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By Clinton Orr

At the beginning of the year contributing to a Tax Free Savings Account
(TFSA) is usually near the top of the financial to do list. For good reason,
it is a phenomenal tax saving tool. According to recent data however,
Canadians are not getting full value out of their TFSA. The Canadian
Revenue Agency (CRA) released some TFSA stats in 2021. They
collected the data in 2018 and found that 54% of tax filers for the year
had a TFSA. TFSA adoption and usage are highest among older
Canadians, but only 9.6% of TFSA holders have maximized their
available contribution room. A separate survey by BMO, conducted in
2020, found that cash is the primary choice for most Canadians,
meaning most Canadians are using the TFSA for savings rather than
investing. I am glad so many Canadians are using TFSAs; however, I
believe investing the money is a more efficient use of the account; a
quick review could help explain why.
The Tax Free Savings Account was introduced in 2009. Anyone with a
valid Social Insurance Number who is over the age of 18 can open a
TFSA. In 2009 it started at $5,000 per person, the contribution limit has
fluctuated over the years, in 2013 it was increased to $5,500. In 2015
the limit jumped to $10,000 per person. However, that increase was
short lived, in 2016 the limit was back to $5,500. In 2019 it increased to
$6,000 per person. For 2022 it remains at $6,000 per person. If you do
not contribute the full amount to a TFSA in a given year, you do not lose
the contribution room; it rolls to the next year. If you were 18 or older
in 2009 and have never contributed to a TFSA, your total contribution
room is $81,500. Once the money is in the account a wide array of
investments are permitted. Stocks, bonds, GICs, mutual funds,
alternative investments, there is a large selection of acceptable TFSA
investments. I believe the name is misleading, it is called a Tax Free
Savings Account, however there is such a large selection of permitted
investments, it is not really a savings account it is more of an investment
account.
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If you contribute more than your available room, you will be penalized. The penalty is 1% per month and
it is charged on the excess contribution amount. If you are not sure how much contribution room you
have remaining, you can check. If you already have an account with CRA you can log in and check your
TFSA room. As well you can phone, 1-800-267-6999.
You do not receive a tax deduction for your TFSA contribution, however once the money is in the account
any growth on the investment is tax free. Whether your investment grows by 2% or 7%, all of the growth
is tax free. As well you can withdraw the money at any time without tax consequence.
Since you are limited to the amount of money you can contribute to your TFSA, it makes sense to invest
that money and receive a higher tax free return. The interest earned on savings is pretty low. I believe
most financial institutions pay between 1 and 2%. Savings are an important part of a financial plan, do
not get rid of your cash cushion, simply use a different account for your savings and put your investments
in your TFSA. Your investments usually grow at a faster rate than your savings; the additional tax free
growth will compound and provide a boost to your overall financial plan. With limited contributing room,
investing the money in your TFSA is often a good move. That way you will get more bang for your tax free
buck.
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