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Fun and Tax Savings  
at the Cottage

by Evelyn Jacks

If you’re looking for new capital to build a significant investment or 

retirement portfolio while giving you a tax break, perhaps you should

think cottage country. It’s great to have a vacation getaway, someplace to

relax and enjoy well-deserved time off with family and friends. But did 

you know you can also use the equity in

your cottage to expand your invest-

ment portfolio and save on taxes?

When you leverage the equity

in your cottage to back an

investment loan, you can

deduct the interest, provid-

ing there’s a reasonable

potential for income from the

property – interest, dividends,

rent or royalties. On your tax

return, you claim a deduction for

the interest paid as a carrying

charge – significant because the interest

cost can fully offset other income without

restriction at your marginal tax rate. The higher the income, the bigger 

the benefit. 

Example: Let’s say your annual income is $63,000. The cottage is valued

at $300,000, and you arrange a $100,000 loan, using the equity in the 

cottage as collateral. The money is invested in the marketplace in a non-

registered account, with the potential for earning dividends and interest.

The interest paid is deductible and is used to reduce the $63,000 taxable

income without restriction. 

Continued on page 2

Sign up for InSite

eNewsletter! 

We keep you connected to

valuable investment strategies

and insights with access to

powerful tools, exclusive

reports and special events to

help you stay in the know.

Update your email address 

in your Account Profile 

online today.

NEW
WEBCASTS!

Learn more about 

investment products and

strategies from a range of

industry experts through

our webcast series. New

additions include:

• Meeting Investor’s Needs in

Turbulent Times 

• Option Strategies for

Beginners 

Visit bmoinvestorline.com to

access new webcasts added to

our already diverse line-up.
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Fun and Tax Savings
at the Cottage (cont’d)
The table below provides a financial breakdown of the

investment details and earnings.

When you consider the tax savings, together with the

potential of current investment returns, the result

can be quite attractive, depending on investment

income source. 

Take another look at the potential for enjoyment from

your family cottage. It could be used to create more

than just fun in the sun. Leveraging the property’s

equity may provide a new avenue for investment

growth and tax savings, leading to increased wealth.*

Evelyn Jacks is the author of over 35 best-selling books

on personal income taxation, including her latest,

Essential Tax Facts, and Make Sure It’s Deductible. 
1Assuming an estimated marginal rate of 39% on interest income and 26% on divi-
dends. Taxes will vary by province (taxes calculated for a single taxpayer in Manitoba).
2Dividend tax credit exceeds increase in taxes resulting in a reduction in tax.

Note: The annual tax-deferred gain on $100,000 equity invested in the stock market
should also be factored in, as well as the evaluation of risk and return, which fluctuates
in the marketplace. Ask your tax advisor to prepare possible scenarios to assess
potential costs and savings.

I N V E S T M E N T  D E T A I L S

Amount invested $100,000

Interest cost of investment loan (at 5%) $5,000

Before-tax return of investment (at 8%) $8,000

Before-tax return on the investment $3,000

I N V E S T M E N T  E A R N I N G S S O U R C E

Interest Dividends

Taxable income 
before investment $63,000 $63,000

Taxable interest income $8,000

Taxable dividend income $11,600
(45% gross-up)

Less interest cost 
of investment loan ($5,000) ($5,000)

Revised taxable income $66,000 $69,600

Tax1 on revised income $17,848 $15,786

Tax on income 
before investment $16,754 $16,754

Tax on investment income $1,094 ($938)2

Gross return on investment $8,000 $8,000

Less interest on investment loan ($5,000) ($5,000)

Less tax on investment income ($1,094) $938

Net after-tax return 
on investment $1,906 $3,938

Return on investment 
($100,000) 1.9% 3.9%

COMING SOON!
CHANGES TO THE
EQUITY & OPTION
ORDER ENTRY 
That’s right, you told us and we listened! 

Based on your  great feedback, we’ve changed

the Equity and Option Order Entry to give you 

a better trading experience.

HERE ARE SOME OF THE HIGHLIGHTS:

• New side-by-side layout allows you to 

review your order details as you enter them.

You can see the impact of your order on your

real-time cash balance and buying power as

of the previous days close, in CDN$ or US$

• A simplifed navigation with key information

tabs in one location for Account Balance,

Quote and Order Status

• A “Remember this contact information” 

feature that saves you time if you place 

multiple orders on the same day - you will

only have to enter it once during your session

• Step-by step Help and Tutorial sections to

give you support when you need it

Watch for changes soon at bmoinvestorline.com.



Even when equity markets are hot, the

importance of fixed-income investing

doesn’t cool off. Maintaining an alloca-

tion of fixed-income investments can

help prepare your portfolio for any turn

of the market. One classic strategy for

managing your money is laddering,

which can be used with any type of

fixed-term investment, such as govern-

ment bonds, corporate bonds, GICs or a

combination thereof. With laddering, you

create a portfolio with a wide range of maturi-

ties, mitigating interest rate risk on reinvestment

and diversifying your portfolio.

REDUCE INTEREST RATE RISK 

The fixed-term nature of investing in individual

bonds and other interest-bearing securities can

expose you to reinvestment interest rate risk. For

example, if you invested your entire fixed-income

allocation in one five-year bond and rates declined

around that bond’s maturity date, you would earn a

lower rate when you reinvested in another security. 

Laddering uses investments with varying maturities,

with each security representing a rung on the ladder.

Staggered maturities allow individual investments to

be reinvested every year or so, softening the effect of

interest rate fluctuations over the longer term.

Staggered maturities also mean that you can take full

advantage of interest rate fluctuations. When rates

fall, your existing securities will pay above-average

rates when they mature. And when interest rates 

rise, you can reinvest at those 

higher rates. 

For instance, if you

have $50,000 to

invest for five

years, you can

buy five different

$10,000 fixed-

income invest-

ments instead 

of one $50,000

five-year invest-

ment. Structure

your investments

so that one matures

at the end of the first

year and the rest at the

end of years two, three, four

and five. That means you’ll have part

of your principal available for reinvestment as each

bond matures. You’ll enjoy a measure of liquidity

when rates are high, and your bonds won’t all come

up for reinvestment when rates are low.

IMPORTANCE OF DIVERSIF ICATION

In addition to reducing reinvestment interest rate

risk, laddering can also diversify fixed-income 

investments, to help enhance the stability

you count on from that portion of your

portfolio. Since a ladder can be composed

of various fixed-term investments, a wide

range of diversification is possible.  

To get started up the ladder, research the

types of fixed-income investments you

want to hold, based on your goals, time

horizon and risk tolerance. Then select

specific securities with a range of maturity

dates. This strategy offers liquidity and

portfolio diversification, and can help 

you manage reinvestment interest rate risk and 

protect your portfolio from market fluctuations. 

It’s that simple. 

>CLIMBING THE

LADDER OF   

F IXED- INCOME

INVESTING

Constructing a fixed-income investment ladder

The example shows $50,000 invested in 1-5 year investments

Reinvest for 5 years

Reinvest for 5 years

$10,000 in a 1-year investment

$10,000 in a 3-year investment Reinvest for 5 years

$10,000 in a 4-year investment Reinvest for 5 years

$10,000 in a 5-year investment Reinvest for 5 years

$10,000 in a 2-year investment



InSite is published quarterly by BMO InvestorLine Inc.,

and is distributed with BMO InvestorLine account state-

ments. To request additional copies of this issue, please

send an email to insite@bmoinvestorline.com. To view

past issues of the newsletter, visit the Education Centre

at bmoinvestorline.com.

To receive InSite by email, log in to your account online

and update your Account Profile under Account Services.

For non-clients, visit the InSite Newsletter under the

Education Centre at bmoinvestorline.com.

*This article is of a general nature. Neither the author,

the Knowledge Bureau, its employees, its subcontractors

or others associated with the Knowledge Bureau can

take responsibility for any results, positive or negative,

taken by any persons. While the author received a fee to

write this article, she is not in the business of providing

advice on investment products and is not registered and

licensed to do so, nor does the author have any com-

pensatory relationship, or beneficial ownership regarding

the sale of investment products discussed herein.

Please send comments and suggestions to

insite@bmoinvestorline.com.

The articles in this newsletter are prepared as a general

source of information. They are not intended to provide

legal, investment, accounting or tax advice, and should

not be relied upon in that regard. If legal or investment

advice, or other professional assistance is needed, the

service of a competent professional should be obtained.

The information contained in this newsletter is based on

sources believed to be reliable, but its accuracy cannot be

guaranteed. The views expressed and information provid-

ed in the articles are attributable solely to the authors.

BMO InvestorLine is a member of BMO Financial Group.
†As ranked by The Globe and Mail, 2002, 2003, 2004,

2005 and Feb.4, 2006; by Gómez Canada Q1, Q3 2002

and Q2, Q4 2003; and by Watchfire GómezPro, Q2 2004.
®Registered trade-mark of Bank of Montreal, used 

under licence. TMTrade-mark of BMO Trust Company

Advisor’s Advantage Trust GICs are issued by BMO Trust

Company or Bank of Montreal. BMO Trust Company and

Bank of Montreal are members of Canada Deposit

Insurance Corporation. BMO InvestorLine Inc. is a wholly

owned subsidiary of Bank of Montreal Holding Inc.

Member CIPF and IDA.      5122168 (07/07)
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AAT RETURN

GENERATING 

GIC – THE POWER 

OF PRINCIPAL 

PROTECTION PLUS

ENHANCED RETURN

POTENTIAL

As someone who likes to take

charge of your own financial future,

the more solutions you can obtain

from a single product, the better.

That’s why Advisor’s Advantage

TrustTM is offering the new AAT

Return Generating GIC, the first of

a family of AAT Progressive GICs.

This exciting new product truly

offers you the best of both worlds –

combining principal protection

with a guaranteed rate plus the

potential for enhanced returns

based on the performance of select

blue chip stocks. 

The new AAT Return Generating

GIC offers you:

• A new way to diversify your

portfolio

• Enhanced return potential based

on the performance of select

blue chip stocks

• Financial flexibility of a shorter-

term investment product

• Comparison benchmark Index 

to help track performance of the

AAT Return Generating GIC

• The comfort of knowing your

investment is issued by 

BMO Bank of Montreal and

insured up to the normal limits

by CDIC

• Peace of mind through 

guaranteed principal protection 

Include the new AAT Return

Generating GIC in your portfolio

today. To purchase the product,

call a BMO InvestorLine 

representative at 1 888 776-6886.

For more information, visit 

advisorsadvantagetrust.com.

A C C E S S  A L L  Y O U R

A C C O U N T S  W I T H

A  U S E R  I D

Create a User ID and enjoy 

easy online access to all your 

BMO InvestorLine accounts 

with just one sign-in. It’s quick 

and easy!

By consolidating your 

BMO InvestorLine accounts 

within one User ID, you could 

also qualify for the 5 Star 

Program and enjoy its 

exclusive benefits.

To learn how to create a User ID

or to learn more about the 

5 Star Program, visit the Featured

Services section under Products &

Services at bmoinvestorline.com.


