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Four Corners is an informative newsletter addressing issues in accounting and tax, financial planning,
law, and real estate. This newsletter is distributed to our valued existing and prospective clients. We
welcome comments and will try to use your ideas in future issues. Information is general and should not
be acted upon without professional advice. Information is current to July 2002.
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Judy Schenk has been a
licensed realtor for over
25 years and affiliated
with Re/Max since 1986.
She enjoys leading
clients to the perfect
house. You will be able
to contact her at
(905)333-3500.

Strong HousingStrong HousingStrong HousingStrong HousingStrong Housing
Market PredictedMarket PredictedMarket PredictedMarket PredictedMarket Predicted
by Judy Schenk

In a recent study, Clayton Re-
search Associates, urban and real
estate economists, predicted a
strong housing market for the
next 10 years.

According to the study, de-
mand for all types of housing in
Canada is set to surge ahead over
the coming decade leading to ro-
bust activity, rising prices and a
stable investment climate.

Several factors support growth
in housing market potential, in-
cluding demographics, income
growth, population growth, and
expanded demand for home own-
ership.

The number of households in
Canada is expected to expand by
over 1.5 mill ion in the next 10
years. (Of these 350,000 new
renter households are forecast to
emerge.)

Baby Boomer Boom
Most significantly, in the next 10
years baby boomers, born be-
tween 1946-1966, wil l be moving
into prime ownership years.

According to Clayton Re-
search, households headed by

persons 45-64 own the highest
value houses (about 10% above
the average value). This is the
group that is growing the fastest
in the coming decade.

Using figures from the Statis-
tics Canadas census, we know
persons over 45 are about 15%
more likely to own a home than
those 35-45 years of age. Many
boomers are making this transi-
tion over the next decade. This
will prove a significant boost to
ownership housing demands.

Boomers are moving into very
secure years and their housing
choices reflect this move. Also in
the next 10 years baby boomers
are set to inherit considerable
wealth from their more senior
generation.

Starter Homes
First time buyers wil l  also be
fuelled by growth demand in the
20-35 age group. Evidence sug-
gests that the strength of the
overall market is highly depend-
ant on the price performance of
starter homes. First timers must
have confidence in future per-

formance of their starter house to
initially enter the housing market.
The actual performance of that
home will ultimately determine
their abil ity to move up to a larger
home later in l ife.

Strong immigration in the next
10 years (Statistics Canada an-
ticipates a net of 1.6 mill ion new
Canadians) wil l continue to make
up the demand for the key com-
ponent of the Canadian popula-
tion that otherwise is showing
weaker growth—the household
age group between 35-45. Evi-
dence shows that the “New Ca-
nadian”  purchases a home within
the first f ive years.

Housing demands wil l also get
a boost from simple desire for
home ownership. This is the re-
sult of demographics (population
ageing into higher ownership
years) but also due to the ex-
pected gains in income, contin-
ued shortage of rental accommo-
dation, and reasonable ownership
costs in relation to rents.

A healthy economy will sup-
port a strong housing market.
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David A. van
der Woerd is a
barrister and
solicitor at the
firm of Ross &
McBride
practising in
Estate,
Corporate,
Commercial,
and Real

Estate. Mr. van der Woerd was
appointed Deputy Small Claims
Court Judge in Hamilton in 1994 and
has been on the wills and estates
section of the Hamilton Law
Association. He is also a registered
trademark agent.

So, You Want toSo, You Want toSo, You Want toSo, You Want toSo, You Want to
Use a Will Kit?Use a Will Kit?Use a Will Kit?Use a Will Kit?Use a Will Kit?
by David van der Woerd

Will kits and do-it-yourself packages
have fed the perception that a wil l is
a simple document. Our l iabil ity in-
surance carrier knows differently.

Will and estate planning is an area
of the law that is exploding and the
transfer of wealth that wil l occur as
the baby boomer population in this
country turns over in the next 40
years wil l be staggering. As in most
things in l ife, wil ls and estate plan-
ning is becoming more complicated.

Take, for example,  giving to char-
ity in your wil l. For many people, this
is a common end goal for their wealth.
It is always heartening to see how
many people give money to charita-
ble causes.

 In l ight of changes to the Income
Tax Act, that have raised giving l im-

its, when coupled with philanthropic
motivation, one would think this
should be an easy task. Think again.

Philanthropy is a common reason
for people to leave money to charity.
However, an equally compelling rea-
son may be the tax planning benefits
that your estate wil l enjoy when the
gift is made. Many people are con-
vinced of the merit of giving to char-
ity when they learn that the tax re-
ceipt that the gift generates can off-
set a tax burden that the estate would
otherwise have to bear. If this is the
reason your estate is making that
gi f t, but your wi l l  is improperly
drafted, the deduction could be de-
nied, and your beneficiaries will lose.

Canada Customs and Revenue
Agency (CCRA) has denied gifts by
will when the residue of an estate
was to be divided among such regis-
tered charities as chosen by the trus-
tees. CCRA denied the deduction
because the “name of the charity and
the amount of the gift”  were not
clearly stated in the wil l. This is re-
enforced in an information bulletin, a
nonbinding interpretation of the law
by CCRA, where they state that where
the size of a residual or equitable
interest at the time of the donation
cannot reasonably be determined, such
as when the trustee has a right to
encroach on the capital of the trust, no
deduction or tax credit in respect of the
donation will be allowed.

This hard-line stance by CCRA
seemed to coll ide directly with the
initiatives to encourage greater phi-
lanthropy, through the increasing of
the giving l imits. The lawyers in On-
tario commenced an onslaught to
have the CCRA position corrected.

You will be happy to know the CCRA
has listened. Here's what happened.

CCRA was bombarded by opposi-
tion to its position. As the gravity of
the repercussions became apparent,
CCRA began to budge. In a letter
dated March 8, 2001, they explained
that if a wil l stipulates a specific
amount that is to be gifted to charity
and lists charities that the trustees
can choose from, the donation wil l
qualify for deduction, if the executor
acts reasonably, in accordance with
the wil l, and the charity is a qualif ied
donee.

This position left too much room
for discretion. Members of the bar
pressed CCRA further. CCRA was
asked to make deductions available
for those persons who did not name
the charities in their wil ls and left this
up to the trustees to decide.

On April 11, 2002 CCRA acqui-
esced with an Information Circular
which said that they expected that in
the majority of cases the testator
would have identif ied specific chari-
ties. When this occurred, there was
no concern of a denial of the deduc-
tion. However, even when the chari-
ties were not named, they said “ it is
now our view that this, in i tself,
would not necessarily preclude the
donation from otherwise qualifying
as a gift by wil l” .

The law is a fluid thing. For most
people a will governs where a lifetime
of earning and savings wil l go. Why
one would cut corners in preparing a
will that could fritter away a l ifetime
of work is hard to understand. Pro-
tect your investments, by planning
properly so that you and your benefi-
ciaries wil l reap maximum benefit.
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I nvest with Confidence
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Andrew van
der Woerd,
Certified
Financial
Planner, is
an independ-
ent agent of
investment
products
(including
stocks,
bonds, mutual funds, GICs and term
deposits) and life and disability
insurance.

by Andrew van der Woerd

Leveraging is an exciting financial
concept which, when executed suc-
cessfully, can substantially acceler-
ate the growth rate of an investment.
Conversely, leveraging strategies can
also backfire, resulting in accentu-
ated and accelerated losses.

Leveraging, simply put, involves
borrowing money to make an invest-
ment. Such a strategy enables small
pools of capital to control larger pools
of capital, thereby exposing the in-
vestor to correspondingly larger value
swings, both up and down.

Consider the example of a $100,000
investment purchased with only a
10% down payment ($10,000). If
the investment value thereafter expe-
riences net growth of 5% or $5,000,
the original net worth is increased by
50%! [($5,000 + $10,000)/$10,000].
Conversely, i f  the value of  the
$100,000 investment drops by only
10%, the down payment would be
completely lost!

Many sel f -described “ risk-ad-
verse”  investors have (unwittingly)
generated substantial net worth by
inadvertently using this strategy.
They’ ve done this by purchasing a
home using mostly borrowed money.
Beyond the purchase of a principle
residence, individuals can dramati-
cally enhance their net worth by suc-
cessfully leveraging into other forms

of investments such as business own-
ership, rental property, or financial
investments.

Leveraging strategies by defini-
tion entail assumption of greater in-
vestment risk. The following repre-
sent some of the unique risks associ-
ated with leveraging:  the underlining
investment may drop in value; rising
interest rates may make it diff icult to
cover the borrowing costs; unex-
pected cash flow disruptions could
force the investor to abandon the
program at an inopportune time; the
lending institution, in an effort to
protect their exposure, could force
an investor to sell at a loss to pay
down debt.

At best, some of these risks can be
managed. Investors should be mind-
ful of the following guidelines before
entering a levered investment: l imit
borrowing to no more than 30% of
net worth, ensure that cash f low
needed to support the program is
both sufficient and stable, diversify
the investments to protect against all
known risks, structure the right kind
of loan to avoid unexpected/unwanted
surprises, and invest for the long
term to reduce the chance of short
term disappointments.

To be successful, leveraging must
be applied to situations where the net
after-tax returns exceed the net af-
ter-tax cost of borrowing. Fortu-

nately the current tax laws reward
risk takers by allowing interest ex-
penses associated with leveraging to
be tax-deductible (consult your tax
professional beforehand!). This rul-
ing reduces the required investment
rate of return to break even.

The most suitable investments are
those that generate tax efficient re-
turns (i.e. capital gains). Usually such
investments entail greater investment
volati l i ty. Interestingly, several in-
vestment firms recently created in-
vestment products whose returns
mimic the returns of very conserva-
tive investments while being taxed as
capital gains. Therefore it is now
easier to temper investment volati l i ty
without sacrif icing tax efficiency.

Leveraging is definitely not appro-
priate for every investor and extreme
caution should be applied before en-
tering such an arrangement. Never-
theless it can be particularly suitable
for individuals who have a higher risk
tolerance, are exposed to the higher
marginal income tax-brackets, have
low debts, have high positive cash
flow, and have low chance for in-
come disruption.

Leveraging:Leveraging:Leveraging:Leveraging:Leveraging:
a potent investment strategy
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Incorporate?Incorporate?Incorporate?Incorporate?Incorporate?
by Dave den Boer

As a chartered accountant, one of the
questions I am asked by my clients
and potential clients is, “Should I
incorporate my business?”  For those
businesses that are profitable or those
who are just starting, the following
are some of the advantages of incor-
porating.

Financing
A corporation potentially has a greater
source of capital available. Due to the
limited l iabil ity of a corporation, in-
vestors are more comfortable invest-
ing in the shares of a company as
opposed to loaning funds to an unin-
corporated business where personal
liability can reach beyond the original
investment. Large amounts of capital
can be solicited without affecting the
control of the company by offering
shares to the general public.

Financial institutions usually re-
quire an equity position in the busi-
ness prior to approving a loan. Issu-
ing shares to the lender makes this
process easier.

Some government grants and pro-
grams are only available to incorpo-
rated businesses.

Limited Liability
A corporation is a different entity and
separate from its shareholders. It is
the corporation that operates the busi-
ness, owns the assets and assumes
the liabil ities, not the individuals. A
shareholder’ s l iabil ity to the credi-
tors is l imited to the amount of his
investment in the corporation. If a
business opportunity involves risk, it
is recommended that the business be
incorporated to protect any personal
assets from company creditors and
any potential lawsuits. However, any
personal guarantees given by share-
holders on behalf of the company to

creditors wil l eliminate the protec-
tion of personal assets.

As well, shareholders, officers and
directors have certain statutory obli-
gation such as ensuring the company
does not default in sales tax and
payroll remittances.

Number of Owners
Corporations can potentially have an
unlimited number of owners. With a
corporation it is easier to transfer
ownership in the business through
the sale of shares. Also, shareholders
are only l iable to the extent of their
share of ownership: they are not l i-
able for the other shareholders’  per-
sonal debt or to their creditors which
may be the case in a partnership.

Prestige
There is a certain amount of prestige
in carrying on business as a corpora-
tion. A business may be able to at-
tract larger customers or clients as a
corporation than as a proprietorship
or partnership.

Perpetual Existence
Proprietorships and partnerships
cease to exist upon the death of a
partner or proprietor. This can result
in business problems. A corporation
has a continual l i fe in spite of the
death or removal of a shareholder or
director.

Income Taxes
Reducing or deferring income taxes
is generally the biggest reason as to
why businesses incorporate. Some
of the major tax benefits include:
• The first $200,000 of net income
for small business corporations is
taxed at 20% while the lowest per-
sonal marginal tax rate is 22% and
increases to 43% for income above
$63,500, whi l e i ncome above
$100,000 is taxed at 46%.
•  Income splitting and estate plan-
ning are much easier to implement
through a corporation.
• The option of receiving income in
the form of salary or dividends or a
combination thereof can be benefi-
cial.

• Year-ends can be set to coincide
with the business cycle rather than
using the calendar year. This can
result in tax deferrals.
• A  capi tal  gains exemption of
$500,000 exists on the sale of shares
of a qualif ied small business corpora-
tion.

Other Considerations
The corporate tax rate for the small
business owner provides a deferral
rather than a true tax saving. This is
because any corporate earnings not
paid as salaries or dividends are usu-
ally eventually paid out to the share-
holders. The company cannot have
excess cash or investments of more
than 10% of total assets or it could
lose its status as a small business
corporation and the advantages of
the lower tax rates.

There are costs for the initial in-
corporation as well as annual ongo-
ing costs. The legal fees for incorpo-
rating a new business are approxi-
mately $1,500. The legal and ac-
counting costs for incorporating an
existing business could range from
$2,500 to $5,000. There are more tax
reporting and legal requirements for
a company so additional annual pro-
fessional fees of $500 to $1,000 can
be expected.

These are just some of the consid-
erations of being incorporated. There
are many others. Before you incor-
porate, you should seek professional
advice.

Dave den
Boer is a
chartered
accountant
who has been
operating his
own
accounting
office since
1994. He
enjoys
providing personal tax, accounting,
and consulting service to small
businesses and charities.


