
Registered Education Savings Plans
A

s a parent you realize that a good education is crucial to helping
your children succeed. But the skyrocketing cost of post secondary
education is another arena in which drastic change is apparent. Since
tuition fees are dram

atically increasing and the workforce requires a
post secondary education, saving for education is a challenge that
requires 

sm
art 

financial 
strategies. 

 
RESPs 

are 
a 

governm
ent

approved 
savings 

vehicle; 
incom

e 
earned 

on 
RESP 

savings
accum

ulates on a tax-deferred basis.  W
hen your children, the

beneficiaries start withdrawing paym
ents for school, these paym

ents
are taxed in their hand often resulting in little or no tax payable.
M

axim
um

 contributions to RESP are $4000 per year per beneficiary
up to a lifetim

e lim
it of $42000 per beneficiary. For the first $500

contributed for a fam
ily with a total incom

e up to $35,000, the
federal 

governm
ent 

will 
contribute 

$200 
(40%

) 
as 

a 
C

anada
Education Savings G

rant (G
ESG

). Fam
ily incom

e between $35,000
and $70,000 the governm

ent will contribute $150 (30%
) on the first

$500.  A
ll other contributions above the $500 will be given 20%

C
ESG

.  A
dvantages are faster growth through tax sheltered growth,

the total value contributed to an RESP can grow m
ore quickly.  O

nce
the plan m

atures, you receive
the 

principle 
back 

tax-free
since 

you 
contributed 

in
after-tax dollars.  M

otivation,
an RESP also serves as an
effective m

otivator for a child
to continue learning. Lastly, it
is 

transferable, 
if 

a 
child

decides not to pursue post-
secondary 

education, 
there

are options:  a. The RESP can
be 

transferred 
to 

another
child 

w
ho 

is 
planning 

to
attend 

or 
b. 

 
Parents 

can
transfer 

the 
RESP 

incom
e

into their own RRSP tax-free
provided they have sufficient
room

 
available 

up 
to 

a
m

axim
um

 of $50,000.
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Sum
m

er 
is 

around 
the 

corner 
and

portfolios are getting back into shape.
The 1st quarter of 2005 had a positive
trend followed by a fall in A

pril (A
pril

Showers) 
and 

a 
rise 

in 
M

ay 
(M

ay
Flowers). The fall of the m

arkets in 2001
and 2002 has now been erased with two
very 

strong 
years 

on 
the 

C
anadian

m
arkets with returns of 26.7%

 in 2003,
14.5%

 in 2004 and 4.4%
 for the first

quarter of 2005.

“The C
anadian econom

y continues to be
pushed 

in 
tw

o 
directions. 

D
eclining

export 
volum

es 
and 

swollen 
inventory

stockpiles 
are 

depressing 
econom

ic
growth, 

while 
a 

boisterous 
consum

er
sector 

and 
solid 

business 
capital

spending are providing at least a partial
offset. 

The 
net 

result 
is 

likely 
to 

be
slower than potential real G

D
P growth in

the 2.5%
 range.”  (LLIM

 )

The energy sector has been a m
ajor force

in the return of the TSX
. A

s long as the
global 

energy 
dem

and 
continues 

with
lim

ited supply, the C
anadian m

arket will

continue to prosper. The returns in the
energy sector have been 25%

 for 2003,
30.3%

 for 2004, and 17.9%
 to date in

2005. D
oes this m

ean that you should
put your m

oney to this sector today?  In
m

ost cases, probably not! M
ost of the

funds our clients hold have appropriate
energy weighting. Becom

ing overweight
in any one sector m

ay increase volatility
and only be appropriate for those with a
higher risk tolerance.

Real Estate has also been a driving force
in the C

anadian m
arketplace. I encourage

owning real estate as another asset class
in 

your 
portfolio. 

This 
can 

be
accom

plished 
by 

buying 
real 

estate
directly or by holding a real estate fund.
The choice depends on your tim

e and
knowledge level. A

 real estate fund will
look after m

anagem
ent, m

aintenance and
other fees and is associated with lower
risk level as your m

oney is widely spread.
H

owever, be aware that the “real estate
bubble” m

ay shrink in the next few years
but not burst. The five-year return on real
estate in C

anada is currently about 19.4%
per year. It m

ay not continue at this level
as interest rates rise.  W

e only need to
look at 1998 and 1999 when the real
estate 

index 
lost 

15.3%
 

and 
16.3%

consecutively and the technology stock
boom

 and subsequent bust. The sim
ple

answer 
is 

to 
understand 

the 
risks

associated with real estate and expect
long-term

 returns averaging between 6
and 8%

.

O
n another note, m

any balanced and
dividend 

funds 
we 

have 
been

recom
m

ending 
continue 

to 
perform

exceptionally. Those in the m
edium

 risk
profile have benefited from

 the stability
of these funds with a m

inim
al reduction

in long-term
 returns. 

A
s always, we clim

b a ‘wall of worry’. The
good 

new
s 

is 
that 

a 
balanced 

and
diversified investm

ent approach serves as
an 

excellent 
ladder 

and 
will 

m
ake 

it
possible for investors to scale any wall
that pops up in front of them

. A
ny m

arket
environm

ent 
that 

m
ight 

arise 
can 

be
navigated with a long-term

 investm
ent

plan that is consistent with an investor’s
tim

e horizon
and 

risk
appetite.

O
ur M

ission is to build long-term
 relationships with our

clients.  O
ur clients trust us with their financial future and the

financial future of their fam
ilies.  O

ur work gives our clients
the tim

e to focus on what is im
portant to them

 now, and we
focus on what is im

portant to their fam
ilies in the future.
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N
ew m

otor
vehicle sales turned

around in Feb jum
ping

12.8%
 and com

pletely
reversing 3 consecutive

m
onthly declines.
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W
e 

have 
had

several 
questions 

from
m

any retired people about a reverse
m

ortgage and thought I should com
m

ent on
the m

erits of this program
.

Som
e of the benefits include a lum

p sum
 tax free

paym
ent, no repaym

ent required, m
aintaining the title

on the property, leveraged investm
ent opportunities,

and the ability to live a better retirem
ent.

Som
e of the disadvantages include losing the safety

net you have grown, not being able to pass on an
estate (this is becom

ing less of an issue for m
ost as

their kids are doing very well on their own), the
expenses involved in the process, and the sense of
ownership.

A
 reverse m

ortgage is a form
 of debt and this m

ust not
be 

forgotten. 
 

I 
generally 

recom
m

end 
a 

reverse
m

ortgage as a last resort that m
ust be approached with

caution.  For m
ost people this is their largest asset that

gives a sense of security.  H
owever, if health problem

s
com

e up or other em
ergencies arise it is nice to know

that the equity in your hom
e is accessible through a

reverse m
ortgage or line of credit.

A
lbert Einstein was

once asked, “W
hat is the

m
ost powerful force in

the universe?”  H
e replied

“C
om

pound Interest.”

Because a chequing
account deserves to grow

The M
anulife Bank

A
dvantage A

ccount is a
chequing account like no
other in C

anada. W
e’ve

com
bined all the features

C
anadians look for in a

bank account – great rates,
full access and low fees. 

W
ith A

dvantage A
ccount,

you get a prem
ium

 rate of
interest 2.45%

– on every
dollar in your account and
no m

inim
um

 balance is
required. 
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Reverse Mortgage

If you’re 69 this
year, don’t forget to

convert your RRSP to a
RRIF or annuity before
D

ecem
ber 31, 2005.
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Canadians 
not 

financially 
prepared 

to
handle disability or critical illness! 

C
anadians m

ay be worried about dealing with a
disability 

or 
critical 

illness, 
but 

they 
aren’t

prepared to cope financially, according to an RBC
Insurance/Ipsos-Reid survey released today.

The 
survey 

found 
that 

although 
60%

 
of

respondents 
are 

worried 
about 

them
selves 

or
som

eone in their fam
ily getting a critical illness,

only 
46%

 
are 

confident 
that 

they 
would 

have
enough m

oney or funds to replace their incom
e if

they becam
e disabled or ill.  

M
ost respondents (79%

) said they would have to
change their lifestyle and live m

ore conservatively
if they becam

e ill or unable to work.

“H
aving to m

anage without regular incom
e is not

som
ething m

ost of us want to think about, but
dealing with the financial and em

otional effects of
a disability or critical illness can be very difficult,
particularly 

if 
you’re 

not 
prepared,” 

said 
N

eil
Skelding, president &

 C
EO

, RBC
 Life Insurance

C
o. “The only way to really be prepared for this

kind of situation is to ensure you have a com
plete

financial 
plan 

that 
includes 

coverage 
for

disabilities and critical illnesses.”

M
ore than two thirds (68%

) of younger C
anadians

(18 to 34 year olds) surveyed are concerned about
them

selves or som
eone in their fam

ily becom
ing

critically ill, com
pared to 58%

 of those 35 to 54
and 54%

 of those 55 and over.

Regionally, the survey found residents of A
lberta

are least confident (35%
) that they would have

enough m
oney or funds to replace their total

incom
e if they becam

e disabled or ill, while those
who live in Saskatchewan and M

anitoba are m
ost

confident (60%
).

A
s well, the survey found that understanding of

disability insurance coverage is low. Less than half
(45%

) of those surveyed with disability insurance
say they know exactly what coverage they have,
when benefits would start, how m

uch they would
get and how long they would last.

W
hen Rita, 45, accepted a new job with a m

ajor autom
otive

com
pany, she was thrilled with the benefits package, especially the

savings program
. N

ot only did she have the pension from
 her old job, she now

had a group RRSP consisting of m
utual funds and stock options. This was in addition to

her universal life insurance, a bank account, two G
ICs and an individual RRSP that she started nine

m
onths ago with her bank.  Rita thought she was set!  After all, she’d always heard that diversification

is the key to successful investing and had worked hard to find a financial advisor who understood
her goals and investing personality.

This year, when she m
et with her financial advisor to review her portfolio they discussed changes in

Rita’s portfolio, goals and tim
e horizons. The advisor then adjusted Rita’s investm

ent strategy to
incorporate her additional investm

ents with her new em
ployer. In her excitem

ent with a new job
however, she forgot to m

ention the individual RRSP she had purchased nine m
onths ago.

W
hat Rita didn’t realize is that an investm

ent strategy is only as effective and as accurate as the
inform

ation given.

Here’s what the advisor discovered when he learned about the individual RRSP. Rita’s investm
ents

were over diversified (too m
any funds) and she had too m

any sim
ilar funds. Both circum

stances can
have drawbacks.

Meet Rita...

C
ottage

M
arket Value today

O
riginal C

ost
C

apital G
ains

Tax Payable

A
fter 20 years

$150,000
$25,000

$125,000
$28,128

A
fter 40 years

$699,144
$25,000

$674,144
$151,682

A
ssum

es 50%
 capital gains, at 45%

 personal tax, 8%
 growth rate

To encourage fam
ilies to set up a

Registered Education Savings Plan (RESP),
the C

anada Learning Bond will provide
$500 to children born on or after January
1, 2004 in fam

ilies entitled to the N
ational

C
hild Benefit (N

C
B) supplem

ent for the
child.
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Are 
you 

sure 
your

Fam
ily 

Cottage 
will

stay in your Fam
ily?

W
hen you die, your assets can be transferred tax free to your spouse. But

when your spouse dies and the assets are passed on to your children or
other heirs, this transfer m

ay result in a significant tax bill.  A
nd this tax is

paid before your heirs get anything. A
n asset like your principal residence

is exem
pted from

 this type of taxation. G
enerally, your cottage won’t be

exem
pt and it will be considered a capital asset. C

onsequently, it m
ay

trigger a capital gains tax liability at death. W
ith the recent real-estate

boom
 in C

anada, cottages and other vacation properties have increased
significantly in value. These properties are now worth substantially m

ore
than their purchase price. A

t death, 50%
 of this increased value is subject

to taxation.  A
re you aware of the im

pact this capital gains tax liability
could have on your estate? A

 lack of proper planning could m
ean that your

fam
ily cottage won’t stay in your fam

ily. Your estate m
ight need to sell it to

pay the tax.  It’s a tax tim
e bom

b that m
ost people are unaware of and don’t

plan for. A
 num

ber of different options will provide that cash required to
pay this tax liability at death. It’s im

portant to m
ake the best choice for your

situation.  The alternatives: You or your fam
ily can start saving today. Your

heirs can borrow the required funds from
 a bank. Your estate can sell the

asset. You can purchase life insurance to cover the growing tax liability.
The best solution: Life insurance is often the m

ost cost-effective planning
tool to cover that tax liability at death. Life insurance provides cash to pay
the tax exactly when it’s needed, helps ensure your heirs receive what you
intend them

 to receive and puts your m
ind at rest because you know you’ve

taken care of this im
portant issue. A

 little planning can ensure that your
dream

 of passing the fam
ily cottage to your heirs will com

e true.

First, 
having 

too 
m

any 
sim

ilar 
funds 

can
potentially lim

it returns by spreading returns too
thin. The im

pact of any gain from
 an individual

investm
ent 

will 
be 

m
arginal 

on 
the 

overall
portfolio. The goal should be to have enough
diversification across geographic regions, asset
classes and investm

ent styles.

Second, having too m
any funds (being over

diversified) and m
ultiple investm

ent accounts, a
diversified asset allocation can becom

e difficult
to m

aintain and m
ay increase costs of continual

rebalancing. Buying and selling investm
ents to

m
aintain 

a 
diversified 

asset 
allocation 

is
essential but has the potential to be costly to
your 

portfolio 
if 

done 
too 

often. 
O

ther
drawbacks include:  

1.
Increased fees.  For every account, there is
potential for paying either an adm

inistrative
or com

m
ission fee. By consolidating som

e
investm

ents, returns m
ay increase sim

ply
because there are fewer fees.

2.
D

ifficulty 
in 

m
onitoring 

portfolio
perform

ance. W
ith m

ultiple plans it m
ay

becom
e difficult to keep track of which ones

are contributing to the overall returns. By
consolidating investm

ents, there are fewer
statem

ents m
aking it easier to m

onitor the
portfolio and plan a financial future. It’s also

easier to avoid over-diversification.

3.
U

nclear 
inventory 

of 
assets 

leading 
to

duplication. The Canadian m
arketplace is

relatively sm
all when com

pared with the rest
of the world. In fact, m

any Canadian equity
funds are variations of the TSX. A portfolio
m

ay hold 40 m
utual funds but a closer

evaluation m
ay reveal that 30 of them

 have
very sim

ilar holdings.

Back to Rita...

Based on her entire portfolio, the advisor helped
Rita to select another, m

ore suitable insurance
plan, introduced other investm

ents better suited
to her needs and consolidated som

e investm
ents

to elim
inate duplication. 

There is a sim
ple solution: Talk to your

financial advisor.  By giving your advisor
a com

plete investm
ent picture, you m

ay
be able to avoid som

e of the above
problem

s and are m
ore likely to achieve

your financial goals.  It will help him
focus on your overall financial health so
that all aspects of your fiscal life are
working sm

oothly.

O
n average, gasoline

prices in Feb 2005 were 8.5%
higher than in Feb 2004.
A

lberta residents experienced
the largest increase (15.4%

)

Real estate
increased 12%

 from
M

arch 2004 to
M

arch 2005.
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You should be aware that
pharm

acies charge various
dispensing fees which directly affect
your cost, as well as the cost of
m

aintaining your benefit plan.  The
following is a sum

m
ary of average

dispensing fees:

The above is a general outline only.
Prices m

ay vary based on the
prescription filled, num

ber of
ingredients, and/or the location of
the pharm

acy.

C
anada Safeway

$9.66

C
ostco Pharm

acy
$5.58

London D
rugs

$7.20

Save-O
n- Foods

$7.19

Shoppers D
rug M

art
$10.56

W
alm

art
$6.67

Z
ellers Pharm

acy
$8.85


