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Good morning all,

It was a big week for trade deals as both the USMCA (the trade deal formerly
known as NAFTA) and ‘Phase One’ of the US-China Trade agreement look to be
agreed upon, although I'm sure there will be more political wrangling before the
Phase One deal is done. Despite this positive news, Canadian stocks are down a
touch reflecting the fact that investors had anticipated these deals to be finished.
In the US the stock market’s reaction was slightly positive this week, although as I
write this, investors are parsing the details of the Phase One deal and the market
is gyrating as a result. European stocks are up nicely, gaining almost 1% which
seems odd to me since they hardly benefit from the new deals and the Boris
Johnson election victory assures that Brexit will be done. The Emerging Markets
were the biggest winners this week, gaining over 2% as they are highly trade
reliant and, of course, China makes up a big chunk of the Emerging Markets.

Interest rates were up and down, more accurately they were down then up as the



Fed meeting pushed rates down and the Trade Deal with China dragged them
back up...for now anyway. The Loonie is up almost 0.5% versus the US Dollar in
reaction to the Fed meeting where the only notable comment was the expectation
that rates will remain low for a while (interestingly, it seems that some investors
were expecting the Fed to get back on a rate hiking campaign sooner than what

was announced this week).

President Trump tweeted this morning that the US and China are “VERY close” to
a deal. Despite the certainty that should come with the ALL CAPS tweet, the
market is still a little unsure if this is true. Yesterday morning, President Donald
Trump tweeted that the US and China were “getting VERY close to a BIG DEAL.”
Markets rallied following the announcement, after starting off the morning in the
red. The yield on the benchmark 10-year Treasury bond surged to 1.901% from
1.786% in its largest one-day gain in over three years (it has since come back
down to about 1.82%). The Wall Street Journal noted this morning that China
offered no confirmation of such progress. At a news briefing, Foreign Ministry
spokeswoman Hua Chunying talked about the impact of President Trump’s tweet
on US and European stocks, but failed to confirm the existence of an agreement.
She said only that “any agreement must be mutually beneficial.” Furthermore, no
Chinese state-owned media outlets or economic agencies released any statements
related to the confirmation of a deal. The US trade proposal made earlier this
week includes a cut by as much as half on the US tariffs imposed on around $360
billion worth of Chinese goods, in addition to a cancelation of the tariffs on $156
billion worth of Chinese goods set to be imposed on December 15. This matter is
very fluid, however, and I suspect I will have to read the updates the minute I am

done writing this week’s comment!?



Meanwhile, the US, Mexico and Canada signed agreement to replace NAFTA
earlier this week. The US-Mexico-Canada Agreement (USMCA) was signed more
than a year ago to replace NAFTA, but Democrats controlling the US House of
Representatives insisted on major changes to environmental and labor
enforcement before bringing it to a vote. According to Reuters, The fresh overhaul
of the quarter-century-old trade pact that top officials from Canada, Mexico and
the US signed on Tuesday aims to improve enforcement of worker rights and hold
down prices for biologic drugs by eliminating a patent provision. "It is infinitely
better than what was initially proposed by the administration," House Speaker
Nancy Pelosi said, adding that USMCA was now ready for a House vote.
Democratic and Republican US lawmakers say there is broad support for revised
the trade pact, which encompasses $1.2 trillion in annual trade across the
continent and supports 12 million US jobs and a third of American agricultural
exports. In addition to the labor provisions, Democrats said they won elimination
of a 10-year data exclusivity period for biologic drugs from the agreement, which
they feared would lead to higher US drug prices. However, Pelosi said she lost her
bid to remove liability protections for internet service providers, a provision she
had called a "giveaway" to big tech companies. Meanwhile, Canada and the US
agreed to a seven-year phase-in of the new standard for steel, industry sources

familiar with the deal said.

Last night, Boris Johnson’s Conservative Party won a convincing majority in
parliament which should clear the pathway for Brexit to come to reality. UK Prime
Minister, Boris Johnson, led the Conservatives to their largest victory since
former Prime Minister Margaret Thatcher’s re-election in 1987. According to the
Financial Times, the party won 364 seats with one seat left to declare (a 49 seat
increase from the previous result), while the Labour party was heading for 202

seats (down 60), the Scottish National party was heading for 48 seats (up 13), and



the Liberal Democrats were heading for 11 seats (down 2). This leaves Mr.
Johnson with a majority of 79 seats. In his victory speech on Friday morning, he
emphasized their intention to “get Brexit done,” as was his campaign slogan. “We
will get Brexit done, on time, by the 31st of January, no ifs, no buts, no maybes,”
he said. The British pound surged ~2% to its highest level against the US dollar
since June 2018, just before the release of an exit poll for the election. Following
the results, President Trump congratulated Boris Johnson on Twitter, adding that
this opens the door to a trade deal between the UK and the US as the two populist
leaders have alienated so many other leaders, leaving themselves with a bro-
mance of necessity. While the likelihood of Brexit has risen, which would
otherwise be a negative, the market seems reassured that at least there is some
clarity on just what will happen. I have continually said that the worst part of all
of this trade uncertainty is the uncertainty itself. Even though Brexit, the USMCA
and the Phase One deal are a step backward for global trade, at least business

leaders now have a clearer picture of what the landscape looks like.

Lost in all of the trade news this week was the somewhat uneventful Fed meeting.
As expected the Fed decided to keep interest rates steady but it was their
commentary which the market was focused on. After lowering rates at their three
previous meetings the US Federal Reserve officials indicated comfort with leaving
policy benchmark on hold through next year. The Fed held interest rates steady
between 1.50% and 1.75% and signaled borrowing costs are likely to remain
unchanged indefinitely, with moderate economic growth and low unemployment
expected to continue through next year's presidential election. "Our economic
outlook remains a favorable one, despite global developments and ongoing risks,"
Fed Chair Jerome Powell said in a news conference following the decision. "We
believe monetary policy is well positioned to serve the American people by

supporting continued economic growth, a strong job market and inflation near



our 2% goal." According to Reuters, new economic projections showed a solid
majority of Fed officials believe rates are low enough to stimulate growth and
foresee no change in interest rates until at least 2021. The bond market continues
to grasp at a fading belief that the Fed will cut rates further but this week’s
meeting should have put an end to this expectation, and lead to a sell-off in
bonds...alas this has yet to happen. It’s a shame that bond investors no longer buy
and hold bonds for income; instead bonds have become yet another casino for
speculators to gamble on everything from trade deals to central bank policy and
the Fed has not helped. This week Paul Volcker, the 92 year old (and 6 foot 8)
former Fed Chair passed away at a very symbolic time. Volcker courageously
navigated the period of hyper-inflation in the early to mid-1980’s by hiking rates
in a policy move that, while unpopular, was what needed to be done. This kind of
leadership is what is needed as I believe it’s high time investors and consumers

are weaned off of cheap debt, whether it’s popular or not.

This week I have attached an article on how to plan to pass on a family vacation
property. This can be a very complicated matter to traverse for families as the best
intentions of parents and grandparents may not always lead to the best results for

their children and grandchildren.

Have a great weekend,

Nick Milau, BBA (Fin), FMA, CIM, FCSI | Vice President & Director, Portfolio Manager and
Financial Planner | Milau Fairhurst Private Wealth Management Group

RBC Dominion Securities | T. 604-535-3825 | nick.milau@rbc.com | www.milaufairhurst.com

This information is not investment advice and should be used only in conjunction with a
discussion with your RBC Dominion Securities Inc. Investment Advisor. This will ensure

that your own circumstances have been considered properly and that action is taken on the
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The ACB of a property also includes
capital expenditures, such as the cost
of additions and improvements to
the property. It is important that you
keep documentation to substantiate
the costs for improvements and
renovations made to the property.

‘princlpal reslaence Dy claiming tne
principal residence exemption (PRE).
A principal residence for a particular
year may include a vacation
property, as long as you “ordinarily
inhabit” the property at some time
during the year.
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Due to the complexity of the rules for
the PRE, it’s recommended to have
a qualified tax advisor compute and

evaluate the different scenarios for you.

For a more detailed discussion of the
rules relating to the principal residence
exemption, ask an RBC advisor for our
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and in many cases the fees are based
on a percentage of the value of the
estate. There are different strategies
that can be employed to reduce
probate fees with respect to your
vacation property. These strategies
will be discussed later in this article.
The key element of all the strategies
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Many people who own a vacation
property become very emotionally
attached to it; the property often
represents warm memories of family
gatherings and enjoyment. If you own
a vacation property, you may have a
desire to transfer the property to your
family members so that they too can

property with family members.

For example, your daughter might
be delighted to stay in a basement
bedroom in your vacation property
for a week in the summer, as she
may likely consider it to be a fun

and inexpensive vacation. However,
after your passing, she may not be as
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property to your intended
beneficiaries, either during your
lifetime or on death, you may be
exposing the property to their
creditors, including matrimonial
creditors. Matrimonial property

laws vary among the provinces and
territories in Canada. However, it is
possible if your beneficiary’s marriage
breaks down, their interest in the
vacation property may be subject to
division, even if they received their
interest as a gift or inheritance.

Even an indirect interest in a vacation
property, e.g. through a trust, may be
included as part of the assets subject
to division on marriage breakdown in
certain provinces and territories. You
may wish to confirm with a qualified
legal advisor the matrimonial
property laws that apply in both your
and your beneficiary’s jurisdiction of

should use your PRE to shelter any of
this gain from tax. Alternatively, you
will need to consider how you are
going to fund that tax liability.

If you sell your vacation property to
a beneficiary, you will also generally
trigger a capital gain based on the
difference between the ACB and the
FMYV of the property (regardless of
the actual sale price). If you do not
receive all of the sale proceeds in the
year of sale, or choose to take back a
note, you may be able to spread out
any taxable capital gain over up to
five years.

If you choose to transfer your
vacation property while you are
living, either by gift or sale, it’s
important to consider that you are
giving up control over the property
as well as the security of owning that
property. As well, you are possibly



death. Upon the death of one joint
tenant, the property is transferred
directly to the surviving joint tenant,
bypassing the estate. The property is
therefore not subject to probate. It's
important to note that the transfer
of the vacation property into joint
tenancy may trigger a disposition for
tax purposes, and a portion of the
unrealized gains may be deemed to
be realized and taxable to you. This
tax consequence may be significant
if the property being transferred has
appreciated significantly.

In addition to the potential tax
liability that may be triggered when
the property is put into joint names,
there are other potential pitfalls or

drawbacks of a JTWROS arrangement

which should be considered. As in
the case of an outright gift or sale,
transferring your property into joint
tenancy could mean a loss of control
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Tax Minimization - if your vacation
property is transferred to a trust
during your lifetime, any future
growth of the property will not

be taxed in your hands. This may
reduce or defer capital gains tax.

Reducing probate fees payable on
death — the use of a living trust to
hold a vacation property can help
minimize probate fees payable on
death since property inside the
trust is not included in the value of
your estate.

Protection from creditor claims
—if structured properly, the trust
may offer protection from your
beneficiaries’ creditors, including
marital creditors.

When you transfer a vacation
property to a trust during your
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transferred to a living trust is when
you're at least 65 years of age or older
and you transfer property to an alter
ego or joint partner trust. In order to
be an alter ego or joint partner trust,
no one other than you (or you and

your spouse, in the case of a joint
nartner triet) can he entitled tn the

property on tne aeatn o1 tne setuor
of an alter ego trust or on the death
of the last spouse to pass away in the
case of a joint partner trust, which

is subject to tax at the top marginal
tax rate. An alter ego or joint partner
trust may be able to claim the PRE to
shelter capital gains that arise from a
deemed disposition or sale from tax.
For more details on an alter ego or
joint partner trust’s ability to access
the PRE, ask an RBC advisor for a copy
of the article “Principal Residence”.

Aside from tax, there are other
considerations to keep in mind when
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where Tristees will be anle to
manage the property for the benefit
of all beneficiaries for an indefinite
period of time. However, in most
jurisdictions in Canada, there

are specific limitations placed on
the longevity of trusts which may
prevent the asset from remaining in
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(NFPC). Your family members or
intended beneficiaries could be

the directors and/or members of
the NFPC. Members of the NFPC
would be permitted to use the
vacation property in accordance
with the NFPC’s constitution and
by-laws in exchange for membership
contributions.

One of the advantages of using an
NFPC is the ability to shelter future
appreciation from capital gains tax.
The initial transfer of the property to
the NFPC would trigger a disposition,
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the vacation property by a member
may give rise to a taxable shareholder
benefit. The cumulative costs of this
strategy may therefore outweigh

any benefits. With this in mind, it’s
important to obtain advice from a
qualified tax and legal advisor prior to
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may consider buying life insurance as
a means of ensuring that each of your
beneficiaries receives an equivalent
inheritance in the event that only one
of them inherits the property.

You can also leave your vacation
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