Investment
Insight

Balancing Risk and Return

There is an old saying in the investment industry: “Don’t confuse brains with a
bull market.” The inference, of course, is that it's easy to feel confident when
markets are rising. The challenges emerge when the markets change their
course, as they always do.

Buoyant equity markets can also give confidence for individuals to take greater risks. Often, stronger
markets help to drive new innovation, which can create further challenges in assessing risks as
expectations are largely driven by hope and uncertainty about the future. When rapid change leads
to quick profits, it can encourage risk-taking behaviour and create froth in the markets.

Today is no exception. In May, the cryptocurrency Dogecoin, a joke between two engineers named
after a Shiba Inu “doge meme,” became the fourth most valuable digital currency after gaining over
14,000 percent this year. It was much to the surprise of its cofounder, who reportedly created it in“a
few hours” and sold his holdings in 2015.2 Similarly, SPAC issuances have surged, prompting regulators
to issue warnings. SPACs sell shares with the objective of buying a private company and taking it
public. They are known as “blank cheque” companies for a reason: they have no operating business
and often no stated acquisition targets. With their rise, and increasing endorsements by celebrities,
investors have been warned not to be “lured into participating in a risky investment.”

It's easy to get caught up in the excitement — wed all like to ride the next superstar investment to
financial freedom. We may also feel that we aren't successful investors unless we are in the middle
of the action. But, too much enthusiasm for what appears to be a good opportunity can often prove
unsustainable; the warning signs sometimes only apparent to the astute.

Some of the most successful investors are able to ignore the noise when they make investment
decisions. They follow the specific rules established to control risk within a portfolio. While such an
approach will not produce the results that make overnight headlines, it provides a good litmus test to
avoid being carried away by the enthusiasm of the moment.

As we look ahead, we've needed greater endurance than other nations in the return to normalcy. With
strengthening commaodity prices, the reopening of some global markets and increasing inflationary
pressures, the investing landscape looks a lot different than just one year ago. Considerations of

risk, value, quality, diversification, tax and personal objectives continue to be as important today as
ever. The changing times are precisely when trusted advisors can provide thoughtful evaluation and
scrutiny in investment choices. And, for investors, remembering the elements of risk control — that
balance risk and return — can go a long way in helping to achieve our financial goals.

1. en.wikipedia.org/wiki/Doge_(meme); 2. markets.businessinsider.com/currencies/news/dogecoin-price-rally-eclipses-xrp-4th-
largest-crypto-doge-2021-5-1030391242; 3. sec.gov/oiea/investor-alerts-and-bulletins/celebrity-involvement-spacs-investor-alert
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A recent article in the Wall Street Journal
shared some fitting advice from endurance
athletes. It suggested that those who endure
adversity can emerge stronger and more
resilient in what is termed “post-traumatic
growth.” We have required a particular amount
of endurance in Canada. With the warm
weather, and increasing vaccination rates,
there is hope that we are emerging from the
worst of the pandemic, and perhaps stronger.
I hope that you will find time for some well-
deserved relaxation and fun this summer.

| also remain available to help family or
friends. Whether it is a fresh opinion on an
existing portfolio or advice relating to a new
situation, 1 am here to assist.
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Tax Planning: A Spousal Rollover May Not Always Make Sense

Having a surviving spouse may provide flexibility for capital property
or property held in a registered plan upon your death. This is
because the Income Tax Act permits the use of a spousal rollover!
Yet, there are reasons why it may not always make sense.

Under a spousal rollover, such property can be transferred to a surviving
spouse and any associated capital gains or registered plan income will be
deferred until the spouse disposes of, or is deemed to have disposed of,
those assets, or withdraws assets (in the case of a registered plan). Using
the spousal rollover has become a conventional and almost automatic
strategy for many estate plans.

However, in some cases, there may be reasons why it may not make
sense. Why? While deferring taxes is often beneficial, it can also result

in unintended consequences. Take, for example, a situation in which a
surviving spouse ends up with a very high income due to the rollover of
their deceased spouse’s Registered Retirement Income Fund (RRIF) to their
own RRIF. This increases their minimum annual withdrawal requirements.
With this higher income, the spouse is now subject to the Old Age Security
(0AS) clawback and a higher marginal rate of taxation.

Given a reduced OAS benefit and higher annual taxes, some forward
planning could potentially have reduced the overall lifetime tax-related
burden. It may have been better for the deceased spouse to have bled
down their RRIF in the years in which they had a lower marginal tax rate.
0r, it may have made sense for the RRIF to be partially converted to cash

upon death, with only a
portion transferred to the ,%
surviving spouse.

Electing to Not Use the | =

Spousal Rollover i

Be aware that an automatic k

rollover of capital property o

occurs, for tax purposes, upon the death of the first spouse. As such,

an election will need to be made to not use the spousal rollover on a

property-by-property basis. Here are some other situations in which

electing to not use the spousal rollover may make sense:

@ The deceased’s marginal tax rate is low on the date-of-death return.

@ The deceased has capital losses carried forward from previous years
that can be used to offset realized capital gains.

@ The deceased owns qualified small business corporation shares with
unrealized capital gains or an unused lifetime capital gains exemption.

@ The deceased has property with an accrued loss, which may be used
to offset accrued capital gains on other properties.

Having flexibility in tax planning by using, or not using, the spousal
rollover may have its benefits. Please seek the advice of a tax-planning
expert as you plan ahead for your particular situation.

1. For tax purposes, a person is generally deemed to have disposed of capital property at fair market
value immediately before death. Even though there may not have been an actual saﬁe, there may
be associated gains/losses realized for tax purposes. Also, unless a rollover is available, the fair
market value of a registered plan is included in the deceased's income in the year of death. A spousal
rollover is available where property is transferred to a surviving spouse/common-law partner.

Estate Planning: The Importance of End-of-Life Discussions

The ongoing pandemic reminds us of the importance of having
end-of-life planning discussions with loved ones.

Discussing end-of-life wishes is important, not only to provide comfort to
loved ones that the right decisions will be made, but also to help avoid
potential complications such as family disputes down the road. If you
haven't had these conversations with elderly parents or adult children,
here are three questions to start the dialogue:

Who do you wish to make decisions on your behalf if you are unable?
It is important to identify trusted individual(s) to make decisions the way
you wish and on your behalf before a situation arises. The person(s) should
be made aware of their role, as well as the preferences for your care.

In a medical crisis, what type of treatment do you want, or not want?
Some people may have strong feelings about different types of medical
treatment. Have you considered how invasive you want medical care to
be, such as being kept alive on a respirator, including a breathing machine
or ventilator? If you are in pain and can’t make clear decisions, are you
comfortable with high doses of painkillers? Your preferences may depend
on the amount of time that passes for treatment — if it is temporary, or
should the situation persist over the longer term.
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What are your preferences for quality of life and types of care? Quality
of life preferences can be very personal — some may be fine with having
help getting dressed or bathed, but not with being tube-fed to stay alive.
It may be important for individuals to live independently within their own
home. Others may be comfortable in assisted care, such as in a hospice or
palliative care facility.

Perhaps one of the more positive outcomes of the pandemic will be that it
helps to facilitate discussions between loved ones. Having a conversation
is the first step. Documenting these wishes as part of a broader estate plan
is also important. If you are looking for resources to help support these
difficult conversations, please call.

The Economist Magazine: End-of-Life Survey
Reasons for Not Having End-of-Life Wishes Documented

Haven't gotten around to it 49%

Never considered it

Worried it might change your mind
about what you want

Don't think it would be useful

Source: Kaiser Family Foundation, 2017. “Other” reasons represent the remaining 15%.
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Federal Budget 2021: How It May Affect You

In April, the federal government released its first federal budget
in two years. Here are some of the ways it may affect you.”

Perhaps most notably, the federal government expects to continue
its significant spending — over $101 billion for the next three years —
to support strong economic recovery in the fight against Covid-19. It
extended various emergency benefits, resulting in a record deficit and
significantly higher projected debt for the foreseeable future.

Some would argue that the excessive spending has Canada wading into
“Modern Monetary Theory” (MMT) waters. MMT suggests that federal
government spending shouldn't be constrained by its revenues, which
are largely created through taxation. It suggests that countries that issue
their own fiat currency should determine what their requirements are and
spend accordingly, not worrying about running larger deficits as long as
inflation is under control. Given the pledged spending, it may seem as if
(anada is embracing this new way of economic thinking. And we're not
the only ones. Many governments have followed suit, with an estimated
US$12 trillion spent globally in just the first 8 months of the pandemic.!

While the future economic consequences are yet to be seen, the injection
of significant liquidity into the economy appears to be having inflationary
effects. We see increasing commodity prices (lumber prices have tripled
this year!) and steepening grocery bills, as just some examples.

Beyond the spending spree, the budget had no changes to personal or
corporate income tax rates. Here are four ways you may be impacted:

For Seniors: Extending Benefits — Seniors who are 75 years or older as

of June, 2022 will receive a one-time 0ld Age Security (OAS) payment of
$500 by this August. For this cohort, monthly OAS payments will increase
by 10 percent beginning in July, 2022. If you aren't in need of these funds,
consider investing them. If you haven't maxed out contributions, a Tax-Free
Savings Account is a great way to potentially grow funds on a tax-free basis.

For Investors: Potential
Opportunities? — The federal
government has pledged
$8.8 billion over five years to
support a greener future. Of
particular note, the budget
indicated the objective of
raising $5 billion by issuing
green bonds. Proceeds will be used to finance green projects, including
infrastructure, cleantech and nature conservation. According to the budget,
the presence of government-backed bonds may support more mature
investors who are “looking for a green portfolio but also need to manage
their investment risk.”?

\\\\\\“\\\\\\\\\\‘\<

For High-Net-Worth Spenders: A Luxury Tax — If youTe considering the
purchase of a luxury vehicle in the near future, you may want to do so by
December 31, 2021. As of January 1, 2022, sales of cars and personal aircraft
with a retail price of over $100,000, as well as boats priced over $250,000,
will incur a new tax. It will be calculated at the lesser of 20 percent of the
value above those thresholds, or 10 percent of the full value of the vehicle.

For Business Owners: Accounting for Capital Assets — If you operate

a (anadian-controlled private corporation, the business will now be able
to purchase up to $1.5 million of certain capital assets and fully expense
these in the year they become available for use. This includes eligible
assets purchased on or after April 19, 2021 and before 2024. There may be
tax benefits achieved by immediately expensing certain assets; however,
please consult a tax professional as it relates to your particular situation.

For greater detail on all of the initiatives proposed, see the Government of
Canada website: budget.gc.ca/2021/home-accueil-en.html
1. theglobeandmail.com/business/article-whatever-we-may-think-of-modern-monetary-theory-its-

day-in-the-sun-has/; 2. Budget 2021: A Recovery Plan for Jobs, Growth and Resilience, Government
of Canada, page 166. “At the time of writing, the budget proposals had not been passed into law.

The Profound Impact of Time on Investing

“Greatness is not in where we stand, but in what
direction we are moving. We must sail sometimes with
the wind, and sometimes against it — but sail we must,
and not drift, nor lie at anchor.” — Oliver Wendell Holmes

Procrastination can be one of our greatest enemies in the quest for wealth
creation and, ironically, it's one that is within our power to defeat. If you
have (grand)children learning about finances, the accompanying chart
may be a worthwhile share. It shows the impact that starting early can
have in building wealth down the road.

How about you? Do you have funds sitting idle that can be put to work
for your future? The latest data shows that the average unused Tax-Free
Savings Account (TFSA) cumulative contribution room is around $34,000
per person. At last count, total Canadian cumulative unused Registered
Retirement Savings Plan (RRSP) room was in excess of one trillion dollars!
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Does any of this unused contribution room belong to you? You can check
your available contribution room on your Canada Revenue Agency online
account, “My Account,” under “RRSP and TFSA” details.”

The best investment opportunity is valueless unless we actually make use

of it. Put time on your side and keep your money working for you.

*CRA data may not be fully updated depending on what time of the year it is accessed.
1. At 12/31/18. financialpost.com/personal-finance/taxes/new-data-from-cra-shows-canadians-have-
nearly-300-billion-reasons-to-love-their-tfsas; 2. Statistics Canada, CANSIM Table 111-0040, 2018.

How Much Could You Have By Age 85? The Impact of Investing a
Lump Sum of $55,000 at Various Ages

Compounded at annual rate of return of 5.5%.
Assumes no taxes or inflation. Illustrative only.

$611,961

9358,260 $209,737

Starting at
Age 60

Starting at
Age 50

Starting at
Age 30

Starting at
Age 40
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Doing Good: Why ESG May Be the Future

In recent times, there has been a pivot by governments, policymakers and business
leaders in supporting environmental, social and governance (ESG) movements.

Environmental and social change appears to be the new focus on many global agendas. This past spring,
the U.S. vowed to cut greenhouse gas emissions by up to 52 percent by 2030." U.S. President Biden has also
pledged almost $2 trillion to an infrastructure plan that focuses on shifting to greener energy, with another
$1.8 trillion proposed to support social improvements for American families.? Similarly, Canada has pledged
a significant cut in carbon emissions. Even China, seen as a global offender, has stated its commitment to
“protect the environment and deliver social justice in the course of green transition.”

Similar to this prioritization by global leaders,
the investing world is pushing ahead by
increasing the support and transparency for
prioritizing ESG factors in investing. Have
you considered integrating ESG factors into
your own investing? There may be varying
motivations.®> Here are three:

Responsible investing is the approach of using ESG
factors as considerations within the investment process:

Environmental — How companies act as environmental
stewards, including climate change and greenhouse gas
emissions management, water, forest, and resource
management and pollution management.

Social — How companies treat employees, customers
and communities, including labour standards, human
rights and health and safety practices.

Incorporating personal values. Some
investors want their investments to reflect
their personal values. Millennials are

leading this charge, with around 90 percent
suggesting that tailoring their investments to
their values is a key priority.®

Governance — How companies govern themselves,
including business ethics practices, diversity and
executive compensation.
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Making a positive impact. Some investors wish to support companies making positive changes for a
sustainable future. With increased transparency, there has been improved reporting and accountability by
businesses and business leaders. By voting with their wallets, investors can hold companies accountable in
generating a positive social or environmental impact alongside a financial return.

Enhancing longer-term performance. A relatively long-held view was that investors who prioritized ESG
factors often sacrificed greater returns; however, newer studies suggest that the reverse often holds true.s
Correlations exist between strong ESG practices and company performance. In fact, integrating ESG factors
in a business’ operations not only contributes to the greater good, but has been shown to provide a more
comprehensive view of potential risks and opportunities which can enhance longer-term performance.
With the pivot by policymakers and global leaders to support ESG practices, it is expected that there will be
continued momentum within this space.

Finding Your Motivation

Whatever your ESG priorities, | am here to assist. At BMO, we have a significant amount of resources
dedicated to ESG investing. We see continued support for ESG awareness not only from policymakers, but
also from corporations and consumers. As such, ESG remains a focus for the future. The beneficiaries will

include not only the planet and its inhabitants, but also those who invest wisely along the way.
1. cnbe.com/2021/04/22/biden-pledges-to-slash-greenhouse-gas-emissions-in-half-by-2030.html; 2. cnn.com/2021/03/31/politics/infrastructure-proposal-biden-

explainer/index.html; 3. bnnbloomberg.ca/trudeau-pledges-to-cut-emissions-by-40-to-45-per-cent-by-2030-1.1593797; 4. Chinese President Xi Jinping, “For Man and

Nature: Building a Community of Life Together,” April 22, 2021. U.S. President Joe Biden’s Leaders Summit on Climate; 5. These motivating factors are not mutually
exclusive; msci.com/visualizing-investment-data/esg-investing-finding-your-motivation; 6. tiaa.org/public/pdf/ri_delivering_competitive_performance.pdf; forbes.
com/just-companies/#2ea3f1c82bf0; Gunnar Friede, Busch & Bassen, “ESG and financial performance”, Journal of Sustainable Finance & Investment, 2015.
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through BMO Nesbitt Burns Inc. BMO Bank of Montreal are Members of CDIC. ® Registered trademark of Bank of Montreal, used under license.

This publication is for informational purposes only and is not and should not be construed as professional advice to any individual. Individuals should contact their BMO representative for professional advice regarding their
personal circumstances and/or financial position. This newsletter was produced by ). Hirasawa & Associates, an independent third party for the individual Investment Advisor noted. The calculation of performance data set
forth herein has been prepared by the author as of the date hereof and is subject to change without notice. The author makes every effort to ensure that the contents have been compiled or derived from sources believed to
be reliable and contain information and opinions, which are accurate and complete. The information contained in this publication is based on material believed to be reliable at the time of publication, but BMO Private Wealth
cannot guarantee the information is accurate or complete. Opinions, estimates and projections contained herein are those of the author as of the date hereof and are subject to change without notice and may not reflect
those of BMO Private Wealth. Individuals should contact their BMO representative for professional advice regarding their personal circumstances and/or financial position. Please note that past performance is not necessarily
an indicator of future performance. All rights are reserved. No part of this publication may be reproduced in any form, or referred to in any other publication, without the express written permission of BMO Private Wealth. BMO
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