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To My Clients:

Spring is the time when many of us are busy
completing our income tax returns. Cast a
critical eye as you prepare yours — are there
opportunities to save tax dollars relating to
your investment strategies? | would be happy
to share ideas.

While the skies have appeared comparatively
cloudier for Canada’s economic prospects,
economies and markets will ebb and flow;
one reason that supports the importance
of diversification. | continue to take care

in navigating these times so we can arrive
at our desired destinations. Should you
have family or friends who could use solid
investment advice and dependable service,
| would be pleased to assist. Here’s to many
sunny days ahead.

The Rising Tide of Optimism

Think kids these days are getting too much screen time? There’s another demographic
struggling to put down their phones: Baby Boomers. As one 83-year-old put it: “'m so
attached to this thing. If | leave the house and forget (it), I'll go back.”

We're staring at our screens on average 6 hours a day, and arguably more as we age.? Yet, this
may not be good for our economic health. One reason is that the constant connectivity may be
skewing our economic perceptions, and the media is playing a central role. While it has always
tended to prioritize negative news to grab attention, this negativity has increased.® Today, we are
being fed negative news at a greater frequency, with access 24/7 via our phones — no longer
limited to the morning paper or evening news.

A recent study suggests that we would be better served if the media was more positive.
Using the archives of almost two centuries of newspapers (while not establishing causality),

it concluded that positive news-based economic sentiment can predict economic growth,
even more than economic growth drives sentiment.* However, this sentiment has significantly
declined despite far fewer economic setbacks. Research by former World Bank economist
Charles Kenny from nearly a decade ago supports this stance: optimism correlates with
faster productivity growth and stronger economic performance. Kenny once suggested,
“Even if our pessimism were grounded in reality, studies suggest it would be better for the
economy if we pretended to be optimistic.”

Today, there are reasons for optimism. We've achieved tremendous progress in this economic
cycle. Canada’s household net worth has surged by over 42 percent since the onset of the
pandemic — an unprecedented ratef Wealth, wages and employment’ are higher today than
they were before the pandemic. We are also living through a pivotal time due to the availability
of big data, high-powered computing and advances in artificial intelligence (Al). Market
strategist Ed Yardeni believes we're at the onset of a “productivity boom” akin to the Roaring
20s. While U.S. equity markets have handsomely rewarded many technology stocks, Al's
productivity and growth potential are expected to reach far beyond the tech sector — as the
saying goes, a rising tide lifts all boats.

The long-awaited recession in the U.S. appears unlikely for now, with U.S. GDP suggesting robust
expansion. Canadian economic output has been comparatively sluggish, but let’s not forget the
central banks’ objective in raising interest rates was to slow growth to curb inflation. Economic
resilience has largely surpassed expectations partly due to low unemployment, which continues
at relative lows. Canada’s stock market has trailed due to its more cyclical nature, but is poised

to benefit from interest rate stability and declining long-term rates. Corporate earnings may be
driven by higher margins through efficiency gains and lower input costs, particularly as inflation
moderates. The strength of our largest trading partner should help provide near-term momentum.
And, the potential for interest rate cuts is expected to provide tailwinds to equity markets.

Looking ahead, these factors may be good food for thought — and a reminder to not overlook the

economic power of positive thinking.

1. https://www.wsj.com/articles/who-is-more-glued-to-screens-grandkids-or-grandparents-11657976401: 2. https://pubmed.ncbi.nim.nih.
gov/37037046/; 3. https://www.bbc.com/future/article/20200512-how-the-news-changes-the-way-we-think-and-behave; 4. https://www.nber.
org/system/files/working_papers/w32026/w32026.pdf; 5. https://www.bloomberg.com/news/articles/2015-01-08/how-optimism-strengthens-
economies; 6. Statistics Canada Table: 36-10-0580-01; 7. Based on annual unemployment figures.
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m Support for the Rising Incidence of Disabilities

The Disability Tax Credit: Four Things Every Investor Should Know

Many individuals may not be aware that a loved one may be eligible for the Disability Tax Credit (DTC).

With an aging population, there has been a rising incidence of
physical and mental disabilities. With greater awareness, many
disabilities are also being diagnosed at a younger age! Yet, there
remain overlooked opportunities in wealth planning. The federal DTC
is often considered a gateway to accessing other tax benefits and
assistance programs, but many may not be aware that loved ones
are eligible. Consider these situations where individuals may qualify:

m A child who suffers from ADHD;
B A senior whose daily living is impaired by cancer or Alzheimer’s;
B Anindividual with Type-1 diabetes.

Eligibility is based on how the disability affects day-to-day living, not
the diagnosis itself. In general, this includes those who suffer from a
prolonged and present physical or mental impairment at least 90
percent of the time, for a continuous period of at least 12 months and
are unable to perform certain functions necessary for everyday life
(or it takes three times longer than those not impaired). The individuall
must be certified by a medical practitioner and an application must
be approved by the Canada Revenue Agency (CRA).* Individuals of
all ages have qualified for the DTC. Even those who work full-time but
suffer from mental health challenges may be eligible.

Here are four things about the DTC that everyone should know:

1. Offers substantial tax benefits: This is a non-refundable tax credit
that can be claimed on an income tax return. The federal disability

amount for the 2023 tax year

is $9,428 for those 18 years and
older, with an additional $5,500
supplement for those under age 18.

2. Potentially retroactive: If you
were eligible for the DTC in past
years but did not claim it, you may
be able to claim it going back 10 years. A credit retroactively applied
may result in a refund on previous tax returns.

3. Beneficial, even if the individual has no taxable income: Any
unused amounts may be transferred to an eligible supporting family
member for that tax year, helping to offset their taxable income.

4. A gateway to other benefits: The DTC can help access other
important benefits, notably the Registered Disability Savings Plan
(RDSP), which can allow up to $200,000 of after-tax funds to grow
on a tax-sheltered basis, subject to conditions. The RDSP also offers
the opportunity for $3,500 in federal matching grants annually, to
a lifetime maximum of $70,000, depending on the beneficiary’s
family income and the amount contributed. There are other federal
and provincial/territorial benefits and programs. The DTC may also
support the creation of a qualified disability trust, a valuable estate

planning tool, to permit income to be taxed at graduated rates.

1. https://www150.statcan.gc,ca/nl/en/daily-quotidien/231201/dq231201b-eng.pdf;
https://www.pol|cyschoo|.co/wp-content/upIoods/QO 8/01/Disability-Tax-Credit-Dunn-
Zwicker.pdf; *See: https://www.canada.ca/en/revenue-agency/services/tax/individuals/
segments/tax-credits-deductions-persons-disabilities/disability-tax-credit.html

Don’t Overlook the TFSA Danger Zone

The first four months of the year have been referred to as the
“danger zone” for TFSA contributors.!

If you've made a Tax-Free Savings Account (TFSA) contribution in
the first months of the year based on Canada Revenue Agency
(CRA) “My Account” contribution room information, be aware that
this data may not be up-to-date. When it comes to TFSA records,
there is often a lag. According to the CRA, any contributions or
withdrawals made in the prior year may not be reflected in current
year contribution room until “after the end of February,” since
institutions have until the last day of February to electronically
submit TFSA transactions to the CRA. However, as advisors, we
have seen that the lag may extend to March or even late April!!

The consequence, of course, is the one percent per month penalty
on excess TFSA contributions, which can add up to become
substantial. And, it appears that a growing number of TFSA holders
are being assessed penalties. The total amount of overcontribution
penalties paid in 2022 rose to $132.6 million, more than triple the
amount paid in 2019.2

There may be reasons for the rising penalties. CRA reporting lag
times can create confusion. Some hold multiple accounts, leading
to recordkeeping errors — the latest statistics show that 245,000
individuals held between five and nine TFSA accounts!? Others
may simply misunderstand the rules. For example, if you withdraw
TFSA funds, remember that this amount only becomes available to
contribute at the start of the following calendar year.

m 2

At the end of the day, it is the individual’s responsibility to keep
good records. If you rely on the CRA for contribution room data,

a general rule of thumb is to wait until late April when all records
should be updated. It's also useful to review your TFSA transaction
summary online and report any discrepancies to the CRA. And, if
you hold multiple accounts, consider the value of consolidating
accounts to simplify any administrative complexity. If you have

questions, please don't hesitate to contact the office.

1. “Beware this ‘danger zone for TFSA contributions,” R. Carrick, Globe & Mail, 1/15/23, B8; 2.
This may include inactive accounts. https://www.theglobeandmail.com/investing/personal-
finance/article-people-keep-making-this-costly-tfsa-mistake-and-paying-penailties,

TFSA: The Overlooked Opportunity?

During tax season, we often focus on actions we can take to pay
less tax. The TFSA is one of the more valuable “gifts” we have
received from the government — the ability to grow funds on a
tax-free basis over a lifetime. Yet, the latest data suggests many
high-net-worth individuals may be overlooking the opportunity:
TFSA Unused Contribution Room & Fair Market Value, $250K+ Income

- Average unused TFSA contribution room

- Average TFSA Fair Market Value (FMV) $50,348 $60,397
$37119 $43,493 $42,697
$12.255 [ $16.455 [ 19,063 [ $71.956 323596
2016 2017 2018 2019 2020
Lifetime $46,500 $52,000 $57500 $63,500 $69,500

https://www.canada.ca/en/revenue-agency/programs/about-canada-revenue-agency-cra/income-statistics-gst-hst-statistics.html
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m Estate Planning: The Consequences of Executor Actions

Acting as Estate Executor? Be Aware of Losing GRE Status

It may seem like an innocuous act of kindness by the executor, or perhaps done for convenience, yet paying estate
expenses out of pocket can lead to more serious consequences for a graduated-rate estate (GRE).

Have you been named as the estate executor/liquidator for a family
member? If the estate is considered a graduated-rate estate, be
aware that your actions could jeopardize its tax-preferred status.

First, Some Background on the GRE

A GRE is a valuable estate planning tool due to its tax benefits.
Before 2016, Canadians could establish testamentary trusts in their
wills to hold assets with income taxed at the same graduated rates
as an individual. As of 2016, these testamentary trusts established
at death became subject to tax at the highest tax rate, with the
exception of a GRE that is taxed at graduated tax rates for up to 36
months from the date of death. Obtaining the GRE status allows
the estate to save taxes, thus increasing the inheritance to be
received by a beneficiary and potentially providing opportunities
for claiming donation tax credits and implementing post-mortem
tax planning for private corporations.

In general, to qualify, the estate must designate itself as a GRE on
the first year’s tax return. No other estate of the individual can be
designated as a GRE. The estate must use the deceased'’s social
insurance number on each tax return during the 36-month period
following death. While these GRE-qualifying rules are commonly
understood, estate planning specialists warn that many executors
may not be fully aware of how easily the GRE status can be tainted.

GRE Status: The Consequences of Executor Actions

Many executors are unaware that certain executor actions can
jeopardize the GRE status. In many instances, family members
who are also estate beneficiaries may be appointed as executors.
These individuals may decide to pay certain estate expenses out
of their own pockets, such as funeral costs, taxes on estate assets
or maintenance of the deceased’s home. This may be done out of

kindness or convenience, to help speed up the estate settlement
process or because the estate doesn't have sufficient liquid assets.
Since they are the ultimate estate beneficiaries, they may feel
indifferent about incurring the expense personally. However, in doing
s0, these actions would be considered to be a “contribution” to the
estate, which would cause the estate to lose its testamentary trust
status and ultimately the valuable GRE status.

Other circumstances may put the GRE status in jeopardy, including if
the estate borrows money from a beneficiary and fails to fully repay
the amount borrowed within one year. These examples are meant to
highlight the potential consequences of various executor actions. In
this instance, executors/liquidators should be aware of the specific
legal and fiscal criteria to maintain the GRE status and its tax benefits.

As you review your own estate plan, to learn more about the GRE or
the role of the executor, consult an estate planning specialist.

Spring Cleaning: Time to Update Your Will?

While the pandemic appeared to have influenced an increasing
number of Canadians to prepare wills,' recent figures suggest
otherwise. How about you? Is your will up-to-date? If the answer is
“no,” why not add this to your spring cleaning?

51% 50%
35% 37% I 2018
Il 2023
14% 13%
“Yes, and the will is “Yes, but the will is “No”
up-to-date...” not up-to-date...”

1. www.newswire.ca/news-releases/pandemic-influenced-canadians-to-prepare-estate-planning-
documents-832378633.html; 2. https://angusreid.org/canada-will-testament-intestate-dying-without-will/

A Reminder: Taxes on the Interest You Collect

Higher interest rates have brought a revival in the popularity
of guaranteed investment certificates (GICs). Now that it is
tax season, here is a reminder of their tax treatment.

Many GICs are locked-in investments, meaning that you can't cash
them in until their maturity date. So, for a five-year GIC purchased
on April 1, 2023, the invested capital must remain in place until April
1, 2028, to receive the interest earned. However, just because you
haven't yet cashed in the GIC, it doesn’'t mean you won't receive d tax
slip. For non-registered accounts, what is sometimes overlooked is
that the associated tax liability must be reported on an annual basis
(termed “accrued interest”), even though the earned interest has not
yet been paid. Accrued interest is reported based on the anniversary
date of the GIC’s issue. Also noteworthy, this interest income is fully
taxed at your marginal rate in the year it is earned.

So, for the five-year GIC in the example above, the interest accrued
during 2023 would be the equivalent of eight months. For 2024,

a full year of accrued interest would need to be reported. The

exact amount would depend on when interest is calculated and
compounded; in most cases, interest is calculated every six months,

though some products may
compound interest daily or
monthly. A T5 information slip will
be issued for interest amounts of
$50 or more.*

.
T

The Tax Treatment of Bonds & e ‘»::«

The other common source of

interest income comes from bonds. Interest earned in non-registered
accounts, often paid semi-annually, must be reported each year

on a tax return, regardless of the price paid to buy the bond. When
purchased on the open market, the price of a bond may fluctuate
based on changes to its stated interest rate. The price will also be
impacted by the amount of interest that has accrued since the most
recent payment date (or issue date for a new bond). When accrued
interest is paid at the time of purchase, it may be deductible as an
investment expense on a tax return for the year in which you bought
the bond. When sold, a capital gain/loss based on the difference

between the purchase and sale price must also be reported.**

*You are still required to report interest income of less than $50. **A bond purchased at a
discount or premium determines the capital gain or loss, assuming it is held to maturity.
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m Small Business Owners: An Insurance Wealth Transfer Strategy

A Case Study: Tax Benefits of a Corporate Asset Transfer Plan

This strategy has the potential to increase the after-tax transfer of corporate assets to heirs. Just how much of a
difference can it make? In this case study, the after-tax value of Jane’s estate is substantially higher when surplus
income is reallocated to purchase life insurance, rather than investing in a fixed-income portfolio.

Many small business owners keep surplus funds within their
company to take advantage of the tax deferral. However, once
these funds are eventually distributed to shareholders they may
be taxed; or, upon the death of the shareholder, dividends paid
could be taxable to the estate. In addition, since the federal
government’s passive income rules took effect in 2019, earnings
from passive investments within a corporation could result in a
loss of the small business deduction, exposing the business to
higher general income tax rates.

Is there a way to ‘permanently’ defer the potential taxes? For
business owners looking to pass along their corporate surplus
to heirs, a corporate-insured asset transfer strategy may be

a solution. This involves using a portion of surplus earnings

to fund a corporately-owned permanent life insurance policy.
Not only does the insurance provide protection, but there are
potential tax benefits:

m Reduction in taxable income — Corporate funds that would
otherwise be invested, for which annual income is subject to
tax, are now used to fund a life insurance policy, where the
cash value can grow on a tax-deferred basis.

= Estate tax savings — Upon death of the insured, the policy’s
proceeds (which includes the death benefit and the cash
value), are generally paid tax-free to the corporation. The
death benefit (less any remaining adjusted cost basis) can be
paid to shareholders via the Capital Dividend Account (CDA)
and distributed to heirs.

Just how much of a difference can this make?
A Case Study: Jane Business Owner’s Succession Plan

Jane is a healthy 50-year-old successful business owner. Over
the years, she’s worked hard and invested surplus earnings
of her company, which will be subject to high corporate tax

as passive income. She wishes to
eventually transfer wealth to her
kids, and would like to minimize her
corporate tax bill and maximize this
wealth transfer upon her death.

Based on planned deposits of $20,000
for ten years, the table below shows

the projected net estate values when
Jane purchases life insurance to facilitate
a corporate asset transfer compared to investing in a fixed-
income portfolio. The difference is significant should Jane pass
away at the average life expectancy.

Projected Net Estate Value: Corporate Asset Transfer vs.
Fixed-Income Investment (lllustrative)

Traditional Corporate Asset

Investment Transfer
Net Estate Value at Age 85 $266,472 $715,978
Pre-Tax Return 5% 10.5%

*For illustration purposes only. Traditional investment refers to a fixed-income
portfolio projected at a 5% annual rate of return. Values as of February 2024,

assuming corporate tax rate of 50%; individual dividend tax rate of 45% and

corporate dividend tax rate of 38.33%. Insurance products and rates will vary
by client situation. Product: Sun Life Whole Life PAR Dividend -1.

While this case study is used for illustrative purposes only, |
have supported clients in similar scenarios to use permanent
tax-exempt life insurance to reduce taxes and maximize an
asset transfer.

If you are interested in learning more, please get in touch.
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