CHAPTER 1
· Early years (to 30): emergency fund, down payment, life insurance
· Middle years (30-50): build wealth, increase savings and investments
· Middle age (50+): retirement fund
· Retirement: manage wealth

6 steps to financial planning:
1. Determine financial situation
2. Develop financial goals
3. ID alternative course of action
4. Evaluate alternatives
5. Create and implement a financial action plan
6. Re-evaluate and revise your plan

Economy affects personal financial decisions
· Market forces
· Supply and demand control prices
· Financial institutions
· Global influences
· Economic Conditions
· Consumer prices (inflation)
· Consumer spending (increase increases employment and booms economy) 

Opportunity Cost
· Time value of money

(print pg. 9 of exam review)

CHAPTER 3
Excise Tax: Tax imposed on goods and services on top of sales tax
Capital Gains Tax: tax federal and provincial gov’t impose on increase in individual’s wealth

Income Tax Fundamentals
Taxable Income: net income (- deductions) on which tax is imposed

1) Determine total income (5 components)
· Employment income
· Net business income
· Investment income
· Taxable capital gains 
· Gain from sale of capital assets (stock, bond, real estate)
· Other income 
2) Calculate Net Income
· Income minus deductions (eg. rrsp, rpp)
· Deductions: expenses taxpayer can deduct from total income
· Rpp,rrsp,ipp, Union/professional dues, Child care expenses, Disability, Moving expenses

3) Calculate taxable income
4) Calculate Federal Taxes Owing
0-38000 = 15%
38000-75000 = 22%
75000 – 12000 = 26%
12000+ = 29%

Marginal tax rate: rate paid on next dollar of taxable income
· Eg. $45000 income, first $35000 charged 15%, second $10000 22% => 5250 +2200 = 7450 tax

Average tax rate: total tax due divided by total income
· Not for people in 15% bracket
· Use same thing as above but divide for percentage
· Eg. 7450/45000 = 16.65%

5) Calculating Net Federal Tax
Tax Credit: subtracted from tax owing (2 types: non-refundable and refundable tax credit)
· Charitable donations, medical expenses, employment amount, tuition, textbook, public transport
· On T4

In total…..income – deductions = net income – other deductions OR losses = taxable income (federal taxed based on tax bracket) – tax credits + net provincial taxes = total tax due

Tax planning/avoidance: legitimate methods to reduce taxes
Tax evasion: use of illegal actions to reduce tax

· Commissioned income with cost absorbed by income deductible
· Employee benefits in stock options more favourable tax treatment
· 18+ Canadians contribute up to 5000 to TFSA
· Lower income spouses must take child care deductions
· Post-secondary tuition fees transformed into tax credit 
· Severe/prolonged impairment -> disability
· Charity: first $200 15% deductible, everything else 29% 

Tax Deferral Techniques
RRSP: registered retirement savings plan, put money away for later
RRP: registered pension plan, set up by employers
· DCPP: like rrsp
· DBPP: pension known in advance based on % of actual salary of specified # years (not as common)

Income Splitting Techniques
· Contribute to RRSP
· Open RESP for kids

Tax audit: examining tax return by CRA
Desk audit: clarify minor questions about tax return within 30 days
Field audit: agent visits home to access your records

CHAPTER 4
Short Term Financial Needs
	Cash availability 
	Savings
	Chequing
	Credit Card

	Cheque cashing
	Regular savings
	Regular
	All purpose

	ATM
	Money market savings
	Online payments
	Cash advance

	Traveller’s cheques
	
	Automatic payments
	

	Foreign currency
	
	Cashier’s cheques
	

	
	
	Money orders
	



Long Term Financial Needs
	Savings
	Credit Services
	Investment Services
	Other

	Guaranteed investment cert.
	Cash loan 
	RRSP
	Insurance

	CSB
	Mortgage
	Brokerage service
	Trust service

	
	Home equity loan
	Investment advice
	Tax prep

	
	
	Mutual funds
	Safety deposit boxes

	
	
	
	Budget counselling

	
	
	
	Estate planning



Savings: storage of funds for future
Payment services: transfer money to other parties
Borrowing: credit cards, cash loans, mortgages
Other: insurance, futures, real estate, tax assistance

Financial Institutions
	Deposit type
· Chartered banks = fund to business and consumer with interest 
· Schedule 1 banks = domestic banks
· Schedule 2 banks = subsidiaries of foreign banks, commercial corporate loans 
· Schedule 3 banks = foreign branches under bank act with restrictions, niche financing
· Trust companies = like banks, corporations allowed as trustees
· Credit unions = user owned, non-profit, co-op financial institutions, member fee
	Non-deposit type
· Life insurance
· Investment
· Mortgage and loan
· Finance and lease
· Pawnshop
· Cheque-cash 






	alternative
	benefit
	Drawbacks

	Regular savings
	Low minimum balance
Ease of withdrawal
Insured to $100,000
	Low return rate

	GIC
	Guaranteed rate of return
insured
	Penalty for early withdrawal
Minimum deposit

	Interest earning chequing 
	Chequing 
Interest earned
	Service charge for below min. balance
Printing cheques cost

	Money market accounts
	Good rate of return
Cheque writing
	High minimum balance
No interest if below balance

	Money market funds
	Good rate of return
	Minimum balance
Not insured

	CSB
	Rate of return varies on interest
Low min deposit
Compound interest
Gov’t guaranteed
	No interest if redeemed before 3 months



Check: inflation, tax consideration, liquidity, safety, restriction and fees

Payment Methods
Regular chequing accounts
Activity accounds (fee per cheque and per deposit + monthly charge but no min. balance)
Interest-earning chequing accounts


Guaranteed Investment Certificates: term deposits made for a longer period, usually from one to five years 
Money market fund: a savings-investment plan offered by investment companies, with earnings based on investments in various short-term financial instruments 
Overdraft protection: an automatic loan made to chequing account customers to cover the amount of cheques written in excess of the available balance in the account 
Rate of return: the percentage of increase in the value of savings as a result of interest earned; also called yield 
Term deposit: a deposit made for a specified term in exchange for a higher rate of return. Can be redeemed before maturity by earning a reduced rate of interest (paying a penalty) 
Trust: a legal agreement that provides for the managements and control of assets by one party for the benefit of another 


FORMULA: Effective Annual Rate (EAR) = [1+ k/m]^m – 1

M = # periods in year
K = rate of return for year

FORMULA: after-tax rate of return = interest rate x (1 – tax rate)
CHAPTER 5
Credit – arrangement to receive cash/goods/service and pay later
Consumer Credit -….

Types of credit
· Consumer loans: specific purpose for specific amount, one time loan, paid in installments
· Revolving credit: credit card, credit limit, minimum monthly payment due

Financing at a bank: down payment required, no penalty for early repayment, pay back arranged
Financing at a dealership: loan from dealership, lower interest, no down payments 

*****Debt Payment to Income Ratio: monthly debt/net income 
· Debt shouldn’t be more than 20% net income

GDS and TDS ratios
· GDS: gross debt service. Monthly mortgage payment (incl. heat, interest, principal, tax). No more than 30-32% gross income on shelter costs
· TDS: total debt service. Mortgage + other outstanding stuff. No more than 40% of gross income

Credit Rating
· Address, employers, spouse, SIN, NSF fees, outstanding credit, score

Capacity: financial ability to meet credit obligation
Capital: assets or net worth
Collateral: asset you pledge to financial institution to obtain loan (car/house)

CHAPTER 6
Inexpensive Loans – parents and family and stuff
Medium Priced Loans – banks, trust, credit union
Expensive Loans – finance companies, retailers, banks through credit cards
Student Loans – finance education after high school. Inexpensive
Gov’t Student Loan Programs – CSLP and OSAP

Annual Percentage Rate: yearly interest rate quoted by financial institution on loan
Effective Annual Rate: EAR = (1+APR/m)m – 1               (m = # times/year interest compounded)

Reducing Lender Risk
· Variable Interest Rate
· Based on fluctuations on prime rate. Share rate risk with lender allowing for lower interest rate compared to fixed rate
· Secured Loan
· Pledge asset as collateral to receive lower interest rate
· Upfront Cash
· Large down payment do drop interest
· Short Term
· Short term = small interest rate


Carrying Credit Card Balances (all equations…check coursework book)
1) Adjusted Balance Method – assessment made after each payment and subtracted
2) Previous Balance Method – no credit for payment made during billing period
3) Average Daily Balance Method – avg. of account balance throughout billing period

Credit Insurance
· Insurance that ensures repayment of loan if borrower can’t repay it

Credit life: repayment if borrower dies
Credit accident and health = pays credit if loss of income
Credit Property = coverage for personal property purchased with loan

Consolidation Loans
· Fend of bankruptcy
· Single interest rate for all debts
· Extend term beyond initial debt allowing to make smaller payments
· High interest
· Longer term

Bankruptcy and Insolvency Act
· Max 5 year plan for paying creditors all/some of debt. Under $75000 (not including mortgage)


CHAPTER 7
25-30% pay on housing
House should be 2.5x annual income
Opportunity costs:
· Interest earnings lost on down payment
· Time/cost of commuting
· Loss of equity growth when renting
· Time/money spent on repairs 
· Time/effort to build personal house

Renting Apartment:
· Easy to move, few responsibilities, min. finance commitment
· Limit remodeling, restriction on activity, frequent moves = $$$$

Renting House:
· Easy move, less maintenance, more room, small $ commitment
· Huge utility expense, limit to remodeling

Own New House:
· No prev. owner, established neighborhood, capital gains exemption
· Financial commitment, repairs or replacement, limit mobility

Own Used House:
· Pride, established hood, capital gains exempt, residence
· Financial commit, repairs and ish, limit mobility
Own Condominium
· Few maintenance resp, good accessibility, capital gains exempt
· Less privacy, finance commit, rules, uncertain demands, monthly fee

Own Co-Op
· Own in form of NPO
· Hard to cell, disagreement with members, cover cost of unrented units

Own Mobile Home
· Dirt cheap
· Hard to sell, finance hard to obtain, poor quality, depreciate value over time

Buying Home Process (5 Steps)
1. Down payment and affordable home purchase price
· First timers: take out 25 grand from rrsp per spouse. 1/15 must be paid back yearly
· 20% = conventional
· High ratio mortgage if under 20% down payment

GDS = monthly shelter cost as percentage of gross monthly income. (30-32%)
	  = (PI + T + H) / GI x 100%

TDS = shelter cost plus outstanding debts (40% max)
        =  (PI + T + H + D) / GI x 100%

PI = monthly principal and interest payment on mortgage
T = monthly property tax
H = month heating cost
D = month debt service payment
GI = month gross income

2. Select location
3. Determine offer price and negotiate price
· Buyer’s market = low demand
· Seller’s market = high demand
4. Choose interest and payment options
· Fixed rate = lock the rate. CLOSED = penalty if loan paid before end of term, OPEN = no penalty
· Variable rate = int. rate up or down b/c change in prime rate. Rate caps present. 
· Split/multi rate = split borrowed to 3-5 part, each w/ diff. maturity and int. rate. Payment is sum
· Option for payback = speed payments 
· Second mortgage = borrow on paid up value of property. Need good credit
· Home equity loan = deduct interest on consumer purchases on federal tax income return
· Reverse mortgage = for 60+. No schedule, int. paid once home is sold
· Parent backed mortgage = down mort rate and up home affordability. Relative provides part of downpayment can share appreciation in property
· Do it yourself mortgage = self-employed people uncertain salary
· Refinancing = new mortgage on home with lower interest
5. Additional Costs
· Blablabla crap
CHAPTER 8
No fault auto insurance: damage paid regardless of fault. 

Personal risk = uncertainties surrounding loss of income or life due to premature death, illness, disability, old age, unemployment
Property risk = uncertainties of direct or indirect losses to property due to fire, windstorms, accidents, thefts, other hazards
Liability risks = loss possibilities due to negligence resulting in bodily harm or property damage to others. Cars, misconduct, injury on one’s property
Pure risk = person, property, liability risk
Speculative risk = risk where there is a loss/gain e.g. gambling


Risk Management
· Risk avoidance
· Risk reduction
· Risk assumption: take responsibility for loss or injury that can result from risk
· Risk shifting: shift to an insurance company

Planning Insurance Program
1) Set goals
2) Develop plan
3) Put plan to action
4) Review results 

Property risks
· Physical damage, loss of use (robbery)
· Liability – legal responsibility
· Negligence – failure to take good care of it
· Strict liability – responsible for intentional/unintentional actions
· Vicarious liability – legally responsible for actions of another person

Homeowner’s insurance coverage
· Protect from loss
· $1000 jewellery, $2000 firearms, $2500 silverware

Replacement value: cost of rebuilding or replacing structure of home
Depreciated Value: reduction in value of object 

Umbrella Policy: supplementary personal liability coverage
Voluntary medical payments: home insurance pays cost of minor injuries on one’s properties
Rider: addition of coverage to standard policy. Eg. add coverage for earthquakes and shiet

Named perils: - whatever’s listed is covered
All risk: - anything and everything covered
Deductibles: not more than 3% net worth. Paid when making claims. Higher deduct. = lower premium
80% rule: 80% of building replacement value insured

2 ways to base claim settlements methods:
1) Actual cash value (ACV): paid based on replacement cost, less depreciation 
FORMULA = (Current cost/life span) x age of product 

2) Replacement Value: full cost of repairing/replacing damaged/lost item

Motor Vehicle Coverage
Bodily injury liability: cover financial loss due to legal, medical expense, lost wage and other stuff

Accident benefits: insurance covers medical expense for people in one’s car

Property damage: covers dame to another’s property

Collision: pay damage for insured car

Comprehensive physical damage: financial loss from damage to vehicle from other than collision

CHAPTER 9
Amount of life insurance required based on:
· Income replacement method
· Family need method

Types of Life Insurance
1. Term life insurance
· Coverage for finite time over whatever you choose in specific
· Renewability option: allows to renew
· Conversion option: exchange to whole life without medical or premium jack up
· Term to 100: charge till death or 100. No right to cash value if it’s cancelled. Super cheap
· Decreasing term: pay less as time passes
2. Permanent life insurance
· Lifelong needs. Premiums same throughout life. Policy reserve grows over time thus increasing cash value or cash surrender value of policy if it’s cancelled
· Participating insurance gives dividend to shareholders
· Nonparticipating companies calculate premium based on future benefit payments
· TYPES
· Whole life
· Policyholder pays premium as long as they live. Everything as is
· Universal life
· Uses long-term interest rate assumptions
· Interest can be adjusted periodically
· 2 parts: life insurance and investment account
· Group life
· Lots of people involved in single policy without medical check
· Term insurance
· Split so cost same for each employee
· Waiver of premium
· Done when person becomes disabled. Done until person can start paying again
· Guaranteed insurability
· Insurer must renew policy regardless change of health
· Premiums must be paid and company can’t change it unless they change for er1
· Accidental death benefit
· Get paid if dead on accident
· Rider policy
· Paid in addition to standard benefit payable
· Extends up to year as long as accident leads to death
· Cash surrender value
· Money to insured person if thing voluntarily terminated before maturity
· Mortgage insurance
· Covers loss b/c mortgage loan default
· Gov’t health insurance plans
· Basic hospital and medical services
· Critical illness insurance
· Pay lump sum if insured diagnosed with huge turdd
· Level coverage (same as policy duration) or 10 year (renew every 10 years)
· Long term care insurance
· In home/institutional care
· Impairment or can’t do 2 major daily things
· Disability income insurance
· Protects your ability to earn income
· Own occupation -  can’t do ordinary occupation work
· Regular occupation – same as own but reduced if starting alternate occupation
· Any occupation – paid if you can’t do shit for anything you’re qualified to
· Total disability – can’t do shit at all
· Residual/partial disability – can only do half the shit you normally do
· Cash reserves
· Short term: highly liquid, low ROR
· On hand: emergency funding and stuff
· Chequing, savings, money market fund, money market account

CHAPTER 10

Factors affecting investment choice
1. Safety and risk
· Safety = minimal risk of loss
· Risk = uncertainty of outcome
· Speculative investment: high risk with hopes of huge profit in short time
· Risk tolerance: how much of a beating you can take
· Business risk – common & preferred stock, bonds
· Inflation risk – rise in prices, ROI 
· Interest rate risk – delta interest rates
· Market risk – change in market = change in price
· Global investment risk = currency exchange rate affect ROI
2. Investment income
· Predictable income source
· Passbook savings account, GIC, Canada savings bond, Canada treasury bills
3. Investment growth
· Growth = up value
· Common stock
4. Investment liquidity
· Ability to turn it into cash money

Equity financial = money business obtains from owners
Dividend = money, stock and property distributed from corp. to shareholders

Corporate bond – company pledge to repay doe w/ interest
Gov’t bond – gov’t pledge to repay doe w/ interest
Mutual fund – pool money to buy stocks, bonds and securities selected by pros in investment companies
Segregated fund – form of annuity like mutual fund but less risky 
Real estate – up value and sells w/ profit MTV CRIBS
Securitized debt instruments – debt passed on to entities that break them to bonds and sell them

Diversification = spread assets throughout everything. 

Everything taxed differently 
Capital gains: profit from sale of stock, mutual funds, bonds, land or some personal property 

CHAPTER 11
Penny stock; a stock that usually sells for less than $1 per share. High risk stocks
Callable preferred stocks; Stocks Company can switch for money
Blue chip stock; A safe investment that usually attracts conservative investors. 
o Bell Canada Enterprises, Royal Bank, and Power Corporation. 
Cumulative preferred stocks; stocks with unpaid dividends that accumulate and must be paid before any cash dividend is paid to a common shareholder. 
Cyclical stock; a stocks that follows the business cycle of advances and declines in the economy. 
Defensive stock; a stock that remains stable during declines in the economy. 
Growth stock; a stock with the potential to earn more than other stocks 
Income stock; a stock that pays higher than average dividends. Issued by utility companies
Large cap stock; issued by corp. that has a lot of stocks outstanding and big amount of capitalization
Small cap stock; a stock issued by a company that has capitalization of 150 million or less.

Account Executive; buy/sell securities for clients 
Beta; index comparing risk of individual stock to all market stocks  
Bull market; buy stocks
Bear market; sell everything, everyone’s negative
Capitalization; total amount of securities- stocks and bonds- issued by a corporation. 
Churning; the excessive buying and selling of securities to generate commission. 
Direct investment plan; allows shareholders to buy stocks directly from a corp w/o a pro 
Discretionary order; buy/sell security that allows the accounts executive to execute the transaction and at what price. With a limit order, orders by other investors may be placed ahead of your order 
Dividend reinvestment plan; a plan that allows the current shareholders the option to reinvest or use their cash dividends to purchase stocks of the corporation. 
Dollar cost averaging; a long term technique used by investors who purchase an equal dollar amount of the same stocks at different intervals. 
Efficient market hypothesis; states that future prices cannot be predicted from past trends and patterns. 
Ex-dividend; a stock trades without a dividend and the seller is entitled to the declared dividend payment. 
Fundamental analysis; a way to value stocks by looking at micro and macro factors that might influence the economic value of the stock. 
o The value of the stock in essence is derived from the present value of future cash it is going to generate. 
Index; a statistical measures of the changes in portfolios of stocks representing a portion of the overall market. 
Initial public offering (IPO); occurs when a corporation sells a stock to the general public for the first time. high risk investment 
Investment bank; a financial firm that assists corporations in raising funds, usually by helping to sell new security issues. 
Limit order; a request to buy or sell stock at a specified price. 
o With a limit order, orders by other investors may be placed ahead of your order 
Margin; a speculative technique whereby an investor borrows part of the money needed to buy a particular stock. 
Market order; a request to buy or sell stocks at the current market value. 
NASDAQ; an electronic market place for over 6000 stocks. 
Odd lot; fewer than 100 shares of a particular stock. 
Option; the right to buy or sell stock at a predetermined price during a specified period of time. 
Over the counter market (OTC); a network of dealers who sell and buy stocks of corporations that are not listed on a securities exchange. 
Pre-emptive right; the right of current stockholders to buy any new stocks the corporation issues before they are offered to the general public. 
o By exercising their pre-emptive rights, shareholders are able to maintain their current proportion of corporate ownership. 
Primary market; a market in which an investor purchases financial securities, via an investment bank or other representative, from the issuer of those securities. 
Proxy; a legal form that lists the issues to be decided at a shareholder’s meeting and requests that shareholders transfer their voting rights to some individual or individuals. 
Record date; the date on which shareholders must registered on the corporations books in order to receive dividend payments. Dividends remain w/ stock until two business days before the record date 
Round lot; one hundred shares or multiples of 100 shares of a particular stock. 
Secondary market; a market for existing financial securities that are currently traded among investors. 
Securities exchange; a marketplace where member brokers who represent meet to buy and sell securities. 
Selling short; selling stocks that have been borrowed from a brokerage firm and must be replaced at a later date. 
Stock split; a procedure in which shares of common stocks owned by existing shareholders are divided into a larger number of shares. 
o Afirm's management has a theoretical ideal price range for the firm's stocks. If the market value of the stocks rises above the ideal range, a stock split brings the market value back in line 
Stop order; order to sell a stock at the next opportunity after its market price reaches a certain value. 
Technical analysis; the idea that changes in investor sentiment are responsible for changes in trends, and that the value of the stock can be predicted by extrapolating price from historical patterns
Preferred Stock
· Middle investment
· Yield smaller than bonds but safer than common stocks
· Cumulative feature
· If dividend not paid during one period, it’s added to next period
· Participation feature
· 1st preferred paid dividend then common then left over split between the two
· Conversion feature
· Can exchange for common stock

Provincial Securities Regulation (3 methods)
Registration - those selling securities must advise investors to register with exchange or IIROC
Disclosure – ensure investors have info to make decisions 
Enforcement – laws and policies 

Buy and hold: buy stock, hold for some years. Coupled wit dividends

Margin Call – if share drops to ½ or less, you must show collateral for loan or it’ll be sold 

Hedge fund – investment fund to investor group to mitigate risk, minimize volatility, preserve capital

[image: ]

CHAPTER 12
Corporate bond – pledge to repay money with interest
Face value – doe received at maturity
Maturity date – date corp pays money back
Bond identure – legal doc. w/ details to conditions w/ bond issue. In effect till maturity
Trustree – firm that acts as bondholder’s rep.

Types of Bonds
Debenture
· Backed by rep. of corp.
· If corp. fails to pay interest or face value, bondholders become general creditors

Subordinate Debenture
· Unsecured bond giving holders secondary claim to designated bondholders
· Higher interest rate because of increased risk

Mortgage bond
· Corp. bond secured by various assets 
· Pledges land, buildings, equipment as security and entitles ownership to bondholders if interest and payments default

Convertible bonds
· Bonds that can be traded in for # of shares in common stock
· Lower risk
· Bond interest usually 1-2% lower than traditional bond
· Corp. doesn’t need to redeem bond at maturity if converted

Warrants
· Gives person right to purchase firms common shares at set price for pre-determined period for # of years
· In newly issued bonds 

Debt securities
· Invest part owner of business

Price of bond
· Ask price x 10
· Capital gain until maturity

Canada savings bond
· Face value + accumulated interest
· No interest if cashed in first 3 months
· Market value = face value
· 10 year term to maturity, interest in shorter time period (usually increases to demote selling)

Canada premium bonds
· Only redeemable once per year
· High interest, not as liquid
Canada bonds
· Purchased whenever
· Maturity whenever
· Can be sold on secondary market. Selling price diff. from face value 
· Set interest rate, paid twice a year
· Longer term to maturity

Ontario Savings Bond
· Sold June
· 3 types:
· Step up bond: 5 year, interest increases between yr 1-5
· Variable rate bond: new rate set every year for 3 years
· Fixed rate bond: 3,7,10 year bond, same interest till maturity
· Redeemable twice a year, fixed rate only at maturity

Ladder Technique
· Spreading out maturity dates of debt securities over set years to spread risk
· E.g. put 5 grand down, 1 grand of that matures every year

Repayment
· Call feature: corp. call in/buy bond from holder before maturity 
· Sinking fund: deposits made to redeem bond issue
· Serial bond: bond of single issue that mature on different dates
· Registered bond: registered to owner name by company
· Registered coupon bond: registered for principal only, not interest
· Bearer bond: not registered in investors name
· Zero-coupon bond: sold at price below face value, no interest payments, redeemed at maturity
· Junk bond: high return but risky since bond near/at default
· Yield: rate of return for bond holder

Equations
Dollar amount of annual interest = face value x interest rate

Approx.. market value = dollar amount of annual interest / comparable interest rate

Current yield for t-bill = (face value – purchase price) / purchase price     x 365/T

Current yield for corp. bond = dollar amount of annual interest / current market value

Yield to maturity = 
($ amount of annual interest + (face value – market value/# periods)) / ((market value + face value)/2)

Bond VS. GIC (guaranteed investment cert.)
· GIC goes to bank while bond goes to a corp.
· GIC has better protection against uncertainty, face value guaranteed by bank and CDIC



Gov’t of Canada Securities
1) Marketable bonds
· Maturity and interest and Transferrable 
· face value x inflation since issue date = maturity value
2) Treasury bills
· Min. $1000 w/ increments of $1000 above minimum
· Maturity of 91,186,364 days and auctioned bi-weekly
· Discounted securities, purchase price less than maturity value
3) Canada savings bond (CBS)


CHAPTER 13 – mutual fund
· People pool money to buy stocks, bonds and securities
· Investors have right to proportional share of assets of fund
· Professional management
· Diversification
· closed end funds
· Funds of finite size, issued by company when set up. Everything needs to be sold to purchase more 
· open end funds
· issued and redeemed by investment company at request of investors
· buy and sell shares at net asset value
· net asset value
· (value of fund’s portfolio – liabilities) / # shares outstanding
· Index fund
· Way for investors to invest in diverse securities basket, tracks market index
· Exchange traded funds (ETFs)
· Diversified basket, diversification of index w/ flexibility of stock
· Short sell
· Selling borrowed stock w/ hopes to buy it at lower price later
· Load fund
· Mutual fund where investors pay commission w/e they purch/sell shares 
· No load fund
· No sales charges
· Front end load
· Sales fee w/ each purchase. Usually around 6%
· Back end load
· 1-6% of withdrawals decrease w/ time held then 0 after # of years
· Expense ratio
· Management expense ratio: MER (0.25% to 4%) to cover company costs
· Back end usually 0.5% costlier 

Money market funds – income via short term money market
Mortgage funds – income and safety, hold group of mortgages
Bond funds – safety of principal and income subject to capital gains
Dividend funds – tax advantage, possible capital, invest in preferred shares, high quality common
Blanaced and asset allocation funds – mix of safe/income/capital. Common stock/equity
Specialty funds – not diverse, build cap. Gain
[bookmark: _GoBack]International or global funds – subset of specialty
Real estate funds – long term growth, income producing
Ethical funds – have moral
Segregated funds – part of principal returned at maturity
Labour sponsored venture capital corp. (LSVCC) – invest in small/medium sized businesses
Fund families – 1 company manages group of mutual funds

CHAPTER 14
Financial analysis
Review assets 
· Housing; can buy smaller house and place profit in investments. Also reverse mortgage
· Reverse annuity mortgage (RAM): 
· Loan based on equity in home providing tax-free income
· Paid back when house sold or death
· Life insurance – can be converted to asset or income
· Other investments – can take dividend instead of reinvest

Life lease housing: tenant given right to live in unit in return for upfront payment and monthly fees

Public pension – supplement private savings, for those over 70

Canadian retirement systems:
1 – old age security (OAS): monthly pension after 65
2 – Quebec pension plan/Canada plan/guaranteed income supplement/spouce’s allowance
· Early as 60, can contribute to it
· Disability benefits, retirement savings, survivor benefits
3 – private 

Employer retirement plans
1. Defined benefits pension plan: specified w/e you get
2. Defined contribution plan: defines employer contribution, doesn’t guarantee benefits
3. Deferred profit sharing plan (DPSP): employer only contributor, based on net income of comp.
4. Group rrsp: rrsp for a group
5. Plan portability: right to transfer pension from employer to another or rrsp

Personal retirement plans
Registered Retirement Saving Plan (RRSP): Shelter savings from income tax

CHAPTER 15
Estate = everything you own
· Wills 
· trusts (tax advantage, choosing guardian for kids)

Estate planning = plan for administration and disposition of property at death
· build estate through savings, investments and insurance
· transfer estate, at death

Provincial Family Law
· marriage, divorce and separation void wills made prior to the event
· must support spouse and dependents 
· declared invalid and contested if not met

Legal Aspects
· proof of claim or nothing processed
· birth certificate, marriage cert., legal name changes, military service records, more docs.

Wills
· legal declaration of disposition of property after death
· intestate: die w/o valid will
· spouse gets preferential share
· distributive share goes to kids and grandkids
· Cost of Will: $300+ then attorney fees and all that crap

3 Will Formats
· Holographic will
· Handwritten, nothing typed. Not accepted in all provinces
· Formal will
· Prepared w/ attorney, need 2 people to sign
· Notarial will
· Only in Quebec
· In front of notary who keeps will then issues certified copy after death

Beneficiary: person receiving the goods from the will 

Writing the Will
· Select someone who will follow your will instructions (executor)
· I.e. paying off debts, tax return, distributing estate
· Family member, friend, attorney, accountant, trust department
· Guardian
· Someone to care for the kids
· Trustee: person/institution that manages property under trust agreement

Altering the Will
· Codicil: few changes. Document shows provisions to existing will
· Pre-nuptial agreement: rewriting will b/c of marriage 

Living Will
· If physically or mentally disabled to the max
· Sign and date w 2 witnesses

Power of Attorney
· Authorize someone to act on your behalf
· Limited or all power

Letter of last instruction
· Details of funeral arrangements
· Names of people to be notified of death and bank account locations and all that stuff

Types of Trusts and estates
· Settlor: trust creator
· Trust: legal arrangements where one’s assets held by trustee for beneficiaries 

Trusts
1. Living or inter vivos trust
· Set up during settlor’s lifetime
· Control assets (no longer settlor’s estate)
· Manage property of disabled, seniors, minors

2. Testamentary trust
· Effective upon death
· Assets protected from beneficiaries creditors
· Income in test. Trust taxed at progressive tax rate
· Can trigger taxable capital gain

3. Spousal trust
· All income of trust to be paid to spouse and no one else unless they die
· Can be either living or testamentary 
· Avoids capital gains

Estates 
· Everything you own. Property, insurance, stocks, bonds, home, collectables,…..
· Not distributed by will
· Assets go to beneficiary if:
· Assets have a named beneficiary already
· Assets held in joint tenancy
· Life insurance
· Free of income tax and excluded from probate
· Charitable donations
·  Reduce tax credit the year of death

Settling your estate
· Executor carries out will
· No executor, probate appoints administrator to carry out will
· Probate and administration costs
· Attorney, accountant, appraiser -> 3-5% of estate cost
· If no will, provincial law decides what happens
· If no one inherits the property, gov’t takes it
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Page Topic Formula
Anoual dividend + Appreciation invalue
44 Annual shareholderretar Annsal shareholderreurn =~ SIPEEEL ITE
Exany 5073 + (52900 - $25.13)
ample 50
= 0.18304 or 18.3 percent
s Annsal dividend yield Annual dtdend yted = —Annualdivdend__
Tl stock investment
7.
Example —
002904 or 29 percent
5 S . .- Apprecation n va
“ Copt gl el AP BV = T ock mvestment
— _ (52900 = 25.13)
ampie GOy
= 015999 or 16 percent
™ Annoal verage Annual average
compound return compound return = [(1 + R + Ro)...(1 + R)* ~ 1
where R s the annual sharcholder eturn
for each consecutive year of ownership
Example = [(L174)(1.309)4%~ 1 = 024 or 24 percent
. . N . . After-tax earnings
arminge pershace ATRINgS DT ST = X mber of outitanding shares of common stocks
3926 million
Exampie Eamnings pe hare = S502en
458 per share
- - J—— Price per share
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Chapter 12
Terms

Corporate bond: a corporation's written pledge to repay a specified amount of money along with
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Preferred Stock
= Wiadle nvestment
- Yild smallr than bonds but ser than commen stacks
© Cumulatos festure
o Ifaividend not paid during one perod, s added to next period
- Partdpation feauure
& 1% prefarred paid dividnd then comman then ef ove spit btusen the two.
- Conversion feature
o Can exchange for comman stock

ProvincialSecurtes Reguiation (3 methods)
Regisration - those seling securites must sdvie investors to registar with exchange or IROC
Disclosure — ensure investors have nfo to make decsions

Enforcament - favs and policies

Buy 3 hol: by stock, hold forsome yesrs. Coupled wi dividands

Margin Cal - f share rops to 3 o ess, you mustshow collateralfor loan or €l be s0d

Hedg fund — investment fund to nvestor group to mitgaterisk, minimize volatiy, preserve captal
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