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When it comes to planning for a child's future education, many parents and guardians seek effective
strategies to maximize their savings. One popular and tax-advantaged way to do this in Canada is
through a Registered Education Savings Plan (RESP). In this article, we'll explore the scenario where
Nathan deposits $940 every two months into his daughter's RESP, analyze what the account can earn
over time, and provide insights into how compound interest, government grants, and investment
choices influence the growth of the RESP.

Understanding the RESP and Its Benefits

Before diving into the specifics of Nathan's deposits, it's important to understand what an RESP is and
why it’s a valuable tool for saving for post-secondary education.

What is an RESP?

An RESP is a government-registered savings plan designed to help families save for their child's
higher education expenses. Contributions to an RESP are not tax-deductible, but the investment
income earned is tax-deferred until withdrawal, typically when the student begins post-secondary
studies.

Benefits of an RESP

e Tax-Deferred Growth: Investment earnings grow tax-free until withdrawal.

e Government Grants: The Canadian government provides grants such as the Canada Education
Savings Grant (CESG), which can add to your savings.

e Flexibility: Various investment options are available within the RESP, including stocks, bonds,
mutual funds, and ETFs.

e Encourages Saving Discipline: Regular contributions help build a substantial fund over time.



Analyzing Nathan’s Contributions and Savings Strategy

Nathan commits to depositing $940 every two months into his daughter’s RESP. Let’s understand this
pattern and its implications for long-term growth.

Contribution Schedule and Total Contributions

e Contribution Amount per Period: $940
e Frequency: Every 2 months (6 times per year)
e Total Contributions Annually: $940 x 6 = $5,640

e Over 10 Years: $5,640 x 10 = $56,400

By maintaining this steady contribution schedule, Nathan ensures consistent growth potential within
the RESP. The regular deposits also allow for dollar-cost averaging, reducing the impact of market
volatility.

Estimating the Growth of the RESP Account

The key question is: if the account earns a certain rate of return, how much will it be worth after a
specified period? To provide a realistic estimate, we need to consider the average annual return on
investments, the impact of government grants, and how compounding interest works.

Assumptions for Growth Calculation

- Average Annual Return: 5% to 7% (depending on investment choices)

- Government Grants (CESG): 20% match on the first $2,500 contributed annually, up to a maximum
of $500 per year

- Contribution Period: 10 years

- Interest Compounding: Semi-annual

Calculating the Future Value of the RESP

Using the future value of an ordinary annuity formula, we can estimate the total account value after
10 years.

Formula:

\[ FV = P \times \frac{(1 + r)™n - 1}{r} \times (1 + ) \]



Where:

- P = contribution per period ($940)

- r = interest rate per period (annual rate / 2)

- n = total number of periods (humber of contributions)
Example Calculation at 6% Annual Return:
-r=6%/2=3%o0r0.03

- n = 6 contributions per year x 10 years = 60
Plugging in the values:

\[ FV = 940 \times \frac{(1 + 0.03)"~{60} - 1}{0.03} \times (1 + 0.03) \]

Calculating this provides an estimated future value of approximately $76,000 to $80,000, including
contributions and investment growth.

The Role of Government Grants in Enhancing Savings

Government grants significantly boost the total savings accumulated in an RESP. The most common is
the Canada Education Savings Grant (CESG).

Canada Education Savings Grant (CESG)

¢ Provides a 20% match on the first $2,500 contributed annually, up to a maximum of $500 per
year.

e Additional grants may be available for lower-income families through other programs.

¢ Unclaimed grant room can be carried forward for up to 5 years.

Impact on Nathan’s Savings:

- If Nathan deposits $5,640 annually, he could receive up to $1,000 in CESG (20% of $5,000), adding a
significant amount to his account.

- Over 10 years, this could total approximately $10,000 or more in government grants, further
increasing the total account value.

Investment Choices and Their Effect on Growth

The rate of return depends heavily on how the RESP funds are invested.



Conservative vs. Aggressive Investment Strategies

e Conservative: Bonds, GICs, and dividend-paying stocks, with expected returns around 4-5%.
e Moderate: Balanced mutual funds or ETFs, with expected returns around 6-7%.

* Aggressive: Stocks and equity ETFs, with potential returns exceeding 8%, but with higher
volatility.

Choosing an investment strategy aligned with the time horizon and risk tolerance can maximize the
growth of Nathan’s RESP.

Tax Implications and Withdrawal Strategies

Since RESP earnings are taxed in the hands of the student during withdrawal, the focus should be on
maximizing growth before withdrawal to minimize taxes.

Tax Benefits

- Investment income accumulates tax-free until withdrawal.
- When funds are withdrawn for education, the student’s income is usually low, resulting in minimal
tax liability.

Optimal Withdrawal Planning

- Withdraw contributions first (tax-free).
- Withdraw investment earnings as needed, ideally when the student is in a low tax bracket.
- Use the funds for qualified education expenses such as tuition, books, and living costs.

Long-Term Outlook: How Much Can Nathan Expect?

Based on consistent contributions, government grants, and a moderate to aggressive investment
approach, Nathan can expect his daughter’s RESP to grow substantially over 10-15 years.

Projected Range:

- At 5% Return: Approximately $70,000 to $75,000
- At 6% Return: Approximately $80,000 to $85,000
- At 7% Return: Over $90,000

This amount can comfortably cover many post-secondary education costs, including tuition,
accommodation, and supplies.



Final Tips for Maximizing RESP Growth

- Start Early: The sooner you begin contributions, the more time investment and grants have to grow.
- Contribute Regularly: Consistent deposits help leverage dollar-cost averaging.

- Maximize Grants: Ensure you contribute enough annually to receive the full CESG benefit.

- Choose the Right Investments: Tailor your investment portfolio to your risk tolerance and time
horizon.

- Monitor and Adjust: Review your RESP periodically and adjust your investment strategy as needed.

Conclusion

Nathan’s plan to deposit $940 every two months into his daughter’s RESP is an effective way to build
a substantial education fund over time. With disciplined contributions, strategic investment choices,
and leveraging government grants, the account can earn a significant amount through compound
interest and growth. Whether aiming for a conservative or aggressive investment approach, the key is
consistency and early planning. By understanding how the RESP works and taking advantage of its
benefits, parents like Nathan can ensure they are well-prepared to support their children’s
educational aspirations and reduce financial stress when it's time for college or university.

Remember: The power of compound interest combined with regular contributions and government
grants can turn modest savings into a sizeable education fund, making the dream of higher education
more accessible and affordable for your child.

Frequently Asked Questions

How much does Nathan deposit into his daughter's RESP
every year?

Nathan deposits $940 every 2 months, totaling $5,640 annually.

What is an RESP and why is Nathan using it for his daughter?

An RESP (Registered Education Savings Plan) is a tax-advantaged account in Canada for saving for
education expenses, which Nathan uses to save for his daughter's future education costs.

If the RESP earns interest, how does that affect the total
savings over time?

Earnings from interest or investments increase the account balance, allowing the savings to grow
faster and potentially cover more education expenses.



What factors influence the growth of Nathan's RESP besides
his deposits?

Interest rates, investment returns, and government grants like the Canada Education Savings Grant
(CESG) influence the account's growth.

How much money will Nathan have in the RESP after 10 years
of depositing $940 every 2 months?

Assuming consistent deposits and a specific interest rate, the total will depend on the rate of return,
but without interest, it would be $940 x 6 deposits per year x 10 years = $56,400.

Are there any government grants or incentives associated
with RESP contributions?

Yes, in Canada, the government provides grants like the CESG, which adds a percentage to the
contributions, enhancing the savings.

What happens if Nathan stops depositing into the RESP after
some years?

The account will continue to earn interest or investment returns, but without additional deposits, the
growth will be limited to the accrued earnings and existing contributions.

Can Nathan withdraw the money from the RESP for non-
educational purposes?

Withdrawals for non-educational purposes are subject to taxes and penalties, so it's generally
intended solely for education-related expenses.

What is the maximum contribution limit for an RESP in
Canada?

The lifetime contribution limit for an RESP is $50,000 per beneficiary.

How does the interest earned in the RESP impact the child's
future education funding?

Interest and investment earnings can significantly boost the total savings, making it easier to cover
tuition and other educational expenses when the child enrolls in post-secondary education.

Additional Resources
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In today's financial planning landscape, understanding how regular contributions and investment
growth impact future education savings is crucial. Nathan deposits $940 every 2 months into his
daughter's RESP—a strategy many parents use to prepare for the rising costs of higher education. If
the account earns a certain rate of return, how will these consistent deposits grow over time? What
are the key factors influencing the accumulated value? This comprehensive guide will analyze the
mechanics behind such savings plans, explore the variables at play, and provide insights into
maximizing the potential of RESP investments.

Understanding the RESP and Its Benefits
What is an RESP?

A Registered Education Savings Plan (RESP) is a tax-advantaged account designed to help parents,
guardians, or family members save for a child's post-secondary education. Contributions grow tax-
free until withdrawal, and government grants like the Canada Education Savings Grant (CESG) can
significantly boost the savings.

Why Choose RESP?

- Tax Benefits: Investment growth is tax-sheltered until withdrawal.

- Government Grants: The government matches contributions up to certain limits, increasing the total
amount.

- Flexible Contributions: While there are maximum limits, consistent deposits can accumulate
substantial funds over time.

- Encourages Saving Discipline: Regular contributions foster a savings habit.

The Mechanics Behind Nathan's Contributions

Nathan deposits $940 every 2 months into his daughter's RESP. To analyze how this impacts the
account's growth, we need to understand several key variables:

Key Variables

- Deposit Frequency: Every 2 months (6 times per year)
- Deposit Amount: $940 per contribution

- Annual Contribution Total: $940 x 6 = $5,640

- Interest Rate (Return): Variable—assumed for analysis

- Account Duration: Number of years until funds are needed
- Government Grants: Potential additional contributions

Exploring the Impact of Investment Returns
The Power of Compound Interest

Compound interest enables savings to grow exponentially over time. The more frequently interest



compounds, the more significant the growth.
Common Assumptions for Analysis
- Interest Rate (Annual): 4%, 6%, and 8% to illustrate different scenarios

- Compounding Frequency: Semi-annual or annual, depending on the account
- Contribution Frequency: Every 2 months (which may align with compounding periods)

Calculating Future Value of Regular Contributions
The Future Value of an Annuity Formula

When making regular contributions at fixed intervals, the future value (FV) can be calculated using
the formula:

\[ FV = P \times \frac{(1 + r)"n - 1}{r} \times (1 + r) \]

Where:

- P = Payment amount per period
- r = interest rate per period

- n = total number of periods

Adjusting for Bi-Monthly Contributions
Since Nathan deposits every 2 months:
- Number of contributions per year = 6

- Total contributions over t years = 6 x t
- Periodic interest rate r = Annual rate / 6 (since 6 periods per year)

Step-by-Step Calculation Example

Scenario 1: 6% Annual Return Over 10 Years

1. Annual contributions: $5,640

2. Number of periods: 6 per year x 10 years = 60
3. Periodic interest rate: 6% / 6 = 1% or 0.01

Applying the future value formula for an ordinary annuity:

\[ FV = P \times \frac{(1 + r)”"n - 1}{r} \times (1 + ) \]

Where:
-P=4$940
-r=20.01
-n=60

Calculating:



\[ FV = 940 \times \frac{(1 + 0.01)~{60} - 1}{0.01} \times (1 + 0.01) \]
\[ FV = 940 \times \frac{1.8167 - 1}{0.01} \times 1.01\]

\[ FV = 940 \times 81.67 \times 1.01 \]

\[ FV = 940 \times 82.48 \]

\[ FV =\$77,519.20 \]

Result: Under a 6% annual return, after 10 years of bi-monthly contributions, Nathan’s daughter’s
RESP could grow to approximately $77,519.

Additional Factors Influencing Growth

While the above calculation provides a baseline, several additional factors can significantly influence
the final amount:

1. Government Grants

- Canada Education Savings Grant (CESG): The government matches 20% of annual contributions up
to $500 per year, with possible additional grants for lower-income families.

- Accumulation of Grants: Over time, grants can add thousands of dollars, compounding with the
account.

2. Investment Choices

- Conservative vs. Aggressive Portfolios: The interest rate depends on the investment mix. Stocks,
bonds, and mutual funds have different risk and return profiles.

- Market Volatility: Fluctuations can affect the growth, especially in shorter time frames.

3. Contribution Increases

- Inflation Adjustment: Increasing deposits over time can help counteract rising education costs.
- Additional Contributions: Extra lump-sum deposits can accelerate growth.

4. Tax Implications

- Tax-Free Growth: Contributions and growth are tax-sheltered.
- Withdrawals: When used for qualified education expenses, withdrawals are typically tax-free.

Strategic Tips for Maximizing RESP Growth
Consistency Is Key

Regular contributions, as Nathan demonstrates, ensure continuous growth and take advantage of
dollar-cost averaging.



Take Full Advantage of Grants

- Maximize annual CESG contributions.
- Be aware of grant limits to avoid missing out on government matching.

Choose the Right Investment Mix

- Balance risk and growth potential based on the timeline.
- Consider low-cost index funds or ETFs for diversification.

Monitor and Adjust

- Review investment performance periodically.
- Adjust contributions if possible, especially if income increases.

Plan for the Long Term

- The power of compounding benefits significantly from longer investment horizons.
- Starting early and maintaining discipline can substantially increase the final amount.

Calculating the Impact of Different Investment Rates

| Interest Rate | Approximate Future Value after 10 Years (6% annual return) |
I | |

| 4% | ~$64,000 |

| 6% | ~$77,500 |

| 8% | ~$92,000 |

Note: These figures assume consistent contributions and no withdrawals.

Final Thoughts

Nathan deposits $940 every 2 months into his daughter's RESP—a disciplined approach to saving for
education. The growth of this account hinges on multiple factors, including the rate of return,
government grants, contribution timing, and investment choices. By understanding these variables
and employing strategic saving habits, parents can significantly enhance their child's educational
fund, ensuring future opportunities are well-funded.

The key takeaway is that consistent contributions combined with prudent investment management
and leveraging government incentives can turn modest, regular deposits into a substantial education
nest egg. Starting early, staying committed, and periodically reviewing your plan are the best steps
toward reaching your savings goals.

Disclaimer: The calculations provided are estimates based on assumed interest rates and contribution
schedules. Actual account growth can vary depending on market conditions, investment choices, and



changes in government policies.
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