Copyright/Reproduction Notice:
This article is content from Royal Bank of Canada's (Royal Bank) Editorial Edge website and is subject to the website's terms of use. Royal Bank holds the copyright for the content of Editorial Edge, but agrees to grant the users of the Editorial Edge articles a royalty free, non assignable, licence to use, reproduce and communicate the articles featured herein, provided that the user is a journalist, it is used or reproduced accurately and not taken out of context. Any unauthorized use of the content constitutes a violation of Royal Bank rights. Royal Bank reserves the right at any time to revoke the said licence and require that a user immediately cease to use the said content upon notification.
Start Education Savings Early to Help Both You and Your Kids Get Ahead



          Today, a growing number of employers are seeking out workers with advanced education and skills training. Parents too are placing a high value on post-secondary studies, even as the costs of obtaining a college or university education continue to rise. They know that a higher education will help their children to succeed in an increasingly competitive job market.

          “No matter what the field, obtaining a higher education has become an important step towards a successful career,” said Christopher Cooksey, Manager of Product Marketing for RBC Royal Bank. “Parents and family members can help by investing early in a child’s education savings. For most people, that means putting money away in a Registered Education Savings Plan (RESP).” 

          The government introduced RESPs a number of years ago in an effort to promote higher education for a greater number of Canadians. Today, RESPs offer parents, grandparents, friends and relatives one of the most effective ways of saving for a child’s post-secondary education. To encourage families to consider RESPs, the government offers grants and other benefits that make contributing to an RESP the right choice for many Canadians.

          Here’s what you need to know to start an RESP and make the most of its special characteristics: 

	What is an RESP? An RESP is a registered savings account that is specifically designed to help save for a child’s post-secondary education. The money in the plan grows tax free until it is withdrawn. While RESP contributions are not tax deductible, the investment earnings are sheltered from tax as long as they are in the plan. Therefore, when the investment earnings are eventually withdrawn and used to pay for the beneficiary’s post-secondary education costs, the payments are taxed to the beneficiary. Since the beneficiary is a student, there will often be little or no tax to pay.


	How much can I contribute to an RESP? There is a lifetime maximum contribution limit of $50,000 for any one beneficiary.
 
What other advantages are there to investing in an RESP? To encourage parents to open RESPs for their children, the federal government introduced the Canada Education Savings Grant (CESG) in 1998. Under the program, the government will match 20 per cent of the first $2,500 contributed annually to each beneficiary, for a maximum grant of $500 per year. The maximum CESG over the life of the plan is $7,200 per beneficiary. Depending on a family’s net income, a special enhanced CESG is available that doubles the incentive on the first $500 contributed each year. In addition, unused grant room can be carried forward, up to a $1,000 a year.


	When can I start making RESP contributions? Contributions to an RESP can be made as soon as a child is born. The plan can stay in existence for a maximum of 26 years. 

	What happens if my son or daughter does not go to college or university? There are several available options. For one, the money can be withdrawn. In this case, the principle will be refunded tax-free, but the invested earnings will be entered as taxable income for the year. Alternatively, and providing they have room, $50,000 of the plan’s earnings can be transferred to a personal or spousal RRSP where it will remain tax-sheltered. However, in either instance, any CESG received must be paid back to the government. 

	What is the annual deadline for RESP contributions? RESP contributions must be made by December 31st of the calendar year. There are no carry-forward provisions for RESP contributions.






