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Chapter 1


· Personal financing planning – process of managing your money to obtain economic satisfaction

· Financial planning is a six step process

· Identify your financial situation
· Develop financial goals
· Identify any alternative course of actions
· Evaluate the alternatives
· Implement a financial action plan
· Revise and reevaluate the plan

· 2 reasons for money problems for Canadians 
· poor planning 
· bad money management habits
· consumable product goals- items that are used up quickly such as food, clothing, entertainment 
· durable purchase goals- involve expensive items like cars 

· Financials goals should be realistic

· Financial goals should be stated in specific, measurable terms
· Financial goals should have a time frame
· They should indicate the type of action to be taken
· 


· Achieving financial objectives requires 2 things 
· Commitment and willingness to learn 
· Appropriate sources of information
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· Components of money management
· Storing and maintaining personal financial records and documents
· Creating personal financial statements
· Creating and implementing a plan for saving and spending 



· Budgeting is affected by 3 factors
· Careers
· Family 
· Values
· 

· Budgeting process
· Setting financial goals
· Estimating income
· Budgeting emergency funds  - 3 to 6 months of living expenses
· Budgeting fixed expenses 
· Budgeting variable expenses
· Recording spending amounts
· Reviewing spending and savings patterns

· Successful budgeting
· Well planned
· Flexible
· Clearly communicated
· Realistic
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· Taxes are paid on 4 things
· Wealth
· Property
· Purchases
· Earnings

· All Canadians who have a balance in tax owing have to file, non Canadian residents also have to file given that they’ve been here for half a year, Canadian residents are taxed on worldwide income
· Types of income
· Employment income
· Investment income
· Net business income
· Taxable capital gains –generated upon sale of stocks, bonds and assets
· Other income – OAS, RRSP’s, CPP, employment insurance

· No capital gain tax on selling a home and making a profit.


· Determining total income
· Calculating net income
· Deductions are as following:
· Moving expense
· Child care expense
· Contributions such as RPP and RRSP
· Disability support
· Unions and other dues
· Other deductible
· Calculating taxable income 
· Additional deductions and losses
· Capital tax gains
· Losses carried over
· Security options deductible
· Calculating federal taxes owing 
· Calculating net federal tax
· Non-refundable tax credit
· Basic personal amount set at $11,138
· For medical its 3% of your income up to $2,171
· Tax payments
· Source withholdings

· Maximizing the benefits of deductions and tax credits
· Lower-income spouse generally takes the child care deductions
· Capital losses incurred in any year can be subtracted from capital gains in the same year for net capital gains.
· Interest on a student loan can be claimed
· Tuition and education amount  $400 month for full time
· Textbooks 20$ for part time and 65$ for full time
· First time home buyers non refundable tax credit of $5000
· Disability amount for non refundable tax credit
· Charitable donations get tax credit of 15% for first 200 anything after that is 29%
· Unused non-refundable tax credit can be transferred between spouses


· Income splitting technique 
· You can make RRSP contributions for spouse, she will be taxed when withdrawn, but cant withdraw for 2 years
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· Consumer credit: use of credit for personal needs
· 3 ways most people finance current spending
· draw on savings
· current earnings
· Use it against future expected earnings

· Advantages of credit
· Enjoy services now pay for it later
· Don’t have to carry large sum of cash around
· Get rewards such as points
· Credit indicates stability depending on if its good or not

· Disadvantages of credit
· Temptation to overspend
· Loose reputation if failure to pay
· Credit costs money
· Pay for cash no interest but with credit there financial charges


· Types of credit
· Consumer loans
· One-time loan a borrower repays over time
· Revolving credit
· A line of credit were loans are made on a continuous basis

· Revolving credit
· Credit cards
· Personal line of credit
· Home equity line of credit
· Based on the current market value of your house minus the mortgage balance

· Consumer loans
· Mortgage loans
· Car loan
· Sources of consumer credit
· Inexpensive loans – family and relatives
· Medium priced loans
· Expensive loans – financial institutions 
· Student loan – don’t need to pay back until education done



· The cost of credit
· Secured loan – pledge an asset to receive lower interest rates
· Interest only line of credit – takes a longer time to pay loan 


· Cost of carrying credit card balances
· Adjusted balance method 
· Interest added after subtracting payments made during that month 
· Previous balance method
· No credit given for payments made during the month
· Average daily balance method
· Weighted average of account balance for period

· Frequent reasons for being indebt 
· Emotional problems
· Instant comfort 
· Overindulgence of children

· Consolidation loans
· Loan to discharge existing debt
· Advantage is single interest rate on the debt you have selected
· Disadvantage is cost and term
· Consumer proposal
· 5 year plan to pay a portion or all of debt to consumers
· must be less than $250,000 in debt
· 
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· Renting 
· 3 advantages
· Fewer responsibilities
· Mobility
· Lower initial costs
· 3 disadvantages
· Few financial benefits
· Restricted lifestyle
· Legal details
· 


· The home buying process
· Determine home ownership
· You get pride of ownership
· Flexibility
· Financial benefits
· Drawbacks would be 
· Higher costs
· Taxes 
· Limited flexibility 
· Financial uncertainty
· Calculate affordable home price
· GDS – gross debt services 
· Monthly shelter costs as a percentage of your monthly income 
· Includes mortgage payment principal and interest
· Property taxes
· Heating
· 50% of condo fees can also be included
· no more than 30 to 32% of gross income on shelter costs
· TDS – total debt services
· Is your monthly shelter costs plus any debt obligations
· Spend no more than 40 percent of it on TDS
· Price the property
· Obtain financing
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· Types of risks 
· Peril – cause of a possible loss
· Hazard- increases likelihood of a loss through peril
· Personal risk
· Loss of income
· Life 
· Illness
· Disability 
· Property risks
· Hazards
· Fire
· Storms
· Accidents and thefts
· Liability risks
· Automobile
· Professional misconduct
· Accident on ones property
· These 3 risks are classified as pure risks as there is only a chance of a loss
· Speculative risk has a possibility of a gain or loss

· Risk management strategies
· Risk avoidance
· Risk reduction
· Risk assumption
· Self insurance – having money aside incase of a risk
· Risk shift – shifting the risk towards insurance companies

· Liability protection
· Strict liability 
· Held responsible for intentional or unintentional actions
· Vicarious liability 
· Person is held legally responsible for the actions of other

· Homeowners insurance coverage
· Building and other structure
· Living expenses 
· Personal property
· Personal liability and other coverage

· Home insurance types
· Named perils
· Al risk type
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· Life insurance
· Income replacement method 
· Life insurance amount for 70% of your salary for 7 years

· Types of life insurance
· Term insurance
· Provides protection for a certain period of time usually 10 to 20 years.
· Term-100
· Renewability option
· Conversion option
· Declining option

· Permanent insurance 
· Provides a amount of money when one dies to cover funeral costs, money needed for later
· Whole life insurance 
· Pay a premium for entire period stays the same, higher in earlier years to offset death 
· If insurance is cancelled the cash surrender value is paid out
· If policy continues they can use the cash value as a loan
· Pay premium with it 
· Make partial of full withdrawal
· Universal life insurance
· Combines term insurance and investment account
· Premiums are flexible 
· Access to cash value from either policy loan or withdrawal
· Higher rate of return on cash value but also higher premium
· Variable life insurance
· Fluctuates with interest rates but does guarantee a payment at death
· Payouts vary based on the performance of the fund
· Factors that affect it are
· Amount of insurance
· Age 
· Gender
· Occupation
· Martial status
· Endowment insurance
· Provides coverage until expires
· Face value is paid out when the person dies
· But also paid out once the contract reaches maturity
· Group life insurance
· Provides coverage for a lot of people under 1 policy
· Credit life insurance
· Purchased by creditors to pay off debt if they die

· Life insurance contract provision
· Re-evaluate the contract every 2-3 years
· Name a beneficiary 
· Make the payments, usually 28-31 days or else it lapses
· The non forfeiture clause
· Prevent forfeiting benefits if you were to stop paying premium
· Incontestability clause
· After 2 years the company cannot complain about the validity of the clause
· The suicide clause 
· Provides benefits in the amount of premium paid if committed within first 2 years
· Automatic premium loan clause
· Uses the cash value that has been generated to pay premium if missed to stop it from lapsing 




· Riders to life insurance policies
· A document attached to the policy to make modifications of benefits
· Waiver of premium incase of disability
· Accidental death benefit pays twice the face amount of policy
· Guaranteed insurability allow to get more insurance with proof
· Critical illness benefit
· Pays policy holder who are critically ill person before he dies
· Joint, last to die
· Joint policy that pays when 2nd person dies to cover taxes

· To obtain a policy there are two parts to it, provide personal information as well as what policy is desired and then a medical history

· Settlement options
· Lump-sum 
· Limited installment plan
· A life income annuity
· Proceeds left with the company and interest on it is paid to beneficiary


· Health insurance
· Most is covered under provincial government plans
· Need addition coverage for private rooms
· Prescription drugs
· Vision and dental care

· Group health insurance
· Compromises of 65% health insurance sold
· Covers you and your family
· Is non-transferable when you leave the group 
· Limited in scope

· Individual health insurance
· Covers only you
· More tailored to your needs
· More expensive 

· Disability
· Own occupation – full benefits are paid
· Regular occupation – benefits are reduced if return to alternate occupation
· Any occupation – full benefits
· Total disability
· Partial
· Protects your most valuable asset – ability to earn an income


· Disability insurance trade-off
· Better protection, higher costs
· Longer the wait before benefits begin, the lower the premium
· Duration – till retirement or till 65, whichever comes first
· Amount of benefit – 60-70% of gross income, if employer pays for it, its taxable if employee pays for it, non-taxable
· Accident and sickness- ensure that both are covered
· Guaranteed renewability – make sure the coverage is non cancellable incase of your health declining

· Sources of disability income 
· Employer
· CPP 
· Employment insurance
· Workers compensation
· Short-term & long term welfare

· Critical illness policy
· A one time tax free lump sum made 30 days after diagnosis 
· Can be a single policy or bundled
· Typical policy provisions include a waiver of premium 
· For things like strokes, hiv, organ transplant, kidney failure

· Various insurances
· Health service insurance
· Prescription drugs
· Private rooms
· Home caring and nursing
· Travel insurance
· Hospital and medical bills
· Baggage claims
· Long-term insurance
· Provides daily care of long term illness or disability
· Accidental death
· Provides benefits 
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· Establishing financial goals
· What will you need the money for?
· How much will you need
· How long will it take
· What will be the risks associated with it
· How will you obtain it
· Check your financial affairs before investing
· Balance your budget
· Make sure you have emergency funds set up before 
· Obtain insurance protection
· Have access to other sources of cash, line of credit

· Factors affecting choice of investment
· Safety and risk
· Speculative investment – high risk investments hoping for high return in a short period of time
· Risk tolerance amount of pain you are willing to suffer from your investment
· Types of risk
· Business risk – factors causing a business to be less profitable such as poor management, unsuccessful products
· Inflation risk – investors purchasing power declines due to rise in inflation
· Interest rate risk – as interest rate rises, market value of fixed income securities fall
· Market Risk – prices of stocks and other investments changing due to economic environment
· Global investment risk – global investing can create currency risk, local risk 
· Investment income
· Want predictable source of income such as deposits and saving bonds
· Government bonds, preferred shares also provide income but aren’t predictable
· Investment growth
· Firms that growing
· This investment refers to common shares
· More risked involved 
· Firms growing rapidly, invest retained earnings instead of paying dividends 
· Investment liquidity
· Ability to buy and sell a investment quickly without having its value go down.


· Investment alternatives
· Stock and equity financing 
· Money obtained from owners
· Can get money by providing shares
· Segregated funds
· Are sold by life insurance companies and invest the principal
· Real estate
· Hold real estate and sell when value goes up
· Alternative is real estate investment trust – 
· It invests in a diverse portfolio of properties 
· Highly liquid
· Exempt from new tax law
· Securitized debt instruments


· Investment pyramid
· Level 1 low risk 
· Cash, CD’s, money market mutual funds, government bonds
· Level 2 safety and income
· Canadian securities, municipal bonds, income stocks
· Level 3 growth 
· Growth stocks, rental property
· Level 4 speculation 
· Speculative stocks, options, commodities

· Tax considerations
· Interest, rental income and net of expenses are fully taxed
· Dividends that are eligible are grossed up by 38% than taxed at marginal rate minus 15%
· Non eligible dividends are grossed up by 18% than taxed at marginal rate minus 11%
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· Mutual funds
· Pool of money managed by a manager that invests in stocks, bonds and securities
· Two reasons investors choose mutual funds
· Professional management
· Diversification 


· Characteristics of a mutual fund
· Closed-end 
· Shares are issued only at the beginning, never again
· Stays pretty static
· You can buy shares from others 
· Traded on floor of stock exchange or over the counter
· Value of the shares is determined by supply and demand
· Open-end
· The size can rise or fall over time
· At the request of investors more can be issued
· Shares are bought at net asset value
· Current market value of portfolio-liabilities/shares outstanding
· Index fund
· Funds that’s track the market index such as S&P 500
· Exchange traded funds 
· Are pool of securities traded on stock exchange
· Both index and etf are passive investments
· ETF’s have lower management fees than mutual funds
· Can be sold short or purchased on margin
· Can be bought and sold at fair market value 
· T series mutual funds
· Distribute return of capital that is non taxable
· When sold difference becomes taxable capital gain
· Tax is deferred until sale
· Allows investors to switch between asset classes

· Mutual fund with loads
· Load is essentially paying a commission every time you buy a mutual fund ( front-end) and when you sell ( back-end)
·  Back end loan has your funds going to work immediately and after 5 to 7 years the back end fee will diminish
· no load fund charges no sales commission
· No evidence that load fund outperforms no load fund
· Purpose of load fund is to compensate advisor who helped.


· Management fees
· Every owner of a mutual fund has to pay management fees
· MER is management expense ratio that the fund pays for management fees and other direct costs


· Advantages of investing in mutual funds
· Diversification
· Professional management
· Ease of buying and selling shares
· Smaller amount of money can be invested
· Multiple withdrawal options
· Distribution or reinvestment of income and capital gains

· Disadvantage 
· Purchase/withdrawal cost
· Management fees
· Potential market risk associated with all investments
· Sales personnel are aggressive 
· Inability to control when capital gains are distributed

· Return on investment 
· 3 forms
· income dividends
· Capital gains - generated by you
· Capital gains distribution – from sale of investment
· All three are taxed


· Income and capital gains
· Income and capital gains distributions are automatically reinvested with the fund but not paid out and are taxed
· No cash has been received but taxes have to be paid
· Need to keep track of this

· Withdrawal for open-ended funds
· A fixed amount
· A percentage of growth
· All income distributed each year but leave principal untouched
· A fixed percentage is sold every period
· 
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· Start planning for retirement early
· You can expect to live up to 20 years in retirement
· Pensions wont cover everything 
· Inflation may diminish the purchasing power

· Retirement planning

· Step 1 –Review assets, liability and net worth
· Housing – your biggest asset
· If you’re 55 and older can have a reverse mortgage and withdraw funds
· Loan is repaid with interest when house is sold or owner dies
· Step 2 – retirement living expenses
· Expenses will drop
· Work related expenses
· Clothing expenses
· Mortgage expense
· Income tax expense
· However following expenses may rise
· Medical 
· Health and life insurance
· Gifts and contributions
· Leisure activities 


· Retirement income
· Public pensions 
· CPP/QPP
· Mandatory and contributory
· Benefits are indexed to inflation and taxable
· Start it before 65 pension will be reduced
· Increase in pension if you take it after 65 up to 70 
· Protects you by dropping a number of lowest months earnings due to school to etc to increase benefits
· Benefits can be split between spouses over age of 60
· Old age security
· No contribution needed
· Benefits begin at age 65 and indexed to inflation
· If you have lived in Canada for 40 years since the age of 18
· Clawed back at a rate of 15 cents per dollar after a certain amount
· GIS and allowances
· Employer pensions
· Pension plans that include employee contributions allows employee to defer current taxation on a portion of their salary
· Plans are portable meaning if employee leaves company it can be transferred to new RPP.
· If employee is part of DBPP, DCPP, DPSP, their RRSP contribution room is reduced


· Defined benefit pension plan
· Employers job to make sure the fund is proper
· They assume all risk of investing the contributions
· Defined contribution pension plan
· Each employee has his own account
· Pension is based on whatever was contributed and investment interest 
· Contributions are defined but not the benefit

· Personal retirement plans
· Save for retirement, by deferring tax 
· Non-taxable withdrawals can be made for Life long learning plan
· $10,000 a year for a maximum of $20,000 for education has to be paid within 10 years
· Types of RRSP’s
· Regular, that invest in guaranteed funds such as saving accounts, term deposits and GIC’s
· Self-directed allow investing in all eligible assets but fees may be higher
· Spousal RRSP, contribution towards her RRSP, contributions are deductible to the contributor and must fall within the limit
· Contribution limit is 18% of prior year income minus pension adjustment from an employer DBPP, DCPP, DPSP plus unused room carried forward
· Permitted an over contribution of $2000 in a lifetime without penalty but it cannot be deducted from income

· Withdrawal options
· RRSP must be deregister at end of the year of your 71st birthday
· Full withdrawal – least favorable option
· Life annuity –offered by insurance companies and have period payments till death
· Fixed term annuity – payment dependent on term chosen and market interest rates 
· Registered retirement income funds - owner continues to manage investment
· Fully taxable
· No maximum withdrawal apply
· Can take out lump sum and get full control of fund
· No guarantee of periodic income
· Life income funds


· Stretch your income in retirement to make sure you are receiving all the benefits 
· Return to the workforce
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· Estate planning is a plan for administration and disposition of your property during lifetime and at your death
· First part is building your estate through saving, investments and insurance
· Second part is transferring the property to someone at death
· A will is a legal disposition to whom the person has put as beneficiary for the property

· Types of will
· Holographic will
· All written by you and signed by you, no witnesses needed
· Some provinces don’t accept this type of will
· Need to go to court to have it approved and can be timely
· probated
· A formal will
· Prepared with an attorney’s assistance, can be typed or printed. Need 2 witnesses to be present 
· Needs to be probated
· A notarial will
· Signed in the presence of a witness at notary, notary keeps the will and passes it on to beneficiary upon death of person
· Only available in quebec
· Can be costly
· No need for probating
· Assign an executor will carry out the complicated tasks associated with executing the will
· Also name a guardian on the will incase both parent die


· Inter vivos trust
· Set up during the lifetime of a settlor, used to transfer asset at fair market value
· Settlor determines how they are transferred
· Private documents 
· Once the asset is transferred it isn’t theirs and creditors cant claim it

· Disadvantage would be taxable capital gains on the transfer of the asset

· A testamentary trust

· In effect upon you die
· Assets are protected from creditors 
· Income earned is taxed at marginal tax rate
· A spousal trust
· Either inter vivos or testamentary trust set up for the spousal and all income must be paid to her only and no one else even if taxed
· Assets can be transferred at adjusted cost base, avoiding capital gains
· Not subjected to the 21 year old deemed rule
· Assets held in the trust are not probated if the second spouse dies
· However assets are deemed to be sold at fair market value if both spouses are dead. 


· Estate asset not distributed by will
· First situation is when naming a beneficiary for life insurance and benefit assets such as RPP and RRSP
· 2nd is owning asset with joint tenacity survivorship which passes on the asset to the survivor. Not applicable in Quebec
· [bookmark: _GoBack]
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