
 

 

Tax Free Savings Accounts (TFSAs) offer 
Canadians the opportunity to accumulate 
money using after-tax dollars to create pre-tax 
dollars. In turn, this sum of money can be 
accessed tax free to enjoy for whatever 
purposes they wish. All good, but they do come 
with a warning -don’t over-contribute and be 
sure to choose your investments wisely. 
Someone who over contributes to a TFSA and 
then loses all the money in their account on a 
bad investment would still owe tax on the over-
contribution. More, the person would be 
ineligible to make new contributions until the 
excess TFSA account is reduced with new 
contribution room available to the individual in future years. 

Any TFSA holder who contributes more than their contribution limit is subject to a 1% tax on the 
excess amount, applied monthly for each month the excess amount remains in the TFSA (that’s 
12% annually!) A TFSA holder can correct an over-contribution by removing the excess 
contribution amount, thereby minimizing the potential tax penalty. The holder can also request 
the tax penalty be waived, which involves arguing the over-contribution was inadvertent. But this 
mitigation would be impossible in the following scenario: 

Let’s look at the hypothetical scenario of a tax payer who is newly arrived in Canada and opens a 
TFSA this year. As the taxpayer was previously a non-resident, their total TFSA contribution 
room for 2021 is only $6k. Misunderstanding the rules, the individual contributes $18k into their 
TFSA in the year -or $12k more than their limit. They invest the $18 into shares of a single 
company, which promptly goes bankrupt, resulting in the TFSA having zero value. As the shares 
are worthless, the individual cannot withdraw the over-contribution, so the result is that the 
individual would be liable for the 1% tax per month in 2021 and 2022. In 2023, the additional 
$6k of room would already be used up (by the over-contribution this year, so the taxpayer 
wouldn’t be allowed to invest in their TFSA until 2024. So in addition to losing $18k on a poor 
investment, the individual would owe $1200 for both 2021 and 2022 or $2400 in total, and 
couldn’t even begin to re-build their TFSA account for three years. Ouch! 



Two ways to avoid such a scenario is to confirm your TFSA contribution room by checking your 
“My CRA” account -the link can be found <here>. Second is to mitigate the potential for losses 
by investing in a globally diversified portfolio of stocks and bonds to diversify your investments. 
Mutual funds are a great way of doing this, and we’re here to help you find the ones that are 
suitable based on your investment goals.  

Be safe, be well! 
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https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&cad=rja&uact=8&ved=2ahUKEwi4svbk6ajxAhWWWc0KHWCyAqsQFjAAegQIBhAD&url=https://www.canada.ca/en/revenue-agency/services/e-services/e-services-individuals/account-individuals.html&usg=AOvVaw339-i-6L6_fLkpPQ0vkxD3

