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v otk ket environment, it can be o
chiallenge e maintain a long-term locus,
Pt achieve vour abjectives, ivs
casential to rermember thar over Hime
stoaclis ]1”\-’[‘ Prosen L I'!II'l_H.hh" ¢ SIrOnEer
retarng than other asset classes, That
oulperformance is associated with greater
volatility — or more ups and downs

Right now, we're progressing through
vne of those down periods, While it's
difficult 1o watch couite investments |
performing weakly, keep in mind that in
the history of the stock marker there has
never been a dip without a recovery. 'Lhe
[rest way 10 weather the storm is to stick
o VOUE investment strategy and engage in
careful tax planning o minimize the 1w
tall an your portfolio,

IT vou have any concerns about the
markets or would like to schedule a tax-
etficiency check-up, give me a call to set
up an appointment.
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FOCUS ON INVESTING

Are you saving enough
for your children’s education?

As schools reopen each fall, it's only
natural for parents to think about
their dreams for their children’s higher
education. At the same time, reports of ris-
ing costs cause many ta wonder whether
they'll be able to fund those dreams when
the time comes.

Tuiticn fees get the most atention
berause they soared dunng the 19905 as
govemment support declined. Forunately,
that trend has new slowed substantially,
except for some professionsl programs.

But tuithon is just one expense. What
about textbooks, accommodation, trans-
poration, telephone bills, food, and
drink? Living costs can add significantly
1o the overall price

Location makes a difference as well,
Education Wb site Schoolfisnder.com pro-
filed three common lifestvles tor liberal
arts studens living away from home
The 1otal cost of one vear's schooling in

loronto ranged from $13,049 w 518,529
T ringe in Bedimanton was S10,218 w
515,890, Tuition accounted for only 2295
ta 38% of that.

[ B contn ot Finned ont whian i anighs
cost o see vour kids through university?
The ederal government has developed a
calculator to help parents project college
and university costs even if their kids ane
neavey infiants. The Student Financial Dlan-
neris tied to a database including decailed
information on living expenses and lées
arschoods acrass Canada: You can find it
dat .h!-'H'II'.:'(.'J‘ll!r'rf.l'r.' e,

Orneeé vo koo the costs, 1S time o
start saving. Regular investing, using a
Registered bducation Savings Flan and
government conteibations through the
Canada Education Savings Grant, can
be an effective way to meet your goals,
Mrotessional advice can help vou find the
best strateszy Tor vou and your family, |




MUTUAL FUNDS

Selling investments?
Watch your foreign content!

[ the forelgn investments in your Regis-
|l|.~n:~d Retirement Savings Plan [RRSP) or
Registered Retirement Income Fund (RRIF)
put you close to the 30 foreign-content
limit, be careful about redeeming any
mutual funds — even those that count as
Canadian content. The redemption might
boost or reduce your foreign-content room,
or even trigger a penalty for exceeding the
lirit, Here's why.

Pl 300% Himin is based on the “book
valie™ af 1he investments in your plan.
Book value relers w the original or pur
chase cost, and may not be the same as
theinvestment's market value (what ics
wiorth today)

For example, suppose you put $ 10,000 in
wour RESP — $3.0000in a foreign fund and
L2000 in-a Canadian equine fund, You've
maximized vour foreign content at 30%.

What happens if the foreign tund
increases in value to, say, $9.0007 The
answer is nothing happens: The book
value is still 53,000, or 30%.

Difficulties arise, however, when veu
buy or sell, Becanse every transaction
resels your plan's book value

Here are same examples that illustrate
hewy transactions can affect vour plan’s tor-
cign content. In each case, the RRSPs
brool value 15 $ 100,000,

Example A

Book value of foreign content: $30,000
Market value: 40,000

L2

Action: Sell the foreign content

Lmpact: The $10,000 gain would bodst
the plan's book value o S 10,000 aod the
foreign-content Hmit to $33,000, That
soumnds good, but is it? You 11 havwe $ o), G000
available. but you'll be able w reinvest just
£33.000 in a new forcign fund. If you rein
viested the full 340,000 in foreign content,
vou'd be £7.000 over the lunit and facea

pemiliy of 1% per month

Example B
Book value of foreign content: $20,000,
Market value: $ 10,000
Action: Sell the foreign Tond.
Impact: The forcign-content limit
would fall, However, the plan's foreign
content would still be well below the
st S

Example €
Pook value of Canadian content: 70,0000,
warket value: 575,000
Action: Sell the Canadian content,
tmpact: The S5,000 pgain boosts e
book vialue ancd icreases the foreian-
content it by $ 05000 This signals an
ooty o aded wovour plan’s faeign

CRPLISELITE,

Look before you leap
[herse exampdes demonsteate e g
tanee ol reviewang all the tmplicaticons for
vontr Tomge-terme plan i you're thinking of
reclecming funds novour RESE,

I o want toavord trggering chinnges
o your plan's book vidue whenever yon
switch funds, you may wish e consicer
investing i corporate class mtual lds,
Fhaie ko stouctuee allows you Lo
switch wong tunds within o certvin class
withont actaalby redecoing e units,

Prodessional advice can help ensune
vone ke the most of your fJoeeapn-

content raom, without excecding the

preseribed Hmits, m

EYEOPENER

graphic evidence of how Investing works

Second-guess that emotion

By mapping emotions to stages of the market cycle, this chart shows haw emaotions can lead
to investing mistakes — namely, buying high out of sheer euphoria, and failing to buy low
when mioods are grim but opportunities abound.
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Don't let taxes eat away at
your non-registered portfolio

Imost everyone complains about
Ain:ome tax. Yot 52% of the Canadians
polled in a national survey this year said
they had not talked to a financial profes-
sional about reducing the bite on invest-
ments they held outside of tax-sheltered
Registered Retirement Savings Plans
tRRSPs), Registered Retirement Income
Funds {RRIFs), and Reglstered Education
Savings Plans [RESPs).

I same poll fownd that 465 of
Hhose with at least S 100000 i unsheliered
pvestisenes anderesnmated the ampact
ol LEx then |?l_l|||1|f|l N |"'\\.' [ERTRERTRELA

oy on Pre-Tax returms,

Il Tesson? Canadians need o become

AT CaN-Srart wlien it commes T invest
g Ak chie frrst stegy o doing s s o
vinderstand the three Basie citepgonies of
Prseesb e st and Duss they can

AL e rs

Interest income takes a big hit
Tax rates vary amoeng income levels and
prowinees, bun the botionm hoe s tha
ILerest oo 15 mest heaaly tased,
receving the same treatment as employ
TSRS

T 20002, for example, 4 toep-bracke
British Columbia taxpayer pavs 1ax at a
vl ol 4370, T arher words, tax claims
43,7¢ ol ench dollar of interes1, leaving
G040 Lo spend or reinvest

Your might even hive 1o pay tax befon
vl receive The interest, Multi-vea
deposits such as componnding Gles
Canada o provingal savings boinds, or
strip bonds are taxed annually on the
acoreed inerest, even thowgh 11 isn't
actually paid until mataracy

Dividends get a break
Dividends lom Canadian corparations
are taxed ata lower rate, thanks to the
dividend tax credit, 1n BC,, the rate for a
Lop-brackel taxpayer s 31.6%0
From a 51 dividend pavment, 31,60
goes 1o the government amd G54 10 the
investor, That's abhout one-fitth more than
the after-tax net on intenes
Linforiunately, the credit applies only
e Canadian davidends, Phividends from
toreign corporations are fully taxed, like

idersest
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Capital treatment
Capiatal gains Lice the lightest bite. Only

Ball of the g
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i acddition o the lower mate tax on

caprtal gams applies only whoen an invest

ment s sald [or otherwise disposed of) a

not as the valie aconies, So

Split your pension
to reduce taxes

THERE 15 AN easy way for retiree couples
to pay less tax if one spouse earned
considerably mare than the other during
their working lives. The Canada Pansion
Plan (CPP] and Quebec Pension Flan (QFP)
allow couples to pool the credits accu-
mulated while together and split their
total benefit.

For example, suppose that Gene
zlways earned snough to make maximum
contributions. When he ratires, he's due a
full C/QPP pension, about $3,600 a year.

His wife, Joan, however, samed
significantly less during her working
years. She qualifies for C/OPP payments
of about 54,000 a year,

By pooling their entitlement, and then
dividing it equally, they would get 56,800
each (that is, §9,600, plus 54,000, divided
by 2 equals 56,800).

vair stock or mutual find could com
paund tor years without facing tax

Remembern hiowever, that you
decision to hold or sell an investment
should net be determined primarily by
tax considerations. Make sure
you're keeping the investmeni
because it's helping you reach
vaur long-teem goals:

Consider risk first
ratice the inverse relationship
Bretweeen an byvestinent’s risloand
its A treatment, fnterese incone
is the most reliabsle, g also e
st Feavily tageed . Capilal gains,
thie most uncertan, are the leas
havily taxecl

e by is oo rmanage your iy
exposure o thee contexl of yonn
cverall financial plan, Go for che right
lewrl o L, ot necessan by the Towest

For exaniple, money o hoae o)
sorne other bagencket purchase shoobd be
lewprt sate from nvacket loss even il g con
srrrres alrenost Ball dhee Dreterest earmeed
Clonversely, money Uit won't be peedied
o wears i ideal For capital gaing insvest
g Wth prrodessional advice, oo can
sl parker eisk and tation 0 et

trnanie the Best investmenes lor von, m

If Joan is in a lower tax bracket than
Gene, the annual tax savings can be
significant, Pension splitting like this is
particularly useful if one spouse has few
ar no C/QPP credits.

Pension sharing is available only when
both partners are at least 60 years old and
na longer making C/QPP contributions,
The amaunt that can be split is prorated
according to the amount of time the
couple lived together while making
contributions.

Either spouse can cance| the division.
It also ends with marital breakdown or
death. The division is not retroactive.

Professional advice can help you
determine whether splitting C/QPP
payments is an appropriate strategy for
you and your spouse. m
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Give wisely to worthy causes

e

while reaping tax benefits

he closing months of each year
Tproduce a surge in charitable giving as
people take stock of what they can afford
to donate and the tax they'll save in return.
Here's a summary of the rules, as well as
some strategies for using them wisely.

The tax credit
e charitalle donation tax credit has two
parres, The Frst 200 e crmn it e
erilly saves aboul 254 per dollar denated
i dederal wod provineial v,

Caomtributions abowve S2000 generate
creclits Based on the top L rates, saving
approximately SO0 i s for e b ekl
domated, Goenerally, clatimalble donations
am beas high as 75% of vour et income
The maimun contribwition is higher —
1008 of met ieome — for the year o
death andd the preceding yvear

O ey Loomaximiee donations over
O B8 Tor sponses o combine receiprs.
Another 15 to cambine contributions from
several years, You have up to five years o
repaott a danation,

Donations te LS, charities can be
claimed against income from LLS, sources,

Giving ways
A straightforward cash gt isn't the only
waw Lo suppaor vour favourite charity. Here
are some popular aliernatives:

= Donate publicly listed securities.
Iere is o special tax break if vou donae
stoecks or mutueal funds with accrued gains.
You face half the normal capial gains tax.
bt get a credit for the donation's full
wilue,

» Make a bequest. Many people
choose 1o name charities as benefictanes
in theirwills. Your estate can claim a cred-
it for donations up 1o 100% of your final
vear's net income. Any excess can be
applied to the prior year's income, again 1o
A maxhmum of T00%

Planned giving strategies

The following approaches are probably
less Bamviliar than those discussed above
[T wou think any mighit be appropriate
seek professional advice on the best way
(%] (L |.'|.'|.J.

o Life insurance. Cifting an existing
policy or taking out insurance and naming
a charity as the ownier can be a very cost
effective way to make a large domatton for
asmall outlay of cash

* Charitable remainder trust Here,
vou imevecably donate property (such asa
coltage or business], but retain the right to
its use or income during your lifetime. The
tax receiptl equals the properny’s value
discounted by your life expoctancy

Check out the charity
Before pursuing any charitable donation
strategy, make sure vou're dealing with a
legitimate charitable organization. Every
registered charity must file information
return ‘T-3010 with the Canada Customs
and Revenue Agency (CCRA), The CCRA
can tell vou what the chant has raised
froim various sources, what services it
provides. and itscxpenses.

Some of these strategies can be com-
plex. Professional tax advice is essential. =

TAX PLANNING

A timely tip when
buying short-term
investments

ARE YOU PLANNING to park money in
Treasury bills or short-term deposits
outside a tax-sheltered plan? Maybe
you're saving for a major purchase, Or
you might be skittish about this year's
stack markets,

Here's a tip if you have new cash to
stash ora T-bill or deposit facing
ranewal, Pick a maturity date after
December 31, That way, you won't have
to pay tax on the interest until 2004,
when you file your 2003 return. Money
that would otherwise go to Ottawa can
be ke pt working for 12 more months.

T-bills and short-term deposits
narmally carry terms of 30, 60, or 90
days. But you can set your own. You
could, for example, book a 63-day
deposit en October 31 that would
mature on January 2.

Mote that there's a difference
between the taxation of holdings that
mature in less than a year and longer
ones such as compounding Guaranteed
Investment Certificates (GICs). Interest
on short-term deposits is taxed in the
year it's received. Similar treatment
applies to T-bills, which are sold ata
discount and mature at their face value,
The difference betweaen your cost and
the final proceeds is taxed as interest
earned in the year of maturity.

Compounding GICs, however, are
taxed on an “accrual” basis. Each year,
you pay tax on the interest earned in
that year, even though the interest is
locked in until the GIC matures. m
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