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78 AND DEEP IN DEBT

Retired businessman Louis Zanini knows it's time to sell his home and pay off his $113,000 debt. But as he
approaches his 80s, will he be better off financially if he buys a condo, or moves into a rental apartment?
ILLUSTRATION BY AMEDEO DE PALMA

ouis Zanini, a 78-year-old retiree
from Ridgetown, Ont., loves to
talk about the good old days when
he was busy raising his four kids
and working as a printer across
the border in the United States.
= Louis and his wife, Rina, who
passed away from cancer four years ago,
also ran their own marketing and promo-
tions business for several years from the
basement of their family home. “I've always

T

loved hard work and don't like to be idle,”
says Louis, who sold the business in 2008.
“I'wish I had kept my business because it
kept me busy. I was always researching new
ideas and going out to meet new customers,
Things are different now without Rina or
the business in the picture.”

These days Louis, whose name we've
changed to protect his privacy, is living
on a fixed income of $29,000 a year but
he’s worried. That’s because he still has
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debt on his balance sheet—$113,000 to
be exact, made up of a $13,000 car loan
and $100,000 on his line of credit. He ex-
pects his car loan to be paid off in three
years but the $100,000 line of credit is a
trickier matter. He took on the debt when
he sold his business—unfortunately the
amount he netted wasn’t enough to clear
the company’s debts. “I'm only paying the
interest on it—§3,444 a year,” says Louis.
“In the past I've never been in debt, except
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HOW THE MONEY WAS SPENT
YEARLY DISPOSABLE INCOME
Retirement income (CPP/OAS/

RRIF and U.S. company pension)  $33,000
Minus: taxes -$3,700
NETDISPOSABLE INCOME  $29,300 |
YEARLY EXPENSES
Debt Repayment
Line of credit payments $3,444
Total debst repayment. $3444
Shelter
Property taxes $4,332
Home insurance $2,316
Hydro/gas/water $2,760
Cell phone/internet/TV $1,692
Home maintenance $500
Totalshelter $11,800
Transportation
Car loan $3,876
Car insurance $1,563
Gas $1,600
Maintenance $300
Total transportation $7,339
Personal expenses
Groceries $2,400
Clothes/haircuts $500
Charity $100
Gifts i $500
Restaurants $600
Gardening supplies $100
Travel disability insurance $450
Miscellaneous $2,000
Total personal 56,650
TOTAL EXPENSES $29,033
Annualincome 5267
available for investment (total
ja_cp_r{le minus im._al_gg(pen_ses)
WHERE DOES IT ALL GO?
Other Personal Surplus Meoney 0.9%
Expenses 14.5% Groceries 8.2%
— Debt
Repayment
11.8%
Shelter 39.6%
L Transportation 25%
*Percentage of after-tax income
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for the mortgage on my home, which is
paid off now. My concern is that if interest
rates go up, I'll be squeezed for money. I'm
not getting any younger and I've been di-
agnosed with diabetes and prostate cancer.
I think it may be the right time for me to
sell the house and use any extra income
to make my 80s comfortable.”

Right now, Louis’s income just meets
his expenses. But going forward, he'd like
to do two things to get his financial house
in order. First, he’d love to boost his income
by about $5,000 to $10,000 a year. He feels
that will be what's needed to make his life
more comfortable and worry-free as he
ages. His second goal is to pay off his debt.
“As I get older, there may be a time when
1 have to move into a retirement home, or
have some form of paid home care,” he

Another fear Louis has is that there will
be another drop in the stock market. “In
2008 I got caught in the stock market crash
and lost $60,000 of my savings. I don’t
mind some risk—I was self-employed for
a while after all—but I know that going
forward my options for generating more
income will be limited. The years creep
up on you and I'm well aware that the
financial decisions I make now will have
huge repercussions for my future.”

had a ton of money. He was the young-
est of six children and his dad was a
janitor while mom stayed home to raise the
kids. “My dad never owned a home,” re-
members Louis. “We never had much money
but we were all hugely industrious. And it

L ouis comes from a large family that never

says. “I want to be ready ‘ helped a lot that my mom
for that financially.” was a fabulous cook and had

And while LO?.]iS has LOUIS HAS lots of friends in the-neigh-
some savings—$20,500 sit- $29,000 IN bourhood. There was no fast
ting in a RRIF and $18,000 INCOME' BUT food when I was a kid. All
ntyotnersgnipeamtaes  MORETHAN 520 0 (s e
is his house, which is worth $71000 GOES job as a delivery boy for
about $250,000. “Selling - TOWARDS the local grocery store and
my house and paying off PAYING HIS drug store. He graduated
all my debt and associated DEBTS from high school in 1952

home-selling fees would
leave me with about
$120,000 in the bank,” says Louis. “That
would give me some investment options.”

In fact, selling his house would leave
Louis with two choices. In the first scenario,
Louis could rent a nice two-bedroom apart-
ment for §1,100 a month and put the en-
tire $120,000 remaining from the sale of
his home in his investment account. Then
he would invest the money so it produced
an annual income of about $5,000 to
$10,000 a year, something Louis says he
could probably do by investing in good
dividend-paying stocks or a well-balanced
portfolio of index mutual funds.

His second option is to use the $120,000
net from the sale of the house (after debt
repayment) to buy a small condo for
$100,000 or so. He could pay for it in cash.
That would leave him about $20,000 in
his investment account to buy dividend-
paying stocks but he figures the savings
from eliminating debt payments could go
instead towards beefing up his annual in-
come. “It's hard to know the right choice,”
says Louis. “The truth is that nice apart-
ments are hard to find but at the same
time, downsizing to a condo may have
fees that I'm underestimating. It’s difficult
to know what to do.”

and three years later landed
a salaried job as a printer
across the border in the United States. That's
when he met his wife Rina. “It took me
three years but I finally got her to accept
my marriage proposal,” he laughs.

In the late 1950s and early '60s, the
couple had four children in quick succes-
sion and Louis found himself working two
jobs just to make ends meet. “Rina man-
aged all the money,” says Louis. “She de-
posited my weekly cheque and paid all the
bills. Those early years were tight but we
slowly prospered.”

In 1965, the couple bought their first
home and over the years, bought and sold
three more houses, always buying a slightly
bigger house to accommodate a growing
family and their promotional products
business. “Our plan was to always pay down
the mortgage, which we did,” says Louis.
“If there was any money left over, we used
it for the kids' educations, invested it back
into our business or added a bit to our sav-
ings. My wife did the books for our little
home marketing business and I worked on
sales evenings and weekends when I got
off from my printer job. It was busy.”

By 1995, the kids had moved away and
started raising families of their own. That's
when the Zaninis downsized to the 1,300-
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sq-ft townhouse Louis lives in today. Even
though he and Rina both worked part time
at their promotional business well into re-
tirement, the couple still found time to drive
down to Florida two or three times a year
to visit friends. “We both loved road trips
and that was a joyous time,” says Louis.

Then, in 2007, Rina got breast cancer.
She died the following year. Louis sold what
remained of the business in late 2008, pay-
ing off the small business loans with his
line of credit.

These days, Louis feels constrained by
his income of about $29,000 after taxes.
‘That would normally be plenty for him to
live on comfortably but with debt payments
of $3,444 annually on his $100,000 line
of credit (just the interest portion) coupled
with an annual payment of $3,876 on his
car loan until 2015, he doesn’t see much
wiggle room in his budget. With his recent
diagnosis of diabetes, Louis is starting to
get nervous. “Managing diabetes is a real
challenge for me,” he says. “The doctors
tell me I'll need a knee replacement in a
couple of years. I live alone and all four of
my kids have families and jobs in other
provinces. I don't want to bother them
with this. But what that tells me is my
expenses could easily go way up and I have
to be financially ready for that.”

As he approaches his 80s, Louis would
love to be debt-free. He’d like to build a
conservative investment portfolio and lately
finds himself spending much of his spare
time reading investment newsletters and
the business section of the newspapers.
Most of his money is in high-fee mutual
funds but he wants to change that.

Louis also wants to focus on his health
and learn to eat right. “I have to work on
putting together a daily exercise routine,”
he says. “T have bad knees so maybe I'll
buy a stationary bike and get going on that.

WHERE HE STANDS

ASSETS
House $250,000
RRIF $20,500
Savings account $18,000
Car $13,000
Total Assets $301,500
LIABILITIES
Line of credit $100,000
Car loan $13,000

| Total Liabilities $113,000
NET WORTH $188,500 ‘
(total Esftsﬁmlrﬁ total Ilalﬂl[t;esl j _]

The doctor ordered 30 minutes of light
exercise at least five times a week. As you
age, maintaining good health gets incred-
ibly challenging.” Louis knows he’ll need
both good physical health and good finan-
cial health to have a comfortable life in his
80s and he’s determined to make it all work.

WHAT THE
EXPERTS SAY

Louis Zanini has reached a watershed in his
life. With his 80s fast approaching, failing
health and a debt load of $113,000, now'’s
the time to take action. “This is a logical
pointin his life for him to make an impor-
tant decision like selling the house,” says
Marc Lamontagne, a fee-only adviser with
Ryan Lamontagne in Ottawa. “He's a little
nervous, but obviously ready. In the ideal
world, no one should have debt in retire-
ment because you want to have complete
control over your finances. It's hard to do
that with a large amount of debt.”

Heather Franklin, a fee-only adviser in
Toronto, agrees. “Anyone over 60 should
not have debt,” she says. “In the near fu-
ture he’ll have to look at downsizing any-
way so why not do it now?” Here’s what
Louis should do.

Sell the house. Debt payments and house
expenses are a real drag on Louis’s lifestyle.
His best option is to sell the house. “I know
it’s very hard for some people to sell their
home because they have been a homeowner
all their lives, but in Louis’s case it makes
all the sense in the world,” says Lamontagne.
Selling the home and paying off all the debts
(including the car loan) will save him just
over $7,000 a year in debt payments.

Opt for renting. Neither Franklin nor Lamon-
tagne like the idea of Louis buying a condo.
“For starters, every time you buy and sell
property there are transaction costs such
as realtor commissions, land transfer taxes,
lawyers’ fees, and maintenance costs as-
soclated with getting a house ready for
sale,” says Lamontagne. Both experts feel
renting is the better option. “He should
rent in a community he likes,” says Frank-
lin, adding that Louis may need the flex-
ibility as he ages, especially if he has to
give up his car. “He should look for a nice
two-bedroom apartment close to shopping,
banking and activities he enjoys. Renting
will allow him the flexibility he needs in
case his health deteriorates and he has to
go into a nursing home or retirement
home.” If he sells the house, pays off his
debt and rents, he'll have an extra $20,000
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a year to pay for rent and supplement his
income in case he needs home care and
other personal help in the future.

Invest the money wisely. When Louis sells
his home, pays his realtor fees and clears-
off all his debt, he should have § 120,000
left. Franklin would like to see Louis invest
this money in dividend-paying stocks in
anon-registered investment account. She
suggests he steer clear of mutual funds and
instead use $100,000 to buy blue-chip,
dividend-paying stocks such as BCE, the
five big banks, Enbridge and TransCanada
Pipelines, while the remaining $20,000 is
put into a bond exchange-traded fund like
the iShares 1-5 Year Government Bond
Index Fund (CLF). “He can have his divi-
dends paid right into his savings account
so that will help with his cash flow,” says
Franklin. “Dividends are given preferential
tax treatment so that will help his bottom
line as well. Once the stocks are bought,
he can leave them alone for years and the
dividends will keep on coming. It's a very
cost-effective, hands-off approach to in-
vesting at his age.”

Lamontagne has another option. See-
ing that Louis wants predictable income,
he’d like him to take $100,000 from the
sale of the home and buy an annuity. He
can use the remaining $20,000 to buy
blue-chip, dividend-paying stocks. That's
because Lamontagne believes an annuity
will give Louis true peace of mind. He
should see an insurance broker who can
shop the market for him. “A life annuity
will pay him an income for the rest of his
life, no matter how long he lives,” says
Lamontagne. “Best of all, most of the
monthly payment will be tax-free.” For
instance, if Louis bought a $100,000 non-
registered prescribed annuity today, it
would pay about $9,000 a year for the rest
of his life. “That is the equivalent of earn-
ing a guaranteed 9% annual return tax-
free,” says Lamontagne. “That’s pretty
compelling, even when comparing it to
dividend-paying stocks.” ' m

Would you like MoneySense to consider your
financial situation in a future Family Profile?
Drop us a linz at letters@moneysense.ca. If
We use your story, your name will ke changed
1o protect your privacy,

Julie Cazzin is an award-winning
business journalist and personal
finance writer based in Toronto.
For previous Family Profiles and

. other stories by Julie, please visit
our website at MoneySense.ca
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| work hard for my money.
Now | need it to work hard for me.

EVery investor is unique.
That’s why there’s iShares.

We all need our money to do more than ever before. Whether you're saving for
vour first home, your children’s education, or your own retirement, every dellar
counts. With many options to choose from, iShares ETFs can help.

See why 4 out of 5' Canadian Investment Advisors make
iShares their first choice in ETFs. R

if iShares

iShares.ca | _ -~ by BLACKROCK’

iShares” Funds are managed by BlackRock Asset Management Canada Limited and BlackRock Investments Canada Inc.
Commissions, management fees and expenses all may be associated with investing in iShares Funds. Please read the relevant
prospectus before investing. The funds are not guaranteed, their values-change frequently and past performance may not be
repeated. Tax, investment and all other decisions should be made, as appropriate, only with guidance from a gualified professional.
19012 Investor Economics FTF & Index Funds Report as of September 2012, As measured by Canadian Listed ETFs on Full-Service Prokerage Platforms by Sponsor
iShares has 80% market share of Cenadian listed ETF assels).

3 2013 BlackRock Asset Management Canada Limitad. All ights reserved. 1S £S5 and BLACKROCK areregistered trademarks of BlackRoek, Inc., erits subsidiaries
in the United States and elsewhere, Usad with permission, All other trademarks, senvice marks orregistered tradeimaiks aie the property of thelr respective owners.



