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FOCUS ON INVESTING
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Managing income
IS boomers’ next big thing

he first wave of baby boomers, born

in 1946, have now passed their 60th
birthdays and are rapidly approaching
an important milestone — retirement.

If you (or your parents) are among them,
planning for retirement income might be
acurrent priority.

First things first. When do you plan
to retire? How much money will you need
each year? How long can you reasonably
expect to live? The better you can answer
these questions, the easier it will be to
construct a solid plan for tapping into
your assets.

Your asset mix. For most, asset alloca-
tion will start to tilt towards fixed-income
investments, which are normally less
volatile than equity-based investments.
But it’s generally not prudent to convert
all of your investments to fixed income.

Equity-based investments provide

growth potential, which helps to offset
the effects of inflation. At just 2% a year,
inflation would wipe out one-third of
your purchasing power over 20 years.
Without sufficient growth, you may run
the risk of outliving your savings.

Every situation is different. The right
mix depends entirely on your unique
situation; your retirement plans will
dictate how much money you will need,
and when. Professional advice can help
you determine which assets to draw on
first (registered or non-registered) and
help to ensure that you don’t withdraw
too much too soon.

With effective management and
advance planning, your assets can provide
the cash flow you need, attract as little tax
as possible, and have sufficient growth to
help ensure your income stream lasts as
long as you need it to. n






MORTGAGE PLANNING

4 ways to pay down

your mortgage

pring is normally a busy time for house

hunting, which makes it a busy time for
starting and renewing mortgages. Here are
four ways to save money on what'’s likely
to be your biggest lifetime purchase.

1. Use your tax refund. Most lenders
allow homeowners to make a penalty-free
prepayment of up to 25% of the original
mortgage principal on the mortgage
anniversary date or on any payment date
throughout the year. The amount you can
pay down will be outlined in your mort-
gage contract. If you're expecting a tax
refund, or have received one, this is a
great way to use it.

These prepayments go directly against
the mortgage’s outstanding principal. A
$5,000 prepayment made at the start of
the fifth year of a $100,000 mortgage at
6% will take more than two years off the
25-year repayment schedule and reduce
the total interest cost by more than 12%.

2. Index your payments to your
income. Many lenders will allow you to
increase your regular mortgage payment
by as much as 100% per year. So if you get
a raise at work or reduce your household
expenses, consider directing that extra cash
flow to your mortgage.

Even small amounts make a big
difference over time. For example, a $30
increase in the monthly payment on a 6%
$100,000 mortgage clears the loan more
than two years early and cuts the total
interest cost by 11%.

3. Accelerate your schedule. If you cur-
rently pay monthly, consider switching to
accelerated biweekly or weekly payments.

SOoner

This strategy produces the equivalent of
one extra monthly payment each year.

The effect is similar to compound
interest, only in reverse. Each overpayment
reduces the loan. That reduces the interest
due for the next payment, creating even
more extra money to pay down the
outstanding balance. This powerful spiral
can knock four years off of the normal
25-year repayment schedule and reduce
the total interest cost by almost one-fifth.

4. Renew smart. When your mortgage
comes up for renewal, you have the
opportunity to pay down as much of the
principal as you want, with no penalty.
Consider the following strategies:

e Shop around for the best rate. Don’t
just automatically renew with the same
lender and under the same terms. You may
be able to get a better rate with a competi-
tor or negotiate with your existing lender.

* Reduce your amortization. If your
previous mortgage was amortized over 25
years, for example, choose a 20- or 15-year
amortization. Your payments will be
higher, but you'll pay less interest in the
long run and be debt-free sooner.

* Keep your payments level. You may
be looking forward to seeing your regular
payments go down, since you're renewing
for a smaller amount. Unless you really
need the extra cash flow, try to keep your
payments at their previous level — your
debt will disappear more quickly.

Professional advice can help you deter-
mine the most effective way to pay down
your mortgage sooner — freeing up cash
for your other important goals. n

FINANCIAL PLANNING

Your RRSP can help
to buy ahome

ALMOST HALF OF the first-time buyers
polled in a 2006 national survey used
the RRSP Home Buyers’ Plan (HBP).
Here’s a plain-language explanation of
the basics.

How much you can withdraw. A
qualifying home buyer can withdraw,
tax-free, up to $20,000 from his or her
RRSP. That's $40,000 for a couple —
$20,000 each.

Who can use it. You qualify only if
you have not owned a home in the past
five years (this stipulation is waived if
the money is used to buy a more
suitable home for a disabled person).
The home must be intended for use as
your principal residence.

Repayment. Repayments must be
made annually over 15 years, beginning
in the second year after the year of
withdrawal. Missed repayments are
taxed as income.

No quick withdrawals. You can access
money only if it has been in the RRSP for
at least 90 days. In other words, you can’t
make a contribution, claim the tax
deduction, and then immediately make
a withdrawal under the HBP.

The unseen cost. While withdrawals
are tax- and interest-free, it’s not free
money. The cost is the RRSP growth
sacrificed until the withdrawal is repaid.
And because of the HBP repayments
(which aren’t tax-deductible), you may
find it difficult to make your full yearly
tax-deductible contribution.

Professional advice can help you
build a sensible and realistic plan to
help you buy a home. n
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