the best investments to
go inside the TFSA and to help coordinate with other investments such as
RRSPs, open non-registered money, and investments in homes, buildings and
businesses.
Investment income and growth is classified as interest earnings, dividends or
capital gains. Interest comes from banks and investments like guaranteed
investment certificates. Dividends are the earnings paid by corporations,
which can be Canadian or non-Canadian. Capital gains come from the value
of an asset increasing from the time it was bought, until it is sold.
In general – this would be the tax payable On $5 of investment income and 35 % marginal tax rate, you will pay the
following:
$1.75 on interest, on an ongoing basis, even if you do not withdraw
the funds.
$0.88 on capital gains, only payable when the asset is sold and the
gain is realized.
$0.69 on dividends, payable in the year the dividend pays out,
usually monthly or quarterly.

Surprising right? One pays way more tax on interest than one does with
capital gains or dividends! So if you earned 6% interest (remember that?) or
6% dividends, you would have way more money left over after tax if it was
dividends.
This has led some financial planners to recommend that interest bearing
investments go into the TFSA because potentially the most is saved in taxes.

I strongly disagree and will go through examples in the webinar why I think
this is a terrible idea.

3. Beneficiaries
This section will be short and sweet.
The news is good. For beneficiaries that are not your spouse they will
receive all the proceeds from a TFSA without any tax at all. What is in the
fund they will receive in full. However the money will no longer be in a
TFSA, and the future earnings may be taxed. If they have the room, they can
contribute to their own TFSA.
For a named beneficiary that is a spouse, it is even better. One can roll the
deceased spouse's TFSA into their own. Then there will be one larger TFSA.

4. Should one have a RRSP or TFSA?
RRSPs have two huge advantages – you get a tax deduction for any amount
you deposit and they grow tax deferred until they are withdrawn. With a
TFSA there is no tax deduction when one makes a deposit.
RRSPs require people to stop making deposits at age 71, with TFSAs there is
no age at which one can no longer make deposits. So TFSAs can make a lot
of sense for seniors who still wish to save money.
One also does not loose one’s contribution room with the TFSA plan as one
does with RRSPs. For example, if Bob contributes $5,000 to an RRSP, and
consequently takes that money out, Bob is not allowed to contribute it back
again (there are two exceptions with RRSPs - the Home Buyer’s Plan and the
Life Long Learning Plan). With a TFSA one can put money in, take it out,
and then contribute it back again in the future.
The large disadvantage of RRSPs is that they are taxed when they are
withdrawn, and they are taxed as income or interest, at the highest tax rate as
I showed previously.
I will further discuss which is the appropriate investment vehicle in the
webinar.

5. Withdrawals
A corner stone of a good financial plan is to have an Emergency Fund of
several months income or more to tide one through rough patches which will
inevitably come up. Because it is fairly simple to make a withdrawal from a
TFSA, it can be used as both an emergency fund and an investment vehicle.
You can withdraw money from a TFSA at any time without penalty or tax
payable. Withdrawals can be a bit tricky to calculate in TFSAs, but basically
they can be re-contributed in the following year.
What is interesting is that growth in your TFSA does not affect your
contributions or re-contributions. So if, for example, a maxed out TFSA had
grown from $20,000 to $40,000 and you took out $10,000, you could re
contribute that $10,000 the next year plus your new contribution room. You
would be much better off than someone who was just starting out with
$20,000, as you have $40,000 of room now.

6. Accumulated Contribution Room
What makes TFSAs so exciting is the current accumulated contribution
room. The annual contribution has changed from $5,000 to $10,000 to the
current $5,500. If you have never contributed to a TFSA and you were over
18 in 1994 (I believe I was, but it is hard to keep track off, lol) – your current
contribution room is $57,500. Next year it will be $63,000.
So a couple new to TFSA's have contribution room of $115,000 this year and
$125,000 next year. Serious money.
To get the $250K boost – to have $250,000, would only require doubling
your money once. I will discuss this in detail in the rule of 72 section and the
webinar. Getting from $125,000 to $250,000 in an investment not penalized
by tax just takes a regular plan and a steady hand.
Here is the $64,000 question – if you have money in open non registered
accounts and have contribution room to your TFSA, why would you not want
you money to grow tax fee forever by switching it over?

7. What can a TFSA invest in? Types of equity investments
Okay, we are really getting into the heart of the upcoming webinar.
I am struck when talking to clients that they still think that TFSAs are a
special type of investment that they assume is restricted to low growth
investments like GICs.
That is not the case. A TFSA can invest in the same things an open nonregistered account can including GICs, mutual funds, segregated funds, ETFs
and other investments.
You can invest in GICs but what can you currently get on a 5 year GIC at a
real bank? 1.5% or so? If inflation is 2% or more as it is currently stated,
you are actually losing money or buying power each year.
That is why many people prefer equity investments. Over a period of time a
good mutual fund can have a track record of 4 to 7%. This is a net return to
the investor, including the bad years.
Mutual funds have risk of loss and clients must be comfortable with this.
Risk of loss can be measured as low, medium and high. Many clients are
comfortable with medium and medium low risk, and one can get good returns
with those types of funds. There are no guarantees as to any rate of return in
a mutual fund.
I would argue that GICs also have risk of loss even though they have the
word “guaranteed” in them. That risk is the loss of purchasing power. Being
locked into a GIC that is not even covering the rate of inflation is probably
not a good idea.

If you are going for growth – why not do it in an investment that grows tax
free?

8. The rule of 72 and the $250K boost
Have you hear of the rule of 72? It was taught to me by my manager back
when everyone did not seem to have a smartphone in their hand.
It says that if you divide the interest rate you receive into the number 72, that
will show you how long it will take to double one's money. An easy example
would be 7%. 72 divided by 7 = 10.3. So at a 7% interest rate it would take
10.3 years for $1 to grow to $2, or 10.3 years to double one's money.
At a 5% interest rate it would take (72 divided by 5) 14.4 years to double
one's money. This is just an approximation, but it usually works out fairly
accurately to a money calculator.
If you want to access a very nice set of money calculators and tools please go
to https://investia.financial-calculators.ca/
One can start with the savings tool at the top left to calculate how much you
will accumulate in a TFSA.
Leave the first line – Expected value – at accumulated value. Then change
investment type to TFSA. Next add how much you currently have in a TFSA
– even if it is zero. Then change contribution to how much you think you
will contribute per year.
Set contribution length to how many years you will be adding money, and
you can set accumulation to a longer length when you would no longer be
contributing, but still letting your TFSA grow. So an example would be
contributing for 20 years, but accumulating for 30 years.

Finally, put in your rate of return and you will see how much money you
will accumulate and have a nice graph of your progress.
How long does it take your TFSA to grow to $250K?

9. Summary
I hope this tax free savings account workbook has provided you with useful
information that will help you with investing. I look forward to covering
these strategies in more detail, and covering other important areas in our
upcoming webinar. If you have any questions you can contact me on my
facebook page - https://www.facebook.com/FinancialPlanningCanada/ or my
website at https://www.tsfinancial.ca/
Myles Rempel

10. Disclaimers
Investment Disclaimer
Mutual funds and/or approved exempt market products are offered through Investia Financial Services
Inc. (“Investia”). Mutual funds and exempt market products are sold exclusively by Representatives
who are licensed by provincial regulators and registered with Investia.
Commissions, trailing commissions, management fees and other expenses may be associated with
mutual fund/exempt market product investments. Please read the Fund Fact or prospectus carefully
before investing. Mutual fund and exempt market product investments are not guaranteed, their values
change frequently, and their past performance may not be repeated
By accessing this website and any pages thereof, you agree to be bound by the terms of the Legal
Notices and Disclaimers set out below. If you do not agree with the terms and conditions of these Legal
Notices, do not access this website or any pages thereof.
Internet Communications
Without the use of secure encryption, the Internet is not a secure medium and privacy cannot be
ensured. Internet e-mail is vulnerable to interception and forging. We cannot ensure the privacy and
authenticity of any information, and will not be responsible for any damages you may incur if you
communicate confidential information to us over the Internet or if we communicate such information to
you at your request.
No Advice
The information provided on this website is intended for informational purposes only and is not
intended to constitute financial, accounting, and legal or tax advice. For information specific to your
situation you should consult a professional.
Accuracy and Changes
Facts and information provided on this website are believed to be accurate at the time they are posted.
However, this website could include inaccuracies, typographical errors, or out-of-date information.
Changes may be made at any time to the information on this website without prior notice.
Disclaimer of Warranty and Limitation of Liability

We do not warrant the accuracy, completeness, quality, adequacy or content of any information on this
website. Such information is provided "as is" without warranty or condition of any kind, either
expressed or implied, including, without limitation. We will not be responsible or liable for any direct,
indirect, special, incidental, or consequential damage, or any other damages whatsoever, including,
without limitation, lost revenues, lost profits or loss of prospective economic advantage, resulting from
the use of or misuse of or inability to access or use this website.
No Solicitation
Nothing on this website constitutes a solicitation or offer by us to buy or sell products or provide
services of any kind whatsoever. You should always contact a professional.
Applicable Jurisdiction
The information on this website is intended for use by persons resident in Canada, in the Province of
Alberta only. Any products or services mentioned on this website are made available only in
accordance with local law (including applicable securities laws) and only where they may be lawfully
offered for sale.
Third Party Links
Links to other websites are for convenience and information only and are independent from this site
and therefore we have no control over the content of a lined website and will not be held liable for any
inaccuracies in such information for the content of any linked website that are not maintained by us.
We make no claims that third party websites will be free of viruses, Trojan horses or other destructive
components on or from such links. Linking to another website is done at your own risk.
Material to be Consulted in its Entirety
All information on this website is meant to be reviewed in its entirety, including any footnotes, legal
disclaimers, restrictions or disclosures, and any copyright or proprietary notices.
Insurance Disclaimer
Your advisor may also offer insurance related products, tax or mortgage services; provided that they are
duly registered to do so under applicable legislation and the dealer approves such activity to be
conducted outside of the dealer. Any activities related to such other occupation are not the business of
the dealer and are not the responsibility of the dealer.

