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DOW AT ONE MILLION?

When the Dow Jones Industrial Average (Dow)
crossed a new high of 40,000 in May, it achieved a
milestone that appeared implausible given recent
popular sentiment. Just two years earlier, central
banks were still on the path of aggressively hiking
rates to curb inflation. Gloomy equity market
forecasts abounded. Fast forward to today, and
interest rates remain higher than anticipated.
Many valuation models use interest rates to
discount future cash flows: higher rates lower a
company’s future earnings and put downward
pressure on stock prices. Alongside slower
economic growth and high debt levels, the future
has appeared cloudy through many lenses. Yet,
markets can often be confounding,

From an economic perspective, this period has
been described by some as a liminal space, a
transition between ‘what was' and ‘what's next —a
sort of “in-between” economy that's neither great
nor terrible. It's a fair observation and perhaps
explains why financial narratives seem varied and
shifting. In December, many market observers
believed we had inflation in check; yet the
anticipated rate cuts did not largely materialize

in the first half of the year — the Bank of Canada
was the first G7 central bank to reduce rates in
June. To preserve credibility, central banks have
been moving cautiously after being criticized

for their slow response to rising inflation; the
conseqguences of the 1970s still loom large.

Nobody wants a repeat of the 1970s, a time
when inflation persisted for an entire decade
atan average of 8 percent per year, alongside
high unemployment, or stagflation.” It was only
when then-Fed Chair Paul Volcker raised rates

to a whopping 20 percent by 1981 that inflation
would be conquered, but not without significant
pain. Today, labour markets remain resilient amid
easing inflation — an enviable outcome. Consider

that inflation and unemployment traditionally
exhibit an inverse correlation, and multiple studies
suggest that higher unemployment depresses our
well-being more than inflation, in some cases up
to five times as much!?

Where are economies and the financial markets
headed? Looking forward, it's worth recounting a
prediction made by renowned investor Warren
Buffett years ago: Expect the Dow to reach one
million in 100 years.? At first glance, this may seem
like quite the assertion considering the Dow
hovered at a mere 100 points just 100 years ago.*
However, looking deeper at the numbers, the
Dow needed to compound at less than 4 percent
annually to achieve Buffett's target at that time.
Today, the S&P/TSX would need an annual return
of 4 percent to reach 1,000,000 by 2124.

Yet, Buffett's intent wasn't to propose whether an
arbitrary benchmark could be achieved. Rather,
he meant to inspire confidence in future growth.
History has shown that equities outperform most
asset dasses over time; not surprising given the
general upward trajectory of corporate profits.
This doesn'timply that there won't be challenges
along the way — today, there are many. Yet, we
continue to overcome these challenges because
one thing hasn't changed: the human condition

to advance and grow. As investors, we shouldnt
lose sight of the growth yet to come, and we can
all benefit should we choose to participate. We are
here to provide wealth management strategies
and support to navigate this liminal space — as we
progress toward the one million mark.

We hope you will find some time to relax and
rejuvenate this summer. As always, we remain

here to support any investment needs.

1. https:/Amww.bankofcanada.ca/2019/02/price-check-inflation-in-canada/;
2. https/Awwvwsj.comvarticles/inflation-and-unemployment-both-make:
you-miserable-but-maybe-not-equally-11668744274; 3. hitps:/Aww.cnbc.
com/2017/09/21/dow-1-million-warren-buffett-says-it-can-happen.html; 4.
http/Avwww.fedprimerate.com/dow-ones-industrial-average-history-djia.ntm
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SUMMER BRINGS HOME-BUYING SEASON

FHSA OR HBP: REASONS TO PRIORITIZE THE FHSA

As a result of the federal budget increasing the withdrawal amount for
the Home Buyer’s Plan (HBP), some clients have asked which plan is
better for younger family members: the First-Home Savings Account
(FHSA) or the HBP, via the Registered Retirement Savings Plan (RRSP).

As a reminder, the FHSA is a registered account that allows tax-
deductible contributions and tax-free withdrawals for the purchase
of a first home. Annual contributions of $8,000 to a lifetime limit of
$40,000 can grow on a tax-sheltered basis. The account can remain
open for 15 years. The HBP allows first-time buyers to tap their
existing RRSP, subject to conditions,
for a tax-free withdrawal of up to
$60,000. The amount must be repaid
within 15 years; otherwise, it will be
considered taxable income. Until now,
the repayment period began in the
second year after the first withdrawal.
However, the budget has proposed
to temporarily defer this start by three
additional years.

$76,351
$149,864
$164,374
$304,663
$442,264
$710,468

2000
2008
2016

Simply put, the FHSA allows holdersto AR

save and grow funds, whereas the HBP
acts as an interest-free loan from the
RRSP. While both can be used to purchase a first home, if funds are
limited, which should be prioritized?

In many cases, the FHSA may be beneficial and here are reasons why:

1. Starting early, you may be able to access a greater amount —
With both the FHSA and RRSP, starting early allows greater time for

How Have Home Prices Changed in 40 Years?
“Back in my day, a house was affordable...”

In... Avg. Canadian Home Price % Growth (1984)
1984
1992

funds to grow on a tax-deferred basis.
Given the FHSA's 15-year limit, if an
investor opens the account at age

18, by maximizing contributions from
the outset, at a five percent annual
return the account could grow to over
$75,000 by age 33, more than the
$60,000 withdrawal limit via the HBP.

2. Greater withdrawal flexibility — [0

Funds

can be withdrawn tax free from the FHSA
for the purchase of a new home. HBP
withdrawals are only tax free if repaid
within a certain time.

96%
115%
229%
479%
831%

3. Unused amounts — If not used to
purchase a first home, FHSA amounts
can be transferred to the RRSP. This
won't affect existing RRSP contribution
room and effectively increases the
overall RRSP contribution room.

https://www.huffpost.com/archive/ca/entry/a-look-at-canadas-housing-
performance-over-time_b_9266608; 2024 CREA national home data from April.

Of course, the choice may be impacted
by various factors, such as timing. At the
end of the day, both the FHSA and the HBP, through use of the RRSP,
provide excellent tax-advantaged opportunities to build wealth for
the purchase of a first home. Where possible, younger folks should
maximize contributions to both. If you have family members needing
assistance opening the FHSA, please call the office.

WHAT'S BEHIND OUR INCREASING EXPENDITURES?

THREE PERSPECTIVES ON OUR HIGHER COST OF LIVING

With higher inflation, the increasing cost of living has been top of
mind for many Canadians. While there has been good news on
the inflation front given continuing signs of easing, here are three
perspectives on our rising cost pressures.

1. Today, less of our paycheques go to necessities. Despite

a substantial rise in grocery costs, it may be surprising that the
proportion of income spent on necessities has declined substantially
over time. In 1961, Canadians spent 33.9 percent of family income

onfoodand o of Income Spent on Necessities, 1930 to Today
clothing; today,

this has declined  63.1% 56.5% = (F::)c:)tc:“ng
to just 14.6 12.0% — ’ I Shelter
percent. This is - 42'5’;? 35.6%  35.6%
largely because 31.9% 25.2% 4.1% 3.1%.
incomes have 15.9% 11.8% 11 )
grown faster. 19.2% 22.6% 19.2% 19.7% 21 0%

2. Which 1930 1961 1981 2000 2022

expenditure

has grown the most? Taxes. According to the Canadian
Consumer Tax Index, the average Canadian family spends 45.3
percent of income on total taxes, compared to 35.6 percent on
necessities. Since 1961, there has been a 2,778 percent rise in the
taxes we pay, outpacing increases in the Consumer Price Index (that

Average Canadian Family’s Tax Burden
vs. Necessities, 1961 and 2022

Back in 1961... ...and Today

measures changes
in prices), which has
increased by 863
percent.

3. Higher-income
taxpayers shoulder
the heaviest tax
burden. When
comparing the share of

335

45. 3%

ties QWELGS

Taxes

taxes paid X
to0 the share Share of PIT Paid & Total Income Earned, 2023

. 1.9%
of income, [l Share of Total Income 61.2%
the highest |l Share of Personal Income Tax (PIT)  45.7%
income

23.5%
earners pay . 15.7% $21.5%
the most 51% _ 10.1% 4.6%
0.7% =7

tax. The top -
20 percent $0-$59K $59-$104K $104K-$159K $159K-$243K  $243K+
of income Household Family Income

earners (with family income over $243,000) pay 61.9 percent of
personal income taxes (PIT) yet represent 45.7 percent of total

income. Every other income group pays a smaller share of PIT.

1. &2. https://www.fraserinstitute.org/studies/taxes-versus-necessities-of-life-canadian-
consumer-tax-index-2023-edition; 3. https://www.fraserinstitute.org/studies/measuring-
progressivity-in-canadas-tax-system-2023

WELLINGTON-ALTUS PRIVATE WEALTH

INVESTMENT INSIGHT | 2


https://www.fraserinstitute.org/studies/taxes-versus-necessities-of-life-canadian-consumer-tax-index-2023-edition
https://www.fraserinstitute.org/studies/taxes-versus-necessities-of-life-canadian-consumer-tax-index-2023-edition
https://www.fraserinstitute.org/studies/measuring-progressivity-in-canadas-tax-system-2023
https://www.fraserinstitute.org/studies/measuring-progressivity-in-canadas-tax-system-2023
https://www.huffpost.com/archive/ca/entry/a-look-at-canadas-housing-performance-over-time_b_9266608
https://www.huffpost.com/archive/ca/entry/a-look-at-canadas-housing-performance-over-time_b_9266608

INCREASES TO THE CAPITAL GAINS

INCLUSION RATE

TO DEFER OR NOT TO DEFER: REALIZING CAPITAL GAINS

The proposed™* increases to the capital gains inclusion rate have
prompted some investors to ask the tax-planning question: To defer,
or not to defer? Tax deferral is commonly viewed as a way for investors
to create greater future returns, since funds that might otherwise

g0 to paying tax can remain invested for longer-term growth. Yet,
with increases to the capital gains inclusion rate, individuals may be
evaluating the possibility of deferred taxation at higher rates against
accelerated taxation at a lower rate.

As of June 25, 2024, the capital gains inclusion rate
increases from 1/2 to 2/3 (50 to 66.67 percent) for

corporations and trusts, and for individuals on the portion
of realized gains in the year that exceeds $250,000.

As one scenario, for a realized gain of $100,000 at a marginal tax rate
of 48 percent, an investor would save $8,000 in tax by realizing a gain at
the 1/2 inclusion rate, rather than realizing the gain at the 2/3 inclusion
rate. However, this comes at the cost of “pre-paying” $24,000 in capital
gains taxes. If this amount was instead invested in a portfolio returning
5 percent per year, it would take 9 years of tax-deferred growth at the
higher 2/3 inclusion rate to beat the $8,000 in tax savings.

Here are some considerations for individual investors:

Spread gains over multiple years — \Where possible, consider
realizing gains over multiple years to make use of the lower inclusion
rate (under $250,000) compared to a larger realized gain in a single year.

Harvest gains — Deliberately selling and rebuying stocks to trigger a
capital gain may be a way to reset book value over time. This strategy
is often considered for years when an investor is in a lower tax bracket,
but may be used to capitalize on the lower inclusion rate each year.
The decision may depend on a variety of factors such as time horizon,
current/future tax rates and potential growth rate of investments.

Donate securities — Assuming the new rules apply to the deemed
disposition of assets at death, if you are considering donations to
support a legacy, the use of publicly-listed securities may be beneficial.

A BRIEF LOOK AT INDICES

A History of Capital Gains Tax in Canada

1985 - General capital
Pre-1972-  gains exemption 1990 -
Capital  introduced -Uptoa Inclusion rate
gainswere  |ifetime maximum of  increased to

2000 - Inclusion rate
reduced to 66.67%
(Feb.) and then

not taxed $100,000 75% reduced to 50% (Oct.)
1972 - Capital gains 1988 - 1994 - General 2024 - Inclusion rate
tax introduced; Inclusion rate capital gains increased to 66.67%
Inclusion rate set increased to exemption ($250,000 threshold
at 50% 66.67% abolished for individuals)

Source: https://mww.chbc.ca/news/business/a-primer-on-capital-gains-taxes-in-canada-1.231145

Any accrued capital gain is How Much More Tax?

excluded from taxable income Additional Tax (%) on Capital Gains Over
and a donation receipt equal $250,000 for Top Marginal Tax Rates*

h 12 2/3  Additional
to the \./aluelof the do‘nated Province |,qjysion Indlusion 'I!;)?na
securities will be received. Note: AB 24.00% 32.00% 8.00%
For large donations other than in BC  26.75% 35.67% 8.92%
the year of death, the Alternative MB  25.20% 33.60% 8.40%
Minimum Tax may apply. NB  26.25% 35.00% 8.75%
Business owners — Evaluate H 'S- g; 'ggz//” gg'ggz//“’ g‘éng

B . 0 . 0 . 0
whethe( certain assets should ON_ 26.77% 3569% 8.92%
be held in the corporation PE|  25.88% 34.50% 8.63%
or owned personally. For QC  26.66% 35.54% 8.89%

corporations, there is no SK  23.75% 31.67% 7.92%
$250,000 threshold and 2/3 of ~ *Top marginal tax rates at 01/01/2024.

realized gains are taxable.

Plan Ahead: For many, the increased inclusion rate will mean higher
future tax liabilities. Planning ahead is important. The use of insurance or
other planning techniques may help to cover a higher tax bill, such as on
the transfer of a family property or on death. For business owners, the
use of corporate-owned insurance or an individual pension plan may
support a business' tax strategy. Forward planning can also help access
available exemptions, such as the lifetime capital gains exemption. As tax
planning remains an important part of wealth planning, seek advice.

*Please note: Legislation has not been enacted at the time of writing.

DOES THE DOW MATTER? WHAT'S IN AN INDEX

The Dow Jones Industrial Average (DJIA or Dow) is one of the most
widely watched stock market indices and the second oldest in the
world. Created in 1896 by Charles Dow, then-editor of the Wall Street
Journal, it originally comprised 12 companies from traditional heavy
industries, such as Chicago Gas and National Lead, giving it the name
Industrial Average. Today, the index represents 30 companies, with its
composition constantly evaluated and periodically revised to include
leading blue chip companies across a variety of industries.

What makes the Dow unique is that it is “price-weighted,” measured by
the sum of component share prices divided by a divisor that adjusts for
a stock split or dividend. In contrast, indices like the S&P/TSX Composite,
S&P 500 and NASDAQ are value-weighted' based on constituent market
capitalization (share price times outstanding shares).

Is the Dow a good gauge of the U.S. economy? Over its lifetime, it has
faced many critics. Some argue it is too narrowly focused, while others
suggest its price-weighted methodology is flawed because higher-priced
stocks tend to have greater influence over lower-priced counterparts.

For example, the same price change for
a lower-priced stock will not impact the
index as much as that of a higher-priced
stock, despite a greater percentage
change for the lower-priced stock.

The Dow Today: Does It Matter?

What is particularly notable today is that

the Dow’s rise may signal more robust

market breadth, suggesting that recent

equity market gains are not largely driven by just the technology sector.
Consider that the tech sector accounts for 58.8 of the NASDAQ and
29.0 percent of the S&P 500, yet only 18.6 percent of the Dow.

Taking a broader perspective, while indices often have their limitations,
they remain valuable as indicators and benchmarks of performance.
The long history and ongoing advancement of the Dow Jones Industrial
Average, in particular, should remind investors of the enduring trend of
economic growth and continued progress.
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INCREASING CAPITAL GAINS INCLUSION RATE:
PLANNING FOR THE COTTAGE OR CABIN

Welcome to the summer — and the return of cottage and cabin
season! While many of us are eager for some rest and relaxation,
cottage and cabin owners may face new concerns due to increases
to the capital gains inclusion rate. Looking ahead to when the
property is eventually transferred or sold, owners are likely to
encounter a higher tax liability. According to some realtors, the
spring brought “chaos” as many cottage owners rushed to sell
ahead of the June 25" deadline for capital gains tax changes.’

Indeed, one of the most common issues that vacation property
owners face is covering a potentially large tax liability triggered
upon the sale or transfer of the property, especially if they wish to
keep the property in the family. With real estate prices soaring, a
cottage or cabin that has a cost base of $500,000 could easily be
valued at $1.5 million or more in many markets. Before the recent
tax changes, only one-half of the potential $1,000,000 capital gain
was subject to tax. Starting on June 25, for gains over $250,000,
two-thirds will be subject to tax. Using a marginal tax rate of 53.5
percent as an example (this will change based on the individual's
taxable income and province of residence), the changes to the
capital gains inclusion rate would result in an additional $66,875
tax liability, with a total tax bill of $334,375 or ($250,000 X %2 +
$750,000 X %5) X 53.5% assuming no other realized gains. This is
certainly not insignificant by any means.

Are there ways to plan ahead for the potential tax liability? Here
are four things to consider:

Invest in life insurance — Insurance has traditionally served

as a solution to cover such tax liabilities at death and may be

a consideration should you wish to leave the property for the

next generation. This involves purchasing a policy with the death
benefit equal to the expected tax bill. The proceeds will typically
be paid tax free and may avoid probate fees (in provinces where
applicable), allowing beneficiaries to cover the tax liability and keep
the property in the family. You might even arrange it so that the
annual premium cost is paid by the eventual beneficiaries.

Consider use of the Principal Residence Exemption

(PRE) — If the property qualifies for the PRE, you may consider
designating it as a principal residence. Since only one property
you own can be designated in any given year, you will need

to decide which to designate; this needs to be determined

at the time you dispose of any property you own. While the
decision is rarely straightforward and often requires considering
multiple factors, such as predictions about the future value

of the remaining residence(s), generally, you should consider

designating the property with the largest average capital gain per
year to reduce the overall tax liability.

Transfer ownership over time, where possible — If you are
passing along the family vacation home within the family, you may
wish to consider transferring ownership over time to children or
other family members. At the time of transfer, a capital gain at

fair market value would be triggered on only the portion of the
property you transfer, and taxes would be due. For instance, if you
were to transfer half of the ownership in the previous example
over two different years, you could potentially take advantage of
the lower inclusion rate for $250,000 of capital gains each year.
Using the 1/2 inclusion rate, instead of the 2/3 inclusion rate, could
potentially save $22,292 in taxes. However, consider that each year
you delay starting the transfers, you are deferring tax. Be aware
that there are costs, complexities and potential consequences to
the transfer of property and co-ownership. As such, legal and tax
advisors should be consulted before engaging in this planning.

Keep track of capital improvements — Make sure to
document all capital improvements that add to the cost of the
property, such as renovations, additions or upgrades that increase
the property’s value. These can increase the property’s cost base
and reduce the capital gain and the resulting tax owed when the
property is sold or transferred. Be sure to keep good records and
save receipts in the event that they are required by the Canada
Revenue Agency.

As always, please seek advice from a tax advisor regarding your
particular situation.

1. https://www.theglobeandmail.com/business/article-its-chaos-cottage-owners-rush-
to-sell-ahead-of-capital-gains-tax/

The information contained herein has been provided for information purposes only. Graphs, charts and other numbers are used for illustrative purposes only and do not
reflect future values or future performance of any investment. The information has been provided by J. Hirasawa & Associates and is drawn from sources believed to be reliable.
The information does not provide financial, legal, tax or investment advice. Particular investment, tax, or trading strategies should be evaluated relative to each individual's
objectives and risk tolerance. This does not constitute a recommendation or solicitation to buy or sell securities of any kind. Market conditions may change which may impact
the information contained in this document. Wellington-Altus Private Wealth Inc. (WAPW) and the authors do not guarantee the accuracy or completeness of the information
contained herein, nor does WAPW, nor the authors, assume any liability for any loss that may result from the reliance by any person upon any such information or opinions.
Before acting on any of the above, please contact me for individual financial advice based on your personal circumstances.

© 2024, Wellington-Altus Private Wealth Inc. ALL RIGHTS RESERVED. NO USE OR REPRODUCTION WITHOUT PERMISSION.

www.wellington-altus.ca

If you no longer wish to receive commercial electronic messages from Wellington-Altus Private Wealth Inc., please send an email to unsubscribe@wellington-altus.ca
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