Understanding Registered Retirement Savings Plan
(RRSP)

What is an RRSP?

An RRSP is a retirement savings plan that's registered with the Canadian government. It allows your
investment earnings to grow tax-free as long as they remain in the plan. Contributions may also be tax-
deductible.

How it Works:

You contribute funds to your RRSP, which are then invested in various assets like stocks, bonds, or
mutual funds. The investment income earned within the RRSP is not taxed until withdrawn in retirement.

Eligibility:
Generally, anyone with earned income who files a Canadian income tax return can contribute to an
RRSP, up to certain limits.

Contribution Rules:

The maximum you can contribute to your RRSP each year is generally 18% of your previous year's
earned income, up to a specified dollar limit. Unused contribution room can be carried forward to future
years.

Using RRSP Funds Before Retirement

While RRSPs are primarily for retirement savings, there are ways to access the funds earlier, although
it's generally not recommended.

Home Buyers' Plan (HBP):



e Allows first-time homebuyers to withdraw up to $35,000 tax-free from their RRSP to purchase a
home.
e Repayment must begin within two years of the withdrawal, spread over 15 years.

Lifelong Learning Plan (LLP):

e Allows you to withdraw funds from your RRSP to finance full-time training or education for yourself
or your spouse/common-law partner.
e Repayment must begin within five years of the first withdrawal and be completed within 10 years.

Taxable Withdrawals:

e You can withdraw funds from your RRSP at any time, but the amount withdrawn is considered
taxable income in the year it's withdrawn.

e Awithholding tax will be deducted at the time of withdrawal.

e Options after withdrawal: Convert RRSP into Registered Retirement Income Fund (RRIF) or
Purchase an annuity.

Important Considerations: Example:

e Tax Implications: Early withdrawals are taxed Jane withdraws $35,000 from her RRSP under the

as income. HBP to buy her first home. She must start repaying
e Repayment Requirements: HBP and LLP $2,333.33 per year into her RRSP within two years.

have strict repayment schedules. If she fails to repay, the amount not repaid is added
e Impact on Future Savings: Withdrawing to her taxable income.

early reduces your retirement savings.

e FHSA vs HBP: Consider the new First Home Lump sum example
Savings Account, which offers tax-free If Bob withdraws $10,000 from his RRSP, he will

need to declare this on his income tax. Depending
on his province and taxable income, he will pay a
percentage of this withdrawal at tax time.

contributions and withdrawals for a first home,
as a possible alternative to the HBP.

What is a TFSA?

ATFSA s a registered investment account that allows your investment earnings to grow tax-free. Unlike
RRSPs, contributions are not tax-deductible, but withdrawals are tax-free.

How it Works:

You contribute funds to your TFSA, which are then invested in various assets. The investment income
earned within the TFSA and withdrawals are all tax-free.

Eligibility:



Any Canadian resident who is 18 years of age or older and has a valid Social Insurance Number (SIN)
can open a TFSA.

Contribution Rules:

The annual TFSA contribution limit changes each year and the limit is indexed to inflation. Unused
contribution room can be carried forward to future years.

Benefits of a TFSA: Example:
e Tax-free growth and withdrawals. Sarah contributes $6,000 to her TFSA each year.
e Flexibility to withdraw funds at any time After 10 years, her investments have grown to
without penalty. $80,000. She withdraws $20,000 to pay for a
e Contribution room carries forward. wedding without paying any taxes on the
e Not included when determining eligibility for withdrawal.

federal income-tested benefits and credits,
such as the Canada Child Benefit or the
GST/HST credit.

What is an FHSA?

The FHSA is a registered plan that helps Canadians save for their first home. It combines features of
both an RRSP and a TFSA, offering tax-deductible contributions and tax-free withdrawals for eligible
first-time homebuyers.

How it Works:

You can contribute to an FHSA, and those contributions are tax-deductible, like an RRSP. Investment
income earned within the FHSA and withdrawals used to purchase a qualifying home are tax-free, like a
TFSA.

Eligibility:

To open an FHSA, you must be a Canadian resident, at least 18 years old, and a first-time homebuyer
(i.e., you haven't owned a home in the current year or the previous four calendar years).



Contribution Rules:

The lifetime contribution limit is $40,000, with an
annual contribution limit of $8,000. Unused
contribution room can be carried forward, but only
up to a maximum of $8,000 per year.

Benefits of an FHSA:

e Tax-deductible contributions reduce your
taxable income.

e Tax-free growth and withdrawals for a
qualifying home purchase.

e Unused funds can be transferred to an RRSP
or RRIF tax-free (subject to certain conditions).

What is an RESP?

Example:

Mark contributes $8,000 to his FHSA each year for
five years, reaching the $40,000 limit. His
investments grow to $45,000. He then uses the
entire amount to purchase his first home, with no
taxes owing on the withdrawal.

An RESP is a savings plan to help you save for a child's post-secondary education. The government

provides grants to boost your savings.

How it Works:

You contribute to an RESP, and the government may provide the Canada Education Savings Grant
(CESG), which is 20% on the first $2,500 contributed annually (up to a lifetime maximum of $7,200 per
beneficiary). Investment income earned within the RESP grows tax-free.

Eligibility:

Any Canadian resident can open an RESP for a beneficiary (child). There are no age restrictions for
opening an RESP, but the beneficiary must have a Social Insurance Number (SIN).



Benefits of an RESP:

e Government grants boost savings.

e Tax-free growth within the plan.

e Funds can be used for various post-secondary
education expenses.

Rules:

e Lifetime contribution limit of $50,000 per
beneficiary.

e If the beneficiary does not pursue post-
secondary education, the contributions can be
returned to the subscriber (the person who
opened the RESP), but the grants must be
returned to the government.

The 50/30/20 rule is a simple budgeting guideline:

Example:

Lisa contributes $2,500 to her child's RESP each
year. The government adds a $500 CESG (20% of
$2,500). After 18 years, the RESP has grown
significantly, and her child uses the funds for
university tuition and living expenses.

e 50%: Needs (essentials like housing, food, transportation)
e 30%: Wants (non-essential items like dining out, entertainment)
e 20%: Savings and Debt Repayment (emergency fund, investments, paying down debt)

Track your spending to understand where your money is going. Use budgeting apps, spreadsheets, or
simply jot down your expenses daily. Understanding your spending habits is the first step to effective

budgeting.

e Take advantage of tax credits and deductions: Claim eligible expenses on your tax return to

reduce your taxable income.

e Automate your savings: Set up automatic transfers to your savings and investment accounts to

make saving effortless.

e Review your insurance coverage: Ensure you have adequate insurance coverage to protect

yourself from financial losses.



e Pay attention to sales tax: Consider that different provinces and territories have different sales
taxes.

e Consult a Financial Advisor: Seek professional advice to create a personalized financial plan.

e Start Saving Today: Open a TFSA, RRSP, FHSA or RESP and begin building your financial future.

e Review your budget: Assess your spending and see where you can save money and achieve your
financial goals.

e Build an Emergency Fund: Aim to save 3-6 months' worth of living expenses in a readily
accessible account.

e Pay Down High-Interest Debt: Focus on paying off credit card debt and other high-interest loans
as quickly as possible.

e Invest for the Long Term: Invest in a diversified portfolio of assets to achieve your long-term
financial goals.

e Regularly Review and Adjust Your Plan: Revisit your financial plan periodically to ensure it aligns
with your evolving goals and circumstances.

This guide has covered the essentials of personal finance in Canada, from understanding registered
savings plans like RRSPs, TFSAs, FHSAs, and RESPs, to budgeting, expense tracking, and essential
money tips. By implementing these strategies and seeking professional advice, you can take control of
your finances and build a secure future.

Join The Money Wise Community!

Subscribe now to gain complimentary access to our Money Tools. Become part of our community and
discover valuable insights on finance and tax tips, hear real-life stories, and receive support from fellow
members.
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