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1. Market closes for Friday, November 20, 2009:

	North American markets
	


	Dow Jones
	10,318.16
	-14.28 or -0.14%
	+17.73%

	S&P 500
	1,091.38
	-3.52 or -0.32%
	+21.22%

	NASDAQ
	2,146.04
	-10.78 or -0.50%
	+36.76%

	TSX Composite
	11,579.33
	-20.97 or -0.18%
	+29.07%


	International markets
	


	 
	Open
	Change
	YTD

	Nikkei
	9,497.68
	-51.79 or -0.54%
	+7.20%

	Hang Seng
	22,455.84
	-187.32 or -0.83%
	+56.08%

	SENSEX
	17,021.85
	+236.20 or +1.41% 
	+76.44%

	FTSE 100
	5,267.70
	-74.43 or -1.39%
	+18.80% 

	CAC 40
	3,760.22
	-67.94 or -1.77%
	+16.85%

	DAX
	5,702.18
	-85.43 or -1.48%
	+18.54%


	Bonds
	


	Bonds
	$Current
	$Previous
	%Yield

	Cdn. 10-year bond
	103.08
	103.03
	3.37

	Cdn. 30-year bond
	118.10
	118.18
	3.92

	U.S. 10-year bond
	100.14
	100.28
	3.36

	U.S. 30-year bond
	101.43
	101.67
	4.29


	Currency
	


	BoC Close 
	Today
	Previous

	Canadian $
	0.9347
	0.9403

	US $
	1.0699
	1.0635

	
	
	


	Euro Spot Rate
	Today
	Previous

	Canadian $
	0.6289
	0.6303

	Euro
	1.5900
	1.5866


	Commodities
	


	Gold
	AM
	PM

	London Gold Fix ($US)
	$1,142.50
	$1,140.00


	Oil
	Open
	Change

	WTI Crude Future (US)
	$76.72
	-$0.74 or -0.96%


2. 2009 tax changes

PERSONAL TAX CHANGES

Basic personal/spousal/partner amount

The basic personal amount is the amount of income an individual can earn before paying any federal tax. The 2009 federal budget increased this amount, which is also used for the spousal and partner amounts, by 7.5% to $10,320 in 2009 from $9,600 in 2008.

Personal tax brackets

The upper limits of both the first and second tax brackets were increased by 

7.5%. The table below shows the new 2009 versus 2008 tax brackets:
	2009
	2008
	Rate

	Less than $40,726
	Less than $37,885
	15%

	$40,726 to $81,452
	$37,885 to $75,769
	22%

	$81,452 to $126,264
	$75,769 to $123,184
	26%

	Over $126,264            
	Over $123,184
	29%


Age credit

The non-refundable age credit is available to Canadians who are 65 years or older and is calculated by multiplying the age amount by 15%. The credit is income-tested and starts getting phased out when net income exceeds $32,312.

For 2009, the amount on which the age credit is based was increased by $1,000 to $6,408. The phase-out, calculated at a 15% rate, means that the age credit is fully phased out when net income reaches $75,032.

CPP changes

In May 2009, the government announced several changes, including the removal of the "work cessation test" and a change in the calculation of benefits if CPP is taken early or late. 

The work cessation test currently requires individuals wishing to take their CPP benefit early to stop working for at least two months. The government announced that, beginning in 2012, the work cessation test would be removed, allowing Canadians to begin collecting CPP as early as age 60 without having to quit work. 

The other big change affects the calculation of benefits when CPP is taken early (before age 65) or late (up to age 70). There has always been an actuarial adjustment to the basic amount you are entitled to receive at age 65, should you choose to collect CPP early or late. 

In the case of someone taking early CPP, this adjustment is meant to reflect the fact that contributions to CPP have been made for fewer years and CPP benefits would be received over a longer period of time. The opposite holds true if you take CPP late. 

The adjustments, which have been in place since 1987, are being changed to restore them to their "actuarially fair levels." The early pension reduction will amount to 0.6% per month for each month CPP is taken early and an extra 0.7% per month for each month CPP is taken late. Both adjustments will be phased in gradually starting in 2012 and 2011, respectively.

Home Renovation Tax Credit

Perhaps more attention has been given to the temporary Home Renovation Tax Credit (HRTC) than to any other tax measure in 2009.

The HRTC is a 15% non-refundable tax credit for eligible renovation expenditures made to your home or vacation property. The credit applies to any amount spent over $1,000, up to a maximum of $10,000, producing a maximum credit of $1,350. 

In the nine months or so since the credit was introduced, the Canada Revenue Agency has released numerous technical interpretations of exactly which types of renovation expenses qualify for the HRTC. Here's a quick summary of some of the more recent qualifying expenditures: 

Air conditioners and heat pumps that are permanently installed 

Common areas of condos that are paid for either from the condo's reserve fund or a special fund

 Docks: The materials and installation costs for a dock are eligible provided the dock is attached to land that forms part of the eligible dwelling

 Driveways

 Sanding and refinishing of hardwood floors

 Permanently wired or installed home security systems qualify, but ongoing alarm monitoring costs do not

 Landscaping

Saunas: The costs of installing a wood-fired, 10 x 10-foot, outdoor sauna building on the land that forms part of an eligible dwelling qualifies

Solar panels on your home or on adjacent land qualify unless the cost is part of the purchase price of the home. You can still claim the full HRTC on the costs of the installation if you've received another government tax credit or grant for installing the solar panels

Tree removal if the removal relates to a renovation project that is of an "enduring nature and integral to the home" 

First-Time Home Buyers' Tax Credit

There is a new non-refundable tax credit based on a $5,000 amount for "first-time home buyers" who acquire a home after January 27, 2009.
 
Any unused First-Time Home Buyers' Tax Credit can be claimed by the individual's spouse or partner. Note, however, that even if each spouse or partner uses his or her own funds to jointly purchase a new home, the First-Time Home Buyers' Tax Credit is still limited to one credit on $5,000 (as opposed to $5,000 for each spouse or partner).

Home Buyers' Plan

The federal Home Buyers' Plan (HBP) now allows a first-time home buyer to withdraw up to $25,000 (up from $20,000 in 2008) from his or her RRSP to purchase or construct a new home without having to pay tax on that withdrawal.

RRSP/RRIF losses after death

One of the most important tax changes announced in 2009 concerns the tax treatment of an RRSP or RRIF upon death.

When the annuitant of an RRSP or RRIF dies, unless the funds are transferred to a surviving spouse or partner's RRSP (or, under special circumstances, to a dependent child or grandchild), the fair market value (FMV) of the deceased's RRSP or RRIF immediately before death must be included in his or her final tax return for the year of death. 

But what if the value of an RRSP or RRIF included on the deceased annuitant's final tax return declines in value after death, but before it's paid out to a surviving beneficiary? 

This year's change addresses the issue by allowing the amount of the "post-death" decrease in value of the RRSP or RRIF to be carried back and deducted against the RRSP/RRIF income on the deceased's terminal tax return.

The amount that can be carried back is simply the difference between the amount included as income for the deceased annuitant and the amount paid out of the RRSP or RRIF after death.

SMALL BUSINESS TAX CHANGES

Small business limit

The small business deduction allows private corporations to pay a low rate of federal tax (11%) on the first $500,000 of annual active (non-investment) business income. This is up from $400,000 in 2008.

Computers: Accelerated tax depreciation

To encourage businesses to invest in computer systems and related peripherals, the income tax regulations were amended on May 13, 2009, to add new Class 52 to Schedule II with a 100% tax depreciation rate for eligible computers and software acquired after January 27, 2009, and before February 2011.

This write-off rate is not subject to the traditional "half-year rule," which generally restricts the amount of tax depreciation that can be claimed to half the normal amount in the year of purchase.

TAX PLANNING

Making your interest tax deductible (Lipson)
 
In what will likely take the prize for the most important tax decision of 2009, the January 4-3 split decision of the Supreme Court of Canada in Lipson had a Toronto couple up against the CRA in a case that involved abusive tax planning that breeched the General Anti-Avoidance Rule (GAAR). 

The Lipsons lost the case, as the SCC found that they misused the attribution rules. While the Lipson plan itself may be dead, the bigger question is whether the decision will have any impact on a plain-vanilla debt-swap strategy often known as the "Singleton Shuffle." 

The Lipsons essentially used a variation on the classic "Singleton Shuffle," named after Vancouver lawyer John Singleton's 2001 Supreme Court victory, which upheld the notion that you can rearrange your financial affairs in a tax-efficient manner so as to make your interest on investment loans tax-deductible. 

This technique has been employed by many Canadians who own non-registered investments and are advised to liquidate these investments and use the proceeds to pay off their mortgage. The investors then obtain a loan secured by the newly replenished equity in their home, and use the loan for earning investment income, thus making the interest on the loan fully tax-deductible. 

Based on the Lipson ruling, it appears that this strategy is still valid and would not invoke the GAAR. As the majority wrote, the CRA "has not established that in view of their purpose (the interest deductibility), provisions have been misused and abused. Mrs. Lipson financed the purchase of income-producing property with debt, whereas Mr. Lipson financed the purchase of the residence with equity. To this point, the transactions were unimpeachable. They became problematic when the parties took further steps in their series of transactions." 

For a complete analysis of Lipson, see Advisor.ca.

Prescribed rate loans at 1%

Since April 1, 2009, the government's prescribed interest rate has held at the all-time low of 1%, providing couples with a significant income-splitting opportunity. 

Income splitting is the practice of transferring income from a higher-income spouse to a lower-income spouse to reduce the overall tax burden of the family. Having the income taxed in the lower income-earner's hands is a strategy prompted by our system of graduated tax brackets. 

Unfortunately, "attribution rules" in the Tax Act complicate this strategy by attributing any income or gains earned on money transferred or gifted to a spouse back to the original high-earner spouse. 

Fortunately, the Act does provide an exception to this rule if funds are loaned, rather than gifted, at the prescribed government rate, and the interest is paid annually by January 30 of the following year. 

So if the loan is made while the prescribed rate is 1%, any investment returns above the 1% rate can be taxed in the hands of the lower-income spouse. Note that even though the prescribed rate varies quarterly, you need only use the rate in effect at the time the loan was originally extended. 

Tax-loss selling

For tax-loss selling, to guarantee that a trade is settled in 2009, the trade date must be December 24, 2009, or earlier. This will ensure that the settlement takes place in 2009 and that any losses realized are available to the taxpayer this year. Any trade made after December 24, 2009, will not settle until 2010 and therefore those losses will not be available until next year. 

Payments required by year-end

December 31 is the final payment date to claim a 2009 tax deduction/credit for various items, including: 

· alimony payments; 

· charitable donations; 

· child care expenses; 

· interest expense on money borrowed to earn investment income; and 

· investment counseling fees.

3. Expect low rates, reasonable returns in 2010

(November 19, 2009) The big investment question for 2010 is to what extent can businesses start to generate earnings, apart from the massive amount of stimulus that has been pumped into the economy. According to two seasoned forecasters, the outlook is good. 

It's highly unlikely clients are going to see a run-up in stock prices like that seen since the market lows of March, but modest, steady earnings growth is a possibility, says Norman Raschkowan, the chief investment officer at Mackenzie Investments. 

"We expect economic growth will be relatively modest as opposed to the 6%-plus rate of growth North American economies usually experience coming out of the recession. The consumer is still bearing the brunt of having too much leverage on their personal balance sheet," Raschkowan says. "Consumers are not going to be the drivers of the economic recovery the way they have in the past. We think that businesses are going to find the cost of financing inventories will remain punitive — they are not going to be inclined to build inventories the way they have after past recessions." 

Raschkowan says this means returns on North American stock returns will likely start to resemble their historical average, versus the roller-coaster returns of the past couple years. 

"The bad news is you're not going to see the surge in corporate profits that you would expect in your first year of recovery. We've seen some very nice improvement in the profitability in the second and third quarter. That's been largely driven by cost-cutting, whereas revenue growth has been relatively disappointing," he says. "You're starting from a position of fair value, and you're looking at relatively modest earnings growth over the next three years."

He says investors can expect a 3% dividend yield on the market, plus capital appreciation of between 6% to 9%.

According to Patricia Croft, the chief economist at RBC Global Asset Management, sustainability is the primary risk facing investors. If the recovery is sustainable, then stock earnings should continue to grow. 

"I think it is indisputable that we are in an economic recovery, but the question of the sustainability of this recovery is still an issue as we head into 2010. One of the big questions going into 2010 is whether this recovery can stand on its own two feet or is it just about [stimulative] policy," she says. "I think the answer will become clear as we go through 2010. We will be able to assess on a three- to five-year time frame whether the recoveries are sustainable or not."

She adds, "We are overweight stocks within our asset allocation strategies, again positioned in a recovery. We think the possibility of a double dip — a return to recession — is very low, and we think valuation of stocks compared to bonds is a very attractive play." 

Interest rates expected to be flat

Support for stocks will be dependent on interest rates remaining low, and both Croft and Raschkowan believe rates will remain near their current levels for most of 2010. 

"The overlying theme on rates is all about the Fed," Croft says. "This rally in the equity markets probably has further to go, as long as the Fed does what it's doing, which is keep short-term interest rates low for a long period of time." 

Croft points out that the Fed's historical position is to not raise rates until at roughly 12 months after the worst of unemployment — a lagging indicator — has passed. 

"I think the Fed will leave interest rates lower for longer than the market is expecting," she says, suggesting that the Fed won't raise rates until late 2010 at the earliest. "Everybody is going to be fixated on the two year bond yield over the next year, as any kind of hint about where rates are headed. That's probably one of the most important indicators of where the markets are heading right now." 

Croft says there are lingering inflation concerns beyond 2011, making long-term bonds a riskier proposition. 

"We have all this money coming out of money market mutual funds and where are they are going? Bond mutual funds," she says, pointing out that five in six dollars coming out of money markets are reinvested in bond funds. "I wonder if this is perhaps a contrarian indicator: is everybody heading into bonds at the very inflection point for yield?" 

Similarly, Raschkowan says most of the growth has been played out on riskier assets, such as financial stocks and small-caps. He expects there to be strong movement to large-cap stocks, particularly sector-leading names. 

"Secular growth will come back into favour. I think next year you will see more focus on stock selection. You're going to see investors differentiating between who are the winners and who are the losers within sectors," he says. "We've already started to see that in the financial sector, which is of course one of the sectors that rebounded the strongest off the bottom. In the initial rebound, any bank you invested did extremely well, now certain banks have started to differentiate themselves. Goldman Sachs and JP Morgan Chase both did extremely well." 

Beyond 2010, Raschkowan says investors should be wary of the return of the commodity cycle that dominated investment themes from 2003 to 2008. He expects emerging markets to clearly outpace North America and Europe in 2010, but when the developed world gets back on track, it could once again severely constrain global commodity supplies.

"Going out beyond three years, do we get back into another commodity price cycle? Our view is that is a very real possibility, that we could end up in a repeat of 2003 and 2007, with commodities spiking higher as you have steady increases of demand and much slower growth in supply. Canada would be well-positioned for this increase [as global leader in commodity production.]"

4. No new spending in 2010: Flaherty

(November 20, 2009) Federal Finance Minister Jim Flaherty says the Conservative government doesn't plan to undertake major new spending initiatives in next year's budget. 

Rather, it will continue with the $61 billion in stimulus spending announced in January. 

Switching gears now would be a "misguided" move that would put the Canadian economy at risk, Flaherty said in an afternoon speech. 

Speaking to the Empire Club in Toronto, Flaherty emphasized that Canadians shouldn't expect emergency stimulus measures to become permanent policy. 

He said the temporary stimulus measures announced last January in his budget will end as planned by the end of next fiscal year. 

"In preparing next year's budget, I have no doubt our government will hear calls to change course. This short-sightedness completely overlooks everything our sound plan has achieved so far. Switching gears now, at such a crucial time, would be the most misguided approach this country could take, and would clearly put our country at risk." 

"Budget 2010 will be Year 2 of our two-year economic action plan. We will not undertake major new spending initiatives. We will stay on course, with the economic action plan already announced to protect and create jobs." 

Flaherty also reiterated his commitment not to raise taxes or cut transfers to provinces in order to pay off Ottawa's deficit. 

Only once a "firm" economic recovery has taken hold will the government move to balance its budget, he said. 

The finance minister's comments came shortly after the release of data that showed the number of Canadian consumers and businesses’ filing for bankruptcy was up in September. 

The Office of the Superintendent of Bankruptcy reported that 489 businesses had filed for insolvency during the month, a 31.6% increase from August and up 1.6% from September 2008. 

Personal bankruptcies spiking to 15,465 in September increased by 45.5% compared to the same month last year and by 28.4% compared to August. 

The bankruptcy office suggested seasonal variations may have accounted for a portion of the month-to-month increases, noting there were more insolvencies in September than in August in seven of the last 10 years. 

Have a nice and fruitful week!

