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PROTECTING YOUR PEACE OF MIND

By Sandra Erb

In today’s fast-paced and ever-
changing financial environ-
ment, it’s easy to become over-
whelmed with the vast amount
of choice available.

There’s no magic formula to
create the right kind of finan-
cial plan that covers your in-
vestment, retitement and es-
tate planning, and asset protec-
tion needs. So it’s relatively
easy to find yourself lost in the
thickets of vatious kinds of
insurance (life, disability, criti-
cal illness, healthcare, and so

on).

In fact, many of our insurance
assessments have revealed that
our clients have 700 much insur-
ance, or the wrong kind of in-
surance, not too little! In other
words, their financial plan is
not working effectively — and
they’re not using their protec-
tion dollar most efficiently. We
find this most often in the area
of healthcare, especially in pro-
tecting against the financial
effects of serious unforeseen
illnesses.

At Croft Financial Group, we
try to ensure that your overall
health insurance meshes seam-
lessly and effectively with your
needs and objectives. A key
part of this is to assess your
ability to bridge the financial
gap between the onset or diag-
nosis of a critical illness and
your recovery from it. This is a
concept that is new to many
people, and one that is often
ignored in the financial plan-

ning process.

The fact is that with modern
medical breakthroughs in diag-
nosis, treatment, and patient
care, most people today have a
much better chance of sutviv-
ing, controlling, and recover-
ing from serious illnesses.
However, most life, health,
and disability insurance plans
do not cover the income lost
during the treatment and re-
covery period, which may last
several months or even years.

During your recovery period,
however, your income may be
cut or reduced, or you may
have to change cateers. In ad-
dition to your regular ex-
penses, you may have to pay
out-of-pocket for ongoing
medical and convalescent ex-
penses. As a result you may be
faced with a higher financial
burden.

Given your current circum-
stances, would you be able to
cover expenses like these, if
your critical illness cut your
income in half?

¢ Mortgage, tax, and utility
costs

e Condominium fees and
charges

¢ Cottage tax and mortgage
costs

e Automobile loan or lease

payments
e Line of credit payments

e Home renovations if needed

for disability purposes

¢ Voluntary pension plan con-
tributions

e Ongoing childcare expenses

¢ Tuition and living expenses
for dependent children away

at school

e Private home care and nurs-
ing
e Medical care not covered by
your provincial health plan
ot your private healthcare
plan (for example, treatment
or therapy abroad)
Using your retitement savings
to fund such emergency ex-
penses is not a good option.
Most people who do so never
rebuild their retirement plan.
Others have had to sell invest-
ments and other valuable as-
sets — including their homes —
to cover income lost during a
critical illness.

Critical illness insurance
can cover all those ex-
penses...and much more!

It’s designed to insulate you
from just such financial risks,
and the proceeds are paid in a
lump sum, usually 30 days af-
ter you’ve been diagnosed with
a covered illness. The benefit
is not income dependent, and
there are no restrictions on
how you use it. Depending on
the policy, your premiums also
may be refundable if you stay
healthy during the term of the
policy.

Your peace of mind is impor-
tant. For a complete insurance
assessment, and to discuss
how critical illness insurance
can fit into your overall finan-
cial plan, give us a call today.m

Sandra Erb
Insurance Specialist
President,

Erb Financial Services Inc.

Looking for a little
peace of mind?
Contact us today
for a critical iliness insurance
planning consultation.

Robyn Thompson
Direct Line:
905-695-2320
E-mail:
rthompson@croftgroup.com
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SUNSET AT THE FAMILY COTTAGE

By Alan Direnfeld, 1.1..B.

My parents bought the
cottage in 1956. Dad passed
away a few years ago, and
the cottage passed into my
Mother’s name alone. I still
have fond memories of
vacations with my two
brothers at that cottage
every summer. Now, over 50
years later, members of the
family still use it all summer
long.

We are a family with close
ties to one another. My older
brother moved to the US,
and so for a number of years
the three bedrooms at the
cottage were divided
between my mother, my
younger brother and his
wife, and me and my wife.
Every nuclear family unit
had a room to call their own.
We happily shared all the
common areas, all the time.

A few years ago, my wife
and I decided to grow our
family, and so our room
became a little tight for us.
We found a cottage down
the street from Mom’s,
bought it and still enjoy the
summer with our extended
family.

Now Mom is in her 80s and
is trying to decide how best
to divide up her estate so
that the cottage can still be
enjoyed by those who want
it. For now, she wants to
retain ownership, but she
wants to update her will and

has come to her children to
see how they feel about the
matter. There were a few
things to consider.

The original purchase price
was about $7,000, but since
that time, a great deal of
money has been spent on
the cottage to build the
extension, drill the well,
install a septic system and
then later remove the well
and septic to hook up to
town water and sewers as
soon as these services
became available. Then
there was the new deck,
gravelling the driveway, the
new roof, and all the
maintenance and
improvements that take
place with any property
over 50 years.

From a simple tax
perspective, the deemed
disposition on Mother’s
death will trigger an
obligation to calculate and
pay capital gains taxes
chargeable against the
growth in the value of the
cottage after taking into
account any capital
expenditures made. Of
course there are some key
dates for coming to terms
with the actual taxable
capital gains. These include
the base year of 1972 for
valuations, the elimination
of the right of spouses to
each own a separate
principal residence after
1981, and the 1994

elimination of the
$100,000 capital gains
exemption on real estate.

But these are matters
upon which Mother’s
accountant should advise.
In the meantime, Mother
and children should be
gathering up all of the old
contracts and receipts that
may justify an increase in
the cost base of the
cottage, the base from
which the growth in the
value will be measured.

Transplant yourself into
this situation. For many of
us with long-held family
cottages, the situation will
be similar, if not identical
to what I’ve just described
as my own experience. At
this time, your family
simply has to face the fact
that capital gains taxes of
some amount will be
payable. The impact of the
taxes, relative to the
overall value of the estate
and the form in which
such value is held may
determine whether or not
the cottage can even stay
in the family following
Mothet’s death.

If there is not enough
money in the estate to pay
the tax, then the cottage
may have to be sold to
cover the liability. The tax
must be paid. The estate
can borrow the money to
pay the tax and even
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secure the debt on the
cottage, but the family would
have to agree to carry the
debt if the cottage were to be
kept under these
circumstances.

Had the family thought about
it earlier, the taxes that
everyone knew would
inevitably become payable
could have been funded by
life insurance on Mother’s
life. Another strategy might
have involved triggering the
capital gains years earlier,

when the value of the
cottage was much lower and
the tax more easily afforded.
This is often done by
transferring the cottage into
a trust for the benefit of the
next generation. While some
capital gains would have
been triggered at the time of
the transfer into the trust, tax
on the post-transfer growth
could have been deferred
decades into the future.

For some, creating a trust
arrangement may be too

complex and might raise
a variety of other issues
and costs with the
passage of time. A
similar strategy involves
the sale of the cottage at
fair market value to the
next generation, with
payment terms that
accommodate the
immediacy of the capital
gains tax payment.
However, that
arrangement may leave
the property exposed to

Continued on Page 8

Introducing the new
Croft Tax-Free

Savings Account

Tax-free investment growth.

With the new Croft Tax-Free Savings
Account (TFSA), your investments grow
tax-free inside the plan. That's right. No
tax at all on interest, dividends, or capital
gains.

It's your money. Use it whenever you
need it. With no penalties or taxes.

You can withdraw funds from the Croft
TFSA at any time for any purpose
completely tax-free. Withdrawals have no
impact on your marginal tax rate.

Other programs not affected.

Contributions, investment returns, and
withdrawals from your Croft TFSA do not
affect your eligibility for federal income-
tested benefits and credits, such as the
Child Tax Benefit or the GST Credit.

Lifetime flexibility.

You can contribute as much as $5,000
a year to your Croft TFSA. And if you
miss a contribution, don’t worry! You
can carry unused contribution room on
to future years.

Diversified portfolios.
Expert management.

R.N. Croft Financial Group Inc. offers a
wide range of asset classes and
managed portfolios to suit every
investment objective: Safety, income,
growth, or a diversified mix of all
three.

It's easy to open a Croft TFSA!

Call your Croft Financial Advisor today
for more information on setting up a
Croft Tax-Free Savings Account.

Strategies for using the Croft TFSA

A flexible post-retirement tax shelter.

A supplement to Registered Education Savings Plans.
A vehicle for expanding tax-free investment beyond current RRSP limit.
A source of tax-free funds for medical care or to accumulate funds for children or

grandchildren.

Income-splitting without investment attribution.
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claims by a child’s creditors
of spouse.

The fact is that if there were
an easy solution that worked
for everyone, everyone
would do it. Sometimes the
reluctance to undertake any
of the possible strategies is
an aversion to complicating
the family’s life and a sincere
effort not to introduce
changes that can upset the
delicate balance between a
family that is functional and
one that becomes
dysfunctional.

For most families, the
cottage is usually best held in
the Mother’s name until her
passing or just prior to her
passing, in order to avoid
probate fees. A last minute
transfer into a joint tenancy
accompanied by a trust
acknowledgment can address
the issue of probate fees.

In my own family’s case,
Mother’s will simply
provides for an option to the
brother still using the cottage
to have it appraised and for

the cottage thereafter to
be included in his third of
Mother’s estate should he
choose to exercise the
option. If the estate is not
large enough to
accommodate the value of
the cottage in his one-
third share, he will simply
have to pay the estate for
the difference if he still
chooses to take title to the
cottage. The estate will
pay the capital gains taxes
generated by the deemed
disposition of the cottage
and indeed all of Mothet’s
capital property on her
death. In the end, all of
the brothers will benefit
equally from the estate.

We still love to sit on the
deck together watching
the sunset, knowing that
the plan is simple and that
the brothers all benefit
appropriately. Mother is at
peace with herself and her
children, and the children
are at peace with each
other.m
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MUCH MORE
ON THE WEB!

Tips, hints, and a
wealth of ideas on
financial planning at
our website:
www.croftgroup.com

A FULL MENU OF CUSTOM PORTFOLIOS FROM R.N. CROFT FINANCIAL GROUP INC.
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Portfolio Index Evolution

Market

MarketMatch Portfolios
Long-term asset allocation
models designed to track
the performance of
benchmark Real World
Indexes.

Portfolio Index Evolution
A unique portfolio service, giving
you access to a wide variety of
diversified, tax-efficient, index-
based strategies

Active Management Model Core Portfolios
Portfolio Program Discretionary asset
Custom portfolios built from  management utilizing both
a selection of actively strategic and tactical asset
managed funds. allocation within a tax-
efficient framework.

Funds, portfolio programs, and model portfolios are offered through R.N. Croft Financial Group by Offering Memorandum
and require completion of a detailed questionnaire and a Managed Investment Account Agreement.
For more information, speak to your financial advisor, call us, or visit our website: www.croftgroup.com





