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EDITORIAL MESSAGE
-by Sergio Simone

EDITORIAL MESSAGE - Sergio Simone

With the end of RRSP season (March 1) | thought I'd do some light reading
on baby boomers and the looming retirement many of them are facing or
experiencing. After my casual reading | became somewhat distraught having
discovered that approximately half of boomers are unprepared to support
themselves in retirement at their current standard of living. The outlook for
women is even worse as they generally have shorter work histories, smaller
paychecks which translate to smaller pensions, if they exist, and longer life
expectancies.

CHART OF THE MONTH
RETIREMENT INCOME
TARGETS AND POTENTIAL
GAPS

THE MILLENNIAL SERIES - -
Chapter 4
ADVISOR EXPECTATIONS
-by Ryan Simone

I like to refer to the boomer’s situation as a “Silent Tsunami”. The boomers
don’t seem too concerned about it and it certainly isn’t a top topic on the
evening news. It will probably take years of news stories showing the plight of retirees before it hits us
square in the face. It may appear to be a non-issue at this point because the boomers are looking at
their parents’ situations and are generally seeing things are okay. Older boomers and people born
during World War Il seem to be in pretty good shape financially, which is part of the reason we haven’t
yet come to grips with some of the changes that have occurred and will be occurring. These people
are convinced things will work out for them because it did for their parents.

WHY YOU SHOULD INVEST
YOUR TAX REFUND
-by Angela Calandra

Fidelity Investments has published an often cited guideline for a target rate of income people should
aim for to achieve a financially successful retirement. To be on track, Fidelity says people should have
five times their salary set aside by age 55. So, if you are earning $80,000/year at age 55 you should
have a liquid portfolio worth $400,000!

TAX & ESTATE STRATEGIES
BUDGET, 2016 HIGHLIGHTS

"IN THE SPOTLIGHT"
FIDELITY CANADIAN
BALANCED CLASS A FUND

According to the Broadbent Institute, Canadians are heading into retirement without adequate savings
to keep them out of poverty. Half of Canadian couples between 55 and 64 have no employer pension
plan between them and of this group, less than 20% have saved enough to adequately supplement
_______________________ , their government benefits. In fact, half of them only have enough savings to last for about one year.

A huge difference that people aren’t considering today is the magnitude of the shift that has occurred
over the years from Defined Benefit Plans to Defined Contribution Plans. If our parents were fortunate
enough to have a corporate pension, the likelihood is that it was a Defined Benefit Plan and usually
indexed to inflation, so, at retirement, if they were wise with their budgeting, they survived just fine. We
on the other hand will not have this luxury as today’s retirees are mostly enrolled in Defined
Contribution pension plans. The risk of investing has shifted from guaranteed lifetime income to
individual investment accounts and the risk and responsibility has also shifted from companies to
workers. Where the Defined Benefit plan gave the retiree a fixed income for life the Defined
Contribution plan gives the retiree a lump sum of money to go along with a lump sum of responsibility
on how to manage that money. Without proper guidance it can easily be mismanaged or lost due to
poor investing. Add to this the calamitous ride the boomers have been on during their working and
saving career like crazy real estate prices with astronomical interest rates and inflation. Recessions,
depressions, market bubbles and collapses, children’s educations, parent’s care and on and on.

THE EMERGING Unfortunately, when it comes to saving for retirement there is going to be some nasty headwinds
RETIREMENT coming. According to a recent survey by BlackRock on attitudes about money, less than 25% of
boomers are regularly setting aside money for long-term savings or investment plans! Here's the

CRISIS kicker: People aged 55 to 64 said they expected to have about $45,000 in annual income in retirement

yet the amount they had saved would only provide about $9,129. (Source: BlackRock, WSJ.com).
Income trends point to the fact that the number of seniors living in poverty is going to increase in the
coming years, especially for single women. The poverty rate for seniors is expected to climb as the
CLICK number of Canadians reaching retirement age increases. Within 10 years more than 20% of the
population will be older than 65 years of age.

CONTINUES ON FOLLOWING PAGE
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FROM PREVIOUS PLAGE

‘A Very Unpleasant Surprise’

The gap between baby boomers' savings and desired annual retirement income

m Projected Income Income Gap
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I recently heard someone use the phrase “70 is the new 50” and | thought if that is the case, we are in big trouble.
Young workers are literally going to be spending decades in retirement. Their life expectancy is going to surpass
their parents and grandparents by many years. Baby Boomers seem to be ignoring the science. Despite the fact
that their retirements seem grossly underfunded, their confidence levels are increasing.

The Employee Benefit Research Institute indicated in their 2015 “Retirement Confidence Survey” that “The
percentage of workers confident about having enough money for a comfortable retirement, which were at record
lows between 2009 and 2013, increased in 2014 and again in 2015.” When asked about the amount of real
savings they had the response did not support their level of confidence. “A sizable percentage of workers (28%)
say they have virtually no money in savings and investments...57 percent report that the total value of their
household’s savings and investments... is less than $25,000.”

Many Financial Advisors advocate that people planning for retirement should strive for a retirement income of
about 70% of what they lived on during their working years. There is widespread agreement that the wealthiest will
be just fine in retirement and that the poorest will get just barely enough from government assistance to put food
on their tables. The big question is “what will the fate of the middle class be?”

Chris Roberts from the Canadian Labour Congress (CLC) says Canada is heading for a “retirement income crisis.”
The CLC predicts such a crisis for the simple reason that the working middle class hasn’t been able to save
anywhere near the amount of money necessary to achieve that magical 70% of pre-retirement income. Among
this group, 32% have less than $1,000 in retirement savings. About 23% have more than $1,000 but less than one
year’s savings. 15% have enough for one to 2.5 years, 13% have enough for 2.5 to 5 years, and only 18% have
more than five years’ worth of savings. The sad fact is that only a very small minority of middle income Canadians
without an employer pension plan have saved anywhere near enough for retirement.

It may once have been the Baby Boomer’s dream to leave an inheritance to their children or at the very least to
run out at the same time their money did, but now unfortunately many Boomer’s will be seeking financial
assistance from their children, who will have enough struggles of their own to deal with.

The math is what it is and putting off the “retirement needs” discussion with your Financial Advisor is not going to
help the matter. You may not get the news you were hoping for but at the very least you will understand what kind
of retirement lifestyle you can expect.
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These workers must rely on other sources of retirement income, such as registered retirement savings
plans (RRSPs), to fill this gap. Inadequate saving not only puts future retirees’ incomes at risk, but will
also have negative long-term impacts on the economies of Ontario and Canada. Increasing savings
CLICK today would mean higher incomes and increased spending by retirees that would help generate future
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economic growth and employment. This would help the Ontario economy better cope with population
aging and could help reduce intergenerational transfers from future workers to retirees.

Factors Contributing to the Undersaving Problem

The retirement savings problem is rooted in several factors including low workplace pension coverage,
low personal savings and longer lifespans. A more detailed discussion of these factors and the
retirement savings problem can be found in Ontario’s Long-Term Report on the Economy (2014).

BOOK OF THE MONTH

CHARLES D. ELLIS,

snd ANDREW

FALLING

FALLING SHORT: THE COMING RETIREMENT
CRISIS AND WHAT TO DO ABOUT IT

Many of today’s workers will lack the resources to
retire at traditional ages and maintain their
standard of living in retirement. Solving this
problem is a major challenge because risk and
responsibility have shifted from government and
employers to individuals. Falling Short provides a
vivid picture of the coming retirement crisis and
provides specific solutions that are both
conceptually simple and eminently feasible
because they build on the existing retirement
system. This concise guide is a good read for
anyone concerned about the future of retirement.

QUOTE OF THE MONTH

"The secret of getting ahead, is getting started." - Mark Twain
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THE MILLENNIAL SERIES - CHAPTER 4
ADVISOR EXPECTATIONS

by Ryan C. Simone B.A. Hon., M.A.

Observing the financial advisory business, it is pretty clear that
most seasoned advisors have a client book containing only a small
portion of millennial business. This is logical in that millennials are
an age group at the beginning stages of wealth accumulation.
Most of today’s wealth is held by older generational groups,
particularly the baby boomers. This will obviously change as time
passes: baby boomers will retire and Millennials will advance in their building of wealth. For
some older Financial Advisor’s this transition will have no impact, as they too will retire and
most likely pass along their business to somebody younger. For younger advisors, this
transition will most certainly have an impact. Simply put, Millennials do not view wealth
management in the same way as their parents, nor do they manage money and
relationships with financial advisors in the same way. There are a variety of reasons for this
(some of which have been explored in previous chapters to this series), but the big point to
make is that Millennial's have very different expectations for what a Financial Advisor
should be to them.

In this chapter series | will explore some of the expectations Millennials have for how their
money is managed.

According to Saleforce’s 2015 wealth management report, Millennials are among the most
demanding generational group when it comes to modern technology and lower fee

In which of the following ways do you communicate with your financial adviser for expectations Tech I’]O|Ogy is
each of the following? .

important in this context
O Sett i O Checki i f il it portfol H H
- b P @ shanng documentewinyoraneeer - because it changes the lines of
O Making investment decisions O Getting advice Communication O|der advisors
45%

have with older clients. For
example, millennials are more

a5 likely to communicate with an

- advisor over text messaging,
email, and even social media.

25%

20% Of course, the method of

o communication changes
across all groups depending

o on the reason behind the

- communication. For instance,

, I I.. I_. when sharing documents,

In-person Mail Phone Email Website Chat/IM Text/SMs Millennials prefer email while

I millen I Generation X Il Baby Boomers
40%

the majority of baby boomers still prefer in-person meetings.

Interestingly, Millennials prefer either in-person meetings or email with an advisor when
making financial decisions. Although Millennials are more accepting of technology in
working with an advisor, they still favor in-person meetings above all else.

Another interesting characteristic of Millennials is that they value transparency but are more
adverse to the perception that someone is passing judgment on them. Given current
economic conditions, and how the Millennials have grown up in a system that promotes
larger debt accumulation at a young age, Millennials often receive financial support from
their parents into their 20s and 30s. According to the SalesForce (2015) study, Millennials
may withdraw from conversations about money if they feel inadequate about their financial
situation. This poses difficulty for advisors because establishing a strong investment plan
requires transparency, but a plan can be hindered if facts about income, debt, and net
worth are omitted from a conversation. Moreover, Millennials, more than other generations,
do not like to admit any knowledge gaps about how money should be handled.

CONTINUED ON FOLLOWING PAGE
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LIBOR

An acronym for a benchmark
rate that some of the world’s
leading banks charge each
other for short-term loans.

It stands for London Interbank
Offered Rate and serves as the
first step to calculating interest
rates on various loans
throughout the world. LIBOR is
administered by the ICE
Benchmark Administration
(IBA), and is based on five
currencies: U.S. dollar (USD),
Euro (EUR), pound sterling
(GBP), Japanese yen (JPY)
and Swiss franc (CHF), and
serves seven different
maturities: overnight, one week,
and 1, 2, 3, 6 and 12 months.
There are a total of 35 different
LIBOR rates each business
day. The most commonly
quoted rate is the three-month
U.S. dollar rate.

KRISTINA IS ON A BRIEF LEAVE OF ABSENCE
AND WILL RETURN SOON.

By Kristina de Souza, B.A. Hon.

CONTINUED FROM PREVIOUS PAGE

In which of the following ways do you communicate with your financial adviser for
each of the following?

With regards to fees, baby
boomers and Gen X-ers find
value in maintaining open lines
of communication with their
advisors. Many have been
investing for a decade or
several and understand the fee
structure behind strong
portfolios. For the most part,
fees become a less significant
concern when a sound financial
plan is in place and consistent
communication between the
advisor and the client is
maintained. Alternatively,
Millennials find greater concern

O Checking performance of your investment portfolio
O Sharing documents with your adviser
O Getting advice

O Setting up a meeting
O Communicating account changes
® Making investment decisions

B Millennials

5 I ‘ |I ‘Iu h. Il

In-person Mail Phone Email Website Chat/IM Text/sMs

I Cenerat tion X I Baby Boomers

§

]

with high fees over communication and will often search out “cheaper” means of investing.
This can include ‘do-it-yourself’ type investing or benchmark (passive) investing.
Unfortunately for this group, ‘do-it-yourself’ investors typically under perform higher fee,
professionally managed money in the long-run.

The bottom-line is that Millennials view investing and the client-advisor relationship much
differently than previous generations. This means they place value on different factors
related to investing and the management of money. From an advisor point-of-view, and the
advisor-client relationship this can be extremely beneficial. For example, encouraging
‘greater transparency’ between the client and advisor is beneficial to all generational groups,
not just the Millennials. Being open about fees and flexible about the various means of
communication strengthens the relationship between advisor and client.


http://www.bloomberg.com/news/videos/2016-03-21/investing-in-emerging-markets-near-death-experiences
Sergio
Rectangle

Sergio
Investor terminology 2

Sergio
Rectangle

Sergio
Video Link

Sergio
Kristina May 2015 b

Sergio Simone
Ryan Article b vol 5 issue 3


C'h\@ffk- e #50

Kk k %k %

HOW
PROCRASTINATORS
CAN GET BACK ON

TRACK IN THE 10
YEARS BEFORE
RETIREMENT

CLICK

WAITING FOR
TRUDEAU: CANADIAN
DOLLAR NEARS
FISCAL EVENT
HORIZON

CLICK

VIDEO LINK

GOLDMAN STICKS
WITH STRONG
DOLLAR CALL ON
OUTLOOK FOR
RATE MOVES

CLICK

WHY YOU SHOULD INVEST YOUR TAX REFUND

By Angela Calandra

Deciding how and where to spend your tax refund is an annual moral debate! To spend or to invest?
As a financial advisor, my recommendation is to invest, and invest NOW.

A BMO survey shows that one third of Canadians do expect to receive a tax refund, this is slightly down
from 34% in 2015 and 36% in 2014.

Many personal finance experts recommend reducing your tax deduction, so less tax is taken off your
pay cheque. Keep in mind, your annual tax return may be significantly less but you also won't be
lending your hard-earned money to the government at 0% interest for the year!

A few ways Canadians use their tax money is paying down debt. Credit cards, lines of credit and
personal loans, all carry hefty interest rates. Others may take on home renovation projects. How about
taking a look at the advantages of INVESTING your tax refunds? It's never too late or too early to start
planning for your retirement.

The earlier and the more you invest will mean that your savings will have that much more time and
potential for growth. By starting early and staying invested, you may be able to take advantage of
compound earnings.

Compounding is when the money you earn from your investments is reinvested for the opportunity to
earn even more. “Make money on your money” By investing in a retirement plan, you can benefit from
the power of compounding with tax-deferral. Your account grows faster because the money you would
have paid taxes on each year, stays invested in your account and can earn additional money. For a
better understanding, let's consider the following examples of what an early start can look like:

1. If you invest $2,000 a year or a total of $20,000 from age 25 to 35, earning a 6% annual return, at age
65, you'll have more than $200,000.

2. If you invest $2,000 a year from age 35 to 65 for a total of $60,000, earning the same 6% annual
return, at age 65, you'll have only $150,000.

As you can see, an early start would let you maximize the benefits of compound interest, even if you
stopped saving after age 35. So by waiting just 10 years to get started, this could cost you more than
$50,000 in investment returns! Procrastination can be the difference between financial success and
financial failure

In today’s generation, we are living longer than our predecessors which also means that living longer,
you'll require more money for your golden years. Make sure to save enough money to ensure you live
the way you've always lived! Don't expect to spend less on living expenses during your retirement,
keeping in mind the cost of retirement living continues to increase as does the cost of healthcare,
housing energy and groceries! We can never underestimate the power of inflation! So while your daily
expenses remain the same, and most probably will increase, you should not expect the same for your
income.

Be mindful that every day and every dollar that goes un-invested, is another day closer to retirement and
another dollar you won’t have in your retirement plan, so make time your ally. Let time work to your
advantage, beginning now. Protect your family. Plan for the future. Preserve your assets and prepare
wisely for retirement.


http://www.bloomberg.com/news/articles/2016-03-20/goldman-sachs-holds-fast-to-strong-dollar-call-as-currency-drops
Sergio
CHECK THIS OUT

Sergio
Video Link

Sergio
Angela 2

http://www.theglobeandmail.com/globe-investor/retirement/retire-planning/the-complete-procrastinators-guide-to-saving-for-retirement/article28916335/
https://www.dailyfx.com/forex/fundamental/forecast/weekly/cad/2016/03/20/Waiting-for-Trudeau-Canadian-Dollar-Nears-Fiscal-Event-Horizon.html

TAXZSESTATE £

STRATEGIES

BUDGET 2016

Tim Cestnick, Managing Director, Advanced Wealth Planning, The Bank of Nova Scotia

Kevin Tran, Director, The Bank of Nova Scotia
Jonathan Clare, Senior Manager, The Bank of Nova Scotia

HIGHLIGHTS

Federal Budget 2016 is the first tabled by the new Liberal government
and Finance Minister Bill Morneau. The budget contained few surprises
given all that was announced leading up to the October 2015 election
and since that time. Nevertheless, there are a number of new measures
that are worth noting and will impact many Canadians.

From a personal finance perspective, the Liberals
have continued in this budget with the “Robin Hood”
theme of helping the middle class and lower-income
Canadians by tightening perceived tax loopholes and
removing certain tax credits to help pay for increased
benefits for those with lower incomes. The measures
are also designed to simplify the system of benefits
paid to families. We’ve outlined the changes to personal
and business tax measures below.

Budget 2016 projects deficit spending for the next
five years as follows: $29.4B (2016-17), $29B (2017-
18), $22.8B (2018-19), $17.7B (2019-20) and $14.3B
(2020-21). How does this impact our federal debt?
Currently, that debt amounts to $619.3B but is
projected to increase to $732.5 by 2020-21. The

government is quick to point out, however, that

our debt-to-GDP ratio, which is currently 31.2 per
cent, is expected to remain relatively constant over
the next five years and finish 2020-21 at 30.9 per cent.

As expected, Budget 2016 focuses heavily on
infrastructure spending in an attempt to spur on
economic growth and invest for the future. That
spending is projected to be about $120B over 10
years. Phase 1is to take place over the next five
years where $11.9B is to be spent, with focus in the
following areas: Public transit, wastewater and green
projects, affordable housing, early learning and child
care, recreational infrastructure and community
health care facilities.

Dynamic Funds’

Invest with advice.
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ECONOMIC AND FISCAL OVERVIEW

Jean-Francois Perrault, SVP & Chief Economist, Scotia Economics
Mary Webb, Director, Economic & Fiscal Policy, Scotia Economics

e The Budget is largely as expected, focused on
the delivery of the government’s election platform
commitments. Budget is well designed to support
the middle class.

¢ Deficits of roughly $29 billion (1.4 % of GDP) are
projected for each of the next two fiscal years, narrowing
to a $14.3 billion shortfall (0.6% of GDP) by fiscal
2020-21 (FY21).

e The federal debt (narrowly defined as the accumulated
deficit) is expected to rise from 31.0 % of GDP as of
March 2015 through 32% of GDP by March 2017. The
debt burden subsequently trends lower every year
to FY21, ending up less than 31% by March 2021.

e The government expresses a general commitment to
regaining a balanced budget with a date for achieving
this to be determined later.

THE NO-SURPRISE BUDGET

As expected, the federal Budget delivered on key aspects
of the Liberal government’s electoral platform, focused largely
on measures to support the middle class. The signature policy
is the introduction of the Canada Child Benefit, an income-
tested transfer to help families with children.

Other key measures include the previously announced
middle class tax cut and related measures, investments
in a range of infrastructure projects, social housing and
additional support for low-income seniors. In addition,
the Government is moving forward with an array of small
measures designed to appeal to a range of stakeholders.

The net result of these measures is to raise deficit projections
to roughly $29 billion during the next two fiscal years (1.4%
of GDP). There is no return to balance, as the deficit is
projected to be $14.3 billion by FY21 (0.6% of GDP).

The Government indicates it is committed to returning
to balance, but will only commit to a date once “growth is
forecast to remain on a sustainably higher track”. This could
be interpreted as a weak commitment to budgetary balance,
but in our view, this is a reasonable approach given the
uncertainty in the outlook.

The federal debt (on an accumulated deficit basis), is
projected to move through 32.0% of GDP in FY17, an
increase of more than one percentage points from FY15
level. The debt/GDP ratio is projected to fall every year
subsequent to that, even as deficits remain. Market debt is
expected to rise by more than $150 billion through FY21.

The outlook for expenditures is likely to increase as the
Government identifies how it will address other policy
imperatives. Absent a significant increase in economic growth,
it is likely that a return to balance will require additional
revenue at some point over the fiscal planning horizon.

A modest amount of assistance is provided to regions and
workers most affected by the decline in commodity prices.
The key element is an extension of Employment Insurance
benefits in the 12 regions that have experienced the sharpest
increase in unemployment. Though the cash stimulus
provided in the Budget is at the low end of projections,
the Government believes the budgetary measures will
add 0.5 percentage points to growth in each of the next
two fiscal years. This is likely to be overly optimistic, but
the actual boost to the economy should be in line with,
or slightly above, our expectations which assumed twice
the level of stimulus.

The expected impact of the Budget will feature prominently
in the Bank of Canada’s next decision. If the economic
impacts are as large as those put forward by the Government,
the output gap could well be closed by the end of 2017.
This, in conjunction with a stronger start to the year and
higher commodity prices, should eliminate the odds of

a cut in the Bank of Canada’s policy rate going forward.
This could provide some support to the Canadian dollar.
We have long held the view that the Bank of Canada was

done easing monetary policy.

The persistence of deficits through FY21 was well
telegraphed and should not have a significant impact

on bond markets. The one area of potential concern is
the Government’s ongoing work to identify how to meet
other policy imperatives. This will undoubtedly come at some
cost. The extent of these measures could lead to a further
delayed return to balance, or may require additional revenue.

Dynamic Funds’

Invest with advice.
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PERSONAL TAX MEASURES

The following are the key personal tax measures
proposed in Budget 2016:

Personal Income Tax Rate Changes

On December 7, 2015, the Government announced

a reduction of the second personal income tax rate
to 20.5 percent from 22 percent and the introduction
of a 33 percent personal income tax rate on individual
taxable income in excess of $200,000, effective for
the 2016 and subsequent taxation years. These
proposals were included as part of Bill C-2, which
was tabled on December 9, 2015.

Budget 2016 includes further amendments to reflect
the new top marginal income tax rate in these provisions.
These measures will apply to the 2016 and later
taxation years.

Canada Child Benefits

There are currently two main federal measures which
provide financial assistance to families with minor
children: the Canada child tax benefit (CCTB) and
the universal child care benefit (UCCB). The CCTB
is a non-taxable benefit that is paid monthly. The
benefit is based on adjusted family net income and
the number of children in the family. It has three
components: a base benefit, a national child benefit
supplement and a child disability benefit.

Whereas the CCTB is non-taxable, the UCCB provides
a taxable benefit of $160 per month for each child
under the age of six and $60 per month for each
child aged 6 through 17.

Budget 2016 introduces a new Canada Child Tax
Benefit that replaces the CCTB and UCCB. Depending
on the number of children in the family, the new

system will be beneficial to families with adjusted
family net income under about $140,000.

The Canada Child Benefit (CCB) will be non-taxable,
tied to family income, and apply to families with children
up to 17 years old. It will provide a maximum benefit
of $6,400 per child under the age of 6 and $5,400
per child aged 6 through 17.

The benefit will be phased out at increasing rates
depending on adjusted family net income and number
of children in the family. The budget will continue to
provide an additional amount of up to $2,730 per
child eligible for the disability tax credit (which is
phased-out as family income increases).

The CCB will be effective July 1, 2016, with entitlement
for the July 2016 to June 2017 benefit period based
on 2015 adjusted family net income.

The CCB will not reduce benefits paid under the
GST credit and will not be included in income for
the purposes of federal income tested programs
delivered outside of the income tax system,
such as the guaranteed income supplement.

Family Income Splitting Credit

A non-refundable income splitting tax credit is
available for couples with at least one minor child,
which allows a higher-income spouse or common-
law partner to notionally transfer up to $50,000
of taxable income to their spouse or common-law
partner for the purpose of reducing the couple’s
total income tax liability by up to $2,000.

The income splitting tax credit for eligible couples
with minor children will no longer be available for
2016 and subsequent tax years.
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Education and Textbook Tax Credits

The education tax credit and textbook tax credit
provide 15 percent non-refundable tax credits based
on months of full-time or part-time enrolment in
qualifying educational programs at designated
educational institutions.

Budget 2016 proposes to eliminate the education
and textbook tax credits. This measure does not
eliminate the tuition tax credit. This measure will
apply effective January 1, 2017. Unused education
and textbook credit amounts carried forward from
years prior to 2017 will remain available to be claimed
in 2017 and subsequent years.

Action Step: Although the budget eliminates the
education and textbook tax credits, this was done
to provide the ability to enhance the Canada Student
Grants and Canada Student Loans programs. On
more options regarding education planning, please
consult your financial advisor.

Children’s Fitness and Arts Tax Credits

The Children’s Fitness and Arts Tax Credits provide 15
percent non-refundable tax credits on fees paid for

qualifying programs for children under 16 years of age.

Budget 2016 proposes to phase out the children’s
fitness and arts tax credits by reducing the 2016
maximum eligible amounts to $500 from $1,000 for
the children’s fitness tax credit (which will remain
refundable for 2016) and to $250 from $500 for
the children’s arts tax credit.

Both credits will be eliminated for the 2017 and
subsequent taxation years.

“Corporate-Class” Mutual Funds

Canadian mutual funds can be in the legal form of
a trust or a corporation. Many of these mutual fund
corporations are organized as “switch funds”. These
offer different types of asset exposure in different
funds, but each fund is structured as a separate
class of shares within the mutual fund corporation.

Investors are able to exchange shares of one class

of the mutual fund corporation for shares of another
class, on a tax-deferred basis, in order to switch their
economic exposure between the mutual fund
corporation’s different funds.

Budget 2016 proposes that fund switches within

a mutual fund corporation be considered a disposition
at fair market value for income tax purposes. The
measure will not apply to switches where the shares
received in exchange differ only in respect of expenses
to be borne by investors and otherwise derive their
value from the same portfolio within the mutual fund
corporation (e.g., the switch is between different series
of shares within the same class).

This measure will apply to dispositions of shares that
occur after September 2016.

Action Step: The use of “switch funds” or “corporate
class” mutual funds in the past provided a good
opportunity to defer tax on the switch from one fund
to another within the same corporation. If you have
made an investment in such a fund in the past, the
ability to make tax-deferred switches may be gone,
but this doesn’t necessarily mean you should rush
to sell these funds. After all, making a change could
trigger a taxable event. Speak to your advisor about
the continued appropriateness of these funds and
whether and when a change should be made.
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Sales of Linked Notes

A linked note is a debt obligation, the return on
which is linked to the performance of reference
assets or indexes.

The Income Tax Act contains rules that deem interest
to accrue on such notes, and an investor in a linked
note would accrue the maximum amount of interest
that could be payable on the note in respect of a given
taxation year. Investors generally take the position
that there is no deemed accrual of interest on a linked
note prior to the maximum amount of interest
becoming determinable.

Investors holding their linked notes as capital property
would sell them on a secondary market prior to the
determination date to, in effect, convert the return
on the notes from ordinary income to capital gains.

Budget 2016 proposes to amend the Income Tax Act
so that the return on a linked note retains the same
character whether it is earned at maturity or reflected
in a secondary market sale.

This measure will apply to sales of linked notes that
occur after September 2016.

Action Step: This change does not necessarily
mean that you should make a change to your
portfolio if you have invested in linked notes of
this type. It simply means that the eventual tax bill
could be different than what you were expecting.
There may be other reasons to continue to own
these notes. Speak to your advisor about the
continued appropriateness of these investments
in your circumstances.

Northern Residents Deduction

Individuals who live in prescribed areas in northern
Canada for at least six consecutive months beginning
or ending in a taxation year may claim the northern
residents deductions in computing their taxable
income for that year.

Budget 2016 proposes to increase the maximum
residency deduction that each member of a household
may claim from $8.25 to $11 per day and, where no
other member of the household claims the residency
deduction, to increase the maximum residency
deduction from $16.50 to $22 per day for the 2016
taxation year.

Labour Sponsored Venture Capital Corporations
(LSVCC) Tax Credit

Prior to 2015, a 15 percent tax credit was available
for individuals acquiring LSVCC shares, but it was
to be reduced and eventually eliminated by 2017.

Budget 2016 proposes to restore the federal LSVCC
tax credit to 15 percent for share purchases of provincially
registered LSVCCs prescribed under the Income Tax
Act for the 2016 and subsequent taxation years, while
the credit for federally registered LSVCCs will remain
at five percent for the 2016 taxation year and be
eliminated for the 2017 and subsequent taxation years.

Action Step: Speak to your financial advisor about
the appropriateness of LSVCC shares in your portfolio.
The tax credits available will help to increase your
effective after-tax rate of return. Keep in mind,
however, that the tax tail should not wag the
investment dog. Any investment in these shares
should be considered first and foremost on their
investment merits. Consult your tax advisor for

any advice related to their tax merits.
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Teacher and Early Childhood Educator School Stock Option Deduction

Supply Tax Credit At the date of exercise of an employee stock option,
Budget 2016 proposes to introduce a teacher and an individual is taxed on the stock option benefit
early childhood educator school supply tax credit. (the difference between the market price of a share
This measure will allow an employee who is an and the strike price on exercise of the option). A fifty
eligible educator to claim a 15 percent refundable percent stock option deduction is available where
tax credit based on an amount of up to $1,000 in certain conditions are met.

expenditures made by the employee in a taxation

year for eligible supplies. The 2015 Liberal platform proposed changes to limit

the stock option deduction to the first $100,000 in

This measure will apply to supplies acquired on or annual stock option gains, however, Budget 2016 did

after January 1, 2016. not include such measures and the Liberals confirmed
they would not move forward with this change.

Action Step: If you or someone you know is an

eligible teacher, be sure to speak to your employer Employment Insurance

about any eligible supplies you have paid for, or

would like to purchase. Ensure your employer is

willing to certify that you have purchased these

supplies, then keep your receipts for these supplies e Expanding access to employment insurance

purchased in 2016 or later and make a claim at tax for new entrants and re-entrants;

time each year. Your claim will be for costs incurred

on a calendar year, not school year, basis.

Budget 2016 announces action to improve
Employment Insurance, including the following:

e Reducing the employment insurance waiting
period from two weeks to one;
Donations of Private Company Shares e Extending the “working while on claim” pilot project;

and Real Estate e Simplifying job research responsibilities for

Budget 2015 announced measures that would employment insurance claimants;

provide an exemption from capital gains tax for e Extending employment insurance regular benefits
dispositions of private company shares or real estate, in affected regions.

where cash proceeds are donated to a registered

charity within 30 days of the disposition. Budget

2016 announces the Government’s intention not

to proceed with these measures.
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BUSINESS TAX MEASURES

The following is a brief update regarding some of
the proposed changes that will impact those who
are business owners:

Small Business Tax Rate

The small business tax rate, applicable to active
business income up to $500,000 earned by
corporations, had previously been scheduled to
decrease from 11 percent to 9 percent by 2019.
Budget 2016 proposes that the small business
tax rate remain at 10.5 percent after 2016.

In order to preserve the integration of the personal
and corporate income tax systems, Budget 2016 also
proposes to maintain the current gross-up factor and
dividend tax credit rates applicable to non-eligible
dividends.

The Small Business Deduction

Multiplication

The small business deduction allows for active
business income up to $500,000 earned by
corporations to be taxed at the small business
tax rate. The Income Tax Act includes rules that
are intended to preclude multiplication of the
small business deduction.

The small business deduction is generally shared by
groups of associated corporations. Where business
income is earned through a partnership, corporate
partners of the partnership that are not associated
with each other must still share the small business
deduction through the application specified
partnership income rules.

Some partnership and corporate structures seek to
circumvent these rules to allow for the multiplication
of the small business deduction.

Budget 2016 contains measures to address such
partnership and corporate structures. These changes
will effectively eliminate the multiplication of the small
business deduction commonly seen in the context of
professional partnerships, and result in each corporate
partner paying tax at general corporate rates.

These measures will apply to taxation years that
begin on or after Budget Day.

Passive Income and the Taxable Capital Limit

There is a special rule under which two corporations
that would not otherwise be associated will be treated
as associated if each of the corporations is associated
with the same third corporation. However, where the
third corporation is not a Canadian Controlled Private
Corporation, or elects not to be associated with the
other two, the other two will not be associated with
each other.

Budget 2016 proposes to amend the Income Tax

Act to ensure that investment income derived from
an associated corporation’s active business will be
ineligible for the small business deduction where the
exception to the deemed associated corporation rule
applies. In addition, where this exception applies, the
third corporation will continue to be associated with
each of the other corporations for the purpose of
applying the $15 million taxable capital limit in
relation to the small business deduction.

This measure will apply to taxation years that begin
on or after Budget Day.

Active Versus Investment Business Income

Budget 2015 announced a review of the situations
where income from a business, the principal purpose
of which is to earn income from property, would
qualify for the small business deduction.

Budget 2016 announces that the government is not
proposing any changes to these rules at this time.
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Action Step: The new rules designed to restrict
access to the Small Business Deduction (SBD) in
some cases may significantly change your tax
planning. If you are a partner who has claimed the
SBD or have more than one corporation in your life
that has claimed the SBD, be sure to speak to your
tax advisor about the changes and whether your
planning should be revised.

Life Insurance Policies

Transfers of Life Insurance Policies

Where a policyholder disposes of an interest in

a life insurance policy to a non-arm’s length person,
a special rule deems the policyholder’s proceeds of
the disposition and the acquiring person’s cost of
the interest to be the amount that the policyholder
would be entitled to receive if the policy were
surrendered (the “cash surrender value”).

As a result, the former policyholder would have an
income inclusion equal to the difference between
the cash surrender value and the adjusted cost base
of the policy, while still being able to receive proceeds
equal to the fair market value of the policy.

Budget 2016 proposes amendments to the Income
Tax Act to ensure that amounts are not inappropriately
received tax-free by a policyholder as a result of a
disposition of an interest in a life insurance policy.
The measure will cause an inclusion of the fair market
value of any consideration given for an interest in a
life insurance policy in the policyholder’s proceeds
of the disposition and the acquiring person’s cost.

This measure will apply to dispositions that occur
on or after Budget Day.

Distributions Involving Life Insurance Proceeds

On the death of the insured, only the portion of

the policy benefit received by the corporation or
partnership that is in excess of the policyholder’s
adjusted cost basis of the policy may be added to
the capital dividend account of a corporation. Some
taxpayers have structured their affairs so that the
insurance benefit limit may not apply as intended,
resulting in an artificial increase in a corporation’s
capital dividend account balance which allows for
tax-free distributions to the shareholders.

Budget 2016 proposes to amend the Income Tax Act
to ensure that the capital dividend account rules for
private corporations apply as intended. This measure
will provide that the addition to the capital dividend
account is reduced by the adjusted cost base of the
policy regardless of whether the corporation that
receives the policy benefit is a policyholder. This
measure will apply to policy benefits received as a
result of a death that occurs on or after Budget Day.

Action Step: While this budget closes down some
lesser-known opportunities, there are still many
effective uses of life insurance. Speak to your
financial advisor about what can be accomplished
with life insurance and whether those opportunities
can apply in your situation.

Eligible Capital Property (ECP) and Capital

Cost Allowance (CCA) Rules

In an effort to simplify the tax compliance for affected
taxpayers, Budget 2014 announced a consultation on
the conversion of ECP into a new class of depreciable
property. Budget 2016 proposes to repeal the ECP
regime, replace it with a new CCA class available to
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businesses and provide rules to transfer taxpayers’
existing cumulative eligible capital (CEC) pools to the
new CCA class. Under the proposal, CEC pool balances
will be calculated and transferred to the new CCA class
as of January 1, 2017.

The current CCA regime provides accelerated CCA
rates for investments in specified clean energy
generation and conservation equipment. Budget
2016 proposes to expand the applicable CCA classes
to include certain electric vehicle charging stations
and also expand the range of electrical energy
storage property that is eligible for accelerated
CCA on the basis that it is ancillary to eligible clean
energy generation equipment. These measures will
apply in respect of property acquired for use on or
after Budget Day that has not been used or acquired
for use before Budget Day.

OTHER INDIRECT TAX CHANGES

Medical and Assistive Devices

Budget 2016 proposes to add insulin pens, insulin
pen needles and intermittent urinary catheters

to the list of zero-rated medical devices for GST/HST
purposes to reflect the evolving nature of the health
care sector.

STATUS OF OUTSTANDING
TAX MEASURES

Budget 2016 confirms the Government’s intention

to proceed with tax measures to take into account
consultations and deliberations since their announcement
or release, including the conversion of capital gains
into tax-deductible inter-corporate dividends (section
55). We will communicate when there is a further update.

This publication is intended as a general source of information and should not be considered as personal
investment, tax, legal or pension advice. It is recommended that you consult with your qualified
advisors before taking any action based on the information found in this publication.

about Tax and Estate strategies.

dynamic.ca
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trademark of its owner, used under license, and a division of 1832 Asset Management L.P.

Contact your financial advisor to learn more

Information contained herein is provided for information purposes only and does not constitute personal
advice regarding any actual investment situation or specific individual advice ahout investment, financial, legal,
accounting, tax or similar matters. Information has been obtained from sources believed to be reliable but Dynamic
Funds does not guarantee it to be current, accurate or complete. Information herein is subject to change without
notice and Dynamic Funds is not responsible to update this information, nor does it accept any responsibility for
any loss or damage that results from the use of any information contained herein. Dynamic Funds® is a registered
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DISCLAIMER

Commissions, trailing commissions, management fees and expenses all may be associated
with mutual fund investments. Please read the simplified prospectus before investing.
Mutual funds are not guaranteed and are not covered by the Canada Deposit Insurance
Corporation or by any other government deposit insurer. There can be no assurances that
the fund will be able to maintain its net asset value per security at a constant amount or
that the full amount of your investment in the fund will be returned to you. Fund values
change frequently and past performance may not be repeated.

Labour Sponsored Investment Funds (“LSIF”) have tax credits that are subject to certain
conditions and are generally subject to recapture, if shares are redeemed within eight years.
Please note that Mutual Fund Representatives in Alberta are not permitted to sell LSIF.

An investor proposing to borrow for the purchase of securities should be aware that a
purchase with borrowed monies involves greater risk than a purchase using cash resources
only. The extent of that risk is a determination to be made by each purchaser and will vary
depending on the circumstances of the purchaser and the securities purchased.

Discuss the risks associated with leveraged mutual fund purchased with an investment
funds advisor before investing. Purchases are subject to suitability requirements. Using
borrowed money to finance the purchase of securities involves greater risk than a purchase
using cash resources only. If you borrow money to purchase securities, your responsibility
to repay the loan and pay interest as required by its terms remains the same if the value of
the securities purchased declines.

Investors should educate themselves regarding securities, taxation or exchange control
legislation, which may affect them personally. This newsletter is for general information
only and is not intended to provide specific personalized advice including, without limitation,
investment, financial, legal, accounting or tax advice. Please consult an appropriate
professional regarding your particular circumstances.

All non-mutual fund related business conducted by Kleinburg Private Wealth Management is
not in the capacity of an employee or agent of Carte Wealth Management Inc. Non-mutual
fund related business includes, without limitation, advising in or selling any type of insurance
product, advising in or selling any type of mortgage service, estate and tax planning or tax
return preparation. Accordingly, Carte Wealth Management Inc. is not liable and/or
responsible for any non-mutual fund related business conducted by Kleinburg Private Wealth
Management. Such non-mutual fund related business is the responsibility of Kleinburg
Private Wealth Management alone.

Mutual funds provided through Carte Wealth Management Inc.
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Equity Total Return:
Lower Volatility in the Longer Term

In today’s hyper-connected world, there are incessant reminders that equities are a volatile asset James Morrow, CFA

class in the short term. We're constantly barraged with reports of a company beating or missing Portiolio Manager

analyst expectations, the announcement of a new initiative from one of the global central banks, Naveed Rahman

or a new corporate acquisition. With each bit of news, we observe equity prices fluctuating, Institutional Portfolio Manager
occasionally at a rapid pace. Amid the increasingly wide availability of such short-term noise, what Srinivas Vemparala

can be lost in the message is that stocks are a compelling long-term investment. Quantitative Analyst

We present evidence to help make the case that the perception of equities as high risk is KEY TAKEAWAYS
understandable over the short and medium term, but less so over the long term. Our analysis

demonstrates the value of using equity positions in a balanced portfolio as a tool for diversifying * Equity volatility has not only
the sources of total return—both income and capital appreciation—under most market and been lower in the long term
economic scenarios. than in the short term, it has

also been lower than bond

Longer-term equity volatility: lower than most investors perceive? volatility over longer horizons.

Many investors are aware that the volatility of equities (measured by the standard deviation of equity » Corporate profitability, valua-
total returns) declines sharply as the frame of reference expands.! In other words, the 30-year stan- tion measures, and other fac-
dard deviation is lower than the 10-year standard deviation, which is in turn lower than the five-year tors that drive equity markets
standard deviation, and so on (see Exhibit 1 left, below). Not only does equity volatility fall over longer can fluctuate significantly
time horizons, it declines in an asymmetric manner that benefits the long-term holder of stocks (see over shorter time periods, but
Exhibit 1 right, below). While maximum and minimum cumulative returns (with dividends reinvested) they tend to revert to histori-

cal averages in the long run.

* Drivers of fixed income

EXHIBIT 1: Equity volatility (measured by standard deviation) declines as the holding period gets markets can trend in one

longer, and in an asymmetric manner that benefits long-term investors. direction for many years—for
example, the secular decline
STANDARD DEVIATIONS OF U.S. EQUITY MAXIMUM AND MINIMUM TRAILING in interest rates.
TOTAL RETURNS TOTAL RETURNS FOR U.S. EQUITIES .

The past several decades
have been as challenging to
equity investors as they have
been kind to bond investors.
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* When record-low interest
rates and below-average
credit default rates revert to
their historical levels, how-
ever, equity allocations may
enhance portfolio total return
with lower volatility in the
longer term.

Cumulative Return (%)

Trailing standard deviations and total returns based on rolling monthly data from Jan. 1926 through Mar. 2013. U.S. equity
represented by S&P 500° Index and its predecessor. See endnotes for definitions. Source: Ibbotson, Fidelity Investments.

&3 Fidelity

INVESTMENTS






EXHIBIT 2: Equity returns have been less volatile than investment-grade bond returns over rolling 30-year periods.
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STANDARD DEVIATIONS OF 30-YEAR TOTAL RETURNS

3.06

S&P 500 U.S. Intermediate

Gov't Bonds

U.S. Long Term
Gov't Bonds

Annualized trailing 30-year total returns and standard deviations of annualized trailing 30-year total returns based on rolling monthly data from Jan. 1926 through
Mar. 2013. See endnotes for index definitions. Source: Ibbotson, Fidelity Investments.

converge over longer holding periods, they improve more sharply
on the downside, leaving equity investors with better expected
returns, the longer the time horizon.

Equity volatility lower than bond volatility over longer horizons
That stocks are less volatile over time may be well understood, if
not always appreciated by investors. Less well understood is that
equities have enjoyed a long-term volatility advantage over bonds.
Looking at equities over rolling 30-year windows, we observe

that the maximum annualized 30-year return from holding U.S.
equities was a little over 14%, while the minimum was still very
compelling, at 8% (see Exhibit 2 left, above). That 8% annual-
ized return over 30 years was achieved by investors who bought
U.S. stocks just prior to the 1929 crash—the worst possible time
during the past 85 years. The muted difference of six percent-
age points between maximum and minimum annualized 30-year
returns translates into a standard deviation of long-term equity
returns of only 1.35, which is lower than the standard deviation of
both intermediate and long-term U.S. government bonds over the
same rolling 30-year periods (see Exhibit 2 right, above).

Investors might find it counterintuitive to consider equities less
risky than bonds over any time period, yet there are a number of
potential explanations for this phenomenon over a 30-year horizon.
During shorter time periods, many of the factors that drive equity
markets—including price-to-earnings (P/E) multiples and profit
margins of U.S. stocks—can fluctuate meaningfully. Over longer
time horizons, however, these factors have a mean-reverting nature
and thus tend to gravitate toward a long-term sustainable average.

Conversely, some of the critical factors driving the fixed income
markets—such as long-term interest rates—can move in one

direction for multiple decades, contributing to the one-sided vola-
tility of bond returns. The 30-year secular decline in interest rates
has led to a generally steady uptrend in long-term bond returns.
From the perspective of a bondholder with a 30-year horizon, the
risk may have been mostly on the upside, but it still factors into
the standard deviation calculation.

Current market conditions set stage for unexpected outcomes
Given the turbulent equity market experience of the past 15 years,
it's not surprising that investors have focused more on volatility

in the short term than either volatility or return potential in the
long term. Unquestionably, the past several decades have, in the
aggregate, been as challenging to equity investors as they have
been kind to bond investors.

With financial markets, however, past is not prologue. In the
current market backdrop, interest rates on long-term U.S.
government bonds are near all-time lows, credit default rates are
below historical averages, and U.S. equity valuations are within
historical norms. Meanwhile, investor sentiment toward equities
remains apathetic.

Even though we don’t know with any certainty what will happen
going forward, we can make a reasonably educated guess: Fac-
tors at the extremes of their historical ranges will likely revert back
in the direction of their long-term averages. We may not be able
to predict exactly how long this reversion to the mean will take or
at what pace, but we can analyze several possible scenarios and
their impact on different asset classes.

In our first hypothetical scenario, normalization of real rates,
nominal U.S. interest rates rise by 150 basis points over two years.






The Federal Reserve (Fed) effectively achieves a successful unwind-
ing of its extraordinary monetary policies and gradually increases
interest rates to a point where real rates, after adjusting for
inflation, are once again positive. We consider this a highly likely
scenario, with timing being the key uncertainty.

In our second scenario, which is less likely but still quite pos-
sible, interest rates rise by 500 basis points over five years, and
inflationary pressure builds at a pace and to a level beyond the
Fed’s objective. This scenario reflects an unsuccessful unwinding
of monetary policy.

There are many other possibilities, including scenarios in which
rates accelerate even more sharply. We focus on these two
hypothetical scenarios to limit the scope of our analysis to higher
probability outcomes.

Impact on investment-grade honds if interest rates rise

Rising interest rates have the predictable outcome of driving
down bond prices. Our sensitivity analysis shows that when rate
increases happen over short or intermediate time periods of two
to five years, there will be a meaningful impact in the cumulative
total return that investment-grade bond investors can expect (see
Exhibit 3, below). A rise of 150 basis points over two years—or

EXHIBIT 3: In the intermediate term, the compounding of
income over longer holding periods is unable to compensate for
the declines in investment-grade bond prices brought about by
rising interest rates.

75 basis points per year—wipes out the benefit of the coupon,
leaving investors with a annual total return of 0%, while 500 basis
points over five years—or 100 basis points per year—results in an
average annual return of 0.1%.2 If we extended the time horizon of
the 500-basis-point increase to 10 years—or 50 basis points per
year—we would observe that the compounding of income does
make up for the price depreciation in investment-grade bonds,
leaving investors with annual returns over 3%.

Impact on high-yield bonds if interest rates and default rates increase
Our high-yield bond sensitivity analysis relies on three key assump-
tions: (1) the default rate—which is currently around 3%—reverts
to the historical average of 5%; (2) the historical recovery rate of
50 cents on the dollar prevails going forward; and (3) the spread
to U.S. Treasuries tightens modestly by 25 basis points per year
as interest rates increase.® With expected average annual returns
of 3.4% and 3.9% for 150- and 500-basis-point increases over
two and five years, respectively, investors in high-yield bonds fare
better than those holding investment-grade bonds. These muted
nominal returns are a far cry from investors’ more recent experi-
ence with these asset classes—and would be even more tepid in
a moderately inflationary environment. These returns are the result
of double-digit price declines in bonds, which are only partially
offset by gradually increasing coupons (see Exhibit 4, below).

EXHIBIT 4: Income compounding helps to offset high-yield
bond price declines when interest rates rise, default rates
revert to historical averages, and spreads tighten over longer
investment horizons.
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Cumulative return simulations under different scenarios over projected
periods based on data from Dec. 31, 2012. Investment-grade bonds rep-
resented by Barclays U.S. Aggregate Bond Index. bps = basis points. See
endnotes for index definition. Source: FactSet, Fidelity Investments.

Cumulative return simulations under different scenarios over projected
periods based on data from Dec. 31, 2012. High-yield bonds represented
by Bank of America Merrill Lynch® High Yield Master Il. bps = basis points.
See endnotes for index definitions. Source: FactSet, Fidelity Investments.





Again, our analysis suggests that spreading the 500-basis-point
rise over 10 years would allow income compounding to compen-
sate for these price declines, bringing the average annual return of
high-yield bonds to 5.8%.

Impact on U.S. equities if valuations steady or declining,
earnings growth at or below historical norms

Market sentiment toward U.S. equities has varied between apathy
and antipathy, even as valuations remain close to historical aver-
ages, and U.S. corporations have improved operational efficiency
since the financial crisis of 2008. From 2009 to 2012, the stock
market as represented by the S&P 500 Index has delivered
annualized earnings per share (EPS) growth above 10% on a
nominal basis. Over the past 50 years, U.S. stocks have delivered
annualized EPS growth of 4% in real terms, after adjusting for the
rate of inflation.*

To test the sensitivity of equity total returns on a roughly
comparable basis, we have constructed two scenarios that
parallel those described above. Based on historical analysis,
equity valuations don’t change materially, so using a P/E multiple
of 13 (predicted at year-end 2012) seems reasonable for the
normalization of real rates scenario.® Nominal EPS growth of
7% per year is also achievable, and thus reflects a conservative
assumption for future growth.

In the inflationary pressure builds scenario, nominal EPS growth
may be even faster, as inflation provides a strong tailwind to
nominal earnings power. Looking back at the past 75 years of
market history, we see that there were at least four distinct periods
of rapidly rising rates similar to this scenario (see Exhibit 5, below).
Excluding the 2002-2006 period because of its extraordinary
starting P/E multiple, earnings grew at an average annual rate of
about 10% in the other three periods. This historical review also
suggests that when interest rates are increasing rapidly, equity
market valuations contract by 2.5% per year from their starting
points. Again, to be conservative, we assume that earnings grow
at a lower-than-expected nominal annual rate of 9% and that

the P/E contracts at 2.5% per year, leaving us with a market P/E
slightly above 11 at the end of five years.

EXHIBIT 5: Inflation provides a tailwind to earnings growth

during periods of rapidly rising rates.

Change (in %)

Period Starting  Rates Price  Earnings P/E
P/E (bps)

12/1954-04/1958 12.6 400 21 11 9

12/1964-12/1969 18.5 500 9 27 -14

05/1986-05/1989 16.3 400 32 71 -23

06/2002-06/2006  41.4 325 24 175 -60

Source: Robert Shiller, data available at www.irrationalexuberance.com.

EXHIBIT 6: Based on reasonable and conservative estimates
of earnings growth, equity investors may benefit from price
appreciation and dividend income when interest rates rise.
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Cumulative return simulations under different scenarios over projected
periods beginning Dec. 31, 2012. U.S. equities represented by S&P 500
Index with dividend reinvestment. Source: FactSet, Fidelity Investments.

With valuations held constant, the earnings growth implied in the
normalization of real rates scenario delivers an average annual
return of approximately 10% to investors, with a quarter of the total
return coming from reinvested dividends—the income component.®
In the inflationary pressure builds scenario, investors may stand
to benefit from an average annual return of 11%, with a compa-
rable portion of the return coming from reinvested dividends (see
Exhibit 6, above).

Over the time periods in our simulations, U.S. equities are found to
represent an attractive value proposition for investors. That’s with
today’s environment as a starting point—and making less than
heroic assumptions about the factors that drive equities. It's worth
noting, however, that the real world is typically less linear, and

the short-term volatility highlighted by our analysis is a price that
equity investors must be willing to bear.

Three hypothetical portfolios demonstrate sources of return
We recognize that it's a complex task to consider each asset class
in turn, with multiple scenarios over varying time periods. So in

an effort to distill our analysis to its essence, we examine three
basic portfolios: all equity, all bond (70% investment grade and
30% high yield), and balanced (50% equity and 50% bond).” We
consider what happens to each portfolio over a five-year period as
interest rates increase at the moderate rate of 50 basis points per
year, earnings grow at a below-trend nominal rate of 9% per year,
and P/Es contract at 2.5% per year.






EXHIBIT 7: Sources of total return vary across three
representative hypothetical portfolios.

5-Year Hypothetical Scenario Equity Bond Balanced
Income 13% 32% 22%
Price Return 37% -21% 8%
Total Return 53% 11% 30%
Average Annual Nominal Return 11% 2% 6%
Assumed Inflation 4% per annum

Average Annual Real Return 7% 2% 2%

Asset allocation methodology is buy and hold, with no rebalancing.
Source: FactSet, Fidelity Investments.

In terms of average annual returns after inflation, the all-equity
portfolio delivers 7%, while the all-bond portfolio gives up —2%.
Predictably, the 50/50 balanced portfolio lands between the two
extremes, at 2% (see Exhibit 7, above).

Dividend-paying equities balance income and price return
An investor’s allocation to each major asset class depends on

a variety of detailed assessments, including risk tolerance, time
horizon, and investment objective, among others. For an investor
with a lower tolerance for risk who is particularly concerned about
income, dividend-paying stocks may be a compelling way to add
or increase equity allocations. In a previous article, we demon-
strated several benefits of an equity income approach.®

Dividend-paying equities have been able to offer better inflation
protection than bonds. When inflationary pressures are mounting,
bond prices may decline as their yields rise to offset the increase
in inflation expectations. Inflation eats away at both the real value
of the fixed coupon payments and the fixed value of the bond.
Broad-based price increases throughout the economy may lead
to higher corporate revenues, allowing profits—and potentially
stock prices—to increase on a nominal basis and offset rising
inflation rates.

Authors

Dividend-paying equities have tended to be less volatile. Companies
that regularly return some of their profits to shareholders in the form
of stock dividends are predominantly mature businesses with steady
cash flows, relatively stable profit outlooks, and lower operational
risk on average than non-dividend-paying firms. These character-
istics have generally led to less volatility in dividend growth rates
relative to earnings growth rates and to lower share price volatility for
dividend-paying companies compared to the broader market.

Dividends have been a major component of equity returns. Histori-
cally, dividends have represented from two-fifths to, more recently,
one-quarter of the broad market’s total return. Dividends can also
offset stock price declines during down equity markets. Moreover,
a portfolio tilted toward dividend-paying equities may expect to get
a greater proportion of total return from income—which depends
on less volatile dividend growth—than price appreciation—which
we believe is primarily driven by more volatile earnings growth.

In our hypothetical five-year all-equity portfolio, dividends pro-
vided a quarter of the portfolio’s total return, consistent with his-
torical trends. With a dividend-oriented portfolio, that proportion
would likely be 30%-40% of total return. Such an equity income
portfolio may allow an investor to realize much of the equity
upside, but with the sourcing of return more balanced between
income and price appreciation.

Investment implications

Our analysis demonstrates that investors in investment-grade and
high-yield bond portfolios may experience negative total returns
in nominal and real terms if interest-rate and default-rate mean
reversion occurs over a two- or five-year horizon, though the
effect is muted over a 10-year horizon. Balanced portfolios—and
even more so income-oriented balanced portfolios—may offer
better prospects than bond-heavy portfolios in the event of factor
mean reversion over short- and medium-term horizons. This
analysis highlights the value of using equity allocations as a tool
for diversifying sources of total return under most market and
economic scenarios.
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Views expressed are as of the date indicated, based on the information
available at that time, and may change based on market and other condi-
tions. Unless otherwise noted, the opinions provided are those of the
authors and not necessarily those of Fidelity Investments or its affiliates.
Fidelity does not assume any duty to update any of the information.

Past performance and dividend payouts are historical and do not guar-
antee future results.

It is inherently difficult to make accurate dividend growth forecasts and
the outcomes from those forecasts are not guaranteed.

Investment decisions should be based on an individual’s own goals, time
horizon, and tolerance for risk.

Hypothetical backtested data have inherent limitations due to the retro-
active application of a model designed with the benefit of hindsight, and
may not reflect the effect that any material market or economic factors
may have had on the use of the model during the time periods shown.
Thus, hypothetical performance is speculative and of extremely limited
use to any investor and should not be relied upon in any way.

Hypothetical performance of the model is no guarantee of future results.
Investing involves risk, including risk of loss.

Neither asset allocation nor diversification ensures a profit or guarantees
against a loss.

Stock markets are volatile and can decline significantly in response to
adverse issuer, political, regulatory, market, or economic developments.

Although bonds generally present less short-term risk and volatility than
stocks, bonds do contain interest rate risk (as interest rates rise, bond
prices usually fall, and vice versa) and the risk of default, or the risk that
an issuer will be unable to make income or principal payments. Addition-
ally, bonds and short-term investments entail greater inflation risk (or the
risk that the return of an investment will not keep up with increases in the
prices of goods and services) than stocks.

All indices are unmanaged and performance of the indices includes rein-
vestment of dividends and interest income and, unless otherwise noted,
is not illustrative of any particular investment. An investment cannot be
made in any index.

Endnotes

! Standard deviation measures the degree of variation from the average
(mean or expected value); a low standard deviation indicates that the
data points tend to be very close to the mean, while a high standard
deviation indicates that the data points are spread out over a large range
of values. Total return of an investment includes both the capital ap-
preciation, or price return, and the income received, such as interest and
dividends.

2 Exhibit 3 shows cumulative total returns ranging from —0.1% over two
years to 0.3% over five years, which correspond to the average annual
returns cited in the text.

3 Default rate is the rate at which debt holders default on the amount of
money they owe. Recovery rate is the percentage of a bond’s face value
recovered through foreclosure or bankruptcy procedures in the event of
a default. Spread is the difference in yield between Treasury securities,
which are backed by the full faith and credit of the U.S. government,
and lower quality fixed income investments with greater risk of default.
Source: Moody’s.

4 Shiller, Robert J. Irrational Exuberance. Princeton University Press,
2005. Data available at www.irrationalexuberance.com.

5 See endnote 4.

6 Exhibit 6 shows cumulative total returns ranging from 19% over two
years to 53% over five years, which correspond to the average annual
returns cited in the text.

7 Hypothetical portfolio methodology: “Equity” portfolio results based
on hypothetical price returns and dividends of S&P 500 Index. “Bond”

portfolio results based on hypothetical price returns and income of 70%
Barclays U.S. Aggregate Bond Index and 30% Bank of America Merrill

Lynch High-Yield Bond Master Il Index composite. “Balanced” portfolio
results based on 50% “equity” and 50% “bond” allocations as defined

above.

8 Hofschire, Dirk, and James Morrow. “Equity and Non-Bond Income:
Opportunities and Investment Approach.” Fidelity Leadership Series,
August 2011.

Index definitions

Standard & Poor’s 500 Index is a market capitalization—weighted index of
500 common stocks chosen for market size, liquidity, and industry group
representation to represent U.S. equity performance. S&P 500®is a reg-

istered service mark of The McGraw-Hill Companies, Inc., and has been

licensed for use by Fidelity Distributors Corporation and its affiliates.

Prior to March 1957, Standard & Poor’s published a predecessor U.S.
equity index that was composed of the 90 largest U.S. stocks.

Barclays U.S. Aggregate Bond Index is an unmanaged, market value—
weighted performance benchmark for investment-grade fixed-rate debt
issues, including government, corporate, asset-backed, and mortgage-
backed securities with maturities of at least one year.

Barclays Intermediate U.S. Government Bond Index tracks the perfor-
mance of intermediate-term U.S. government securities with remaining
maturities between three and five years.

Barclays Long U.S. Government Bond Index tracks the performance of
long-term U.S. government securities with remaining maturities of 10 or
more years.

Lehman Brothers published benchmark indices from 1973 through
November 2008. History for intermediate and long-term U.S. government
bonds before 1973 was calculated by Ibbotson using the CRSP Govern-
ment Bond File.

Bank of America Merrill Lynch® High-Yield Bond Master Il Index is an
unmanaged index that tracks the performance of below investment grade
U.S. dollar-denominated corporate bonds publicly issued in the U.S.
domestic market.

Third-party marks are the property of their respective owners; all other
marks are the property of FMR LLC.

Important Information

Information presented herein is for discussion and illustrative purposes only
and is not a recommendation or an offer or solicitation to buy or sell any
securities.

Index or benchmark performance presented in this document do not reflect
the deduction of advisory fees, transaction charges, and other expenses,
which would reduce performance.

Certain data and other information in this research paper were supplied by
outside sources and are believed to be reliable as of the date presented.
However, Pyramis has not verified and cannot verify the accuracy of such
information. The information contained herein is subject to change without
notice. Pyramis does not provide legal or tax advice, and you are encouraged
to consult your own lawyer, accountant, or other advisor before making any
financial decision.

These materials contain statements that are “forward-looking statements,”
which are based upon certain assumptions of future events. Actual events
are difficult to predict and may differ from those assumed. There can be
no assurance that forward-looking statements will materialize or that actual
returns or results will not be materially different than those presented.

For Canadian Investors
For Canadian prospects only. Offered in each province of Canada by Fidelity
Investments Canada ULC in accordance with applicable securities laws.
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© 2013 FMR LLC. All rights reserved.
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Income trends point to the fact that the number of seniors living in poverty is going to increase in the coming years, especially for single women. The poverty rate for seniors is expected to climb as the number of Canadians reaching retirement age increases. Within 10 years more than 20% of the population will be older than 65 years of age.
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	Text14: passes: baby boomers will retire and Millennials will advance in their building of wealth. For some older Financial Advisor’s this transition will have no impact, as they too will retire and most likely pass along their business to somebody younger.  For younger advisors, this transition will most certainly have an impact.  Simply put, Millennials do not view wealth management in the same way as their parents, nor do they manage money and relationships with financial advisors in the same way.  There are a variety of reasons for this (some of which have been explored in previous chapters to this series), but the big point to make is that Millennial’s have very different expectations for what a Financial Advisor should be to them.  

In this chapter series I will explore some of the expectations Millennials have for how their money is managed.

According to Saleforce’s 2015 wealth management report, Millennials are among the most demanding generational group when it comes to modern technology and lower fee 
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	Text5: These workers must rely on other sources of retirement income, such as registered retirement savings plans (RRSPs), to fill this gap. Inadequate saving not only puts future retirees’ incomes at risk, but will also have negative long-term impacts on the economies of Ontario and Canada. Increasing savings today would mean higher incomes and increased spending by retirees that would help generate future economic growth and employment. This would help the Ontario economy better cope with population aging and could help reduce intergenerational transfers from future workers to retirees.

Factors Contributing to the Undersaving Problem

The retirement savings problem is rooted in several factors including low workplace pension coverage, low personal savings and longer lifespans. A more detailed discussion of these factors and the retirement savings problem can be found in Ontario’s Long-Term Report on the Economy (2014).
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	Text28: Retirement experts often recommend that workers aim to replace up to 70% of their income in retirement to maintain a similar living standard. Canada’s retirement benefit programs, namely Old Age Security (OAS) and the CPP, do not provide sufficient income replacement for those with middle incomes.

In addition, a significant portion of today’s workers are not saving enough to maintain their standard of living when they retire. Individuals with middle pre-retirement incomes face a potential retirement income gap due to the limited benefits provided by the CPP and OAS. 
	Text29: 
Deciding how and where to spend your tax refund is an annual moral debate!   To spend or to invest? As a financial advisor, my recommendation is to invest, and invest NOW.

A BMO survey shows that one third of Canadians do expect to receive a tax refund, this is slightly down from 34% in 2015 and 36% in 2014.

Many personal finance experts recommend reducing your tax deduction, so less tax is taken off your pay cheque.  Keep in mind, your annual tax return may be significantly less but you also won’t be lending your hard-earned money to the government at 0% interest for the year! 

A few ways Canadians use their tax money is paying down debt. Credit cards, lines of credit and personal loans, all carry hefty interest rates.  Others may take on home renovation projects.  How about taking a look at the advantages of INVESTING your tax refunds?  It’s never too late or too early to start planning for your retirement. 

The earlier and the more you invest will mean that your savings will have that much more time and potential for growth.   By starting early and staying invested, you may be able to take advantage of compound earnings.  

Compounding is when the money you earn from your investments is reinvested for the opportunity to earn even more.  “Make money on your money”   By investing in a retirement plan, you can benefit from the power of compounding with tax-deferral.   Your account grows faster because the money you would have paid taxes on each year, stays invested in your account and can earn additional money.  For a better understanding, let’s consider the following examples of what an early start can look like: 

1. If you invest $2,000 a year or a total of $20,000 from age 25 to 35, earning a 6% annual return, at age 65, you’ll have more than $200,000.
2. If you invest $2,000 a year from age 35 to 65 for a total of $60,000, earning the same 6% annual return, at age 65, you’ll have only $150,000.

As you can see, an early start would let you maximize the benefits of compound interest, even if you stopped saving after age 35. So by waiting just 10 years to get started, this could cost you more than $50,000 in investment returns!  Procrastination can be the difference between financial success and financial failure

In today’s generation, we are living longer than our predecessors which also means that living longer, you’ll require more money for your golden years.  Make sure to save enough money to ensure you live the way you’ve always lived!  Don’t expect to spend less on living expenses during your retirement, keeping in mind the cost of retirement living continues to increase as does the cost of healthcare, housing energy and groceries!  We can never underestimate the power of inflation!  So while your daily expenses remain the same, and most probably will increase, you should not expect the same for your income.   

Be mindful that every day and every dollar that goes un-invested, is another day closer to retirement and another dollar you won’t have in your retirement plan, so make time your ally.  Let time work to your advantage, beginning now. Protect your family. Plan for the future. Preserve your assets and prepare wisely for retirement. 
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	Text40: the majority of baby boomers still prefer in-person meetings.

Interestingly, Millennials prefer either in-person meetings or email with an advisor when making financial decisions.  Although Millennials are more accepting of technology in working with an advisor, they still favor in-person meetings above all else.  

Another interesting characteristic of Millennials is that they value transparency but are more adverse to the perception that someone is passing judgment on them.  Given current economic conditions, and how the Millennials have grown up in a system that promotes larger debt accumulation at a young age, Millennials often receive financial support from their parents into their 20s and 30s.  According to the SalesForce (2015) study, Millennials may withdraw from conversations about money if they feel inadequate about their financial situation.  This poses difficulty for advisors because establishing a strong investment plan requires transparency, but a plan can be hindered if facts about income, debt, and net worth are omitted from a conversation.  Moreover, Millennials, more than other generations, do not like to admit any knowledge gaps about how money should be handled. 
	Text49: with high fees over communication and will often search out “cheaper” means of investing.  This can include ‘do-it-yourself’ type investing or benchmark (passive) investing.  Unfortunately for this group, ‘do-it-yourself’ investors typically under perform higher fee, professionally managed money in the long-run.  

The bottom-line is that Millennials view investing and the client-advisor relationship much differently than previous generations.  This means they place value on different factors related to investing and the management of money.  From an advisor point-of-view, and the advisor-client relationship this can be extremely beneficial.  For example, encouraging ‘greater transparency’ between the client and advisor is beneficial to all generational groups, not just the Millennials.  Being open about fees and flexible about  the various means of communication strengthens the relationship between advisor and client.            

	Text6: expectations.  Technology is important in this context because it changes the lines of communication older advisors have with older clients.  For example, millennials are more likely to communicate with an advisor over text messaging, email, and even social media.    

Of course, the method of communication changes across all groups depending on the reason behind the communication.  For instance, when sharing documents, Millennials prefer email while
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	Text34: I recently heard someone use the phrase “70 is the new 50” and I thought if that is the case, we are in big trouble. Young workers are literally going to be spending decades in retirement. Their life expectancy is going to surpass their parents and grandparents by many years. Baby Boomers seem to be ignoring the science. Despite the fact that their retirements seem grossly underfunded, their confidence levels are increasing. 

The Employee Benefit Research Institute indicated in their 2015 “Retirement Confidence Survey” that “The percentage of workers confident about having enough money for a comfortable retirement, which were at record lows between 2009 and 2013, increased in 2014 and again in 2015.” When asked about the amount of real savings they had the response did not support their level of confidence. “A sizable percentage of workers (28%) say they have virtually no money in savings and investments…57 percent report that the total value of their household’s savings and investments… is less than $25,000.”

Many Financial Advisors advocate that people planning for retirement should strive for a retirement income of about 70% of what they lived on during their working years. There is widespread agreement that the wealthiest will be just fine in retirement and that the poorest will get just barely enough from government assistance to put food on their tables. The big question is “what will the fate of the middle class be?” 

Chris Roberts from the Canadian Labour Congress (CLC) says Canada is heading for a “retirement income crisis.” The CLC predicts such a crisis for the simple reason that the working middle class hasn’t been able to save anywhere near the amount of money necessary to achieve that magical 70% of pre-retirement income. Among this group, 32% have less than $1,000 in retirement savings. About 23% have more than $1,000 but less than one year’s savings. 15% have enough for one to 2.5 years, 13% have enough for 2.5 to 5 years, and only 18% have more than five years’ worth of savings. The sad fact is that only a very small minority of middle income Canadians without an employer pension plan have saved anywhere near enough for retirement.

It may once have been the Baby Boomer’s dream to leave an inheritance to their children or at the very least to run out at the same time their money did, but now unfortunately many Boomer’s will be seeking financial assistance from their children, who will have enough struggles of their own to deal with. 
The math is what it is and putting off the “retirement needs” discussion with your Financial Advisor is not going to help the matter. You may not get the news you were hoping for but at the very least you will understand what kind of retirement lifestyle you can expect.

	Text41: FROM PREVIOUS PLAGE
	Text44: CONTINUES ON FOLLOWING PAGE
	Text45: LIBOR
	Text50: FUND OF THE MONTH


