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BY TED RECHTSHAFFEN

Real advice wins

The product pusher—thankfully—won't survive.

I'm biased. I think most of
the Canadian wealth man-
agement industry has got it |
backwards.

Case in point, the financial reg-
ulators that inadvertently support
the product pushers. They’re well
meaning and do a pretty good job,
but they regulate products instead
of advice. There’s a different regu-
lator for insurance, stocks, mu-
tual funds, and for mortgages—
although in Ontario the mortgage
regulator is part of the same group
that covers insurance.

‘What we really need, however—
and what clients are pleading for—
is the true regulation of financial
advice. I'm convinced the product
pusher cannot survive. The past
year has reinforced this belief with
investment product pushers being
regularly called out by their clients.

Unfortunately, there’s stll a
sizable gap between the needs of
clients and what’s delivered by
much of the industry. I'll illustrate
this gap through 10 commonly
asked client questions and the typ-
ical answers they engender among
true financial advisors on the one
hand, and product pushers on the
other, with the latter responses,
sadly, being much more common.

“I have retirement goals
| want to achieve. How will my
RSP help?”
FINANCIAL ADVISOR: Let’s under-
stand the big picture first, includ-
ing when you want to retire and
what type of lifestyle you envi-
sion in retirement. We want to
make sure you understand what
other income sources you’ll like-
ly have in retirement, including
CPP, OAS and any other corpo-
rate pension income.

Next, we want to understand
your goals. Are they short, me-
dium or long-term? In the case of
short-term goals, you may, in some
instances, want to avoid making an
RSP contribution in order to have
easy access to funds, and choose
TFSA contributions instead. You

may also want to lower the risk
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profile on RSP assets in case
you need to pull the funds.

Most importantly, we’d
want to do a conservative
projection of RSP asset growth
to see whether you’re on track
for too little RSP saving, the
right amount, or as is often the
case, too large an RSP.

Relevant questions might also
include the likeliness of a mean-
ingful inheritance, or conversely,
the likelihood of having to finan-
cially support parents.

All this needs reviewing, before
we can responsibly say what to put
into the RSP, and how to invest it.

PRODUCT PUSHER: The RSP is
the best tax shelter available. Most
people don’t save enough for their
retirement. As far as what to invest
in, we recommend XYZ Fund or
XYZ managed money solution.
It’s ‘safer’ (a Balanced Fund) or
equity
fund), and a good choice for your

‘growth-oriented’  (an

RSP because you are X number of

years from retirement.

“Should | put money into
my RSP or my mortgage?”
FINANCIAL ADVISOR: First, let’s
understand the interest rate on
your mortgage, and your level
of taxable income. If the mort-
gage interest rate is low (under
6%), and you are in a 40%+ tax
bracket, you should definitely put
money into your RSP first. With
the tax refund, you’re still better
off to put that into next year’s
RSP as long as the low interest
rate and high tax bracket remain.

If you'’re in a tax bracket that’s
lower this year, but expect to
move to a higher bracket in fu-
ture years, it might be better to
pay down the mortgage, and save
up the funds to put into the RSP
when you’re likely to receive a
good refund (although you could
contribute now and not claim the
tax deduction until later).

If you struggle with debt, how-
ever, and feel peace of mind having
the mortgage debt lower or elimi-
nated, then pay off the debt first.

HAS THIS BEAR MARKET CHANGED THE WAY
YOU CONDUCT INVESTMENT ADVICE?

Yes, I am more conservative about the future returns of equities

PRODUCT PUSHER: The RSP
is the best tax shelter available.
Always put money into your RSP
first. You might want to use some
of the tax refund to pay down your
mortgage, but make sure there’s
enough money to put your annual
RSP contribution in. Without do-
ing this, you’re at risk of running

out of money in your retirement.

“Will I outlive my money? If

not, how much will | have at the
end?”
FINANCIAL ADVISOR: Again, we
need to understand the whole pic-
ture. This isn’t complicated in most
cases, but we need to understand
your income level, retirement ex-
pectations, expenses, real estate
value, debts, insurance, pension, and
other items that might impact your
plans positively or negatively. We
need to make adjustments to ensure
you’re saving the most tax through
income splitting, and that at least at
the outset of the plan, we’re assum-
ing no more than a 6% annual rate
of return—we can even use 5% if
you want to be extra conservative.

From this analysis, we can give
you a fairly clear picture of the
likelihood of your outliving your
money. We can also tell you the
likely size of your estate (estimat-
ed), and your lifetime tax bill.

With this information we could
help you make some key life deci-
sions today that could impact your
retirement age, how much you
spend on yourself, how much you
gift to children or charities, career
choices, hobby choices, etc.

If, of course, you’re on track
to outlive your money, other
decisions can be made to try to
continue working, spending less,
giving less, etc.

PRODUCT PUSHER: We are go-
ing to make you a lot of money in
your investments, but to be safe,
you want to keep putting more
money into your RSP every year.
That’s the best way to ensure you
won’t run out of money in your re-
tirement. It won’t hurt to cut back

on your expenses, but make sure
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you don’t cut back on your RSP.

“I need income from
my investments to cover my
expenses. Can you help?”
FINANCIAL ADVISOR: How much
income do you really need? Keep
in mind you worked your whole
life so you’d have assets to re-
tire on (not the same as having
enough assets to generate suffi-
cient income on).

It’s always nice to be in a posi-
tion where you don’t have to touch
your capital, but some people take
on significant risk in their portfo-
lios to achieve the target of living
on income. This works fine, but
when the income trust market col-
lapsed or the principal protected
note market collapsed or when you
chased high yields only to see siz-
able cuts in monthly distributions
or dividends, you suddenly saw the
amount of risk in your portfolio.

If we can build a cash-flow
plan for the rest of your life, it
shouldn’t really matter whether
the cash is a return of capital,
capital gains, dividends, interest,
pension or a sale of real estate.

Taxes and the makeup of the
investment portfolio are both
very important, but you shouldn’t
have them driving income tar-
gets. Once we know your tar-
get lifestyle, and your entire net
worth and pension picture, we
can determine the best way to
draw this income.

PRODUCT PUSHER: You were
making $100,000 before retire-
ment—and most people spend
70% of their income in retire-
ment—so we need to try and yield
$70,000 from your investments.
Because you have $700,000 in in-
vestment assets, you're going to
need 10% income. Here’s a high-
yield income fund with 11% yield,

so that should cover you.

m “My mortgage is coming
due next year. What should | do?”
FINANCIAL ADVISOR: We need to
know a few things first. How big
is the mortgage? What are your
plans with your current home? Are
you planning to move soon? What
is your current mortgage rate and
structure? Are you happy with it?
Have you had any trouble mak-
ing payments? Have you had extra
money to pay down more? What
would happen to you if interest
rates jumped 4% higher? Is there
a penalty to break your mortgage
now, and what would it be? Do you
currently have non-registered in-
vestment assets that could be used
to cut or eliminate the mortgage?
Next we'll look at an interest
rate forecast for the next three
years. While far from an exact sci-

ence, there are some key interest

rate prognostications, rate trends,
prime rate volatility, and others,
which will allow us to make a call
on where we think rates will go
over the next 36 months. Beyond
that period is simply too far out
in the interest-rate world.

Given that we think interest
rates will be going up over the
next three years, possibly by sev-
eral percentage points, you want
to consider getting a five-year
fixed mortgage today, depending
on breakage costs. Given that the
mortgage amount is still $150K,
and you’re planning to stay in the
house for a while, it makes sense. If
you're thinking of moving, you’ll
want an open mortgage or line of
credit. If cash flow is a major con-
cern, just get a line of credit.

PRODUCT PUSHER: 1 don’t
really cover mortgages, but I
would try to get a good rate. You
wouldn’t want to pay anything
down faster with these rates.

“I hate paying taxes. Is
there anything | can do to lower
them?”

FINANCIAL ADVISOR: That’s a big

question and requires some de-

tailed information in order to

answer. Here are some of the key

questions we need answered:

> Are you a salaried employee
or self-employed?

> Are you married?

> What were your gross and net
incomes over the past couple
of years?

> What is your current employ-
ment status?

> If retired, how old are you?

Your spouse?
> Do you have a corporation?
> Did you incur any capital gains

or losses? When?
> Do you have RSP contribution

room?
> Do you have an asset mix of
non-registered portfolio?

Some areas we’d specially fo-
cus on are income splitting, tax
sheltering (using insurance in
the case of sizable non-registered
assets), testamentary trusts, stra-
tegic contributions and with-
drawals from RSPs. If you’re in-
corporated, we’d look at paying
for more within the corporation
using pre-tax dollars, and check
if you'’re a fit for IPPs or RCAs.
In the case of private equity, we’d
look at holding companies and
family trusts, and ensure non-
registered investments are divi-
dend-focused, and that all oppor-
tunities to deduct losses against
capital gains have been explored.
If your situation is more complex
other strategies will be reviewed.

PRODUCT PUSHER: Maximize
RSP contributions. Take a look at

continued on page 17
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continued from page 15

labour-sponsored funds, capital class
funds, and flow-through shares. Tax
loss selling is also an option.

“l want to make sure my
kids and grandkids are looked
after. What's the smartest thing |
can do?”

FINANCIAL ADVISOR: Step one is to
determine what, if any, funds will
be left in an estate given the sta-
tus quo. In some cases, there will
be very little left to the family. If a
financial review indicates there will
likely be a meaningful estate, then
the hard work begins.

We’d want to ensure you have
a big-picture goal of what you
want to leave and to whom.

We can often help avoid some
unintended family conflicts if
those goals could potentially
open the door to someone con-
testing the will.

Some people are so concerned
about outliving their money they
miss the opportunity to help
their children at a real time of
need. By putting together a con-
servative plan, we can give you
the freedom to help on a lump
sum or annual basis while you’re
still around, if you so wish.

We’d also want to find ways to
minimize taxes, and boost wealth
once your financial independence
is protected and assured. Most
clients would rather have their
money go to family instead of the
government.

Ifyou’re a parent, we’d encour-
age you to have an open conver-
sation with your kids about their
intentions, and prepare them so
they can plan their own retire-
ments accordingly. It also helps
ensure your intentions are well
understood. Too often, children
misinterpret what is written in
a will and are easily offended or
hurt. Finally, the will and power
of attorney play a key role, but
come later when answering this
client concern.

PRODUCT PUSHER: You should
get a will made or updated. I

know a guy I can refer you to.

‘I want 12% returns. Can
you get them for me?”
FINANCIAL ADVISOR: Possibly, al-
though that would require a pretty
aggressive portfolio. Our main
question is: Why do you want 12%
returns? It it to maintain your life-
style? Do you understand the extra
risk of poor performance that this
portfolio would bring? Are you
OK with that?

Let’s try to get a better under-
standing of the risk you NEED

to take in order to achieve all

of your key goals. It’s quite pos-
sible you can be almost assured
of meeting your goals by achiev-
ing 6% returns. For every 1%
of return we aim for above that
number, we need to determine if
you will still be OK on the down-
side. If you are truly wealthy you
can afford to earn 0% and you
can afford to try to earn 15%, it
becomes more of a philosophical
question. Most of us, however,
can’t afford the risk associated
with going for 15%. Let’s build
a plan around 6% or 7% and see
if that will get you closer to your
goals. From there we can deter-
mine if you want to lean more
aggressively or conservatively.
Once you see the likely impact of
both, we can agree to a target as-
set mix, and begin to implement
an investment plan that will fit
within your larger picture.

PRODUCT PUSHER: Sure. Here’s
a fund that’s made 13% over the
past 20 years.

m “I have been offered an

early retirement package at
work. Should [ take it?”
FINANCIAL ADVISOR: This can be
a very emotional decision. Our
goal is to make the financial de-
cisions black and white so you
can make the best emotional de-
cisions. We need to get a much
better understanding of what’s
included in the package.

We also need to understand
your ideal scenario. If you could
do it financially, would you want
to retire now? What is the job
prospect at your current job or
elsewhere, if you decide to turn
down the package? In order to
answer the financial question,
let’s look at your family situation,
expenses, debt, lifestyle, and all
pensions. Once we understand
that, and factor in the package,
we can see if you can afford to
take the package and retire. You
may want to negotiate something
different than the package if it’s a
better fit for your needs. It may
not be that feasible, but if you
know what you want and need, it
can’t hurt to ask.

As for pure analysis, we want
to see if the package will leave
you in decent financial shape in
comparison to your working for
another one, two, five, or fifteen
years. Unlike most decisions in
this area, we want to give you the
tools to make the decision with
confidence and to eliminate the
guesswork.

PRODUCT PUSHER: That’s a
tough one. How big is the lump
sum payment? If its a lot of
money, you’d want to seriously
consider taking it. What are your
colleagues doing?

“I don’t understand what
insurance | have. What do | need?
Should | change anything?”
FINANCIAL ADVISOR: Insurance
has two main purposes. The
first, and most common, is to
cover you and/or your loved
ones in case something bad hap-
pens. This insurance is needed
most when you are younger,
have a great deal of earning
potential in front of you, and
when the assets you have earned
would not be nearly enough to
take care of things if something
happened. The second is less
common, but is very powerful
for the right client. That is as
both a tax shelter and an invest-
ment vehicle that may be set up
to be non-correlated with other
investment returns.

"To determine what you need, we
would take the time to understand
where you sit in your life: Whether
you stll fit in the risk management
phase, and how much insurance
you would need. We can then do
a review of all existing coverage
(individual and through work) and

determine if the existing insurance

can be reduced, should be replaced
and/or augmented. This is all con-
sidered with the current budget
constraints, and trade-offs often
need to be made and understood.
If the opportunity is tax- and
investment-driven, it’s more about
shuffling existing assets. The draw-
back to insurance is that in some
cases the insurance assets are less
accessible or structured. Here’s
where financial planning is key in
order to determine an amount that
will not put any cash flow needs or
living goals at risk, but will maxi-
mize tax reductions and benefits.
PRODUCT PUSHER: I'm not a
big fan of insurance. If you want,
however, I can bring in an insurance
person who works here to look at it,
but I'll make sure you don’t end up
getting more than you need.

When we understand the true
goals and concerns of Canadians,
it becomes clear advisors will need
to move away from peddling prod-
ucts. Looking at the answers pro-
vided by Product Pushers, how can
they possibly expect to stay in busi-
ness or continue be well paid for

the level of advice they provide?

But the biggest challenge is con-
vincing Canadians to pay for finan-
cial planning. Clients who want
good financial advice need to better
understand there are no free rides
—they get what they pay for.

As more Canadians figure they
can be buying funds or stocks on
their own, the advice industry
will be pushed toward providing
real financial advice—not due to
any great desire to provide more
value, but simply a realization that
the easy-money product sale is
becoming harder to achieve.

As Canadians better under-
stand what they want and need,
advisors need to adapt. Of course,
advice-based regulation can help.
Greater financial literacy will help
as well, but as with all major busi-
ness shifts, it will be the changing
demands of the consumer that
drive the change. 4%
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