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The Sun Also Rises

Investing is never a smooth road, and 2022 was a difficult reminder that the markets can go
down just as they go up. Financial markets were largely challenged by the aggressive actions
of central banks in raising rates in their attempt to combat high inflation; a stark contrast to
the excessive exuberance of 2021. Indeed, the market pendulum can swing from one extreme
to the other, with prices often overshooting underlying “fair values” in both directions during
the course of a cycle. As renowned investor Benjamin Graham once said, “In the short run, the
market is a voting machine. But in the long run, it is a weighing machine.”

While it is never easy to see asset prices under pressure, it has led to a more healthy
outlook for how risk assets are viewed and, perhaps, more thoughtful consideration of
how capital is deployed. For the equity markets, we have seen a return to more reasonable
multiples and fair values, better reflecting fundamentals like corporate earnings and
economic growth that drive prices over longer time periods.

It is instructive that throughout the turbulence of 2022, renowned investor Warren Buffett
added to his portfolio — reportedly his largest net purchases in 30 years! Buffett’s investment
thesis has always been to buy quality companies at reasonable prices, with the intention of
holding them for the longer term. He knows that there will be down years and uses them to
seek opportunity, strong in his conviction that brighter days lie ahead. Since the start of the
millennium, Buffett has actually underperformed the S&P 500 over 40 percent of the time on
an annual basis? Yet, he has stuck to his approach to outperform the markets over time. Itis a
reminder that even for the most respected investors, investing is never a smooth road.

Have we seen the bottom of this cycle? As the saying goes, it's always darkest before dawn.

As we enter 2023, many of the same challenges we faced in 2022 persist: geopolitical

tensions, lingering inflation, though there are positive signs of slowing, higher interest rates

and continuing central bank tightening policies intended to slow economies. While economies
need to slow for inflation to moderate, let's not forget that we may be well positioned to endure
these times. Our financial systems continue to be healthy; many companies and individuals are
not heavily indebted, a previous driver of more serious downturns. Labour markets have been
strong, though this has complicated central bank efforts to rein in inflation. And, after a volatile
year, the prospect of an economic slowdown may be somewhat reflected in equity prices:
Markets often discount the direction of the economy well ahead of time. Most important, while
short-term setbacks are expected to occur from time to time, corporate profits and economies
have continued to grow over longer periods — and this isn't likely to change.

This points to the importance of continuing to plan for a better tomorrow. As investors, we
will inevitably experience dark days and even down years; yet, as Buffett’s actions remind us,
we shouldn't forget that the sun also rises.

With the turning of another year, | would like to express my gratitude for your continued
confidence in my services. | look forward to brighter days ahead. May 2023 bring good

health, peace and prosperity. i
=

1. https://markets.businessinsider.com/news/stocks/warren-buffett-berkshire-ha y-60-billion-record-stock-purchases-
portfolio-2022-8; 2. When comparing BRK-A annual returns against the S&P 500 from 1999 to 2021. www.cnbc.com/2021/01/08/
how-warren-buffetts-uphill-battle-against-the-sp-500-is-changing. html
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Investing Resolutions for 2023 to Help Keep Perspective

Arecent article in the Washington Post offered a different perspective
to the view that kids these days are getting too much screen time.

In fact, there’s another demographic struggling to put down their
devices: baby boomers. As one man put it: “My 75-year-old dad’s
phone may as well be an implant; he lives with it like a teenager!” Of
course, this has implications for our investing ways. With easy access
at our fingertips, we may all be guilty of checking investment accounts
too frequently. In this regard, and as we begin a new year, here are
three resolutions that can help to make better investors:

Pay less attention to investment accounts. It's worth a reminder:
Emotions can impact our investing decisions. When we are
threatened by the possibility of losses, our brains take control to avoid
these losses and we may not make the best investing decisions. In
2022, excessive pessimism dominated the markets. As one market
pundit noted, perception swung from “flawless to hopeless,” and, for
many, the urge to react may have felt overwhelming. One important
variable for investing success is how long you are able to stay invested.
As such, consider checking accounts less frequently.

Think longer term. Markets go up and down and returns vary from
year to year. While we commonly discuss “average” returns, it’s worth
repeating that annual returns often don't fall close to this average.
Consider the wide dispersion of S&P/TSX Composite Index annual
returns since 1981. In 19 of 41 years, returns were less than the average
of 6.7 percent. Almost one-third of the time, they were negative. Yet,
average returns compounded over time can lead to superior results.
An investment of $55,000 would yield about $209,000 in 25 years at
arate of return of 5.5 percent; in 55 years, it would yield over $1 million.

S&P/TSX composite index annual returns since 1981
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Remember that equities continue to be one of the best wealth
generators of asset classes. Given the market volatility in 2022 and
with yields on low-risk, fixed income alternatives at levels not seenin
over a decade, products like guaranteed investment certificates may
look appealing. While this may be a good opportunity for cash on
the sidelines, equities continue to be one of the best asset classes in
which to generate wealth and beat inflation over the longer term.

Cumulative returns by investment strategy, 2011 to current
——Equities*
——Balanced Portfolio**
——U.S. Bond Universe

One-Year GIC (Canada)
Core Inflation
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*35% S&P 500, 35% S&P/TSX, 20% MSCI EAFE, 10% MSCI EM; **60% Equities, 40% Fixed Income
1. https://wwwwashingtonpost.com/technology/2022/11/12/boomers-screentime/

Have You Been Appointed Estate Executor? Five Mistakes to Avoid

Administering an estate can be a time consuming and complex task,
often occurring during an emotionally difficult time. It isn't uncommmon
for mistakes to be made, which can lead to increased tax liabilities,
conflict with beneficiaries or, worse yet, litigation. Equally concerning,
the executor (liquidator) may be held personally liable for any errors.

If you have been appointed as executor, being aware of these
potential pitfalls may help as you contemplate the role. If you are
planning for your own estate, carefully choosing your executor is
important to prevent these and other mistakes. In brief, here are
common mistakes often made by executors:

1. Not following the directives of the will. Estate lawyers say that
executors can sometimes ignore parts of the will, such as forgiving
loans that were to be collected, perhaps due to lack of knowledge
or because it is easy or convenient. Others may choose to distribute
assets differently than directed within the will, under the belief that
they have a more ‘fair’ idea for this distribution. Neither situation is
within the executor’s authority.

2. Failing to communicate. One of the executor’s duties is to respond
to reasonable enquiries from beneficiaries. Sometimes executors
become so involved in the process that they forget to communicate.
Silence can often be misinterpreted as being secretive, which can
prompt estate disputes. Maintaining transparency and ongoing
communication can go a long way in preventing conflict.

3.Makingincorrect
distributions. Oftentimes,
distributions are incorrectly
made before other liabilities
are paid, such as taxes

or outstanding debts.
Sometimes this is because
beneficiaries pressure the
executor. Often overlooked: the executor must identify unknown
creditors, which can involve a time-consuming process of creating
a public notice. Advertising for creditors can protect the executor
should a claim be made after the estate has been distributed.

4. Being too prudent. Some executors try to keep estate expenses
low, which can result in higher costs. For example, an executor who
completes tax returns without the help of an accountant may miss
eligible tax credits or deductions. In the past, advertising for creditors
in the newspapers of multiple cities was very costly, so some avoided
the process, only to be caught by surprise when claims were made.

5. Treating estate funds as their own. Given the assets often available
within an estate, some executors may wrongly use them for their own
purposes, such as to make loans to themselves or family members.
Others may make more honest mistakes, such as incorrectly using
funds to cover travel costs for family members to attend a funeral.
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RRSP Checkup: How Well Are You Managing Your RRSP?

It is once again Registered Retirement Savings Plan (RRSP) season.
How well do you manage your RRSP? Here are some questions to ask:

Do you consider the timing of RRSP deductions? \With any RRSP
contribution, you're entitled to a tax deduction for the amount
contributed so long as it is within the contribution limit. Keep in mind
that you don't have to claim the tax deduction in the year the RRSP
contribution is made. You can carry it forward if you expect income
to be higher in future years such that you may be put in a higher tax
bracket, potentially generating greater tax savings for a future year.

When do you make contributions? By making contributions at the
beginning of the tax year or throughout the year, instead of waiting
until March T for a deduction from the previous year, you may benefit
from the longer time for tax-deferred growth. Due to the power of
compounding, over time this can make a noticeable difference.

When was the last time you updated beneficiary designations?

It may be beneficial to review account beneficiaries (in provinces
where applicable), especially in light of major life changes. For
example, in the event of separation or divorce, be aware that named
beneficiaries may not be revoked, depending on provincial laws.
Therefore, the designation of an ex-spouse may still be in effect.

Have you considered a spousal RRSP? For couples in which one
spouse will earn a high level of income in retirement, while the other
will have little retirement income, a spousal RRSP may potentially
be a valuable income-splitting tool. If you are working past age 71
and have a younger spouse, you can no longer hold your own RRSP
after the year you turn 77, but you can still make a contribution to

a spousal RRSP as long as your spouse is age 71 or less at year end
and you have RRSP contribution room. This may be a good way to
get a deduction and shift income to a spouse.

Have you planned for
your RRSP’s eventual
maturing? There may be
benefit in gradually drawing
down RRSP funds as you
approach retirement.

This may be useful if an
individual is currently in a
lower tax bracket than they expect in future years. Others may seek
to limit future sources of taxable income in order to minimize the
possible clawback of income-tested government benefits such as
Old Age Security. One strategy may be to use RRSP withdrawals

to fund Tax-Free Savings Account (TFSA) contributions (subject to
available room). As the TFSA grows, there may be greater flexibility
to receive tax-free income that can augment or replace Registered
Retirement Income Fund (RRIF) withdrawals later. At death, TFSA
funds can pass tax free to heirs, unlike residual RRSP/RRIF funds that
are subject to tax, potentially at high marginal tax rates.

Do you allow your RRSP to grow uninterrupted? Consider the
implications of making taxable withdrawals from the RRSP to pay
down short-term debt. You may be paying more tax on the RRSP
withdrawal than you'll save in interest costs. In addition, once you
make a withdrawal, you won't be able to get back valuable RRSP
contribution room. There may be better options, such asa TFSA in
which contribution room resets itself in the following calendar year.

Always seek assistance from tax professionals regarding your situation.

RRSP Contribution Deadline: March 1, 2023 for the 2022 tax
year, limited to 18 percent of the previous year’s earned income,
to a maximum of $29,210 (for the 2022 tax year).

A Brighter Side to Inflation: The Largest Index Adjustment in Years

There may be some good news that comes with the significant
inflation we've been enduring. The adjustments made to certain
government income tax and benefit amounts — such as the basic
personal amount (the federal non-refundable tax credit on an income
tax return), the annual dollar limit for the TFSA and the GST/HST

tax credit — will be the highest seen in many years. This is because
the government adjusts these amounts based on inflation using
consumer price index data. With inflation reaching 40-year highs in
recent times, the indexation increase is the largest since the 1980s.

Indexation Increase Per Year, 2019 to Current

2019 2020 2021 2022 2023
2.2% 1.9% 1.0% 2.4% 0.3%

Many of these adjustments take effect on January 1, such as the
increase to the TFSA dollar limit. However, other adjustments will
take place on July 1, such as income-tested benefits like the GST/
HST tax credit and the child disability benefit, as this coincides with
the beginning of the program year for these benefits. It will also
increase our income tax brackets.

Why is this important? The adjustment helps compensate for

the higher cost of living we are experiencing. For instance, if the tax
bracket thresholds are not indexed to inflation, an increase in income
would mean higher taxes paid and a loss of purchasing power. This
occurred when Alberta de-indexed its tax brackets in 2019, effectively
forcing Albertans to pay $646 million more in taxes from 2020 to
2022 Alberta will resume indexing for the 2022 tax year.

For more information on the indexation adjustment, please see:
https://www.canada.ca/en/revenue-agency/services/tax/individuals/
frequently-asked-questions-individuals/adjustment-personal-
income-tax-benefit-amounts.html

1. www.cbc.ca/news/canada/calgary/alberta-taxes-indexation-inflation-1.6510978

2023 TFSA Dollar Limit: As a result of adjustments for inflation,
the 2023 TFSA annual dollar limit will increase to $6,500,
bringing the eligible lifetime amount to $88,000. The annual
dollar limit hasn’t increased since 2019.

Don't overlook the opportunity for tax-free growth!
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Why Sequencing of Returns Matters

The sequence of returns — the order in which markets rise and fall
and the associated returns — can make a difference when it comes
to a retirement withdrawal strategy. Here is why:

During periods where portfolio values are under pressure, any
withdrawal will put further downward pressure on the portfolio.
When this occurs at the start of retirement, it can make a difference
to the longevity of
the account. Thisis

How Sequencing of Returns Can Impact a Retirement Portfolio of $500,000
because withdrawals Based on a $20,000 Withdrawal and 2.5% Inflation Rate Using Historical S&P 500 Returns

Of course, this is an extreme example because of the severity of
the market downturn from 2000-2002 in the U.S. The good news
is that, historically, equity markets have not had sustained periods
of negative returns. There have only been two instances in the past
50 years in which U.S. markets have seen losses that lasted at least
two consecutive years: 1973-1974 and 2000-2002; and only one
instance in the Canadian markets: 2001-2002.

However, from time
to time, there will

during depressed Investor A: Negative Returns at Onset of Retirement Investor B: Negative Returns at End of Retirement  De the inevitable
times can deplete Age Return Withdrawal Growth EndingValue Age Return Withdrawal Growth EndingValue dOwn periodsin
an account faster 66 -1014%  $20,000 -$48,672  $431,328 66 -073% $20,000 -$3,504 $476,496 the markets. There
than anticipated. 67 -13.04%  $20,500 -$53,572  $357,256 67 11.39%  $20,500  $51,938  $507,934  are actions we can
And. when the 68 -2337%  $21013  -$78,580  $257,663 68 2960%  $21,013  $144129  $631,050 take to miticate

’ 69 26.37%  $21538  $62,266  $298,392 69 1341%  $21538  $81736  $691,248 &
markets eventually 70 899%  $22,076  $24,841  $301,156 70  0.00%  $22,076 — $660172 thesequencing
reverse theircourse, 71 3.00%  $22628  $8356  $286,884 71 1278%  $22,628  $82,628 $729172 of returns risk.
the portfolio cannot ;g 133532// §§§17971 $$395,793175 ggg,ggg 72 23.45% ;23,194 ?65,552 §871,53O Portfolios are

‘ 53% ) ] , 73 -3849%  $23774 -$326,301 $521,455
benefit as much 74 3849%  $24368 -$100536 _ $160,664 74 353%  $24368  $17547 $id6aa  CONStructedto
because there 75 2345%  $24977 _ $31819 _ $167505 75 1362%  $24977  $66691  $556,348 Include afixed-
are fewer dollars 76 1278%  $25,602 $18,135 $160,039 76 300%  $25602  $15922 $546,669 INncome component
remaining. 77 000%  $26,242 — $133,797 77 899%  $26242  $46786  $567213 to provide income.
78  1341%  $26,898  $14,335  $121,235 78  2637%  $26898  $142481 $682797 T.king 3 more

To understand the 79 2960%  $27570  $27725  $121,389 79  -2337%  $27570  -$153126  $502,100 ng
potential impact, 80 M39%  $28259  $10607  $103,737 80 1304% $28250 -$61789  $412052 [lexibleapproach
we compare the 81 -073%  $28,966 -$546 $74,225 81 -1014% $28966 -$38,845 $344,241 towithd rawa! rates
outcomes of can also alleviate

two identical investment portfolios of $500,000, with an annual
withdrawal of $20,000 per year increased by 2.5 percent per year

for inflation. For Investor A, we use the actual performance of the

S&P 500 Index from 2000 to 2015. For Investor B, we reverse the
sequence of returns. As the analysis shows, the early losses of Investor
A'in the first three years leads to a significantly lower ending balance
than Investor B, who experiences those same losses at the end.
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the negative effects, including withdrawing a fixed percentage of

a portfolio’s value as opposed to a fixed amount. As well, taking
planned withdrawals in strong market years and keeping this on the
sidelines may help avoid having to withdraw assets during down
periods to allow more of the portfolio to recover when asset values
eventually rebound.

If you have questions about this, or any other investing matters,
please feel free to reach out. | am always here to assist.

Janice Honeyman, BA, CIM, FMA, FCSI
Investment Advisor, Portfolio Manager
Research Capital Corporation

199 Bay Street, Suite 4500

Commerce Court West, P.O. Box 368
Toronto, Ontario M5L 1G2

416-860-7781

E-mail: jhoneyman@researchcapital.com

Please note that comments included in this publication are not intended to be a definitive analysis of tax law. The comments contained herein are general in nature and
professional advice regarding an individual’s particular tax position should be obtained in respect of any person’s specific circumstances. This newsletter was prepared
under contract by J. Hirasawa & Associates for the individual noted. The opinions, estimates and projections contained herein are those of the author as of the date hereof
and are subject to change without notice and may not reflect those of Research Capital Corporation. The information and opinions contained herein have been compiled
and derived from sources believed to be reliable, but no representation or warranty, expressed or implied, is made as to their accuracy or completeness. Neither the author
nor Research Capital Corporation accepts liability whatsoever for any loss arising from any use of this report or its contents. Information may be available to Research
Capital Corporation which is not reflected herein. This report is not to be construed as an offer to sell or a solicitation for an offer to buy any securities. Member-Canadian
Investor Protection Fund / member-fonds canadien de protection des épargnants.
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