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Introduction 

On behalf of Canadians with disabilities, family members and friends, we would like to thank Minister 

James Flaherty for the opportunity to submit comments, discuss recommendations and problem solve 

around identified issues during the course of the review.   

We would also like to commend the Government of Canada for its commitment to supporting people 

with disabilities to use the Registered Disability Savings Plan to secure their financial futures.  The 

generosity of the Canada Disability Savings Program, the changes to enable beneficiaries to carry 

forward Bond and Grant entitlements, the RRSP/RRIF rollover, work on the legal capacity/guardianship 

issue, the advertising and outreach through HRSDC, and now the Review all demonstrate a commitment 

to ensuring that the RDSP is accessible and useful for people. 

We at the RDSP Resource Centre are pleased to be able to assist people to access the RDSP.  We are 

helping more than a thousand people understand and qualify for the RDSP each year.  In the course of 

our discussions with people (beneficiaries, family members, professionals, service providers and 

advocacy organizations) we have gleaned a significant amount of intelligence about the RDSP, which we 

have used to frame our submission. 

While we provided most of our analysis and recommendations at the consultation in Vancouver, we are 

pleased to submit it in writing for your perusal. 

1. Timelines in the Design of the RDSP 

Currently, the RDSP has several milestones built into its design: 

 Beneficiaries, whether a holder or not, can request funds from their RDSP at age 27 (provided 
the federal government contributions are greater than private contributions) 

 Contributions can be made through December 31st of the beneficiary’s 59th year 

 Payments must begin at age 60 

 The holdback amount is calculated as the contributions made by the federal government in the 
previous ten years 

 Specified years are defined as a life expectancy of five years or less  

 Life expectancy is set at 83. 
 

Holdback Amount 

Without question the greatest deterrent for people choosing not to open an RDSP is the holdback 

amount, which consists of the government contributions made in the previous ten years.  The holdback 

amount must be returned to government when a withdrawal is made.  The holdback amount can be as 

much as $45,000 and after ten years has passed since the last government contribution, it equals $0. 

For most people, the holdback amount translates into the mindset that a person cannot make a 

withdrawal from an RDSP for ten years after the last government contribution.  The argument that after 
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seven or eight years the holdback amount will be trivial compared to the size of the RDSP and therefore 

shouldn’t be a deterrent has had little impact on the way people think about the RDSP.  Ask 100 people 

when they can make a withdrawal from an RDSP and 95 will tell you that you must wait for ten years 

after the last government contribution. 

The result of this mindset is that the RDSP translates into a 30 year plan.  That is, people think that the 

beneficiary will not benefit for 30 years after opening an RDSP.  This is a deterrent to many people with 

unpredictable futures or shortened life expectancies. It is also a deterrent to people who are concerned 

about qualifying for the disability amount, uninterrupted, for 30 years and for people whose financial 

situation is precarious and who might not want to make contributions which result in a loss of their 

ability to access their money for 30 years. 

The obvious solution is to shorten the holdback amount.  The holdback amount has two stated purposes 

– to prevent tax slippage (using the same money to get the federal Canada Disability Savings Grant year 

after year) and to make sure it is a long term savings plan.  

Five years has been proposed by many groups.  A five year holdback would be between $22,500 and $0 

in value.  It would shorten the RDSP to a 25 year savings plan.  Five years would still be a significant 

deterrent to tax slippage and people would never have to wait more than five years to retrieve their 

money (or the federal government contributions). 

Could the holdback amount be reduced to three years?  The spousal RRSP also has the tax slippage 

problem.  (i.e. I contribute to my unemployed wife’s RRSP and get a tax deduction.  She withdraws it, 

returns it to me and I contribute it again, once again getting a tax deduction with the same money.)  The 

federal government has remedied this problem with a two year waiting period: funds contributed to a 

spousal RRSP cannot be withdrawn for two years.   

To maximize the Canada Disability Savings Grant with a three year holdback would take 60 years.  (i.e.  I 

contribute to my RDSP and get the federal government grant.  I wait three years and make a withdrawal 

without penalties.  I then re-contribute the money I withdrew to get the grant again.)  To get the entire 

Grant, I would need to repeat this process twenty times, which would take a minimum of 60 years.  

Since, the Grant can only be received until age 49, it would be impossible to maximize it.  The maximum 

holdback amount would be $13,500.  The overall lifespan to get all of the Grant and wait until the 

holdback amount was $0 would be 23 years. 

An alternative tack would be to permit the withdrawal of funds from the RDSP (a percentage or from 

private contributions) for emergencies and/or the purchase of a home.  If funds could be withdrawn 

from the RDSP for these purposes, the significance of the length of the holdback would be diminished. 

Recommendation:  Reduce the holdback amount to ten years and permit withdrawals for emergency 

purposes and/or to purchase a home. 
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Life Expectancy 

Many people have also indicated that the plan is too extended for an average person with 

disabilities.  Using a life expectancy of 83 in the calculation of Lifetime Disability Assistance Payments 

(LDAPs) is unrealistic – the life expectancy of a person with (lifelong or adult onset) disabilities is well 

below 83.   Furthermore, the conditions leading to a person’s the disability (autism, learning disabilities, 

Down syndrome, FASD, diabetes, liver and heart disease, multiple sclerosis, ALS, cystic fibrosis) have 

widely varying impact on life expectancy.   

Consequently, even if a person is able to begin to use their RDSP in their middle ages, if the federal 

government has contributed more than the sum of private contributions, the total amount of payments 

in a year is limited by the LDAP formula.  The earlier that a person begins to receive payments, the 

smaller the annual amount is because it is calculated to last until age 83.  For example, a person with an 

RDSP of $200,000 who wishes to start LDAP payments at 43, would be limited to approximately $5,000 

per year (approximately $200,000 / (83 - 43)).   

Under the current rules, it is likely that people will leave significant amounts in their RDSPs when they 

pass away.  The residue will pass to their heirs or next of kin, which is not the purpose of the Canada 

Disability Savings Program. 

Designing a flexible plan to accommodate a wide range of life expectancies would be difficult.  A further 

complication would be accommodating life expectancies that might change significantly over time. 

The most flexible plan would be created by removing all limitations on the amount that could be 

withdrawn, whether the federal government contributions exceed private contributions or not. 

Alternatively, reducing the life expectancy used in LDAP calculations from 83 to 65 would increase the 

amount that people could receive per year under the LDAP formula, enable people to derive greater 

benefit from their RDSPs, and increase the probability that the federal government contributions will 

assist beneficiaries.  People who are concerned about living beyond 65 and not having funds available 

from their RDSP could purchase a life annuity when they want to begin to receive payments. 

Recommendation:  Reduce the life expectancy used in LDAP calculations from 83 to 65. 

 

Age at which payments must begin 

Currently, payments may begin at any age but must begin in the beneficiary’s 60th year.  If the holdback 

amount were reduced to five years, it would be possible to extend the age until which people can 

receive the Grant and Bond to 55 years of age.  Many people would like this as we have heard numerous 

concerns about people over 50 not being able to access the Canada Disability Savings Program.   

However, if the overall expected length of a plan were shortened to age 65, without changing the year 

in which payments begin the RDSP would become even more skewed towards saving and away from 

reaping the benefits of having an RDSP.   
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We think that it would more make sense to reduce the age at which payments are required to begin to 

age 55.   

Recommendation: Reduce the age at which payments must begin to 55 years. 

This would result in a plan with the following milestones: 

 Beneficiaries, whether a holder or not, can request funds from their RDSP at age 27 (provided 
the federal government contributions are greater than private contributions) 

 Contributions can be made through December 31st of the beneficiary’s 54th year 

 Payments must begin at age 55 

 The holdback amount is calculated as the contributions made by the federal government in the 
previous five years 

 Specified years are defined as a life expectancy of five years or less  

 Life expectancy is set at 65. 
 

The one additional implication is that RRSP/RRIF rollovers would be permitted only to age 54.  This may 

not be realistic for many parents who will not pass away until their son or daughter is older than 54.  

This problem, however, could be solved by making an exception to contribution rules for RRSP/RRIF 

rollovers. 

2. Emergency Withdrawals 

Withdrawing any amount from an RDSP triggers the repayment of the holdback amount until ten years 

has passed since the last federal government contribution.  This means contributions become 

unavailable for many years. 

Many, perhaps even most, people have limited funds and must choose between spending their money 

now, saving it in a financial mechanism where it is readily accessible (e.g. Tax Free Savings Account) or 

saving it in an RDSP to take advantage of the generous federal government incentives but making the 

money inaccessible for many (up to 30) years.  This is a difficult decision. Many people who have few 

assets, little access to credit, or who have real concerns about financial needs in the short or medium 

term, feel like they have no option but to pass up the RDSP to maintain their short term security.   

This is unfortunate as these people actually need the federal government incentives to save more than 

people who have the luxury of putting some money in RDSPs and still have some left over for 

emergencies. 

Analysis of Solutions 

Making some of the RDSP available for financial emergencies, without triggering the repayment of the 

holdback amount, would remedy this problem.  People could invest in an RDSP, knowing that they 

would be able to access some or all of it in an emergency.  
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The other consideration, however, is the concern with tax slippage as outlined above.  For example, if I 

claim an emergency, withdraw some of my funds and then re-contribute the money to the get the 

Canada Disability Savings Grant, I can use the same money more than once to get the Grant. 

One option would be to require that a person (the holder) document the emergency.  A physician could 

document a critical illness.  Police could document theft.  Fire marshals could document fire loss or 

damage.  It becomes complicated, however, as how can policy anticipate all possible causes for an 

emergency.  Another option would be to submit documentation of exceptional expenses and financial 

situation to the federal government for review and approval.  This would, however, create additional 

administrative costs and, almost certainly, create situations where there is conflict around what 

qualifies, what does not qualify and how much is permitted.   

A second option would be to permit the withdrawal of a specified amount or a specified proportion of 

the personal capital.  This would not require additional administration; however, it would create a risk of 

tax slippage.  A possible solution to the concern of tax slippage would be to make the beneficiary 

ineligible to receive the Grant or Bond for the year that the withdrawal is made and for the two calendar 

years following the emergency withdrawal.  A possible criticism of this direction is that some people are 

likely to consider this to be punitive in situations where people are already facing hardship. 

The former option provides a better match between a specific emergency and the emergency amount 

withdrawn from an RDSP.  Personally, I think that the additional administration combined with the fact 

that government will be arbitrating decisions about people being able to use their own money, which is 

counter to the spirit of the design of the RDSP, result in the second option being a better choice. 

How much would be permitted to be withdrawn from an RDSP in an emergency?  Should it vary 

depending on whether the federal government or private contributions comprise a greater part of the 

RDSP?  Should it be a specified amount?  The LDAP formula defines the maximum amount that can be 

withdrawn in a year if government contributions exceed private contributions.  The new rules around 

specified years permit an individual to make a withdrawal where the taxable part of the withdrawal 

does not exceed $10,000 without resulting in repayment of the holdback amount.  Both of these are 

complicated for many people to understand.  The latter is also close to the end of a beneficiary’s life. An 

emergency might happen long before that time.  Easier to understand options include: 

 25% of the value of the RDSP excluding the holdback amount 

 Up to 10,000 of private contributions 

 50% of private contributions 

Because of concerns around tax slippage, I think that the amount cannot be significantly greater than 

the individual would contribute over three years to maximize the Canada Disability Savings Grant:  

$4,500.   

Recommendation: Permit up to three emergency withdrawals in a beneficiary’s lifetime of not more 

than $5,000 each time.  The beneficiary would not be eligible to receive the Canada Disability Savings 

Grant for the calendar year in which the withdrawal is made and the two following calendar years. 
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3. Intermittent Loss of Eligibility for the Disability Tax Credit 

Many people are concerned with the implications of losing their disability tax credit eligibility, either for 

a short period or for the rest of their lives.  People with mental health issues and some medical 

conditions, for example multiple sclerosis, may be less impacted by their health issue for a short or long 

period.  Recovery is seldom complete but it may be sufficient to lose the disability tax credit.  In either 

case, people who lose their eligibility as a result of an improvement in their condition were still earning 

disadvantaged in the past and may continue to be so in the future. 

Current policy requires that the RDSP be wound up by the end of the second year in which eligibility is 

lost.  Many people who are worried about losing their eligibility for the DTC and having to wind up their 

RDSP are hesitant to open RDSPs.   

While people who lose their eligibility for the DTC should not be eligible for the Canada Disability Savings 

Grant and Bond programs, there seems to be little downside in permitting them to maintain an RDSP.  

This would assist them in achieving future financial security, irrespective of their disability tax credit 

status, and should remove some of the disincentive to opening RDSPs that they currently experience. 

Furthermore, if they re-qualify for the Disability Tax Credit after not having qualified for a period of time, 

then they should once again be eligible for the Grant and Bond, assuming they are within the timelines. 

Recommendation:  Do not collapse the RDSPs of people who lose their eligibility for the disability tax 

credit. 

4. Contractual Capacity 

Under current legislation and practices an adult who is deemed not to have contractual competence by 

a financial institution faces significant barriers in opening an RDSP outside of British Columbia. 

When an RDSP is established for an adult, either the adult (beneficiary) or a legally authorized 

representative must act as the holder.  If the adult is not permitted to be the holder as a consequence of 

their contractual capacity, then they will probably also not be able to appoint a Power of Attorney to 

represent them.  Excepting in BC, where they are able to appoint a financial Representative with a 

Representation Agreement (Representation Agreement Act, BC), a legally authorized representative 

must be appointed using some type of adult guardianship. 

Guardianship generally requires that evidence be provided, usually to a court, that a person is not 

competent to manage their financial affairs.  The court finds them incapable and appoints another 

person to manage their financial affairs.  The process usually requires the support of a lawyer and 

involves court costs.  Often they lose some or all of their legal rights to direct their lives.  Sometimes 

there is an additional cost of monitoring by the provincial Public Guardian and Trustee.  Individuals and 

families have turned away from this process in droves and now stand on the sideline without RDSPs. 
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The RDSP Resource Centre is working with the Canadian Association for Community Living, Planned 

Lifetime Advocacy Network and Pooran Law to develop a solution. 

The solution that we are proposing involves the creation of a federal government mechanism (a form) 

that will result in the appointment of a “qualifying person” who is legally authorized to act as a joint 

holder of a person’s RDSP.  In developing this solution, we are attempting to remain consistent with the 

following set of principles: 

 Easy access to a solution that is consistent across all provincial jurisdictions 

 Equal access to the solution with the stigma associated with a capacity test 

 Protection of the assets of people who might be vulnerable to unscrupulous people 

 Enabling decision-making supporters rather than substitute decision-makers 

 Not creating administrative burdens on the individual, financial institutions or governments 

 Easy and quick to implement 

 Consistent with Article 12 (equal recognition before the law) of the United Nations Convention 

on the Rights of Persons with Disabilities 

We have consulted with a range of stakeholders, including financial institutions, Public Guardians and 

Trustees, individuals and others to ensure that this solution works well for all relevant parties. 

Full proposal attached. 

Recommendation: Implement a federal solution so that people who are deemed not to have 

contractual capacity are not denied access to the RDSP without an adult guardianship order. 

5. Promoting Home Ownership 

Many people with disabilities, supported by their families, would like to be able to own their own 

home.  Owning one’s own home has numerous advantages (See Safe and Secure, by Al Etmanski for a 

good overview of the benefits of homeownership).  Furthermore, owning a home in Canada has been a 

very good investment. Research shows that the most significant difference between Canadians who 

have accumulated wealth from those who have not is whether an individual owns one’s own home.  

In the years to come, many people will reach middle age with significant assets in an RDSP.  Eventually, 

RDSPs containing assets of $500,000 will not be uncommon.  We anticipate that many people will have 

an interest in using a portion of their RDSP as a down payment to purchase a home.  The federal 

government currently encourages home ownership through the first time homebuyers program that 

permits individuals to borrow from their RRSP to purchase a home. 

People who contribute more than government are able to make a withdrawal of any amount, although 

they must consider the holdback amount.  Based on our experience, however, the majority of RDSPs will 

have more government than private contribution.  These people will be limited to a withdrawal 

determined by the LDAP formula.  Especially earlier in people’s lives, this amount is unlikely to be of 
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great assistance with a down payment; though payments will provide a valuable income stream to 

support mortgage payments. 

There are several possible solutions: 

 A loan program 

 A specialized withdrawal 

 An investment in one principle residence. 
 

The RRSP Homebuyer Plan sets a precedent and a framework for a loan program.  The Homebuyer Plan 

limits the withdrawal to $25,000 and has a number of requirements of the RRSP Annuitant, such as: not 

having owned the home for more than 30 days; entering into a written agreement to buy or build a 

home; intending to occupy the home and being considered a first time home buyer.  

The amount that is withdrawn must be repaid over a period of 15 years or less; the minimum annual 

repayment is 1/15th of the amount withdrawn.  The primary downside of a loan program from an RDSP 

would be repayment.  In many circumstance, people would not be able to make mortgage payment and 

repay the amount they borrowed from their plan. 

A second option would be to permit a withdrawal for the purposes of homeownership. For example, a 

specialized withdrawal of 50% of the value of the RDSP, excluding the holdback amount, for the purpose 

of purchasing a home could be permitted.  The funds would be tied up in the home and so tax slippage 

shouldn’t be an issue.  If the home is sold, the funds could be returned to the RDSP.  There are two 

major drawbacks to this option.  To be useful for many people, a withdrawal of this for would need to be 

exempt from triggering a repayment of the holdback amount. Additionally, a withdrawal will trigger a 

tax payment. 

The third option would be to permit a person’s primary residence to be an eligible investment in an 

RDSP. While the income tax act does not currently recognize a person’s home as a legitimate 

investment, permitting home ownership as a legitimate RDSP investment would promote home 

ownership among people with disabilities.  

A major advantage of this option would be that it would not trigger the holdback amount as it would not 

be a withdrawal.  There would also be no requirement to repay a borrowed amount – upon sale of the 

home the funds, including growth, would need to be returned to RDSP eligible investments within the 

RDSP.  Because the goal of the RDSP is long term savings, a limit could be put on the amount invested to 

ensure that some portion of the RDSP remains liquid.  The amount invested in a home could be limited 

to 50% of the value of the RDSP at the time of the investment. 

The investment in a home would serve the dual purposes of home ownership, growth of capital while at 

the same time ensuring that there are funds for the future.    

Recommendation: Permit up to 50% of the value of the RDSP, to be invested in a home that is the 

primary residence of the beneficiary. 
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6. Restrictions on Fees on the Holdback Amount 

The Canada Disability Savings Regulations (4)(f) stipulate that financial institutions cannot charge fees 

related to the RDSP against the assistance holdback amount of the RDSP. This provision is problematic 

because it reduces many of the incentives for the financial sector, especially for financial planners and 

investment advisors, to promote the RDSP.  A change would unleash the motivation of the financial 

sector to use its resources to promote the RDSP. 

The intent of this provision is to protect the government assistance (Grants and Bonds) provided to 

Registered Disability Savings Plans; to ensure that the assistance holdback amount cannot be used as a 

source of funds to pay fees (like management expenses) or commissions.  The risk is that fees are paid 

from the holdback amount, the RDSP is collapsed and the financial institution is not in a position to 

return the full holdback amount to the federal government. 

As a result of this provision is that any fees or commissions must be paid out of contributions, earnings 

or grants and bonds older than 10 years in a plan.  The concrete and significant result is that financial 

planners and investment advisors are often not compensated for activities that promote the RDSP. 

The usual incentive systems which makes a large part of the financial services industry work - 

compensation for new funds or compensation for assets under management – is lacking.  People who 

work in the financial services industry are often only compensated for private contributions.  This means 

in an RDSP where the personal contribution is $1,500 and the federal government contribution is 

$4,500, the financial planner is compensated only on 25% of the funds in the plan.  Where the RDSP is 

bond only, the financial planner may not receive any compensation.  We have heard stories of people 

with bond only plans being turned away from financial planners, who claim not to know how to set up 

an RDSP in their circumstance. 

The consequence is that the powerful incentive which drives marketing activities for RRSPs, RESPs and 

TFSAs is substantially lacking from RDSPs. 

From a public policy perspective, taxpayers should applaud a policy which protects the public 

interest.  On the other hand, however, the federal government is spending taxpayer dollars to promote 

what we think is a great plan, a great piece of public policy that will make a great difference in the lives 

of people with disabilities. 

It’s hard to imagine that the risk that this provision is eliminating is anywhere near as great as the 

marketing power that would be unleashed if it were removed and financial planners and investment 

advisors received the same incentive to sell an RDSP as they do to sell an RRSP. 

Recommendation: Eliminate the provision which prohibits financial institutions and other bodies such 

as public guardians and trustees from charging a fee on the holdback amount. 

http://rdspresource.ca/index.php/2011/11/treatment-of-rdsps-by-the-us-internal-revenue-service/
http://rdspresource.ca/index.php/2011/11/treatment-of-rdsps-by-the-us-internal-revenue-service/
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7. Rolling the Beneficiary’s RRSP into a RDSP. 

People who have become disabled later in life have often worked and accumulated assets in RRSPs.  If 

they are eligible to open an RDSP, rolling their RRSP into their RDSP may be advantageous some 

advantages.  The greatest advantage would be that people would be able to shelter assets to 

supplement their provincial disability benefits over many years rather than using their assets over a 

short period of time and then being solely dependent on provincial benefits. Later, if they qualify for 

Guaranteed Income Supplement, the income from an RDSP would not reduce their GIS payments the 

way that RRSP income does (at 50%).  It also might simplify their financial situation, if people could have 

their assets in one place. 

Whether or not it would actually make sense to roll an RRSP into an RDSP would be dependent on the 

beneficiary's financial situation (i.e. amount held in RRSPs, contribution room in RDSP, income sources, 

age, other assets and income). 

A precedent for RRSP rollovers, exists with the rollover to the RDSPs of children and grandchildren.  This 

model deals with the tax ramifications, which are a major consideration of the federal government.  

Furthermore, the rules for this provision could mirror the current RRSP/RRIF rollovers where: 

 The rollover would result in taxable income but would be tax neutral to the plan holder as a 

result of an offsetting tax deduction 

 The rollover would count as contribution and be limited by contribution limits, but would not 

result  in the payment of Canada Disability Savings Grant 

 The rollover would be part of the taxable portion of a future RDSP withdrawal. 

Recommendation: Permit the rollover of beneficiary’s RRSPs to RDSPs on the same terms as the 

current RDSP/RRIF rollovers to RDSPs. 

8. Children in Care 

In 2009, the Public Guardian and Trustee of British Columbia approached Planned Lifetime Advocacy 

Network (PLAN) with an issue that was emerging as a result of opening Registered Disability Savings 

Plans (RDSPs) on behalf of children1 in the care of the Ministry of Children and Family Development.  In 

short, the issue is that as youth in care become adults, the Public Guardian and Trustee ceases to have 

legal authority to act as account holders for their RDSPs.  Only a young adult, as the beneficiary, or a 

legally authorized representative may act as account holders.  While the Public Guardian and Trustee 

can seek to be appointed as a Committee under the Patients Property Act or could be appointed as a 

Representative by the youth under the Representation Agreement Act, neither of these seemed to 

provide uniformly satisfactory solution to the issue.   

                                                           
1
 Child or children is used to represent children and youth.  Youth is used in instances where younger children are 

not included in the group and we want to be more precise. 
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Some youth may be able to gain the necessary knowledge and manage their RDSP independently. 

However, many will need ongoing support and assistance, and may even be deemed not contractually 

competent by financial institutions. By the time children leave care, they may have accumulated a 

significant asset. Without someone to help manage RDSP, this asset can be lost.  

Planned Lifetime Advocacy Network (PLAN) and the RDSP Resource Centre, in partnership with Public 

Guardian and Trustee, Ministry of Children and Family Development, Ministry of Social Development, 

and Community Living BC embarked upon a pilot research study to better understand the issues and 

identify solutions. The project identified three reoccurring themes. 

Transition out of care 

When youth-in-care reach adulthood, they depart the formal system-of-care and move on to one of 

three situations: independent living; independent living with some support or move to another formal 

care system.  Youth-in-care with special needs are faced with a transition conundrum – often their need 

for support remains but the relationships and support structure are subject to change when they reach 

the age of majority.  This happens whether they are able to live independently or not.  Conversations 

with youth, foster parents and social workers highlighted the stress that ensues from the process of 

transition and feelings of uncertainty for the future.  

Financial illiteracy 

The majority of the youth and support people in their lives identified a lack of knowledge of the RDSP 

and an underlying discomfort with money management. Foster parents identified which of the children 

could make change for the bus, and some youth had not yet been given the opportunity to do so. Adults 

require a basic level of financial literacy to be able to function independently in life.    

Lack of informal relationships 

All youth need support and advice as they learn to manage their finances independently.  Some youth 

require or may desire ongoing advice in managing their finances (supported decision-making) while still 

other youth will always require people to manage their finances. Any of these situations require unpaid, 

trustworthy people to help make good decisions. For the youth we talked to, they had difficulty or were 

unable to identify such people in their lives.  

Recommendation:  That the federal government enable authorized entities, such as the Public 

Guardian and Trustee to act as account holder of RDSPs until the age of 25 to facilitate transition 

planning. 

9. Enable the Rollover of an RESP to a RDSP 

Families have been asking about the possibility of rolling over a Registered Education Savings Plan (RESP) 

to a Registered Disability Savings Plan (RDSP) almost since the RDSP was launched in 2008.   Generally 

speaking, the situations that families have brought forward fall into one of two groups: 
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While their child was identified as having special needs at a relatively young age, they were optimistic 

about their child’s future educational possibilities and/or they believed that with treatment (e.g. A.B.A.) 

their child’s current condition might be remedied sufficiently to permit post-secondary education. 

Their child was typical until the late teen or early adult years when an accident, injury or illness had an 

impact on their child making it unlikely that they would continue their education. 

An RESP is usually the best way to save for a child’s future education costs.  In the past, the RDSP did not 

exist.   Even with the RDSP, however, an RESP is a better way to save for future education in most 

instances.  While it might have some advantages over an RESP – more generous federal contributions 

and fewer limitations on withdrawals – the RDSP is not designed for education purposes – it is a much 

longer term savings plan. 

Why not just wind up the RESP and open an RDSP with the funds?  One of the reasons that families 

might not have considered this option is the complexity of taking funds out of an RESP.  There are four 

types of withdrawals from an RESP: 

1.  Return of Contributions – original contributions can be paid to the beneficiary or returned to the 

contributor tax free. 

2.  Education Assistance Payments – payments made to the contributor or beneficiary, when the 

beneficiary is enrolled in a qualifying program.  These payments are partly taxable to the beneficiary. 

3.  Accumulated Income Payments – can be made when one of the following conditions are met 

 10 years have passed since the RESP was established, all beneficiaries are 21 years and 
none of the beneficiaries are eligible to receive an Education Assistance Payment; 

 35 years have passed since the RESP was established, unless the RESP is a specified 
plan in which case 40 years have passed since the RESP was established; or 

 all the beneficiaries are deceased. 

 

Accumulated Income Payments do not include contributions returned to the beneficiary or contributor, 

federal government contributions.  Accumulated Income Payments incur regular tax plus an additional 

20% tax, or 12% in Quebec. 

4.  Payments to a Designated Education Institution – just as the name sounds.  These payments are 

generally recommended as a last resort so that funds that can’t be utilized for a beneficiary are directed 

towards a designated educational institution. 

In the situation where an RESP is not going to be used for the education of a child, the original 

contributions may go to the contributor or the beneficiary (untaxed).  The federal government 

contributions return to government.   The remainder must either become an Accumulated Income 

Payment (and face regular tax plus a premium) or be paid to a designated educational institution. 
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Implications 

Suppose a family contributed $36,000 ($2,500 per year, which is the minimum necessary to receive the 

maximum annual $500 in Canada Education Savings Grants) and received the lifetime maximum $7,200 

in Education Savings Grants.  Assuming that contributions began in the child’s first year and continued to 

his/her 15th
 year and the investment earned an average annual return of 5%.  When the child is 21 the 

RESP will have accumulated $88,557 consisting of: 

 Original contributions:                                    $36,000 

 Canada Disability Savings Grants:                $7,200 

 Investment income:                                        $45,357 

 RESP Total                                                            $88,557 

If at 21 it is clear that the young adult will not be utilizing the funds in the RESP for his/her education, 

the following scenario ensues.   

The original contributions of $36,000 will be returned to the family or to the beneficiary tax free.  The 

Canada Disability Savings Grants of $7,200 will be returned to the federal government. The remainder, 

$45,357, will be paid to the family or the beneficiary as an Accumulated Income Payment.  The total 

amount is taxable – although it can be offset by an RRSP contribution – at regular rates plus an 

additional 20% tax (12% in Quebec).   This amounts to a return of the investment income on the 20% 

federal government contributions, assuming the family contributed the minimum amount to get the 

Canada Disability Savings Grant. 

The amount of tax payable will vary in each province.  In BC, the 2011 income tax payable would be 

approximately $10,245 plus the 20% of $9,071 for a total of $19,316.  The family or beneficiary would be 

left with $26,040 plus their original $36,000 ($62,040).  In Quebec, the 2011 income tax payable would 

be approximately $13,415 plus the 12% of $5,443 for a total of $18,857.  The family or beneficiary would 

be left with $26,499 plus their original $36,000 (62,499).  Thus in both BC and Quebec, the family or 

beneficiary would have approximately $62,000 returned to them. 

If $1,500 of the $62,000 were contributed to an RDSP each year, (assuming the beneficiary has income 

below $83,088), the federal government will pay Canada Disability Saving Grants of $3,500 each year.  

$6,000 could be contributed immediately for the 2008 – 2011 period and then $1,500 per year 

thereafter.  In four years, the federal government would contribute $28,000 in Canada Disability Savings 

Grant matching $12,000 in private RDSP contributions.  The $28,000 would exceed the amount returned 

to the federal government (Federal contributions plus taxes of approximately $26,000). $50,000 of the 

$62,000 would remain. It could be contributed to the RDSP or saved for future assistance and/or RDSP 

contributions. 

Financially, rolling the total amount of $88,557 into the RDSP tax free (and using up contribution room) 

would not be as beneficial as withdrawing it, paying taxes and receiving the Canada Disability Savings 

Grant on it.   
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There are a couple of extenuating circumstances which would make an RESP Rollover to an RDSP 

beneficial.  If the funds were returned to the family, it is possible the tax payable would be greater 

because of other family income.  If, however, the RESP funds were withdrawn to the beneficiary, there 

may be less tax payable as a result of being able to use the Disability Tax Credit to offset it.  In the latter 

situation, the money would put the beneficiary over the asset limit for provincial disability benefits in 

most provinces.  In some provinces the funds could be put in a trust but with legal expenses and 

additional administrative effort. 

We suspect that for many people the two main hurdles are:  financial literacy and administrative 

complexity, both with the RESP and the RDSP.  If there is a desire to facilitate the process of moving 

RESP funds into an RDSP, I think it would be necessary to establish a process in which tax is paid on the 

RESP – for example a flat 40% for ease of administration.  The remainder could be moved over as a lump 

sum, using contribution room and being matched at the Grant rate for people with incomes above 

$83,088 (100%). 

In the situation above, the $88,557 in the RESP would be treated as follows: 

 40% flat tax: $35,422 

 Rolled into RDSP: $53,134 

 Matching Canada Disability Savings Grant at 100%: $53,134 

 Total amount in RDSP: $106,268 

While I don’t see a strong rational for an RESP rollover, if Canadians feel strongly about it, I would 

recommend a process such as that outlined above to achieve fairness for all parties. 

10. Beneficiaries who are US Citizens 

We consistently have inquiries about the US tax liabilities of RDSP beneficiaries and holders as a result of 

the increased attention being paid by the U.S. Internal Revenue Service to Americans living abroad.  This 

includes “accidental Americans”, the sons and daughters of American citizens.   

While there are a plethora of residency questions relating to the RDSP, the two most important ones 

seem to be, “What if I am an RDSP Beneficiary who is contemplating a move to the United States?”  and 

“What are the implications if I am a U.S. Citizen but a resident of Canada and am the beneficiary of an 

RDSP?” 

While both questions need to be addressed, it is the latter question which is resulting in most concern at 

the moment.  The question involves the U.S. Internal Revenue Code, the U.S. Treasury Department 

Regulations, the Canada-U.S. Income Tax Convention, and individual state laws.  Consequently, the issue 

is complex and resources to assist people are few, hard to find and sometimes expensive.   

Our research indicates that, as of today, the IRS will most likely consider RDSP’s a foreign trust requiring 

arduous reporting requirements (i.e. IRS form 3520/3520A and quite likely IRS form TD F 90-22.1 under 

the FBAR requirements) for U.S. citizens and residents that are RDSP plan holders.  Unlike RRSP’s/RRIF’s 
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held by U.S. citizens that are afforded a tax deferral under Article XVIII(7) of the Treaty, RDSP’s are not 

yet eligible plans for such tax deferrals for U.S. citizens or residents.  As a result, RDSP plan holders and 

beneficiaries that are U.S. citizens or residents will not benefit from the tax deferral currently enjoyed by 

Canadian RDSP plan holders. 

More importantly, the U.S. reporting requirement in itself may make it difficult for U.S. citizens to be 

plan holders or beneficiaries of RDSP's.  Adding the RDSP to the agenda for Canada-U.S. Income Tax 

Convention discussions is critical for RDSP beneficiaries who are American citizens. 

While perhaps outside of the mandate of the RDSP review, it is clear that the issue needs to be dealt 

with on the public policy side.  Cross border taxes are dealt with by the Convention between Canada and 

the United States of America with Respect to Taxes on Income and on Capital.  Article XXVIII deals with 

pensions and subsection 3 mentions “disability plan” but Registered Disability Savings Plans are not 

dealt with explicitly. 

Canada needs to add the RDSP to the agenda next time the Convention is reviewed.  US citizens, who 

are Canadian residents and often Canadian citizens, need to know that income earned in RDSPs, which is 

exempt from taxation in Canada by way of being held in a Registered Disability Savings Plan, is also 

exempt from taxation in the United States. 

Technically, this is not a reform that the Government of Canada can undertake, therefore the RDSP 

should be added to the agenda the next time the Convention between Canada and the United States of 

America with Respect to Taxes on Income and on Capital is reviewed. 

Recommendation: The RDSP should be exempted so that income earned in RDSPs and income 

received from RDSPs is not taxable in the United States for American RDSP beneficiaries living in 

Canada. 

11. Make the RDSP creditor proof 

Since the RDSP was launched many people have raised the question of making it creditor proof.  Many 

beneficiaries and holders have had little experience managing funds and thus lower levels of financial 

literacy.  People with lower financial literacy are more susceptible to scams.  Furthermore, people with 

fewer financial resources are more likely to find themselves in situations where they have creditors, thus 

putting their savings at risk. 

Because the RDSP is a savings program, targeted at a relatively vulnerable population, it makes sense 

that the program be protected from creditors.  In making accommodations to enable people on AISH to 

make full use of the RDSP, Alberta recognized this issue and gave the RDSP creditor protection.  Alberta, 

to the best of our knowledge, has been the only province to do so. 

The issue is more complex, however, as some of the situations might involve marital relationships.  For 

example, suppose a family has assisted a son or daughter in accumulating a sizeable asset in an RDSP 

and then that RDSP beneficiary becomes involved in a common-law spousal relationship which 

http://rdspresource.ca/index.php/2011/11/treatment-of-rdsps-by-the-us-internal-revenue-service/
http://rdspresource.ca/index.php/2011/11/treatment-of-rdsps-by-the-us-internal-revenue-service/
http://rdspresource.ca/index.php/2011/11/treatment-of-rdsps-by-the-us-internal-revenue-service/
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terminates after a number of years.  Does the spouse have a claim against the RDSP?  Could it result in a 

withdrawal, the RDSP being collapsed and a loss of the holdback amount?   

Alternatively, situations could ensue where people make purchases or borrow money, knowing that 

they can shelter assets from creditors.  For example, suppose an individual who qualifies for an RDSP has 

racked up substantial debt with a credit card and rather than pay the debt, he or she deposits all of their 

assets in an RDSP and declares bankruptcy? 

Nevertheless, because it is a savings plan and because other savings plans, RRSPs and RESPs for 

example, have been protected, we think it makes sense to provide the same measure of protection for 

RDSPs. 

This may be a request of the provinces and territories; however, as our understanding is that this is 

provincial jurisdiction.  It is important for numerous reasons but, because the RDSP is very similar to a 

pension, it should be similarly treated.  Creditors should not be able to access it, thus impacting a 

person’s future financial security. 

Recommendation:  That provinces and territories be encouraged to pass legislation to provide RDSPs 

with the same measure of protection from creditors as RRSPs and RESPs are provided. 

 


