
The first quarter of 2021 perpetuated the theme 
of vaccinations being the trigger for economies 
re-opening around the world.  As I wrote this 
article, Disneyland said they would reopen the park 
beginning April 30, 2021, providing more optimism 
that the worst of the COVID-19 pandemic is over, and 
that we can begin to get back to the “normal” we 
enjoyed prior to March of 2020.  The markets have 
continued to run higher, doubtless fueled by this 
optimism; when the slightest cracks start to appear 
in the data, the governments continue to be there 
to support the economy.  This was seen when the 
US announced one of its largest stimulus packag-
es in history, amounting to $1.9 Trillion via its new 
Democratic leadership.

Within our portfolios we continued to make some 
changes over the first quarter, adding more posi-
tions correlating with the reopening theme on the 
equity side, as well as changing one of the alter-
native position allocations.  In the Alternative asset 
class, we exited the Dynamic Alpha Performance Fund and, depending 
on the portfolio, we moved a portion to either the Forge First Conserva-
tive fund or the Forge First Long-Short Fund, with any remainder being 
allocated to the EHP Advantage fund.  While the Dynamic Alpha perfor-
mance fund outperformed all other alternatives during the downturn 
in March 2020, it had conversely preformed the worst coming out of 
the downturn, relinquishing all gains it had earned before the close of 
the year.    Both Forge First funds ended 2020 with double digit returns 
(in the mid- to high-teens), while the EHP Advantage Fund ended 2020 
in the mid-single digit returns.  Both of these positions continue to 
produce positive results in this first portion of 2021. 

On the equity side of the portfolio, we have added a few 
new ETFs, apportioning to all portfolios in turn.  We added 
the Vanguard FTSE Developed All Cap Excluding U.S (VEF), 
which shifted our allocation by increasing developed mar-
kets in Asia and Australia, while simultaneously reducing 
our European exposure.  We also added the Vanguard 
S&P 500 Index ETF (VSP) as, over the course of 2020, we 
saw rebalancing in previous individual holdings and ETFs 
significantly reducing our allocation to the United States. 
This caused us to make the change in order to manoeuvre 
our US exposure back in line with the portfolio.  Lastly, 
we added the BMO Global Discretionary ETF (DISC) and & 
Vanguard Global Value Factor (VLL), both of which help 
further expand our geographical allocation internationally 
and to the U.S.  However, these last two ETFs also play into 
the reopening theme, as people increase their discre-
tionary spending in line with government restrictions 
lessening.  In addition, the value companies that have 
underperformed over the last 12 months should benefit as 
economies move forward and reopen.  

Looking ahead in 2021 we still anticipate the governments continuing 
to support the economies as countries will start the reopening process 
mid- to late-2021.  While markets will have their pull backs from time to 
time, governments are now quicker than ever to step in to settle them 
down.  And though we don’t anticipate the markets simply climbing 
straight up as they did after March of 2020, we do believe they will end 
the current year on a higher note.   However, as always, we continue to 
closely monitor for what will cause the next correction.

We sincerely hope everyone can get out and enjoy the warmer weather 
and can begin visiting with friends and family again as regulations 
permit.
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Tornopolski’s TAX TIPS: Prescribed rate loans 

2

A prescribed rate loan is used to transfer 
investment income between higher income 
earners and lower income earners within the 
family. This strategy if set up now won’t save you 
any taxes in 2020, but can save you a lot of taxes 
In future years. 

How a prescribed rate loan works Is that It 
allows someone who is in the highest tax 
brackets to loan money to someone that has no 
income so that any investment income earned 
can be earned by someone at a much lower tax 
rate. Currently, the prescribed Interest rate is 1%.

Example:

One spouse earns $250,000. The other spouse 
earns $30,000. The first spouse finds themselves 
in the 47.50% tax bracket and the other finds 
themselves in the 25.50% tax bracket. Let us 
assume the high-income earner loans $200,000 
to the lower income spouse to invest and the 

investment earns 6% interest income. 

The low-income earner will have $12,000 of 
Income less $2,000 of interest expense to the 
high-income earner on the loan. This would 
leave them with $10,000 taxable at 25.50% or 
$2,550 of taxes payable. The high-income earner 
pays 47.50% on the $2,000 of Income earned 
on the prescribed loan which comes to $950. 
The total tax on the $12,000 of Income earned 
is $3,500 or just over 29%. If the high-income 
earner paid tax on that $12,000, they would pay 
$5,700 of income taxes or 47.50% taxes. This 
difference in tax is applicable on the prescribed 
loan until it is paid back so this is a difference 
that can be used over many years past 2021.

Source: https://www.canada.ca/en/revenue-
agency/news/newsroom/tax-tips/tax-
tips-2020/interest-rates-first-calendar-quarter.
html

Mike Tornopolski
CPA, CA, CIM, MPAcc, Investment 

Advisor, PWM Private Wealth 
Counsel, iA Private Wealth, 

Insurance Advisor, PWM Financial 
Services Inc.*

If you get sick – really sick – how 
will you take care of yourself 
financially? 

If you aren’t able to work and 
need money to pay for medical 
expenses, care, and travel, where 
will it come from?

To prepare for such an event, 
many Canadians choose 
to purchase critical illness 
insurance. But is this type of 

coverage worth the investment? 
Critical illness insurance may 
be worth it, depending on your 
lifestyle and situation.

What is critical illness insurance?

Illness is a fact of life. Like many 
of the unexpected things we 
insure ourselves for – like a fire in 
our home or a car crash – illness 
can happen unexpectedly and 
be financially devastating. Heart 
attack, cancer and stroke are 
the most prominent examples 
of illnesses that can occur at 
any time and leave you unable to 
work or meet other obligations 
for an indefinite length of time.

Like auto insurance, which pays 
the cost of putting everything 
back together after a collision, 
critical illness insurance aims to 
cover the financial costs of falling 
severely ill.

Like life insurance, most critical 
illness coverage in Canada pays 
out a lump sum of money in 
the event you’re diagnosed with 
a covered illness and survive 
a waiting period (typically one 

month).

The cost of critical illness 
insurance depends on several risk 
factors:

1. Your age and sex – The most 
significant risk factor for 
becoming critically ill is your 
age. Therefore, it’s arguably 
the most significant factor in 
determining your critical illness 
insurance premium. There are 
also differences in risk for 
biological men and women, 
with the risk of most illnesses 
peaking earlier for men than 
women.

2. Your lifestyle – Lifestyle is a 
critical indicator of whether 
you will become critically ill.

3. Your coverage – Your premium 
will be directly related to 
the amount of coverage you 
choose. Plans are available that 
cover different numbers of 
critical illnesses, have different 
payout levels, and include 
optional benefits like the ability 
to convert your plan to another 
type of insurance.

4. The type of policy you choose 
–Term critical illness insurance, 
like term life insurance, covers 
you for a specific period. The 
most common term length is 
10 years. When your term is 
up, you can choose to buy new 
coverage or let your insurance 
lapse. You can also purchase 
lifetime critical illness 
insurance, covering you until a 
certain age (typically 65, 75 or 
100) or death.

Since there’s such a wide range 
of providers and risk factors, 
it’s almost impossible to give an 
estimate of how much critical 
illness insurance might cost you. 
To get an accurate price and help, 
contact your advisor. 

To learn more about how 
insurance can both provide 
protection, and help you build 
assets for your retirement 
or estate plan call Stewart at 
306-975-9500.  or visit www.
pwmprivatewealth.com.

Is it worth having critical illness 
insurance in Canada? 

STEWART GILLOTT, 
Insurance Advisor, PWM 
Financial Services Inc.*
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Why it’s cheaper 
to sell the farm to a 
neighbour than a child 

In very general terms, section 84.1 applies when all the following 
conditions are met:
• Shares of any class of a Canadian resident corporation are disposed of.
• The disposition is made by a non-corporate taxpayer that is a resident 

of Canada.
• The subject shares are capital property to the taxpayer.
• The taxpayer disposes of the subject shares to another corporation 

with which the taxpayer does not deal at arm’s length.

RILEY SITTLER, B.Comm, CFA
Associate Portfolio Manager, PWM Private 

Wealth Counsel, iA Private Wealth, Insurance 
Advisor, PWM Financial Services Inc.*

If you travel in tax law circles you may have heard that it is now effectively 
more expensive to sell the farm to a family member than it is a third 
party. This is as a result of an unintended consequence of Section 84(1) 
of the income tax act, or otherwise known as the deemed dividend trap. 
To explain why this is the case, here is a summarized description of when 
84(1) applies within the Canadian Income Tax act:

Continued on 
next page

“It’s not how much money you make, but 
how much money you keep, how hard it 
works for you, and how many generations 
you keep it for.” 
– Robert Kiyosaki
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BY DEFINITION…

ARMS LENGTH:
Income Tax Act s. 251(1), s. 251(2) Two people, or entities, are said to be 
dealing at arm’s length with each other if they are independent, and 
one does not have undue influence over the other.

NON-ARMS LENGTH:
This is the case with “related persons”, who are “individuals 
connected by blood relationship, marriage or common-law 
partnership or adoption”. “Related persons” also include a 
corporation and

• A person who controls the corporation if it is controlled by one 
person.

• A person who is a member of a related group that controls 
the corporation, or

• Any person related to a person described in (i) or (ii).

If rule 84(1) applies, the result: Capital gain is reclassified as a 
dividend.

While this is all very technical, let’s maybe go through a typical 
example of a farm sale here to see where Section 84(1) would 
actually apply:

Consider if you were to take a corporation, your farm 
corporation, and sell it directly a child. Generally speaking, 
there is no issue here – if we were to the shares directly to 
them for $1M and claim the capital gains exemption, we could 
do so while paying no tax. But what if our children are also 
incorporated? This is where 84(1) now applies. Because we are 
selling our corporation directly to another corporation of which 
we deal with at arms-length, we cannot classify the sale of this 
corporation as a capital gain, it will instead be reclassified as a 
dividend. Further to this, because we are triggering a dividend 
and not a capital gain, we are now unable to utilize the capital 
gains exemption on this transaction which would have otherwise 
been able to reduce the taxable capital gain to zero. Based on 
this income level the top marginal tax rate on dividends is 40.37% 
we can expect to pay up to approximately $403,700 in tax as a 
result of this transaction. Where, again, we would have otherwise 
been able to complete this transaction while paying little to no 
tax in the event of a capital gain.

So, what’s the issue with this? Well from a practical basis this 
does not work for farm succession. The reason being because if 
this were a sale to a third-party buyer (a neighbor, an investor, 
etc.) then we would have no issue as 84.1 would not apply. 
Remember, section 84(1) only applies on transactions that 
occur to individuals connected by blood relationship, marriage, 
common-law partnership, or adoption. We could for the exact 
same identical transaction sell the farm corporation to the 
buyer at arm’s length (a corporation that we do not control 
or in which we are not related to any of the shareholders who 
possesses control of the corporation) and claim the capital 
gains exemption to retire off of the farm and pay no tax. So as 
a result, we are more advantaged from a tax perspective to sell 
the farm outside of the family as opposed to a individual from 
within the family, as we’d be otherwise compelled to pay an 
exorbitant amount of non-refundable tax under section 84(1).

It’s important to remember that Section 84 was not written 
to prohibit the sale of a farm between family members but is 
instead an unintended result or consequence from legislation 
trying to prohibit other types of non-arm’s length transactions 
that were occurring between corporations controlled by 
the same group of people in order to take advantage of the 
differential in capital gains and dividend tax rates. While 
farmers are not the intended target of this legislation, they are 
nonetheless greatly affected it when it comes to the ability to 
keep the farm within the family.

ESTATE PLANNING AND TAX
In many cases, the owner of a small business wants to pass 
the business on to succeeding generations, typically children. 
This can be done through a Will when the person dies but the 
person may want to do this while they are still alive. There can 
be compelling tax reasons to do this. An ‘estate freeze’ is a 
mechanism where ownership passes to the next generation 
while the owner is still alive. Here are the different types of 
estate freezes:

PAYING TAX NOW
Under tax law, if an asset such as a company is transferred 
to another party, either to family member(s) or another arm’s 
length party, it is considered to be a sale at the fair market 

Continued on next page
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value. This can result in substantial capital gains tax in the 
year of the transfer if the company has increased in value. 
However, if you transfer now, any subsequent growth is 
attributed to the new owners.

USE OF TRUSTS
One way to do an estate freeze is to have the shares of a 
company transferred into a trust with family members as the 
beneficiaries. You may be able to establish yourself as the 
trustee and retain control but if the beneficiary of the trust is 
not your spouse, you will have to pay capital gains tax since 
the transfer will be as if you sold the shares. Again, tax on any 
subsequent growth in the shares is the responsibility of the 
trust and/or the beneficiary.

SECTION 85 ROLLOVER
In the previous two examples, there may be immediate tax 

implications by transferring a company to your family now. A 
further issue that can arise is that the owner will lose control 
of the company. The Income Tax Act provides a mechanism 
that allows an effective change of ownership while still 
enabling the original owner to maintain control of the 
corporation. This is the Section 85 rollover.

The Section 85 rollover can be a very practical and tax 
efficient strategy. However, it can also be rather complex in 
the details and is another area where professional advice is 
highly recommended.

Lori wants to pass her wholly owned 
company, Lori Inc. to her two children, 
Sarah 34, and Chris 32. Her shares of 
the company have a cost of $1 million. 
A qualified business valuator has 
determined the current fair market 
value to be $5 million so the shares have 
increased in value by $4 million.

SETTING UP A HOLDING COMPANY

A Holding Company, Holdco Inc, is set up. 
Sarah and Chris are equal shareholders 
and they each buy 100 common shares 
for $1 per share.

Using Section 85, the shares of Lori Inc, 
are transferred into Holdco. In return 
Lori receives preferred shares of Holdco 
worth $5 million, the fair market value 
of the Lori Inc. shares. These preferred 
shares have voting control over Holdco 

and are retractable at Lori’s discretion, 
which means she can redeem them for 
$5 million. Lori can choose a transfer 
value for the shares of $1 million – her 
cost. Lori will not have to pay any tax on 
the preferred shares until she eventually 
sells them.

Since the preferred shares have a set 
value of $5 million any subsequent 
increase in the value of the Lori Inc. 
shares will accrue to the two common 
shareholders of Holdco Inc., Sarah and 
Chris.

By doing this, Lori has managed to keep 
control of the company, deferred any 
immediate gain, and has passed on any 
subsequent growth to her children.

One of the important features of the 
Section 85 rollover is that Lori will have 

discretion in regards to the transfer 
value of the Lori Inc. shares. For 
example, although the shares currently 
have a fair market value of $5 million, 
under Section 85 she may be able to 
transfer the shares at their cost of $1 
million, avoiding any immediate tax since 
the transfer amount chosen ($1 million) 
is the same as her cost. The children 
would have a tax cost of $1 million for 
the assets (the shares transferred) and 
the owners of Holdco Inc. shares (Chris 
and Sarah) will not have to pay any tax 
until they dispose of the Lori Inc. shares 
in the future.

Your advisor will be able to provide you 
with additional general information on 
Section 85 rollovers and how to proceed 
if it appears that this strategy would be 
right for you.

SITUATION:
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For all tax slips issued by iA Private Wealth, they have been mailed 
directly to you from our head office in Toronto. Should you wish to 
obtain copies, or see what has been issued on your account, your 
accountant can help you by logging into your myCRA account online. 
PLEASE NOTE:  this is the only place that will have a complete listing 
of what has been issued under your Social Insurance Number. For 
this reason, we cannot provide you or your accountant with a list of 
everything that you will need for your taxes, as we do not have access 
that that information ourselves.

PLEASE NOTE:  
If you selected e-delivery on your Client Portal, you will not be 
receiving your slips via mail. Instead, you will be able to view them 
on your online client profile when you login and print them off from 
there.

Please note, we do not recommend filing your taxes until your 
accountant has already checked your CRA profile to ensure all T3s 
from mutual fund companies and T5013s for flow-through limited 
partnerships have already been received (they will be sent out in 
accordance with CRAs guidelines - by March 30, 2021). This means 
that you should begin to see them in your mailbox near mid-April.

For those slips issued by the mutual fund companies and sent to you 
directly, you will see them show up around the same time, if you have 
not yet seen them come through.

Please note that investments do change, and that can mean different 
slips from year to year. If you do not see the same slips this year 
that you received last year, you may still have everything you need. 
Because the mutual fund companies have the mandate to report 
to CRA, we are not always aware of what they will be sending out 
either, and we do not have copies sent to us. Of course, if you have 
any questions, and are looking for a specific slip from a specific fund 

company, you are always welcome to call in, and we will be more 
than happy to call the fund company in question to see if you should 
be receiving anything for this tax year. For all tax slips not issued by 
iA Private Wealth (i.e. T3s/T5s), please be sure to check your mail 
regularly, as we are not made aware of, and do not receive copies of, 
what is sent out to you by the mutual fund companies.

PLEASE BE AWARE:  
If you are requesting duplicate iA Private Wealth information, for all 
tax slips that contain a social insurance number (most t slips), we 
are not able to send these via email, as it is not considered a secure 
form of communication. We therefore will need to be provided with 
a fax number or mailing address. As a result of high volumes during 
this time, we have a standard 48-hour turnaround for all duplicate slip 
requests, though the request may be completed sooner if time and 
volume allow. We thank you for your cooperation and understanding!

Administration Notes
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APRIL SEITZ, Investment Advisor, PWM Private 
Wealth Counsel, iA Private Wealth

“Investing should be more 
like watching paint dry or 
watching grass grow. If you 
want excitement, take $800 
and go to Las Vegas.” 
– Paul Samuelson
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Invest a half hour every weekend with PWM Private Wealth Counsel, iA Private Wealth to explore financial issues and strategies that 
matter most here in Saskatchewan. Tune in on 650 CKOM every Saturday morning at 11:00 am and Sunday at 5:00 pm, to hear PWM 
advisors discuss relevant topics that affect us all. iA Private Wealth Inc. is a member of the Canadian Investor Protection Fund and 
the Investment Industry Regulatory Organization of Canada.

In the last quarter we discussed the following topics which can be found on our website at: 
https://pwmprivatewealth.com/thoughts-and-insights/moneysense-radioshow.   

January 9th - Dividends
January 16th - Financial Planning 101
January 23rd - The Importance of a Risk Management Check-up
January 30th - Family Tax Planning
February 6th - Bull & Bear Markets
February 13th - Investing Trends
February 20th - Planning for Retirement
February 27th - Using Insurance to Protect Your Most Valuable Assets
March 6th - Dealing with farming & non-farming children when passing 
down the farm
March 13th - Critical Illness Insurance as a Business Solution
March 20th – Private Debt Strategies

MONEY SENSE 
RADIO SHOW

IF YOU ARE APPROACHING RETIREMENT, YOU MAY 
HAVE THOUGHTS ABOUT BECOMING A ‘SNOWBIRD’.
If so, you should be aware of the taxation 
implications of spending an extended period 
out of Canada. Although the rules are specific, 
spending more than six months in the US in a 
year can have negative taxation implications.
WHERE WILL YOU FILE A TAX RETURN IF YOU 
DECIDE TO BECOME A SNOWBIRD - JETTING 
SOUTH FOR THE WINTER MONTHS?
Not surprisingly, there are serious tax 
consequences relating to residency.
The US authorities will apply what is known as 
the ‘Substantial Residence’ test to define your 
residency status. The test says that the number 
of days that you spend in the US in the current 
year plus 1/3 of the days you spent in the US last 
year, plus 1/6 of the days you spent in the US 
two years ago cannot add up to more than 182 
days.
If you exceed that limit, you will be subject to US 
taxation on your worldwide income.
Looked at another way, you can consistently 
spend 121 days (about four months) in the US 
annually and not be subject to US tax.

121 days (Yr 1) + 40 days (1/3 of Yr 2) + 20 days 
(1/6 of Yr 3) = 181 days, just under the limit.
If your primary residential ties are with 
Canada, paying US tax may be avoided by filing 
Internal Revenue Service form 8840, The Closer 
Connection Exception Statement for Aliens.
To maintain your Canadian residency status, 
the same 182-day rule applies for any other 
country. However, the tax situation is different 
in other countries and is affected by whether 
Canada has a tax treaty with the country. When 
considering taking up partial residency and/
or buying property in a different country, you 
should be speaking to a qualified tax and/or 
legal advisor.

Tax issues for Snowbirds

“Risk Comes from not 
knowing what you are doing” 
- Warren Buffett



This information has been prepared by Kevin Hegedus and Kevin 
Haakensen who are Portfolio Managers for iA Private Wealth and 
does not necessarily reflect the opinion of iA Private Wealth. The 
information contained in this newsletter comes from sources we 
believe reliable, but we cannot guarantee its accuracy or reliability. 
The opinions expressed are based on an analysis and interpretation 
dating from the date of publication and are subject to change 
without notice. Furthermore, they do not constitute an offer or 
solicitation to buy or sell any of the securities mentioned. The 
information contained herein may not apply to all types of 
investors.

iA Private Wealth Inc. is a member of the Canadian Investor 
Protection Fund and the Investment Industry Regulatory 
Organization of Canada.

Insurance products and services are offered through PWM 
Financial Services Inc., an independent and separate company from 
iA Private Wealth Inc. Only products and services offered through iA 
Private Wealth Inc. are covered by the Canadian Investor Protection 
Fund.

iA Private Wealth does not provide any income tax preparation 
services and does not supervise or review any income tax returns.

SASKATOON 
205-210 Wellman Crescent  

(306) 975-9500 or  

1-800-652-7472

PRINCE ALBERT 
25-11th Street East

Swift Current 
Unit 14-600, Chaplin Street

Visit our website at www.pwmprivatewealth.com

OUTSTANDING INTERNET PRESENCETHE B2B BANK AWARD FOR 
MULTI-SERVICE ADVISOR OF THE YEAR

WINNER

*Awarded by 
Wealth Professional 
magazine

BE SURE TO FOLLOW US!

Don’t forget to check out our Money$ense 
Video Blog and Meshke’s Minute, which can 
both be found via 
www.pwmprivatewealth.com

Tune into the Money 
Sense Radio Show 

Saturday 11am and 
Sunday 5 pm.


