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Tax Tips

#1. One may borrow
to invest, but the
interest may not be
deductible for income
tax purposes if you
cannot prove the funds
were used to earn
income, not capital
gains.

#2. If one borrowed
$100,000 and invested
it in trust units, part of
the interest may not be
deductible as many
trust units pay both
income and a return of

capital. The interest
would not be
deductible on the
return of capital
portion. This is

especially true of the
oil and gas trusts.

In this newsletter we are outlining information on two types of investments. Canadian banks
and trust units.

We are not recommending any type of investment; this is for your information only.

Your financial advisor should be able to help you determine your investments based on your
needs and a client profile considering your risk tolerance.

We find many people invest in guaranteed investments in their RRSP’s, but do not really
know what is in their RRSP. A financial advisor may be able to help you improve returns in
your RRSP with minimal risk.

Financial advisors may assist you in the timing of purchases and sales of different types of
investments, based on current and forecast information.

Every investment has an element of risk.

CANADIAN BANKS

(1) Dividends yield approximately 3%.

(2) Dividends generally increase annually.

(3) Banks have stated they plan to pay out 40 — 50% of earnings annually as dividends.
(4) Annual growth in earnings; 6 — 8 % seems reasonable.

(5) Annual dividend growth is therefore 6 — 8 % compounded.

(6) Growth at a 6% return means the investment would double in 12 years; an 8% return
means the investment would double in 9 years.

(7) There are only 5 major banks in Canada.

(8) Approximately every 10 years, some banks seem to overextend loans to a particular
industry. They end up taking massive bad debt write-offs. Stocks drop significantly in
price. These times may be buying opportunities.

(9) Even though the banks have these periodic losses, they tend to keep their dividends
intact. They just do not increase their dividends for one to two years.

(10) The main advantages of investing in Canadian bank stocks are:
i) regular dividends
i) increasing dividends
iii) potential for capital gains
iv) favourable income tax treatment of dividends and capital gains




#3. Under new rules
brought in, an investor
may have to prove the
value of the interest
deductibility annually to
satisfy CRA.

#4. Be careful that you
only place qualified
investments into your
RRSP. There are
penalties based on the
value of any non-
qualified investments
placed in a RRSP.
Qualified investments
include publicly listed

stocks, some private
company shares,
corporate and

government bonds.

We welcome your
comments on this
newsletter as well as
suggestions for future
topics.

The information herein
is provided for your
general information
and action should not
be taken on the basis
of this newsletter, but
only on the advice of

your own individual
advisor, applying this
advice to your
individual situation.

Please call if you have
any questions.
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TRUST UNITS
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There are primarily three types of trust units being; 1) Real Estate Investment Trusts
(REIT’s); 2) Oil and Gas Trusts; 3) Business Trusts

These can be further broken down:

REIT’s may invest in:
apartment buildings
office buildings
retail shopping centres
industrial buildings
retirement residences
hotels
a combination of these

Most oil and gas trusts do little exploration but buy oil and gas reserves from
companies that do the exploration. All oil and gas trusts have a limited life of
resources, generally 8 to 11 years.

Oil and Gas trusts may be:
primarily natural gas
primarily oil
a blend of the two

Business trusts may be almost anything such as:

i) food sales, wholesale distributors
i)  restaurants

i) ice

iv)  refrigeration

V) transportation

vi) pipelines

vii) movie theatres

viii) newspapers

ix) hot water tanks

i) There is an investment risk to trust units that does not apply to stocks and bonds.

ii) At present, an investor could be held liable for claims against a trust.
apply in many business risk situations.

This might

iii) There is legislation pending in Ontario that would eliminate this risk for investors.

There are numerous trusts that invest in trust units, so investment in a trust might be an
investment in all of the trust unit categories. This may reduce the risk, but there is a
management fee involved.

The main advantages of investing in trust units are:

i) monthly cash flow.

ii) generally a return of capital is included in the payment, so income tax is deferred on
the return of capital until your capital has been fully recovered.

iii) The return of capital is taxed as a capital gain.

iv) There may be growth in the cash distributions if the underlying business grows.

INTEREST RATES

As interest rates increase investments may fall in value. e.g.; stocks, bonds and trust units.

The logic is that if one can realize 6% on a safe bond why take the risk of receiving 7, 8 or
9% on a trust unit or 2 £ 3% dividends from a stock.




