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Planned
to death

The Greens have |ots of
professional advice—and
tons of debt to show for it
by Julie Cazzin

AND PENELOFE
Green are smmart people. In fact, they have
six university degrecs between them. But
as they sit at the kitchen table of their com-
fortable home In Heart's Content, NAd.,
the vourng couple are at a luss Lo explain
where thir money is going. Thoey camn a
combined income of $185,000 a year, bul
can't make ends meel, “To show you how
bad things are, we hounced a day care
cheque this past month,” says lidan, "Then
Lo cover nther experses, wehad tohorrow
5430 [rom our line of credit und lake an-
ather $400 (rom our meagre savings.”
The Greens (whose uames we've
changed) aren't spendthritts. Both hold
down responsible jobs—Brian, 36, 15 an
engineer, while Penelope, 35, is a physio
thvrapist. They keep monthly statenents
that track cvery penny they spend on
themselves and their lwo daughters, Tina,
3, and Rosemary, 4. But despile all their
bustelforts, thedr assets are declining while
debil is creeping higher and higher, “We
are clearly spending more than we are
making,” says Briar, “Moanwhile, none of
our investments seem tobe making us any
money. We don't know what's wrong,”
Brian is a natural comic, but even he
firuds it tough to chiickle when he recalls
all of his failed clforts to take charge of his
financial destiny. He started an lnvestment
clubs, but it dissobved after a few meetings,
never having boughla thing. Then he read
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a contrarian’s gulde to buying stocks, but
was never able Lo bring himself toactually
invest in something, He talked to his
hrother abowel buving and fipping rental
properties in ‘lomnte, bul they never got
around Lo doing that either. “1'm nol sure
if 1 have analysis paratysis, confidence is-
sues or, 35 we say in Newloundland, I'm
jusl stunned, but none of my plans has
gonedry where,” says Brian. "We've wourid
uprelying o others Lo manage slirmaoney
andd that, too, has been a disaster.”

The Greens have worked wilh four fi-
pancial planmers in recent vears, and Lthey
fesl thiat they've been taken tothe cleaners
by all them, Thanks tu their advisers, the
Greens own 3 slew of underperforming
mutual funds and lacklustre segregated
funds (a type of investinent fund sold By
nsurance companiesi. All those funds
come with high fees and mest of thern are
financed with investrmel loans that the
Giroens don't fully understand.

The Greens' last visit with a planner
took place more than Iwo years ago,
Amuvrg olher things, the advisersuld them
$100,000 worth of segregaled lunds and
arranged for them to take out a S100,000
loam to pay for the purchase. The Greens
are still writing a cheque every month on
that investiment loan, butthe fundsthem-
selves don't sesm to be gaining much in
value “My Spidey sense tells me there is
something inherently wrong with this,”
says lrian. “Bulb we've succumbed o fast
talk and, in all honesty, sometines we feel
that we are too far in tu gel oul now"

The couple desperately wants (o clim-
inate their $361 300 debt—5205,(HK) on
the home they built six years ago, and
§1586,5001n personal debt. They alsowant
o inwcrcase el savings, Bt every passing
month leaves the Greens more worried,
“Wiwanl a plan we can understand,” says
Brian. "We would like to sav with confi-
dencethat our children's educalion will =
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be taken care of, that our house will be
trars, dnd that our retirement will be
something we can look forward w. Can
vur financial life be saved?"

ERIAN AND PENELOFE GREW UF IN
Newfoundland and were high schoal
sweethearls. Brizn was the son of an
RCMP officer; Penelope the daughiter of
a fisherman. Both did well at school and
hoth of them loved university. Penielope
completed a nursing degree, then a biclogy
degree and a physintherapy degrec. Brian
did a chemnistry degree, Lhen un environ-
mental engineering dugree, tnpped off by
amaster’s degree, They finlshed school In
1997 with 548,000 in student debi.

Thuy began paying off the delst as seon
as they started working, Brian landed an
excellent job in Thunder Hay, Ont, as a
supervisor in a pulp and paper mill while
Penclopw found a position as a physio-
therapist al the local hosgital. Their com-
bined income topped $100,000, *We
rented a small aparlment togetherand I put
AT €X1TA IMUney after our expenses ward
the studunt lnans,” says Penclupe. " We paid
uff everything in just a fow years.”

By 2000, the Grevns were feeling down-
right affluent. Meanwhile, the stock mar-
kel was boeming and Brian devided it was
tirme to get himself a picce of the acton,
Thatswhen he muet with his first financial
planner, AL the planmer’s suggestion, Brian
took outa loan for $15,000, bought & clutch
uf mutual funds and deducted the Interest
o his tax telumn, “We had six o cight
months of phenomenal returns and then
we ate ourhatwhen the technology sector
crashed,” says Brian. "Our adviser had us
in 15 different funds, all of them very
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agarossive, and we lost half our money.”

In 2001, Brian's ciployer transterred
him Lo Heart's Content, Nfld,, to manage
a larger mill, The couple found another
financial planner. This new planner con-
solidated their 15 mutual funds into five,
which struck the Greens as sensihle, But
then they discovered shewas only allowed
to sell mirtual funds associated with her
fund company. lurthermore, she seemed
more like a salesperson than a financial
adviser. When the Greens asked her for a
full finangial plan, she responded by Lrying
to s¢ll them more mutual funds, “She
wisTLt U to the task of giving usa plan,”
says irfar, “She dide't talk to usahott cash
[ow or debt and that's what we really
needed advice on at the time.”

The Greens' problems kit a pealo when
they decided tobuild theirown home. They
had scoured the local real estate markel,
but couldn't find anything they liked. So
they figured they would build thelr own
hame, but keep o close eve on costs,

I didn't work ot quite that way, “We
wnt way over bindgel " says Penelope. "W
rented while bullding and we got fussy
ahout what the house should include, 1
know it sounds silly, but we becamw be-
guiled with picking oul the tiles and the
shingles. It was very bad fur our finances,”
When all was said und dome, the Greens
awed $170,000 on their mortgage, $40,000
on theirline of creditand $15,00040 thelr
RISI" Home Buyers' Flan,

Money bocamne even tghter in 2003
when their daughier Lina was horn. Bose-
mary followed two years later. In 2008,
they met thelr worst financial adviser yet,
Thefrnew planner, whowas affiliated with
a local barik, advised the Greens to cnn-
sulidate all of their lines of credit and re-
mortgage their home for $220,000. This
winild have been fine except that e plar-
ner also advised the Greens to borrow
$100,000 from the bank and buy a hasket
of segregated— or “seg”—tunds that the
Gireens later realived carried huge masnage-
ment fees, as much as 1% annually, The
planner also convinced them to take ot
a a4l 000 bank loan to buy aggressive,
high-growth mutual funds. “IL really
screwed up our cash flow,” says Brian,
"We're paving $900 4 month tonwards our
loan payments but we don't have the
uwney o contribule to KKSPs anymore,

We've actually had to lake money out of
o retirenmcnt funds to make our month by
lean payment, 5o now we're golting older
and our RRSFs are shrinking. It's scary.”

The Greens worry constantly about
thetr S100,000 s¢ fund loan. Brian admits
he was infatuated with the idea of getting
atax hreak by borrowing money to invest,
bulis buginning to realize how hard it is to
carry debtwhile the imarket is going dewn.
“Penclupe can'tsleep at night,” says Brian.
“I'm worrled, too. 1 would de just ahout
anything to get oul of vur loans and seg
fund contracts, We need to move on.”

The guod news 1s that Brian continues
toshine at work and won a promuotion that
increased his salary to $126,000 a year, To
ersure the extra money docso't get friv
tered away, he amd enelope have set up
automatic withdrawals from thwir pay-
cheques, But the amounts they're saving
aren’t huge—3300 a month from Brian
aind 3150 from Penelope—and even that
i=a struggle. Somelimes the (ireens must
dip into savings tv make encds meet,

The Greens don't see how they're going
Loaveomplish their goals of paying off their
mortgage in 13 years and saving enough
tor their daughters' university education
in 15 wears. Thelr mutual funds and »

Assets

Home $260,000
Brian's RHSP T o
Penelopes@RSP 40372
RESPs i 4,500
Segragated funds 108,000
Mutualfungs 31,000
Chequingaccount 6,000
Savingsapmunt Rl 'z,ihii
1899 hcura 3,000

Mortgage (ot 3.9%) . $200000
Mutiiad fund svestment '

D e ARON
Cravlit card debit {at 19.87%) 500

Segrugated funds loan {at £%) 100,000
Traiiler loan (at 5,75%) ;
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EXPLORE DEMAND RESPONSE: a powerful solution for managing electricity costs, generating extra revenue,
and benefiting the environment. It works by creating a new revenus stream for companies who time-shift their
electricity consumption. Visit the Ontario Power Authority online for a list of our Demand Reponse aggregators
and to learn how participating In Demand Response programs can provide your company with a significant
financial return on existing assets.

=
Eor mare Information, visil our websits today. — EFET’Y
www.everykilowattcounts.com/demandresponse  kilowatt
~ counts..

0 afficial mark of the Onlario Fower Autharity.
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HOW THE MONEY
ISSPENT

Brian’ § 1!'!¢_-;1rne : ;us,um

‘ 22000

+E 1'?2

 +1,500

-T5.986

Sagrﬂgated fund lean 57.680

Creditcand 2,000

Mutul fund investmentloen 3,600

‘nallnr Iaarr : 1.52!3
Shelter

Morlgegs (ncl. property ses) $18,907

Hnme Insﬁ'r'anqe 3 - 1387

E!E'eT.rlL'ttr 4..434

Phona /cable/intermet 2,818

House cleaning sanﬁnﬁ

Lease FAyMEnts or vian 57484
Carln?{rance ; J_,Bll'l.
Gos 4800
Mamnlenance 1,328
Tyarlerinan and mmm& 1,532
Parsonal

Groceries $14,100
Da} care 12,060
Prufeusmna] dl.pe_-s i EOD
S i .3,100
Kus activties 378
Ham:ms : _ 2 ,',mu
Gn;m manbemhps B : ?25
Heataurama{mnerwyunent 1,HI:II
oifte 5,000
Charity 600
Clothing/fumiture 4,500
Lifa insuurarice. . 516

Minus: automated
avings nian dLW‘.—-ItS
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segregatod funds are sinking in value hv
theweek. " fustdon't know where we stand
anymore,” says Brian, “My last promotion
keeps wwe too husy to doa budget anymore,
We save what litthe we can and that's "

What the experts say

Alfred Fetly, afee-for-service financial plan-
ner in Waterloo, Ont., is cutraged at the
treatrment Lhe Greens have recelved. 1 he
numbur of planners theyve bad is astonnd-
ing,” says Feth, “What's worse is thal not
omne of the planners spent any Lime deter-
mining twir financial goals and vahies, In
eviery case, the planners were only inter-
usted In selling them products.”

But the Greens must bear sume respon
sibility for their prodicament, says Maic
Lamontagne, afec-only plariner with Ryan
Lamontagne in Ottawa. They didn't take
the lime to understand what a toxie mix
they were buying when they loaded upen
debt and high-priced investment funds.
“I'he peoaple who fall prey to these kinds
of investmuents are usually people who
wanl tw get ahead quickly,” says Tamon-
Lugne, "They often get into trouhle when
the markets go down. Then they panic.”

[Mere's what our experts think the
Sreens should do;

Sell the seg funds, | he Greens listened
tey the advisers who told them o bormw
tovinvest, Dut they didn’t taloe the time to
understand the practical implications of
U strategy.

Borromving Lo invest, or “leveraging,” is
A Way to make vour mooey grow faster, I
Likes advantage of the fart that stocks usu-
ally produce ligher after-tax relurns than
the allertax cost of the money vou bormow
tw buy themn. If vour stocks produce 9%
returms, butit oosts vou only 5% to bormow
the meney required to huy them, VIILL
pocket the 4% difference.

Bulburrewlng comes with risk—when
the marker falls, yvour portfolio may b
worth less than vou've hoarrowed. This
makes it a bad choice for the Groens, who
have a low tulerance for sk, Both leth and
Lamontagne say the Greens should exti-
cate themselves (ruin their current portfos
lio. Nased an their lnan documents, it Ep-
pears the Greens can sell Uieir suy tunds,
Py a 4.3% penalty- 84, 500—and clear
their 100,000 Ioan. They can then claim
the 54,500 as a capital loss on Uwir tax

relun As painful as paying the penally
will be, it will frec up 87,6802 vear that was
going Lo service the seg fund loan.

Sell the mutual funds. The Greensalsn
took oul aloan to by five balanoed rmutual
funds. (hir experts say these tunds should
be sold and e $38,000 loan paid off. “This
Isacollection of funds with nn real reason
tor existing,” says Lamontagne. “There is
noevidende of professional usset allocation
Uiat Iean see." Selling the funds and clear-
ing the loan will save the Greens $3,600 4
year indebt payments.

Save. With their investment loans paic
ff, the Greens will have 511,280 a yUHr tn
invest, Feth udvises them to sel up auto-
miatic monthly payinent plans that will
put 82,500 a vear ineach of the girls KESPs
and the remainder in Penclope's RRSP,
because she doesn't have as generous 4
punsion pian as Brian. Any other money
shenld go toward paying downdebt, start
in1g with their high-interest cradit card bill,
When the Greens’ child-care expenses
begin tu decline, they should apply the
vatra money to their mortgage. “They
should have o problem paving off their
mortgage in 13 years,” says Folly.

Find a good planner, The Greens need
aplanner whowill put their interests st
Asthe Greens have discovered, many plan-
rers emploved by financial institutions are
aclually salespeople who make their
mwney from the commisslons they curn
forselling produts. Because of how they're
paid, many planners push high-tee prod-
ucts that earn big commissions for them,
hit do Litlle for the client,

The Cireens may have more hack with
afee-only or fece-fur-service plannes, These
planners don't earn conumissions, but bill
the client direcily, often hased Wpon an
hourtly rale, so they don't have the same
mlivation to push dicey products. (Fora
list of such advisers, visit WWWILLnEY
senseca) Feth and Lamontagne SUEEest
the Grecns pick three planners and inter-
view them ahout thelr yualifications. They
should make suee ey know hew the plarn-
nerizheing compensated to avoid FEDEat
nf their sud experlence (o date, m

Would you like MoneySense to vonsiger Your
francial sitialion I o fitue Sty Proflle?
D s it fing at lemermimonmesinse, o,

T we aese Jonir Story, ye e will be chagr
don frrwtect pour frivary,



