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Owning property is the dream of many investors. Here, chartered Fabio Campanella discusses the key concepts those

who want to realize that dream need to master:

1 Project and manage your cash flows: Profits and positive cash flows do not always go hand-in-hand; it is possible to

have a profitable real-estate investment that runs negative cash flows from time to time. It is important to understand

how your real-estate investments will generate and deplete cash flows over the course of time. Any experienced

investor will tell you there can be long periods of positive cash flows followed by surprising but infrequent negative

drains on your cash flows caused by repairs and maintenance, taxation at the sale of your property, or periods where

rent is not collected.

Using a simple financial technique called "budgeting and cash-flow projection" can help you understand when cash

flows should be positive and how much should be put away to cover times when cash flows can be negative.

An added benefit of budgeting and cash flow projection is that it gives you a means to compare actual results to the

results you expected; in finance, this is called variance analysis. Comparing actual results to budgeted results can help

pinpoint areas that require improvement or abnormalities in profitability that should be investigated. The more real-

estate holdings you have, the more important it is for you to project and monitor your cash flows.

2 Keep an emergency reserve. You may have a great job and fantastic real-estate investments that have always turned

a profit, but what if that were to come to a halt, even for just a few months? It is important to have access to an

emergency reserve of cash to meet your everyday financial obligations.

As a rule of thumb, we advise clients to have reserves (or access to undrawn lines of credit) that will cover a minimum

of three months of living expenses. In addition, if our clients have real-estate investments, we advise them to have

reserves to cover at minimum one month of expenditures for each property.

3 Keep adequate records. And documentation on tax-deductible expenses. As far as the Canada Revenue Agency

(CRA) is concerned,"if it isn't documented, it didn't happen."

If you do not have appropriate evidence of a transaction that you deducted against your real-estate income it s imply

won't qualify as an expense. Just because your tax return was "approved" without question by the CRA does not mean

that they will not subsequently revisit your file and ask for evidence of your expenditures. The CRA does not normally

accept credit card statements as proof of your expenditures. They need to see original receipts that are dated and

clearly indicate the vendor and the product/service purchased.

4 File your taxes early, properly. And use a professional. The earlier you file your taxes the better. Visiting your

accountant in February will allow you to see a professional who is well-rested, alert and ready to provide value-added

advice. Visiting your accountant at the end of April will get you a quick tax return and that's about it. Tax is a seasonal

business; April and June are the heaviest seasons.

File your taxes properly. If you over-deduct, bend the rules in your favour or under-report, the system is designed to catch

you and punish you. Penalties and interest are levied at rates that not only equalize your mistakes but also award the

government punitive damages. It is always better to be safe than sorry. If a certain tax treatment seems too good to be

true, then it's probably wrong.

Use a professional. Contrary to popular belief there are no legal requirements to become a tax or financial consultant in

Canada. Literally anyone with a computer and the appropriate software can set up shop and claim to be a financial or

tax adviser. Do your due diligence! Make sure your adviser has a legitimate accounting designation or works for a

legitimate organization. In Canada, there are three recognized accounting designations: Chartered Accountant (CA),
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legitimate organization. In Canada, there are three recognized accounting designations: Chartered Accountant (CA),

Certified Management Accountant (CMA) and Certified General Accountant (CGA).

5 Understand how your investments will affect your estate. Do you have a will? Do you know how your assets will be

taxed at death? Do you have four children but only three investment properties?

The financial consequences of your death can be complex and emotionally draining on the loved ones you leave

behind, especially if your death is premature or unexpected. Assets may have to be liquidated to cover unexpected tax

bills.

Children may fight over access to pieces of property such as a cottage or boat, your once profitable real-estate holdings

may start to crumble because your watchful eye is no longer maintaining them.

Proper estate planning involves taking a full tally of all your family's assets and liabilities, projecting how these assets

will be taxed at death and understanding what liabilities must be relieved at death. Further, you will have to decide how

your assets will be distributed to your survivors. Do you want your estate to liquidate your real-estate holdings and pass

the cash to your children, or do you want your children to only have access to the profits of your investments over time?

There are a plethora of techniques to pass your assets on in a tax-efficient manner and maintain your investments in a

way with which you are comfortable. But if you do not plan for your estate, none of this will happen and your wishes may

not be carried out.

Fabio Campanella is a Chartered Accountant, a Certified Financial Planner and a Canadian Investment Manager. He is

a partner at Campanella McDonald LLP and teaches corporate finance to CGA students at Seneca College in Toronto.
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