



Chapter 1 – An Introduction
[bookmark: _GoBack]
· Why financial planning is important?
· Is the process of managing your money to achieve personal economic satisfaction
· Advantages:   increased effectiveness in obtaining, using and protecting resources
· Increased control of financial affairs, improved personal relationships, sense of freedom
· Understand how life cycle can affect planning
· Early years (up to mid 30’s)
· Focus on creating emergency fund, saving for down payments, purchasing life insurance,  retirement
· Middle years (mid 30’s to 50’s)
· Focus on building wealth by paying down mortgage and increasing savings and investments
· Middle years (50’s +)
· Focus is on providing an adequate retirement plan
· Retirement years
· Focus is on the efficient management of previously acquired wealth
· Common goals and activities:
· Obtain career training, create effective record system, regular savings and investment program, accumulate emergency fund, purchase appropriate insurance, implement flexible budget, evaluate and select investments, establish retirement goals, create a will and estate plan
· 6 Steps in the Financial Planning Process
· Step 1 – Determine your current financial situation:
· Prepare a list of current asset and debt balances and amounts spent for various items
· Step 2 – Develop financial goals
· Analyze your financial values and attitudes towards money
· What is your financial decision making process?
· Step 3 – identify alternative courses of action
· Continue as you are, expand or change the current situation, or take a new course of action
· Step 4 – Evaluate Alternatives
· Take into consideration your life situation, personal values and current economic situation
· Opportunity cost is what you give up by making a choice
· The cost, referred to as the trade&off of a decision, can be measured in money or time
· Consider lost opportunities that will result from decisions
· Evaluate the risks faced
· Interest Rate – changing rates affecting borrowing and benefits
· Inflation risk – rising prices cause lost buying power
· Liquidity risk – difficulty of converting to cash or sell without significant loss
· Product risk – products flawed or don’t meet expectations, retailers not honouring  obligations
· Risk of death – premature death causing financial hardship
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· Risk of Income Lost – job loss or injury
· Health Risk – increased medical costs, reduce working capacity or life expectancy
· Asset and Liability Risk – assets stolen or damaged, suing for negligence or for damages caused by yourself
· Step 5 – Create and implement a financial action plan
· Choose ways to achieve your goals, assistance from others
· Step 6 – Re[evaluate and revise your plan
· Plan should be reviewed regularly based on life circumstances
· How to set financial goals
· Influenced by:
· Timing – short[term, intermediate and long[term
· Needs – consumable products (food, clothing), durable products (appliances, cars, equipment)
· Life Situation – age, income, status, household, personal beliefs, employment
· Also influenced by graduation, engagement and marriage, birth/adoption, career change or move, dependent children, health, divorce, retirement, death
· Social – married at later age, more households/multiple incomes, single parents, living longer
· Goals should be realistic, stated in specific/measurable items, time frame, indicate type of action to be taken
· How economy affects decisions
· Economics – study of how wealth is created and distributed
· Market forces – supply and demand, production costs and competition
· Financial institutions – influence of the Bank of Canada
· Global influences – level of exports, foreign investors, competition
· Economic  conditions:
· Consumer prices – value of dollar, changes in inflation (caused by increase in demand without increase in supply)
· Consumer spending – influences employment opportunities
· Interest Rates – represents costs of money, costs of credit when you borrow (increased demand in IR rises), return on your money when you save or invest (increase the supply of money and IR decrease)
· Money supply – dollars available for spending
· Unemployment rate [ # of people without employment who are willing/able to work
· Housing starts [ # of new homes built
· GDP – value of goods and services produced within a country’s borders including items produced with foreign resources
· Trade balance – difference between imports and exports
· S&P/TSX – composite index and other stock market indexes, value of stocks
· Opportunity cost – cost related to the next[best choice available to someone

· Calculating  interest:
· time value of money – increase in an amount of money as a result of interest earned, should be considered an opportunity cost
· simple interest – compounded on the principal, excluding previous interest earned





· P x r x T = I
	P
Amount in Savings
	r
Annual Interest Rate
	T
Time Period
	I
Interest


	Ex. $100 x 6% (0.06) x 1 (year) = $6 or in 1 year you have $106.
· Compound interest – interest that is earned on previously earned interest
· Each time interest is added to the principal, the next interest is computed on the new balance
	Ex. Year 1: $100 x 6% x 1 (year) = $$6
	Ex. Year 2: ($100 + $6) x 6% x 1 (year) = $6.36
	Ex. Year 3: ($106 + $6.36) x 6% x 1 (year) = $6.74
	Year 1 = $106
	Year 2 = $ 112.36
	Year 3 = $119.10
· Future Value of Money
· Is the amount to which current savings will increase based on certain interest rate and certain time period
· Calculations involve compounding since interest is earned on previously earned interest
· Can be computed for a single or series of amounts
· Annuity – series of equal deposits or payments
· Present Value of Money
· Current value of a future amount based on IR and time period
· Also called discounting
	FV = PV(1 + i)n or FV = ((1+i)n[1)/ i
· PV = FV/ (1 + i)n
	FV
Future Value
	PV
Present Value
	i
interest rate
	n
Number  Compounding Periods



Chapter 2 – Money Management Strategy: Statements and Budgeting

· Objective 1
· Spending money reduces the amount you can save and invest
· Saving and investing reduces money you can spend now
· Buying on credit ties up future income
· Using savings for purchases results in lost interest savings can’t be used for other purposes
· Comparison shopping can save you money but uses up valuable time
· Major Money Management Activities:
· Store and maintain personal records and documents
· Create personal financial statements
· Create and implement a plan for spending and saving

· Personal Balance Sheet





· What an individual or family owns or owes; also called a net worth statement
· Items of value (what you own) – Net Worth (your wealth) = Amounts owed (what you owe)
· Components:
· Assets
· Liquid assets – cash and items easily converted to cash
· Real estate – home, condo, property owned
· Personal possessions – automobiles or other possessions
· Investment assets – funds for long term needs
· Liabilities
· Current liabilities – debts to be paid within short time
· Long-term liabilities – do not have to pay until more than a year
· Net Worth
· Assets – liabilities
· High net worth may still have financial difficulties
· No liquid cash available to pay current expenses
· Insolvency – inability to pay debts when they are due because liabilities far exceed the value of assets
· Increase net worth by:
· Increasing savings, reduce spending, increase value of investments, reducing amounts owed
· net worth is not money available for use but an indication of your financial position
· Cash Flow Statement
· A statement that summarizes cash receipts and payments for a given period of time
· Total Cash received during period + cash outflows during the time period = cash surplus or deficit
· Components
· Shows inflow and outflow during a given time period
· Step 1 – Record income
· From employment; wages, salaries and commission or self- employment
· Savings and investment, gifts, grants, scholarships, and educational loans
· Government payments (CPP, welfare, EI)
· Amounts received from pensions and retirement
· Alimony and child support payments





· Step 2 – Record cash outflows
· Fixed expenses do not vary from month to month
· Rent, mortgage, loan payments, insurance
· Variable expenses are flexible payments
· Food, clothing, utilities
· Step 3 – Determine net cash flow
· Net cash flow can be surplus or a deficit
· Used as a basis for creating a spending, saving and investment plan
· Creating a Budget
· Budget: A specific plan for spending income
· Step 1 – setting financial goals
· Step 2 – Estimating Income
· Step 3 – Budgeting Emergency funds and savings (3-6 months of living expenses)
· Step 4 – Budgeting fixed expenses
· Step 5 – Budgeting Variable Expenses
· Step 6 – Recording Spending amounts
· Variance – difference between amount budgeted & actual amount received or spent
· Deficit – actual spending exceeds planned spending
· Surplus – actual spending less than planned spending
· Step 7 – Reviewing spending and saving patterns
· Dual-Income Households
· Pooled income – incomes combined and bills paid from pool o	Sharing the bills – each responsible for predetermined bills  o	50/50 – each contribute equally to pool
· Proportionate contribution – each contribute percentage of his/her income



Chapter 3 – Taxes and Tax Strategy
4 Types of Tax:
1. On purchases: GST, PST (now HST) as well as excise taxes on cigarettes, gasoline etc
2. On property: a major source of revenue for local governments, determined based on assessed value of land. The ongoing increase to this tax is a concern for those on fixed incomes (seniors)
3. On wealth: aka the Capital Gains tax – 50% of any net gains from the sale of assets is taxable within the year the gains are incurred.
4. On earnings: income taxes. Quote from p. 75 of text: “Throughout the year, your employer will withhold income tax amounts from your paycheque, and you may be required to make income tax instalments if you earn income from other sources, such as a business. Both types of





payments are only estimates of your income taxes payable. You may need to pay an additional amount when you file your income tax return, or you may get a refund.”
Filing Federal and Provincial Income Tax Return
Who must file? All residents of Canada, for any year in which they have a balance of taxes owing (and even if you don’t it’s wise to file anyway).
Income Tax Fundamentals:
1. Composition of Total Income:
i. Employment income – salaries, wages, commission, tips, bonuses, taxable benefits.
ii. Net business income – income from proprietorships/partnerships/corporations minus
expenses.
iii. Investment income – interest, dividends, or rental income minus expenses
· Note: dividends are grossed[up by 44% to calculate taxable divs.
iv. Taxable capital gains – income from the sale of stocks, bonds, & real estate.
· Note: subtract losses, and this net value is taxable @ 50%
v. Other income: retirement income (private pensions and RRSPs), gov’t CPP/EI/OAS payments, spousal and (some) child support, research grants
· NonJtaxable income: lottery winnings, gifts, inheritances, some child support, GST/HST rebate, Canada Child Tax Benefit, scholarships/fellowships/bursaries
· NOTE: your home is your best tax[shelter, as you pay no capital gains tax upon the sale of your primary residence.
2. Calculating Net Income: Basically, “total income” – the following deductions = net income
i. Contributions to deferred income plans – RRSPs etc. (income taxed upon withdrawl)
ii. Union & professional dues – usually withheld @ source
iii. Child[care expenses – baby[sitting, nursery care, camps etc that allow parent to work
iv. Disability supports – attendant care expenses, other expenses that enable school or work
v. Moving expenses – moving at least 40km closer to your place of work
vi. “other” – some spousal/child support payments, some business/investment losses
3. Calculating Taxable Income = (net income) – (additional deductions + losses carried forward)
i. Additional  deductions:
· Security options deduction, capital gains deduction, net capital losses of previous year, other deductions (for northern Canadians and Canadian forces members)
ii. On  record[keeping:
· Generally, you should have 3 years worth of documents from the date of your notice of assessment. Up to 6 years worth may be required.
· Things like housing documents should be kept indefinitely.
4. Calculating Federal Taxes Owing
i. Marginal tax rate: “rate of tax paid on the next $1 of taxable income”
· Ex: if taxable income is $45,000, then under 2007 tax rates, liability would be:
($35,000 x 0.15) + ($10,000 x 0.22) = $7,450





ii. Average tax rate: “total tax due divided by taxable income”
Ex: $7,450 / $45,000 = 16.56%
5. Net Federal Tax
i. Taxes owing can be reduced through tax credits:
· Non[refundable: subtracted from taxes owing, but don’t allow you to recoup the money if taxes owing are negative
· Refundable: results in a refund if taxes are negative (these are rare)

Making Tax Payments
· Source withholding: $ taken off each paycheque, remitted to the CRA
· Your t4 indicates annual earnings, and tax & benefit deductions
· Reduction of source withholding: it is possible to do so if you can prove that you are paying more withholding tax than necessary
· Instalment payments: if the difference between payable taxes and your taxes withheld is greater than $2000 in both the current year and either of the 2 previous years, you must make quarterly payments (in March, June, September and December)
Deadlines and Penalties
· April 30th  is the deadline for filing your return
· Reporting on business income gives you until June 15th, but taxes owing must still be paid by April 30th
· Penalties: 5% on balance owing for late filing, + 1% / month added to the unpaid balance for a max of 12 months.


Tax Planning Strategies
Note the difference between the following:
· Tax Planning: the use of legitimate methods to reduce one’s taxes.
· Tax Evasion:  the use of illegal activities to reduce one’s taxes.

How should you receive income?
· Commission vs/ salary:  commission allows you to deduct work[related travel expenses
· Salary vs/ stock options: stock options are treated more[favourably
· Business owners: any reasonable expense incurred to generate taxable income is deducted from gross income to derive net income.
o	Ex: admin support, leasing/buying an automobile, maintenance of that auto, office rent, equipment, supplies, advertising, utilities, and home office

Maximizing the benefit of deductions and credits
· Deductions: detailed list on page 95 (not likely to be covered in such detail)
· Credits:
· those single, widowed, divorced or separated and supporting family members can claim an eligible dependant
· There is a credit for interest paid on student loans.





· Tuition fees are creditable up to $5,000
· Medical and disability credits
· Charitable donations: first $200 is creditable at 15%, amounts above $200 are creditable at 29%
· Important: charitable donations are able to be carried forward for 5 years, allowing individs to maximize the amount of donations that will be credited at 29% (as opposed to just 15%).
Tax[deferral  strategies
· RRSP: salary put away will be taxed upon withdrawl (when you will likely be in a lower bracket)
· RPP: Defined[benefit & Defined[contribution
· IPP: Individual pension plan – optional for people 53+, making $100,000+/year (executives)
· DPSP: Deferred profit sharing plans
· Other: investing in capital assets (real estate and financial assets), as these gains are only taxable in the year of their disposition
Income[Splitting  Techniques
· Spousal RRSP’s
· Splitting CPP benefits with spouse – up to 50% if you are both 60 years old +
· Splitting up to ½ of eligible pension income with spouse
· Transferring assets used to generate business income, as business income isn’t attributable
· Transferring assets to an adult child – not subject to attribution rules as long as the transfer isn’t through a loan @ less[than[market rates

Ensuring that your portfolio is tax[efficient
· Interest income is fully taxable at the marginal rate, therefore it is best to have these assets in registered, tax[deferred  accounts
· Dividends on Canadian stocks and capital gains are taxed less[heavily than interest income, and
these assets should thus be held in non[registered investment accounts

Tax Assistance and the Audit Process
· What if you’re audited?
· If you make an error, your tax is automatically recalculated and you receive a bill or a refund
· Tax audit: “detailed examination of your tax return by the CRA”
· keep accurate records (receipts, cancelled cheques etc) to support the entries on your return.
· Top 10 common filing errors:
1. Simple math errors
2. Forgetting to reduce income with workers comp, social assistance etc
3. Calculating and claiming provincial tax credits incorrectly
4. Not including pension adjustments, which affect RRSP contribution room for the coming year
5. Claiming GST/HST credits incorrectly by using incorrect spousal income amounts





6. Entering the wrong amounts on lines referring to CPP & EI contribution and overpayment
7. Claiming incorrect amounts as RRSP contributions
8. Forgetting to claim the basic personal amount
9. Claiming the spousal amount incorrectly
10. Forgetting to claim the age amount, or claiming it incorrectly.


Chapter 4 – The Banking Services of Financial Institutions
What You Should Focus on for the Exam:
1. Objectives 1 to 5 on pg. 117 of the textbook.
2. Pick the best financial service or savings plan for a given situation.
3. Bank reconciliation – know how to do
4. Canada Deposit Insurance Corporation

Objectives 1J5 (P.177 in your textbook)
1. Analyze factors that affect selection and use of financial services

An extensive financial services market exists, these organizations provide a variety of services for your daily payment and savings needs. Examples: an automated teller machine, checking an account balance on the internet or visiting a credit union.
Meeting Daily money Needs
[	Routine spending activities require a cash management plan. Ex. Paying rent, buying groceries
Managing Cash (see Exhibit 4[1 on p.117 for review of different services)  [       Common payment choices include: Cash, cheque, credit card or ATM [       Consider the fees and potential for impulse buying and overspending [       Common mistakes made when managing current cash include:
· Overspending as a result of impulse buying and using credit cards
· Having insufficient liquid assets (cash, chequing account) to pay current bills
· Using savings or borrowing to pay for current expenses
· Failing to put unneeded funds in an interest[earnings savings account or investment plan to achieve long[term goals.

Sources of Quick Cash
[	The best and most efficient source of quick cash is a personal line of credit, arranged before the need arises

Types of Financial Services (P.118)
Financial institutions offer services which fall into four main categories below:
a) Savings – Safe storage of funds for future use (time deposits). Time deposits include money in savings accounts and investment certificates. Savings plan is commonly based on interest rate earned, liquidity, safety and convenience
b) Payment Services – The ability to transfer money from one party to the next. Commonly called Demand deposits





c) Borrowing – Credit alternatives range from short – term accounts. Ex.
Credit cards, cash loans to longJterm accounts. Ex. mortgages
d) Other Financial Services – Ex. Insurance protection, investment for future, real estate purchase, tax assistance. Some financial plans require someone else who manages your funds. A trust is a legal agreement  that provides for the management and control of assets by one party for the benefit of another. Common agreements involving a trust include agreements involving a commercial bank or lawyer.
Electronic Banking Services
[	Provide fast, convenient and efficient systems that record inflows and outflows of funds.

Direct Deposit – earnings are automatically deposited into chequing and savings accounts

Automatic Payments –bills are paid through direct withdrawal from a bank account

Automated Teller Machines (ATM) – a computer terminal used to conduct banking transactions. Be careful when using ATMs regularly, the service charges can be several hundreds/year. Withdraw larger amounts to avoid fees on small transactions
Methods of Payments (P.120 in text for review)
[	Point[of[sale Transactions: Ex. Debit and Credit Cards [	Stored[Value Cards: Ex. Prepaid cards
[	Smart Cards (electronic wallets): look like debit/credit cards, they include a micro chip
[	Electronic Cash – a payment solution that enables you to safely pay for a web purchase with your credit card. Ex. Paypal

Opportunity Costs of Financial Services
[	When making decisions about spending and saving, consider the trade[off between current satisfaction and long[term financial security.
[	Opportunity cost is what you give up when you select a service
[	Ex. Shopping until you find a good deal on a house. (The time spent may be balanced against the value you paid on the house)

2. Compare The Types of Financial Institutions (see Exhibit 4J5)** See Page 123 in Text
For the definition/purpose  of Each institution
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DepositJ type institutions: A financial institution that obtains its funds mainly through deposits from the public.
NonJdeposit Institutions: Government or private organization. The basic concerns of a financial service customer are simple: Where can I get the best return on my savings?
How can I minimize the cost of chequing and payments services? Will I borrow money when I need it?
3. Compare the Costs and Benefits of Various Savings Plans
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4. Identify The Factors Used To Evaluate Different Savings Plans (see P.129 for Examples)

Rate of Return (yield) – the percentage of increase in value of your savings from earned interest. Inflation – the rate of return you earn on your savings should be compared with the inflation rate. The inflation is the rate of change of prices calculated on a monthly or annual basis.
Tax Considerations – Taxes reduce interest earned on savings. Ex. A 10% return for a saver in a 26% tax bracket means an after[tax return of 7.4%. (See top of page 131 for how to complete after[tax savings rates of return)
Liquidity – refers to the ease with which you can access and convert investments to cash with a minimal loss of principle. You should consider your degree of liquidity in relation to your savings goals, to achieve long[term goals, trade off liquidity for a higher return.
Safety – Most savings plans at banks, trust companies and credit unions or caisses populaires are insured by agencies affiliated with the federal government. Protection prevents loss of money due to the institution failing.
The Canadian Deposit Insurance Corporation (CDIC) (Falls under safety)
[	Protects eligible deposits up to a maximum of $100,000/person
[	Includes principal and interest for each different institution involved
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[	Eligible deposits:
· Savings and chequing accounts,
· Term deposits,
· Guaranteed Investment Certificates (GIC),
· Debentures (An unsecured loan certificate issued by a company)
· Other obligations issued by institutions that are members of the CDIC


Restrictions and fees – Some institutions charge a transaction fee for each deposit or withdrawal, some pay interest only if you maintain a certain account balance. These factors must be taken into consideration when choosing a savings plan.
5. Compare The Costs and Benefits of Different Types of Chequing Accounts

Chequing accounts fall into three major categories: [	Regular chequing accounts
[	Activity accounts
[	Interest earning chequing accounts.

Regular Chequing Accounts
[	Minimum balance required
[	Monthly fee if below minimum account balance may be waived if you keep a certain amount in savings

Activity  Accounts
[	Charge a fee for each cheque written [	May charge a fee for each deposit
[	Monthly service charge
[	No minimum balance required
[	Most appropriate for people who write only a few cheques a month and are unable to maintain the required minimum balance
InterestJEarning Chequing  Accounts
[	Minimum balance required
[	If your account falls below minimum balance, you will not earn interest and likely receive a service charge


**See Chequing Account Selection Factors below:



























Bank  Reconciliation
[	Determines your true balance
[	Accounts for differences between the bank statement and your chequebook balance


Chapter 5: Introduction to Consumer Credit

A Rising House of Cards? Poorer Borrowers Use More Plastic
· Mid[2000 marked the beginning of a downturn, which is primarily driven by the technology slump and a reduction in corporate profits, whereas the consumer has remained very resilient.
· The growing use and convenience of credit cards has facilitated the process of borrowing, and even those who can’t really afford to borrow still do.
· Poorer, riskier borrowers joined the credit card ranks in the 1990’s. Many of whose members
have low[level blue[collar jobs, are highly vulnerable to even a modest cyclical slowdown.
What is Consumer Credit?
· Credit is an arrangement to receive cash, goods, or services now and pay for them in the future.
· Consumer credit refers to the use of credit for personal needs (except a home mortgage) by individuals and families, in contrast to credit used for business purposes.
· Most consumers have three alternatives in financing current purchases: They can draw on their savings, use their present earnings, or borrow against their expected future income.
· Trade offs to these alternatives: If you continually deplete your savings, little will be left for emergencies or retirement income. If you spend your current income on luxuries instead of necessities, your well[being will eventually suffer. And if you pledge your future income to make current credit purchases, you will have little or no spendable income in the future.
Consumer Credit in Our Economy
· Instalment credit is where the debt is repaid in equal instalments over a specified period of time.
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· The aging of the baby boom generation has added to the growth of consumer credit. This represents 30% of the population but holds nearly 60% of the outstanding debt.
Uses and Misuses of Credit
· Reasons for using credit: a medical emergency may leave someone strapped for funds, a homemaker returning to the workforce may need a car, it may be possible to buy an item for less now than it will cost later, and borrowing for a higher education.
· “Shopaholics” and young adults are most vulnerable to misusing credit.
· Using credit increases the amount of money a person can spend to purchase goods and services now. But the trade[off is that it decreases the amount of money that will be available to spend in the future.
· If you decide to use credit, make sure the benefits of making the purchase now (increased
efficiency or productivity, a more satisfying life, and so on) outweigh the costs (financial and psychological) of using credit. Credit, when effectively used, can help y9ou have more and enjoy more. When misused, credit can result in default, bankruptcy, and loss of creditworthiness.
Advantages of Credit
· Consumer credit enables people to enjoy goods and services now[ a car, a home, an education, help in emergencies[ and pay for them through payment plans based on future income.
· Credit cards also provide shopping convenience and the efficiency of paying for several purchases with one monthly payment.
· It’s safer to use credit, since charge accounts and credit cards let you shop and travel without carrying a large amount of cash.
· Some large corporations, issue either co[branded (a.k.a. affinity or value[added) cards or their own Visa and MasterCard and offer rebates on purchases.
Disadvantages of Credit
· The temptation to overspend, especially during periods of inflation.
· Failure to repay may result in loss of income, value property, and your good reputation, can even lead to court action and bankruptcy.
· It does not increase total purchasing power. Credit purchases must be paid for out of future income, therefore, credit ties up the use of future income.
· Credit costs money. Paying for purchases over a period of time is more costly than paying for them with cash. Involves one very obvious trade[off when using credit instead of cash: it will cost more due to monthly finance charges and the compounding effect of interest on interest.
Types of Credit
· Consumer loans (a.k.a. instalment loans), you pay back one[time loans in a specified period of time with a pre[determined payment schedule.
· Revolving credit is where loans are made on a continuous basis and you are billed periodically for at least partial payment.
Consumer Loans
· Demand loans, where the lender can demand full repayment of the loan at any time, are also classified as consumer or instalment loans.
· Demand loans may be interest[only for a set period of time. If the loan is secured, the lender will have a legal claim against the security pledged until the loan has been completely paid off.
Revolving Credit
· You can use revolving credit to make any purchases you wish if you do not exceed you credit limit, the maximum dollar amount of credit the lender has made available to you.
· Incidental credit is a credit arrangement that has no extra costs and no specific repayment plan
· A personal line of credit is a pre[arranged loan for a specified amount that you can use by writing a special cheque. Repayment is made in instalments over a set period. The finance





charges are based on the amount of credit used during the month and on the outstanding balance.
Credit Cards
· 83% of Canadian households carry one or more credit cards.
· Convenience users are the people who pay off their balances in full each month.
· Cash advances may look attractive but interest usually accrues from the moment you accept the cash, and you must also pay a transaction fee.
· Smart cards, the ultimate plastic, embedded with a computer chip that can store 500 times the data of a credit card, have been introduced into the market. A smart card is a plastic card embedded with a computer chip that stores and transacts data between users. The card data is transacted via a reader that is part of a computing system. Smart cards have failed to make an impact on the Canadian consumer market.
Protecting Yourself against Debit/Credit Card Fraud
· Terrible for victims of fraud, they are forced to endure major inconvenience
· All of us pay the costs of credit card fraud through higher prices, higher interest rates, and increased  inconvenience
Advice from a ProJ Jonathan Hoenig, Radio Show Host and Columnist
· A good rule to live by: Don’t but things you can’t afford
· A credit card bill, and other types of “unsecured” debt should be paid as soon as possible
· Most college/university students recognize the importance of establishing and maintaining a good credit history
Financial Planning for Life’s SituationsJ Payment via PayPal
· By visiting the PayPal website, buyers and sellers can open a password[protected account that registers information concerning their personal payment options (credit card and bank account numbers, etc.)
· Following an online purchase, the buyer then logs on to the PayPal site and requests that funds be transferred to the seller, who also has a PayPal account, and indicates the mode of payment (credit card, bank account), the timing of the transfer, and the desired currency.
· This process permits buyers and sellers to send and receive money online in a secure fashion, without having to reveal their credit card number or other financial information to the other party.
Travel and Entertainment Cards
· T&E cards are really not credit cards but charge cards because the monthly balance is due in full. Most people think of them as credit cards because they don’t pay the moment they purchase goods or services.
Personal Line of Credit
· A personal line of credit is usually set up as a revolving line of credit, typically with a variable interest rate linked to the lender’s prime rate. A specified credit limit is established and funds can be withdrawn at the borrower’s convenience by using a debit card or by writing a cheque.
· If the line of credit is secured by a pledge of assets the interest rate charged on funds borrowed will be reduced. In the event of borrower defaults, the lender can sell the collateral and recover the outstanding loan balance.
· In a home equity line of credit, the limit on the line of credit is based on the difference between the current market value of your home and the amount you still owe on your mortgage.
· Compared to an unsecured personal line of credit, most borrowers can obtain a higher credit limit at a lower interest rate with a home equity line of credit because of the pledge of the equity in their home as collateral. Interest paid on a home equity line of credit will be tax deductible, unlike the interest paid on a home mortgage, if the loan proceeds are used to





generate taxable investment income. Some lenders permit interest[only payments. The cost of the appraisal, along with other application and legal fees that must be paid at the outset, are a major disadvantage of using a home equity line of credit.
· You should use the home equity line of credit only for major items, such as education, home improvements, or medical bills, and not for daily expenses. If you miss payments, you can lose your home. When you sell your home, you probably will be required to pay off your home equity line of credit in full.
Consumer LoansJ Mortgage Loans
· A home mortgage is probably the biggest single debt most individual Canadians will incur.
Consumer LoansJ Car Loans
· Buying a vehicle is the second largest investment you will probably make after buying a house.
Financing at a Bank
· Most financial institutions offer consumer instalment loans to purchase an automobile. The purchaser may be required to make a minimum down payment against the cost of the vehicle, with the remaining cost financed by an instalment loan, at a fixed or variable interest rate, for terms ranging from one to five years.
· The loan has an opening prepayment clause, unlike a home mortgage, and the borrower suffers no penalty for early repayment.
Financing at the Dealer
· Most car dealers offer financing in affiliation with car manufacturers or financial institutions. Factory financing enables you to get a loan directly from the car manufacturer, and you can expect to pay significantly lower interest rates and no down payment on the models they are trying to move.
Leasing
[	There are two types of leases: closed[ended leases and open ended leases. [	Closed&end  lease:
[  The leasing company is responsible for the residual value of the vehicle at lease end.
[ Can choose to buy the vehicle for that price and any other charges or fees stipulated in the contract or return it to the leasing company.
[	Open&end lease:
[ You are responsible for the residual value of the vehicle and must pay that amount and any other charges or fees stipulated in the lease at lease[end.
[ One must remember however that leasing a car is a contractual arrangement that cannot be easily broken and that while you lease a car, you are still responsible for all maintenance and repairs and mileage restrictions and charges for excess wear and use may result in additional charges due at the end of the lease.
[	The following are some words of advice in negotiating a lease:
1. Ensure that the price of the car is identical under the lease and purchase option and that any discounts, trade[ins, and credits are identical.
2. Ensure that the financing rate is identical under both options.
3. Lease cars that maintain their value so that the residual value used in the lease calculation is high. This will result in a lower monthly lease payment.
4. Assess any mileage restrictions and additional front[end or back[end charges under a lease.
5. New cars offer a three to five[year warranty. Keep the lease term within this time frame.

Paying Cash





[	This is the least expensive method to pay for your new or used vehicle because you avoid the cost of borrowed money (interest charges).
[	If you are able to place the amount in an investment that earns a higher rate of return than the cost of borrowing the money, it is better to invest it. For example, if you were faced with the choice of financing a car at 1.7 interest or investing your available funds to earn 6 percent interest, the better solution would be to invest, even considering that your investment returns will be taxed and the interest on the car loan is not deductible unless the car is used for business purposes. The after[tax interest earned on the investment would permit you to pay the interest cost of the car loan and pocket the difference.

Measuring Your Credit Capacity

Can You Afford a Loan?
[	Before you take out a loan, you must ask yourself whether you can meet all of your essential expenses and still afford monthly loan payments. You can calculate this in two ways. One is to add up all your basic monthly expenses and then subtract this total from your take[home pay. If the difference will not cover the monthly payments and still leave funds for other expenses, you cannot afford the loan. A second more reliable method is to ask yourself what you plan to give up to make the monthly loan payment. If you currently save a portion of your income that is greater than the monthly payment, you can use these savings to pay off the loan.  If you do not save a portion of your income, you will have to forgo spending on entertainment, new appliances, or perhaps even necessities and you must determine if you are prepared to make this trade[off.

General Rules of Credit Capacity

DebtJPaymentsJToJIncome  Ratio
[	The debt[payments[to[income is calculated by dividing your monthly debt payments (not including house payment, which is a long[term liability) by your net monthly income. Experts suggest that you spend no more than 20 percent of your net (after[tax) income on consumer credit payments.
[ The 20 percent estimate is the maximum; however, 15 percent is much better. The 20 percent estimate is based on the average family with average expenses and does not account for major emergencies.
[	Some financial institutions do not take the actual monthly credit card or personal line of credit payment into account when calculating the debt[payments[to[income ratio and instead, they factor in the minimum payment on the card or line assuming that the balance had reached the maximum. This implies that even if a card or personal line of credit is not used, the credit potential that it provides is factored into the ratio and for this reason, some financial planners will recommend that an individual carry, at most, two credit cards.

GDS and TDS Ratios
[	When it comes to mortgage loans, most lenders use the gross debt service (GDS) ratio or the total debt service (TDS) ratio to determine whether you can afford the loan.
[	The GDS is your monthly mortgage payment, including principal, interest, heating, and taxes, as a percentage of your gross monthly income. The lender will not allow you to spend more than 30 to 32 percent of your gross income on shelter costs.





[	The TDS ratio is your monthly mortgage payment, including payments on any outstanding debt as a percentage of your gross monthly income. The amount the lender will allow you to spend  on shelter and non[shelter financial obligations combined should not exceed 40 percent of gross monthly income. The combined incomes of both spouses are usually considered, but excluding rental income.
Co[Signing a Loan
[	Co[signing a loan entails being asked to guarantee a debt. One must think carefully before co[ signing as if the borrower doesn’t pay the debt, you will have to. You must be sure you can afford to pay if you have to and that you want to accept this responsibility.
[	You may have to pay up to the full amount of the debt if the borrower does not pay and you may also have to pay late fees or collection costs, which increase this amount.

If You Do CoJSign
[	Despite the risks, at times you may decide to co[sign, such as if your child needs a first loan or a close friend needs help. Below are a few things to consider before you co[sign:
1. Be sure you can afford to pay the loan. If you are asked to pay and cannot, you could be sued or your credit rating could be damaged.
2. Consider that even if you are not asked to repay the debt, your liability for this loan may keep you from getting other credit you want.
3. Before you pledge property, such as your automobile or furniture, to secure a loan, make sure you understand the consequences. If the borrower defaults, you could lose the property you pledge.
4. Check your provincial law. Some provinces have laws giving you additional rights as a co[ signer.
5. Request that a copy of overdue[payment notices be sent to you so that you can take action to protect your credit history.

Building and Maintaining Your Credit Rating
[	If you apply for a charge account, credit card, car loan, personal loan, or mortgage, your credit experience, or lack of it, will be a major consideration for the creditor. Your credit experience may even affect your ability to get a job or buy life insurance. A good credit rating is a valuable asset that should be nurtured and protected. If you want a good rating, you must use credit with discretion, including limiting your borrowing to your capacity to repay and living up to the terms of your contracts.
[	In reviewing your creditworthiness, a creditor seeks information from a credit bureau and most creditors heavily rely on credit reports in considering loan applications.

Credit Bureaus
[	Credit bureaus are reporting agencies that collect and assemble credit and other information about  consumers.
[ There are two main bureaus in Canada: Equifax Canada and TransUnion Canada. In addition, several thousand regional credit bureaus collect credit information about consumers. These firms sell the data to creditors that evaluate credit applications.

Who Provides Data to Credit Bureaus?
[	Credit bureaus obtain their data from banks, finance companies, merchants, credit card companies, and other creditors. These sources regularly send reports to credit bureaus





containing information about the kinds of credit they extend to customers, the amounts and terms of that credit, and customers’ paying habits. Credit bureaus also collect some information from other sources, such as court records.

What is in Your Credit Files?
[	Credit bureau files contain your name, address, social insurance number, and birthdate. It may also include the following information:
[ Your employer and position [ Your former address
[ Your former employer
[ Your spouse’s name, social insurance number, and employer [ Public records and information
[ Cheques returned for insufficient funds
[	Your credit file may also contain detailed credit information. Each time you buy from a reporting store on credit or take out a loan at a bank, a finance company, or some other reporting  creditor, a credit bureau is informed of your account number and the date, amount, terms, and type of credit. As you make payments, your file is updated to show the outstanding balance, the number and amounts payments past due, and the frequency of 30[, 60[, or 90[day  delinquencies. Any suits, judgements, or tax liens against you may appear as well. However, provincial laws protect your rights if the information in your credit file is erroneous.

Credit Bureau Regulations in Canada
[	Besides Alberta, News Brunswick, and the territories, each province has legislation regarding consumer reporting agencies, such as credit bureaus. The principal concerns of these regulations are the protection of consumer privacy with respect to credit information and the consumer’s right not to suffer from false credit and personal information.
[	In addition, credit reporting legislation stipulates the nature of the information that can be used in a credit report; a distinction is made between consumer information and personal data. While the former might include such details as your name, address, occupation, income, paying habits, and a number of other pertinent issues, personal information, such as character, reputation,   and other characteristics, may not be included in a credit report.

Access to Credit Reports
[	While you have a right to know the contents of your credit bureau file at any time, others may view your file only if you have given written consent or if you have been sent a written notice that your report has been obtained. Generally, you will find that a request for permission to access your report is included in a credit application.
[	In the event that you do not apply for credit but request for information is made, the credit bureau must inform you of the request and provide you with the name and address of the requestor.
[	Though access to information is well legislated and despite the claims to the contrary by credit bureaus, many consumer organizations have expressed concerns that credit bureau files are less than secure. The relatively recent shift to electronic files has created a whole new level of vulnerability in terms of privacy and consumer groups are worried that anyone with a computer and a modem will be able to access confidential files.

The Limits on Adverse Data





[	There are limitations to the inclusion of detrimental information in a credit report, such as in Ontario, a first bankruptcy can be reported only within seven years of its occurrence and in the event of a second bankruptcy, both bankruptcies will remain on the file for a total of 14 years after the second bankruptcy is discharged. In Saskatchewan, the limit is 14 years for bankruptcy and seven years for any other adverse data. The actual limits may vary slightly from province to province, but the common goal is to limit the credit[damaging effect of past events.
[	There are also rules in place to protect the consumer’s privacy, including restrictions on the situations in which a credit report agency may make a report. Your data can be divulged only in the event of a court order or a legitimate request from a person or organization concerned with extending credit, employment, or insurance to you.

Incorrect Information in Your Credit File
[	Credit bureaus are required to follow reasonable procedures to ensure that subscribing creditors report information accurately; however, mistakes may occur. Your file may contain erroneous data or records of someone with a similar name to yours. When you notify the credit bureau that you dispute the accuracy of its information it must reinvestigate and modify or remove inaccurate data. You should give the credit bureau any pertinent data you have concerning an error. If you contest an item on your credit report, the reporting agency must remove the item unless the creditor verifies that the information is accurate.
[	You should review your credit files annually even if you are not planning to apply for a big loan.
Married women and young adults should make sure that all accounts for which they are individually and jointly liable are listed in their credit files.

Credit Scoring
[	Credit scoring is a system used by lenders and others to assess the credit risk of prospective borrowers, most often when they apply for credit cards, automobile loans, and, more recently, home mortgages. Information about the applicant and his or her credit history is collected from the credit application and the individual’s credit bureau report. Data contained in the credit report is summarized in a credit score, such as a FICO score (derived from statistical models developed by Fair Isaac Corporation), which awards points for each factor that helps predict the applicant’s creditworthiness. The higher the score, the more likely the individual is to pay his or her bills on time. FICO scores range between 300 and 900 and scores above 600 are considered very good.
[	FICO scores assign different weightings, or importance, to five categories of data contained in a credit report: payment history, length of credit history, amounts owed, types of credit used, and number of recent applications for credit; however, they do not consider such factors as age, race, colour, religion, nationality, sex, marital status, or employment data.
[	A strong credit score will enable you to obtain credit faster and at more advantageous rates. You can improve your credit score by managing your debt responsibly. Establish a credit history as soon as possible, pay your bills on time, limit the amount of credit you have access to, and avoid certain types of credit, such as loans from finance companies. Don’t apply for too much new credit at one time, as frequent applications will have a negative impact on your credit score.

Obtaining Your Credit Report
[	To obtain a copy of your credit report, credit score, and score analysis online in Canada, you can visit the Equifax Canada website or the TransUnion Canada website.
[	Equifax charges $15.50 for an online credit report and $23.95 for an online credit report, credit score, and analysis. TransUnion Canada charges $14.95 for an online credit report and you can





add your credit score for $7.95 and your score analysis for another $7.95. You can also receive your credit report by mail, free of charge, by downloading a credit report request form from either website, completing the form, and sending it by mail to the relevant company.

Applying For Credit

What Creditors Look For: The Five C’s of Credit Management
[	When a lender extends credit to its customers, it recognizes that some customers will unable to unwilling to pay for their purchases. Therefore, lenders must establish policies for determining who will receive credit. Most lenders build their credit policies around the 5 C’s of credit: character, capacity, capital, collateral, and conditions, but this can vary from institution to another.
[ Character is the borrower’s attitude toward credit obligations. Most credit managers consider character the most important factor in predicting whether you will make timely payments and ultimately repay your loan. Character is assessed by your credit score, credit report, and credit rating.
[	Capacity is the borrower’s financial ability to meet credit obligations, that is, to make regular payments as scheduled in the credit agreement. Therefore, the lender checks your salary statements and other sources of income, such as dividends and interest. Your other financial obligations and monthly expenses are also considered before credit is approved. Typically, the gross debt service (GDS) ratio is approximately 30 percent and the total debt service (TDS) ratio 40 percent.
[	Capital is the borrower’s assets or net worth. Generally, the greater the capital, the greater your ability to repay a loan. The lender determines your net worth by requiring you to complete a credit application. You must authorize your employer and financial institutions to release information to confirm the claims made in the credit application.
[	Collateral is a valuable asset that you pledge to a financial institution to obtain a loan and to ensure loan payments. If you fail to honour the terms of the credit agreement, the lender can repossess the collateral and then sell it to satisfy debt.
[	Conditions refer to general economic conditions that can affect a borrower’s ability to repay a loan. The basic question focuses on security, of both your job and the firm that employs you.


Age


[	Many older and retired individuals complain that they have been denied credit because they were over a certain age or that when they retired, their credit was suddenly cut off or reduced.
[	The law is very specific about how a person’s age may be used in credit decisions. A creditor may ask about your age, but if you’re old enough to sing a binding contract, a creditor may not:

[ Turn you down or decrease your credit because of your age. [ Ignore your retirement income in rating your application.
[ Close your credit account or require you to reapply for it because you have reached a certain age or retired.
[ Deny you credit or close your account because credit life insurance or other credit[related insurance is not available to people of your age.

Public Assistance and Housing Loans
[	You may not be denied credit because you receive Old Age Security or public assistance. But, as with age, certain information related to this source of income could have a bearing on your creditworthiness.





[	Federal laws ban discrimination due to such characteristics as your race, colour, or gender or to the race or national origin of the people in the neighbourhood where you live or want to buy a home. Creditors may not use any appraisal of the value of your property that considers the race of the people in your neighbourhood.

What If Your Application Is Denied?

Ask Questions If Your Application Is Denied
[	If you receive notice that your application has been denied, you should ask to know the specific reasons for denial. If the denial is based on a credit report, you should enquire about the specific information in the credit report that led to it. After you receive this information from the creditor, you should contact the local credit bureau to find out what information is reported.
You may ask the bureau to investigate any inaccurate or incomplete information and correct its records.

In Case of a Billing Error
[	First, notify the creditor. Give the creditor your name and account number, say that you believe the bill contains an error and explain what you believe the error to be. State the suspected amount of the error or the item you want explained.
[	Lending institutions in general will review all contested material within a stated time frame and will specify the grace period they allow for any complaints or requests for changes. They will usually ask that you pay all amounts in full pending the results of their investigation of your complaint, with the agreement that they will refund any erroneous billing amounts.

Identity Crisis: What to Do If Your Identity Is Stolen
[	There may be occurrences in which you don’t remember charging certain items or even being in a particular store. Maybe you never charged those goods and services, but someone else did – someone who used your name and personal information to commit fraud. When imposters take your name, social insurance number, credit card number, or some other piece of your personal information for their use, they are committing a crime.
[	The biggest problem is that you may not know your identity has been stolen until you notice that something is amiss, such as getting bills for a credit card account you never opened, your credit report may include debts you never knew you had, a billing cycle may pass without you receiving a statement, or you may see charges on your bills that you didn’t sign for, didn’t authorize, and know nothing about.
[	If someone has stolen your identity, you should:
1. Contact the fraud department of each of the major credit bureaus. Tell them to flag your file with a fraud alert, including a statement that creditors should call you for permission before they open any new accounts in your name.
2. Contact the creditors for any accounts that have been tampered with or opened fraudulently. Ask to speak with someone in the security or fraud department and follow up in writing.
3. File a police report. Keep a copy in case your creditors need proof of the crime.

Chapter 6: Choosing a Source of Credit: The Costs of Credit Alternatives

Objective 1: Analyze the major sources of consumer credit






Sources of consumer Credit
· You must always weight the benefits of buying an item on credit versus waiting until you have saved enough money to pay cash
· Before deciding to borrow money, ask yourself three questions:
· Do I need a loan?
· Can I afford a loan?
· Can I qualify for a loan?
· You should avoid credit in two situations:
1. You do not need or really want a product that will require financing. The solution to this is, after you have selected a product, resist any sales pressure to buy immediately and take a day to think it over
2. You can afford to pay cash. Paying cash is almost always cheaper than paying credit.

What Kind of Loan Should You Seek?

Inexpensive loans: Parents or family members are often the source of the least expensive loans. All family loans should be in writing and state the interest rate, repayment schedule, and the final payment due. Another form of inexpensive loans is money borrowed on financial assets held by a lending institution, such as a bank guaranteed investment certificate or the cash value of a whole life insurance policy.
Medium& Priced Loans: Often you can obtain medium[priced loans from banks, trust companies, and credit unions. Ex. New[car loans.
Borrowing from credit unions has several advantages; these institutions provide credit life insurance, are generally sympathetic to borrowers with legitimate payment problems, and provide personalized service.
Expensive Loans: Thought convenient to obtain, the most expensive loans available are from finance companies, retailers, and banks through credit cards. Typically, the interest ranges from 12[ 25 percent, although some retailers cost up to 29 percent; by law in Canada they cannot charge a rate higher than 60 percent

Objective 2: Determine the effective cost of borrowing by considering the quoted rate the number of compounding periods, the timing of the interest payments, and any other service charges.

The Cost of Credit

The Effective Cost of Borrowing

The effective annual interest rate charged on a loan will depend upon the quoted annual percentage rate, how frequently interest is compounded, whether interest is charged on a discount basis and whether any other charges are incurred.





Annual Percentage Rate (APR): The yearly interest rate quoted by a financial institution on a loan. The APR may be compounded more frequently than once a year, in which case the effective annual rate on the loan will be higher than the APR.
The higher the compounding frequency, the higher is the effective annual rate (EAR) of the loan.

EAR= (1+APR/m) m[1
*See EAR Chart for compounding frequency

Tackling the TradeJOffs

When you choose you financing, there are trade[offs between the features you prefer and the cost of your loan. Some major trade[offs to consider:

Term versus Interest Costs: Many people choose longer[term financing because they want smaller monthly payments. But the longer the term for a loan at a given interest rate, the greater the amount you must pay in interest charges.
Lender Risk versus Interest Rate: If you want to minimize your borrowing costs, you may need to accept conditions that reduce your lender’s risk, such as;
· Variable Interest Rate[ based on fluctuating rates, such as the prime rate
· A Secured Loan[ pledge property or other assets as collateral
· Upfront Cash[paying a large portion in cash upfront
· A Shorter Term[ the shorter the period of time you borrow, the smaller chance something will prevent you from repaying the loan.

Calculating Your Loan Payments

Fixed&Rate Installment Loan: Detailed example in textbook[ pg. 166. Installment loans impose financial responsibility as they are designed to pay off the loan over a pre[determined period of time. Each payment represents a blend of interest and principal.

PMT= PV/ {1[[1/ (1+i) n]}
i
Floating Rate Personal Line of Credit: Detailed example in textbook[ pg.167. The principal disadvantage of using an interest only line of credit, or one with a very low minimum principal repayment, is the considerably longer time it takes to repay the loan compared to a traditional consumer installment loan.
Interest= B x APR x (n/365)

Financial Planning Calculations

Cost of Carrying Credit Card Balances: Open[ end credit includes not only personal lines of credit, but also credit cards, store cards, and overdraft protection. Creditors use various methods to calculate the balance on which they will apply interest charges.





Adjusted Balance Method: The assessment of financial charges after payments made during the billing period have been subtracted
Previous balance method: a method of compounding finance charges that gives you no credit for payments made during the billing period.
Average Daily Balance Method: A method of computing finance charges that uses a weighted average of the account balance throughout the current billing period.
Cost of Credit and Expected Inflation: Borrowers and lenders are less concerned about dollars, present or future, than about the goods and services those dollars can buy, that is, their purchasing power. Inflation erodes the purchasing power of money. Each percentage point increase in inflation means a decrease of approximately 1 percent in the quantity of goods and services you can purchase with a given quantity of dollars. As a result, lenders, seeking to protect their purchasing power, add the expected rate of inflation to the interest rate they charge. You are willing to pay a higher rate because you expect inflation to enable you to repay the loan with cheaper dollars.
Avoid the Minimum Monthly Payment Trap: The “minimum monthly payment” is the smallest amount you can pay and still be a cardholder in good standing.

Credit Insurance

Credit Insurance: any type of insurance that ensures repayment of a loan in the event the borrower is unable to repay it.
There are three types of credit insurance:
1. Credit life: provides repayment of the loan if the borrower dies.
2. Credit accident and health: provided repayment in the event of a loss of income due to illness or injury.
3. Credit property: provides coverage for personal property purchased with a loan.

Objective 3: Develop a plan to manage you debts.

Managing Your Debts

Warning Signs of Debt Problems

Frequent reasons for indebtedness:
1. Emotional Problems: such as the need for gratification.
2. The use of money to punish: a husband buys a new car without consulting his wife; she in turn buys a new diamond ring.
3. The expectation of instant comfort: people assume that by using an installment plan they can immediately have the possessions their parents acquired after years of work.
4. Keeping up with the Joneses: appearing to everyone else you have it all
5. Overindulgence of children: buying their children things to compete with one another, or make up for their own emotional problems.
6. Misunderstanding or lack of communication among family members.
7. The amount of the finance charges.






Objective 4: Evaluate various private and governmental sources that assist consumers with debt problems.

Consumer Credit Counselling Services

Credit counselling activities are divided into two parts:

1. Aiding families with serious debt problems by helping them manage their money better and setting up a realistic budget and plan for expenditures
2. Helping people prevent debt problems by teaching them the necessity of family budget planning, providing education to people of all ages regarding the pitfalls of unwise credit buying, suggesting techniques for family budgeting, and encouraging credit institutions to provide full information about the costs and terms of credit and to withhold credit from those who cannot afford to repay it.
Objective 5: Assess the choices in declaring personal bankruptcy.
Declaring Personal Bankruptcy
Fending off bankruptcy: Consolidation Loans
It is sometimes possible to avoid declaring bankruptcy. If you are under an excessive debt load and would like to regularize and control your payments, you may be able to obtain a consolidation loan. This is a new loan that is used to discharge a collection of existing debts and it may have different advantages and disadvantages.
Advantages: single interest rate
Disadvantages: you will be asked to pay a higher interest rate; as well you are extending your term of the loan.

Bankruptcy and Insolvency Act

A federal law initiated in 1992 and amended in 1997, regulates bankruptcy proceedings in Canada. By this act you are allowed to declare insolvency either through consumer proposal or through an assignment in bankruptcy.
Consumer proposals: Consumer proposal: A maximum five[year plan for paying creditors all or as portion of a debt owed. To be eligible for this type of insolvency protection application, you must be insolvent and be less than $75,000 in debt. The advantage of a consumer proposal is that it will save you from bankruptcy if it approved.
Bankruptcy: With bankruptcy you will appear in court and the creditors will prove their claims against you. Once the process is complete, the court can grant you a discharge. This document will free you from all claims from creditors, with some exceptions, such as court costs, alimony or support payments, and certain debts incurred through fraud.
Protected Assets: Some of your property will be protected from creditors by provincial law. Typically, items that you may require to live and earn a living will be exempt from the tally of your assets.






Chapter 7 – The Finances of Housing
Learning Objective 1 [ Evaluate available housing alternatives
· Although personal preferences are the foundation of a housing decision, financial factors will often modify the final choice
· The stage of your financial life style can help guide what kind of housing you choose
· Perhaps rent in the early stages of adulthood when a mortgage may be unaffordable or during retirement when household upkeep is too much work
· There are opportunity costs associated with certain housing choices:
· Money used for down payment on a house can be used to invest or can gain interest in a bank account
· Time and cost of living in areas that have cheaper housing for lower prices
· Loss of home equity growth when you rent
· Time and money spent on fixing up a low cost home
· Time and effort involved in having a custom home built
· Exhibit 7[2 (p.199) lists the advantages and disadvantages of:
· Renting: house or apartment
· Owning: new house, pre[owned house, condo, co[operative housing, or a mobile home
· *** should probably be able to identify some advantages/disadvantages of renting a home vs. owning a home
· The internet contains many helpful sources of housing information
· Canada Mortgage and Housing Corporation (CMHC) is the federal governing body of housing finance in Canada

Learning Objective 2 [ Analyze the costs and benefits associated with renting
· Most people are likely to rent at some point in their lifetime
· As a tenant, you pay for the right to live in someone else’s residence
· Apartments and houses are the two most common forms of renting, however renting a room in a house or apartment is a common form of renting for students
· Exhibit 7[3 (p.202) describes the housing rental cycle
· Three main advantages of renting are:
· Mobility
· A new job, a rent increase, the need for more space, or desire to live in a new community can all call for the need for mobility
· Fewer responsibilities
· A tenant is often not required to complete many household chores such as maintenance, shovelling snow, cutting the grass. These are the responsibilities of the landlord




· Lower initial costs
· A renter is only required to pay first month’s rent, while a home buyer has to make a minimum 5% down payment of the purchase price
· Three main disadvantages of renting are:
· Few financial benefits
· Renters do not have equity in the residence, so have no return on their rent payments
· Restricted lifestyle
· Noise restrictions, pets, BBQ’s are all possible restrictions placed on a renter
· Legal details
· Details of a lease can often make or break a deal when determining a place to live
· A tenants right to sublet, inclusion of utilities, amount charged for late payments, restriction of certain activities, and conditions under which a landlord may enter the apartment
· The type of dwelling can determine additional costs of renting
· In many apartments, water is an expense covered in rent
· In houses, utilities will often be separate from the price of rent
· Only certain telephone and internet services may be available in an apartment building, where houses can easily be changed between service providers
· The rights of renters are protected through various federal and provincial legislation
· The Canadian Charter of Human Rights protects the right to rent without discrimination
Learning Objective 3 [ Implement the home buying process Exhibit 7[5 (p.205) is a 5 step process to home buying
1. Determine home ownership needs
· Analyze the benefits and drawbacks of this major financial commitment       o Benefits: pride of ownership, financial benefits, lifestyle flexibility     o Drawbacks: financial uncertainty, limited mobility, higher living costs,
higher property taxes
· Assess types of housing available
· Single family dwellings, multiunit dwellings, manufactured homes, mobile homes, custom homes
· Consider forms of ownership
· Sole owner
· Condominium – privately owned units in a building with public common areas





· Co[operative housing – member owned communities where the residents make decisions on how the co[op operates (this can include both for[ profit and non[profit communities)
· Determine the amount of down payment
· In Canada, CMHC dictates that a minimum of 5% of a house’s purchase price must be paid upfront in the form of a down payment
· If a mortgage of between 80[95% (high[ratio mortgage) of the purchase price is required, the mortgage must be insured against default
· These two factors can greatly affect the size of the down payment someone makes on a house
· If you are a first time home buyer, you may use $20,000 of your RRSP holdings (tax[free) to put towards a down payment. This requires a minimum repayment of 1/15th of the borrowed amount from your RRSP to be repaid annually until the full amount it repaid.
· Calculate your affordable home purchase price
· Two ratios are used to determine your affordable monthly mortgage payment – Gross Debt service (GDS) and Total Debt Service (TDS) (formulas on p.208)
· These ratios determine what portion of your monthly income is made up of debt payments, with TDS being a stricter measure (includes more debts)
· Exhibit 7[7 (p.210) is used to determine how much your monthly mortgage payment will be per $1000 borrowed, based on your interest rate and amortization period
2. Find and Evaluate a property to purchase
· Selecting a location
· Location, location, location – the neighbourhood you pick to search for a hood is a completely personal choice. Some like urban environments, while some prefer rural
· Compare different values of homes in the neighbourhood you choose to live
· Take into consideration things like zoning laws, local school systems, shopping centers, etc.
· Using a Real Estate Agent
· Four main services provided by a real estate agent: presenting your offer to the seller, negotiating a settlement price, assisting you in obtaining financing, and representing you at the closing





· A realtor is paid commission by the seller of the home, however if they double[in (represent both the seller and the buyer in the transaction) this may be reflected in a higher price. As a buyer, use an exclusive buyer’s agent
· Conducting a home inspection
· A home inspection is a precautionary measurement taken to ensure the home you are considering is not in need of significant repairs
· A home inspection is relatively cheap ($2[300) and can potentially save you tens of thousands of dollars
3. Price the property
· Determining home price
· Main factors in determining a home price are: recent local selling prices, current demand for housing, length of time the home has been on the market, owner’s need to sell, financing options, and features of the home
· Negotiating the purchase price
· If your initial offer to purchase is denied, you may receive a counteroffer from the seller, which you can then counteroffer (This process can continue until an agreement is reached)
Learning Objective 4 [ Obtain mortgage financing
4. Obtain financing
· The application process involves 3 main phases:
1. After the mortgage has been applied for, the lender and borrower meet to discuss the terms of the mortgage
2. The lender obtains a credit report and verifies aspects of the borrowers financial status
3. The mortgage is approved or denied (this decision will be based on the borrower’s credit history, and their current ability to repay the mortgage)
· Evaluating different interest and payment options
· The amount borrowed with a mortgage is paid back over what is called an amortization period (normally 10[25 years)
· Within the amortization period, there will be numerous terms ranging from 6 months to 10 years. Over the course of the term, a person can have either a fixed rate or variable rate
· Fixed rate ensures the same locked in interest rate for the whole term. These are good when the interest rate is low so you can guarantee yourself the low rate for the length of the term.




· Variable rate terms have an interest rate that moves with the prime rate. These can be good when the interest rate is high, in hopes that the rate will fall. However they can be dangerous since the rate can still rise.
· Fixed and variable rate mortgages both come in closed and open
· A closed mortgage forces the borrower to pay a fee/penalty if they want to pay back the loan before the end of the term. An open mortgage has no such fees, and the loan can be repaid early if the borrower wants
· Each mortgage payment has a component to it that repays a portion of the loaned amount, and another portion that goes directly to the bank as interest
· As you progress further and further into your amortization period, the principal amount of the payment will get bigger, while the interest component will get smaller
5. Close the Purchase Transaction
· The buyer and seller meet for the closing of the transaction
· Documents are signed and last minute details are settled
· Exhibit 7[11 (p.217) lists some of the common closing costs
· Exhibit 7[12 (p.219) summarizes the 6 main aspects of buying a home: location, down payment, mortgage application, closing costs, PIT, and maintenance costs
Learning Objective 5 [ Develop a strategy for selling a home
· Effectively presenting your home to prospective buyers can speed up the selling process and result in a higher sale value
· Making touch up repairs, cleaning the entire property, as well as staging the home with rented furnishings can all make a difference
· When determining the selling price, have an appraisal done by a qualified appraiser, so they can give you an idea of what you can expect to sell for. Certain home improvements can significantly raise the value of your home
· The decision to list or not list with a realtor can be a tough one
· On the one hand a realtor can cost you a lot of money in commission, however they can help in huge ways (howrealtorshelp.ca contains a lot of information on why using a realtor may be the right choice for you)

Chapter 8 – Home and Automobile Insurance

· You purchase insurance to control the effects of uncontrollable financial risk inherent to life and living (and for that matter even death).





· Insurance is protection against possible financial loss
· An insurance company, or an insurer, is a risk[sharing firm that agrees to assume financial responsibility for losses that may result from an insured risk
· A person joins the risk[sharing group by purchasing a policy (a contract)
· Under the policy, the insurance company agrees to assume the risk for a fee (the premium) that the person (the insured, or the policyholder) pays periodically
· Risk is the chance that something may be lost
· Peril is the cause of a possible loss.
· Hazard increases the likelihood of loss through some peril, for example defective house wiring is a hazard that increases the likelihood of the peril of fire
· Personal risks are the uncertainties of loss of income or life due to premature death, illness, disability, old age, or unemployment.
· Property risks are the uncertainties of direct or indirect losses to property due to fire, windstorms, accidents, theft, and other hazards
· Liability risks are loss possibilities due to negligence resulting in bodily harm or property damage to others.
· Pure risk is a risk in which there is only a chance of loss, also called insurable risk.
· Speculative risk is a risk that carries a chance of either loss or gain (starting a small business, or gambling)
· Risk management is an organized strategy for protecting assets and people. It controls financial losses caused by destructive events. Long[range planning process.
· Four general risk management techniques are commonly used:
· Risk avoidance: not driving to work to avoid car accidents, which may not be very practical. People avoid health risks by not smoking. Avoid risks by not walking through high[crime  areas.
· Risk reduction: Reduce risk of injury by wearing a seatbelt. Install smoke alarms. Eat a balanced diet and exercise.
· Risk assumption: taking on responsibility for the loss or injury that may result from a   risk. It makes sense to assume a risk when the potential loss is small. You might not purchase collision insurance on an older car. SelfJinsurance is the process of establishing a monetary fund to cover the cost of a loss.
· Risk shifting: most common method of dealing with risk is to shift, or transfer, it to an insurance company or some other organization.
· Steps in developing a personal insurance program:
· Set insurance goals: your goal is to minimize personal, property, and liability risks.
Covering the basic risks means providing a financial resource to cover costs resulting from a loss. In general, financial advisors say that a basic risk management plan must set goals to reduce the impact of the following events: (1) potential loss of income due to death, etc., (2) potential loss of income and extra expense resulting from illness, etc., (3) additional expenses due to the injury, etc., (4) potential loss of real or personal property due to fire, etc., (5) potential loss of income, savings, and property due to personal liability.
· Develop a plan to reach your goals: You need to understand and use the resources at your command. In terms of insurance, this means a clear picture of the available insurance, the reliability of different insurers, and the comparative costs of the coverage needed.
· Put your plan into action: If you find the insurance protection you have is not enough to cover your basic risks, you may purchase additional coverage, change the kind of





insurance coverage, restructure your budget to cover additional insurance costs, and strengthen your savings or investment programs to reduce long[term risk. Your goal should be an insurance program that expands with changing protection needs.
· Review your results: Evaluate your insurance plan periodically.
· The main risks related to homes and automobiles are (1) property damage or loss, and (2) your responsibility for injuries to others or damage to the property of others
· Liability is legal responsibility for the financial cost of another person’s losses or injuries.
· Your legal responsibility is commonly caused by negligence, failure to take ordinary or reasonable care.
· Strict liability is present when a person is held responsible for intentional or unintentional actions.
· Vicarious liability occurs when a person is held responsible for the actions of another person (if the actions of an employee cause damage, the employer may be held responsible).
· Homeowner’s insurance is coverage for your place of residence and its associated financial risks, such as damage to personal property and injuries to others.
· Personal articles endorsement: which covers the damage or loss of a specific item of high value (expensive fine jewelry)
· A household inventory is a list or other documentation of personal belongings, with purchase dates and cost information. Can include pictures or video recording of your home and contents.
· Home insurance that your purchase will be base on the replacement value of your home’s structure, which is the cost of rebuilding or otherwise replacing the structure of your home (in other words, not the market value of your home).
· A professional appraisal will usually give you both the depreciated value and the replacement value of the structure of your home. While replacement value offers you better protection than depreciated value coverage, you are required to rebuild the house in order to receive a settlement from the insurance company.
· The personal liability component of a homeowner’s policy protects you from financial losses resulting from legal action or claims against you or family members due to damages to the property of others. This coverage includes the cost of legal defense.
· An umbrella policy supplements your basic personal liability coverage.
· Voluntary medical payments pay the costs of minor accidental injuries on your property and minor injuries caused by you, family members, or pest away from home.
· Those with a need for that kind of assurance (area[specific risks like earthquakes, flooding and brush[fires) will need to have a related rider, or addition of coverage, added to their policies. A rider is an addition of coverage to a standard insurance policy.
· Often, tenants believe they are covered under the insurance policy of the building owner. In fact, the building owner’s property insurance does not cover tenants’ personal property unless the building owner can be proven liable.
· Named perils policy. Only those perils that are specifically listed in the policy will be covered should a loss occur.
· All risk policy. Any event that causes physical loss or damage to the insured property is covered unless it is specifically excluded.
· In addition to the property and liability risks previously discussed, home insurance policies include coverage for:
· Credit card fraud, cheque forgery, and counterfeit money, the cost of removing damaged property, and emergency removal of property to protect it from damage.
· Before an insurance company pays you any amount for your claim, it will ask that you pay a
deductible, a fixed sum of money that is stipulated by your policy





· A higher deductible can also be to your advantage as the effect of a higher deductible is to lower the premium cost per dollar of insurance, and thus, raise the amount of coverage.
· CoJinsurance clause is a policy provision that required a homeowner to pay for part of the losses if the property is not insured for the specified percentage of the replacement value.
· Under the actual cash value (ACV) method, the payment you receive is based on the current replacement cost of a damaged or lost item less depreciation.
· Under the replacement value method for settling claims, you receive the full cost of repairing or replacing a damaged or lost item; deprecation is not considered.
· The location of the residence affects insurance rates. So do the efficiency of the fire department, distance from the fire station, the available water supply, and the frequency of thefts in the  area.
· Most companies offer incentives that reduce home insurance costs. Your premium may be lower if you have smoke detectors or a fire extinguisher. Deterrents to burglars, such as deadbolt locks or an alarm system can save you money.
· Don’t select a company on the basis of price alone. Also consider service and coverage.
· All provinces and territories require a minimum automobile insurance coverage if you are the owner or operator of an automobile.
· NoJfault insurance is widely misunderstood by the general public. No[fault insurance wil allow you to collect payment form your own insurance company for bodily injury, and to claim for damage to your own automobile no matter who is at fault in an accident. Despite its name, if you are at fault, your insurance premiums may increase.
· Bodily injury liability covers the risk of financial loss due to legal expenses, medical expenses, lost wages, and other expenses associated with injuries caused by an automobile accident for which you were responsible.
· Accident benefits cover income replacement, medical rehabilitation and attendant care expenses, and death and funeral costs for people who were injured in your automobile, including yourself.
· Uninsured motorist protection protects the insured against the financial burden of injuries to you’re and your family up to $200,000. Protection is provided for bodily injury claims if the driver is unidentified or uninsured but covers only damage to your vehicle if the drive is identified but uninsured.
· Property damage coverage insures you against damage to your own vehicle, typically through collision and comprehensive damage.
· Collision insurance pays for the damage to the automobile, regardless of fault.
· Comprehensive physical damage covers you for such risks as fire, theft, glass breakage, falling objects, vandalism, wind, hail, flood, tornado, lightning, earthquake, avalanche, or damage caused by hitting an animal.
· Several factors influence the premium you pay for automobile insurance. The main factors are vehicle type, type of use, rating territory, driver classification, and provincial differences.
· Insurance companies rate cars according to their safety record and cost to repair or replace them.
· What you use your vehicle for has an impact on your premium, ie, farming, delivery, business, and distance you drive to work every day.
· Your rating territory is the place of residence used to determine your automobile insurance premium.
· Driver classification is a category based on the driver’s age, gender, marital status, driving record, and driving habits.





· Having your policy assigned to the high[risk pool will not change any of the details of your application for insurance or of your claim. HighJrisk pools consist of people who are unable to obtain automobile insurance due to poor driving or accident records and must obtain coverage at high rates.

Chapter 9 – Life, Health, and Disability Insurance

Life insurance – a person joins a risk[sharing group (an insurance company) by purchasing a contract ( a policy). The insurance company promises to pay a sum of money at the time of the policyholder’s death to the person or persons selected by him or her (the beneficiaries). In the case of an endowment policy, the money is paid to the policyholder (the insured) if he or she is alive on the future date (the maturity date) named in the policy. The insurance company makes this promise in return for the insured’s agreement to pay it a sum of money (the premium) periodically.
The purpose – to protect someone who depends on them from financial losses caused by their death. The principle – the principle of home insurance can be applied to the lives of people.
· Ex. 30 years old, probability of dying is 0.001. a $200,000 policy, will have to pay $200 (200,000 x
0.001)

Determining your Life Insurance Needs:
· Do you need life insurance? If your death would cause financial stress for your spouse, children, parents, or anyone else you want to protect, you should consider purchasing life insurance.
· Determining your life insurance objectives – what you want your life insurance to do for you and your dependents
· How much money do you want to leave your dependants?
· Do you wish to leave your dependants debt[free?
· How much will you be able to pay for your insurance program?
· Estimating your life insurance requirements
· The income replacement method – insurance companies general rule that families will need approximately 70% of your salary for 7 years before they adjust to the financial consequences of your death.
· Current gross income x 7 x 0.70
· 30,000 current income x 7 years x .70 = $147,000
· The family need method – the calculator allows you to enter detailed information regarding your assets, expenses at death, and income and living expenses, and determines your insurance needs based on the inflation rate and your expected rate of return.  (page 258)

Types of Life Insurance:
1. Term life insurance – life insurance protection for a specified period of time; sometimes called temporary life insurance often 10 to 20 years. At the end you will not be eligible to collect any sum from the insurance company. Will only pay a benefit if you die during the period it covers.
a. Renewability option – can renew when time is up
b. Conversion option – exchange for a whole life policy without a medical examination and at a higher premium  [ can’t afford life now, but know you will later in life





c. Term to 100 – remains into effect until the age of 100. Lower cost because the policyholder does not have any right to cash a value if the policy is cancelled.
d. Decreasing term insurance – less to the beneficiary as time passes. Most appropriate as coverage of a mortgage loan balance on a house because the coverage will decrease as the balance on the mortgage decreases.
2. Permanent life insurance – covers lifelong expenses, such as funeral expenses, supplementing a survivor’s income, covering capital gains taxes at death, and providing for children.
a. Level premiums – insurance premiums that remain the same over the lifetime of a policy
b. Cash value – the amount received after giving up a life insurance policy
i. The face value is paid out to the beneficiary free of tax and the cash value or reserve  terminates.
ii. Full or partial withdrawals can be used without surrendering the policy reduce the face value of the policy on a pro[rata basis.
c. Participating policy – life insurance that provides policy dividends. When returns are higher than these estimated expenses, a surplus is created and distributed to the policyholders in the form of dividends.
d. Nonparticipating policy – life insurance that does not provide policy dividends
3. whole life insurance – an insurance plan in which the policyholder pays a specified premium each year for as long as or she lives; also called a straight life policy, a cash[value life policy, or an ordinary life policy.
4. Universal life – a permanent life insurance policy that combines term insurance and investment elements. Uses current interest rates that can be adjusted periodically.
5. Variable insurance J  sensitive to interest rates. Premiums are usually guaranteed in these policies, however, the cash values vary on the basis of performance of an investment fund or other index.
6. Endowment life insurance – provides coverage from the beginning f the contract to maturity and guarantees payment of a specified sum to the insured, even if he or she is still living at the end of the endowment period. The face value of the policy is paid to beneficiaries upon the death of the insured. Usually 10 to 20 years.
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Other types of life insurance policies:
1. Group life insurance – insures a large number of persons under the terms of a single policy without requiring medical examinations.
2. Credit life insurance – is a specialized version of group insurance that is purchased by creditors to cover the lives of a group of borrowers. It protects the lender, in this case the instituation providing your mortgage, from the possibility of your death.

Important Provisions in a Life Insurance Contract:
1. Nonforfeiture clause – a provision that allows the insured not to forfeit all accrued benefits
2. Incontestability clause – a provision stating that the insurer cannot dispute the validity of a policy after a specified period.
3. Suicide clause – a provision stating that if the insured dies by suicide during the first 2 years of the policy is in force, the death benefit will equal the amount of the premium paid
4. Automatic premium loans – if you do not pay the premium within the grace period, the insurance company automatically pays it out of the policy’s cash value if that cash value is





sufficient in your whole life policy. This prevents you from inadvertently allowing the policy to lapse.
5. Misstatement of age provision – if the company finds out that your age was incorrectly stated, it will pay the benefits your premiums would have bought if your age had been correctly stated.
6. Policy loan provision – a loan from the insurance company is available on a whole life policy after the policy has been in force for a time as stated in the policy. This policy reduces the death benefit by the amount of the loan plus interest if the loan is not repaid.
7. Riders to life insurance policies – a document attached to a policy that modifies its coverage.
8. Waiver of premium disability benefit – the company waives any premiums that are due after the onset of total and permanent disability.  In effect, the company pays the premiums.
9. Accidental death benefit – the insurance company pays twice the face amount of the policy if  the insured’s death results from an accident. Often called double indemnity. Must occur within a certain time period after the injury, usually 90 days, and before the insured reaches a certain  age, usually 60 or 65. This is expensive.
10. Guaranteed insurability option – also referred to as future increase option, allows you to buy additional amounts of life insurance without proof of insurability. Thus, even if you do not remain in good health, you can increase the amount of your insurance as your income rises. Desirable if you anticipate the need for additional life insurance in the future.
11. Critical illness – life insurance policy proceeds aid to a terminally ill policyholder before he or she dies. The benefits may be provided for directly in the policies, but more often, they are added by riders or attachments to new or existing policies.
12. Joint, last to die – survivorship life, insures two lives, usually husband and wife. The death benefit is paid when the second spouse dies. Usually a second[to[die policy is intended to pay estate taxes when both spouses die.

Buying Life Insurance: From Whom to Buy?
· From financially strong companies with professionally qualified representatives. Sources
· Insurance companies and their representatives
· Private groups, such as employers, labour unions and professional or fraternal organizations and financial institutions and manufacturers offering credit insurance.
Rating Insurance Companies
· The financial strength of an insurance company
· Check reputations of local agencies and ask members of your family, friends, or colleagues about the insurers they prefer.
Choosing your insurance provider
· Whether you want to buy through a “direct” insurer, an agent, a broker, or a group plan.
· Agents and direct insurers represent one insurance company and offer only the products of that company.
· A broker, is considered by most to be the better option, contracts with a limited number of insurance companies and can offer the products of those companies with which the broker has a contract.
· A group plan can function either through an agent or a broker system. In some cases, while the plan may be serviced by a broker, the broker may use one insurance company almost exclusively for that plan. The broker is really functioning more as an agent.

Comparing Policy Costs:





5 factors affect the price a company charges for a life insurance policy:
1. The company’s cost of doing business
2. The return on its investment
3. The mortality rate it expects among its policyholders
4. The features the policy contains
5. Competition among companies with comparable policies
a. InterestJadjusted index – a method of evaluating the cost of life insurance by taking into account the time value of money. The lower the index the index number, the lower the cost of the policy.

Obtaining a Policy – life insurance is issued after you submit an application for insurance and the insurance company accept the application. The application usually has two parts. You state your name, age, gender, what type of policy you desire, how much insurance you want, your occupation, and health. In the second part, you give your medical history.

Examining a Policy:
Before the purchase – read every word of the contract and ask your agent for a point by point explanation of the language. Ensure that your policy stipulates that your insurance provider will allow you some time to examine the policy properly and will allow you to cancel it without cost within a certain time limit, usually 10 days.

After the Purchase – you have a 10day free look period during which you can change your mind. The company will return your premium without penalty.

Choosing Settlement Options
· Lump sum payment – insurance company pays the face amount of the policy in one instalment to the beneficiary or to the estate of the insued. Most widely used
· Limited instalment payment – provides for payment of the life insurance proceeds in equal periodically instalments for a specified number of years after your death
· Life income option – payments are made to the beneficiary for as long as she or he lives. The amount of each payment is based primarily on the gender and  attained age of the beneficiary at the time of the insured’s death
· Proceeds left with the company – the proceeds are left with the insurance company at a specified rate of interest. The company acts as trustee and pays the interest to the beneficiary. The guaranteed minimum interest rate paid on the proceed varies among companies.

Health Insurance and Financial Planning
Health Insurance – reduces the financial burden or risk by dividing losses among many individuals. You pay the insurance company a specified premium, and the company guarantees you some degree o financial  protection.

The need for supplemental health insurance:
· The provincial governments do not provide coverage for the following: private rooms in hospitals, private nursing care, cosmetic surgery, and physician testimony in court.

Group Health Insurance





· Supplemental health insurance coverage is most commonly available under group insurance plans. Group plans comprise about 60% of all the health insurance issued by health and life insurance  companies.
· Wont cover all your health insurance needs; therefore, you will have to consider supplementing it with individual health insurance.
· Two factors to examine with group insurance are transferability and how the coverage is paid for.

Disability Income Insurance – provides payments to replace income when an insured person is unable to work.
· Disability is the inability to perform the duties of your ordinary occupation and full benefits will
be provided even if you return to work in some other capacity.
· Under a regular occupant definition, you are insured if you cannot perform the duties of your ordinary occupation, but benefits will be reduced if you return to an alternative occupation.
· Under any occupation definition, full benefits are paid only if you cannot perform the duties of any occupation for which your experience or education qualifies you
· Total disability occurs if you are unable to work at all, while residual or partial disability benefits apply if you are able to work, but at a reduced workload.

Disability insurance trade[offs
1. Waiting or eliminating period – 30 and 90 days of your disability.
2. Duration of benefits – may be a few years or to age 65 or for life
3. Amount of benefits – 60 to 70% of your gross pay
4. Accident and sickness coverage
5. Guaranteed  renewability


Sources of Disability Income
1. Employer – group insurance plans
2. Private – insurance companies
3. Public – public government
a. Employment insurance – will provide short[term benefits to those who have previously contributed.
b. Canada and quebec pension plans – include a disability pension for contributors with a severe or prolonged disability.
c. Workers compensation – provincial plans that provide medical, financial, and rehabilitative assistance to workers who suffer disability as a result of accidnets or illnesses related to work
d. Short[term or long[term welfare – toward those with extremely limited alternative financial resources

Determining your disability income insurance requirements:
· Several separate calculations should be made, depending on different levels of disability and based on how long your current resources would last in the event that a disability occurred.

Supplemental Health Insurance;
· Dental expense insurance
· Vision care insurance





· Health services insurance
· Travel insurance
· Accidental death or dismemberment insurance
· Long[term[care  insurance

Major Provisions in a health insurance policy:
· Eligibility
· Assigned benefits
· Internal limits
· Copayment
· Benefit limits
· Exclusions and limitations
· Coordination of benefits
· Guaranteed  renewable
· Cancellation and terminiation Health Insurance trade[offs:
· Reimbursement versus indemnity  [ reimbursement policy provides benefits based on the actual expenses you incur. An indemnity policy provides specified benefits, regardless of whether the actual expenses are greater or less than the benefits
· Internal limits versus aggregate limits – internal limits stipulates maximum benefits for specific expenses, such as the maximum reimbursement for daily hospital room and board. Others limit only the total amount of coverage, such as 1 million major expense benefits or may have no limits.
· Dedcutibles and co[insurance
· Out of pocket limit  [ a policy that limits the total of the co[insurance and dectibles you must pay will limit or eliminate your financial risk but it will also increase the premium.

Chapter 10 – Fundamentals of Investing
Establishing Investment Goals [	must be:
· specific
· measurable
· tailored to your particular financial needs
· oriented toward the future [	could be:
· stated in terms of money (ex: by December 31, 2018 I will have total assets of $120,000)
· stated in terms of particular things that are desired (ex: by January 1, 2018 I will have accumulated enough money to purchase a second home in the mountains)
[	Helpful  questions:
· What will you use the money for?
· How much money do you need to satisfy your investment goals?
· How will you obtain the money?
· How long will it take you to obtain the money?
· How much risk are you willing to assume in an investment program?
· What possible economic or personal conditions could alter your investment goals?





· Considering your economic circumstances, are your investment goals reasonable?
· What will the consequences be if you don’t reach your investment goals?

Factors to consider before investing:
[	Work and learn to save to balance your budget [	Obtain adequate insurance protection
[	Start an emergency fund
· emergency fund – an amount of money you can obtain quickly in case of immediate need
[	Have access to other sources of cash for emergency needs

Getting the money needed to start an investment program:
[	Prioritize your investment goals –> How badly do you want to achieve them and what are you willing to sacrifice? What is important to you and what do you value?

[	Suggestion to help you obtain the money you need:
· Pay yourself first –> instead of saving/investing what is left over after having paid everything else (which is usually nothing), pay your monthly bills, save a reasonable amount and then use what is left over for personal expenses (clothes, entertainment, etc)
· Participate in an elective savings program –> money is withheld from you paycheque each payday and automatically deposited in a savings account or invested in a mutual fund or brokerage firm (also a great way to save for an RRSP or RESP)
· Make a special savings effort one or two months each year –> cut back to the basics for one or two months each year to obtain additional money for investment purposes
· Take advantage of employerJsponsored retirement programs –> for every dollar the employee contributes to a retirement program, the employer matches it with a specified amount (such as $0.25 or $1)
· Take advantage of gifts, inheritances, and windfalls –> use money from gifts, inheritances, salary increases, year[end bonuses, or income tax refunds to fund your investment  program

[	The Value of Long[Term Investment Programs
· Take advantage of the time value of money –> the rate of return and the length of time your money is invested matter –> small sums grow over a long period of time

Factors Affecting the Choice of Investments [	Safety and Risk
· safety in an investment means minimal risk of loss while risk in an investment means a measure of uncertainty about the outcome
· very safe investments –> gov’t savings bonds, savings accounts, term deposits, guaranteed investment certificates, and certain negotiable gov’t or corporate bonds





· speculative investments – a high risk investment made in the hope of earning a relatively large profit in a short time –> speculative stocks, real estate, derivatives, commodities, options, precious metals, precious stones,   collectibles, etc.
· The potential return on any investment should be directly related to the risk the investor  assumes.
· Risk Tolerance –> the amount of psychological pain you are willing to suffer from your investments
· Components of the Risk Factor –> risk factor changes from time to time
· Business Risk –> associated with investment in common stock, preferred stock, and corporate bonds; bad management, unsuccessful products, competition cause the business to be less profitable than anticipated
· Inflation Risk –> a rise in the general level of prices reduces buying power; inflation rate might not keep pace with inflation rate
· Interest Rate Risk –> associated with a fixed[return investment in preferred stocks or gov’t/corporate bonds; the result of changes in the interest rates in the economy; value of bonds ↓ when interest rates ↑and vice versa
· Market Risk –> the prices of stocks, bonds and mutual funds may fluctuate because of changes in the economic environment
· Global Investment Risk –> global investments must be evaluated like domestic
investments  which is difficult because reliable accounting info on foreign firms is often scarce; changes in the current exchange rate may affect the return on your investment

[	Investment Income –> investors sometimes purchase certain investment because the want a predicable source of income (guaranteed investment certificates, Canada Savings Bods, Canadian Treasury Bills as well as some speculative investments)

[	Investment Growth –> means investments will increase in value; investors sacrifice immediate cash dividends in returns for greater dollar value in the future; for growth companies profits that would normally be paid to shareholders in the form of dividends are reinvested in the   companies in the form of retained earnings (gov’t bonds, corporate bonds, mutual funds and  real estate)

[	Investment Liquidity –> the ability to buy or sell an investment quickly without substantially affecting the investment’s value (chequing and savings accounts)
Investment  Alternatives
[	Stock or Equity Financing
· Equity capital – money that a business obtains from its owners
· Stocks – a certificate that shows the amount of the company that you own
o	2 types:
1) Common stocks





2) Preferred stocks
· Dividend – a distribution of money, stocks, or other property that a corporation pays to shareholders

[	Corporate and Gov’t Bonds –> can be kept until maturity or sold to another investor
· Corporate bond – a corporation’s written pledge to repay a specified amount of money, along with interest
· Government bond – the written pledge of a gov’t or a municipality to repay a specified sum of money, along with interest

[	Mutual Funds –> help reduce risk through diversification
· Mutual fund – an investment alternative chose by people who pool their money to buy stocks, bonds and other securities selected by professional managers employed by an investment  company
· Diversification – the process of spreading your assets among several types of investments to lessen risk

[	Segregated  Funds
· Segregated funds – an investment alternative in the form of an annuity that is similar to a mutual fund but that is less risky as it provides a certain degree of insurance to the investor

[	Real Estate –> increases in values and eventually sells at a profit, but not guaranteed; location is important
· Real Estate Investment Trust (REIT) – like other income trusts, it is issues in the stock market and is designed to pay out cash flows generate from a business or a set of investments through cash disbursements to unit holders; produce constant cash flows

[	Other Investment Alternatives:
· Call options o	Put options o	Derivatives  o	Commodities o	Hedge Funds
· Precious metals
· Gemstones
· Coins
· Stamps
· Antiques and collectibles






Personal Investment Plan –> important to be a successful investor
[	Exhibit 10J4: Possible Investments for Financial Security, Safety and Income, Growth and Speculation
[	Exhibit 10J5: Steps for Effective Investment Planning [	Exhibit 10J6: A Personal Investment Plan Example
Factors that Reduce Investment Risk
[	Professional help –> the role of a financial planner:

· The Financial Advisers Association of Canada requires that all Registered Financial Planners (RFP) achieve an academic or professional standing recognized by the Association, be sponsored by other planners, be currently engaged in the profession and have demonstrated competence in financial planning with a minimum of two years experience in the practice
· The Financial Planners Standards Council (FPSC) grants the Certified Financial Planning designation to those who successfully complete 4 web[based courses and a comprehensive program exam as part of its education requirement necessary for sitting the Certified Financial Planner Examination

· In selecting a financial adviser, be aware of how they are being paid and how this might influence the advice you are given
· Free advice is likely to be biased as advisors are compensated from the seller of the services and products that they recommend
· FeeJbased planners are thus likely to be more objective as they receive their compensation in part by the customer and in part from the institution

[	Your role in the investment process:
· Continually evaluate investments
· Evaluate potential investment –> must research to make an informed decision
· Monitor the value of current investments –> determine the value of your holdings by looking at the price quotations reported on the Internet, the news on television, the radio, or the newspaper; surveillance will keep you informed of whether your investment increases or decreases in value
· Keep accurate and current records –> helps spot opportunities to maximize profits or reduce losses
[	Tax[efficient portfolios are a good personal tax strategy as they provide diversification –> dividends, interest, rental income, and capital gains are taxed in different ways by the CRA and provincial  governments
Sources of Investment Info
[	The internet and online computer services
· Exhibit 10J9: Useful Internet Site for Personal Financial Planning





[       Newspapers and News Programs
[       Business Periodicals and Government Publications
· Exhibit 10J10: A Personal Reading List of Successful Investing [	Corporate  Reports
[      Statistical Averages
[       Investor Services and Newspapers
· SEDAR, Stockhouse Canada, the Fund Library, Value Line, etc.

Helpful  Resources:
[       www.moneysense.ca info on investments, stocks, and money management
[	www.kmpg.com  info on income trusts and the proposed changes in the Income Tax Act    [	www.deloitte.com info on income trusts and the proposed changes in the Income Tax Act
[	www.cga[canada.org info on income trusts and the proposed changes in the Income Tax Act [	www.sedar.com electronically filed securities information in Canada
[       www.stockhouse.ca free access to a number of newsletters, quotes, charts, chats and news  [       www.fundlibrary.com tracks over 2,000 mutual funds and offers advice on comparing them  [       www.valueline.com provides info on earnings, dividends, sales, liabilities and other financial
data about major corporations
[       Securities exchanges provide info through printed materials and the internet:
· www.tsx.com
· www.m[x.ca
· www.nyse.com
· www.nasdaq.com
· www.world[exchanges.org


Chapter 11 – Investing in Stocks
Common Stocks
Index[ a statistical measure of the changes in a portfolio of stocks representing a portion of the overall market (Sp, TSX composite, DJIA, S&P 500 and NASDAQ)
S&P and TSX Composite Index – comprises approximately 71% of market capitalization for Canadian based companies, premier indicator of activity for equity markets in CAD
DOW Jones Industry Average – (DIJA) best known and most widely used – it tracks price changes of 30 significant industrial stocks on the NYSE
NYSE Composite Index – covers price movements of all stocks on the NYSE NASDAQ Composite Index – heavily weighted in technological and internet stocks S&P’s 500 – best bench mark in the world for large cap stocks
Why corporations issue common stocks
[	Issue common stocks to finance their business and start up costs and to help pay for their ongoing business activity
[	Corporations are either private or public:
· Private corporation – corporations whose stocks are owned by relatively few people and are not traded openly in the stock market
· Public corporation – stocks traded openly in stock market – may have thousands or even millions of shareholders





A form of equity
[	Corporations font have to repay the money a shareholder pays for stocks, may sell to another individual and the selling price is determined by how much another is willing to pay (demand)
[	Demand for a stock changes when information about a firm or its futures prospects is released to the general public
Dividends not Mandatory
[	Dividends are paid out of profits and must be approved by corporations board of directors, Most firms distribute 30[70% of earnings but some company’s distribute none
Voting Rights and control of a company
[	Management must make concessions to shareholders that may restrict corporate policy
[	Proxy – a legal form that lists the issues to be decided at a shareholders meeting and requests that shareholders transfer their voting rights to some individual or individuals
[	Typical changes in a corporate policy include: 1) amendment of corporate charter 2) sale of certain assets 3) possible mergers 4) issuance of preferred stocks or corporate bonds 5) changes in amount of common stocks
[	Pre emptive right – the right of current shareholders to purchase any new stocks the corporation issues before they’re offered to the general public
Why investors purchase common stocks
[	Can get income in 2 ways: through dividends and dollar appreciation
[	Income from dividends – corporate dividends for common stocks may take the form of cash, additional stock, or comparable products
[	Record date – the date which a shareholder must be registered on corporations books to receive a dividend payment
· Dividends remain with the stock until 2 days before the record date
[	Changes in stock value – if you decide to sell, the dollar amount of different between purchase price and selling price (can be profit or loss)
[	Stock split – a procedure in which the shares of common stocks owned by existing shareholders are divided into a larger number of shares
· A firms management has a theoretical price range for its stock and when it goes above this level a stock split will decrease the value – this will make the stocks more attractive as it is based on the belief that most corporations split stocks when their financial future is improving
Preferred Stocks
[	Preferred stocks receive cash dividends before common shareholders which is especially important when company is experiencing financial problems and cannot pay to bother. The dollar amount of dividends is known before stocks are purchased.
[	Referred to as middle investments as they are midway between stocks and bonds
[	Callable preferred stocks – stocks that a corporation may exchange, as its option, for a specified amount of money (generally preferred stocks are callable).
1. Cumulative preferred stocks – stocks with unpaid dividends that accumulate and must be paid before any cash dividend is paid to common shareholders. Ex: if corporation doesn’t pay dividend to cumulative preferred shareholders during first period the amount missed will be added to the following periods
2. Participation feature – allows preferred shareholders to share with common shareholders part of the corporations earnings
3. Convertible preferred shares – can be exchanged at shareholders option for a specified number of common stocks. Provides investor with added safety of a preferred possibility of greater gain through  conversion





Evaluation of a stock issue
Stock Valuation
2 views that use different assumptions about how stock prices change: fundamental and technical
1. Fundamental[ a way to value stocks by looking at micro and macro factors that may influence the economic value of the stock (includes: financial statements, cash flows, management strategies etc)
2. Technical analysis – the idea that changes in investor sentiment are responsible for changes in trends and patterns
[	Efficient market = prices of all assets fully reflect all available information EMH has several implications:
1. Stock prices move randomly and therefore cannot be predicted from past trends
2. Current market price of a security reflects its ‘true’ value therefore its impossible to find bargains
3. Securities are prices and traded on their expected risk[return and not on their unique fatures. Prices incorporate new information instantly
4. Market indices and other aggregate market trends are usually leading indicators of future economic prospects and serve as benchmarks as to price behaviour of an average stock
5. Relationship between risk and return is positive and average risk premium is fairly constant
Classification of Stock Investments
1. Blue chip stocks – a safe investment that generally attracts conservative investor – issues by strongest and most respected companies. Characteristics to watch for typically include leadership in an industrial group, stable earnings, and consistency in payment dividends
2. Growth stock – a stock issued by a corporation that has potential to earn profits aabove the average profits of all firms in the economy. Key things to evaluate are expanding product line, effective R&D, retail expansion, state of art manufacturing facilities and international growth
3. Income stock – a stock that pays higher than average dividends – must have a steady source of predictable income ex: utility companies
4. Cyclical stock – a stock that follows the business cycle of advances and declines in the economy
– most in basic industries like auto, steel, paper etc
5. Defensive stock – a stock that remains stable during declines in the economy and is able to maintain dividend payments – many income and blue chip stocks as they have stable earnings and consistent dividends – kellogs, p&G etc
6. Large cap stock – a stock issued by a large corporation that has a large amount of stocks outstanding and a large amount of capitalisation
a. Capitalization[ the total amount of securities (stocks and bonds) issues by a small corporation
7. small cap stocks – a stock issues by a company that has a capitalization of $150 million or less – tend to be riskier as it is smaller companies
8. penny stock – a stock that typically sells for less than $1 per chares – issues by new companies or companies with erratic sales. Classified high risk as they are more difficult to tract and research and information on them is harder to find. Lots of drastic increases and decreases
Factors that Influence the price of a stock
Bull market – occurs when investors are optimistic about a nations economy and buy stocks
Bear market – occurs when investors are pessimistic about a nations economy and sell their stocks

Calculations and Formulas
Annual shareholders return = annual dividend + appreciation in value / initial stock investment Can be broken down into 2 parts:





1. annual dividend yield = annual dividend / initial stock investment
2. capital gains yield = appreciation in value / beginning of year investment annual average compound return =[(1+r1)+(1+r2)+…+(1+Rn)^1/n[1
earnings per share = after tax earnings / # of outstanding shares of common stocks
P/E Ratio = price per share / earnings per share of stocks outstanding over last 12 months
= year end stock price/earnings per share

Beta = an index that compares the risk associated with a specific stock issues with the risk of the stock market in general . Beta market = 1.0
Stock Trading Stock Indices and Types of Stocks
Primary market – a market in which an investor purchases financial securities via an investment bank or other representative from the issuer of those securities
Investment bank – a financial firm that assists corporations in raising funds, usually by helping to sell new security issues
Initial public offering – occurs when a corporation sells stocks to the general public for the first time Secondary market – a market for existing financial securities that are currently traded amount investors  Primary Market (2 basic methods)
1. large corporation may use investment bank to sell and distribute new stocks. May sell on best effort basis meaning company may take back any unsold stocks after a reasonable time. OR underwriting syndicate – each member is responsible for selling only part of the new issue
2. for the corporation to sell through the primary market is to sell directly to current shareholders, usually promotional material is mailed to current shareholders and they then purchase the stocks directly from the corporation. Why do they do this? They avoid the commission investment banks take and corporations want the current shareholders to maximize their percentage of earnings.
Secondary  Markets
1. securities exchange – a marketplace where member brokers who represent investors meet to buy and sell securities.
2. Over the counter market – a network of dealers who buy and sell the stocks of corporations that are not listed on a securities exchange
NASDAQ[ an electronic market place for over 6000 stocks  Brokerage Firms and Account executives
Account executive – a listened individual who buys or sells securities for clients also called a stock broker
Churning – the excessive selling and buying of securities to generate commissions (this is illegal) Arbitration clause – prevents a client from suing an account exec
Full Service or Brokerage Firm?
[	Biggest difference is the amount of commission they charge when you buy or sell. Other factors to consider:
1. How much research information is available and how much it costs – you’re more likely to pay more at a discount brokerage firms
2. Consider how much help you need when making investment decisions. Most full service investment companies are too busy to spend unlimited time on one person but discount brokerage firms argue that they will help you become better investors buy you are alone responsible for your investments
3. Consider how easy it is to buy and sell stocks when you are using either full service or discount





Types of Stock Orders
1. Market order – a request to buy or sell stocks at current market value
2. Limit order – a request to buy or sell stock at a specified price . It ensured you will buy at the  best possible price but not over a specific dollar amount. When you sell it ensures you will sell at best possible price but not below a specified dollar amount
[	Stop order – an order to sell a particular stock at the next available opportunity after the market price reaches a specified amount. EX: if it goes below 30 then sell it
[	It doesn’t grantee that they’ll be sold at a specified place but it does grantee it will be sold at next available opportunity
3. Discretionary order – an order to buy or sell a security that lets the account executive decide when to execute the transitions at what price
Commission  chargers
Min of 25[55 and additional charges are based on a number and value of shares Round lot – one hundred shares or multiples of 100 shares of a particular stock Odd lot – fewer than 100 of a particular stock
Securities  Legislation
[	No federal legislation
[	Provincial regulation – includes 3 basic methods:
1. Provincial administrations protect investors by requiring that those who sell or advise must be registered with an exchange or the IDA
2. Disclosure –ensures investors have necessary information to make informed decision
3. Enforcement of laws and policies
[	Self regulatory organizations (SROs) – the IDA and various exchanged are directly responsible for industry conformity with securities legislation. ‘conformation’ rule – all transactions are written in full detail and records are sent to client. ‘know your client’ – clients must be served well according to needs
LT and ST Investment Strategies
Investors – hold investment for long period of time Speculators/traders – routinely sell within a ST

LT Techniques
Diversification – asset allocation will be determined by 2 factors: level of risk and the expected rate of return in each asset class
Buy and hold technique – holding onto inventory for long time can increase value in 3 ways . 1) entitled to dividends 2) price may go up 3) value of investment will grow over time
Dollar Cost averaging – a long term technique used by investors who purchase an equal dollar amount of the same stocks at equal intervals used to avoid at buying high and selling low
Direct investment plan – a plan that allows shareholders to purchase stocks directly from a corporation without having to use an account executive or brokerage firm
Dividend reinvestment plan – allows current shareholders the option to reinvest or to use their cash dividends to purchase more stocks
ST Techniques
Buying stocks on a margin:
Margin[ a speculative technique whereby an investor borrows part of the money needed to buy a particular stock, it will increase gains but also increase losses
[	Will receive a margin call if the value of the margined stock has decreased by half, after this you must pledge an additional cash or securities to serve as collateral





Selling short – selling stocks that have been borrowed from a brokerage firm and must be replaced at a later date, you make money when the stock price goes down

Options – the right to buy or sell stocks at predetermined price during a specified period
Call option – sold by a shareholder and gives the purchaser the right to purchase 100 shares at a guaranteed price before expiry date
Put option – right to sell 100 stocks at a guaranteed price before expiration date

Chapter 12 – Investing in Bonds
Characteristics of Corporate Bonds
Corporate Bond – Corporations written pledge to repay a specified amount of money with interest. Face Value – Dollar amount the bondholder will receive at the bond’s maturity.
· Between the time of purchase and the maturity date, the corporation pays interest to the bondholder.
· Dollar Amount of Annual Interest = Face Value X Interest Rate

Maturity Date – The date on which the corporation is to repay the borrowed money
· Bondholder returns the bond to the corporation and receives cash equal to the bonds face value.  Usually range from 1 to 30 years after the date of issue.
· Maturities:
· Short term – under 5 years
· Intermediate term – 5 – 15 years
· Long term – Over 15 years

Bond Indenture – Legal document that details all the conditions relating to a bond issue
· Since Bond Indentures are difficult to understand, the corporation appoints a trustee

Trustee – Financially independent firm that acts as the bondholder’s representative – Usually a bank or some other financial institution
· If the corporation fails to live up to the obligation, the trustee may bring legal action to protect the bondholder’s interest.

Why Corporations Sell Corporate Bonds
· When they need money to pay for major purchases.  Bonds can also be used to finance corporation’s ongoing business activities.
· Corporations also sell bonds when it is difficult or impossible to sell stocks
· It improves corporation’s financial leverage – use of borrowed funds to increase the corporations return on investment.
· Interest paid by the corporation to the bond owner is a tax[deductible expense, thus can be
used to reduce the taxes of the corporation.
· Bonds are Debt financing, Stocks are Equity financing.



Types of Bonds
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Exhibit 4-6

Savings Alternatives

Type of Alternative

Benefits

Drawbacks

Regular savings accounts/
passbook accounts

Guaranteed Investment
Certificates (GICs)

Interest-earning chequing
accounts

Money market accounts

Money market funds

Canada Savings Bonds (CSBs)

Low minimum balance

Ease of withdrawal

Insured to $100,000 per
financial institution

Guaranteed rate of return for
time of GIC
Insured

Chequing privileges
Interest earned
Insured to $100,000

Favourable rate of return (based
on current interest rates)
Allows some cheque writing

Favourable rate of return (based
on current interest rates)

Rate of return varies with current
interest rates

Low minimum deposit

Regular or compound interest

Government guaranteed

Low rate of return

Possible penalty for early withdrawal
Minimum deposit

Possible service charge for going
below minimum balance

Cost for printing cheques; other fees
may apply

Higher minimum balance than regular
savings accounts

No interest or service charge, if
below a certain balance

Minimum balance
Not insured

No interest paid if redeemed before
three months
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Exhibit 4-8
CHEQUING ACCOUNT SELECTION FACTORS

i ount
Restrictions ] i Feea andiCharag il Chlequ_mg Acc
« Minimum balance Vlidy Mommy e Selection Factors

* Deposit insurance. _» Fees for each cheque or deposn
* Hours and location of branch offices nting of cheques

* Holding period for deposited cheques |« Fee to obtain cancelled cheque copy
. Overdraﬂ stop-| paymen\ order,
oemhed cheque fee

« Fees for pleauthonzed bill paymem
fund transfer, or home banking activity

Special Services Interest

« Direct deposit of payroll and * Interest rate
government cheques * Minimum deposit to earn interest
« Automated teller machines * Method of compounding
* Overdraft protection * Portion of balance used to
* Banking-at-home compute interest
« Discounts or free chequing for « Fee charged for falling below
certain groups (students, senior necessary balance to earn interest
citizens, employees of certain
companies)
* Free or discounted services,
such as traveller’s cheques
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