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Education Planning –
For the Children in Your Life
With these costs in mind, education planning should be
an important component of your overall family wealth
management plan. Beginning a dedicated education
savings plan while your children are still young helps
ensure you have the funds necessary when they begin
their post-secondary studies.

Education savings options
There are many ways to fund your children’s higher
education. What’s right for your situation depends on
many factors, including your disposable income, whether
financial assistance will be provided by other family
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members, such as grandparents, the ages and number
igher education is something most parents hope

of children involved, the options for your savings if your

their children will pursue – and for good reason.

child doesn’t pursue a formal post-secondary education

A post-secondary education can prepare your

program, and whether you want your children to have

child for a rewarding career, lead to enhanced earnings

control over the assets when they reach the age of

potential and, ultimately, steer them on the path to a

majority4.

successful and rewarding life.
However, if adequate savings are not in place for postsecondary education, your children could graduate with
the added stress of carrying student debt before they’ve
even secured their first job.
At the beginning of the 1990s, average undergraduate
tuition fees in Canada were $1,464. Today, these fees have
risen more than three-fold, to $5,5811 – far outpacing
inflation. Currently, a four-year university degree can
be expected to cost upwards of $60,000. That amount
could increase to more than $140,000 for a child born in
20122. And, in today’s competitive job market many young
people are choosing to remain in school to earn a second
degree, making post-secondary education expenses even
higher. According to the Canadian Federation of Students,
Canadian post-secondary students graduate with an
average student debt of $27,0003.

Registered Education Savings Plans
Many parents begin saving for their children’s postsecondary education by establishing a Registered
Education Savings Plan (RESP).
While your RESP contributions are not tax deductible, the
funds grow tax-deferred inside the plan and are eligible
for additional contributions from the federal government
through the Canada Education Savings Grant (CESG).
Over the life of the RESP, parents can contribute up to
$50,000 per child, and each child qualifies for up to $7,200
in CESGs. As well, RESPs may be eligible for additional
educational grants through other federal and provincial
programs5.
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When RESP funds are used to pay for education expenses,

savings grow tax-free, and you’ll be able to withdraw the

the accumulated income (including CESGs) is taxed

money when it comes time to finance your children’s post-

in your child’s hands, resulting in little or no tax if

secondary education without attracting any taxes.

withdrawn over a few years, because of the basic personal
exemption and the tuition and education tax credits.

Additionally, once they reach the age of majority, you can

Your RESP contributions can be returned to you (or your

account. However, they will have full control over how

child) tax-free at any time. However, a withdrawal of the

their TFSA funds are used.

gift your children funds to contribute to their own TFSA

RESP contributions will require repayment of the CESG
if your child is not attending a qualifying educational

Trusts

program.

A formal trust may be appropriate if you want to

While an RESP is a great starting point, you may want to
consider additional funding options to supplement your
children’s education expenses.

contribute a large amount of money in a tax effective
manner, or where it is important that a designated trustee
has flexibility and discretion over the management of the
trust assets.

Non-registered account

A formal trust requires that there be a settlor, a trustee

One of the simplest ways to supplement RESP savings

and one or more beneficiaries. The person, usually

is by opening a non-registered account specifically

a parent (or grandparent), who creates the trust and

earmarked for your children’s post-secondary education

initially contributes the assets is the settlor. The trustee

savings. The account will not be subject to any special

is responsible for choosing the investments and for the

rules or restrictions concerning contribution amounts or

overall administration of the trust, including making

their frequency, and you maintain control over the timing

payments to beneficiaries as designated by the terms of

of contributions and use of the funds, even when your

the trust. For an educational trust, the beneficiary – the

children reach the age of majority. You can withdraw

child, or children – is the individual(s) who will benefit

funds for your own personal needs at any time, or use

from the trust by receiving payments when they begin

them to fund your children’s post-secondary education, or

their post-secondary studies. The trust deed specifies

both.

how the trustee is to manage the trust assets, names the

The downside of saving for your children’s education with
a non-registered account is that all income and capital
gains are taxed in your hands, causing tax efficiences.

beneficiaries and details when the trust’s income and
capital can be paid to the beneficiaries.
While there are additional costs associated with
establishing and administering a trust, parents (or

Tax-Free Savings Account

grandparents) have peace of mind knowing that the

Another option to consider is the Tax-Free Savings

money in the trust will be used for the purpose for which

Account (TFSA). Canadians can contribute $5,500

it was intended.

annually to a TFSA and unused TFSA contribution room is

Corporate dividends

carried forward for use in future years. If you have never
contributed to a TFSA, your contribution limit for 2013
could be as high as $25,500. While your contributions to a
TFSA are not tax deductible for income tax purposes, your

If you are an incorporated professional or have an
incorporated family business, consider accumulating
funds in your corporate account, and later paying out
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company dividends to fund your child’s education,

It is important to note that this strategy is not suitable for

starting in the calendar year that your child reaches the

everyone as you may lose control over the money put into

age of majority. With this strategy your child is required to

the policy – depending on who is named as beneficiary

own shares of your company, either directly or indirectly.

– impacting your goal of helping pay for your child’s

Since the dividends are paid out directly to your child
– who will presumably be in a lower tax bracket than
you – this may be a viable and tax-effective incomesplitting strategy to explore with your professional tax
advisor, particularly if you have retained earnings in your

education, as well as issues caused by excess withdrawals
impacting the coverage offered by the contract.

Choosing the best option – your Advisor can help
The actual cost of a higher education varies with the

company.

school chosen, the degree sought and the discipline

Life insurance

comprehensive education savings strategy, and an early

If you’ve maximized your RESP contributions and have a

start, will help ensure your children get the education

need for permanent life insurance protection, this may be
another way to help save for your child’s post-secondary
education. Using life insurance gives you the ability to tap
into the excess cash value in certain types of policies.
With this strategy, an application is made for a life
insurance policy naming yourself as the owner, and your
child as the individual whose life is being insured. The
beneficiary – the individual who will receive the death

selected. While these costs continue to rise, a

they want and deserve.
Your BMO Nesbitt Burns Investment Advisor can prepare
an in-depth education analysis that details the anticipated
costs of educating your children and your ability to
fund these costs. This information will assist you in
developing a personalized education savings strategy that
complements your overall wealth management plan, and
may include one or more of the savings options discussed

benefit – can be the owner of the policy or someone else.

in this article.

For example, grandparents wanting to help fund their

Contact your BMO Nesbitt Burns Investment Advisor for

grandchild’s education could purchase an insurance
policy insuring their grandchild, and then name their
child – the grandchild’s parent – as the policy beneficiary.
To build the cash value within the life insurance policy,
a supplement to the required monthly premium is made
by depositing additional payments (within set limits)

further information and to discuss your education savings
needs.

BMO Nesbitt Burns Education Savings
Calculator

which grow tax-deferred inside the policy during the

To get an idea of how much your child’s future education costs

accumulation period. When your child reaches the age

will be – and if your current education saving plan will be

of majority, ownership of the policy can be transferred
tax-free to your child. As the new owner, your child can

enough – use our Education Savings Calculator.
http://www.bmo.com/nesbittburns/financial-calculators/

withdraw the excess cash value that has accumulated to
pay for post-secondary education costs or other expenses.

After reviewing the results of your current strategy, you can

Any resulting gains will be taxed in the hands of your

make changes to key assumptions to see the impact on your

child, who will presumably be in a lower tax bracket than
you.

plan. The calculator’s printable report summarizes your results
and can be used for further discussion and planning when
meeting with your BMO Nesbitt Burns Investment Advisor.
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BMO Nesbitt Burns publishes reports on a variety of investing, tax
and estate planning topics. Readers of this article may also be
interested in:
•

Registered Education Savings Plans

•

Taking Money Out Of An RESP

•

BMO Wealth Institute Report – Student Tuition And Debt On
The Rise: RESPs And Beyond

Please contact your BMO Nesbitt Burns Investment Advisor for
a copy of the above articles, or for more information about our
publications.
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Additional educational grant programs include the Canada Learning Bond, Quebec Education Savings Incentive, Saskatchewan Advantage Grant for
Education Savings (expected to be available starting in the fall of 2013), and the Alberta Centennial Education Savings Plan. Please note, the Alberta
Centennial Education Savings Plan is currently under review by the Alberta government to determine the future of the program.
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Visit www.bmo.com/nesbittburns for more information about the products and services available through BMO Nesbitt Burns.
The comments included in the publication are not intended to be a definitive analysis of tax law. The comments contained herein are general in nature and professional advice regarding
an individual’s particular tax position should be attained in respect of any person’s specific circumstances. BMO Nesbitt Burns Inc. (“BMO NBI”) provides this commentary to clients for
informational purposes only. The information contained herein is based on sources that we believe to be reliable, but is not guaranteed by us, may be incomplete or may change without
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All insurance products and advice are offered through BMO Nesbitt Burns Financial Services Inc. by licensed life insurance agents,
and, in Quebec, by financial security advisors.

Member-Canadian Investor Protection Fund
RESP-13-001 | August 2013

