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Typically, human emotions play a significant role in

financial decision making, and as a result, individuals

can be swayed more by emotion and impulse than by

reality and fact. Investors are often drawn to assets

that have strong near term performance and

purchase them under the assumption that those

recent gains will translate into future gains. This

type of “Recency Bias” can lead to performance

chasing, buying investments near their highs and

selling them at their lows, which when considered in

retrospect is a poor investment strategy.
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Despite studies that show that emotions
cause investors to feel the pain of a loss
more than the pleasure of a gain, investors
still value the opportunity to gain more
with less certainty, rather than an
opportunity to gain less but with more
certainty.

underperformers and crystallize the gains
from the winners, rather than hoping (an
emotion) for the winners to gain more.

 Approach investing in a similar fashion
to watching grass grow; slow and steady
positive returns compound to greater
wealth over time.

Remember, letting your emotions rule
your investments can be hazardous to
your wealth.

* * *

Continued on page 3

Taking the emotions out of emotional
investing

Countering these emotional, and wealth
destroying tendencies is difficult, but
understanding a few solutions can ensure
decisions are based on facts rather than
feelings.

 Focus on overall performance rather than
individual holdings. Portfolios should be
designed to be diversified and have a
variety of correlations. This reduces risk
but can result in individual holdings
moving in different directions. .

 Forced rebalancing – this allows your
diversified portfolio to buy the .

Loss Aversion
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Small
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Source: Kahneman & Tversky

The Family Cottage – Structuring
the family home away from home

Whether you call it a cottage, chalet,
camp or cabin, it’s your family’s special
place to relax and enjoy the great
outdoors. And for many families, it’s a
place filled with happy memories that’s
been in the family for generations, and

may be for generations to come.

But keeping the cottage in the family from
one generation to the next isn’t always as
easy as it might seem. There are many
i s s u e s t o c o n s i d e r , i n c l u d i n g

how certain taxes will be paid.

Capital gains taxes

If your cottage has been in the family for
many years, its value has probably
increased dramatically. The property your
family bought for a few thousand dollars
might be worth a few hundred thousand
dollars today. Even property bought
w i t h i n y o u r l i f e t ime m igh t have
experienced significant growth. This
increase in value can result in a very
large, taxable capital gain, which is
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triggered when you
p a s s a l o n g t h e
property to anyone
o t h e r t h a n y o u r
spouse, including your
chi ldren. However,
there are several ways
you can address this
tax bi l l in order to
reduce or defer it. .

Cover the tax bill
with an insurance
policy .

The most common
way for property to be
passed on to the next
generation is through

a bequest made in your Will. When your property is bequeathed to anyone other than
your spouse, it triggers a taxable capital gain, which your beneficiaries may not have
the cash to pay. One solution is to take out a life insurance policy equal to the tax
portion of the capital gains liability that will be triggered upon your death or upon the
death of your spouse. In some cases, the next generation pays for the parents’
insurance premiums since they will be the ultimate beneficiaries of the tax free family
cottage. .

Factor in the potential for conflicts

Leaving the cottage to more than one person may cause friction between family
members. Try to anticipate and address these issues ahead of time and ensure clear
communication. Placing the cottage in a family trust with clear-cut rules for its use
may help. Bear in mind that transferring the cottage to a living trust will result in a
disposition at market value. A separate fund could also be established to finance
maintenance expenses. .

Recreational property for your heirs to share and enjoy can unintentionally become the
source of conflict or financial frustration. Take the time to consider how you can reduce
the chances of this happening. Cottage owners are encouraged to begin discussing the
planning process with children and other key family members now so as to cover
thoughts, strategies and ideas about what will happen to the home away from home in
the future and how each strategy will affect the finances of each individual family

member.
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Number Crunching

Year to date performance as of July 31st,
2013 of select currency and equity
indices. All returns are in local currencies.

Source: RBC Dominion Securities

Tax Planning
Update:

2013 RRSP Contribution
Limit: 18% of earned
income to a maximum of
$23,820
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E-Newsletter!

We are pleased to now offer our quarterly newsletter in
electronic format. If you would prefer this method of
delivery please email us at chris.emms@rbc.com.


