
Its annual bonus season! We have set out an example below of a 
tremendously responsible individual, Alvin, and his exercise to 

work out where to allocate his bonus. 

Alvin earns $80,000 a year and he just received a $5,000 bonus for meeting his 2022 sales goals. 
Good job Alvin! He has 3 options for allocating his bonus set out below 

$5,000 against his mortgage $5,000 RRSP Contribution $5,000 TFSA Contribution 

Conditions 

Alvin’s mortgage $200,000 with 
a 25-year amortization and a 
3.5% fixed interest rate for the 
next 3 years. There wouldn’t be 
any penalty for this pre-payment. 

Alvin has $25,000 un-used 
RRSP contribution room. 
His RRSP is invested in a mix 
of equities with an average 
annual return of 6%. Alvin is 20 
years from retirement 

Alvin has $60,000 un-used TFSA 
room. His TFSA holds mostly cash 
instruments and GIC’s as he uses 
this account as an emergency fund 
and as a savings account for 
vacations. On average the return 
for this account is 2.5% 

Pros 

Alvin is anticipating an increase 
to his interest rate when he 
refinances, as interest rates are 
going up. The more he pays 
down now the lower his re-
finance amount will be in 3 years 
time 

A $5,000 pre-payment will equal 
interest savings of $532.49 over 
the remaining 3 years of his 
mortgage and at least $6,684.43 
in interest savings over the entire 
amortization period assuming he 
refinances at 3.5% or higher. 

A $5,000 RRSP contribution 
will create a tax refund of 
$1,410 which could be further 
invested. 

A $5,000 investment today 
earning 6% for 20 years will be 
worth $16,035 at Alvin’s 
retirement. If he also invested 
his tax refund (total RRSP 
contribution of $6,410) that 
investment would grow to 
$20,557 

Withdrawals from TFSA’s are tax 
free. 

Because this account holds cash 
instruments there isn’t a concern 
about timing a withdrawal at a low 
point in the market. 

The $5,000 contribution will be 
worth $5,657.04 at the end of 5 
years and if Alvin’s marginal tax 
rate is 22% then there would be 
tax savings of $150.15 related to 
withdrawing those funds. 

Calculator 
Reference 

https://itools-ioutils.fcac-
acfc.gc.ca/MC-CH/MCCalc-
CHCalc-eng.aspx 

https://turbotax.intuit.ca/tax-
resources/canada-rrsp-
calculator.jsp 

www.getsmarteraboutmoney.ca/ 

Cons 

Once these funds are paid 
against the mortgage, they are 
not easily accessible for future 
spending 

Alvins mortgage rate is currently 
quite low, so if he thinks he 
could earn a greater interest rate 
than 3.5% by investing the funds 
that may be a better option 

RRSP and RRIF withdrawals 
are taxed as income upon 
withdrawal. If Alvin’s tax rate at 
retirement is 22% he will need 
to pay $3,527.85 in tax to 
withdraw $16,035 

If Alvin withdraws from his 
RRSP before it is converted to a 
RRIF there are tax withholding 
rules 

This account has had an average 
annual return of 6%, but that 
doesn’t mean those returns will 
continue. If Alvin wanted to 
withdraw the funds at a time 
when the account was down in 
value, he may realize a loss 

The TFSA holds mainly cash 
instruments, so the rate of return is 
lower than the RRSP. 

There is no tax refund for 
contributing to a TFSA 

The 
Decision 

Alvin feels comfortable with his 
mortgage payments and where 
he will be when he must 
refinance. He views his mortgage 
as a long-term expense, and it 
fits well within his budget with 
his current and expected future 
payments. 

Alvin decided to make the 
contribution to his RRSP. He 
thinks the potential 
compounded returns over 20 
years and his tax refund make 
this the most attractive option. 

Alvin has decided he will start 
contributing a set amount each 
month to his TFSA to save for his 
next vacation so his bonus isn’t 
needed here. 




