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Here’s Everything You
Need To Know About Your
Tax-Free Savings Account!
Dear Friends,
I realised I had a lot of people asking me what really is a Tax Free
Savings Account (TFSA) and felt I had to do this article. In as much
as the title seems self explanatory, there are some dynamics that we
need to understand before opening a TFSA.
The TFSA is one of the newer additions to Canada’s investment
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landscape. Introduced in 2009, the TFSA has gained popularity
among savvy investors as a unique way to prepare for retirement.
You read that right. Retirement. Despite the name, a TFSA has
more in common with a Registered Retirement Savings Plan
(RRSP) or Registered Retirement Income Fund (RRIF) than it does
with a typical savings account. This is because TFSAs offer a
unique way to grow money, subsidize income, and pass wealth on
after you die. All of this is done completely tax-free – unless you
run afoul of the CRA, but we’ll get to that. For now, let’s start off
with the basics.

What are the benefits of a TFSA? :




It allows you to set money aside in eligible investments and
watch those savings grow tax-free throughout your lifetime
Interest, dividends, and capital gains earned in a TFSA are tax
-free for life
Your TFSA savings can be withdrawn from your account at
any time, for any reason, and all withdrawals are tax-free.



If you want, you can recontribute the amount you had
withdrawn back into your TFSA. This has to be done the
following year so that it will not impact your contribution
room .

Page 2

Volume 2 Issue

2

Can I open a TSFA?
A Tax-Free Savings Account is available to any individual age 18 or older with a
Social Insurance Number (SIN). You cannot open them for your children, and you
cannot open a joint account with your spouse. A TFSA is yours and yours alone.

How much can I contribute to a new TFSA?
Contribution limits are calculated based on when you turned 18, and increase every year. Unused contribution room carries forward indefinitely.
If you were 18 prior to 2009 and have not yet contributed to a TFSA, you
are eligible to contribute up to $52,000 as of 2017. By comparison, if you
just turned 18, you can open a TFSA and contribute a maximum of
$5,500 – the annual limit increase for 2017. Exactly how much the limit
increases by each year depends on inflation. For 2018, the contribution
amount remains unchanged at $5,500.

What do I do with the money in the account?
As mentioned, a Tax-Free Savings Account should not be treated
like a regular savings account. Cash sitting in the account misses
out on the biggest advantage TFSAs offer: growing wealth in a tax
-free environment. Your TFSA can hold many different types of
investments: dividend paying stocks, bonds, mutual funds, and
Guaranteed Investment Certificates (GIC), to name a few. However, read on to see how your investing habits could still result in an
unwanted visit from the CRA, and why holding GICs in a TFSA is
a bad idea.
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What about a TFSA is tax-free?
One thing that some people assume is that contributions to a TFSA are
tax deductible. However, “tax free” and “tax deductible” is not the same
thing. Contributions to a TFSA are not tax deductible.
However, once money is in a TFSA, it can grow or be taken out taxfree. This means you do not pay tax on the interest, dividends, or capital
gains generated by investments. Similarly, money withdrawn is not considered taxable income – and therefore doesn’t impact The Old Age Security (OAS) or Canada Pension Plan (CPP) payments. This is one of the reasons
the TFSA is an excellent tool for Canadians to augment their retirement income.

What happens when I take money out?
As mentioned, money can be withdrawn from a TFSA at any time without penalty. This is one of the few ways a

TFSA is more like a savings account than an RRSP. Once you take money out, you are eligible to contribute that
money back in the following calendar year.
For example, Paula turned 18 in July, 2016. She immediately contributed the maximum ($5,500) to her TFSA. In
September, she withdrew $4,000 to pay for tuition. Starting January 1st, 2017, Paula can contribute $4,000, plus
the 2017 limit of $5,500. She would be penalized for over contributing if she tried to replace the $4,000 prior to
January 1st.
Besides the impact on contribution room, money withdrawn from a TFSA has no other impact. It does not count
as income, and any stocks or other securities liquidated do not result in taxable capital gains.

Would contributions and withdrawals have any impact on my eligibility
for federal income-tested benefits, such as the Canada Child Tax
Benefit and the Guaranteed Income Supplement?
Neither income earned in your TFSA, nor withdrawals, will affect your eligibility these types of benefits.
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How will I know what my TFSA
contribution room is for a given tax?
Your TFSA contribution room information can be found
by going to one of the following Canada Revenue Agency
(CRA) services:

•

My Account;

•

Quick Access,

•

CRA Tax Information Phone Service (TIPS): 1 800

267 6999

What kind of trouble can I run into with a TFSA?
A few special circumstances can result in taxes related to activity in a TFSA. Most of these are easy to
prevent, and all of them can be avoided by a prepared investor.
U.S. Dividends

There is a 15% withholding tax on U.S. dividends earned by Canadians, and the TFSA provides no
exception. You could avoid the withholding tax if you hold the stocks in an RRSP, or claim a foreign tax
credit if you held them in a non-registered account. However, neither option is available to you if you
have the stocks in a TFSA.
Day-Trading
The CRA has been cracking down on excessive trading in
TFSAs as a way to avoid capital gains. In
keeping with similar rulings related to other investment accounts, Canadians found to be “day-trading”
in their TFSA will have 100% of the income taxable as business income. Exactly how frequently you have
to trade to be considered “day-trading” is a matter of debate.
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Over-Contributing
If you over-contribute, there is a penalty of 1% of the excess amount per month. That
means if you accidentally put in $10,000 in February and don’t notice until December,
you’re going to have to give up 10% of that over-contribution (i.e. $1,000). This often
happens when you have multiple TFSAs at different institutions. Minimize both your
bookkeeping and the chance of a costly mistake by consolidating all of your TFSAs
into one account.
Tax Avoidance
If you have an investment outside of your TFSA that has done particularly well, you
may be tempted to swap it for cash in your TFSA, thereby avoiding the costly tax on
the ensuing capital gains. Save yourself the trouble. The CRA has made it clear that
any attempts to transfer assets between accounts to take advantage of the TFSA’s special treatment of capital gains will not be permitted.

Death and taxes
Finally, if you have a spouse but do not have them named as successor holder for your TFSA, you are planning to
throw money away when you die.
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Successor Holder vs Beneficiary
When you pass away, your TFSA will go to one of three places. Being prepared can make the difference
between passing on less than the account’s final value or passing on more than the money in the
account. In the worst case, your TFSA will be liquidated and divided up with the rest of your estate per your
Will. This means the full value of your account goes through probate, which eats up 1.5% of the assets in
Ontario.
Furthermore, all the tax-free contribution room you have built up over the years disappears. Needless to say,
DON’T let this happen.
If you haven’t touched your TFSA since you opened it in 2009, you might have a beneficiary named.
Back when the TFSA was introduced, this was your best option for passing on assets. It allows you to
move the value of the account on the date of your death to a named beneficiary, tax-free. Any money
the account earned between the date of death and the disbursement is fully taxable.
The most tax-efficient option is to leave the account to a spouse or common-law partner who you name
as a successor holder. As a successor holder, your partner essentially receives ownership of your TFSA
the day you pass. The account continues to operate as normal, under their name. This means they can
continue to grow that money, tax-free, for the rest of their lives. This additional contribution room you
provide is an invaluable way to build intergenerational wealth.
If you do not have a successor holder named, it’s possible for your partner to receive some of the
benefits if they are a beneficiary. They will receive the value of the account as of the date of your
passing tax-free, and will need to pay tax on any additional amount the account earns before being
closed. However, they have until December 31st of the year after your death to move the portion of the
account that they received tax-free into their own TFSA, regardless of their current contribution room.
To ensure a smooth transition, they must file form RC240 with the CRA within 30 days of this special
contribution. Clearly, it is easier and more advantageous for all parties involved if the spouse or partner

is properly designated as a successor holder.

2

Page 7

Volume 2 Issue

2

LASTLY...
I hope this gives you an idea of what a Tax Free Savings Account entails . If you have any questions regarding
this article, please don’t hesitate to reach out.
Take care of yourself and your family!
Talk soon!
Sincerely,
Ray

DISCLAIMER: This information has been prepared by Raymond Choo who is a Senior Investment Advisor for HollisWealth® and
does not necessarily reflect the opinion of HollisWealth. HollisWealth® is a division of Industrial Alliance Securities Inc., a member of the Canadian Investor Protection Fund and the Investment Industry Regulatory Organization of Canada. The information
contained in this newsletter comes from sources we believe reliable, but we cannot guarantee its accuracy or reliability. The opinions expressed are based on an analysis and interpretation dating from the date of publication and are subject to change without notice. Furthermore, they do not constitute an offer or solicitation to buy or sell any of the securities mentioned. The information contained herein may not apply to all types of investors. Raymond Choo can open accounts only in the provinces in which he is registered. For more information about HollisWealth, please consult the official website at www.holliswealth.com .

