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AND THEN THERE WERE 3

Now that baby Emily’s here, the Martins’ priorities have suddenly changed—and they’re concerned about
their financial future. Should they continue focusing on the mortgage and their conservative savings plan?
Or is it time to get more aggressive? BY JULIE CAZZIN ILLUSTRATION BY RYAN INZANA
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or most people, travelling to a
destination wedding in Paris
would be a cause for celebration.
But for new parents Marie and
Alain Martin of Hamilton, Ont.,
‘the experience was quite the op-
posite. In fact, it was terrifying.
Last spring, while en route to France, the
couple found themselves gripped by panic
at the persistent thought of their transat-
lantic flight suddenly plunging into the deep,

frigid waters 45,000 feet below. Neither are -

nervous flyers. Instead, the two 30-year-olds
were thinking of their 16-month-old daugh-
ter Emily at home in Canada.

“We had to leave her behind with our
parents,” recalls Marie. “During the plane
ride, all we did was worry about what would
happen to her if something happened to
the two of us. Those were scary moments
because we realized we didn’t have our fi-
nances, wills and insurance in order.”

And since returning home safely, those
feelings of financial insecurity have only
continued to intensify. “We used to be able
to save $30,000 a year or more before Emily
was bomn,” says Alain. “Now, with the added
expenses of daycare and extra groceries and

‘baby costs, we're aiming to save $15,000 or

50 a year, We need to re-examine our finan-

cial goals as well as our lifestyle goals.”
Like many young families, the Martins

(we’ve changed names to protect privacy)
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HOW THE MONEY WAS SPENT
YEARLY DISPOSABLE INCOME
Alain’s gross income $50,000
Marie's gross income $50,000
Minus: taxes
and other deductions - $23,512
'NET DISPOSABLE INCOME $76,488
YEARLY EXPENSES
Shelter
Mortgage on home ~ $15,864
Property taxes $5,715
Home insurance $625
Hydro/gas/water $2,520
Cell phone/internet/TV $3,815
Maintenance $1,200
Total shelter $29,739
Transportation
Car insurance $1,225
Gas $2,100
Maintenance $1,500
Total transportation $4,825
Personal
Groceries $6,000
Clothes/haircuts $2,500
Vacation $2,500
Daycare $10,750
Gifts i $500
Restaurants $1,200
Gardening supplies $200
Baby’s expenses $2,400
Life insurance $456
Miscellaneous $1,000
RESP contribution for Emily $1,720
Total Personal $29,226
TOTAL EXPENSES $63,790
Annual income $12,698
available for investment (total
income minus total expenses)

are finding out that their new addition is
forcing them to take stock and come up
with a whole new list of financial priorities.
Never before have they had so many de-
mands on their income, and so many im-
portant outcomes riding on their decisions.

The weight of that newfound responsi-
bility has already motivated them to move

back to Ottawa where they have family and

friends. “Having a child without a strong
family support system is very tricky,” says
Marie. “So I asked my boss for a transfer to
Ottawa and when he said okay, we jumped
at the chance.”

But beyond those logistics, several ques-
tions remain unanswered for the couple.
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For starters, they wonder if it’s time to update
their life insurance now that they have a
dependant. “We have a $250,000, 20-year
term life policy that we pay $38 a month
for,” says Marie. “We're sure it’s not enough
but aren’t sure what to replace it with.” Also
of concern is the fact that Alain has no dis-
ability insurance. “These are really questions
we've just started asking ourselves with Em-
ily’s arrival,” he says. “Kids really do change
things.” There’s Emily’s future post-second-
ary needs to think about, too. “My parents
contribute $15 every two weeks and we add
another $1,720 for a total of $2,500 annu-
ally to her Registered Education Savings Plan
(RESD),” says Marie. “Is that enough?”

Baby anxieties aside, the Martins are also
worried about themselves—specifically, what
savings and investment strategy they should
adopt going forward. “Since neither Marie
not [ have a company pension plan [ don’t
think we can reach our retirement goal of
having enough income to support an upper-
middle-class retirement,” says Alain. “Until
now, we haven’t given much thought to
our actual investments. We'll need to do
better, but there are so many choices.”

Something working in the couple’s fa-
vour that shouldn't be overlooked are the
good financial lessons they received from
their families. Both Marie and Alain have
fathers who worked for government tax
centres, something that helped them to
learn the value of a dollar. “When [ was
growing up, we had a very comfortable
middle-class lifestyle,” says Marie. “We want
the same for our growing family.”

So far, they're meeting that goal. After
the couple graduated from university in
2007—Marie with a Bachelor of Fine Arts
and Alain with a Bachelor of Commerce—
they’ve held down steady jobs that pay them
annual salaries of $50,000 each. While Marie
still works with the same company where
she’s now a marketing associate, Alain ran
his own office services company until he
got a job as an office manager at a doctor’s
clinic in 2012. “We've lived a very nice life
on modest incomes,” he says.

And despite all of their apprehensions,
they've also been excellent savers. Finan-
cially, they’re in a strong position. At just

“age 30, they've already managed to tuck

away $257,048 in RRSPs, TFSAs and other
savings—and the couple’s only debt is the
$251,300 mortgage on their $331,540 home.
Until now, their financial strategy has been
simple: focus on paying down their home
while using extra cash flow to beef up their
various savings accounts.

In fact, it's their success with this strategy
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WHERE DOES IT ALL GO?

Groceries 7.8%
Restaurants 1.6%

Savings 16.6% r

{Vacations 3.3%

Other 11.4%
Transportation 6.3% Shelter 38.9%

Daycare 14.1%

*Figures are percentages of total expenses.

that’s partly at the root of their financial
soul-searching. With about $90,000 sitting
in a bank account (money from the small
business Alain ran until he shut it down
three years ago), plus another anticipated
$80,000 in gains from the sale of their Ham-
ilton home, the Martins are confused about
the best way to get their money working.
Their current plans are to live in Marie’s
parents’ Ottawa home for a few months
until they buy their own house, an expen-
diture they figure will cost them about
$400,000. While they plan to put $80,000
toward a 20% down payment, they're not
sure prioritizing the mortgage—as they've

~ been doing up until now—is the right move

anymore. “Even though we always read ar-
ticles extolling the benefits of paying off
your mortgage as quickly as possible, we're
beginning to question that strategy because
of the low interest rates,” says Marie.. “We
may be able to get a better return on our
money with other investments.”

To date, the couple has invested their
money in their RRSPs and TESAs in mutual
funds, with 40% in fixed-income invest-
ments and 60% in equities. “We get 4% net
annually in returns so nothing too risky for
us yet,” says Alain. But he now wants to
change that. “I'm tempted to play the stock
market and maybe buy some dividend-
paying stocks as well. That would require
some research but I'd like to try it.”

However, there’s another option Alain
is considering that holds even more allure.
“T would like to explore the world of income
properties. The idea of having other people
pay my mortgage appeals to me.”

For now, however, the couple looks for-
ward to spending more time with family in
Ottawa—attending the odd Ottawa Senators



hockey game (they’re big fans) and playing
a few rounds of golf while the good weather
lasts. “Having Emily has made us realize the
value of family nearby, as well as the impor-
tance of good financial planning,” says Marie.
“We want to ensure our growing family al-
ways has the security of both.”

WHAT THE EXPERTS SAY
The Martins are proof that even with mod-
estincomes you can build a strong financial
picture if you spend less than you make.
“The fact that their issues are about how
to build more equity instead of how to make
ends meet is telling,” says Ayana Forward,
a certified financial planner at Ryan Lamon-
tagne in Ottawa. “They've built a net worth
of $365,728 by age 30. That's impressive.”

Trevor Van Nest, a money coach in St.
Catharines, Ont., agrees. “They're a bit con-
fused because the financial literacy isn‘t
there—not because they don’t have enough
money. What they need is to define their
objectives first.” For instance, what annual
income do they want to havein retirement?
How much exactly do they want to save
for post-secondary education for Emily—
enough to finance four years of university,
or just one or two? Answering those ques-
tions is key to building a solid plan that
they’ll be happy sticking to.

Here’s what they should do to achieve
their retirement goals.

Pay off the mortgage faster. “While it may
not make sense to eliminate low-interest
rate debt, there’s no time like the present
to get rid of debt that one day might be
- very expensive to service,” says Van Nest.
Putting a 20% down payment on their new
Ottawa home is a no-brainer—this will save

WHERE THEY STAND
ASSETS
Home $331,540
Alain’s RRSP $53,541
Marie’'s RRSP $31,141
Alain’s TFSA $41,153
Marie’s TFSA $44,153
Savings Account $90,060
Emily's RESP $3,440
Honda CRV $25,000
TOTAL ASSETS $617,028
LIABILITIES
Mortgage on home $251,300
TOTAL LIABILITIES $251,300
NET WORTH $365,728
(total assets minus total liabilities)

E“

them the thousands of dollars they would
have had to pay for Canada Mortgage and
Housing Corporation (CMHC) mortgage
insurance. But they should also take ad-
vantage of mortgage prepayment privileges
and focus on eliminating the principal with
adisciplined approach, says Forward. “They
can do this by applying any tax refund they
get annually towards the principal. This
way, they can continue using the $12,698
they have available for

investments every year

per year. “He should get it now,” says Marr.

“He has a young, growing family that needs

his income to maintain their lifestyle.”
Alain should also keep in mind that pay-

ments from private disability insurance

plans are tax-free, unlike those from most

corporate plans. '

Buy more term life insurance. Even though
the Martins each have $250,000 term life
insurance policies, it isn’t
enough. “A good rule of

and put it towards TFSAs ‘THE IDEA thumb is five to 10 times
or RRSPs.” OF HAVING annual income—five times
. i OTHER PEOPLE for pairéznts witll)dchilflirig
orget the income property. over ears old, an
Owning a home tI;rpilzally PAY FOR MY times forzaarents with chil-
means most families are MORTGAGE dren under 10 years old,”
already over-invested in APPEALS says Marr. Add to that
real estate, so other asset TO ME* number the outstanding

classes should be explored,
says Van Nest. In fact, Marie
and Alain should take lessons from large,
successful investors like the Canada Pension
Plan. CPP has only 11% of its assets in real
estate, while the rest of its portfolio includes
larger holdings in equities and fixed-income
securities. “The Martins’ own asset alloca-
tion should reflect their own risk tolerance,”
says Van Nest. “That means less real estate.”
Moreover, he adds, small investors who
invest in income properties often make big
mistakes that include having high expecta-
tions for property appreciation, under-
estimating maintenance and renovation
costs, as well as getting caught off-guard
by the total time commitment involved.
“The Martins are modest spenders and very
good savers, and the truth is they can reach

their retirement goals without the extra

real estate,” says Van Nest.

Stick with a balanced fund. Van Nest also ad-
vises the Martins avoid individual stock
picking and not make investing any more
complicated than it has to be. “A couple of
simple, low-cost mutual funds or exchange-
traded funds (ETFs), split 60% equity and

40% fixed income, would seem appropriate .

given the Martins long time frames and
relatively conservative investor profiles.”

Get ‘non-cancellable’ disability insurance.
Alain should aim to replace 60% of his
gross income, says Lorne Marr, a certified
financial planner in Markham, Ont. But
he should opt for a non-cancellable dis-
ability plan—meaning he can cancel it but
the insurance company can’t, nor can they
raise his premiums.” Such a policy would
cost Alain about $110 a month, or $1,320
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amount on your mortgage,

which in the Martin’s case
is about $300,000. That means both Alain
and Matie need $800,000 of coverage.

The cost for that protection is reason-
able, says Marr. For instance, a 20-year term
life policy for Alain will run about $55 a
month and a similar one for Marie, $39 a
month. That adds up to $1,128 annually.
“Life insurance is designed to replace in-
come,” says Marr. “So if either Marie or
Alain die, this will allow the other to pay
for daycare costs for their child, put money
aside for retirement and pay for Emily’s
education. It's an important safety net they
shouldn’t ignore.”

If the Martins continue on this path at
their current savings rate of $15,000 annu-
ally (an amount that should grow 3% an-
nually to keep up with inflation), and they
achieve a 5% gross annual rate of return,
they will have $1.3 million in total retire-
ment savings at age 65. “With a paid-off
house, as well as CPP and Old Age Security
payments, the couple will be able to retire

" with a very healthy income indeed,” says

Van Nest. “With continued savings and in-
vesting discipline, it will be an easy goal for
them to achieve.” [ M
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Julie Cazzin is an award-winning
business journalist and personal
finance writer based in Toronto.
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