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|nflation and Its I mpact on Your
Future

Understanding inflation is crucid to investing because for most investors,
inflation presents the biggest risk to achieving one's investment goals.
Inflation affects all aspects of the economy, from consumer spending,
business investment and employment rates, to government programs, tax
policies, and interest rates.

You' ve probably heard people questioning whether we are heading into an
inflationary or deflationary period. What does this mean, and more
importantly, what impact doesit have on your investments and your future

lifestyle?

The inflation/deflation debate is important on multiple fronts. For
investors, being right or wrong on this key issue could mean the difference
between amassing a sizeable portfolio, or living your future lifestyle way
below your current expectations.

Simply put, inflation is the rise in the price of goods, services and taxes
over aperiod of time. It isbest understood asthe loss of purchasing power.
Inflation means our dallar today will buy fewer goods and servicesin the
future. The Consumer Price Index (CPI) is acknowledged as the most
widely accepted measure of inflation. CPl measures the average changein
prices over time for a certain group of goods and services.

Inflation has a direct effect on our standard of living. Rising prices means
we pay more for the same goods and services. If income increases a a
dower rate than inflation, your standard of living declines, even if you are
making more.

Theflip-side of inflation isdeflation. Deflation occurswhen average prices
arefalling, and can result in various economic effects. For example, people
will put off spending if they expect prices to fall. Sustained deflation is
generaly aresult of a protracted economic slow-down.

Per spectl ve

Thelast deflationary period in Canadawas during the Great Depression of
the 1930s, when genera price levels fell more than 10%. Since that time,
generd price levels have risen. Just reflect on your own experience: Can
you think of anything that is cheaper now than it was 5 years ago? What
sarvices are cheaper today than they were 5 years ago?

What Does It All Mean to the Average Consumer ?

But what doesthis al mean to the average consumer and investor? Should
we be worried whether we are in an inflationary or deflationary period?
What should we redlly be focusing on?

The biggest risk of inflation is that our standard of living will fall if our
incomes do not keep up with the general rise in prices. The inflationary
experience of the ‘70s and ‘80s was harrowing for those who relied on
fixed-income pensions or investments. \Volatile inflation affects retirement
planning because even a series of smal, unanticipated increases in the
generd priceleve can significantly erode the purchasing power of savings
in the future,

As we near retirement, we start to rely on more services, such as hedth
care. How will our retirement nest eggs pay for these ever-increasing
costs? If not directly paid for by increasesin user fees, taxes will certainly
have to rise to meet the hedth expenditures of the baby boom
demographic.

Investing in Well-Managed Companies Helps Beat the Effects
of Inflation

In particular, retirees with fixed income portfolios and fixed pensions are
most susceptible to rising inflation rates. Since inflation decreases the
purchasing power of dollars, retirees are not able to purchase as much with
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the same constant dollar income stream. To protect a portfolio’s purchasing power, Leon
Frazer & Associates believes equity investments in companies that can grow their
dividends are the best way to offset the ravages of unexpected inflation. In their view, a
well-managed company is best able to appropriately raise prices and control costs so
dividends can grow in accordance with genera prices. As dividends increase, the relative
price of a stock has a greater probability of holding or appreciating in value, especialy
when compared to a no-growth interest payment. Ultimately, companies with growing
dividends offer the best opportunities to preserve wesalth in uncertain times.

Contributor: Bill \Vollmer, B.Math, CA, FLMI, CFP
Senior Financial Advisor, Manulife Securities Incorporated

Article used with permission. Sourced from Leon Frazer & Associates, Market Perspectives.

Tax and Estate Planning Corner
Helping Your Family Even More

You may be accumulating money to leave to your children or grandchildren by
investing in an RESP (Registered Education Savings Plan), TFSA (Tax-Free Savings
Account) or some other taxable investment. Some of these investments have
contribution limits, others are subject to annual taxation and some may not provide the
flexibility you arelooking for. Another option to consider isthe Wealth Transfer Strategy.

This financia planning strategy uses a permanent life insurance policy and offers the

following advantages:

Life insurance protection on the life of your child or grandchild

Tax-sheltered growth of the cash value of the insurance policy

A tax-free death benefit upon the death of the insured

The ability to transfer ownership of the policy to your child or grandchild in the

future on a tax-free rollover basis

o After a transfer, your child or grandchild can access the cash value to fund
expenses such as post-secondary education or a new home

« |If the funds are withdrawn from the policy when the child or grandchild is age 18
or older, any policy gains will be taxable to your child or grandchild, not you

For example, you could purchase a $250,000 permanent insurance policy on your 8
year old grandson, and deposit $5,000 into the policy for the next 10 years. When your
grandson is 19 you could transfer the policy to him and he could withdraw $5,000 for
4 years to fund his university tuition. A few years later when he is 35, he could
withdraw $15,000 to help with the purchase of a new home. The policy would also
allow him to withdraw $50,000 each year for 6 years to supplement his retirement
income starting when he is age 65. When your grandson is 72, he would still own a
policy with a death benefit of over $500,000 even with al the withdrawals for
education, home purchase and retirement income.

This planning strategy is an effective way of transferring wealth to your children or
grandchildren and provides you with control of this wealth until you're ready to
transfer it. If you would like more information on the Wealth Transfer Strategy please
contact your Arca advisor.

Contributor: Christine Black B.Math, CA, CFP, TEP
Arca’s Tax and Estate Planning Consultant

We are happy to announce a new addition to our staff.
Susanne von Heyking joinsArcaasaFinancial Advisor.
Welcome aboard Susanne!

Carolyn has passed all her Canadian Securities Course
exams. Congratulations on ajob well done Carolyn!

Marshal Muldoon will now be responsible for our
Group Benefits Division. Congratulations on your new
role Marshall!

5 Keysto Group Benefits
and Retirement Plans

1.Put something in place. In an increasingly
competitive hiring market, companies offering
benefits have an advantage over those that don't.
Group benefits and retirement plans demonstrate
that a company cares about its employees’ present
and future.

2. Focus on the basics. Offering life and basic health
coverage will protect a company’s employee assets
while aso providing greater budget control. You
can always add on to this benefits base in the future.

3. Ease of implementation and administration is key.
A 20-person company may have only one HR staff
member, if any. Service providers have begun
offering simple turnkey plan solutions for small
businesses with limited resources.

4.Make it needs based. Know your company
demographics and engage your employees during
the design process. Employees in their 20s may not
value comprehensive health benefits. Similarly, an
older demographic will likely see the need for a
group retirement plan.

5. Benefits and group retirement plans are great tools
for building a productive and healthy workforce,
but they aso represent costs for a company.
Employee co-payments can help keep plan costsin
check, and communications can arm employees
with key cost-saving knowledge.

ArcaFinancia Group can help you design anew plan
or review and adjust your current plan to reflect your
company’s needs. Contact your Arca advisor for
more information.

Contributor: Marshall Muldoon
Group Benefits Consultant
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