


PROVIDE CONTROL AND FLEXIBILITY

By John Davis, BA, CFP, CLU, The Nakamun Group, Edmonton

RIVATE HEALTH SERVICES
PLANS (PHSPs) are an effective
tool to deliver employee medical

and dental benefits in a cost and tax
efficient manner. Sometimes called

a Healthcare Spending Account or
Medical Expense Reimbursement Plan,
all PHSPs are regulated by the Income
Tax Act. For employers, contributions
made into a PHSP as well as the
processing and administration fees are
fully tax deductible. For employees,
benefits are non-taxable, except in
Quebec where Provincial Income

Tax applies.

PHSP FUNDS

Once a year, an employer determines
the amount that will be available in the
PHSP for each employee. These funds,
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which are managed by third-party
administrators, may be deposited on
account for the employee or available on a
“Pay-as-you-go” or “Cost-plus” basis. The
employee uses the funds to pay for eligible
medical or dental expenses.

At the end of the year, any unused funds in
a PHSP can be rolled over for a maximum
of one additional plan-year. By the end of
the second year, if the employee has not
used the first year’s balance, those funds
revert back to the employer. Since PHSP
funds must be used for eligible medical
expenses to retain tax-free status, the
employee cannot withdraw the unused
portion as cash.

Although carrying forward of unused
funds is a more popular option, employers
may choose to carry forward claims (rather
than funds) to the second year.

ELIGIBLE MEDICAL EXPENSES

PHSPs can allow for reimbursement of a
broader range of eligible medical and
dental expenses than may be covered under
employees’ (or their spouse’s) group or
provincial medical plans. For example:

» Cosmetic medical or dental treatments

+ Over-the-counter medications that are
prescribed by a physician and dispensed
by a pharmacist

+ Products, for example, for birth control,
smoking cessation, hair loss, or infertility

* Laser eye surgery

 Professional services of a dietician,
acupuncturist, or Christian Science
practitioner

An extensive list of eligible expenses as
defined by Canada Revenue Agency (CRA)
is available online at www.cra-arc.gc.ca,
under “Forms and publications”.

ADVANTAGES TO EMPLOYEES

While traditional group plans often limit
and restrict reimbursable medical and
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dental expenses, PHSPs allow each
employee to select the eligible healthcare
products and services most appropriate to
their needs. One may choose to apply the
funds entirely to vision care while another
may choose dental care. PHSPs can also
cover a wider range of household family
members. Contributions to a PHSP are
100 percent employer-funded.

ADVANTAGES TO EMPLOYERS

PHSPs, unlike conventional group plans
that are subject to unknown renewal rates,
enable employers to budget and control
the costs of delivering benefits. Employees’
flexibility in choosing eligible expenses and
control of spending can contribute to their
loyalty and retention, a key factor in
today’s high employment market.

PHSPS FOR ORGANIZATIONS
OF ALL SIZES

Any sized organization, from large
employers to owner-managed operations
can take advantage of PHSPs as either an
enhancement to existing group benefits
plans for all or a select class of employees,
or a stand-alone plan.

While PHSPs are especially cost effective
for smaller groups, caution must be
exercised to ensure that benefits are
structured as a tax-free “employee benefit”
and not deemed a taxable “shareholder
benefit” by CRA.

PHSPs are available for sole proprietors,
partners, or un-incorporated entities, but
they must comply with very specific
eligibility rules and benefit limits.

If you are establishing a PHSP, we
recommend that you work closely with
both your Nakamun and tax advisors.

For more information on PHSPs or to
determine whether the strategy is appro-
priate for your particular situation, please
contact your Nakamun Advisor. (@)



ALL TRAVEL MEDICAL
INSURANCE PLANS

E NOT EQUAL

By Gloria Murphy, CIP, The Nakamun Group, Vancouver

HEN YOU VENTURE OUTSIDE your province, and certainly outside
the country, you purchase travel medical insurance, of course. Whether
you buy a single-trip or annual policy from your Nakamun Advisor,
an airline, travel agent, auto club, credit card or any other company that sells
this type of insurance; or you take advantage of the travel medical insurance in
your group benefits plan, understand what you are buying. Buy the insurance
that is appropriate for your individual circumstances. Otherwise, you could
find yourself in the unfortunate situation of trying to claim on the insurance
because of an injury or illness while you're away, and
finding that some or all of your emergency medical costs
are, in fact, not covered.

DEFINITIONS, EXCLUSIONS, AND LIMITATIONS

For most people, the definitions and exclusions surrounding
“pre-existing conditions” are the most important considerations
when buying travel medical insurance.

Each policy seems to have a slight variation on what is considered
a pre-existing condition and while most do not cover costs that
you may incur as a result of a pre-existing condition, some do, if
certain qualifications are met.

For example, if you have heart problems, high blood pressure,
diabetes, or any other chronic health issue, you have a pre-existing
condition. Some policies state that even if you have not yet been
diagnosed, it’s still a pre-existing condition. Some will cover

you if your condition has been stable for a specified number of
days prior to your purchasing the insurance. If that’s the case,

the definition of stable is important. Perhaps no change in
prescription or dose or no active treatment during the specified
time is sufficient.

Almost every policy will be void if your doctor has told you not
to travel.

Watch for the exclusions. If you travel outside your province

for medical treatment or diagnosis, the insurance you purchase
will not cover those costs. Youre not covered if you travel to a
war-torn country or one to which the Government of Canada has
restricted travel. If you participate in professional, high-risk, or
dangerous sports, your travel medical insurance will likely be
invalid. Each policy has its own definition of the types of sports
that are not covered.

The limits of the coverage are important to note. We recommend
your coverage be at least $2 million when you leave Canada, and
for visitors to Canada or when you travel within our country, the
limit should be no less than $100,000.

SINGLE TRIP OR ANNUAL?

If you leave your home province more
than a couple of times a year — even
for day trips to the US — we recom-
mend annual travel medical insurance.
Again, be sure you understand the
limitations. Some annual policies limit coverage to

trips as short as 7 days each, while others may extend to 30 days

at a time. The maximum coverage is half a year. Beyond that, for
those who are outside their province for extended periods of time,
other types of insurance are available.

VISITORS TO CANADA

If family or friends are coming from a country where travel
medical insurance is not available, you or they can buy the
insurance here. If they are moving here, there is usually a three-
month waiting period before provincial medical insurance is
valid, and policies are available for purchase by individuals or
families to cover this period.

CLAIMS

Most travel medical insurance companies have a toll-free phone
number that you can call for assistance if you require medical
care while you are traveling. Some require that you call, usually
within a specified period of time, or your insurance is not valid.
Again, read the wording so you understand how to file a claim
and access the insurance benefits.

CAVEAT EMPTOR

When buying travel medical insurance, the adage “caveat emptor”
definitely applies — buyer beware. Understand what you are
buying and pay particular attention to the exclusions and
limitations. (@)
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TAX REPORTING
FOR MUTUAL FUNDS

By R.A. (Boh) Challis, CFP, RHU, TEP, The Nakamun Group, Winnipeg

f you own mutual funds — either in a Registered account such as an RRSP,

RRIE LIRA, LIF, or LRIF or in a Non-Registered (Open) account — Canada

Revenue Agency (
your Income Tax R

quires that you report specific types of activity on
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and interest charges.

If you hold mutual funds in a non-registered account, you are required to report all taxable events that occurred during the

year. These could include distributions of capital gains/losses, interest, dividends, or foreign income. Your mutual fund company
provides this information on your statements — the only location where this information exists. Therefore, do not throw away
your mutual fund statements! If you do not report this investment income on your income tax return, you could face tax penalties

REGISTERED ACCOUNTS

If your mutual funds are held within a
Registered account, you must report all
2006 deposits and withdrawals when you
file your tax return for the year.

By the end of March 2007, your mutual
fund company will issue a receipt for any
deposits you made for the 2006 year. In the
case of RRSPs, those contributions must be
made prior to the end of February 2007.
You must have the deposit receipt in order
to deduct your contribution on your
income tax return.

If you withdrew funds from your
Registered account during 2006, your
mutual fund company will issue a tax

slip — T4RSP for RRSP withdrawals or
T4RIF for RRIF income — prior to the

end of February 2007. Withdrawn amounts
must be added to your taxable income

for the year. @

Share Buybacks Boost Yield on S&P 500 ~--continued from page 1

to the Hightest Level Since 1988

to the index gurus at Standard & Poor (S&P), big companies bought back a
record $402 billion of shares in 2005. The simple dividend yield on the S&P
500 in the US is 1.8 percent.

However, if you add the impact of share buy-backs, the yield increases

to about 5 percent. The recent surge in share buy-backs is not isolated to
North America. In Europe, they have increased by 59 percent year over year.
Share buy-backs increase the value of a company’s shares because the value
of the company is then divided by a smaller number of shares.

Source : Drasdnar Kleinwort and Standard and Poors

SUMMARY

The old saying that “markets climb a wall of worry” certainly looks to be
applicable right now. Most investors can easily find plenty of reasons to

Chart 1: Including share buybacks, the total yield on the S&P 500
is now at the highest level since 1988 and slightly above the long-
term historical average of 4.7%.

be cautious every time they pick up a newspaper. Experience suggests that
equity markets tend to perform better when investors are cautious.

The Advisor is published as a service of The Nakamun Financial Group for the general information of its readers.

While our information is obtained from a variety of sources we consider to be reliable, we cannot guarantee accuracy. Basing decisions on the
contents of this newsletter should only follow individual consultation with your financial advisor. © THE NAKAMUN FINANCIAL GROUP.
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