A Guide to
Tax-Eﬃcient
Investing

WHAT YOU NEED TO KNOW
This guide provides general tax information related to the purchase and sale of investments in
registered and non-registered accounts.
The goal is to help you gain a better understanding of how you can reduce or defer the tax you
pay on your investment growth, thereby allowing you to grow your investments faster and
reach your retirement savings goals.
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Taxes are inevitable, but there are steps you can take to
lower your tax burden.
When it comes to the taxes on your investment growth, you can reduce your tax bill by strategically
making tax-eﬃcient investment decisions. It starts by understanding that the amount of tax you pay
on non-registered investments can vary according to the type of income or growth your investments generate.
Make no mistake, by implementing a tax-eﬃcient investment strategy suited to your needs, you can
make a signiﬁcant diﬀerence in your long-term returns and the amount you save for your retirement years.

How investment growth is taxed
Investment income can be divided into three main areas, each of which is treated diﬀerently by
Canada Revenue Agency.
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It’s Not What You Earn, It’s What You Keep
When your investment generates $100 in growth, here’s what you’ll have in your pocket after paying
tax (assuming you’re in the highest tax bracket).
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Understanding Registered Vs. Non-Registered Accounts
Registered Accounts
For most investors, the most tax-eﬃcient approach is to use up all the contribution room in your
“registered” accounts before putting funds into “non-registered accounts.” That’s because Canada's
federal and provincial governments have created registered savings programs that provide tax
advantages and incentives for Canadian investors.
The registered savings plans available to Canadians are as follows:
• Registered retirement savings plan (RRSP)
• Registered retirement income fund (RRIF)
• Tax-free savings account (TFSA)
• Registered education savings plan (RESP)
• Registered disability savings plan (RDSP)
These registered plans allow you to either defer or avoid paying tax on your investment income or
growth — whether it’s generated through interest, dividends or capital gains.
Non-registered Accounts
Registered accounts have various restrictions, such as how much money you can contribute and
how long the account can stay open. Conversely, non-registered accounts have no contribution or
time limits.
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Typically, the income generated in non-registered accounts is fully taxable in the year it is earned.
That's why it makes sense to ensure non-registered accounts are as tax eﬃcient as possible.
When investing in a registered account like a tax-free savings account (TFSA), you don’t have to be
concerned about the nature of the income earned. That's because investment income is not taxed
when earned inside any of these accounts.
However, once you've maximized your contributions to your registered plans, or if you want additional ﬂexibility in accessing your money, you may wish to invest in a non-registered account.

Strategies for Deferring and Reducing the Taxes You Pay on
Non-Registered Investments

Corporate Class
Investment Funds
A corporate class fund is designed as a holding
corporation, set up by a fund company to invest
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This allows your money to grow faster and more
eﬃciently through the power of compounding.
Corporate class funds are generally used by
investors who have reached their contribution
limits in tax-free savings accounts and registered
retirement savings plans. The appeal of this fund
class is that it represents yet another option for
tax-eﬃcient investing.
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For the right investor, corporate
class funds can be a great way to
make your portfolio more tax
eﬃcient. And, over the long term,
tax-eﬃcient investing can have a
positive impact on the value of
your portfolio.
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How can you beneﬁt from using a Corporate Class strategy?
When compared to standard mutual fund trusts, corporate class funds give you an opportunity to
pay less tax on income earned inside of a corporate structure. Because corporate class funds can
manage the taxable income and deductions generated by all the funds under its corporate umbrella, the losses or expenses in one fund can be used to shield taxable income in another. This is how
corporate class funds can help reduce the taxable distributions you receive. Over the long run, you
beneﬁt from tax deferral and compound growth.
When your investment is eventually redeemed out of the corporation, you’ll pay tax on any gains
realized – just like any other investment. However, you could structure a monthly redemption
payment using a T-Series option giving you the ability to further defer tax payments by paying out
all or some of your withdrawal amounts in the form of return of capital (ROC).
Important Tax Change Notiﬁcation
As of January 1, 2017, Corporate Class Funds have lost some of their tax advantage. The 2016 Federal Budget told us that exchanging units of one corporate-class fund for another would no longer be
tax-deferred. This change has eliminated the ability of investors to switch between funds in corporate class investments without paying capital gains tax.

T-Series
Investment Funds
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smaller monthly distributions.
Some funds are designed so that
the ROC distribution takes up all or
most of the expected return,
enabling you to maintain your
original investment in the fund
and defer your tax bill.
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Investing in the Series T option of a mutual fund can help reduce the tax you pay on your initial
withdrawals/distributions by paying out all or some of your withdrawal amounts in the form of
return of capital (ROC).
This form of distribution is not taxed until your original investment capital is depleted. In other
words, not until the adjusted cost base (ACB) reaches zero or the units are sold. In some mutual
funds with a T-Series option, the ROC distribution makes up all or most of the expected return,
enabling you to maintain your original investment in the fund.
A fund that gives you control over when you incur a tax liability, allowing you to defer taxes, can be
beneﬁcial in several ways. You will beneﬁt from higher after-tax income and the compounding
eﬀects of a larger investment. Plus, you may also be able to reduce the amount of tax you pay in the
future, due to lower marginal tax rates or lower capital-gains inclusion rates.

Is a Return of Capital Strategy Right for You?
By implementing a return of capital strategy, you can realize some of the ﬁnancial outcomes that
oﬀer peace of mind in retirement: more cash ﬂow, less tax and less tax risk (which results in capital
preservation).
There are two speciﬁc situations when a return of capital strategy, using a T-SWP structure in particular, can be most beneﬁcial:
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When planning for the right amount of cash ﬂow, you
must pay attention to the following:
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Finding the right investment vehicle for the right investor is part of the art of ﬁnancial
management. The ﬂexibility and convenience of T-Series Funds could be ideal for you.

Here's where we can help!
We ﬁrst prepare and review a comprehensive investment plan
to help you reach your goals. Then we help you decide on the
best options for investing and building your portfolio.

PAGE 7 OF 7

