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We are nearing the end of 2020, which means we are rapidly
approaching RRSP season. In the first 60 days of the year you can
contribute to your RRSP and use the tax deduction on your prior year’s
tax return. During that period, I am often asked: is it wise to contribute
to a RRSP or is putting the money in a TFSA better? Ideally, you would
contribute to both, however the budget does not always allow for that so I will pass along a few guidelines to help make the decision.
To start, a quick review of the basics: RRSP stands for Registered
Retirement Savings Plan and TFSA stands for Tax Free Savings Account.
The RRSP offers a tax deduction for any money contributed to the
account. That is a significant benefit, one not matched by the TFSA. One
benefit both the RRSP and TFSA share, is that any money contributed to
the account grows tax free. Both the RRSP and the TFSA limit the amount
of money you can contribute. There is a formula based on the previous
year’s earned income that determines your RRSP room. For the TFSA, it
is a fixed annual amount. In both cases, unused room carries forward.
Unfortunately, when you withdraw funds from your RRSP the money is
treated as taxable income, which is a drawback the TFSA does not have.
As well, a RRSP must be converted to a Registered Retirement Income
Fund (RRIF) by the end of the calendar year in which you turn 71. Once
in a RRIF, the government mandates that every year a minimum amount
of money must be withdrawn, those withdrawals are fully taxed. A TFSA
does not have a forced conversion, you can hold a TFSA as long as you’d
like.
In my view, one of the main benefits of the RRSP is the upfront tax
deduction. The best time to contribute to your RRSP is when you are in a
high tax bracket. Ideally, you want to contribute to your RRSP when you
are in a high tax bracket and withdraw the funds when you are in a lower
tax bracket. An example would be if you have a temporary increase in
your taxable income. The sale of a rental property, retirement payouts,
sale of a cottage, bonuses from your employer are all examples of events
could create a one-time increase in your taxable income. In all cases an
RRSP contribution could ease your tax burden. That money could be
withdrawn down the road when you are in a lower tax bracket.
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As well, for individuals with a high income, regular RRSP contributions can provide significant tax
savings. As a rule of thumb, I often suggest an individual make a RRSP contribution if their income is
above $72,164. At the moment, that level of income is the start of a tax bracket, the combined federal and
provincial marginal tax rate for that bracket is 37.90%. So, with that level of income, every dollar you
contribute to your RRSP saves you 37.9 cents of tax. That’s significant.
Additionally, I usually recommend contributing enough to the RRSP to push your income into a lower tax
bracket. For 2020, the tax bracket mentioned above starts at $72,164 and goes up to $97,069. If, for
example, your 2020 income is $82,000 and you contributed $10,000 to your RRSP, your taxable income
would drop to $72,000, and you would be in a lower tax bracket. A sizable tax savings. As your taxable
income declines, your marginal tax rate also drops, that means the tax savings of a RRSP contribution will
be lower and a RRSP contribution is less beneficial. So, RRSP contributions at lower income levels might
not be worthwhile.
Ideally, you would contribute to both your TFSA and your RRSP. If that is not possible, a RRSP
contribution would make sense if you earn a high income or there is a temporary increase in your taxable
income. In those cases, I often suggest contributing enough to the RRSP to lower your income by one tax
bracket. If you are not in one of those situations, in my view, a contribution to your TFSA would be better.
It is important to mention that these are guidelines and might not apply to your unique financial situation.
It is best to review your financial plan and see what is the best fit.
Clinton Orr B.Comm (hons.), CIM, CFP, DMS, FMA lives in Beausejour and is a vice president and portfolio manager
with Canaccord Genuity Wealth Management.

