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Registered plans can have a big 
impact on family wealth by providing 
the equivalent of a tax-free rate  
of return on your investments. 
And with some plans, government 
assistance can boost the effective 
rate of return.
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Registered Retirement Savings Plans (RRSPs)

For most high-income earners, maximizing RRSP contributions is the number one 
way to save for retirement. For 2021, a maximum contribution of $27,830 can be 
made provided you are otherwise up to date with your RRSP contributions and 
had earned income of at least $154,611 ($27,380 divided by 18%) in 2020. Earned 
income includes (self) employment income as well as rental income. For 2021, 
you’ll want to earn at least $162,278 of earned income to be able to contribute the 
maximum 2022 RRSP dollar limit of $29,210.

Taxes are deferred on any income and growth while funds are held within the plan 
and you’ll only pay tax when the funds are withdrawn from the RRSP, or from a 
Registered Retirement Income Fund (RRIF) or prescribed annuity into which you 
would have transferred the RRSP funds (by the end of the year you turn 71).

Debunking the RRSP myth

Over the years, some have argued that there’s no point investing in an RRSP since 
you pay all the savings back in taxes when you retire anyway. Let’s debunk that 
fairly quickly. Although you do pay tax on RRSP withdrawals, don’t forget that you 
also got a tax deduction upon contribution. If your tax rate is the same in the year 
of contribution as it is in the year of withdrawal, an RRSP provides a completely 
tax-free rate of return. If your tax rate is lower in the year of withdrawal, you’ll get an 
even better after-tax rate of return on your RRSP investment. In fact, even if your tax 
rate is higher in the year of withdrawal, we’ve demonstrated that over the long term, 
depending on your rate of return, you are often still better off with an RRSP than 
non-registered investments due to effectively tax-free compounding. For further 
details, see our report Just do it: The case for tax-free investing1.

EXAMPLE
Morris is in the top Ontario tax 
bracket of 53.53% and contributes  
the maximum ($27,830) to his 
RRSP at the beginning of each year 
for the next 40 years. Assuming a 
5% average rate of return, after  
40 years, his RRSP will be worth 
$3.5 million pre-tax and $1.6 million 
after-tax.

If instead Morris eschews the 
RRSP (and the associated tax 
deduction!) in favour of a non-
registered investment, he would 
only be able to invest $12,933 of 
after-tax income annually. Using the 
same 5% rate of return, but taxed 
annually, at the end of 40 years,  
his non-registered account will only  
be worth $857,000 after-tax. The 
RRSP strategy has doubled Morris’ 
after-tax net worth of his savings 
even though he’s always in the top 
tax bracket of 53.53%.

1 The report “Just do it: The case for tax-free investing” is available online at cibc.com/content/dam/personal_
banking/advice_centre/start_savings_plan/pdfs/case-for-taxfree-en.pdf.

https://www.cibc.com/content/dam/personal_banking/advice_centre/start_savings_plan/pdfs/case-for-taxfree-en.pdf
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Using spousal or partner RRSPs

If you think that, upon retirement, your spouse or partner2 will have a lower tax rate 
than you, you should consider contributing to a spousal or partner RRSP. That’s an 
RRSP to which you contribute and you claim a deduction. Your spouse or partner 
owns the RRSP and pays tax at their lower rate upon withdrawals. Your contributions 
to a spousal or partner RRSP will not affect the contribution room of your spouse or 
partner, who will still be able to contribute to their own RRSP.

Unlike pension income splitting, which allows you to split only up to 50% of your  
RRIF withdrawals after age 65, with a spousal RRSP/RRIF strategy, you could have  
up to 100% of the RRSP/RRIF withdrawals taxed to your spouse or partner.

RRSPs for business owners

RRSPs also make good financial sense for incorporated business owners and 
professionals. In our report RRSPs: A smart choice for business owners3, we explain 
why it often makes sense to take sufficient salary or bonus from your corporation to 
maximize your RRSP contributions, rather than leaving the funds inside the corporation 
for investment. Similarly, if your family members work in the business, the corporation 
could also pay them a reasonable salary for their efforts so they could build up RRSP 
contribution room and contribute to their own plans.

RRIFs

When transferring RRSP assets to a RRIF at age 71, keep in mind that you can use the younger spouse or partner’s age on which to 
base the minimum annual RRIF withdrawals. Also, to enjoy the longest possible tax deferral, you could arrange to have your annual 
minimum amount paid to you in December each year. 

Finally, if you are planning on retiring outside of Canada and become a non-resident for tax purposes, if you retire to a country 
that has a tax treaty with Canada, the amount of non-resident tax Canada withholds on RRIF withdrawals may be reduced. Some 
treaties apply a reduced withholding tax rate for “periodic pension payments,” which may include payments from a RRIF where the 
total annual withdrawals do not exceed the greater of twice the minimum amount for the year and 10 per cent of the fair market 
value of the property of the RRIF at the beginning of the year. For example, under the Canada-U.S. Tax Treaty, the tax rate for  
non-resident withholdings is generally 25 per cent but a reduced rate of 15 per cent applies to periodic pension payments. You 
should, however, confirm whether the country in which you retire will impose tax on any RRIF withdrawals.

Tax Free Savings Accounts (TFSAs)

Although contributions made to a TFSA are not tax deductible, no tax is payable on income and growth or on withdrawals, as 
long as the TFSA rules are followed. TFSA contribution room carries forward indefinitely from year to year such that if you are at 
least 30 years old in 2021, and have been a resident of Canada since 2009 but never contributed to a TFSA, you could contribute 
$75,500 in 2021. If you continue to contribute $6,000 annually in the future, after 40 years you would have about $1.3 million, 
assuming an annual 5% rate of return.

TFSAs for family members

Canadian residents start accruing contribution room once they turn 18 and unused room is carried forward indefinitely to future 
years. This creates an excellent opportunity for intergenerational, tax-free wealth transfer by gifting funds to family members to 
make their own TFSA contributions if they don’t have enough money to do so themselves. Figure 1 (on the next page) shows us, 
by year of birth, how much cumulative TFSA room an individual may have if they have been a Canadian resident for all years and 
haven’t ever contributed to a TFSA. 

2 In this report, spouse refers to someone to whom you are legally married. Partner refers to a common-law partner under the Income Tax Act, which means someone who cohabits with you in a conjugal relationship, 
provided the two of you have cohabited for the past 12 months or are jointly parents of a child.
3 The report “RRSPs: A smart choice for business owners” is available online at cibc.com/content/dam/small_business/advice_centre/business-reports/RRSPs-for-business-owners-en.pdf.

https://www.cibc.com/content/dam/small_business/advice_centre/business-reports/RRSPs-for-business-owners-en.pdf
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Figure 1: TFSA dollar limits

Age in  
2021

Year that you  
turned age 18

Dollar limit  
for the year

Cumulative dollar  
limit in 2021 

18 2021 6,000 6,000 

19 2020 6,000 12,000 

20 2019 6,000 18,000 

21 2018 5,500 23,500 

22 2017 5,500 29,000 

23 2016 5,500 34,500 

24 2015 10,000 44,500 

25 2014 5,500 50,000 

26 2013 5,500 55,500 

27 2012 5,000 60,500 

28 2011 5,000 65,500 

29 2010 5,000 70,500 

30+ 2009 5,000 75,500 

EXAMPLE
Samantha, who is in the highest tax 
bracket in B.C. (53.50%), has six 
adult grandchildren, ages 17, 18, 20, 
22, 26 and 30, none of whom have 
opened up a TFSA. From Figure 1, we 
can see that that Samantha could gift 
funds to five of her six grandchildren 
to help them fund their own TFSAs. 
To fully catch-up, she would have to 
gift a total of $184,000. After 2021, 
Samantha could gift $6,000 to each 
grandchild to make their annual 
TFSA contributions. With a 5% rate 
of return on investments, the total 
contributions of $904,000 for her 
six grandchildren would grow to 
over $1.76 million over the following 
20 years. This means there is over 
$850,000 of earnings that otherwise 
would have been taxed in Samantha’s 
hands at her top tax rate.

TFSAs for business owners

TFSAs are also a good financial choice for business owners. Unlike RRSPs, you don’t need earned income to contribute to a TFSA; 
therefore, your corporation could pay you just enough salary or dividends so you’d have enough money, after personal tax, to 
contribute to a TFSA. This is explored in detail in the report TFSAs for business owners… A smart choice4, which concluded that 
you should consider withdrawing sufficient corporate funds annually to maximize your TFSA contributions, rather than leaving the 
funds inside the corporation for investment.

Registered Education Savings Plans (RESPs)

An RESP allows you to save for your child or grandchild’s future post-secondary 
education by contributing up to $50,000 per (grand) child. Canada Education 
Savings Grants (CESGs)5 equal to 20% of total annual contributions, generally up to 
a maximum of $500 per year per child who is under 18 years of age, with a lifetime 
limit of $7,200 per child, can be paid into an RESP.

Tax is deferred on investment income earned within an RESP. When RESP earnings 
and CESGs are paid out for post-secondary education purposes, they are included 
in income of the beneficiary, who may pay little or no tax if they claim the recently 
enhanced Basic Personal Amount ($13,808 in 2021) along with tuition credits to 
reduce, or in some cases, eliminate all tax from the RESP withdrawals.

Building family wealth through RESPs

The best way to maximize CESGs may be as follows: for each (grand) child, 
contribute $16,500 in the year of birth and an additional $2,500 annually for 
the following 13 years, with $1,000 in year 15. By doing so you, you would have 
maximized the $7,200 of CESGs (which are limited to 20% or $500 annually)  
and maximized the $50,000 contribution.

EXAMPLE
Grandpa Wang Lei opened up an RESP 
in 2021 for his twin granddaughters 
by contributing $33,000 this year to 
an RESP on which they are named as 
beneficiaries. By following the strategy 
above, assuming a 5% annual rate 
of return, the RESP would be worth 
$220,400 after 18 years, consisting of 
$100,000 in contributions, $14,400 
in CESGs and $106,000 in growth. 
These funds could then be accessed 
with little, if any, tax paid by his 
granddaughters when they attend 
post-secondary education.4 The report “TFSAs for business owners… A smart choice” is available online at cibc.com/content/dam/small_business/day_to_day_

banking/advice_centre/pdfs/personal_finances/tfsas-for-business-owners-en.pdf.
5 Provided by Employment and Social Development Canada.

https://www.cibc.com/content/dam/small_business/day_to_day_banking/advice_centre/pdfs/personal_finances/tfsas-for-business-owners-en.pdf
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Registered Disability Savings Plans (RDSPs)

RDSPs are designed to help to build long-term savings for individuals with 
disabilities. You can contribute up to $200,000 on behalf of a beneficiary 
who qualifies for the disability tax credit (DTC). There is no tax on earnings 
or growth while in the plan. When disability assistance payments are made 
to the beneficiary, based on a pro-rated formula, original contributions 
are not taxed, but earnings, growth and government assistance, discussed 
below, are included in income of the beneficiary.

In addition to the power of tax-deferred compounding, Canada Disability 
Savings Grants (CDSGs), with a lifetime maximum of $70,000 per 
beneficiary, and Canada Disability Savings Bonds (CDSBs)6 with a lifetime 
maximum of $20,000 per beneficiary, may be received up until the end of 
the year in which the beneficiary turns 49. The availability and amount of the 
CDSG and CDSB is dependent on “family income.” Once a beneficiary turns 
19, the beneficiary’s own family income, rather the income or a parent or 
guardian, is used.

EXAMPLE
Kanesha, a high-income earner, opens 
up an RDSP for her child Jamal who 
is ten years old, has a disability and is 
entitled to the DTC. She contributes 
$166,000 in 2021, and $1,000 per 
year for the next 8 years to maximize 
the CDSG, which is limited to $1,000 
annually since Kanesha’s family income 
is used in the determination of the 
grants. Once Jamal reaches 19 years of 
age, and the CDSG and CDSB is based 
on his personal family income7, annual 
contributions are increased to $1,500 
(yielding annual CDSGs of $3,500) 
for 17 years and $500 (yielding annual 
CDSGs of $1,500) in the following year, 
until the maximum CDSGs of $70,000 
are received. The RDSP will also receive 
$1,000 of CDSBs annually for 20 years 
once Jamal is at least 19 years old.

By Jamal’s age 36, the $200,000 in 
maximum contributions will have been 
made and the RDSP will have received 
$70,000 of CDSGs. By Jamal’s age 
38, the RDSP will also have received 
$20,000 of CDSBs. Assuming a growth 
rate of 5% tax-deferred compounding, 
the RDSP will be worth $2.6 million at 
the end of the year when Jamal is 59. 
Minimum required RDSP withdrawals 
must begin the following year and 
any CDSGs, CDSBs, and income and 
growth withdrawn (in excess of the 
$200,000 in contributions) will be 
taxed in Jamal’s hands.
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6 Both CDSGs and CDSBs are provided by Employment and Social Development Canada.
7 Example assumes Jamal’s family income is below the thresholds required to receive the maximum CDSG and CDSB.
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