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IODERN FAMI

Randy and Gabriel have three real estate properties
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12 years apart. How can they build a nest egg together while maintainin
BY JULIE CAZZIN ILLUSTRATION BY AMEDEO DE PALMA

tfirst glance, Randy Brigh-
ton and Gabriel Valenti
have an enviablelife. The
two common-law partners
live in a townhouse they
bought in a trendy down-
town Toronto neighbour-
hood in 2012—the year they said good-bye
to the single life and officially became an
item. Like all good couples, they share com-
mon interests, including a passion for classi-

cal music and charitable causes. They also
love to travel, with destinations such as Iceland,
Japan, the Pacific Islands and the Canadian
North on their bucket list. Financially, it would
appear things are going well, too. Between
the two of them, they pull in a healthy
$169,000 a year and collectively their assets
exceed $1.6 million. But the truth is money
s tight, and beneath the veneer of success,
Randy and Gabriel are struggling. (We've
changed their names to protect their privacy.)
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» lots of debt and no financial plan. They're also

g their financial independence?

Randy, 32, is an aspiring musician just
finishing up a second album—and he has
some debt as a result of that venture. To
make ends meet, he has a day job as a sales
analyst for a film studio, but he thinks he
may become a real estate agent if his music
career doesn't take off. Gabriel is 12 years
older and the household’s main breadwin-
ner. His paycheque isn’'t what it used to be,
though. Recently, he began working as a
loans director for a bank, trading the »
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HOW THE MONEY WAS SPENT

YEARLY DISPOSABLE INCOME

Gabriel's income $112,000
Randy's income $57,000
Minus: taxes/other deductions - $58,100

NET DISPOSABLE INCOME $110,900
YEARLY EXPENSES

Debt Repayment

Randy's debt consolidation $2,990
Total debt repayment $2,990
Shelter

Townhouse mortgage/prop. taxes $41,376
Home insurance $1,404
Hydro/gas/water $3,120
Celi phone/internet/TV $2,760
Loss on rental condo $2,188
Total shelter $50,848
Transportation

Car insurance $1,320
Gas/maintenance $3,300
Public transit $3,600
Total transportation $8,220
Personal

Groceries $7,500
Clothes, gifts, restaurants $14,000
Renovations for Kitchener home $7,500
Randy’s TFSA contributicns $14,400
Miscellaneous $7,360
Total personal $50,760
TOTAL EXPENSES $112,818
Annual income -61,918

available for investment
{total income minus total expenses)

F WHERE DOES IT ALL GO? j

— Renos for Kitchener Other 6.5%

house 6.6%

Consumer debt

TFSA savings for repayment 2.7%
townhouse renos
12.8% Shelter 45.1%

t Clothes/
gifts/
restaurants

12.4% Groceries 6.6%

Transportation 7.3% |

*Figures are percentages of total expenses,
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well-paid consulting life for a lower-paying
but more predictable corporate posting. “
had to take a 30% pay cutand 'm only now
realizing what effect that’s having on our
bottom line,” he admits. “Don’t get me wrong,
Llike the predictability of a 9-to-5 jobbutl
feel our finances are suffering.”

Not helping matters is the fact that Ga-
briel and Randy are completely at odds
over what to do with two
investment properties that
are draining their bank

THINGS LOOK

Together, they have $946,500 in liabilities
and the expenses associated with carrying
all of their real estate is putting them in the
hole by $1,918 a year. ]
The couple’s contrasting opinions on
how to get their financial house in order
spring from their very different attitudes
about money management. From the out-
set of their relationship, says Gabriel, “I
could see Randy was more
adventurous with his
money. I'm the saver and

accounts. In addition to GOOD. BUT doall of my own investing.”
their $750,000 townhouse / In fact, he adds, both of
(ailé its 5’564 (())(‘;z)nrr?;s:c- BENEATH theﬁicir;lmeczliiat;l’y n(())ticeod
gage), Gabriellstills owns THE VEN EER differences in their whole
and now rents out a condo OF SUCCESS ; approach to life from the
he purchased three years THEY'RE first moment they started
ago. He also has a half-in- STRUG GLING dating seven years ago.

terest in a rental home in
Kitchener that he inherited
last year when his father died, While the
condo is worth $500,000, it still has a
$316,000 mortgage and has become a fi-
nancial handicap.

“Even though I pride myself on my math
skills, I discovered I was losing money on
my rental condo—about $200 a month,”
says Gabriel. “I'm beginning to question
whether the condo is worth keeping. We
had romanticized the idea of havin g an ex-
ecutive suite we could manage in the future
but the costs are driving me nuts. Real estate
investing is just proving to be a better idea
on paper than in real life for me.”

Gabriel is also questioning what to do
with his half-interest in the $400,000 Kitch-
ener house and its remaining $75,000 mort-
gage. His sister, who owns the other half,
plans tolive in it until next fall, after which
he thinks the best thing to do is just unload
itrather than keep it as a rental. “The house
needs alot of work done to it,” he says, “My
share of the renos is $7,500. My plan is to
sell the house, take my profit and put it
towards savings.”

Randy, however, sees things differently.
“I'love the idea of real estate investing,” he
says. “It's an investment that's easy to un-
derstand and always pays off in the long-
term.” His dad, a small businessman, made
some very successful investments in real
estate, he points out. All the same, he’s sen-
sitive to the fact that Gabriel is wary about
a possible downturn in Toronto’s condo
market. “I understand Gabriel’s concerns,
but when he wants to retire, we can just sell
the condo and pocket a huge chunk of money.
That's an option too,” Randy says.

A closer examination of the couple’s net
worth and annual expenses is eye-opening.

Randy, for instance, es-
chewed higher education
to focus on his musical ambitions. Since high
school, he’s been writing songs and after
graduating in 2000, he started writing and
recording. “Ilove whatIdo,” says Randy. “Tt
doesn't feel like work.”

Gabriel chose a different path. After fin-
ishing high school, he completed an under-
graduate degree in history. He then received
his masters degree in 1995, but later dropped
outof a PhD program when he realized that
academic jobs were tough to get. “I started
working in web development and produc-
tion management. I had a knack for it and
the pay was fantastic.”

The financial difficulties Randy and Ga-
briel find themselves in today, however,
have been a major wake-up call for the
couple. They are now united in wanting
to figure out the right financial plan to move
forward with together.

Unfortunately, it won't be straightforward.
Planning will be complicated because the
couple wants to keep most of their finances
separate. Gabriel is still feeling financially
stung from a previous relationship and he’s
vowed to avoid similar mistakes in his new
partnership with Randy. “Because I'm 12
years older I've accumulated substantia] as-
sets, while Randy has focused on building
his musical career—requiring him to take
onsome debt,” says Gabriel. “So we've signed
a pre-nup agreement but we’re both on title
for the townhouse.”

In addition to his two rental properties,
Gabriel is fortunate to be enrolled in his em-
ployer’s defined benefit pension plan and
also has $205,000 in RRSP money, which
makes up the bulk of the couple’s liquid as-
sets. He's managed his RRSP himself for sev-
eral years by investing in the MoneySense
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Couch Potato Portfolio. “I'm very happy
with the results,” Gabriel says. Randy, on
the other hand, owes $14,000 on a line of
credit and has practically no savings.

Eventually, the couple would like to merge
their finances together, but for now the ar-
rangement gives both of them peace of mind.
“I never want Gabriel to feel I'm in this re-
lationship for his money,” says Randy.

The couple’s age difference offers yet an-
other hiccup when it comes to long-term
planning. At age 44, Gabriel is now very
focused on wanting to retire by 55 with a
paid-off house and enough savings to lead
acomfortable middle-class lifestyle. Randy,
however, is just at the outset of his career
and, unlike Gabriel, envisions working in-
definitely as a musician.

On a positive note, the couple is aware
they’re not taking advantage of tax-sheltering
tools that will erihance their rate of savings.
Randy, for instance, has just started putting
away $1,200 a month in a TFSA to go toward
the completion of townhouse renos within
the next year. Likewise, Gabriel wants to
start a TFSA as well and still has $100,000
in unused RRSP contribution room, while
Randy has $20,000. “We know we need to
start using TFSAs and RRSPs more effectively
but don’t know how to structure it best for
our particular situation,” says Gabriel.

Provided they can get these financial

problems sorted out, the couple otherwise
feels the sky’s the limit when it comes to
their future together. “We complement each
other,” says Randy. “We just need to work
out the details.”

WHAT THE EXPERTS SAY

Even though Randy and Gabriel have a net
worth of $719,500, they have a lot to be
worried about. “About 90% of their assets
are in one asset—southern Ontario real es-
tate,” says Vickie Campbell, a fee-only plan-
ner with Ryan Lamontagne in Ottawa. “And
the two properties Gabriel holds both have
negative cash flows.” Diane Dekanic, a fee-
only planner in Calgary, agrees, adding:
“Should the condo suddenly have a renter
from hell, or remain empty for a long period
of time, this could be a real problem since
they don't have any latitude in their cash
flow to sustain this drain.”

Another key consideration will be their
12-year age difference. “This poses a di-
lemma,” says Dekanic. “When Gabe is end-
ing his career, Randy will be at his peak. The
key to a successful plan will be having rev-
enue-generating assets to replace part or all
of their pre-retirement income.” Here’s what
the couple should do.

-
WHERE THEY STAND
ASSETS
Townhouse $750,000

Gabriel's condo $500,000
Gabriel's inherited home (50%)  $200,000

Gabriel's RRSP $205,000
Savings account $2,000
Mazda $9,000
Total Assets $1,666,000
LIABILITIES

Mortgage on home $564,000
Mortgage on Gabriel's condo $316,000

Mortgage on Kitchener home (50%)$37,500

Randy's line of credit (4%) $14,000
Parental loan $15,000
TOTAL LIABILITIES $946,500
NET WORTH $719,500
(total assets minute total liabilities)

Pay off the line of credit. Randy should stop
putting $1,200 a month in a TFSA and in-
stead put that monthly amount towards
paying down his $14,000 line of credit. It
will be paid off in a year, and improve their
cash flow, says Dekanic. “After that, he can
put $1,200 a month into his TFSA and in
2016, there will be enough for the town-
house renos.”

Sell the condo. It may be a good long-term
investment, but it could be their undoing
in the short term. Plus, Gabriel has never
really been comfortable with real estate
investing anyhow. “Between the elimina-
tion of Randy’s debt and the sale of the
condo, their cash flow improves by ap-
proximately $5,178 per year,” says Camp-
bell. “That's significant.”

Sell the Kitchener property. Ornce the renos
are done to the Kitchener property and the
house is sold, $2,400 will be saved from the
cost of running the home. Add that to
elimination of the loss on the condo, and
the fact that they no longer have to service
Randy’s debt, and their annual cash flow
will increase by almost $8,000.

Top up the RRSP. If Gabriel unloads the condo
before March 1, 2015, he could use $100,000
from the $170,000 he’ll net from its sale to
catch up on all of his unused RRSP contri-
bution room. Of the $100,000, he should
claim $62,000 as a 2014 tax year contribu-
tion—which will reduce his taxable income
to the top of the lowest bracket in Ontario—
and claim the $38,000 for 2015, so it's ap-
plied against a higher bracket.

That strategy will provide Gabriel with
a $23,000 tax refund for 2014, and a $14,000
refund for 2015. “From the $23,000 tax re-
fund, $14,000 could be used for their town-
house renos and the remaining $9,000 can
be ‘loaned’ to Randy to contribute to his
RRSP, generating a $3,000 refund,” says
Dekanic. “If their relationship remains solid,
then Gabriel can forgive this loan in the
future or in his will. If it dissolves, Gabriel

can be repaid through the proceeds of their

townhouse sale or from Randy’s TFSAs.” The
lending of funds for Randy’s RRSP should
continue for the second year as well.

Top up the TFSA. With the $160,000 he ex-
pects to get from the sale of his dad’s Kitch-
ener home, Gabriel should make use of all
of his unused TFSA contribution room—
$36,500 as of Jan. 1, 2015. That still leaves
him with $193,500 in cash: $123,500 left
over from the Kitchener sale and $70,000
from the condo sale.

If Gabriel wants to pay down the mort-
gage on their principal residence quicker,

he could make an annual lump sum pre-

payment of $85,000 for each of 2015 and
2016, leaving the remaining $23,500 in
an emergency cash fund. “If they maintain
the same payment structure after this, their
townhouse would be paid off in about 10
years from the renewal date,” says Dekanic,

Atage 53, Gabriel should have an actu-
ary run the numbers on what company
pension payments he can expect to receive
if he retires at 55 and takes his CPP at 60.
With a 5% gross rate of return on his in-
vestments, he should have more than
$500,000 in his nest egg by age 55. “With
a paid-off townhouse, a modest company
pension and CPP at age 60, Gabriel should
easily be able to fund the $20,000 or so he
feels he'll need annually (over and above
his pension payments) to live a comfort-
able life,” says Campbell. “Add to that
Randy earning more income in the future—
and maybe even a modest income from
some part-time work from Gabriel—and
the couple will be just fine.” I m

Would you like MoneySense to consider your
financial situaticn in a future Family Profile?
Drop us a line at letters@moneysense.ca.

If we use your story, your name will be changed
to protect your privacy.

Julie Cazzin is an award-winning
business journalist and personali
. 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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