REGISTERED EDUCATION
SAVINGS PLANS (RESPs)

As federal retirees, we know so well
that a higher education is perhaps the
most important gift that a child can
receive. That’s why setting up an
RESP is a great way for a grandparent
to give a helping hand to a grandchild.
While parents look after the day-to-
day costs of child rearing, through this
program grandparents can ensure that
their grandchildren are able to make
the most of their educational
potential. As an added bonus, the
Government of Canada provides a 20%
grant that makes this by far the best
way to save for a child’s education.

In a nutshell, here’s how the program
works:

e While RESP contributions are not
tax-deductible by the contributor,
the income and capital gains
earned grow tax-deferred. When
those earnings are eventually
withdrawn to pay for educational
expenses (including tuition, books,
housing and related expenses) the
money 1s favourably taxed at the
student’s typically low rate.

e The Government of Canada
provides a cash grant (Canada
Education Savings Grant, “CESG”)
of up to $500 per calendar year
(20% of the first $2,500 contributed
annually) for each child up to age
18, subject to a lifetime grant limit
of $7,200 per child.

e Thus, by contributing $2,500 a
year to a RESP, after the
Government grant, the amount
actually invested is $3,000.

e When a grandparent subscribes to
a child’s RESP, the Plan is under
the control of the grandparent. The
grandparent will make all of the
investment decisions and the
Investment statements, etc. will be
mailed the grandparents’ home
address.

e RESPs are offered by most
Canadian financial institutions
including banks, credit unions and
mutual fund dealers. You may
choose among a broad range of
investments, including stocks and
equity mutual funds. You are not
limited to investing in instruments
such as savings accounts and GICs,
which are currently yielding
historically low returns.

To maximize the benefit of this
program, it’s best to set up the RESP
as soon as possible after the child is
born. A Social Insurance Number for
the child 1s mandatory and can be
obtained quickly through Service
Canada once the parents have
received the child’s birth certificate.
Starting early has two advantages.
First, it allows you to benefit from the
“magic of compound interest”. Second,
because of the longer time horizon
until the funds will be withdrawn, you
have greater flexibility (depending on
your risk tolerance) to invest in equity
mutual funds or stocks that reflect a
greater degree of volatility, but a
higher potential rate of return.



If you contribute $2,500 per year for
18 years and receive the maximum
annual grant, the principal amount
will grow to $52,200. Assuming a 6%
compound annual return the Plan
would grow to the handsome sum of
$96,214 over the 18-year period.
(Despite the unprecedented drop in
the stock market during the past 18-
months, on August 31, 2009 the total
compound annual return of the
Toronto Stock Exchange Composite
Index was 6.7% over the past 10 years
and 8.5% over the past 15 years.)

More information about this extremely
beneficial program is available
through the Government of Canada
website www.canlearn.ca or from a
financial advisor.

Note: The facts and opinions expressed
in this article are those of the author,
Robert Todd, they should not be
understood to necessarily reflect the
policy or opinion of the FSNA Ottawa
Branch.

Robert Todd is an FSNA member and
a Director of Tradex, an Ottawa-based
Member of the Mutual Fund Dealers
Association of Canada. Employees of
the Departments of Trade and
Commerce and of External Affairs
established Tradex in 1960. Its services
are available exclusively to current and
retired public sector employees and
their family members. Their web
address is www.tradex.ca.

PURPOSE OF BRANCH REPORT

Via the Ottawa Branch Report, e-mails
and general meetings, the Branch
provides information on issues, products
and services of general interest to our
membership. The Branch’s purpose is not
to endorse a particular position on an
issue, or a product or a service, as suitable
for individual members but to bring such
information to their attention so that they
can make up their own minds.

ARTICLE SUBMISSIONS WELCOME

The FSNA Ottawa Branch Report is
accepting ideas and articles that speak to
issues of interest to our membership at
large.

When submitting an article we ask that
they be written in a journalistic fashion,
reflecting the opinion of the author.
Articles may be up to, but no longer than
500 words. All submissions should be
made electronically using Microsoft Word,
and should include a short description of
the author’s background and contact
information.

Our readers are also encouraged to share
their insights, experience and general
comments through Letters to the Editor.

Need more information?

Please contact the Ottawa Branch Report
Editor by Email at:
editor_redaction@fsnaottawa.com or,
you may contact the Editor through the
Ottawa Branch Office at: 613-737-2199




