When it makes sense to maximize RESPs over RRSPs
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An earlier version of this article appeared in
the National Post on February 2nd, 2013. Updated June 2017.

| received a call from a friend who had set aside about $25,000 to make his annual RRSP contribution.
Although he has established an RESP to save for his five young children’s future post-secondary education,
he has come nowhere near maximizing the annual contributions necessary to obtain all the Canada
Education Savings Grants (CESGs) available to them.

His idea was to make an RRSP contribution of $25,000 and use the resulting tax refund of about $11,500
(assuming a marginal tax rate of approximately 46%) to contribute to an RESP and collect some of the CESGs
based on this contribution.

CESGs, provided by the Canadian government and Employment and Social Development Canada, are
generally paid at a rate of 20% of RESP contributions, with an annual maximum of $500 per child unless you
have unused grant room from prior years.

To maximize the total CESGs you can collect, you would need to contribute at least $2,500 annually for
about 14.5 years to obtain the full $7,200 of CESGs available per child (i.e., 14.4 X $2,500 X 20%).

If you don’t contribute each year, however, you can collect prior years’ CESGs up to a maximum of $1,000,
which can be paid in any one calendar year, per beneficiary. To do this, you would have to contribute
$5,000 per child, at the 20% CESG matching rate.

In my friend’s case, he would be able to collect 20% of his $11,500 RESP contribution, or $2,300, which
could then be invested within the RESP and grow tax-deferred. But could he have done better?

| suggested he could potentially come out ahead if he were to bypass his RRSP contribution for the time
being in favour of maximizing contributions to his RESP to start catching up on missed CESGs. If he were to
contribute the full $25,000 to an RESP, the government would pay $5,000 in CESGs into his account (20% X
$5,000 X 5 kids). He can always make those RRSP contributions later, once he has caught up on all the
retroactive CESGs.
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But what about the loss of the tax-deferred
accumulation in the RRSP?

Often, you can get the same result with the tax-
deferred growth in the RESP. In fact, in many cases
the RESP provides effectively  tax-free
accumulation since withdrawals of Educational
Assistance Payments, which consist of the
accumulated income, growth and CESGs, are
taxable to the student, who likely won’t end up
paying any tax on EAPs withdrawn owing to the
various personal tax credits (e.g., basic and

Disclaimer:

tuition) available, estimated to total more than
$18,000 annually.

Thus the true benefit of going 100% on RESP
contributions is to maximize the free government
money while he can and save the RRSP
contribution room for a later date.
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As with all planning strategies, you should seek the advice of a qualified tax advisor.

This report is published by CIBC with information that is believed to be accurate at the time of publishing. CIBC and its subsidiaries and affiliates
are not liable for any errors or omissions. This report is intended to provide general information and should not be construed as specific legal,
lending, or tax advice. Individual circumstances and current events are critical to sound planning; anyone wishing to act on the information in this

report should consult with his or her financial advisor and tax specialist.
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