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The arrival of autumn often brings a sense of renewed vigor for many as they see the 
change of seasons as an opportunity to prepare for the year ahead. This issue of 
Perspectives features articles that explore wealth management planning strategies and 
tactics to help you protect and enhance your family’s wealth today and in years to come.

A comprehensive wealth management plan can play a fundamental role in helping you 
grow and preserve your wealth and transition your financial legacy to future generations. 
Articles in this issue highlight the key elements in building an effective wealth 
management plan and how the use of credit within a wealth plan can help you optimize 
your cash flows and realize important long-term investment goals. 

A critical component of any wealth management plan is having an up-to-date estate 
plan that reflects your personal and financial situation, as this can help you ensure that 
your loved ones are taken care of both during your lifetime and after death. The articles 
on estate planning inside this issue look at how a well-structured estate plan can 
incorporate customized solutions for the benefit of a person with a disability, how to 
plan for the distribution of your personal items to beneficiaries after death, and cross-
border planning strategies that can help you maximize the value of your estate. 

This issue also touches on the influence that our emotions can have on our portfolio 
decisions, particularly in times of uncertainty, and how employing a disciplined 
approach can minimize its effect to prevent it from jeopardizing our investment goals.  

Finally, make sure to read the article to learn how the RBC Run for the Kids, which took 
place in Toronto September 21-22, raised funds to support the Sunnybrook’s Family 
Navigation Project, a program to help families affected by youth mental health issues.

As always, I encourage you to contact your RBC Wealth Management advisor to discuss 
how the strategies featured in this issue can help you achieve your wealth management 
planning objectives.

David Agnew
CEO, RBC Wealth Management Canada
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When contemplating your estate 
plan, it is easy to overlook the 
distribution of your personal items. 
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While it’s somewhat easy to distribute financial assets to 
beneficiaries at death, it’s much more difficult to give away 
personal items such as classic cars, coins, stamps, fine art, 
wine or jewellery. Part of the difficulty lies in valuing the 
items, and part lies in the emotional attachment that family 
members might have towards the personal property. To save 
the potential expense and time delays of investigating and 
resolving disputes, give these items special consideration 
when you draft your estate plan.

Know the Value of Your ProPertY 
If you own antiques, jewellery or other collectibles, consider hiring a professional 
appraiser as it can be difficult to establish the value of such items and the market 
for some specialist items may be limited. 

“We have a lot of clients who want to treat their children equally in their Will, but 
they have no idea how much their personal assets are worth,” says Ilana Lipkin, 
Financial Advisory Consultant, RBC Wealth Management Services. “Professional 
appraisers can answer the question fairly easily.”

An accurate valuation during your lifetime is helpful for a number of reasons:

  You will find it easier to decide what to leave to whom in your Will.

  You will know what value to use for insurance coverage purposes.

  If you plan to donate some of this property to charity, you will know the value of 
that donation and the potential tax credit you will receive on the donation.

  If you think your estate will need liquidity, you will know which assets to sell to 
raise the money.

  You will be able to obtain professional advice on the potential tax implications of 
gifting or selling your personal property.

Once you know the value of your assets, you can determine the best way to incorporate 
your personal property into your estate plan.

Planning ahead for Your 
Personal treasures
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DiViDing Personal effeCts

Even if you know the dollar value of all your assets, it can be 
difficult to choose the beneficiaries for your treasured 
possessions. Some possessions will have monetary value, 
some will have sentimental value, and some will have both. 
However, if you don’t provide clear direction about who gets 
what, or if you don’t give your executor (called a liquidator in 
Quebec) appropriate discretion as to the distribution of 
particular assets, your executor may have to obtain legal 
advice to assist in interpreting your Will and clear up disputes 
between beneficiaries. This can cause delays and create 
expenses that will shrink your estate. 

When choosing an heir, remember that the next generation 
of your family may not prize your collection the way you do. 
Are there individuals who will maintain it, care for it and 
enjoy it, or do you wish to sell it or donate it to a specialist or 
charitable organization for the benefit of other enthusiasts? 
Advance planning can be invaluable.

Another alternative may be to make some lifetime gifts or sell 
part of your collection, as you deem appropriate. If you 
identify a favourable time in the market for your area of 
interest, you may think it prudent to dispose of some of your 
collection. This can be a valuable choice and one that could 
add necessary liquidity to your estate. There is no right or 
wrong approach, simply alternatives that work for you. 

taxation of Personal-use ProPertY

For tax purposes, you are deemed to have disposed of your 
assets immediately before your death at their fair market 
value. Tax-deferral opportunities are available in certain 
circumstances. If, for example, you leave personal assets to 
your spouse, the tax liability on those assets can be deferred 
until the surviving spouse passes away. However, if you are the 
last surviving spouse or you choose to leave assets to a 
non-spouse, you may incur a capital gain or loss on your 
personal property. 

Your personal property is divided into different categories for 
tax purposes. For example, personal-use property, used 
mainly for your personal use and enjoyment, includes your 
furniture, cars and boats. The Income Tax Act also provides for 
a special class of personal-use property called “listed personal 
property” that includes items that generally increase in value, 
such as art, jewellery, books, stamps and coins. 

In the case of personal-use property, your executor will not 
be able to use losses realized on this property to offset your 
capital gains. However, if you incur a gain on listed personal 
property, it can be offset by a loss you realize on your listed 
personal property. Such a loss on listed personal property 
cannot be used to offset any other type of gain. Your tax 
professional can advise you on how these rules could affect 
your estate.

Family disharmony is frequently caused by concern over the 
potential tax consequences of passing valuable collectibles to 
the next generation and the possibility of inequality. Some 
collectors do not realize the value of their collections and fail 
to make specific provision in their Wills. Other individuals 
know the value of their property and the potential tax liability 
and omit it from their Wills, fearing the tax bill that may result 
if the assets pass through their estate. It is important to 
realize that your executor can be held liable for tax that is not 
reported by your estate. The tax rules are complex and can 
result in an income tax liability whether you gift assets during 
your lifetime or on your death. Professional advice is key to 
helping you make informed decisions. 

Donating ProPertY to CharitY

If you wish to donate personal property to charity, such as 
jewellery, art or furniture, you should obtain professional tax 
advice on the potential tax consequences as the disposition 
of these items may trigger a taxable capital gain that would 
be included in your income in the year of the gift. You, or 
your executor, may be able to claim a non-refundable 
charitable tax credit for the amount of the gift. The tax credit 
is normally based on the fair market value of the donated 
property, so obtain one or more independent professional 
appraisals if you are considering donating valuable items. 
Ensure that the charitable organization you have in mind is 
willing to accept the property you wish to donate, before you 
make a lifetime gift or include instructions for your donation 
in your Will. 
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Special rules apply if you sell or donate “certified cultural 
property” to an institution or public authority designated by 
the Minister of Canadian Heritage. This kind of property 
includes works of art, sculptures, books and manuscripts that 
are culturally significant and certified as cultural property by 
the Canadian Cultural Property Export Review Board. You do 
not have to report a capital gain when you donate this kind of 
property to a designated institution but if you realize a capital 
loss on listed personal property, you can use the loss to reduce 
capital gains you realize on other listed personal property. Talk 
to your tax and legal professionals about donating property of 
this kind and check that your Will contains the wording 
appropriate to convey your property to your chosen recipient.

forwarD Planning for a smooth transition

To avoid delays, disagreements and potential issues of 
inequality, it’s best to communicate with your beneficiaries 
during your lifetime to let everyone know your plans. 
Document the arrangements if you can, for even greater clarity. 
In the event that an unexpected increase in value causes 

inequality, you can pre-empt conflict by leaving instructions on 
how to resolve this. Your legal professional may be able to 
suggest alternative courses of action. For example, a portion of 
the collection could be sold, according to pre-arranged criteria, 
to discharge liabilities or restore equality. 

In the absence of clear instructions, your executor will have 
the task of locating and valuing your personal property at the 
expense of your estate. These items must also be safely stored 
and insured until they can be distributed or sold, depending 
on the terms of your Will. Your executor will need to have 
access to records including all the details needed to 
authenticate the property, ownership documentation, 
professional appraisals and insurance arrangements. The 
more work you do during your lifetime to provide 
information about your collection, the less time and expense 
will be involved for your executor.

maKing Plans for Your treasureD Possessions

Enjoy your valuable personal property and the collectibles to 
which you have devoted time and resources. Let them enrich 
your life but remember to make plans for passing them on to 
the next generation of owners and collectors. Provide your 
executors and heirs with the information they will need to 
carry out your wishes. They may not have your specialist 
knowledge and experience so make detailed plans to help 
avoid unnecessary delays and expenditure for your estate 
and enlist the help of professional advisors to make the 
transition as smooth as possible.

 

leaVing BehinD PlentY of 
information

Here is a list of things you should prepare 
and store with your Will that will help 
simplify the administration of your estate:

An inventory of all of your personal property 
and where all the items can be found

�Original purchase documents and receipts, if 
available

�Certificates of authenticity, if applicable

The latest appraisal for each item

Names and contact information of your 
preferred professional appraisers

Insurance policies pertaining to all personal 
property

Tips on how the items should be safely 
transported and stored

A list of specialist packers and movers

3

3

3

3
3

3

3

3
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Planning for ColleCtibles with sPeCial requirements

When making arrangements for certain personal property in your estate 
plan, a few additional considerations come to mind. 

Some personal property may need special handling. Consider cars, for example. From 
an estate administration perspective, your executor will need to arrange for the 
valuation and storage of your motor vehicles as well as maintaining appropriate 
insurance coverage. Your vehicles can then be distributed to your beneficiaries or 
sold, according to your wishes. As you might expect, your executor must comply with 
the requirements of your provincial government’s motor vehicle department when 
transferring the ownership of vehicles. 

However, if you are a classic car collector, for example, there’s another layer of 
complexity. Will your heirs inherit them or will your collection be sold and the 
proceeds flow into your estate? Who will perform the valuation? You may be able to 
reduce unnecessary expenditure and delays by keeping the valuation up-to-date and 
advising your executor of the location of the relevant paperwork. Many car collectors 
give considerable thought to passing on their collection. This includes particulars of 
how it will be valued, stored, insured and moved. So provide detailed instructions for 
your executor and inform your heirs of your intentions, beforehand if appropriate. 

If you’re a wine collector, keep an inventory of your collection and document each 
acquisition and disposition, if possible. Maintain up-to-date professional valuations 
and specialist insurance coverage. Don’t assume that your executor knows the value 
of the collection. Prepare instructions as to the whereabouts of the relevant 
documents and set up a detailed plan for disposing of the collection including 
professional appraisers, auctioneers, and specialist packers and movers. 

If you own valuable works of art, many of the above factors are equally relevant to 
you. Professional appraisal and advisory firms can offer a wide range of services. They 
can coordinate the authentication and valuation of your collection, provide 
document preparation services, manage the sale, auction, donation or gifting of your 
property, as necessary, together with delivery and insurance considerations. They can 
also facilitate inventory, restoration and installation services, depending on your 
needs and those of your executors and heirs. 

Other items of personal property may have specific registration and licensing 
requirements. For example, if your estate involves a gun collection, familiarize 
yourself with the RCMP’s fact sheet on inherited firearms. This document provides 
guidance as to who can inherit property of this kind and how it can be transferred, 
licensed, transported, stored and registered. More information is available at  
www.rcmp-grc.gc.ca/cfp-pcaf/fs-fd/will-testament-eng.htm.
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Like many private investors, you may have a high 
percentage of your wealth committed to fixed assets 
and long-term investments. Credit may allow you to 
access the funds you need quickly and easily whether 
it’s to meet unexpected expenses, take advantage of new 
opportunities or simply enjoy your lifestyle.

Borrowing strategically, as part of a comprehensive wealth 
financial plan, can help you optimize your cash flows and 
realize important long-term investment goals, among other 
benefits. While borrowing carries risk if not done prudently, 
borrowing in the context of a customized credit strategy 
offers the potential to help you reach your goals more 
efficiently. Depending on your goals and the nature of your 
portfolio, you may have the choice of several liquidity 
solutions. To employ these solutions, it’s essential to work 
with a team that looks at credit in the broader context of 
wealth management in order to achieve the most benefit 
from the use of credit in your plan.

rethinking Credit as a  
Convenient WaY to aCCess 
Your Wealth
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use CreDit strategies to helP aChieVe wealth 
Planning oBjeCtiVes 
When used appropriately, credit may enhance your financial 
plan to help you more effectively achieve your financial goals. 
For example, if you choose to borrow to finance a purchase 
instead of liquidating a high-yielding asset to purchase it 
with cash, you may benefit from smoother cash flow and 
avoid potential tax consequences. The following strategies 
are some of the ways that credit may help you achieve your 
wealth planning objectives.

oPtimize Cash flows anD inCome

Credit can be a useful tool for you to optimize your cash flows 
and income by: 

  Smoothing out cyclical cash flow patterns

  Achieving life and family goals

  Maintaining liquidity for unforeseen events without 
depleting cash reserves

If your income comes from a large, one-time bonus, 
company dividend or other intermittent payments, you may 
find yourself dipping into cash reserves, selling securities to 
meet unexpected expenses or using expensive credit card 
debt. Using these funding sources can be very inefficient and 
inconvenient. If this is your situation, you may consider 
using a margin account, secured loan or line of credit to help 
keep your financial goals on track. By matching the time 
horizon of your credit facility with your expected income, you 
can potentially smooth out your cash flow over time. 

Clearly, there are risks associated with this strategy and you 
will want to discuss these with your wealth advisor before 
you make any decisions. For example, consider whether your 
year-end bonus or dividend payment could be less than you 
anticipate. Is it worth waiting to make the lifestyle purchase 
that you are planning to make or are you comfortable in 
assuming the risk? It also is possible that current tax 
deductions may not be available in future, so you will want to 
discuss these carefully with your tax advisor before you make 
a decision to borrow. 

finanCe PurChases of assets 
Even if you have sufficient cash to fund an investment 
opportunity or a luxury purchase, using credit to finance the 
purchase may make more sense. Borrowing at a low cost for 
purchases versus selling earning assets can be a prudent 
financial strategy.

For example, let’s examine this possible scenario: You have 
been looking to purchase a second home but your capital is 
parked in other investments to take advantage of the rate of 
return. The perfect buying opportunity arises, but you are 
unable or unwilling to quickly liquidate your investments at 
the current market rates. You may wish to avoid selling other 
assets to fund this purchase as such a sale could trigger 
potential capital gains tax and disrupt your carefully crafted 
investment plan. Instead, a margin account or secured loan 
may provide you with the financing that you need at 
relatively favourable rates. 

Clearly, the interest rate that you pay on the loan will be a 
critical consideration when calculating whether to sell assets 
or borrow against those assets to fund your purchase. In 
addition, you will need to consider the risk that the assets 
against which you secure your loan may decline in value. 
Make sure that you discuss all potential scenarios with your 
planning and tax advisors so that you fully understand the 
pros and cons of using credit before you make the decision to 
borrow to fund your purchase. If you can establish that your 
return on the investment is likely to be higher than the cost of 
the loan, then such a strategy may make good sense.
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use CreDit wiselY

Credit can be a valuable and powerful tool to help you deal 
with unforeseen life events or to help you accomplish your 
goals. In cases where your investment assets are used as 
collateral, it’s important to consider that certain securities tend 
to fluctuate more in value than others. It’s also important to 
factor in general market volatility. As a result, you should 
always maintain a substantial cushion between the amount 
you borrow and the value of your securities. This helps protect 
against having to deposit funds and/or sell securities in the 
event of market declines. Explore credit strategies with your 
wealth advisory team to determine if any are right for you.

Credit strategies that include borrowing against your 
investment assets may not be suitable for all investors as 
borrowing on margin (using securities as collateral) involves 
certain risks. If the securities in your account decline in 
value, so does the value of the collateral supporting your 
loan. If you do not have a sufficient cushion, the firm may 
issue a “margin call” requiring you to deposit additional 
assets into your account, and/or sell securities or other assets 
in any of your accounts, in order to maintain the required 
equity in the account.

CreDit is a ValuaBle tool

Rather than selling investments in your portfolio, and 
potentially disrupting your long-term investment 
goals, credit enables you to borrow money for your 
personal needs against your portfolio that you already 
own. For example, you may consider using credit to:

 Purchase a vacation home

 Purchase property in another country

 Finance a start-up company

 Meet any bridge financing requirements

 Refinance and consolidate higher-cost debt

 Refurbish commercial real estate

 Achieve an estate planning solution

 Pay college tuition

 Add to art, wine and other collections

 Acquire a boat or aircraft

 Pay golf club initiation fees

 Purchase exotic or vintage cars
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estate Planning for  
u.s. Citizens in Canada 

Many individuals may not be aware of their U.S. citizenship status. If you were born in the 
U.S. or to U.S. citizen parents, the fact that you do not have a U.S. passport or that you never 
lived or worked in the U.S. does not mean you are not a U.S. citizen and are exempt from 
U.S. tax obligations. 
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If you were born in the U.S., you are automatically a U.S. citizen. If you were born 
outside the U.S. to U.S.-citizen parents or your parents are naturalized U.S. citizens, 
you must refer to U.S. citizenship laws in effect at the time of your birth to 
determine if you are a U.S. citizen. Even if only one of your parents is a U.S. citizen, 
you may have obtained U.S. citizenship under the laws at the time of your birth. If 
you are unsure, you should contact a legal counsel who can review your situation 
and advise you accordingly.

u.s. transfer tax anD CanaDian inCome tax sYstems 
When considering which cross-border estate and trust planning strategies may 
be appropriate, it is important to have an understanding of the Canadian and 
U.S. estate and income tax systems that may affect the type of planning chosen.  

CanaDian inCome tax 
Canada does not have an estate or gift tax system; however, assets transferred by 
way of gifts made during your lifetime or bequests made upon your death may 
be subject to Canadian “deemed disposition” rules contained in the Canadian 
Income Tax Act. These rules require you to include into income any net capital 
gains (gains less losses) triggered on capital property you own as if you sold the 
property on the date of death or on the date it was gifted.

Transfers to a spouse either directly or to a Canadian qualified spousal trust 
through your Will are exempt from these rules and may be transferred at the 
asset’s original cost. In addition to the deemed disposition rules, income earned 
on lifetime gifts to a spouse or minor child or grandchild may trigger the 
Canadian “income attribution” rules that requires the transferor to pay Canadian 
income tax on that income. 

The United States may impose U.S. estate tax, U.S. gift tax and U.S. generation-skipping transfer tax 
(GSTT), collectively known as the U.S. transfer tax system, on U.S. citizens no matter where in the world 
they reside. As a result, estate planning for U.S. citizens in Canada may be more complex since both 
Canadian and U.S. estate and income tax laws must be considered.  
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uniteD states transfer tax 
The U.S. transfer tax system (gift, estate and GSTT) applies to 
U.S. citizens (and in some cases non-U.S. citizens) who 
transfer assets by way of lifetime gifts or bequests made upon 
their death. 

U.S. gift tax may apply to donors who gift property during their 
lifetime if the value exceeds the annual exclusion amounts (i.e. 
for 2013, US $14,000 for gifts to anyone and US $143,000 for 
gifts to a non-U.S. citizen spouse). An unlimited amount of 
gifts may be made to a U.S. citizen spouse without triggering 
U.S. gift tax.

Note: for U.S. citizens, gifts of any type of property transferred 
may trigger U.S. gift tax, however, for non-U.S. citizens, only 
gifts of U.S. tangible property may trigger it. U.S. tangible 
property is generally property that is physically located in the 
U.S. such as U.S. real estate and cars, boats, jewelry and cash 
physically located in the U.S. For U.S. citizens only, there is a 
lifetime gift tax exemption (US $5.25 million for 2013) that may 
be used to eliminate U.S. gift tax on taxable gifts. However, the 
use of this lifetime exemption reduces their U.S. estate tax 
exemption dollar for dollar.

U.S. estate tax may apply on the fair market value of assets 
owned upon your death. Every U.S. citizen is entitled to a 
unified credit for 2013 of US $2,045,800 against U.S. estate tax, 

which translates to a U.S. estate tax exemption of US $5.25 
million. Therefore, U.S. estate tax only applies to U.S. citizens 
where the value of their estate exceeds the exemption. For 
non-U.S. citizens, U.S. estate tax may apply only if they die 
owning U.S. situs assets (assets which have a U.S. connection 
or location, for example shares in a U.S. corporation, U.S. real 
estate or cash on account in a U.S. brokerage) valued at more 
than US $60,000 and their worldwide asset value exceeds 
US $5.25 million. This is because non-U.S. citizens are entitled 
to a prorated unified credit based on the ratio of the value of 
their U.S. situs assets to their worldwide estate. 

GSTT may apply to taxable gifts or bequests made by U.S. 
citizens or non-U.S. citizens to “skip individuals” (e.g. 
grandchildren, great grandchildren and more distant 
descendants). For non-U.S. citizens, only taxable gifts or 
bequests of U.S. tangible property may be subject to GSTT. 
GSTT may apply in addition to U.S. estate or gift tax. A GSTT 
exemption of US $5.25 million may be used by U.S. citizens and 
non-U.S. citizens for taxable transfers made during their 
lifetime or after their death. 

U.S. estate and gift tax for 2013 is based on graduated tax rates 
with a maximum rate of 40% that is reached when the value of 
taxable gifts or estate exceeds US $1 million. GSTT is levied at a 
flat tax rate equal to the highest marginal estate or gift tax rate 
in that year (40% starting in 2013).   

For each spouse where both 
are U.S. citizens

For a U.S. citizen spouse 
where a non-U.S. citizen 

spouse may be the survivor

For a non-U.S. citizen spouse 
where the U.S. citizen 

spouse may be the survivor

Common estate Planning strategies for u.s. Citizens in CanaDa

The following table summarizes the common cross-border estate, Will and trust planning strategies that U.S. citizens in 
Canada may use to defer, reduce or potentially eliminate U.S. gift tax, estate tax or GSTT.  

Portability provisions    √       

Credit Shelter Trust (CST)    √   √   

Lifetime gifts     √   √   √

Dynasty Trust     √   √   √

Irrevocable Life Insurance Trust (ILIT)   √   √   √

Charitable donation    √   √   √

Marital credit        √   

Qualified Domestic Trust (QDOT)      √   

Canadian qualified testamentary spousal trust √   √   √
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PortaBilitY ProVisions

Portability provisions became effective 2011, allowing a 
surviving U.S. citizen spouse to use their deceased spouse’s 
unused U.S. estate or gift tax exemption, as well as their own. 
The provisions are available only to couples where both are 
U.S. citizens and only when an election is made on the U.S. 
estate tax return of the first spouse to die. 

For a spouse who dies in 2013, the portability provisions 
provide the surviving U.S. citizen spouse with the potential to 
transfer up to US $10.50 million of wealth to their beneficiaries 
(i.e. US $5.25 million of their predeceased spouse’s unused 
lifetime gift or estate tax exemption and another US $5.25 
million of their own exemption). The unused exemptions 
cannot be used to make gifts or bequests to skip individuals. 

CreDit shelter trust (Cst) 
A Credit Shelter Trust (CST), also known as a “bypass trust” or 
“A/B trust”, is a special type of irrevocable testamentary trust 
established by U.S. citizens through their Will in order to 
protect assets transferred in and any future growth from U.S. 
estate tax. The beneficiaries, who may include your spouse, 
children and/or grandchildren, will have limited access to the 
capital of the trust. Income earned in the trust may be paid to 
a beneficiary; however, distributions of capital are permitted 
only for health, education, support and maintenance 
(referred to as “ascertainable standards”).

The value of assets up to the deceased U.S. citizen spouse’s 
U.S. estate tax exemption may be transferred to the CST free 
of U.S. estate tax. Any remaining assets may be transferred to 
a surviving spouse directly or to a properly structured spousal 
trust. If the surviving spouse is a U.S. citizen an unlimited 
marital deduction may be used to transfer the assets free of 

U.S. estate tax. However, where the surviving spouse is not a 
U.S. citizen the marital credit or a Qualified Domestic Trust 
(QDOT), which are discussed next may be used. 

marital CreDit 
The marital credit may be claimed by a U.S. citizen or a 
non-U.S. citizen spouse who transfers assets upon their death 
to a non-U.S. citizen spouse directly or to spousal trust. By 
claiming the marital credit, approximately US $10.36 million 
in assets may be transferred free of U.S. estate tax to the 
surviving spouse directly or to a spousal trust: US $5.25 
million that can be transferred using the maximum unified 
credit of US $2,045,800, and another US $5.11 million (i.e. 
US $2,045,800 divided by 40% maximum U.S. Estate Tax rate) 
that can be transferred using the marital credit. 

QualifieD DomestiC trust (QDot)
A Qualified Domestic Trust (QDOT) is a type of trust that may 
be implemented to transfer assets to your surviving non-U.S. 
citizen spouse upon your death to defer U.S. estate tax by 
permitting an unlimited marital deduction.  Your spouse must 
be the sole beneficiary of the trust.

If you decide to claim the martial credit you cannot transfer any 
assets to a QDOT. Since it is possible to eliminate U.S. estate tax 
on assets of up to US $10.36 million by claiming your U.S. estate 
tax exemption and the marital credit, the QDOT is generally 
considered only if the value of your estate exceeds this amount. 

The deferral of U.S. estate tax lasts until there are distributions of 
capital from the trust or the surviving spouse dies.  The U.S. 
estate tax payable at this time is calculated based on the tax rates 
that existed in the year the deferral was made (i.e. the year the 
U.S. citizen spouse died).
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lifetime gifts 
U.S. and non-U.S. citizens may consider gifting assets before 
death in order to minimize or eliminate their exposure to U.S. 
estate tax. Before making a gift, consider whether you will trigger 
U.S. gift tax or GSTT or the Canadian deemed disposition and 
income attribution rules. For Canadian tax purposes there is a 
deemed disposition on gifts made to anyone other than a spouse 
and the income attribution rules may apply to future income 
and capital gains realized on gifts made to your spouse and to 
children and grandchildren who are minors.

Common gifting strategies for U.S. citizens with assets that 
exceed US $5.25 million include making annual gifts to children, 
grandchildren and to a non-U.S. citizen spouse that do not 
exceed the annual exclusions (i.e. US $14,000 for children and 
grandchildren and US $143, 000 to a non-U.S. citizen spouse).  

Since a non-U.S. citizen spouse is subject to U.S. estate tax on 
U.S. situs assets only, it may be appropriate to make gifts of U.S. 
situs assets and to receive gifts of non-U.S. situs assets first. Keep 
in mind that a gift of U.S. situs asset that is a tangible U.S. 
property will be subject to U.S. gift tax if the value exceeds the 
annual thresholds.  

Where both spouses are U.S. citizens gift splitting may be used, 
where one U.S. citizen spouse funds the entire amount of the gift 
(i.e. US $28,000) with their assets; however, each U.S. citizen 
spouse is treated as having made one half of the gift (i.e. 
US $14,000), which is within the annual exclusion amount. 

U.S. citizens can also make direct payments on behalf of 
children and grandchildren to educational organizations for 
tuition expenses (e.g. college tuition), or to healthcare providers 
for medical services (e.g. braces for teeth). These payments may 
exceed the annual exclusion amounts since they are not 
considered to be gifts.  

Since outright gifts received by your beneficiaries may be 
exposed to U.S. estate tax in their hands and you may not be 
comfortable with the idea of making larger outright gifts and 
giving up control of a significant portion of your wealth, you may 
consider making gifts to a “Dynasty Trust.” 

DYnastY trust

A Dynasty Trust (sometimes referred to as a Generation-
Skipping Transfer Trust) is a special type of irrevocable trust that 
maximizes the amount of wealth that can be transferred from 
generation to generation without exposing it and any future 
growth to U.S. estate tax.  

A Dynasty Trust can be created during your lifetime as an 
inter-vivos trust or as a testamentary trust by including 
provisions in your Will to create one upon your death. U.S. gift 
tax, estate tax or GSTT may be triggered on gifts or bequests 
made to a Dynasty Trust unless you can mitigate or eliminate 
the tax through the use of your lifetime gift tax exemption or 
the annual gift tax exclusions.  

It is imperative that a Dynasty Trust be structured properly. 
Speak to your cross-border tax or legal advisor regarding the 
appropriateness of using a Dynasty Trust in your estate 
planning.  

irreVoCaBle life insuranCe trust (ilit) 
U.S. and non-U.S. citizens who own a life insurance policy 
outright or have “incidents of ownership” in the policy are 
required to include the death benefit on the policy in their 
worldwide estate for the purpose of determining U.S. estate 
tax.  “Incidents of ownership” may include having the ability to 
name or change beneficiaries, borrow against the policy, access 
the cash value and assign or cancel it.  An Irrevocable Life 
Insurance Trust (ILIT) is an inter-vivos trust established to hold 
ownership of the insurance policy in order to minimize your 
exposure to U.S. estate tax, which you may have otherwise 
created or increased as a result of owning a life insurance 
policy outright.  

There may be potential Canadian and U.S. income tax, U.S. 
transfer tax and U.S. excise tax issues to consider when U.S. 
citizens own Canadian life insurance policies or establish and 
fund an ILIT.  Therefore, it is important to contact a cross-
border tax or legal advisor for advice. They will help you 
evaluate whether a reduction of your exposure to U.S. estate 
tax using an ILIT outweighs the costs of setting one up and the 
annual fees associated with maintaining it. 
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CanaDian QualifieD testamentarY sPousal trust 
A Canadian qualified testamentary spousal trust is a special 
type of Canadian spousal trust set up through your Will for 
your surviving spouse, which may protect assets transferred 
and future growth from U.S. estate tax while enjoying 
beneficial Canadian taxation. 

When structured properly there is an exemption from the 
Canadian deemed disposition rules that would otherwise 
apply when assets are transferred to the trust and every 21 
years of the trust’s existence. Although no other person but 
the surviving spouse may be a beneficiary of the trust and 
may obtain use of any of the capital of the trust during their 
lifetime, restrictions can be imposed on the surviving 
spouse’s ability to access the capital of the trust in order to 
preserve it for the benefit of other beneficiaries such as 
children and grandchildren. 

The assets transferred to the trust and future growth may be 
protected from U.S. estate tax provided the access to the 
capital of the trust is limited to payments for ascertainable 
standards for health, education, support and maintenance. 

As a testamentary trust Canadian taxation is based on 
graduated tax rates instead of the top marginal tax rate. 
However, the 2013 federal budget announced the 
government’s intention to consult on possible measures to 
eliminate the tax benefits that arise from taxing testamentary 
trusts at graduated rates. This arises from a concern with 
potential growth in the tax-motivated use of testamentary 
trusts and the associated negative impact on the tax base. A 
consultation paper has been publicly released to provide 
stakeholders with an opportunity for comment.

CharitaBle Donations 
Charitable donations during your lifetime or through your 
Will may reduce your exposure to U.S. estate tax. 

U.S. citizens can make charitable gifts (which are not subject 
to U.S. gift tax and reduce the amount of assets in their estate) 
or charitable bequests (which can be deducted in calculating 
their U.S. estate tax liability). The charitable gifts or bequests 
must be made to qualified U.S. or foreign charities. The same 
benefits may be achieved by non-U.S. citizens except they 
must make gifts or bequests of U.S. situs assets only and they 
can only be made to U.S. qualified charities. 

Planning for the future 
Estate planning for U.S. citizens in Canada must take 
into consideration both Canadian and U.S. tax and 
estate laws. When some of your family members are 
not U.S. citizens, the planning is more complex. This 
article has presented some of the common cross-
border estate, Will and trust planning strategies that 
may be considered in reducing one’s exposure to U.S. 
estate tax. However, this article is for information 
purposes only and does not provide tax or legal 
advice. The U.S. estate and income tax information 
provided is for U.S. federal purposes only and does 
not address U.S. state specific issues. Although many 
of the rules and strategies can apply to U.S. green-
card holders and U.S. residents, this article does not 
specifically address planning for these individuals. It 
is imperative that you obtain professional advice from 
a qualified tax or legal advisor specializing in cross-
border tax and estate planning before you act on any 
of the information provided. This will ensure that 
your own circumstances have been considered 
properly and that action is taken on the latest 
information available.
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Structuring your estate plan to provide for a 
beneficiary with a disability can pose a 
number of unique challenges.
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A well-designed estate plan can give you 
peace of mind knowing that the assets you 
worked hard to accumulate will pass to 
your heirs as you intend. It can also 
incorporate customized solutions that 
cater to the specific needs of friends and 
family members. This can be particularly 
important when you wish to benefit a 
person with a disability.  

A major concern when planning for the 
benefit of a person with a disability is the 
financial well-being of the individual. 
Knowing your beneficiary’s sources of 
income and whether they are receiving 
government disability benefits will heavily 
influence how you should structure your 
estate plan. 

will reCeiVing an inheritanCe 
affeCt mY BenefiCiarY’s 
goVernment Benefits? 
What happens after a financial supporter’s 
death depends on how the inheritance is 
passed on to the beneficiary. Provincial 
governments generally set limits on the 
assets an individual can own and the 
annual income they can earn while in 

receipt of government disability benefits. 
However, there are ways to structure an 
inheritance that may help to mitigate the 
impact of these limits. 

The following examples are some common 
ways to structure an inheritance and some 
of the considerations you should keep in 
mind when choosing a particular 
structure.

outright gift 
If you are thinking of making an outright 
gift, it is worth noting that certain types of 
assets may be exempt for the purposes of 
determining whether your beneficiary will 
be eligible for government benefits. For 
example, depending on where your 
beneficiary lives, the gift of a property to 
be used as a primary residence or a car to 
be used as the beneficiary’s primary 
vehicle may be considered exempt assets. 

 On the other hand, if you are thinking 
about giving cash to a beneficiary, the gift 
may be considered exempt if it is used to 
purchase pre-approved disability-related 
items and services. 

estate Planning for 
BenefiCiaries With disaBilities  

It is essential to have an estate plan that reflects your personal 
and financial situation and you should keep it up-to-date as 
your circumstances change. Safeguarding the interests of a 
spouse, children and other family members is generally a 
priority when you sit down with your legal counsel to talk 
about your estate plan. You want to ensure the well-being of 
loved ones both now, during your lifetime and after death.
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life insuranCe ProCeeDs 
If you want to name an individual with a disability as a 
beneficiary on your life insurance policy, be aware that many 
provincial government programs limit the funds that can be 
received from the proceeds of life insurance. Some 
jurisdictions place a lifetime limit on the combined funds 
that can be received from trusts and life insurance policies. 
Funds that exceed these limits may jeopardize your 
beneficiary’s entitlement to income support and other 
benefits.

funDs helD in a trust 
Provincial government disability support plans often allow 
recipients to receive funds in trust, up to certain limits, or to 
place funds they receive in a trust within a set period of time. 
The capital value of such funds, and the investment income 
they produce, may be considered exempt while they remain 
in the trust and within the allowable limits. However, 
depending on the income support program in question, the 
funds may count towards your beneficiary’s allowable annual 
income when they are withdrawn from the trust. Bear this in 
mind if you are contemplating placing funds in trust. 

The taxation of trust assets and the potential consequences 
for your beneficiary can be a significant factor when you’re 
designing your estate plan. The trust structure may allow you 
to specify how you wish the assets to be managed, who will 
manage them and when and how they will be distributed. 

This often helps to fulfil your wish to provide financial 
security for your beneficiary. It can also provide positive tax 
consequences, such as income splitting. Be sure to discuss 
your beneficiary’s lifestyle and their future requirements with 
your legal counsel. This will help you decide how to structure 
the trust to give your beneficiaries access to income and 
capital when they need it in a tax-efficient manner and 
without jeopardizing their government benefits. 

aBsolute DisCretionarY or “henson” trusts

Henson trusts are a kind of discretionary trust which gives the 
trustee absolute discretion over the trust assets and does not 
require the trustee to make payments of either income or 
capital to the beneficiary. It can be set up either during your 
lifetime or under the terms of your Will. 

Subject to the terms of specific provincial government 
programs, assets held in this kind of trust may be considered 
exempt and it may be possible to exceed the asset limits that 
apply to other kinds of trusts. This may allow assets to grow in 
the Henson trust without jeopardizing the beneficiary’s 
government benefits. However, if the trustee chooses to make a 
payment for, or on behalf of the beneficiary, the income 
received from the trust may not be considered exempt. Refer to 
the terms of the program affecting your beneficiary as it may be 
possible for trust income paid out of the trust to remain 
exempt if it is used for specific authorized purposes, like the 
purchase of disability-related items or to make a contribution 
to a Registered Disability Savings Plan (RDSP). Your legal 
professional can advise you on how to ensure that a trust 
qualifies as an absolute discretionary trust. 

registereD DisaBilitY saVings Plan (rDsP)
In most provinces, funds held in an RDSP are exempt or 
partially exempt as income and/or assets for the purpose of 
determining eligibility for government disability benefits. 

There are a number of ways you can structure your 
beneficiary’s inheritance and you are not limited to 
using just one. 
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An RDSP can be a valuable part of your estate plan if you’re 
planning for a disabled beneficiary. Government grant and 
bond monies may also be available, depending on the 
beneficiary’s age and net family income, to supplement 
contributions to the RDSP. However, there are many rules 
governing the operation of RDSPs, including the possibility that 
government grant and bond monies could be lost, depending 
on how and when withdrawals are made from the plan. 
Consider when your beneficiary is likely to need income in the 
future and talk to your wealth advisor about whether an RDSP 
will provide your beneficiary with sufficient access to the funds 
they require. 

rrsP/rrif assets

If you wish to benefit a child or grandchild who has a physical 
or mental disability and is financially dependent upon you, 
consider designating that individual as the beneficiary of your 
RRSP/RRIF. Your child or grandchild may be able to roll those 
assets over to their RRSP/RRIF on a tax-deferred basis, 
regardless of their age. These assets will not pass through your 
estate under the terms of your Will, so they will not be included 
in the calculation of probate fees. 

Assets held in RRSPs/RRIFs may not be considered exempt 
assets for the purposes of preserving your beneficiary’s 
entitlement to provincial government disability benefits. If this 
is a concern for your beneficiary, there is a possible solution. It 
is possible to roll the proceeds of a deceased individual’s RRSP/
RRIF into the RDSP of the deceased person’s financially 
dependent child or grandchild. The benefit of this, as 
mentioned earlier, is that assets held in an RDSP and income 
received from an RDSP may be considered exempt for the 
purpose of preserving government benefits. The beneficiary can 
“shelter” contributions of up to $200,000 in the RDSP in 
addition to the investment income and capital gains that are 
generated inside the plan. 

when goVernment Benefits are not neeDeD

If there are enough assets in the family to support an individual 
with a disability for the rest of his or her life, and government 
benefits are not a priority, then the limits don’t matter. In this 
situation, you may want to create a customized trust and 
define the precise circumstances in which the beneficiary will 
have access to the trust income and capital. If your beneficiary 
is mentally competent and does not have reduced earning 
capacity, for example, they may benefit from receiving an 
outright inheritance to use as they wish to enhance their 
lifestyle, contribute to a Tax-Free Savings Account or invest for 
their future needs. There may be no need to place parameters 
around the use of the funds and your planning can be tailored 
to your beneficiary’s needs.

eValuating Your oPtions

There are a number of ways you can structure your 
beneficiary’s inheritance and you are not limited to using just 
one. Your estate plan could incorporate multiple strategies, 
depending on your beneficiary’s circumstances. 

Each strategy has its advantages and disadvantages, as well as 
special considerations that you need to keep in mind. For 
example, if you decide that a Henson trust is an appropriate 
solution, you will need to find a suitable trustee. The individual 
or organization you appoint will hold legal title to the trust 
assets and must act in the best interests of the beneficiary, 
within the terms of the trust. They will be required to perform a 
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range of responsibilities and it may be a long-term 
appointment. Take into account your trustee’s experience and 
aptitude for the task, their location, their age in the case of an 
individual, and their willingness to act in this capacity. 

Think about the eventual destination of the funds on your 
beneficiary’s death. Do you have other beneficiaries in mind? 
For example, assets in an RDSP legally belong to the 
beneficiary and on that person’s death, the funds remaining in 
the plan will pass under the terms of their Will. If the 
beneficiary is a minor, or not mentally competent to make a 

Will, the funds in the RDSP could pass according to the 
intestacy laws of the province where the beneficiary resides. 
This could mean that the funds may end up in the hands of 
individuals who you didn’t intend to benefit.  In this case, you 
may want to look at other strategies that allow you to redirect 
the funds to other beneficiaries such as using a trust.

Your tax and legal counsel can advise you about the potential 
consequences of the various options and help you through the 
decision-making process. 
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sPeCial ConsiDerations when Planning  
for a Person with a DisaBilitY 
There are a number of things that will affect your 
decision on how to structure your estate plan if you 
are planning for the benefit of a person with a 
disability. You may need to consider:

  Is the person I am planning for a minor or an adult?

  Is my adult beneficiary mentally competent? If not, 
do they have a court-appointed guardian to take 
care of their personal care and/or their property and 
financial decisions?

  Does my beneficiary have a source of income? Does 
he or she have reduced or no earning capacity 
because of his or her disability?

  What are my beneficiary’s income needs now and in 
future? Will these needs change later on in life?

  Does my beneficiary receive provincial government 
disability benefits because of his or her disability?

Give each of the above questions some thought and 
discuss the answers with your legal counsel to ensure 
your estate plan will help you provide for your 
beneficiaries in the manner you intend.

 

an rDsP Primer

The Canadian government created the Registered 
Disability Savings Plan (RDSP) to help families save 
money for the future needs of loved ones with disabilities. 

A person with a disability or the parent or guardian of a 
person with a disability may be able to open an RDSP for 
the person with a disability. Contributions are not tax 
deductible, but the investment income grows on a 
tax-deferred basis. Withdrawals are taxable in the hands 
of the beneficiary.

To qualify as an RDSP beneficiary, the person must:

  Be eligible for the federal disability tax credit.

  Be a resident of Canada.

  Have a valid social insurance number.

  Be under 60 years of age.

Anyone can make contributions to an RDSP as long as 
the total lifetime contributions do not exceed $200,000 
per RDSP beneficiary. To help accelerate the growth of an 
RDSP, the government provides grant and bond monies, 
up to certain annual limits. The amount of grant and 
bond available will depend on these limits as well as the 
beneficiary’s age and net family income.

There are no annual contribution limits, so a parent or 
spouse could theoretically contribute $200,000 in one 
lump sum to take advantage of tax-deferred investment 
growth.  However, it may make sense to spread out some 
contributions in order to benefit from government 
grants since grants are not paid to the plan in future 
years for past years’ contributions.
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A common concern about socially responsible investing (SRI) is that there is a premium to 
be paid for being socially responsible that necessarily diminishes investment returns. A 
comprehensive review of the empirical literature questions this premise. This article 
challenges the myth of lower long-term returns for SRI investors and provides an overview 
of the current research on the subject.

does soCiallY resPonsiBle investing 
hurt investment returns?

introDuCtion

Socially responsible investing (SRI) has been 
practised for more than a century. Almost from 
the beginning, practitioners, academics and the 
investing public have asked if the inclusion of 
social and environmental considerations in the 
investment decision-making process hurts 
investment returns. 

The answer to this question is central to the future 
growth of SRI. If it is the case that SRI produces 
lower investment returns, then SRI will never be 
more than a niche market, appealing solely to 
those individuals with strong convictions about 
the types of companies they want to hold and 
who are prepared to accept less material wealth in 
order to satisfy these concerns. If, however, it can 
be shown that SRI produces superior investment 
returns, then SRI will move further into the 
mainstream and traditional investment managers 
increasingly will integrate SRI principles into their 
investment processes in order to boost returns. 
Finally, if research shows that there is no material 
difference between the investment performance 
of SRI funds and traditional investment funds, 
then SRI will establish itself as a legitimate 
investment alternative for those investors who 
believe companies should be held accountable 
for their social and environmental practices. 
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Opponents of SRI argue that the application of non-financial 
considerations, such as environmental, social and governance 
(ESG) factors, to the investment process must result in lower 
investment returns because the number of investment 
opportunities is reduced. Relying on modern portfolio theory, 
this position, stated crudely, says that investment portfolios 
constructed from an investment universe of, say, 2,000 
companies will be more efficient (i.e., they will have higher 
expected returns and/or lower expected volatility) than 
portfolios constructed from an investment universe of, say, 1,500 
companies. In other words, SRI works with a smaller investment 
universe and therefore will generate lower expected risk-
adjusted returns. 

Supporters of SRI readily admit that the application of  ESG 
considerations will reduce investment opportunities – after all, 
the raison d’être of SRI is to exclude “irresponsible” companies 
from consideration – but argue that their integration into the 
investment process delivers benefits that more than offset the 
loss of portfolio efficiency caused by the more limited 
investment set. Socially responsible investors believe that 
integrating ESG factors into the investment process will 
eliminate companies that are expected to perform more poorly 
than their competitors. Excluded companies are engaged in 
unsustainable activities or practices that will make them less 
profitable over time.1 In other words, companies that embrace 
corporate social responsibility (CSR) will deliver better financial 
performance than competitors that do not, and market 
participants systematically overlook these positive factors. 
Therefore, SRI proponents argue that any loss of  portfolio 
efficiency due to a smaller investment universe is more than 
offset by the more attractive investment characteristics of the 
remaining companies.

There is a third view, which to date has not received as much 
attention. This view holds that, under normal conditions, there 
should be no meaningful difference between the long-term 
performance of a broad universe of SRI funds and a broad 
universe of traditional investment funds that are managed with 
comparable mandates. This view is based on three premises:

  The integration of ESG factors into the investment process, 
providing it employs a best-of-sector approach,2 reduces the 
investment universe on a random basis; 

   The number of securities eliminated through the integration of 
ESG considerations is not large; and

  The smaller investment universe does not produce a material 
loss of efficiency in portfolios constructed from that universe.

Proponents of this view have divorced themselves from the 
ideologically-laden debates about whether SRI funds should 
perform better or worse than traditional investment funds. 
Instead, they believe that there should be no expected difference 
in performance and that the merits of SRI rest entirely with the 
wishes of individual investors. According to this view, SRI does 
not involve a Faustian choice between following one’s 
conscience and following one’s pocketbook; instead, it is a 
legitimate investment approach that can be expected to provide 
investment performance on par with investment funds that do 
not formally apply socially responsible investment principles. 

Given these competing theoretical views, the question of how 
SRI portfolios perform relative to traditional investment 
portfolios is, at the end of the day, an empirical one. Research 
into this question has been approached in four ways:

  Comparing the performance of SRI indices with traditional 
indices;

  Comparing the performance of SRI funds with traditional 
investment funds/indices; 

  Creating hypothetical portfolios of companies ranked highly 
against ESG factors and comparing their performance with 
lower-ranked companies; and

  Comparing the financial performance of companies that score 
highly on measures of corporate social performance with 
those that do not.

1  For example, companies, which are heavy polluters, have a greater chance of facing litigation 
over their emissions and will use more inputs in production.

2  Rather than exclude all companies in a sector that is considered “bad,” such as mining, the 
“best-of-sector” approach seeks to identify those companies with the best relative ESG  
performance within the sector peer group.
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The remainder of this article provides an overview of the key 
findings of the empirical research conducted in each of these 
areas. The main finding from this body of work is that socially 
responsible investing does not result in lower investment 
returns.

inDex ComParisons 
An index is a universe of securities constructed to represent a 
particular market or asset class. Examples include the S&P/TSX 
Composite Index, a grouping of about 250 companies 
representing the Canadian stock market, and the S&P 500 Index, 
a grouping of 500 companies representing the U.S. stock market. 
While construction rules differ among indices, two important 
features of most are that: (i) larger capitalization securities have 
a higher weight in the index than smaller capitalization 
securities and (ii) the composition of the index is adjusted 
regularly, either based on thedecisions of an oversight 
committee and/or through a rules-based formulation. 

Stock market indices have been around for more than a 
century. While they serve many purposes, one of the most 
important is to permit investment managers to compare their 
performance with that of the overall market. In the past 30 
years, there has been a significant increase in the number of 
indices available to investors.3  

In May 1990, the Domini 400 Social Index (now the FTSE KLD 
400 Index) was created, the first index to measure the 
performance of a broad universe of socially responsible stocks in 
the United States. Since then, a number of other SRI indices have 
been created,4 including the:

  KLD Global Sustainability Index (GSI) (2007);

  MCSI North American ESG Total Return (NNASIU) Index 
(2010);

  Dow Jones Sustainability North American Index (2001);

  Dow Jones Sustainability Group Index for global portfolios 
(1999);

  Jantzi Social Index (JSI) in Canada (2000);

  Calvert Social Index in the United States (2000);

  ECPI Index Family for European and global portfolios (2000);

  FTSE4Good Index for global portfolios (2001);

  ASPI Eurozone Index for European markets (2001);

  Johannesburg Stock Exchange SRI Index (2004);

  Ethibel Sustainability Index Global (2002).

One method to determine if SRI results in lower investment 
returns is to compare the performance of an SRI index with a 
comparable traditional index. 

This is shown in the charts on the following page for the United 
States and Canada. In both cases the SRI index has slightly 
outperformed the traditional index, although the differences are 
small. However, there can be meaningful differences, both 
positive and negative, over shorter periods (e.g., differences of 
+/- 2% over a one year period are not uncommon, and they have 
been as large as 5%).

Looking at SRI indices has the advantage that it eliminates the 
effects of such factors as transaction costs, timing, and 
management skills; that a similar study of SRI mutual funds 
would need to address. However, a simple comparison of the 
performance of an SRI index with a comparable traditional 
investment index, while intuitively appealing, is not sufficient to 
determine if SRI performs better, the same, or worse than 
traditional investing. Differences in performance could, for 
instance, be due to style, industry, or size biases that have material 
impacts on performance during the comparison period. For 
instance, SRI indices are widely acknowledged to have a growth 
bias relative to traditional indices and performance differences 
between these two indices over any given period could be caused 
by this factor. This has been illustrated in a study by Statman 
and Klimek (2005), who found that SRI indexes outperformed 
the S&P 500 Index in the late 1990s during the tech bubble, 
and subsequently lagged the S&P 500 Index in the early 2000s.

 3  The five main global providers of stock market indices are: Standard & Poor’s (S&P), Russell; 
FTSE, Morgan Stanley Capital International (MSCI) and Dow Jones. 

4  For a more comprehensive list, including definitions of indices, please refer to “Vice vs. 
Virtue Investing Around the World,” Sebastian Lobe and Christian Walkshäusl, University of 
Regensburg (May 9, 2011).
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This has also been illustrated in an updated study by  
di Bartolomeo and Kurtz (2011). Performing a holdings-based 
attribution analysis using the Northfield U.S. Fundamental 
Equity Risk Model, they examined the risk and return 
characteristics of the S&P 500 Index and the KLD 400 Index for 
an 18-year period between January 1992 and June 2010. 
Within the total 18-year period, two sub-periods were also 
analyzed: January 1992-November 1999, and December 
1999-June 2010. The KLD 400 outperformed the S&P 500 
during January 1992-November 1999, but underperformed 
during the latter period. Di Bartolomeo and Kurtz concluded 
that the strong performance in the 1990s was entirely factor 
driven, during which time the KLD 400 Index had a higher 
market beta, bets on higher valuation, and an overweight 
position in the Information Technology sector (i.e., growth 
stocks). The underperformance following the 1999 peak was 
said to be due to an over reliance on the same factors. 
According to a CFA Digest summary of the study, conclusions 
were that “investors seeking superior investment performance 
have incurred no material benefit or cost from using (the KLD 
400 Index) universe,” and that “predictions of negative alpha 
(for socially responsible stocks) are wrong.”  

Other studies examining the relative performance of socially 
responsible indices have been conducted.5 In their extensive 
review of relative performance in the U.S., UK, and Japan during 

the 2000s, Managi, Okimoto, and Matsuda (2012) concluded 
that conventional indices do not outperform SRI indexes, and 
that “investors can take ESG criteria into consideration without 
sacrificing risk or return.” 6 However, while Schroder (2005) also 
confirmed this, he found that 20 of the 29 international SRI 
indices he looked at had higher risk (volatility) than their 
benchmarks. This suggests that on a risk-adjusted basis, SRI 
indices may underperform conventional indices. 

As the number of SRI indices grows, and the length of their 
performance history increases, we expect to see more empirical 
research in this area. For the moment the evidence is mixed, but 
generally indicates that there is little or no difference in long-
term performance.

mutual funD ComParisons 
A second body of work has attempted to determine if SRI results 
in lower investment returns by comparing the performance of 
SRI mutual funds with traditional mutual funds and/or 
traditional market indices. This research is difficult because the 
sample size of SRI mutual funds is small and few have 
performance histories exceeding 10 years. A third challenge is 
constructing an appropriate control group of traditional mutual 
funds. Notwithstanding these methodological issues, several 
studies have been conducted. The key findings of a selection of 
these studies are reported in Table 1.
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5  See Luck, Christopher J., “Domini Social Index Performance” and  Dhrymes, Phoebus J., “Socially Responsible Investing: Is it Profitable?”, The Investment Research Guide to Socially Responsible Investing 
(Plano, Texas: The Colloquium on Socially Responsible Investing, 1998).

6 See Managi, Shunsuke, Tatsuyoshi Okimoto, and Akimi Matsuda, “Do Socially Responsible Investment Indexes Outperform Conventional Indexes?” Munich Personal RePEc Archive, Unpublished, (2012).
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The findings to date from these (and other) empirical studies 
are contradictory, although, with a small number of 
exceptions, in all cases where differences were found (higher 
or lower), the authors concluded that the differences were 
small and/or statistically insignificant. 

Three interesting pieces of research have given some insights 
as to why the empirical evidence thus far has been 
contradictory. One study found that while SRI funds perform 
similar to conventional funds, conventional funds with a 
slightly higher SRI tilt tend to perform better than funds with 
fewer socially responsible companies.7 

The second study8 found that there was a curvilinear 
relationship between the number of screens used by a fund 
and the financial performance of the fund. In plain English, 
this means that as the number of screens increases the returns 
of the funds at first decline and then begins to increase again. 
See the following graph as an illustration of this effect.

The explanation put forward by the researchers is that when 
you use only a small number of screens you eliminate fewer 
companies from your portfolio and consequently 
performance will not be greatly impacted. As the number of 
screens increases, more companies are eliminated from the 
portfolio, the portfolio is therefore less diversified and 

performance suffers. However, once a certain number of 
screens are reached the companies that remain in the 
portfolio are of a higher quality and lower inherent risk, and as 
such the performance then begins to improve. Blancard and 
Monjon (2010) further tested this relationship, and produced 
similar results.

Moreover, Cortez, Silva, and Areal (2009) found that SRI 
mutual funds have shown superior performance in Europe as 
opposed to the United States. This may be attributed, 
according to the authors, to differences in SRI investment 
style. The European SRI approach generally used positive 
criteria (security selections based on the most socially 
responsible companies), whereas the American approach was 
more oriented towards negative screening (security selection 
based on excluding the least socially responsible companies). 
These results imply further support for the curvilinear 
relationship.

This research seems to reconcile the current conflicting 
evidence, and is intuitively appealing. However, more 
corroborating research would need to be performed before 
we can reach any conclusions. Therefore, the evidence to 
suggest that SRI funds systematically underperform 
traditional mutual funds is limited, as is the evidence to 
suggest that SRI funds outperform traditional funds. 

In separate reviews of this literature, two investment banks 
reached strikingly similar conclusions: 

“Contrary to theory, most academic studies show that 
incorporating social screening into a portfolio does not 
necessarily have detrimental effects on performance. Studies 
suggested that SRI portfolios have about the same risk-
adjusted returns as their normal counterparts.” (UBS 
Warburg, Sustainability Investment: The Merits of Socially 
Responsible Investing, p. 14, August 2001.) 

“...the balance of the empirical evidence supports the view 
that an SRI approach will in general not lead to long run 
risk-adjusted under-performance compared with a 
conventional approach.” ABM-AMRO Asset Management, 
Does Socially Responsible Equity Portfolios Perform 
Differently from Conventional Portfolios? If So: How and 
Why? (p. 93, September 2001).

7  Voir Plantinga, Auke et Scholtens, Bert, “Socially responsible investing and management style of mutual funds in the Euronext stock markets”, document de travail, Université de Groningue, 2001.
8  Barnett, Michael L. et Robert M. Salomon, « Beyond Dichotomy: The Curvilinear Relationship Between Social Responsibility and Financial Performance », Strategic Management Journal, vol. 27, 

n°11, novembre 2006, p. 1101-1122.

Source: Barnett and Salomon (2005) 
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Table 1: Summary of SRI Fund Studies

Study Countryon Data Time Period Findings for SRI Funds

Amene, Sourd (2008) France 62 mutual funds compared to 
conventional indices

January 2002 to  
December 2007

n   No significant  
performance differences

Areal, Cortez, Silva (2010) United States 38 SRI funds compared  
to the Vice fund and S&P  
500 benchmark

October 1993 to  
September 2009

n  SRI funds performed better during a crisis
n  Evidence of both higher and lower returns

Asmundson & Foerster (2001) Canada 2 SRI Funds (over 10 year 
period) vs. TSE 300 Index

January 1990 to  
December 1999

n  Evidence of both higher and lower returns
n Lower risk

Bauer et al. (2002) Germany,  
UK, & U.S.

103 SRI Funds and 4,384 
traditional mutual funds

January 1990 to  
March 2001

n  Evidence of both higher and lower returns
n  Differences are not statistically different

Bauer et al. (2006) Canada 8 ethical, 267 conventional 
mutual funds

January 1994 to  
January 2003

n  No significant performance differences  
between funds

Bello (2005) United States 42 SRI funds, 84  
conventional funds

January 1994 to  
March 2001

n  Risk adjusted returns of SRI funds indistinguishable 
from returns of conventional funds

n  Fund characteristics did not differ between the 
two groups

Cortez, Silva, Areal (2009) United States, 
Austria,  
Belgium, France, 
Germany, Italy, 
Netherlands, UK

39 European market 
mutual funds and 7 U.S. 
mutual funds compared to 
conventional and socially 
responsible indices

August 1996 to  
August 2008

n  No significant performance differences for  
European funds

n  Significant underperformance for U.S. and  
Austrian funds

Derwell & Koedijk (2005) United States 8 SRI bond funds 1987 - 2003 n  SRI bond funds provided returns similar to or 
superior to conventional bond funds

n  Found to perform in-line during an economic 
expansion, and significantly outperform during  
an economic contraction

Derwall and Koedijk (2008) United States 15 SRI mutual bond funds  
and 9 balanced mutual  
funds vs. their conventional 
counterparts

1987 to 2003  
(months not 
specified)

n Higher returns
n  No results statistically significant
n  Expenses for SRI funds did not cause  

underperformance

Geczy et al. (2003) United States 35 no-load SRI funds and  
859 no-load traditional  
mutual funds

July 1963 to  
December 2001

n Lower returns 
n  Difference is significant under certain conditions

Gil-Bazo, Ruiz-Verdu,  
Santos (2008)

United States 86 SRI mutual funds  
compared to 1,761  
conventional funds

1997-2005  
(months not 
specified)

n  Higher risk adjusted performance before and  
after fees

Kreander et al. (2005) Europe 30 SRI funds matched with 30 
similar non-SRI funds

January 1995 to 
December 2001

n  No difference in performance on a risk  
adjusted basis

Magnier, Luchet, Schaff 
(2008)

Europe,  
North America, 
Australia, Asia

171 SRI mutual funds  
compared to non-SRI  
indices and non-SRI funds

October 2006  
to October 2008

n No significant performance differences
n  Best-in-class funds that did not use exclusion 

criteria performed better than those that did

Scholtens (2005) Netherlands 12 SRI funds compared to SRI 
and non-SRI indicies

November 2001  
to April 2003

n  Slight outperformance of SRI funds vs. the index
n  Slight underperformance of SRI funds vs.  

non-SRI funds
n Neither result was statistically significant

Schroeder (2003) Germany,  
U.S.A., UK

30 U.S. funds, 16 German 
and Swiss funds, and 10 SRI 
indices

Minimum of 30 
months of data  
before 2002

n No significant performance differences
n  Some SRI funds exhibited insignificantly  

higher returns

Sourd (2012) France 87 SRI funds compared  
to both cap-weighted and 
efficient benchmarks

January 2008 to 
December 2011

n Most results insignificant
n Significant values were negative
n Efficient benchmarks were beat less often

* As reported in ABN-AMRO (2001).
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ComParing PerformanCe of high-ranKeD soCiallY 
resPonsiBle ComPanies Vs. low-ranKeD soCiallY 
resPonsiBle ComPanies

A third area of SRI research has been focused on creating 
hypothetical portfolios of socially responsible companies, 
using data primarily provided by Innovest Strategic Value 
Advisors.9 For the most part, these studies have used a 
company’s environmental rating as the key independent 
variable.

This area of research has evolved over the last ten years, and 
can be illustrated by looking at two studies. The first of these 
studies by Blank & Daniel (2002) took a portfolio made up of 
equally weighted positions of top-rated eco-efficient 
companies, and made three distinct performance comparisons:

1.  to an equally weighted universe of all Innovest rated 
companies;

2.  to an equally weighted portfolio of low-rated eco-efficient 
companies; and

3.  to the S&P 500 (a comparison of risk adjusted returns using 
the Sharpe Ratio was used).

What the researchers observed is that, for all three 
comparisons, there was clear and significant outperformance 
by the portfolio made up of top-rated eco-efficient companies 
for the observed period (1997 – 2001). The authors then went 
on to adjust these raw results for any kind of style bias, and 
found that there was still significant outperformance for the 
“eco-efficient” portfolio.  This observation was significant; as 
such a strong link between an SRI approach and excess returns 
had rarely been so clearly demonstrated in the past.

The second study in this area took the Blank & Daniel research 
a step further by taking a closer look at this “eco-efficiency 
premium puzzle.” 10 This study took a more in-depth look at 
the outperformance of the eco-efficient portfolio, and in 
particular at how this anomaly could be explained. The 
authors found that a portfolio made up of high-ranked 
eco-efficient companies outperformed a portfolio made up of 
low-ranked companies, and that it could not be explained by 
adjusting for market risk, investment style, and industry 
effects. The authors then went on to demonstrate how to build 
an eco-efficient portfolio that would outperform, even when 
transaction costs were considered. The authors conclude by 
observing that the superior performance of a portfolio 
constructed using environmental considerations as a key 
factor could be an example of the market mispricing 
information on the ecological performance of companies. 

More recent research has also provided some additional 
general insight.11 It has been observed that the eco-efficiency 
premium initially did not exist, but has developed and 
increased strongly over time. This indicates that 
environmental factors are having an increasingly significant 
effect on firm performance, and that the proportion of total 
risk that environmental risk represents is increasing. 

In addition there is research that extends this effect to other 
socially responsible criteria. A study by Statman and Glushkov 
(2008) found that a portfolio of stocks with high ratings of a 
broad range of social responsibility characteristics 
outperformed those with low ratings. The factors that had the 
strongest correlation with performance were community, 
employee relations, and environment. Another study by 

9  Innovest is an investment research and advisory firm that specializes in analyzing companies’ performance on environmental issues, on a best-in-class approach, termed “Eco-Efficiency”. 
10  Bauer, Rob, Jeroen Derwall Nadja Guenster and Kees Koedijk, “The Eco-Efficiency Premium Puzzle,” Financial Analyst Journal Volume 61, Number 2 (March/April, 2005).
11  Bauer, Rob, Jeroen Derwall, Nadja Guenster and Kees Koedijk, “The Economic Value of Corporate Eco-Efficiency.” Limburg Institute of Financial Economics (LIFE) Working Paper 05-09, (June 9, 2005).
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Edmans (2007) found that there may also be an employee 
satisfaction premium. The researcher’s findings imply that 
“the stock market does not fully value intangibles, even when 
independently verified by a highly public survey,” (e.g., “100 
best companies to work for in America” by Fortune 
magazine), and “SRI screens based on employee welfare may 
improve investment performance.”

While this area of research has provided some interesting 
results, more empirical testing would add to our 
understanding of the factors that drive the eco-efficiency 
premium and how it has changed through time. In particular, 
results based on additional data sets and the performance of 
actual portfolios would be useful extensions to this line of 
research. Regardless, this will continue to be a fertile and 
interesting area of SRI research in the coming years.

CorPorate soCial PerformanCe 
The fourth approach to determine if SRI impacts investment 
returns has been to examine the financial performance of 
companies that score highly on one or more measures of  
good corporate social responsibility (CSR) versus those that 
do not. Proponents of SRI argue that companies embracing 
corporate social responsibility should deliver superior 
financial performance. Some of the benefits CSR is purported 
to deliver include: 12 

  An improved ability to attract and retain better employees;

  Competitive advantages in production technology designed 
to eliminate waste;

  More productive workforces;

  Higher sales and more loyal customers;

  Lower litigation costs;

  Lower environmental costs;

  Enhanced brand value and reputation;

  Better risk and crisis management; and

  Good relations with government and communities.

Supporters of SRI argue that these benefits will translate into 
improved financial performance. 

Opponents of SRI are skeptical that CSR confers meaningful 
benefits on companies and, even if such benefits can be shown 
to be present, they do not translate into better financial 
performance. At best, according to opponents, there are no 
financial advantages to corporate social responsibility. Some 
opponents of SRI would go one step further: companies 
pursuing CSR will actually perform worse because such efforts 
will distract management from their key focus – to maximize 
profits.13  

Needless to say, this question has been fertile ground for 
academic research and more than 100 empirical studies can be 
identified that have attempted to determine if a relationship 
between corporate social performance and financial 
performance exists. This research can be divided into two main 
segments: 14 

  Event studies – measuring the impact of a major CSR event on 
the subsequent financial performance of a company. A “CSR 
event” can be positive (e.g., receiving an award for good 
environmental management) or negative (e.g., a pollution spill 
or product recall).

12  These and other benefits of CSR are put forward by various non-governmental organizations 
promoting corporate social responsibility.

13  For one expression of this view, see Friedman, Milton, “The Social Responsibility of Business is 
to Increase its Profits,” New York Times Magazine (September 13, 1970).

14  ABM-AMRO Asset Management, Does Socially Responsible Equity Portfolios Perform Differently 
from Conventional Portfolios? If So: How and Why? (September 2001), pp. 27-28.
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   Cross-sectional regression analysis – examining the 
relationship between one or more CSR indicators and one or 
more measures of financial performance.

There has also been a number of what can best be described as 
“anecdotal” studies, which have used selective case studies to 
illustrate the benefits to companies of corporate social 
responsibility. For the most part, this “research” has been 
sponsored or prepared by non-governmental organizations 
dedicated to promoting the wide-spread adoption of CSR and, 
consequently, is of limited empirical value. 

While the majority of these studies have found some evidence 
of a positive linkage between corporate social performance 
and financial performance,15 these studies suffer many 
methodological failings that make it difficult to draw any 
strong conclusions. Three of the more serious methodological 
problems are:

  Definition of the independent variable(s): Researchers are 
attempting to determine if CSR produces better financial 
performance. Three approaches have been used to specify the 
independent variable: (i) using one CSR attribute – such as 
good environmental stewardship or good corporate 
governance – as a proxy for CSR; (ii) using multiple CSR 
attributes as separate independent variables; and (iii) 
converting multiple CSR variables into a single CSR “index,” 
which is then used as the independent variable. Further, 
many CSR variables have a strong qualitative element and this 
makes it difficult to convert them into numerical values, 
which is necessary to perform statistical analysis. These 
definitional issues mean that CSR studies are often not 
directly comparable and this undermines the ability to reach 
strong general conclusions from this body of research.

  Improper model specification/omitted variables: Most 
often these studies have used relatively simple linear 
regression models to determine if a statistical relationship 
exists between CSR and financial performance. Until 
recently, these studies have often omitted other variables 
that could affect financial performance. Some of the better 
work more recently has integrated CSR variables into a more 
general asset-pricing model.

  Correlation does not mean causation: Establishing a 
positive linkage between CSR and financial performance 
does not mean that CSR caused this to happen. In fact, the 
opposite could be true. Perhaps CSR is a “luxury good” that 
is pursued by companies that are already highly profitable? 
According to this view, companies with weak financial 
performance cannot afford to be “socially responsible” but 
are instead focused on core production activities designed to 
improve short-term financial performance.

While it is hard to draw conclusions from the research thus far, 
one group16 has attempted to overcome these and other 
methodological issues by conducting a “meta-analysis” 
comprised of large amounts of data from many independent 
studies. This technique has allowed them to perform a holistic 
analysis of the CSR and corporate financial performance (CFP) 
relationship rather than looking at each facet of CSR 
independently and has also helped to eliminate inherent 
biases found in previous studies. The meta-analysis study was 
able to make the following conclusions:

   There is generally a positive, bidirectional causal association 
between good CSR and CFP across all industries;

15  See Griffin, Jennifer J., and John F. Mahon, “The Corporate Social Performance and Corporate Financial Debate: Twenty-Five Years of Incomparable Research,” Business & Society (March 1997) and 
ABM-AMRO (2001) for reviews of these studies.

16  Orlitzky, Marc, Frank L. Schmidt and Sara L. Rynes, “Corporate Social and Financial Performance: A Meta-Analysis,” Organisational Studies 24(3) pp.403-441, 2003 Markowitz Prize Winner (2002).
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  Counter-intuitively, corporate environmental performance has 
a smaller effect on CFP than other CSR measures (i.e., 
managerial principles, corporate reputations for minority 
hiring, etc.); and

  Good CSR is more highly reflected in accounting-based 
financial performance than market-based financial 
performance, possibly because the market views over-
emphasis of CSR as a deliberate attempt of the company to 
manage external impressions.

Baron, Harjoto, and Jo (Baron, David P., Maretno A. Harjoto, and 
Hoje Jo, “The Economics and Politics of Corporate Social 
Performance,” Stanford University Graduate School of Business 
Research Paper No. 1993; Rock Center for Corporate Governance 
at Stanford University, April 21, 2009) further analyzed the 
relationship between CSR and CSP on a holistic scale by 
determining relationships between company Corporate Social 
Performance (CSP) and social pressure, Corporate Financial 
Performance (CFP) and social pressure, and CSP and CFP. There 
was a significant positive relationship between CSP and social 
pressure, a significant negative relationship between CFP and 
social pressure, but no significant relationship between CFP and 
CSP. However, it was found that CSP was greater and social 
pressure less in more competitive industries, suggesting that CSP 
may be strategic rather than mandated.

Three recent studies have also given some interesting insight 
into CSR by looking at slightly different aspects of the topic. The 
first study,17 from Harvard Business School, looked at the impact 
of a “sustainability corporate culture” on financial performance. 
High Sustainability companies (that long ago adopted policies 
guiding their impact on society and the environment) 
outperformed Low Sustainability companies (those that had not 
adopted those policies) in both stock market and accounting 
measures over an 18-year period, despite the market not 
expecting that performance. Another noteworthy finding of the 
study was that firms with a focus on sustainability have 
benefitted most in advertising intensive (consumer oriented) 
industries, and industries where firms’ products depend on the 
extracting of natural resources. The second study18 provides 
further support for this conclusion, showing that bondholders 
should expect a higher default risk for borrowers with poor 
environmental practices. 

The third study19 looked at CSR as it relates to the cost of equity 
capital. The researchers found that companies with a significant 
focus on ESG practices typically enjoy cheaper equity financing 
than companies with less focus on ESG practices. A possible 

explanation is that companies with low ESG scores experience a 
reduced investor base and are perceived as riskier investments. 

There seems to be an interesting body of research emerging that 
indicates that CSR factors are beginning to be incorporated into 
the markets overall perception of risk. What is relevant to 
potential investors in SRI funds is that this literature does not 
provide any compelling evidence that companies pursuing CSR 
worsen their financial performance. This finding is consistent 
with research from the other three areas of inquiry that found 
SRI does not hurt investment returns.  

summarY anD ConClusion 
This article has provided a review of empirical literature related 
to the question: Does socially responsible investing produce 
lower investment returns? Four distinct bodies of research have 
addressed this question. The first looked at the performance of 
SRI indices relative to traditional market indices. The second 
examined the performance of SRI mutual funds relative to 
traditional mutual funds and/or market indices. The third 
compared the relative financial performance of hypothetical SRI 
stock portfolios against conventional portfolios and indices, and 
the fourth has tried to determine if there is a linkage between 
corporate social responsibility and improved financial 
performance. The chief finding of this research is that socially 
responsible investing does not result in lower investment 
returns. This is an important finding because it provides support 
to individual investors and trustees of institutional funds that 
they can pursue a program of socially responsible investing with 
the expectation that investment returns will be similar to 
traditional investment options.

Finally, it is important to note that the question of whether or 
not SRI reduces investment returns will never be laid completely 
to rest. One reason is that this is a difficult empirical question 
and there will always be legitimate disputes over the quality of 
the data and the most appropriate methodology to use. Perhaps 
more importantly, this question will never be answered to 
everyone’s satisfaction because many of the people engaged in 
this debate carry with them strong ideological baggage. 
Opponents of SRI are opposed to the notion of anything other 
than financial factors affecting the value of a security that, in 
their view, “hell will freeze over” before they accept that this is 
not the case. Likewise, some proponents of SRI are so steeped in 
their own moral superiority that they cannot fathom the 
possibility that the integration of ESG factors does not have a 
beneficial effect on investment returns. The challenge for the 
rest of us is to ignore the rhetorical noise emanating from these 
extreme views and focus on the facts.

17 Eccles, Robert G., Ioannis Ioannou and George Serateim, “The Impact of a Corporate Culture of Sustainability on Corporate Behaviour and Performance,” Harvard Business School, (2012).
18 Bauer, Rob and Daniel Hann, “Corporate Environmental Management and Credit Risk,” Maastricht University, (December 23, 2010).
19  El Ghoul, Sadok, Omrane Guedhami, Chuck C.Y. Kwok, and Dev R.Mishra, “Does Corporate Social Responsibility Affect the Cost of Capital?” Journal of Banking & Finance, Vol. 35, Issue 9, pp. 2388-2406, (2010).
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By taking a disciplined 
approach, you can 
build a wealth 
management plan to 
help you grow your 
assets, protect your 
wealth, and pass assets 
on to your heirs during 
your lifetime and on 
your death. 
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1. inCome sPlit using a sPousal loan or familY trust

If you pay taxes at the highest marginal tax rate, you know just 
how punishing Canada’s marginal tax system can be. For many 
Canadians, taxes are their largest annual expense. But if you have 
family members that earn little or no taxable income, you may be 
able to reduce the overall amount of income tax paid by your 
household by using a prescribed rate loan to split income with a 
family member in a lower tax bracket. Using a formal loan at the 
Canada Revenue Agency’s prescribed rate of interest is an 
excellent way to legally split income with your adult children, 
your spouse or through a trust with your minor children. 

2. use CreDit effeCtiVelY

In addition to focusing on your assets, a well-designed wealth 
management strategy should also give due consideration to 
your borrowing and credit needs. The right combination of 
lending products, tailored to meet your family’s circumstances, 
can enhance your lifestyle whether you borrow to renovate your 
home, to buy real estate, to pay education expenses, to expand 
your business, or to fund other investment opportunities. 
Assessing your credit and lending needs may reduce or 
eliminate unnecessary debt. Restructure your existing debt so 
that the interest is tax-deductible wherever possible and 
consider the use of “good debt,” such as a spousal loan to 
potentially reduce taxation.

ten tiPs for Building a Wealth 
management Plan  

A well-constructed wealth plan can be critical to your family’s 
financial future. The list below, although not exhaustive, highlights 
10 key elements of an effective wealth management plan. 
Depending on your family’s circumstances, some or all of these 
elements will apply to you. Start by identifying those issues that you 
have already addressed, eliminate those that do not apply to your 
situation, and prioritize those that remain. Then, with guidance 
from your wealth advisor, start to put together an action plan that’s 
relevant for you and your family. 

Tips for 
Accumulating 
Wealth
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3. seCure Your retirement

Have you considered your sources of retirement 
income and asked yourself whether you will 
have sufficient income in retirement to sustain 
the lifestyle you desire? You may have savings 
through an RRSP and/or an employer pension 
plan, but you need to ensure that you are on 
track to meet your retirement age and income 
goals. If you’re a business owner, you may be 
able to use the equity in your business to create 
retirement income. A comprehensive, 
professionally prepared financial plan can help 
you gain perspective on your current position 
and determine whether you need to make any 
changes to meet your retirement goals. 

4. manage risK using insuranCe 
You’ve worked hard, saved, and invested wisely 
to get where you are. A comprehensive 
insurance plan can help you protect your 
current assets and your future holdings. 
Insurance is an indispensible and very flexible 
wealth-planning tool that not only covers the 
major “what-ifs” in life but can also help build 
and protect wealth during your lifetime and 
when your estate is settled. An insurance plan 
looks at how you can maximize insurance to 
provide financial security for you and your 
family in case the unexpected happens, shelter 
your investment and estate assets from taxes, 
and provide tax-free retirement income and 
tax-free death benefits.

5. estaBlish a Power of attorneY 
(manDate in antiCiPation of inCaPaCitY  
in QueBeC)
A Power of Attorney is an excellent tool that 
should be a key part of your financial plan. It is 
most important in case you become 

incapacitated and cannot perform normal daily 
tasks for yourself. This could include paying 
bills and managing your investments. It is 
important to understand how the Power of 
Attorney is created and the nature of the 
authority you are giving to your attorney (called 
a mandatary in Quebec). This helps ensure that 
you create a Power of Attorney which contains 
the clauses necessary to enable your attorney(s) 
to effectively carry out your wishes. A Power of 
Attorney must generally meet certain statutory 
requirements to be valid and these 
requirements may differ from one jurisdiction 
to another. It is strongly recommended that you 
have a qualified legal counsel prepare your 
Power of Attorney.

6. reDuCe VolatilitY with a well-
DiVersifieD Portfolio

Diversification is considered to be one of the 
golden rules of investing to reduce risk and may 
boost your return potential over time. Investor 
surveys indicate that wealthy investors open 
multiple accounts of the same type, with 
different financial institutions and different 
advisors, either because it simply happened this 
way over time or because they believe it to be an 
effective way to diversify. But diversification is 
really about how you invest your money – not 
where you keep it. Experienced investors know 
the “golden rule” of diversification: a portfolio 
should not be too heavily weighted in one 
region, sector or asset class. Investing through 
multiple accounts and multiple advisors instead 
of consolidating your assets with one trusted 
advisor may impede proper diversification and 
potentially expose you to greater risk. 

Tips for 
Protecting Your 
Assets

You’ve worked hard, saved, and invested wisely to get where you are.  
A comprehensive insurance plan can help you protect your current assets and 
your future holdings. 
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7. Plan Your Business suCCession

A family-owned business frequently represents a 
significant portion of an owner’s estate. So, if 
much of your net worth is tied up in your 
business, you may be less well diversified than 
those who have a more traditional retirement 
portfolio. Unlike a salaried employee, it’s up to 
you to fund your own retirement, so you need to 
create a strategy. Are you planning to sell your 
business to fund a financially secure retirement? 
Have you considered establishing an Individual 
Pension Plan? The decisions you make will have 
far-reaching implications for you and your 
family. Planning ahead can protect the business 
you’ve built and ensure your future prosperity. 
Your wealth advisor and independent tax and 
legal counsel can help you make the critical 
decisions, wherever you happen to be in your 
business’ life cycle.

8. Choose Your estate exeCutor (CalleD  
a liQuiDator in QueBeC)
When you are choosing an executor, consider the 
assets that he or she will have to administer and 
the way in which you wish your estate to be 
managed. Do you have complex business affairs 
or do you wish to have assets managed in trust for 
an extended period of time? If so, who will be the 
appropriate choice of executor? You may wish to 
name younger family members, professional tax 
or legal counsel, or friends who have financial or 
business experience. It is a good idea to name an 
alternate to any primary executor you appoint in 
case your first choice of executor is unable or 
unwilling to act. When making an appointment, 
check that the person you choose is willing to act. 

For many reasons, such as family friction or the 
likelihood that your estate is complex, you may 
wish to name an independent executor such as a 
trust company. Trust companies are experts in 
estate, trust and taxation matters. They are 
equipped to handle complex estates and can 
ensure that your beneficiaries are treated fairly 
and impartially. Alternatively, many trust 
companies offer services to assist executors in 
performing their duties.

9. DeVeloP a tax-effiCient estate Plan

Strategies that result in tax minimization can be a 
significant factor when you are designing your 
estate plan. A tax-efficient transfer of your assets 
may involve having assets flow outside your 
estate, for example, by designating beneficiaries 
for your registered plans or incorporating 
insurance or trust planning into your overall 
design. There are also ways to maximize the 
tax-deferral opportunities for those assets that 
pass to your beneficiaries under the terms of your 
Will. A well-designed estate plan can leave a 
greater portion of your estate to your beneficiaries 
rather than the tax man, and can reduce 
unnecessary delays and expenditures which can 
deplete your estate. It is also important to review 
your choice of beneficiaries on your registered 
plans regularly to ensure you understand the 
consequences of the designations you have made, 
that they reflect your intentions, and that they do 
not conflict with your Will. Your legal counsel can 
guide you in designing and implementing an 
estate plan that is suited to your family’s needs.

10. ConsiDer CharitaBle gifts  
in Your will 
Do you wish to make gifts in your Will to your 
community or the causes that are close to your 
heart? Charitable gifts frequently form part of an 
estate plan. They can take numerous forms and 
they may produce a valuable tax credit on your 
final tax return. That credit can save your estate a 
considerable amount of tax if you have RRSPs or 
holdings with large unrealized capital gains that 
will be deemed to have been disposed of on your 
death. In the year of your death and the preceding 
year, your executor may be able to claim a credit 
for donations up to 100% of your net income. Of 
course, your charitable giving intentions may 
change over the years. When you make a bequest 
in your Will, you can revoke or change the gift 
simply by revising your Will. If you have charitable 
intentions, discuss your wishes with your tax and 
legal counsel. They can guide you through the 
rules and the different charitable giving options 
that are available to help you ensure that your 
charitable giving goals will be realized.  

Tips for 
Transferring 
Wealth and 
Creating a 
Legacy
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taking the emotion 
out of investing 

One of the biggest obstacles to successful investing is a character trait that is innate in all of 
us. It is responsible for making us feel sadness and anger, experience joy and fall in love. 
Emotions make us human but they can also drive us to make counterproductive and 
sometimes poor decisions. 
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Many of the most common mistakes that individual investors make 
can be traced back to one factor: emotions. When the markets go up, 
investors tend to become overconfident and take risks they normally 
wouldn’t. When they go down, they get nervous or even panic, and 
make hasty decisions they later come to regret.

Although it is impossible to take the 
emotional factor out of decision-making 
entirely, there are ways to potentially 
minimize and even mitigate its effect to 
prevent it from jeopardizing our 
investment goals.

Investors who adopt a more disciplined 
approach to their personal portfolio 
decisions, similar to institutional investors, 
may find that their emotions have less of an 
impact on their investment choices. The 
terms “institutional investor” or 
“institutional investment approach” usually 
refer to organizations that have significant 
assets to invest over a long time horizon. 
Pension funds, foundations, endowments 
and large corporations are all common 
examples of institutional class investors. 

Although individual investors may not have 
access to the same resources and level of 
expertise that are available to institutional 
investors, individual investors can still 
apply some of the same basic principles 
when implementing an investment 
strategy. In this article, we outline six 
practices that an investor with a portfolio 
of any size and a reasonably long time 
horizon (seven to 10 years) may want to 
consider adopting in order to help achieve 
a more disciplined investment approach.  

BuilD anD follow a Plan

Like everything in life, an effective plan is 
often a critical part of a successful 
outcome. Even individuals who have an 
effective plan in place can encounter 
challenges when trying to follow that plan 
over the long term. One primary reason for 
this is the influence of emotions, 
particularly in times of uncertainty. 
Individuals, unlike institutions, tend to be 
affected on an emotional level by changing 
external factors and can be tempted to 
abandon their plans. Individual investors 
tend to underperform the markets, largely 
because they make frequent changes in 
response to market fluctuations. Emotion 
can influence an individual to buy or sell at 
the worst times but having a commitment 
to a plan can help rein in emotion, even 
when the decisions that are being made 
seem counter-intuitive. 

Janet Engels, Director of the Private Client 
Research Group at RBC Wealth 
Management, comments that emotion can 
be the biggest issue for individual 
investors. She adds that the key to success 
is keeping emotion out of decision-making. 
Institutional investors recognize this. They 
use detailed reference documents and 
frequently have a board of individuals 
providing input. There is a system of checks 
and balances in place so that decisions are 
not made in “the heat of the moment.”
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Dalbar’s Quantitative Analysis of Investor Behaviour (QAIB) 
2012 examines how investor behaviour affected performance 
results over the 20-year period ending December 2011. The 
report examines the various psychological factors of 
behavioural finance, one such factor being “loss aversion.” 
When investors lose confidence in the market, they frequently 
fly to the perceived safety of lower-risk alternate investments. 
However, this can result in a portfolio that fails to represent 
their investment goals. It is important for an investor to 
evaluate the appropriateness of investments of all risk levels 
even in times of uncertainty.

As part of the investment planning process, individual 
investors need to recognize that they are human and may make 
emotional decisions. By recognizing this possibility, the 
investor can take steps to remove temptation. The first essential 
steps are setting reasonable expectations and understanding 
the level of risk that is right for the individual investor. 
Ultimately preparation is key. Investors who are prepared and 
confident about their plans will be less likely to make 
emotional and possibly poor decisions down the road. 

Determine the asset-alloCation moDel  
for Your Portfolio

While there is much discussion about tracking to market 
benchmarks and indices, these are by and large arbitrary 
numbers, which may not be relevant to the personal situation or 
objectives of an individual investor. These benchmarks often 
include a breadth of companies that are inappropriate for an 
individual portfolio. In addition, many benchmarks have greater 
exposure to certain industries, such as banking, for example, and 
limited exposure to other industries, such as technology. 

Maarten Jansen, Vice-President of the Portfolio Advisory Group 
at RBC Dominion Securities, says that market benchmarks may 
not be suitable for the needs of individual investors. Individuals 
should determine an asset allocation to generate the rate of 
return that is appropriate for their needs and goals and consider 
what combination of equities, fixed income and cash they need 
to achieve that rate of return. This can be preferable to a broad 
benchmark that is not necessarily reflective of their objectives 
and the risks they are willing to take. 

Another factor to consider is the risk-return trade-off. For 
example, if an investor requires a five per cent rate of return and 
has a portfolio that is being managed to generate a 10 per cent 
rate of return, it may be prudent to consider whether the added 
risk and potential volatility in the portfolio is worth the 
anticipated additional return. The higher return will generally 
come at greater risk. Investors may benefit from recognizing 
what they need as opposed to what they want. 

monitor Your Progress

It is important to have regular reviews with your wealth advisor 
(quarterly, semi-annual or annual) to keep on track towards 
your stated investment objectives. Without regular tracking, 
investors can find themselves veering off plan, both 
psychologically and practically. The review process can be 
invaluable in helping to highlight whether your goals have 
changed in response to personal circumstances or market 
fluctuations. Then you can make adjustments as required, 
keeping in mind that while your plan may require minor 
tweaks here and there, the core of the plan, if well thought out 
initially, should remain largely unchanged.

As with any long-term plan, there will inevitably be times when 
the plan is ahead of target and other times when it is behind. 
Investors need to be prepared for this. History reveals that 
investment returns never occur in a straight line. There are 
always market fluctuations but forward planning enables the 
investor to consider both positive and negative potential 
occurrences in advance and to be emotionally prepared for both.

haVe a reBalanCing DisCiPline

One of the biggest pitfalls for many individual investors is the 
failure to rebalance the portfolio. Establishing and adhering to a 
defined asset-mix in an investment plan gives the portfolio a 
greater chance of long-term success. In fact, regular rebalancing 
can potentially add significantly to long-term performance. 
However, investors are often reluctant to rebalance due to the 
inherent conflict between taxation and rate of return. 

Rebalancing is essential to help manage and maintain an 
acceptable level of risk. For example, a portfolio that may have 
initially been 50 per cent stocks and 50 per cent bonds could 
easily become an 80/20 split without rebalancing. If a security 
increases significantly in value in the investor’s portfolio and the 
investor does not take steps to rebalance, the portfolio may 
become highly concentrated in that single investment. This 
could be catastrophic if that security significantly decreases in 
value. Investors may potentially be able to preserve more of 
their wealth and reduce risk by regularly monitoring and 
rebalancing their portfolio.

In both bear and bull markets, having a pre-planned rebalancing 
schedule as part of an investment strategy removes the need to 
make an emotional decision. It becomes an automatic process 
so the portfolio is rebalanced regardless of what’s happening in 
the markets. Jim Allworth, Co-Chair of the RBC Global Portfolio 
Advisory Committee, comments that rebalancing is really about 
managing the psychology of the individual investor. 



PeRsPeCtives   43  

When emotions are guiding the decision-making, the decision to 
rebalance the portfolio can be difficult. Intuitively, no one wants 
to buy when the markets are down or sell when the markets are 
up. However, that is exactly what is needed to keep the portfolio 
balanced. Rebalancing creates a structure that provides a 
long-term balance of stocks, bonds and cash, and this can help 
investors through big market dislocations or downturns. When 
the process is built into the greater investment strategy, there is a 
disciplined approach, like an institutional investor, and this 
ultimately creates a smoother investment ride. 

Know when to Partner

Institutions often have a board of directors that is accountable 
for managing funds. In cases where the board members lack 
expertise, they employ consultants to help them find appropriate 
solutions. Individual investors can harness the lessons of this 
strategy and should be encouraged to consider a team, not just 
an individual, to assist them in meeting their wealth objectives. 
A good professional advisor will generally have access to estate, 
legal, tax, and financial planning expertise within their business.

By building a team that collaborates, individual investors, like 
their institutional counterparts, can benefit from different 

perspectives and a broader range of expertise. It is also 
important to consider an integrated solution that combines 
investments, credit and banking in a single relationship. In this 
way the team can optimize its effectiveness and provide 
maximum benefit by giving everyone a view of the big picture.

Putting it all together

Fear and lack of experience are significant factors that may 
impede individual investors from implementing a disciplined 
investment approach. It is difficult to set aside emotion in an 
environment where market swings, financial media coverage 
and forecasts are a daily occurrence that can skew judgment. 
There is a constant barrage of information about local, 
national and global issues affecting markets in Canada and 
around the world.

However, for the investor who can block out the distractions, 
accept that they need to remove as much emotion from their 
decision-making as possible, find the right investment team and 
effectively implement the strategies they have designed, 
adopting a disciplined investment strategy can provide 
significant long-term benefits.
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“Whether I shall turn out to be the hero of my 
own life, or whether that station will be held 
by anybody else, these pages must show.”

Charles Dickens, David Copperfield
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mind the gaP
Canada’s baby boomers need Power of Attorney 
planning to protect themselves

Many of us want to be the hero in our own life story. Perhaps 
Charles Dickens himself wondered what happens when you can 
no longer be the writer of your own life story, and who will 
author your epilogue – the final chapter that will sum up what 
your life stood for and meant to you, your family and friends. 

Fortunately for us, and not-so-fortunately for Dickens, a Power 
of Attorney document can help you choose the author who will 
continue writing your story when you are no longer able, so you 
can be remembered for what you accomplished in your life, 
instead of a final chapter filled with family dispute, fractured 
relationships and dissipated assets. Establishing a Power of 
Attorney (Mandate in Anticipation of Incapacity in Quebec) is a 
key part of any estate plan, and when reviewed and kept up-to-
date, it can help ensure that your original plans for your wealth, 
assets and personal care are fulfilled as you intended. This 
planning is vital as the “gap” between “healthy” life expectancy 
and average life expectancy is nine to 11 years for Canadians.1  
However, 71 percent of Canadian adults do not have a signed 
Power of Attorney.2 
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You probably give significant thought to the investment 
professional you choose to manage your investment portfolio, 
the legal counsel you choose to draft your Will, the realtor you 
choose to sell your house or the contractor you choose to 
repair it. You may conduct interviews or have initial 
consultations to ensure that they understand and respect your 
preferences, and feel comfortable that you connect on a 
personal level. But what kind of rigour do you use to choose the 
person who will make financial decisions for you and be in 
control of your assets, at a time when you are losing or have 
lost the ability to do so yourself? 

While you may be aware of some of the potential risks if you do 
not have a Power of Attorney, the changing nature of family 
dynamics, caregiving and fraud in Canada means that, 
increasingly, there are risks involved even when a Power of 
Attorney is in place. Canadians should therefore use the same 
due diligence process to select an attorney or attorneys (called a 
mandatary in Quebec) as they would use to select their other 
professional advisors.

This article will discuss how you can protect yourself with a 
Power of Attorney, and important considerations to mitigate 
your risk when choosing one or more attorneys. For specific 
estate planning advice and to establish a valid Power of Attorney 
agreement, please speak with a lawyer or notary in Quebec who 
specializes in estate planning.  

Powers of attorneY for ProPertY anD finanCial 
management

A Power of Attorney is a legal document in which one person 
gives another person or people the authority to act on their 
behalf. A standard Power of Attorney for property empowers 
your attorney to legally make decisions about your finances and 
property on your behalf and that authority survives in the event 
that you become incapable of making these decisions yourself 
(as such, these attorneys may be described as “enduring” or 
“continuing”). In some provinces and territories, a different legal 
document may be used to delegate decisions about your 
personal care, or one document will contain your authority for 
an attorney to make both personal care decisions as well as 
financial and property decisions. 

Typically, a Power of Attorney for property is only used if the 
person giving that authority (the donor) is unable to act or make 
decisions for themselves, although legally the attorney may have 
immediate authority even if the donor is still completely 
capable. The terms of the Power of Attorney document, the 
conditions for its release, and legislation in the donor’s province 
or territory of residence will determine when the Power of 
Attorney is effective and may be used. 

This article will focus on Power of Attorneys for managing 
financial and property matters after becoming incapacitated. 
Please speak to your legal counsel to tailor your Power of 
Attorney to your personal circumstances.

Average life expectancy and health-adjusted life expectancy (HALE) by sex, at 
birth in years, Canada not including Quebec, Nunavut and N.W.T.
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CanaDian health exPeCtanCY 
In part due to higher standards of living and advances 
in medical science, Canadians are living longer lives 
than even a generation ago. However the “gap” 
between average life expectancy and “healthy life 
expectancy” – taking into account the number of 
healthy or disability-free years that men and women 
can expect to live – tells another story. Healthy life 
expectancy for men and women, respectively, is 69.6 
and 72.1.3 On average, then, Canadian men and 
women continue to live 9 to 11 years past the time 
when they are “healthy.” 
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the aging BaBY Boomer generation in CanaDa

As a greater number of Canadians grow older and prepare for the 
possibility of incapacity, planning ahead and establishing a 
Power of Attorney becomes more critical than ever. 

A disproportionate number of Canada’s population was born 
between 1945-1965. This cohort (commonly known as “baby 
boomers”) has made a significant impact on all aspects of 
Canadian society, and will continue to do so. In 2011, nearly 15 
per cent of the Canadian population, representing nearly 5 
million individuals, was 65 years of age or older.5  That number 
has increased by almost 14 per cent since 2006, when the 
number of Canadians aged 65 and older was 4.3 million. By the 
year 2036, that number is expected to double to reach 10.4 
million, and by 2051, about one in four Canadians is expected to 
be 65 or over.6 

As the baby boomers age, there is expected to be an “attorney 
boom” for the management of boomers’ assets. This means that 
there will likely be even more attorneys who may live or work in 
a different jurisdiction, lack financial or organizational ability, or 
be struggling to manage their own family’s finances at the same 
time. This, coupled with governments’ increased interest in 
regulating an attorney’s activities, has resulted in a more 
complex task for the attorneys. 

Planning aheaD for inCaPaCitY 
More than 100,000 Canadians will develop some form of 
dementia this year – in addition to over 500,000 Canadians who 
currently live with dementia.7  Because the rate of dementia 
increases significantly over the age of 85, more and more 
Canadians will continue to suffer from illnesses that affect 
cognitive function as the baby boomers age.8   

Given the increasing likelihood that we may need assistance 
with decision-making at some point in our lives, you must 
consider whether you do nothing and have your loved ones 
potentially incur a lengthy and expensive court process to have 
someone appointed to act for you, or whether you want to have 
a say in who manages your affairs when you are no longer able 
to do so.  
A Power of Attorney is a way to protect your best interests, giving 
you control as to who will speak on your behalf when you are not 
able to do so, while at the same time providing guidance on how 
you wish to be cared for, and how to continue to manage your 
assets during your lifetime. 

Without a valid Power of Attorney in place, your province or 
territory will have specific rules for guardianship and decision-
making if you are unable to manage your own financial affairs. 
Many people assume their spouse or next of kin will 

Portrait of generations in CanaDa4

Among Canadian men and women, baby boomers represent the largest segment of the population. Many 
people in this cohort may lose some cognitive function as they age, making a valid, up-to-date Power of 
Attorney more important than ever.
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automatically be assigned the responsibility (or accept it 
willingly). However, without a court order, your spouse and next 
of kin generally will not be able to access your financial 
information and assets. Without such access or ability to deal 
with your assets, your family must apply to the provincial 
government or court to have someone appointed to manage 
your affairs. A court-appointed guardian may also be required to 
post a bond with the court for an amount related to the total 
value of your property. This process can be lengthy and 
expensive. Competing applications can also be filed, adding to 
the cost and timing.

finanCing Personal Care

Your attorney can play a critical role in the care you receive as 
your health-care needs change over time. Your attorney must 
manage your assets wisely and ensure that there are sufficient 
assets available to pay for that care. You may not know now what 
your needs will be in the future, such as whether you will require 
professional care at home or in a long-term care facility. 

Many people believe that the federal or provincial government 
will handle the cost of this care.9  While the government may 
provide some financial assistance, there are limitations that 
require many people to pay for certain care services, or higher 
levels of care, out of their own pocket. These costs can be 
significant; accommodation in a long-term care facility such as a 

retirement or nursing home can range from $1,600 to $9,000 per 
month depending on the room type and the level of government 
funding available in your province or territory – a cost that will 
likely increase over time.10 

One key role your attorney will play is in managing your 
finances to cover the costs of your care. For example, if you 
have a $1 million investment portfolio, your attorney will 
determine which of your investments must be liquidated to 
pay for care if your income is not sufficient to cover these costs, 
and how the portfolio will be managed to ensure that your best 
interests are met while still reflecting your long-term objectives 
for your estate. 

Although this article’s focus is on the importance of an attorney 
to protect your financial wellbeing, there will inevitably be some 
crossover with your personal care. If your attorney for financial 
matters is not the same person as for personal care, these people 
will need to work together closely to ensure your best interests 
are met. For example, your attorney for personal care is 
responsible for making decisions about your healthcare, shelter, 
clothing, hygiene and safety. If you are incapable and your 
attorney for personal care makes a decision to have your care 
provided in a long term care facility, your attorney for property 
will be called upon to ensure you have the financial resources to 
pay for the long term care facility.
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Choosing Your attorneY

It may seem intuitive to appoint your 
spouse, your adult child or a close friend as 
your attorney. The decision on who to 
appoint may be even more important than 
choosing the Executor (called a Liquidator in 
Quebec) of your estate, since you will be 
living to experience the consequences 
should something go wrong as a result of 
your choice. As well, mismanagement of 
your assets during your lifetime could mean 
that the terms of your Will and estate plan 
are not carried out as you expected due to a 
diminished estate. 

When selecting your attorney(s) you should therefore use the 
same due diligence process as you would use to select your 
other professional advisors such as your lawyer, notary, 
accountant or other trusted professional. In choosing an 
attorney, certain key factors should be considered, including:

 Your attorney’s financial acumen

 Your attorney’s location and ability to travel, if needed

 Your attorney’s age and stage in life

 Your attorney’s organizational skills

 Your attorney’s potential for emotional bias

will Your attorneY haVe the reQuireD  
finanCial aCumen?
Your attorney is a fiduciary who must act diligently, honestly 
and in good faith, for your benefit alone. Depending on your 
province or territory of residence, the responsibilities of an 
attorney may include making expenditures on your behalf for 
your support and care and for any of your dependants, 
consulting with your supportive family and friends, managing 
your assets, keeping detailed records of all transactions 
involving the your property, and ensuring your tax returns are 
filed. These tasks can prove burdensome, particularly if your 
chosen attorney is inexperienced in managing finances. For a 
detailed listing of individual tasks, please see the Appendix.

There is a developing trend in provincial and territorial 
legislation that places more scrutiny on attorneys and their 
duties around record keeping and accounting, similar to 
consumer protection laws. While attorneys are held to high 

standards, these trends demonstrate that more time and effort 
may be required of attorneys to demonstrate that they are 
fulfilling their duties, with potential legal consequences if they 
cannot demonstrate this.

It is therefore critical to ensure that the person(s) you choose 
has the time to deal with the administration associated with 
acting as attorney, and has the aptitude to deal with legal 
responsibilities or potential liability involved in carrying out 
their duties as attorney. 

how far awaY Does Your attorneY liVe?
Your choice of attorney may not necessarily live in the same 
province or territory or even the same country as you do. 
Perhaps your family members have emigrated from their home 
country to pursue career opportunities in another part of the 
world. Parents and grandparents may live in one country, while 
their children and grandchildren (sometimes from multiple 
relationships and marriages) live in another. 

If your attorney lives in a different jurisdiction than you, there 
may be additional risk due to the legal, logistical and 
administrative complexities in managing your affairs from afar. 
For example, your assets may be located in multiple 
jurisdictions around the world; you may own property in a 
number of geographic locations and divide your time between 
these homes. If this is the case, you will require Power of 
Attorney documents that are effective in each jurisdiction, as a 
“general” Power of Attorney prepared in one place may not be 
legally effective in another. They may have practical challenges, 
such as physical proximity, as well as compliance issues in 
carrying out their duties as your attorney. For example, if your 
attorney lives in the U.S., a financial advisor in Canada who is 
not registered under U.S. securities laws will not be authorized 
to give investment advice to, or take investment direction from, 
an attorney who is a U.S. resident.

Choosing an attorney who lives some distance away may also 
have an impact on the attorney’s own career and stress levels, 
particularly if the attorney is also providing or arranging 
personal health care. Job absenteeism is also affected by the 
distance between an attorney or caregiver’s home and the 
person for whom they are caring. A survey of Canadians age 45 
and over who were providing care to a parent or parent-in-law 
showed that 13 per cent lived in the same household, 46 per 
cent lived in the same neighbourhood (within 30 minutes on 
foot or by bus), 20 per cent lived in a surrounding 
neighbourhood or community (less than one hour by car), 15 
per cent lived one hour to less than half a day by car, and 7 per 
cent lived more than half a day by car.11  
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As the intensity of the care needs increase, and more time is 
required to assist the care receiver, the travel time can 
become burdensome, especially in poor weather conditions 
or if there is a significant financial cost to the travel.  

will Your attorneY haVe time to manage  
Your affairs?
In some cases, an attorney’s tasks span several years, and the 
level of care needed may escalate over time.  

If you are considering an adult child as your attorney, 
consider whether he or she may be part of the “Sandwich 
Generation.” The term Sandwich Generation is used to 
describe a group of people aged 30-50 years old who are 
handling the financial and emotional stress of caring for both 
their parents and their dependent children, while preparing 
for their own future stages of life. Entering into a period of 
their lives when they would normally start planning and 
saving for their own retirement in earnest, members of the 
Sandwich Generation are suddenly finding themselves 
spending time and savings not only caring for their children, 
but also caring for aging family members and even friends. 
People are marrying and having children later in life, 
meaning they may have financial obligations to children 
while at the same time having to care for their own parents. 
While families have always had to deal with the care of older 
parents and younger children at the same time, a number of 
factors have combined to make this the start of what’s 
expected to be a more significant and enduring trend. 

Consideration should therefore be given to the competing time 
pressures of children, a career and caring for aging parents if the 
person you are considering appointing as attorney may be a 
member of the Sandwich Generation when called upon to act. 

You should also consider what will happen if the person you 
have appointed as attorney is not physically or emotionally 
well when the time comes to act as your attorney. If you still 
have capacity, then you can appoint another person to act on 
your behalf. However, if you do not have capacity, the co-
named attorney or your alternate choice (if you have named 
one) will need to act. If you do not have an alternate or your 
alternate is also unable to act, someone may have to be 
formally appointed to manage your affairs.

will Your attorneY Be emotionallY BiaseD?
If your attorney is related to you, they may have an emotional 
bias that prevents them from carrying out your wishes. Difficult 
family dynamics can also impact the decisions that are made by 
your attorney. When family members are attorneys, they may 

feel pressure from other family members or friends to act in a 
way that may not be consistent with what you would have 
wanted. If your attorney is emotionally vulnerable because of 
your incapacitated state, or prone to influence from their spouse 
or other family members, it may be difficult for them to act with 
the impartiality required of attorneys. Finally, your attorney can 
be in a potential conflict of interest if the spending for your care 
will affect their potential inheritance.

aPPointing multiPle attorneYs

Given the abovementioned factors, you may wish to consider 
appointing more than one attorney. If you appoint more than 
one attorney, it is important to understand the difference 
between the various appointments you can make. For example, 
you can require that your attorneys act together (“jointly”) or 
you can give your attorneys the flexibility of carrying out their 
duties separately or together (“jointly and severally”). Many 
people appreciate the inherent safety in having more than one 
decision maker acting together, as it reduces the chances that 
your assets will be mismanaged. 

Requiring your attorneys to make joint decisions with respect to 
all your financial affairs may not suit your particular 
circumstances. You may therefore want to consider granting 
independent decision-making power to separate individuals for 
different tasks. For example, if spelled out in your Power of 
Attorney documents, you can arrange for one person to conduct 
day-to-day banking and one person to make investment 
decisions. You can also differentiate the roles by having one 
general Power of Attorney document and one limited Power of 
Attorney document. It is important to seek legal advice so that 
you understand what each attorney can do on your behalf alone, 
what actions must be taken jointly and how to deal with 
conflicting instructions.

aPPointing a trust ComPanY as attorneY

For many reasons – including those above – some people choose 
a trust company to act as their attorney, a company licensed to 
provide this service.

Working with a trust company can bring confidence to your 
estate planning. You will have a written, signed agreement as to 
the duties that will be carried out on your behalf. While your 
family members may not be familiar with estate planning laws 
or terminology, a trust company’s advice is timely and based on 
current estate planning requirements and regulations. Most trust 
companies, as providers of these services, can tailor a service 
package to your needs, comprising custody, recordkeeping and 
accounting, and support for the investment of trust assets. 
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ProteCting Yourself against senior aBuse 

Based on average data, it is estimated that 4-10 per cent of 
Canadian older adults experience some form of abuse.12  While 
senior abuse can include physical, verbal, psychological and 
sexual abuses, the most prevalent form of abuse appears to be 
financial abuse.13 

Despite your best intentions, when you grant authority to 
another individual under a Power of Attorney, there is always the 
possibility that they may abuse it. Unfortunately, more and more 

people acting as attorneys are finding themselves embroiled in 
legal issues. Criminal liability may result if an attorney is found 
to have engaged in financial abuse or theft, punishable under 
section 331 of the Criminal Code of Canada, R.S.C. 1985, c.C.-46 
(the “Code”). Under section 334 of the Code, theft over $5,000 is 
punishable by imprisonment. 

In December 2012, the federal government passed legislation 
that provided for stiffer sentences for those who take advantage 
of older Canadians. The Protecting Canada’s Senior Act, S.C. 
2012, c.29 received Royal Assent on December 14, 2012, and 
came into effect 30 days later. 

 

Stories of disputes involving uses and abuses of Powers of 
Attorney and other abuse of seniors and the vulnerable are 
becoming more commonplace and evidence of the impact and 
effect can be seen everywhere from government advertisements 
to changes in legislation. The scrutiny applied to the 
administration of the property of others under a Power of 
Attorney will continue to increase in the future. Examples of this 
trend to greater accountability for attorneys can be seen in 
amendments to provincial legislation such as British Columbia’s 
changes to the Power of Attorney Act. Mandatory reporting of 
abuse is also making its way into many provincial laws.

Under British Columbia’s new legislation, your attorney may 
make gifts, loans and charitable donations that you would 
have made, but only up to a maximum of $5,000 and only if 
you will have sufficient property left over to meet your needs 
(and the needs of your dependants). In addition, the 
legislation now sets out the duty to account for your assets and 
liabilities, including an estimate of their value. 

Although unlikely to pass into law in its existing form, the 
Protection of Vulnerable and Elderly People from Abuse Act 
(Powers of Attorney) was presented before the Legislative 
Assembly of Ontario in 2011. A noteworthy item was that the 
Bill proposed an unprecedented requirement that an 
attorney provides annual accounting to Ontario’s Public 
Guardian and Trustee and, if requested, to the donor who 
appoints the attorney. 

As well, the Bill proposed to create a register of attorneys 
containing, if the donor chooses to provide it, the name and 
address of the donor and the attorney, any restrictions on the 
attorney’s authority, the date the attorney’s authority took 
effect and the persons to whom the donor authorizes the 
Public Guardian and Trustee to disclose information. 

While the changes enacted in British Columbia and proposed 
changes in Ontario might serve the intended purpose to protect 
vulnerable citizens, they will impose significant obligations on 
attorneys, who will need to be prepared. 

a growing trenD to greater aCCountaBilitY in CanaDian Power of attorneY legislation
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examPle of senior aBuse BY an attorneY

*Names have been changed and circumstances altered.

One 2011 case of senior abuse from eastern Canada 
demonstrates the value of a responsible attorney and the 
importance of due diligence in appointing one. 

Henry* was the nephew of the victim, Samantha, and the 
beneficiary of her Will. In 2009, Henry obtained a Power of 
Attorney for property over his aunt’s affairs. Samantha lived 
alone in her home and had a bank account with some savings. 
In March of that year, the aunt’s house was transferred into 
joint tenancy with Henry. A doctor’s report indicated that 
Samantha was suffering from a severe form of chronic 
dementia. Shortly thereafter, Henry placed his aunt into a 
private nursing care home, signing a contract as under the 
Power of Attorney. The care home only received three 
payments but Henry arranged no further payments for 
Samantha’s care. Henry sold his aunt’s house and took control 
of the proceeds. He removed the remaining funds from his 

aunt’s bank account and then he himself moved to a different 
province. In addition to taking all the funds, Henry arranged to 
receive his aunt’s Old Age Pension (OAP) and Canada Pension 
Plan (CPP) at his new address. Sadly, Henry made no further 
contact with the nursing home or his aunt. Samantha was left 
to languish in a private care facility, alone and without any 
family support. She had no money for basic personal care not 
covered by her room and board, including hair cuts, clothing, 
foot care and incontinence supplies. 

Eventually, Samantha’s situation came to the attention of the 
Public Trustee’s office who was certified as her guardian. The 
Public Trustee commenced a civil lawsuit against Henry who 
was also charged with theft of his aunt’s property. Henry 
entered a plea of “guilty,” repaid the amount of the theft and 
was sentenced.

Your Power of Attorney should be reviewed and discussed 
with your lawyer or notary so you understand your 
attorney’s powers and duties.
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CheCklist of 
attorneY’s duties

Many people consider it an honour to be 
considered as an attorney, and to be 
entrusted to the number of important duties 
as part of the role. From reviewing your Will 
to managing your banking, insurance and 
investments, the following list of duties, 
while not exhaustive, is significant enough to 
warrant special consideration for the person 
who will ultimately manage your affairs on 
your behalf. 

The extent to which these duties should be performed by the 
attorney will depend on the circumstances of the donor of the 
Power of Attorney and, as such, not all may be applicable.  If 
the donor is capable, the Attorney should follow the 
instructions of the donor as to which tasks should be 
completed on his or her behalf.

1.  Locate and review the donor’s Will and document any specific 
instructions concerning property and bequests

2.  Notify all banks, brokers and financial institutions with 
whom the donor has business that you are acting as the 
donor’s attorney; confirm whether the donor created any 
other Power of Attorney documents with them and redirect 
statements if necessary

3. Cancel debit card(s)

4. Cancel credit card(s) and return cards to issuers 

5.  Check Bank of Canada website for unclaimed balances in 
donor’s name

6.  Locate and document all original investment certificates, 
stocks, bonds, property deeds, etc. 

7.  Notify appropriate institutions and redirect annuities, 
pensions and registered funds

8.  Review the suitability of the investment portfolio and any 
surplus cash, making any necessary and allowable 
adjustments to meet cash requirements

  9. Identify and document all other personal assets

10.  Notify Canada Revenue Agency, provide them with a copy of 
the Power of Attorney document and request a statement of 
account showing all outstanding taxes, refunds and 
instalments paid to the current date

11.  File any outstanding and ongoing tax returns and pay all 
income taxes owing

12.  Notify the appropriate authorities and redirect CPP/QPP, 
OAS, Veteran’s Pension Payments and GST/HST credits

13.  Notify insurance companies or other institutions regarding 
auto, home, disability or life insurance that you are acting as 
the donor’s attorney and redirect statements if necessary

14. Ensure adequate insurance for assets and upkeep of property 

15. Set up disability insurance payments, if required

16.  Cancel auto registration and insurance, if applicable, and 
collect any refunds

17. Investigate and record all debts owed by the donor

18.  Arrange payment of debts with any surplus cash and obtain 
receipts

19.  Create a complete list of the donor’s assets and liabilities as of 
the date of your first action

20.  Establish an ongoing list of acquisitions and dispositions 
made on the donor’s behalf (e.g. money received, 
investments made, liabilities incurred or discharged)

21.  Create a monthly budget consisting of all expected income 
and payments required to ensure the donor’s immediate and 
ongoing financial needs can be met

22.  Document (including assets used in calculation) any 
compensation taken for your attorney duties

23.  Consult with the person acting as attorney for health care 
regarding health care, safety and shelter for the donor; obtain 
a written description of decisions made and make all 
necessary financial arrangements

24.  If there is no named attorney for health care, obtain legal 
advice regarding the donor’s current circumstances

25.  Notify personal attendants, housekeepers, gardeners and 
other staff of your role as attorney, as advise as required

26. Initiate sale of assets if required

27. Cancel memberships and other subscriptions if required
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Anyone who knows someone who suffers from a mental illness or addiction is aware of 
the effects that it can have on an individual as well as their family. The challenges can be 
particularly difficult when it is a young person who is suffering, because often this is the 
time when different diagnosis and treatment options are explored.

rBC run for the kids
In Support of Sunnybrook Hospital’s Family Navigation Project

Recently, the topic of children’s mental health 
has begun to receive increased attention in 
Canada. It is being brought into the spotlight 
with the help of Dr. Anthony Levitt of 
Sunnybrook Hospital in Toronto. Dr. Levitt is 
Co-Chair of the Family Navigation Project, a new 
program that is being developed through 
Sunnybrook Hospital’s Youth Psychiatry division.

The Family Navigation Project will be the first of 
its kind in Canada to assist families with finding 
the correct channels to locate the help they need 
when it comes to youth mental health. Currently, 
there is no direct path to finding the services and 
resources that are available. The project will 
help by pairing expert navigators with families 
that are in need to offer assistance in steering 
them through the complicated mental health 
care system. 

“We’re trying to create a place where families in 
crisis can connect and find the right resources. 
Every day all over this province, lives are at risk. 
It is definitely past time for this kind of 
resource,” says Dr. Anthony Levitt, Co-Chair, 
Family Navigation Project.
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The Family Navigation Project will be a non-profit program 
designed specifically for 14- to 24-year-olds with mental health 
or addiction problems. By building relationships with treatment 
providers, centres and programs, the Family Navigation Project 
will help by facilitating connections for families and youth that 
are in need. Once established, the goal is to reach 1,000 families 
a year and to act as a model for similar programs to come.

“As many as two million youth in Canada are struggling with a 
mental health or addiction problem, and yet only one in five 
will get specialized treatment,” says Dr. Levitt. “The Family 
Navigation Project aims to assist with getting a higher 
percentage of youth the help they need and deserve.”

To help launch the Family Navigation Project, the RBC Run for 
the Kids was announced in May. The run took place on 
September 21 and 22 and registrants had the option of 
participating in a 5K or 25K race. Children were also welcome, 
and could run or walk a total of 15K as part of the specially-
designed Youth Challenge: 10K in the four months prior to the 
day of the event, and the final 5K walk/race on the day of the 
event. The funds raised from the race will go towards 
establishing the Family Navigation Project at Sunnybrook in 
early 2014.

RBC has a strong commitment to children’s mental health 
through the Children’s Mental Health Project, and since 2008, 
has donated over $16 million to more than 200 organizations. 
Since many mental health issues develop during adolescence, 
early intervention is an important tactic for treating and 
managing mental illness. RBC also aims to reduce the stigma 
that is often associated with mental illnesses by supporting 
education programs that increase awareness and 
understanding regarding youth mental illness. Through early 
diagnosis, treatment and education, many individuals can go 
on to lead happy and healthy lives.

To find out more about the RBC Run for the Kids,  
visit www.rbcrunforthekids.ca

To learn more about the Family Navigation Project,  
visit www.sunnybrook.ca.
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