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Have you ever set off for work
and realized you forgot your
watch at home? You had a
moment of panic, didn�t you? You
thought, How am I going to make
it through the day without
knowing what time it is? How am
I going to know if I�m late or
early? How can I be ready for my
10 o�clock appointment? How am
I going to know when it�s time to
have lunch? There�s no escaping
it - a great many of the important
decisions you make day-in, day-
out and year over year depend
on the clock or calendar.

Fiscal Agents of Oakville is in
the business of managing and
understanding money, informa-
tion, change - and that precious
commodity, time. We are a finan-
cial planning and information
company that brings focus to a
world that seems to operate in
disorder by helping our clients
sort through the assorted chal-
lenges facing them as they seek
financial security.

Over two decades of experi-
ence in the business of financial
planning has taught us that the
most important constraint to be
understood in this process of
creating a sense of order in the
lives of our clients is time. We
have prepared this booklet to
illustrate how such factors as the
investor�s age, investment
horizon and market experience

must be considered when making
investment decisions. This knowl-
edge can then be applied by
younger investors seeking to take
maximum advantage of
compounding interest or dollar-
cost averaging, for example, or
by their older counterparts who
may be getting serious about
estate planning. These principles
have been mastered by the
wealthy, and now it�s your turn to
get acquainted with them.

The Ten Principles of Being
Rich follows the lifestories of
three typical investors - Kate,
Jack and Clive - and shows how
time interacts with the fundamen-
tals discussed as they develop
and monitor their financial plans.

Robert Whipp,

President, Fiscal Agents
September, 1999

The cornerstone of financial
independence is not a privilege of 
the rich ... It�s a plan of the wise.

The Ten Principles of Being Rich...

FORWARD



Principle 0ne: Focus on Time<1> 

Focus on Time 
Introducing three investors - Jack, Kate and Clive; under-
standing the link between time, your life span and 
successful investing
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The tick-tick of the alarm clock
on his bedside table is a most
unwelcome noise to Jack, lying
wide awake in the middle of the
night with a whole lot of unpleas-
ant thoughts racing through his
mind. What�s the time now -
2:45! What I�d give for a good
night�s sleep, he thinks to
himself. Once again, he finds
himself running through his
current list of financial problems.
There was the phone call he had
received from his ex-wife - she
was wondering how they were
going to come up with tuition
payments for their two teenaged
children over the next few years.
The oldest will be heading to
college next fall. How am I going
to find the cash for that? Jack
asked himself. His car has devel-
oped a whining sound under the
hood. I just got the muffler
replaced and now this! Should I
take on that extra project that is
been offered to me at the plant?

Jack gets together with a few
buddies on Thursday nights for
poker and darts, and these days
he often feels left out when his
chums start talking about their
investments and retirement. His
best friend Jimmy thinks he will
be able to retire in just five
years. Jack, on the other hand,
has just turned 50 and for the
first time he has taken a close
look at his annual company
pension plan statement. Is that
going to be enough to retire on
in 15 years? he asked himself. 

These depressing themes
continue as Jack falls in and out
of sleep ... until he is finally jarred
awake by the alarm. 6:30! But it
is a new Jack who climbs out of
bed. Time to make
some decisions,
he tells himself.
Time to get
some decent
financial advice
and get my act together.

What does your plan for the
future look like? Are you a
beginner in the world of financial
planning, willing to invest the time
it takes to make the right deci-
sions? Or are you a mature
investor, with a mix of
savings and investment
assets but aware that is it
always useful to re-
evaluate your plans? Or are
you somewhere in
between?

Our goal in preparing The Ten
Principles of Being Rich is to
provide fresh
insight into the
laws, myths
and realities of
financial
planning from
the important
point of view
of time. You
will learn that
time is a factor
in almost every
aspect of financial
planning. Investors
must be prepared to make
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adjustments to 
accommodate changes in their
lives as they age: and also
changes in the world around
them. A plan that makes sense
for a 25-year-old with 35
working years ahead of her will
probably not be appropriate for
a 50-year-old like Jack, who has
just awakened to the need to
start saving for his retirement,
or for a 69-year-old retiree who
is concerned with estate
planning. Even for two 50-year-
olds, if they have distinct values,
styles and resources, different
rules apply. And investors of all
ages must be willing to change
course in response to such new
conditions as revised tax laws,
changing markets or new invest-
ment options.

The Ten Principles of Being
Rich will help you to prepare for
change, to get comfortable with
the idea of change. And the key
aspect of change that has to be
mastered is chronological
change: the passage of time. 

And now let�s meet three indi-
viduals who represent different
stages in the life path. 

Kate is a 25-year-old sales
representative with a bold and
aggressive approach to living her
life. Her chestnut brown hair is
cut short and she invariably
wears simple dark business
suits: the less fuss the better.
Kate is single, a career woman
who is willing to work 12-hour



days to get ahead during the
work week and so has decided
to give up night-clubbing in
Toronto with her old girlfriends.
Her favourite weekend leisure
activity is rock-climbing - but
she�s even extra-serious as she
pursues that pastime. 

You�ve already met Jack, the
50-year-old with the sleeping
problem. He is divorced, and
works as a mid-level manager at
a large manufacturing plant.

His two teenaged children live
with their mother, and he lives
alone in a townhouse with 10
years left on the mortgage. Like
Jack, the place tends slightly to
the unkept side, but at least, he
tells himself, it�s clean. Jack is a
hard worker with good instincts in
most areas but only now is he
realizing he should have been
devoting more attention to his
long-term financial affairs. And
now both of his children are
talking about attending college.
Jack loves golf but that�s another
expense to factor in. So all in all,
Jack is facing a financial crunch.

The third investor is Clive, who
is 69 years of age and the owner
of a small picture-framing
business. Clive is tall and lean,
favours crisp long-sleeved dress
shirts most days and takes care
to pay his bills on time. This is a
critical year for Clive because he,
like all other 69-year-olds in
Canada, has to make some
important decisions on converting

his RRSPs. Clive and his wife Ida
have been talking more and more
often about selling the business
and buying a condominium in
Arizona. There is some urgency
here because Ida has developed
chronic emphysema - thus the
plan to head to hot-but-dry
Arizona, at least during the winter. 

Kate, Jack and Clive each have
their own unique sets of opportu-
nities and considerations, but they
have one thing in common - they
each seek financial security. As
you follow their stories, you�ll be
able to compare your own traits
and needs with theirs and identify
further principles that will help you
prepare your own financial plan.

<4> The Ten Principles of Being Rich...



Jack clearly has his work cut out for
him now that he has resolved to get his
financial affairs in order but he's not
alone in finding himself at a crossroads.
Next, we'll see how young Kate is well
positioned to benefit from the magic of
compound interest. As well, we'll further
explore how time matters to investors,
and learn how Jack faces the realities
of time constraints ...

How time matters to investors; facing up to the reali-
ties of time limitations; the magic of compound inter-
est; the Rule of 72

Principle Two: Time as a Friend, Time as a Foe <5>

Time as a Friend, 
Time as a Foe
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Kate the go-getter has set her
alarm clock to go off early and is
eager to get ahead start on the
day. She's got her automatic
coffee maker dripping away, her
freshly pressed suit is laid out
ready for wear and already, in
the first moments of another
work day, she is beginning to
focus on a busy morning's 
worth of appointments. After a
brisk shower, she allows herself
a moment to munch on a slice 
of toast while she checks out 
the business section of the
morning newspaper.

Kate drives an older car but
likes her coffee strong and has
an aggressive approach to life.
She has the drive to succeed in
the world of sales, and at the
age of 25 she has the most
important asset needed to excel
in the world of investment
planning as well - time.

Among our three characters,
Kate is in the best position to
accumulate wealth simply by
letting her investments build over
time. We say that Kate is in
"accumulation mode" and will be

for perhaps 35 years. Not only
will the investments she now
makes grow over that long period
of time, but since she is also
earning employment income, she
is able to pay for her current
living expenses without touching
her investment capital.

Compare her to, Clive and
Jack in that respect. If Clive sells
his business, he may have a
sizable nest egg but he loses his
major source of income and thus
will have to live off his invest-
ment earnings, or possibly eat
into his investment capital. Jack,
meanwhile - still earns a decent
paycheque from the plant but
since he only has 10 or 15 years
left in the work world, his invest-
ments have less time to grow
than Kate's do, and he is that
much closer to retirement age
and having to live on his accu-
mulated earnings.

As a career woman Kate gets
excited when her monthly sales
numbers start to add up, and
she frequently pulls her calcula-
tor out of her briefcase as she
takes stock of her tally. And now,



as she contemplates embarking
on an investment plan, she has
a new reason to grab her calcu-
lator - to determine how
compound interest will work in
her favour over the long run.
That wondrous but simple mech-
anism will be a great ally as she
accumulates wealth.

Most people understand the
principle of compound interest
but many have difficulty deter-
mining dollar values over time.
A useful rule for calculating
the growth of an investment is
the Rule of 72, which tells the
investor how long it will take
an investment to double
based on an assumed rate of
return. Here's how it works:
take 72 and divide it by the
actual interest rate or
assumed rate of return and
that's the number of years it
will take the investment to
double. If the interest rate is
10 per cent, the doubling
period is 7.2 years. If its 6 per
cent the doubling period
increases to 12 years.

The Rule of 72 is handy for
both Kate and Jack as they plan
their portfolios in that it gives
them a specific set of time
periods to focus on. Kate uses
the rule as a guideline for antici-
pating a series of doubling
periods over the rest of her
working life. If we assume a rate
of return of 10 per cent per year,
then she may well be looking at
four or even five doubling

periods while she is in accumula-
tion mode. - Take a second to do
some calculations for yourself
and you'll see how the combina-
tion of time and compound
growth is a huge asset for Kate.
(A 10 % return over time may be
realistic in this case given Kate's
situation, but this will be covered
later in this story.)

People often refer to the
�magic" of compound interest as
if there is some secret involved.
There is no mystery, it is just
simple arithmetic.

Consider the old story about
the emperor and the beggar. The
two sit at a chess board and the
emperor, feeling generous for
the moment, lets the beggar start

Principle Two:Time as a Friend, Time as a Foe <7>
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off with a piece of gold and then
promises to double it for each of
his successive squares on the
board. The beggar takes one,
two, four, eight, 16, 32, 64, and
so on over 32 squares. After 31
doubling periods the final total
would have been 18 million
trillion gold pieces - the power of
compounding is enormous.

For Jack, on the other hand,
contemplating the Rule of 72
brings home the urgency of his
situation. He may only have two
such periods if he works until he
is 64, using the 10 % interest-
rate assumption. However 10%
may not be a realistic return for
him as we�ll discuss later; and
this could further complicate his
retirement picture.

The Rule of 72 will force Jack
to face the reality of how different
investment vehicles with different
growth rates will affect how
quickly his capital builds. Jack is
naturally cautious and would
prefer to put his money into
GICs or bonds, but he is faced
with the hard truth that the lower
the yield of his investments, the
longer it will take his money to
double in value. Jack has some
tough decisions ahead of him.



The principles that Jack and Kate are
learning now will stand them in good
stead later when they prepare their
financial plans. On the immediate hori-
zon, Kate will ponder the importance of
prudence in investing, and Jack will fur-
ther explore how the constraints of time
force him to set priorities as he devel-
ops an investment plan.
Clive meanwhile must assess what it
means to be approaching retirement,
and in particular the implications of no
longer earning income as an active
business owner/operator...

Prudent investing; taking stock and making a decision to
plan your future; exercising discipline over time; dealing
with the constraints of time

Principle Three: The Fugal Investor <9>

The Frugal Investor
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It is early November and Kate
strides triumphantly out of the
head office of her largest client
with a 15-month contract signed
and sealed. Not only has she got
a great head start toward the
new year, but she has already
done the mental math and calcu-
lated she has just reached her
annual sales target for the
current year and earned herself
a fat $10,000 bonus. Her mind is
racing as she dreams of how
she could spend it. She could
get rid of her boring old sedan
and put the bonus down on a
new sports car; or, she could
treat herself to new rock-climbing
gear and head out to the
Rockies with her new boyfriend
Murray for an adventure
vacation; or, she could play the
market and watch it grow.

She pulls out the calculator
again and punches in a few
investment-growth scenarios
based on different interest rates.
Even with a safe, conservative
investment vehicle, that $10,000
invested now, will be worth close
to a hundred thousand dollars if
left untouched until age 65.

The next weekend, Kate
demonstrates that she is
learning the value of prudence
and self-discipline another way.
You see, she has a regular
routine of getting together at the
local coffee shop with a couple
of old high school friends, and
today they joke about their
wardrobes. One girlfriend ribs

Kate about her
no-name,
running shoes.
Kate answers by
pointing out that by
saving a few dollars
now and passing up
trendy items such as -
$150 running shoes, she will be
able to put more into to a monthly
savings and investment program
and will end up thousands of
dollars ahead in the future.

Well, Kate immediately gets
razzed for being so serious, 
but she doesn't back away from
the point - that practicing self-
discipline, exercising prudence
and making the tough choices 
at a young age will one day 
pay dividends.

For Kate, working to build an
investment plan is a matter of
personal development. As she
reaches her mid-twenties, she
finds that taking charge of her



own financial affairs gives her a
sense of independence, of
newfound maturity. It affects the
way she walks, the tone of her
voice, her self-confidence.

Kate finds it is a source of inde-
pendence at her workplace as
well. A person with savings can
afford to resign from their job if

they feel the need to do so. And
for this reason they may

never need to do so. A
person who can afford to

quit is much more
useful to their
company, and there-
fore more promotable.

So for Kate, the move
to start saving for her

retirement is an important way
to assert her newly developing
sense of self-esteem.

But for Jack, the process
necessitates a painful, but
necessary, exercise in self-
analysis. He has been earning a
decent dollar for quite a few
years now but he found himself
shelling out for alimony, child
support, summer camp and more
for all those years, and now that
he has hit 50 he has come to the
abrupt realization that he has
only 12 or 15 years left in his
working life but has managed to
save very little for his retirement,
aside from the company pension
plan. Jack has dreams of golfing
and travelling in his retirement -
but how is he going to build up a
retirement fund in his fifties if he

has to pay for college tuition fees
and living expenses for his son
and daughter for a number of
those years?

Complicating Jack's delibera-
tions as he prepares to make
some immediate retirement-
planning decisions is the reality
that he has less time than Kate
to recover from any investment
losses. So while he may be
eager to start earning some
major returns, he has to recog-
nize that he needs to avoid
investments that are overly
volatile. And then there is his
natural sense of caution to deal
with. Think about it - if the age of
50 seems to be rather late to be
starting to take retirement
planning seriously, imagine how
tough it would be for him to be
wiped out at 52 or 54 because
he went for highly speculative
stocks at the wrong time and had
to start from scratch again. His
goal will have to be relatively
rapid growth combined with low
risk - certainly a tall order.

Another time constraint for
Jack relates to the age of his
children. He has been reading
about Registered Education
Savings Plans as a way of
supporting their post-secondary

Principle Three:The Fugal Investor <11>



education and protecting invest-
ment income from taxes, and
realizes he has already missed
the boat for his son, who is 17.
But the option is still available to
set up an RESP for his 13-year-
old daughter.

How about Clive? Though he is
past the accumulation stage, he
finds himself better off overall
than Jack thanks to his prudent
investing over several decades.
He has been working with a
financial planner for 20 years,
putting aside annual profits from
his small business toward a
retirement nest egg, and now he
can anticipate the proceeds from
the sale of his business.

But Clive can't afford to make
many mistakes with his invest-
ment portfolio. He and his wife
are well positioned to live off their
savings, which are substantial,
but he has other growth consider-
ations. While there is no need for
Clive to take unnecessary risks
with his investments, he feels he
must continue to include a growth
component in his portfolio for
estate purposes. He and lda are
committed to leaving a sizable
amount for each of their grown
children and grandchildren, so
they don't want to dissipate their
hard-earned and well-managed
wealth. If they can manage to live
off the earnings from their capital,
they will be able to leave a lasting
legacy of their hard work for
future generations.

For each of Kate, Jack and
Clive, then, their unique position
on the time-life path, represent-
ing a bundle of personal charac-
teristics and investment history,
attitudes and needs for the
future, gives them their own
unique perceptions of time. They
can't change the past, but the
decisions they make in the
present - the goals they work
toward - will have a major influ-
ence on future outcomes, both
financial and personal.

<12> The Ten Principles of Being Rich...
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Evaluate your values and goals; values versus goals;
developing a relationship with your advisor; money and
its purposes; modifying goals over time; keeping records

It is plain to see that exercising pru-
dence in planning an investment port-
folio and being frugal in devoting
scarce resources to your investments
are virtues for any investor. But for a
young woman like Kate, it is clear
that every dollar not invested now
represents a huge opportunity cost
down the road.
At the other end of the spectrum,
Clive is now benefiting from his wise
and prudent investment practices over
previous decades.
For each of Kate, Jack and Clive, it is

now time to take the next step and
- perhaps armed with a pen and

notepad - contemplate their near-
and long-term investment goals...

Setting Goals and
Recognizing Values



Arizona? And it has been dawning
on lda that she would really miss
her weekly club. She and the
other members of the  club have
been getting together since 1959
and gone have through pregnan-
cies, illness, deaths and the birth

<14> The Ten Principles of Being Rich...

We catch up with Clive and Ida
sitting down at their kitchen
table, and Clive has a pencil
poised in his hand. On a fresh
sheet of paper in front of them,
the couple sets about making a
list of the pros and cons of
selling their Canadian home
outright and moving full-time
to Arizona, versus down-
sizing to a condomini-
um in Canada and
using the proceeds
from the sale of
the family home
to lease or buy a
condominium
down south. The
process prompts a
moment of reflec-
tion. �Clive�, lda
says, taking hold of
his hand, �remember
we sat down at our
kitchen table 42
years ago, we were
just newlyweds
then, and debated
whether you should
go into business
for yourself or keep
your job at the
hardware store?�

Family and friends
are very important to Clive
and lda, so it gives a possible
move to sunny, dry Arizona, as
recommended by their family
doctor, a negative spin. How
often will they be able to see
their four children and nine
grandchildren if they spend six
months a year (or 12 months!) in
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of a new a whole new set of
youngsters, their grandchildren.
Do they really want to move so
far away and give up old friend-
ships and break up familiar
routines?

How times have changed from
even five years ago. At that time,
when lda was in perfect health,
they had figured that Clive could
gradually ease out of his commit-
ments to his picture-framing
business and hand the reins
over to his son-in-law, who was
interested in becoming a partner
with the possibility that he would
eventually buy Clive out. Clive
enjoys working with customers
and also spending time in the
back workshop filling out orders.
If everything had gone according

to plan, his retirement
would have been
gradual and he could
have kept himself busy
as he set his own work
schedule.

But things didn't go as
planned. Ida's

emphysema
changed every-
thing. She had
spent a month in

the hospital and then
once she was home found

she didn't have nearly the
energy she used to have to
perform even simple household
chores, so they had to have
help in the house. Thank
goodness Clive, sensible as
ever, had sat down with his

financial advisor a few years
earlier and considered the possi-
bility that one of them, Clive or
lda, might one day need extra
health care. Clive had decided to
purchase some long-term-care
insurance and so the extra
hospital bills were not a burden.

But now lda's doctor was
advising her to think about
heading south for the winter. 
So much for Clive's plan to work
part-time into his 70s - staffing
would be hard to arrange if he
was out of the country for five 
or six months. In fact, all finan-
cial arrangements were 
up for reconsideration.

You see, the point is clear for
others making long-term financial
decisions: investors should
realize that changing times,
including new government
policies, national or economic
realities, or new personal circum-
stances, may force them to
reassess goals and take a
second look at the assets in their
portfolios. Remember when the
federal government put a
proposed new pension program
known as the Seniors Benefit on
the table in the mid-'90s? The
program would have reduced
benefits for older Canadians if
their income from all sources
surpassed a minimum level. Clive
and many other seemingly
wealthy seniors were sent scram-
bling to their financial advisors
and accountants to look for
advice in adjusting their streams
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of retirement income. He was
relieved when the proposed
program was withdrawn.

Clive's wife lda has been doing
a lot of thinking about leaving a
legacy for her precious grand-
children. With her health
problems in mind, she has taken
the bold step of calling each of
her four children and asking
them what they expected would
be left to them out of her and
Clive's estate. Thinking hard
about one's death isn't exactly a
pleasant thing to do - but it had
to be done. What if she and
Clive decided to spend a lot of
money flying back and forth to
Arizona as well as renting a
condo down there, and started to
eat away at the capital of their
estate and the planned legacies? 

lda also has it in the back of
her mind to leave something in
her will to the Lung Association.
Her mother before her had lung
problems and for many years lda
had canvassed for the lung asso-
ciation and served as a fundrais-
er on the local board. And when
she was diagnosed with emphy-
sema, the lung association was
right there supporting the advice
of the doctor with information
packages. Somehow, she feels
she must find a way to support
her charity of choice.

Like Clive, Jack and Kate
would be well advised to get out
the pen and paper and list their
short- and long-term financial

goals before they start drawing
up blueprints for their futures. In
order to be in a position to make
decisions on how their money is
going to be invested, for what
period of time, and what return
on investment is anticipated,
they have to first decide on their
goals for the future. It's easy to
understand - you have to know
where you are going before you
decide how to get there.

The fact is, a dollar is not just a
dollar, it means something differ-
ent to everyone. Take Clive and
Kate. Both of them will ask them-
selves what they want to achieve
with a dollar invested and come
up with different answers. There
is health-care money, travel
money, condo-rental money and
home-down-payment money.
What they do with an investment
dollar, what they want to achieve,
is determined by the ultimate
purpose for the money. It is
tough to make good investment
decisions if you no idea what the
money is earmarked for.

Good guidelines and goals that
are personal to your situation
permit you and your financial
advisor to make corrections and
tailor future recommendations to
fit your needs. The clearer the
definition of your goals, the
greater the chances of your
investment success.

Today is D-Day for Jack -
Decision Day. He has booked off
the whole morning from work
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and made an appointment with a
financial planner. Into a manila
envelope he has placed his
company pension statements,
his pay stub, his tax return and
his divorce agreement.

Jack has also jotted down the
details of his informal monthly
budget.

Fifteen or so minutes into his
meeting, though, Jack is
perplexed - the conversation
between Jack and his advisor
has taken a turn that Jack didn't
expect. He was prepared to
learn about segregated funds
and front-end loading and other
things his poker buddies talked
about, but here he was telling
this stranger all these details
about his personal life, about
how he felt guilty about his
marriage breakup from the point
of view of his children and how
he wanted to be there for them

in
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their teenage years. Thus the
importance of helping them get
through college.

He was learning, upon the
prompting of his new advisor,
that any meaningful discussion
of finances should start from the
heart and the soul, not the pock-
etbook, with a frank discussion
of personal values.

What is your purpose in life?
Do you want to provide security
for your family? Do you want to
be rich? What are you prepared
to sacrifice to get rich? Are you
prepared to give up extended
family vacations now in
exchange for retiring at 55
and playing golf all winter
in Florida?

These are all questions
that investigate values, as
distinct from goals. Delving
into this abstract territory can
pay dividends both in creating
greater trust and understand-
ing between you and your
advisor and also in identi-
fying practical steps
toward creating an invest-
ment blueprint.

The financial advisor, ideally, is
much more than a number
cruncher. The best environment
is one where you and your
advisor can talk candidly on
personal and even spiritual
matters and reach a good level
of understanding.

In general conversation, goals

and values are often used inter-
changeably, but as you develop
a financial plan it is worthwhile to
make a distinction. Goals are
adaptable, subject to being
reconsidered in changing
circumstances, while your values
go to the very core of your
beliefs. Clive and lda, and Jack
as well, feel intense obligations
toward their children, and are
prepared to make sacrifices to
fulfill those obligations. The
elderly couple wishes to arrange
their finances to ensure that as
large an estate will be left to

their offspring as possible, and
at the same time they are
personally debating how selling
their business and family home
and buying a condominium
would impair their ability to host
the children and grandchildren
on special occasions such as
Christmas. Clive has ensured
that they had a plan for their
retirement years in place, but
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with lda's illness, the plan will
have to be adjusted, with the
business and possibly the family
home sold earlier than was origi-
nally planned. Their values
remain the same, but their
circumstances have changed
and so their goals and actions
have to be modified.

Each of their decisions - on
selling the home and business,
buying property in Canada and/or
the United States, and even
setting up trust funds or education
savings plans for their grandchil-
dren - has personal and financial
implications. In consultation with
their financial planner and lawyer,
they will have to develop a
revised plan with new financial
targets for the next 10 or 15 years
that satisfies their needs and is
consistent with their values.

Whatever investment decisions
they may make as they enter
their 70s, considerations of family
will be of prime importance.
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Decisions and consequences; taking stock of resources, evalu-
ating options and establishing priorities; tax planning and plan-
ning for liquidity; diversification; risk and volatility; investment-
quality risk, market risk, inflation and taxation; the risk/reward
tradeoff; assessing risk tolerance

So, it's values first and goals second
as Jack meets with a financial planner
and prepares to assemble a financial
plan. Clive, meanwhile, is preparing to
revise his existing plan to meet his fam-
ily's needs for the next 10 years and
more. Clive's wife lda wants to support
a favourite charity and would be
advised to look into developing some
sort of charitable gifting program.
By the way, it looks like Jack might
want to seek help in putting his person-
al financial documents in order ...

Developing a Blueprint
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Let's talk a little more about
how people form goals. Like
most people in their twenties,
Kate really doesn't have specific
long-term goals in the sense of
knowing exactly where she
wants to be when she is 55. She
vaguely imagines she will have a
family at some point, but basical-
ly she wants to make lots of
money, invest her earnings to
make a lot more money, and be
able to retire rich at a young age.
She measures success in terms
of exceeding sales goals, earning
bonuses and landing promotions.
With her simple tastes in clothing
and lifestyle, she manages to live
frugally and finds she usually has
a nice sum of money left in her
budget at the end of the month
that could be invested.

Kate prides herself on her
common sense and purposeful-
ness - for example, she grabs the
business section of the newspa-
per first, bypassing entertainment,
sports or fashion. And lately, she
has been perusing the real estate
section as well. Why should she
continue to rent her apartment
and line her landlord's pockets
every month? The time has come
to put some money aside toward
a down payment on a modest
home. If she can be a homeown-
er by the age of 30 - or why not
28, that's three years away - that
would be a major accomplish-
ment. Maybe she could even get
a place that would be big enough
to rent out the basement. That
would be extra income. And she

could convert one of the
bedrooms into a home office, and
write off part of the home for tax
purposes... well, that's a few
years away still. But the decision
has immediate investment-
planning consequences, in that
she has to find a way to incorpo-
rate an element of liquidity - that
is, ensuring that she has cash or
investments that are easily
convertible into cash - into her
investment mix to ensure she has
funding for a down payment on a
home in three years.

And recently there developed
another reason to rethink her full-
speed-ahead attitude to invest-
ing. Her boyfriend and rock-
climbing buddy Murray had taken
a bad fall while out on a local
hike. He will recover, but it got
Kate to thinking about the conse-
quences if she fell and suffered a
long-term injury. What if she
couldn't work for a year or more?
Her goals of early retirement and
financial independence might be
dashed. It might be practical, she
was thinking, to take out some
disability insurance.

Jack is now an hour into his
second meeting with his new
financial advisor. In the first
meeting he had handed over the
dog-eared file folder that repre-
sented a complete, if unwieldy,
accounting of his financial state
of affairs and otherwise had a
good long talk about his plans
for retirement. Now, he was
asking, How's it looking?
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The planner pauses for a
moment, looks Jack right in the
eyes and tells him, �To be
honest, Jack, the time has come
for you to establish priorities�. It
is unrealistic, he is told, for him to
expect that he can both embark
on a significant retirement-
savings plan and at the same
time put aside enough money to
put his children through school,
given his current income and rate
of savings. It's his decision, he is
told, but it looks as if he may
have to rethink the idea of footing
the bill for his children�s educa-
tion. What good will it be to
spend so much money on their
college education that he ends
up with inadequate retirement
savings and becomes a burden
on them once he retires?

Not only will Jack have to
rethink the dream of fully financ-
ing the college education, but he
has received more sobering
news. His company pension
plan is decent, but not extrava-
gant, he has been told, and it
will be supplemented by
whatever government pensions
are available when he retires.
But right now he has no other
major assets besides his town-
house. Unless he starts on a
relatively aggressive investment
and savings program right now,
it is unlikely that he will be able
to maintain his current standard
of living when he retires - let
alone afford green fees a few
days a week.

For Jack, the news represents
a real wakeup call. Is paying for
college completely out of the
question, he asks, or are there
any other options for me?

Well, the advisor tells him, one
idea is to take on that overtime
project he have been offered
and put the extra income into an
RRSP. With the tax savings, he
can then put money into an
RESP for his daughter - and
further benefit from the federal
government program that
provides grants for RESPs up to
the age of 17.

But his children, and he, will
have to face the fact that they
will have to earn most of their
own tuition and living expenses
on their own, with little help from
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their father. They may have to
take part-time jobs now during
school, work during the summer
and accept, perhaps, that they
will have to go to the local
college and live at home. This
wasn't their first choice, but they
will have to live with it, it
appears. The simple fact is that
establishing priorities and facing
reality means that some goals
may have to be modified.

Jack has now taken several
important steps in developing a
financial blueprint for his future.
He has taken stock of his
resources, discussed his values
and goals with a financial
planner and considered prelimi-
nary options that would enable
him to meet some of those
goals. He must now evaluate a
full set of options, develop a
financial plan, put the plan into
action and then commit himself
to maintaining the plan.

Let's leave Jack for now and
check out how Kate is proceed-
ing in her quest to develop her
own financial blueprint.

It's another Saturday morning
and as usual Kate was sitting at
the local coffee shop with her old
high school girlfriends. This time
it wasn't her clothes that they
were ribbing her for - it was her
lack of party spirit. She had to
admit that now that she was
putting in so many hours at
work, she didn't stay out till all
hours as she did when she was

five years younger. They began
teasing that she had become
boring, a fuddy duddy. Besides
her rock climbing, they said, she
had become just like her
parents, conservative and never
taking risks. At this point, Kate
felt she had to explain herself.

Just because she is sensible
and hard-working does not mean
she lives a boring, unchallenging
life, she argued. On the contrary,
she takes risks every day, and
not only with her rock climbing.
At work, she's on commission-
only, which means she can't put
all her eggs in one basket - in
other words, focus all her energy
on one possible huge sale and
risk having it fall through. So,
she spends some time each
month on the easy sales, which
have lower value but provide her
with a safety net.

It was on the cliffs, Kate
corrected them, where she takes
care to minimize risk. She
makes sure she has high-grade,
appropriate climbing equipment,
is familiar with the landscape
and knows of an escape route -
a Plan B - that is available if the
going gets unexpectedly rough.

The parallels to choosing
investments are obvious.
Diversifying, selecting invest-
ments that are of good value
and are suited for the purpose
they are intended, ensuring
downside protection in case of
slips in the market - those are
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factors Kate will be considering
as she builds an investment
portfolio. Our fearless Kate is
smart enough to know that being
aggressive doesn't mean ignoring
risk - rather it means understand-
ing and dealing with it.

She's smart - and getting
smarter, especially now that she
is learning to define her terms
more precisely. When a mutual-
fund company announces a new
fund manager, Kate discovers,
that has the potential to affect the
quality of the investment she is
considering. It's referred to as
investment-quality risk, and it is
one of four identifiable types of
risk investors should be prepared
to deal with. Besides investment-
quality risk, the other three types
are market risk, interest-rate risk
and purchasing-power risk.

Most investors would define
risk as the chance of losing their
original capital. This is a real
concern and often is a result of
the first type of risk... investment
quality. However, other important
considerations are explained in
the other types of risk. Let�s look
at them individually.

What is investment-quality
risk? Simply put, it's the risk of
earning poor returns or your
whole capital on new unproven
investments or established
investments that are now poor
choices due to executive
mismanagement. Not all invest-
ments, even in the same class,

are created equally, and the
investor that makes an effort to
understand these differences in
quality will go a long way
towards managing investment-
quality risk. Individual stocks can
range from blue-chippers like
IBM to highly speculative
ventures such as far-away gold
mines. Two equity mutual funds
with relatively similar recent
market performances may start
to go their separate ways with a
change in fund management.
Even top performers may start to
slide if those good returns are
attributable to, say, temporary
gains from low-grade corporate
bonds. It is therefore essential to
asses the quality of any present
or proposed investment and not
be blinded by sales hype or
rapidly increasing valuations.

The second type of risk is
market risk. It is defined as the
chance that an investment will
drop in value because of
changes in the market in which 
it operates. For example no-one
is ever right 100 per cent of the
time in predicting future 
performance of stock markets.
There is no such thing as a 
sure thing. Even markets that
have all the earmarks of a 
good bet can be dragged down
by other influences.

This is an important distinction
from investment quality risk,
because all high quality stocks
or mutual funds will fluctuate in
value according to prevailing
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market conditions. "Volatility" is
the measurement that gauges
the comparative fluctuation of
different funds or stocks - that is,
given the same market condi-
tions, how much a fund's or
stock's price rises or falls. When
analysts are assessing the
volatility of a particular invest-
ment, it becomes an objective
measurement, determined by

measuring the size and frequen-
cy of swings in value in a fund or
stock in a particular period of
time. Ratios of investment returns
to volatility can be plotted on a
graph to compare performance
over time of different products.

Investors have to ask them-
selves how much volatility they
can bear. Kate, with her long
investment horizon, understands
that if she hangs on to an invest-
ment that is volatile over any
short-term period but has the

potential to show strong growth
over the long term, she is going
to make money, so she is
prepared to live with the volatility.
Jack has to be wary of volatility,
because he has less time to
recover from large price drops.
And Clive, even though he has
learned to deal with fluctuations
in the market, knows he is wise
to keep most of his money away
from highly volatile investments
for the same reason.

Third on our list is interest-rate
risk. This can become a factor in
a variety of ways. Investors with
a heavy concentration of fixed-
term investments such as GICs
may find themselves worrying
about their renewal rates if
through lack of planning the
GICs all come due at the same
time when interest rates happen
to be low. Clive must be wary of
this as he transfers RRSP-
protected investments to RRIFs
or annuities before the end of
the year in which he turns 69.
Purchasing fixed-term invest-
ments with varying maturity
dates is the wise way to deal
with this risk.

An investor has NO control
over the effect of general interest
rates on both bond and stock
markets. A period of rising
interest rates will have a damp-
ening effect on the value of both
types of investments. Stock-
market investors who anticipate
a prolonged period of high
interest rates may want to sell
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some of their stocks and take
advantage of high returns on
fixed-term investments.

Finally we have the risk of loss
of purchasing power. The twin
evils associated with this are
inflation and taxation. Some
types of investments are taxed
less favorably than others, so
while an instrument like a GIC
may represent less of a risk of
loss of capital, its interest
income is taxed at a higher rate
than other investments. A given
level of income from interest
puts less money in your pocket
than income from dividends or
capital gains.

The inflation factor is more
commonly understood. Any
investment that does not keep
pace with inflation represents a
loss in purchasing power. This is
a concept that Clive under-
stands quite well by owning his
own business. Over the years
he has had to continually
increase his prices to keep pace

with rising costs.
Clive knows that
rising costs are a
fact of life and that
the money he
receives from the
eventual sale of
his business will
have to generate

increasing returns through his
retirement if he and Ida are
going to be able to maintain a
comfortable lifestyle. 

Clive also understands that
the capital they wish to leave as
a legacy for their children and
grandchildren will not buy as
much twenty years down the
road as it will today. He there-
fore intends to invest a portion
of the sale proceeds from the
business in products that should
grow in value over time.

Investors who understand
these four different types of
investment risk and plan accord-
ingly will end up with a better-
protected portfolio than investors
who act less purposefully.

It is generally accepted that
the greater the potential reward
offered by any investment, the
greater the risk of capital loss.
This is known as the risk/reward
tradeoff. Investments with little
risk of capital loss, such as
Canada Savings Bonds or GICs,
normally provide a rate of return
not much higher than the prevail-
ing inflation rate. More specula-
tive ventures however, such as
internet stocks can double in
value in a very short time frames
but can also lose more than half
their value just as fast. 

No-one ever willingly puts
money into something that is
risky and earns low returns, but
then no-one can predict the
future. Yesterday's winners can
become tomorrow's losers.
Investors can only study past
performance and rely on the
wisdom of experienced and
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knowledgeable advisors to make
their best guess on future
trends. Sure it's a guessing
game, but smart investors can
learn to make wise guesses and
become successful most of the
time. You'll never eliminate risk
entirely, but you can evaluate it
and manage it.

Kate may find herself comfort-
able with an equity investment
with high potential returns and
relatively high risk, because she
has the time to recover from any
declines associated with volatili-
ty, so she may choose to invest
in a few good mutual funds or
stocks. But she has the luxury of
knowing that even if she
invested in something that was
low-risk and low-return, over 30
years with compounding she
would still do quite well.

From the foregoing discussion,
it is clear that the term risk has a
variety of meanings
and like any term
that is used often,
its definition
becomes impre-
cise. In
discussing
investments
whose value rises
and falls, it is
usually more useful to speak in
terms of volatility.

Jack and Clive would both be
advised to stay away from
putting too much money in
highly volatile ventures, given

that their investment horizons
are a lot shorter than Kate's,
although Clive, with his substan-
tial assets, could afford to
gamble a little for fun without
hurting his overall position. He
might want to diversify his
holdings, with most of his money
in lower-risk, medium-return
vehicles and perhaps a modest
amount in higher-growth stocks
or mutual funds, to preserve the
estate values that he and Ida
wish to leave.

Jack has the finest line to
tread. He needs decent returns,

given that he is only going to be
in accumulation mode for another
15 years or so, but he can't have
too much volatility, since he can't
afford to start over if his invest-
ments perform poorly. He must
accept some risk, for example in
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semi-aggressive mutual funds,
and hope for high returns. Sitting
still with low-return, low-risk
products won't get him where he
wants to go.

Remember Jack's pondering
of the Rule of 72 as he studied
the effects of compound
interest? He was looking at two
different investment approaches
with different rates of return. The
two extremes are high yield with
high volatility or low yield with
low or no volatility. Can he live
with the potential ups and
downs of a mutual-fund invest-
ment, given that he will probably
make money more quickly? Or
should he go for the no-risk GIC
with its predictable but modest
return? That's the risk/reward
tradeoff in a nutshell.

Risk vs Reward is another
major factor to consider as Kate,
Jack and Clive make investment
choices. They can listen all day

to advisors recommend invest-
ments associated with

different levels of risk;
but what about their
personal levels of
comfort with these
choices?

The trait that is
vital here is the

investor's risk toler-
ance. The question is,

How much risk are
Kate, Jack and Clive

comfortable with? This is not a
matter of right or wrong, of a
person who likes challenges
being right or smart or one who
doesn�t being uniformed or
misguided. After all, it is the
investor's money and future at
stake, and he or she has every
right to take whatever steps are
necessary to maintain a sense
of comfort. If the investor cannot
sleep at night worrying about
her investments, then the portfo-
lio has too much risk.

It is only common sense in this
discussion to note that an
informed investor makes better
choices. But a balance must be
struck here. Some investors
become so involved in studying
the market, reading and
watching daily stock market
reports and reacting to every
sensational newspaper headline
that they lose sleep because
they are over-informed. A more
reasonable approach would be
to educate yourself on the
basics of the economics of the



investment markets - enough to
make decisions on investments
recommended by a professional
- but being smart enough to let
the professional do the daily
monitoring while you keep
informed enough to understand
the broad picture.

In practice, determining the
investor's risk tolerance can be
accomplished as simply as
asking whether a proposed plan
"feels right," or alternatively there
are questionnaires that have
been devised to rate an investor's
willingness to accept risk. 

A typical rating system might
invite the investor to rate priori-
ties as to their importance, as
follows:

Using a number of similar ques-
tions and enquires risk tolerance
is assessed in gradients, with
low risk tolerance matched with
a plan for Conservative Income
and Growth, and high risk toler-
ance with a plan incorporating

Maximum Growth. 

Again, the perspective of time
is important in deciding if risk
tolerance is a major factor for
Kate, Jack or Clive. Even if Kate
were determined to be highly
risk averse (which she isn't),
then she could still go with low-
risk vehicles such as GICs or
very conservative mutual funds
and watch them grow over time.
If she follows even this conser-
vative investment program with
discipline, it's safe to assume
she would still become a
wealthy woman in 30 or 40
years. But since she is willing to
accept some risk, she could live
with a selection of more aggres-
sive investments, as her long
investment horizon works to her
advantage and in the end her
portfolio should be worth
substantially more.

Clive has always been rela-
tively aggressive as an investor
but he is entering a phase in his
life where portfolio growth will be
less important than income or
preservation of capital. His
shorter investment horizon
means he will have less time to
recover from market drops, and
since he will also be withdrawing
funds from his portfolio, a more
cautious approach is warranted. 

Jack has been told, based on
his responses to his advisor's
risk questionnaire, that he is
quite risk averse. But as
discussed earlier his circum-
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a) Avoiding any decline
in their portfolio over a
one-year period; 

b) Staying ahead of infla-
tion over three years;

c) Accepting variability in
monthly returns of their
overall portfolio; and

d) Avoiding decline of 5
per cent in their overall
portfolio in any year.
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stances dictate that he may well
have to proceed more aggres-
sively to reach his projected
retirement goals. In his case, his
needs and his risk tolerance
aren't a good match. He may
have to lower his expectations for
retirement or else be prepared to
get stressed out worrying how his
money is doing.



Earning capacity is an asset that should be protected
through insurance; insurance as a consideration in an
overall financial plan; critical-care insurance

As Kate and Jack develop their finan-
cial plans, they are reaching a full
understanding that each investment
decision has a corresponding set of
consequences and limitations. To
achieve a specific investment goal,

such as buying a house, care must
be taken to use an appropriate

investment tool.
Similarly, it is clear that investors who
take the time to study the concept of
risk - and understand its different forms
- will profit from the effort. Now let's
take a look at another consideration
that is often overlooked as investors set
about building a portfolio and preparing
secure futures: insurance.

The Importance of
Insurance 

Principle Six: The Importance of Insurance <31>



Jack sat across the table from
his financial advisor and listened
intently. The topic was life 
insurance; Jack had to admit
that he had none.

You see, he told his new confi-
dante, I have always been
healthy, and I have figured that
with all of my expenses
contributing toward two house-
holds, I couldn't really afford
monthly insurance premiums.
I've always considered insur-
ance a luxury.

The advisor then asked Jack a
simple question: what is your
most valuable asset? Jack
responded quickly: why, it's my
home, of course.

The truth is, Jack was told,
your most important asset is
your ability to earn money. Even
at mid-life, with only 15 years or
so remaining before retirement,
that earning capacity represents
a tremendous resource - but
only if he stays healthy.

That health factor is a big if,
Jack was told. One recent study
showed that the chances of a
55-year-old male suffering a
critical illness over his next 20
years is one in 3.5; for a female,
it is one in 5.3. The main reason
for those surprising numbers is
the improvement in health care -
in the past, people used to die
from strokes and heart attacks,
but now many recover and have
to find a way to support them-
selves and their families. The
increasing appeal of a relative-
ly new type of insurance,
critical-illness insurance, is a
direct result of the ability of
medical science to keep
people alive longer.

Too many people tend to
think of retirement planning
on one hand and purchasing
insurance - whether it's life,
critical-illness or long-term-
care insurance - on the
other. But the two sets of
purchases come from the
same scarce source of
funding and many of their
purposes overlap.

In essence, there are
three income streams to plan for:
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one is to provide for dependents
if you die, two is income in case
of disability or illness, and three
is funds for retirement. 

Often an investor walks into an
investment office with his insur-
ance already purchased. He
should be prepared to have
those contracts put on the table
and considered as part of the
retirement portfolio, because
they should be considered an
important component of the
overall plan to work toward finan-
cial security. An essential part of
financial planning is preparing for
contingencies. Insurance
arrangements if already in exis-
tence should be fine-tuned or
adjusted as part of the overall
plan, and not ignored.

What is critical-illness insur-
ance? It is designed to pay out a
lump sum upon the initial diagno-
sis of any of the covered illness-
es while the insured is still living.
On the other hand, life insurance
generally pays out only when the
insured dies, while disability
insurance provides for loss of
employment income while the
insured is unable to work.

But, Jack asks, don't I have
disability insurance as part of my
company compensation plan?
He might well have disability
provisions, he is told, but often
they are minimal and may
require the policy holder to go
back to work - any type of work -
within a year or two. It won't hurt

to fully examine his company
benefits plan and consider other
ways to supplement these
through additional life or critical-
illness insurance as part of a full
analysis of his current and future
needs, he is told.

Clive and lda, later on in the life
cycle, already have both life and
critical-illness insurance but they
too could benefit from a thorough
re-evaluation of those policies as
they embark on the next phase of
retirement planning.

Kate, on the other hand, with
no dependents or debt, has 
no immediate need for life 
insurance, but certainly disability
or critical care coverage should
be examined. 
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Developing a plan that meets specific needs; more on
taxes and liquidity; defining financial security; today's
retirement realities; evaluating investment products

It's news to Jack that insurance should
not be considered a luxury or an 
afterthought but rather be thought of
as an important component of an

overall financial plan. Kate and Clive,
meanwhile, at different stages in the life
cycle, approach insurance from differ-
ent points of view but are both aware
that at the appropriate time insurance
matters should be thoroughly reviewed.
Now, let's examine a pretty basic

question: what is financial security
today?

Building a Portfolio 
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When building an investment
portfolio there are three main
considerations: Liquidity,
Income and Growth. Generally
speaking growth is the main
focus during our working years
as we save for our eventual
retirement and our income
needs are met by employment
earnings. During retirement the
focus switches to income to met
our cashflow needs. Liquidity is
a continuing need to provide for
near term purchases and unex-
pected expenses.

A well planned portfolio
therefor includes investments to
meet these three considerations
and the flexibility to move easily
between them as circumstances
change. Taxation is a fourth
ongoing consideration and the
wealthy ensure that investments
other than RRSPs minimize their
tax liabilities by focusing on
dividend and capital gains
instead of interest income.

Now let's see what Kate's up
to. Today she has her Things To
Do notepad out again and she is
reminding herself that she
wanted to check out housing
prices on an upcoming weekend.
Buying her first home is still
three years away in her plans,
but a decision on putting aside a
fund for that down payment has
to be made now. This is a
consideration of liquidity -
ensuring that she has cash or
investments that are easily
convertible into cash on hand in

three years. It would be conven-
ient if she put all of her available
investment money into mutual
funds that would grow over this
time frame, but three years is a
short time from an investment
perspective and in this period
her invested capital could be
worth less than she started with.
Putting some money into a
three-year term deposit,a money
market fund or a cashable GIC
would better suit her home-
buying plans.

Similarly, Clive would be wise
to keep extra cash or cash-
equivalents on hand, given the
state of his wife's health. He's
got the long-term-care policy
kicking in, but he has to be
prepared to make emergency
expenditures if the need arises. 

Keeping a portion of his assets
liquid will meet such require-
ments and eliminate the market
risk of having to sell an invest-
ment during a downturn.

Another reason for Clive or
anyone else to hold onto cash
would be to take advantage of
market volatility and buy invest-
ments when they drop in value.

The number-one goal of each
of Kate, Jack and Clive as they
make investment-planning deci-
sions is financial security. But
what is financial security in
practice? It means having
enough money to maintain your
desired standard of living
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through illness, incapacity or
retirement. But it's a different
world for Kate, planning ahead
today at the age of 25, than it
was for Clive, planning for his
retirement a generation ago. He
assumed he would stay associat-
ed with his business until he was
70 and he further acknowledged
back then, that life expectancy
for a man was his early 70�s.
Today Canadians are retiring
younger and living longer, which
means they have to make more
during their shorter careers and
invest their savings more prof-
itably to enable them to have
enough to retire on.

The actual numbers are worth
scrutiny. The average retirement
age is now 62. Many will stop
working full time much younger,
in their mid-50s or even at 50.
Further on down the life path,
Canadians are living much
longer than they did a genera-
tion ago. Each year, several
thousand Canadians reach the
age 100 mark. At the end of the
20th century, the average male
could expect to live to 78 years
of age, while the average
female could reasonably expect
to see 81.

All this means that in many
cases, Canadians can expect to
work only half their adult lives
and live off their retirement
savings the second half.

Surveys indicate that barely
half of all Canadians have faith

that today's key public-pension
programs will survive until they
retire. Already, many recent
retiree�s find that they are unable
to manage on their retirement
funds. A whole new industry has
sprung up, with new retiree�s
forced to take part-time work with
seniors employment agencies -
and often performing chores for
"senior seniors."
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In some of those cases, the
"unretirement" is by choice. But
many go back to work reluctantly,
for the extra cash.

It is generally estimated that a
person needs 70 per cent of their
pre-retirement income to
maintain a similar standard of
living after retirement. For Jack
and Kate, the new world of early
retirement and long years of
post-retirement means that
prudence is called for more then
ever before to maximize the
return from their investments
while ensuring safety and being
prepared to monitor and rethink
earlier commitments if necessary.

When it comes time to sit down
and make choices, investors may
find their minds reeling at the huge
variety of investment vehicles
available. The old lineup - from
fixed-return GICs and bonds to
more volatile, variable-return
stocks, futures, and mutual funds
- has been significantly expanded
as more and more firms intro-
duce new products such as strip
bonds, segregated funds or
hybrid products such as stock-
linked GICs. The new invest-
ments may offer opportunities to
reduce or defer taxes, minimize
risk or fine-tune a portfolio by
focusing on specific targets or
needs (such as a grandchild's
education), but as with any new
product, it's best to study the
characteristics and behaviour of
the newcomer to ensure it will
actually meet your needs.

One potential problem is that if
a new vehicle is simply too
good, especially if it was devised
to take advantage of a tax
loophole, the tax man may make
note and step in to close the
hole. It's another reason to
exercise caution.

With each new investment
product comes various perform-
ance or other claims, trumpeted
loudly by the vendors - but
beware, for there may also be
downsides. Each of our investors
may have their own concerns
with a new product. Clive, who
will be living off the income from
his investments will want to know
if there is a regular stream of
income generated by any new
investment. And if it�s treated as
dividend, interest or capital
gains? Also how will a large
unexpected capital gain affect his
quarterly tax installments? If
there is a large unplanned distri-
bution in one year, it may trigger
a clawback of his Old Age
Security or his age credits.

Jack has to know that with any
new product there are either
guaranteed returns or a conser-
vative expectation of returns - he
can't afford to hold an investment
for three years or more with no
gains at the end. Kate will want to
know the potential volatility of any
product so she can take advan-
tage of it with her long term
monthly investment program. 
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It has become clear that with today's
earlier retirement and longer life
expectancy, investors must be more
prudent than ever to ensure an ade-
quate retirement income. The prolifera-
tion of investment products adds to the
challenge.
Speaking about challenges, in the next
chapter Kate, Jack and Clive with be
sifting through the wide array of invest-
ment opportunities available, each with

the goal of identifying a mix of assets
that will meet their varying invest-

ment needs...

Diversification and
Asset Allocation 

Diversifying your portfolio to incorporate winners; winners and
losers; asset allocation based on wealth, age, geography;
taking care of short-term, immediate and long-term needs;
Templeton revisited; lump sums and dollar-cost averaging
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It's another Thursday night at
Jack's place and the boys are
throwing darts. Thanks to Jack's
recent venture into the world of
finance, he finds he can now
participate when the conversa-
tion turns to investments. Hey
Jimmy, he asks his buddy who
plans to retire in five years, how
did you decide on the mix of
investments in your portfolio?

Jimmy, a whiz in darts as well
as playing the market, pauses
and launches a dart. Bulls�-eye!
Well Jack, he says, it's not like
throwing at a dart board. You've
got to carefully sift through the
options, considering tax, liquidity,
maturity, risk and other implica-
tions. Another throw by Jimmy -
double 18! And then, he contin-
ues, you have to make sure your
portfolio is diversified in order to
spread the risk and increase
your chances of picking winners
and minimizing the impact of
losers. Remember, you don't hit
the bull�s-eye! with every throw.

Some financial advisors rely on
the rule of five when it comes to
portfolio diversification. In any
diversified portfolio of five sound
stocks, each with good long-term
growth potential, the rule of five
says that in a good market one
will perform poorly, three will
perform well and one will strike
gold for you. It you have a variety
of investments, the chances are
greater you will have one or two
big winners. Jack, Clive and Kate
are each best off spreading their

investments among different
classes of products so they can
participate in any gains and, at
the same time, protect them-
selves from losses.

That said, investors of different
ages tend to have different
mixes of products. Typically,
younger players like Kate seek a
high percentage of growth-
related investments while older
investors like Clive tend to switch
from more aggressive invest-
ments into a diversified mix of
more conservative vehicles such
as Government bonds, GICs,
mortgage-backed securities or
money-market funds, reflecting
the need to preserve wealth
rather than create it. And not
only should his investments be
mixed according to asset
classes, they should also be
staggered according to their date
of maturity. This spreads the
interest-rate risk.

It is sometimes said that
retiree�s should have a percent-
age of their portfolio equal to
their age in fixed-income invest-
ments. But this is too simplistic
an approach; Clive and lda have
all sorts of needs - for health
care, for U.S. housing - and
resources that render that
equation useless.

In determining an appropriate
investment mix, investors should
understand the nature of the
products in their portfolio as well
as how those investments react



to the market in general. Clive,
who may decide to buy some
bonds when he sells his
business, is well enough versed
in the principles of investing to
know that as interest rates go
up, bond prices go down. That
equation matters if he goes to
sell a bond prior to maturity, in
which case it could be worth less
than he paid for it if interest rates
have risen.

The lesson to be learned from
considering different investment
vehicles, new-styled or tradition-
al, is that caution should be exer-
cised and all consequences -
taxation, risk, liquidity and others
- should be weighed before
moving ahead with a purchase. As
Kate might say as she climbs the
mountain, look before you leap.

When is the best time to invest?
John Templeton is often quoted
as saying that the best time to
invest is when you have the
money. He pointed to one study
in which a hypothetical investor
in the Templeton Growth Fund
who "bought low" once every
year from 1969 to 1991 would
see average annual growth only
one per cent greater than the
investor who "bought high" once
per year during that time period.

But that analysis can be chal-
lenged when an individual has a
short time horizion and a lump
sum of money. If Jack takes on
the extra project he has been
offered and intends to invest a

lump sum he would be wise to
plan his moves with due consid-
eration of the degree of market
volatility at that time. If the
market is way up, it might not be
wise for him to invest all of his
extra money into stocks or a
mutual fund at once. If the
investment falls in value by 25
per cent in the first half year, he
finds himself having to make up
that loss first before he sees any
investment returns. If Jack tries
to do too much too soon, it can
work against him.

But if he were to invest that
sum over time, at a set amount
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each month, he would have
dollar-cost averaging working for
him on the purchasing side. That
is, instead of having the whole
amount fall in value by 25
percent, he is investing small
sums periodically. If the fund
falls abruptly, the next
purchase is 25 per cent
cheaper. So the market
volatility is working for him.

But Kate, with a longer
investment horizon, might not
have the same concern. She has
time to recover from losses and
is projecting portfolio growth over
a period of decades, so she
might just be content to put her
$10,000 sales bonus into a good
mutual fund and wait for it to
grow over the long term. On the
time continuum, it is less of a risk
for Kate to invest a lump sum
than Jack or Clive.

So Templeton's rule is not hard
and fast. The older a person is,
the more caution they would
want to exercise in investing a
lump sum. If Clive gets S200,000
for selling his house and
$400,000 for selling his business,
he would have to think twice
before investing the whole

$600,000 in the market at once.
It may work for him - but it may
work against him if the market
slips and stays down for a while,
for he doesn't have the time to
make up for substantial losses. 

Investing partial amounts over
a comfortable time frame would
be a safer approach for Clive.

The basic rule for conservative
investing is that what you buy
has to be based on value. First,
you ask, should I buy a GIC?
and then you ask, is this good
value for a GIC?

When we next check in with
Kate, Jack and Clive, we will
assess different strategies for

monitoring their investments. No
surprise - each will have different
considerations, with their positions
on the life path the main factor, as
they watch their portfolios mature.

Principle Eight: Diversification and Asset Allocation <41>
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Monitoring your plan from a time perspective; the luxury of
buy- and-hold; the value of investment experience; market
cycles and the balanced portfolio; dealing with market
downturns; forced savings; re-examining your portfolio; tak-
ing advantage of low prices

Over time, every investor who owns a
full range of investment products will be
forced to face the fact that there will be
a few weak performers in their invest-
ment mix. Diversifying your portfolio by
incorporating products reflecting differ-
ent degrees of risk as well as geo-
graphic balance, among other factors,
will ensure that you will have your fair
share of winners.
Kate, Jack and Clive each have to con-
sider their short-term, immediate and
long-term financial needs as they
choose among investment options. And
each may be faced with a decision on
how to invest a lump sum. An investor
with a long investment horizon, such
as Kate, would find it less of a risk to
invest the whole lump sum at one
time than someone older, like Jack,
who could not recover from invest-
ment losses as easily.

Monitoring and 
Buy-and-Hold



You know, sometimes life just
isn't fair. Kate has the least
complicated life of our three
characters, with no dependents,
no education financing to worry
about, no spouse in poor health
and a good job with a strong
future. Jack meanwhile has
different priorities to choose
from, lifestyle changes to get
used to (he has to fit in those
overtime hours at work) and of
course his insomnia problem,
which is worsened by the
stresses in his life. So guess
who has it easier when it comes
to monitoring their investments?
It's Kate. Not only does she have
relatively high risk tolerance,
which means she isn't panicked
by volatility in the market, but her
investment horizon is so long
that she doesn't have to closely
inspect her short term returns.
Jack on the other hand will need
more frequent reviews of his
portfolio performance to ensure
his investments are on track.

Though he is 50 years of age,
Jack is essentially a rookie
investor who has never been a
player in the market. For him, a
drop of 25 per cent in the value
of his investments would be a
catastrophe. He will no doubt
react to fluctuations with
emotion. And when times are
good, he may tend to get over-
eager. He must learn that
moderation and patience are
just as important during good
times as bad. Further along in
the life path, Clive has some

immediate and important deci-
sions facing him. First and
foremost, like all Canadians
aged 69, he must reallocate his
RRSPs into RRIFs or annuities.
Then he must decide what to do
about accommodation,take care
of possible future long-term-care
needs and reassess his will and
estate plans.

Experienced investor that Clive
is, he has seen it all and learned
not to panic at the first sign of a
nervous market. He realizes that
daily moves of 130 points on an
index of 6000 is the same as 65
points on an index of 3000 in the
early '90s. In 1987, during one
bear market, you would have
found Clive in a conference with
his financial advisor listening to a
lesson on how, for example,
buying when the market drops
can be used to take advantage
of volatility. There was an
avalanche of horror stories in the
newspapers and on television -
but hardly anyone remarked that
in less than a year, the market
had fully recovered. Clive,
however, took note.

Clive has always had balance
in his portfolio, and never felt the
need to panic and sell off his
stocks and mutual funds when
the markets dropped. And now
as he approaches the age of 70
and is incorporating less risk into
his portfolio, he doesn't have to
watch the markets like a hawk.

Principle Nine: Monitoring and Buy-and-Hold<43>



Kate, as studious as she is,
may have done her homework
and learned about market fluctu-
ations, but she hasn't lived
through a half-dozen recessions
and hair-raising stock-market
dips like an older investor has.
Her temperament, as gauged by
a risk-tolerance test, indicates
she is not averse to putting some
of her savings into more volatile
investments and living with the
ups and downs of the market.
But if she really wanted to make
it easy for herself, she could, by
relying on a philosophy known as
buy-and-hold. For a 25-year-old
with a good salary, like Kate,
investment planning at its most
simple can be a matter of putting
aside some of her savings into
any reasonably reliable invest-
ment, and watching it grow. She
is aware that, while the stock
market fluctuates from day to
day, over the long term the stock
market has outperformed all
other investments. So she may
consider having a portion of her
portfolio invested in stocks.

Thanks to compound interest,
even if she buys low-interest
investment certificates and holds
onto them for the long term, she
can rest assured that she will
have a nice nest egg when she
retires. She can't just forget
about her investments, but she
doesn't have to be worrying
about them all the time either. At
her age, there is no need for her
to micro-manage her portfolio
when she has the luxury of

letting buy-and-hold work for her.

Kate has been counselled not
to panic with every downturn.
Between 1920 and 1998, the
Toronto Stock Exchange experi-
enced 54 up years and 24 down.
She knows that the key target
over a lifetime of investing is a
good average annualized rate of
return. That is, the average of
her returns over the long term
expressed as an annual rate.

And don't forget Kate's decision
to allot a certain amount each
month for investment purchases
as part of a pre-authorized
deposit plan. That approach
permits the investor to dollar-
cost- average and take advan-
tage of fluctuations in the
purchase price.
Since she is always
buying, she isn't
overly concerned if
the market falls off
because she is still
buying more at those
lower prices, and it
takes away from the
need to flip money
back and forth. And
compare another
option that Kate
has open
to her
that Jack
and Clive
do not. Most Canadians
accumulate wealth by
taking advantage of forced
savings, of which the princi-
ple investment is home
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ownership. But Kate might
choose to follow another path.
What if she ignores conventional
wisdom about home ownership
and continues to rent inexpen-
sive lodgings? This is of course a
lifestyle decision as much as an
investment one - she has no
plans at present to prepare for a
family, and so treats her monthly
rent payment as simply another
expense. As an active woman
with no ties, and an open-ended
career path, renting could be a
sensible choice. She could then
put the money she saves into the
market, sit on the investments for

25 years and possibly emerge
with more wealth to her name
than if she invested in a home.
The end result is uncertain, given
the fluctuations of the real-estate
market, but for footloose Kate,
it's an option worth considering,
because she has time working
for her in two different ways.
Firstly, over time, sound invest-
ments riding the market will
generally gain in value, and
secondly, Kate is so young that
she will have an opportunity to
change course if, a few years
down the road, the strategy
appears to be losing.

Clive, on the other hand, no
longer thinks completely in terms
of buy and hold, mainly because
he is not looking ahead 15 or 20
years for his investments. He
should be wary of prolonged
downturns in the market because
he does not have the luxury of
time to wait for his investments
to rebound. The truth is, you only
have one chance to get old. If his
portfolio happens to lose 25 per
cent of its value in one year - in
Canada, the TSE had a 25-per-
cent drop four times between
1920 and 1998 - Clive suffers.
He is better served by reducing
his holdings of more volatile
investments and switching more
to GICs or other safer but lower-
yielding investments.

Jack once again finds himself
the middle. He can 't really
commit himself as aggressively
to buy-and-hold as Kate,
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because he is more vulnerable to
large market drops. If he chooses
a poor-performing mutual fund or
if the market drops in the first year
or two, Jack has to make up the
loss first before going on to enjoy
growth. But on the other hand he
needs the returns that aggressive,
high-yield investments bring.

Again, it all points to Kate
having easier decisions to make
than Jack thanks to her long
investment horizon. A 50-year-
old who is unprepared for retire-
ment has a totally different
agenda from someone like Kate,
who has the human capital and
the drive to start planning now
for her retirement.

When Jack has a few more
years under his belt as an
investor, he may begin to take
advantage of the lessons he 
has learned to profit from fluctu-
ations in the market. The experi-
enced investor looks at a market
that has fallen 20 per cent and
says to himself, well at least
there are going to be some
bargains out there. I see that
there are some big losers, some
small losers and some invest-
ments that have held their value,
so I now have a better idea of
what has real value.

The experienced investor looks
beyond a short-term period of
losses and says, well in the last
10 years I have enjoyed strong
gains with these funds, and the
market fundamentals have not

changed, so there's a good
chance that over the next 10
years I will continue to see profits.
I may make some adjustments to
my portfolio but not panic.

The point is, a good financial
plan should be able to withstand
downturns in the market. If the
plan has been prepared properly
in the first place, it will remain a
good plan during a bear market
as well as a bull.

The stock market is just like a
retail store where the prices go
up and down. Investors who
panic and sell because the
market is down are running 
from the store when there's a
sale on. They wouldn't do that 
if they were buying clothes or
food, so they shouldn't do it 
with their investments.

When you buy and sell can be
compared to a love affair. You
may fall in love and have a
terrific relationship but soon
enough you realize it was only
infatuation. Now you ask
yourself, when do I break it off?
It's tough to make a decision so
you hang on and on and on.

It's the same thing with a
favourite stock. What happens
when a favourite stock looks to
have become a long-term loser?
You may hang on because you
don't want to think of yourself as a
fool, but sooner or later you'll
realize that sentiment should have
no place in investment decisions.
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Plans should be re-examined
in times of major economic or
personal change. Substantial
shifts in tax laws, government
policy, foreign or domestic
economic situations, employment
status or other family situations
should prompt you to sit down
with your spouse or advisor and
reconsider the direction of your
portfolio. The contrast here is
between modest change within
predictable parameters, which
your financial plan should
already be able to accommodate,
versus substantive change.

In any event, portfolios should
be updated periodically over
time. Wise investors may be able
to profit from changing markets
by buying products that are new,
or show new potential.

Instead of being concerned
about short-term fluctuations, it is
better to monitor the overall
composition of the portfolio to
determine if it remains balanced
as its components experience
different rates of growth. What
started off as a perfectly
balanced mix can become

skewed as certain sectors grow
more than others.

Another important aspect to
monitor is how well your invest-
ments are doing in relation to
overall market trends. If your
investments are underperform-
ing, you should be thinking of
making changes.

The experienced investor may
enjoy the cut and thrust of
playing the market and watching
for winners and losers, but
there's a danger of over-doing it -
there is a tendency to believe
everything you read.
Newspapers are in the business
to sell newspapers, especially in
today's competitive media
climate, and investors should
take alarming headlines with a
grain of salt and not panic over
what they read over breakfast
every day. Why not let your
financial planner do his job of
keeping on top of trends?

It goes without saying that it's
best to buy low and sell high but
some people end up buying high
and selling low. Investors ought
to realize that investment deci-
sions must be contemplated in
the context of a good financial
plan. If you have developed a
financial blueprint that you
believe in, there is no need to
panic when the market experi-
ences moderate volatility. 
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Retirement and the end of accumulation mode; capital
preservation; tax planning and capital gains; business 
succession; selling real estate; wills and charitable gifting

Our examination of investment behav-
iour across generations is especially
appropriate when it comes to the sub-
ject of monitoring an investment portfo-
lio. Kate, the youngest of our three
characters, is well placed to choose a
low-maintenance strategy and simply
hold on to her investments over time,
ignoring the short-term fluctuations of
typical market cycles. Jack can't afford
to lose significant value as he begins
his investment program and so is not
as likely a candidate for long term buy-
and-hold.
Clive benefits from his ample invest-
ment experience, having been through
several market cycles, and so does not
panic at the first sign of market shrink-
age. And beyond that, he knows that
market downturns present an opportuni-
ty to take advantage of low prices.
Ultimately, though, given his advanced

age, Clive is no longer the active mar-
ket player that Kate and Jack are.
Looming ahead of him now is a seri-
ous exercise in estate planning ...

Estate Planning



Clive and lda are now set to
make some concrete decisions
about their estate. For them, it's
a complicated process, given
their consideration of moving to
Arizona, the possible sale of
their business, their desire to
leave a substantial amount for
their children and grandchildren
and their need to arrange for
adequate health care for lda.

Will they keep their long-time
Canadian home as their primary
residence? How long will they
live in Arizona?

Clive is a veteran of financial
planning, but as he sifts through
his options it becomes clear that
estate planning is a whole new
ball game. Consider the death of
a spouse, for example. Upon
death a deemed disposition is
placed on all of the deceased's
property for tax purposes. This
can be postponed though a
spousal rollover, if there is a
surviving spouse, but the full tax
bill will be due upon the
survivor's death. The impact of
capital-gains taxation on the
estate can be overwhelming.

For the last surviving spouse
the deemed-disposition rules
require that all registered plans
be redeemed, and the tax paid
on them in the year of their
eventual death. Even a relatively
small RRSP or RRIF could result
in the estate being moved into
the highest marginal tax brackets.

Clive will have to sit down with
his financial planner or tax
consulant and look at strategies
that will allow him to minimize his
current taxes while maximizing
the tax-free transfer of capital to
his beneficiaries upon death.

Clive and lda are also contem-
plating buying real estate in the
U.S. They will no doubt become
aware that there is no tax relief in
the Canadian Income Tax Act for
estate taxes paid in the U.S. This
can result in double taxation on
the same asset base, which
could cause a huge depreciation
of their estate. Their goal of
leaving as much as possible to
their offspring will have been
significantly thwarted.

What about the sale of Clive's
craft business? That represents
more complicated estate-
planning issues but also offers
new options as well. Among the
issues that need to be addressed
are taxation of capital gains and
business succession plans.

lda has a pet concern of her
own. She has decided she would
like to make a gift to the Lung
Association upon her death, a
mechanism referred to as
planned gifting. A charitable life
insurance policy may be a low-
cost way to endow the organiza-
tion. She will have the benefit of
a tax credit since her gift is to a
charitable organization in
Canada, and all she has to do 
is name the association as a
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beneficiary under a policy on 
her life. Ultimately, the Lung
Association will receive a death
benefit from the policy, and there
are none of the administrative
expenses or potential estate
disputes associated with
bequests made in a will.

It is indeed true, Clive muses
as he, lda and their financial
planner examine these issues,
that the sense of loss will be
tough enough to deal with when
a spouse dies, but living with
unforeseen financial losses at the
same time would make the situa-
tion even worse. Implementing a
comprehensive, well-designed
estate plan can represent true
piece of mind for the mature
couple as they enjoy their
remaining years in the company
of old friends and grandchildren.
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Retirement signals the end of an
investor's accumulation mode and 
typically triggers a series of estate-
planning maneuvers aimed at preserv-
ing investment capital; minimizing
estate, capital-gains and other taxes;
and taking care of wills and business-
succession matters. Incorporate
possible changes in residency into 
the mix and the exercise becomes a
daunting challenge. Clive, the wily
veteran investor, is up to the task.
Now, it's time to wrap up...

Financial plans in action: decisions and conse-
quences; sunny futures

The Happy Ending
The Happy Ending <51>
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We now revisit our three friends
Kate, Jack and Clive at a time
one year into the future. Kate,
surprising even herself, got
closer to her boyfriend Murray
after his fall down the mountain
and is now engaged. But the
love bug has not diminished her
zest for the world of sales, and
in fact she has been promoted
to regional sales manager for the
Greater Toronto Area. She and
her financial advisor had set up
regular scheduled contributions
to a diversified portfolio of mutual
funds as part of her financial plan,
and with the extra salary from
the promotion she can now
augment her deposits. Not many
26-year-olds are as well prepared
for their future as Kate is.

Jack works Saturdays on that
side project at work and is invest-
ing the extra income as part of his
new financial blueprint. His son
took the year off after graduating
from high school in order to earn
money for college and has been
taken on at the plant. He has
promised his dad he will save
everything he makes for school -
except for a little spending money
that he puts aside for the odd golf
game. Jack's daughter, mean-
while, will benefit from the
monthly payments Jack is able to
make into an RESP. Jack still
stays up late playing darts and
poker on Thursdays, but the rest
of the week he sleeps a lot better,
thanks to the efforts he has made
to get a handle on his retirement
finances.

As for our retirees, Clive and
lda now spend five months a
year at a bright new seniors
condominium in Scottdale,
Arizona and the other seven at a
new townhouse condo located
not far from their grandchildren
in Mississauga. The family home
had been sold quickly and the
business has also been sold, to
their son-in-law, who values
Clive's input as a part-time
consultant and hands-on crafts-
man during the period he is up in
Canada. The place in Arizona
has two extra bedrooms and the
children and grandchildren and
the ladies from the club have an
open invitation to visit. lda loves
the e-mail she gets from the
grandchildren every day while
down south, and overall, with a
solid estate plan in place and
that warm Arizona sun splashing
into their condo living room every
morning, both Clive and lda are
able to breath easily as they
settle into a secure retirement.

CONCLUSION:
In real life, there are not

always happy endings. But you
can take steps to ensure that
you are prepared for the future
with a well- thought-out financial
plan in place. You have taken
the first step by reading this
booklet. Now make the next
logical move and give Fiscal
Agents a call at (905) 844-7700.
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* Personal Financial
Consultation and Money
Management

*Fiscal Agents Cornerstone
Planning tools such as The
Notepad, the Blueprint, the
Cornerstone Organizer 

* Fiscal Agents Money
Management Newsletter

* Ask for the audiotape version of
The 10 Principles of Being Rich

* Investment services such as
Wealth Management Programs
and The Manager Statement
Account System

* Life and Health Insurance

* Deposit Brokerage services with
access to a Canada-wide selec-
tion of GICs, RESPs, RRSPs,
RRIFs, Canada Savings Bonds,
Guaranteed Life Annuities,
Mutual Funds, Segregated
Mutual Funds and much more

* One of Canada�s largest
websites featuring access to
over 100 in-depth financial
articles and hundreds of other
money-management resources
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In a nutshell

AGE AND EXPERIENCE.
The investor�s age, investment
horizon and market experience
are of prime importance when
making investment decisions.
Time is a factor in almost every
aspect of financial planning. 

ACCOMMODATING CHANGE.
Investors must be prepared to
make adjustments to accommo-
date changes in their lives as
they age - and also changes in
the world around them. Investors
of all ages must be willing to
change course in response to
such new conditions as revised
tax laws, changing markets or
new investment options.

ACCUMULATION MODE.
Younger investors are in the best
position to accumulate wealth
simply by letting their invest-
ments build over time.
Compound interest, time and
regular additions to their invest-
ments are their greatest allies.

COMPOUND INTEREST.
Younger investors are well
placed to take advantage of the
power of compound interest. A
useful rule for calculating how an
investment grows through
compound interest is the Rule of
72, which tells the investor how
long it will take an investment to

double based on an assumed
interest rate. The Rule of 72 can
be used to help investors calcu-
late a specific set of doubling
periods over the long term. 

RECOVERING FROM LOSSES.
Younger investors can afford to
be more aggressive because
they will have time to recover
from losses. Or they can afford
to invest conservatively because
they have a longer investment
horizon over which investments
will grow in value. In contrast,
the middle-aged investor who is
intending to build a retirement
nestegg has less time to recover
from losses and so has less
leeway to invest aggressively.
Later on in the investment
timeline, retirees who are past
the accumulation stage can�t
afford to make mistakes because
they are not in a position to start
all over again building wealth
from working income. They must
practice caution in money matters.

PRUDENT INVESTING.
Exercising prudence in planning
an investment portfolio and being
frugal in devoting scarce
resources to your investments
are virtues for any investor.
Prudence in selecting invest-
ments and discipline in following
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an investment plan will pay divi-
dends down the road.

SETTING GOALS.
On the topic of goals, it is impor-
tant to realize that you have to
know where you are going
before you decide how to get
there. In order to be in a position
to make decisions on how
money is going to be invested,
for what period of time, and what
return on investment is anticipat-
ed, investors must first decide on
their goals for the future. 

REASSESSING GOALS.
Investors should realize that
changing times, including new
government policies or national
or economic realities, or new
personal circumstances, may
force them to reassess goals and
re-evaluate the makeup of their
portfolios. Good guidelines and
goals that are personal to their
situation permit investors and
their financial advisor to make
corrections and tailor future
recommendations to fit their
needs. The clearer the definition
of your goals, the greater the
chances of your investment
success. 

IDENTIFYING VALUES. 
Before any evaluation of goals can
be made, the investor should first
identify the core values that inform
their decisions. Goals may change
over time, but values by definition
tend to remain invariable.

FOUR TYPES OF RISK. 
Smart investors should be
prepared to identify and deal
with not one but four identifiable
types of risk: investment-quality
risk, market risk, interest-rate
risk and purchasing-power risk.
Invested capital or lifestyles can
be damaged from failing to
protect against any of the four
types of risk.

VOLATILITY DEFINED. 
Volatility is the measurement
that gauges the comparative
riskiness of different investments
- that is, given the same market
conditions, how much an invest-
ments value fluctuates. When
analysts are assessing the
volatility of a particular invest-
ment, it becomes an objective
measurement, determined by
measuring the size and frequen-
cy of swings in value in a partic-
ular period of time. 

RISK/REWARD TRADEOFF. 
It is generally accepted that the
greater the potential reward
offered by any investment, the
riskier the investment tends to
be. This is known as the
risk/reward tradeoff. 

RISK TOLERANCE.
Investors must learn to identify a
personal trait within themselves
called risk tolerance. How much
risk are they comfortable with? If
the investor cannot sleep at
night worrying about his/her
investments, then the portfolio
has too much risk.
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EARNING CAPACITY AND
INSURANCE.
The most important asset most
investors who are still in accumu-
lation mode have is their ability
to earn money. The wise investor
will protect this earning capacity
by using insurance, as an
integral component of a portfolio. 

LIQUIDITY REQUIREMENTS.
Investors must plan while
keeping in mind their liquidity
requirements � that is, ensuring
they have cash or investments
that are easily convertible into
cash on hand for when they
need it. Investors at different
stages in their lives have differ-
ent liquidity concerns, such as
the need for a young person to
have cash for a down payment
on a home and an older investor
to be able to have liquidity in
case of a medical emergency.

DIVERSIFICATION PRINCIPLES.
A diversified portfolio is recom-
mended in order to spread risk
among different investments and
increase the chances of picking
winners and minimizing the
impact of losers. Investors of
different ages tend to have 
different mixes of products.
Typically, younger players seek 
a high percentage of growth-
related investments while older
investors tend to switch from
more aggressive investments
into a diversified mix of more
conservative vehicles, reflecting
the need to preserve wealth
rather than create it. 

UNDERSTANDING THE
PRODUCT.
In determining an appropriate
investment mix, investors should
understand the nature of the
products in their portfolio as well
as how those investments react
to the market in general. For
example, as interest rates go up,
bond prices go down. 

DOLLAR-COST AVERAGING.
Investors with a lump sum to
invest are wise to plan with due
consideration to the degree of
market volatility. During a period
of high volatility, investors who
invest regular sums of money on
a periodic basis, instead of one
large lump sum at once, will
have dollar-cost averaging
working for them.

BUY-AND-HOLD.
When it comes to monitoring a
portfolio, younger investors are in
a good position to adopt a
hands-off strategy and simply let
their investments grow over time.
This is called buy-and-hold.
Older investors may need to
more actively monitor their
investment mix and performance
of their investments because
they have little time to recover
from losses.

BENEFITING FROM DOWN-
TURNS.
Experienced investors under-
stand that over the long term, the
value of the stock market has
always increased. A temporary
drop means that there are
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bargains available. Buying on
market dips is a good way to
increase returns over the long
term and they also have a better
idea of what has real value. A
good financial plan should be
able to withstand downturns in
the market. If the plan has been
prepared properly in the first
place, it will remain a good plan
during a strong as well as a
weak market.

REVISING PORTFOLIOS.
Portfolios should be updated and
re-balanced periodically over
time. Wise investors may be able
to profit from changing markets
by buying products that are new,
or show new potential. Investors
should monitor how well their
investments are doing in relation
to overall market trends. 

ESTATE PLANNING.
Estate planning introduces a
whole new set of dynamics and
considerations for an older
investor. Preservation of capital,
wise tax planning and appropri-
ate succession strategies are
among the targets of the estate
planner. A comprehensive, well-
designed estate plan can repre-
sent true piece of mind for the
mature investor.
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Who said that!
200+ memorable money quotes to amuse and inform

�Lots of folks confuse bad man-
agement with destiny.�

K. Hubbard

�Life is like riding a bicycle. You don�t
fall off unless you plan to stop pedalling.�

Claude Pepper

�You may have to fight a battle
more than once to win it.�

Margaret Thather

�When saving for old age, be sure to
put away a few pleasant thoughts.�

Unknown

�A true friend is someone who is
there for you when he�d rather be
anywhere else.� 

Len Wein

�I always prefer to believe the best
in everybody - it saves so much time.� 

Rudyard Kipling

�If the window of opportunity
appears, don�t pull down the blinds.�

Tom Peters

�The key to achievement is found in
overcoming adversity until success is
achieved.. achievers sacrifice, strug-
gle, persevere in the face of discour-
agement, often alone, until they over-
come negatives and reach their goal.� 

Unknown

�If all the rich men in the world divided
up their money amongst themselves,
there wouldn�t be enough to go around.�

Jules Bertillon

�The word impossible is not in my
dictionary.�

Napoleon Bonaparte

�People who know how much they�re
worth aren�t usually worth that much.�

Nelson Bunker Hunt

�I�m living so far beyond my income
that we may almost be living apart.�

Hector Hugh Munro

�We have two hands-one for giving
and the other for receiving.�

Unknown

�Money is just what we use to
keep tally.�

Henry Ford

�If Karl, instead of writing a lot
about Capital, made a lot of Capital,
it would have been much better.�

Henritta Marx, 
Mother of Karl Marx

�The only difference between a
millionaire and the rest of us is that
while he�s working on his second
million, we�re working on our first.�

Unknown

�Money never remains just coins
and pieces of paper. It is constantly
changing into the comforts of daily
life. Money can be translated into the
beauty of living, a support in misfor-
tune, an education, or future security.
It also can be translated into a source
of bitterness.�

Sylvia Porter
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�My father always told me, �Find a
job you love and you�ll never have to
work a day in your life.�

Jim Fox

�Teaching kids to count is fine, but
teaching them what counts is better.�

Bob Talbert

�Money: A blessing that is of no
advantage to us excepting when we
part with it.�

Ambrose Bierce

�Money speaks sense in a language
all nations understand.�

Aphra Behn

�Benjamin Franklin may have dis-
covered electricity-but it was the
man who invented the meter who
made the money.�

Earl Wilson

�Money may not buy everything,
but it�s a great consolation until you
have everything.�

Anonymous

�Inflation is the world�s most suc-
cessful thief.�

Carl E. Person

�The surest way to establish your
credit is to work yourself into the
position of not needing any.�

Switzer

�There are only three ways by
which any individual can get wealth-
by work, by gift, or by theft. And,
clearly, the reason why the workers
get so little is that the beggars and
thieves get so much.�

Henry George

�It�s your attitude not your aptitude
which determines your altitude in life.�

Unknown

�Success has always been easy
to measure. It is the distance
between one�s origins and one�s
final achievement.�

Michael Korda

�The trouble with life in the fast
lane is that you get to the other end
in an awful hurry.�

John Jensen

�Champions keep playing until
they get it right.�

Billie Jean King

�Money can buy anything-except
sense.�

Hebrew Proverb

�Money doesn�t always bring hap-
piness. People with ten million dol-
lars are no happier than people with
nine million dollars.�

Hobart Brown

�The only thing I like about rich
people is their money.�

Lady Astor

�Most forward looking people have
their heads turned sideways.�

Harold Adams

�In politics, as in high finance,
duplicity is regarded as a virtue.�

Mikhail A. Bakunin

�True success is overcoming the
fear of being unsuccessful.�

Paul Sweeney

�What most people don�t seem to
realize is that there is just as much
money to be made out of the wreck-
age of a civilization as from the
building of one.�

Margaret Mitchell�

�The rich need not beg a welcome.�
French Proverb
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Luck is a matter of preparation
meeting opportunity.�

Oprah Winfrey

�Who is rich? He that is content.
Who is that? - Nobody.�

Benjamin Franklin

He worked like hell in the country
so he could live in the city, where he
worked like hell so he could live in
the country.�

Don Marquis

�The game of life is not so much in
holding a good hand as playing a
poor hand well.�

H. T. Leslie

�If you think you can, you can. And
if you think you can�t you�re right.�

Mary Kay Ash

�When a fellow says, �It ain�t the
money but the principle of the thing,�
it�s the money.�

Kin Hubbard

�To win without risk is to triumph
without glory.�

Pierre Corneille

�There are two types of people;
those who cannot make it, and those
who cannot keep it.�

Unknown

�When you can�t change the direc-
tion of your wind - adjust your sails.�

Unknown

�Sudden money is going from zero
to hundred dollars a week . The rest
doesn�t count.�

Neil Simon

�Money is like the sixth sense, and
you can�t make use of the other five
without it.�

Sommerset Maugham

�The best way to realize the pleas-
ure of feeling rich is to live in a
smaller house than your means
would you to have.�

Edward Clarke

�Behold the turtle. He makes
progress only when he sticks his
neck out.�

James B. Conant

��Everywhere is in walking dis-
tance if you have time.�

Stephan Wright

�Success is getting what you want.
Happiness is wanting what you get.�

Hayden

�A rich man, though foolish, is
treated like a lord.�

Hebrew Proverb�

Business without profit is not busi-
ness any more than a pickle is a
candy.�

Charles F. Abbott

�There are more important things
in life than a little money. And one of
them is a lot of money.�

Unknown 

�Just as soon as people make
enough money to live comfortably,
they want to live extravagantly.�

Unknown�

If money go before, all ways do 
lie open.�

William Shakespeare

�To reach a port, we must sail -
sail, not lie at anchor - sail, not drift.�

Franklin Delanor Roosevelt

�Those who condemn wealth are
those who have none and see no
chance of getting it.�

William Penn Patrick
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�The door will not open to words,
and it is only a well-filled palm that
should do the knocking.�

Tibullus

�Make money, be proud of it; make
more money, be prouder of it.�

Henry Luce

�All our dreams can come true - if
we have the courage to pursue them.�

Walt Disney

�Money never made a fool of any-
body; it only shows em up.�

Kin Hubbard

�Nothing is so embarrassing as
watching someone do something
you said couldn�t be done.�

Sam Ewing

�Money is not the root of all evil-no
money is.�

Unknown

�Just be glad you�re not getting all
the government you�re paying for.�

Will Rodgers

�A Millionaire is the only person who
receives letters from second cousins.�

Unknown

�There are no shortcuts to any
place worth going.�

Beverly Sills

�No man is any the worse off
because another acquires wealth by
trade, or by the exercise of a profes-
sion; on the contrary, he cannot have
acquired his wealth except by bene-
fitting others to the full extent of what
they considered to be its value.�

T. H. Huxley

�The harder the conflict, the more
glorious the triumph.�

Thomas Paine

�In business, the earning of profit is
something more than an incident of
success. It is an essential condition of
success because the continued
absence of profit itself spells failure.�

Louis D. Brandeis

�When I was young I thought that
money was the important thing in life;
now that I am old I know that it is.�

Oscar Wilde

�The best way to win an argument
is to begin by being right.�

Jill Ruckelshaus�

You can�t take it with you, but
where on earth can you go without
it?�

Unknown

�Money isn�t everything, but it�s
might handy if you don�t have a
credit card.�

Unknown

�One may walk over the highest
mountain one step at a time.�

John Wanamaker

�To be poor and independent is
very nearly an impossibility.�

William Corbbett

�There is not only a right thing to
do, there is a right time to do it.�

Mackenzie King

�In the middle of difficulty lies
opportunity.�

Albert Einstein

�I always start (writing) a book for
money. If you�re married five times
you have to.�

Norman Mailer

�It is folly to live poor and die rich.�
Scottish Proverb
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�If a man dies and leaves his
estate in an uncertain condition, the
lawyers become his heirs.�

Ed Howe

�Money is a terrible master but an
excellent servant.�

P. T. Barnum

�High achievement always takes
place in the framework of high
expectation.�

Jack and Garry Kinder

�No man�s credit is as good as his
money.�

Ed Howe

�There are more things in life to
worry about than just money-how to
get hold of it, for example.�

Unknown 

�Mention money and the whole
world is silent.�

German Proverb

�No gain is so certain as that
which proceeds from the economical
use of what you already have.�

Latin Proverb

�You cannot shake hands with a
clenched fist.�

Indira Gandhi

�A bank is a place where they lend
you an umbrella in fair weather and
ask for it back again when it begins
to rain.�

Robert Frost

�Inflation is when you never had it
so good or parted with it so fast.�

Max Hess

�Getting money is like digging with
a needle; spending it is like water
soaking into sand.�

Samuel Johnson

�If you cannot make money on one
dollar-if you do not coax one dollar
to work hard for you, you won�t know
how to make money out of one hun-
dred thousand dollars.�

E. S. Kinnear

�Credit is a clever financial trick
that enables us to spend what we
haven�t got.�

Unknown

�Some people may have their first
dollar, but the man who is really rich
is the one who still has his first friend.�

Unknown

�A dollar may not go so far as it once
did, but it makes it up for it in speed.�

Ned Preston

�Profitability is the sovereign crite-
rion of the enterprise.�

Peter Drucker

�It�s a rare person who wants to
hear what he doesn�t want to hear.�

Dick Cavett

�Where there is an open mind,
there will always be a frontier.�

Charles F. Kettering

�Even if you�re on the right track,
you�ll get run over if you just sit there.�

Mark Twain

�Another advantage of being rich
is that all your faults are called
eccentricities .�

Unknown 

�A budget tells us what we can�t
afford, but it doesn�t keep us from
buying it.�

William Feather

�Money is good for bribing yourself
through the inconveniences of life.�

Gottried Reinhardt
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�Money talks, but not when it�s a
small amount.�

Unknown

��A warm smile is the universal
language of kindness.�

Willaim Arthur Ward

�A miser is a poor wretch who has
nothing but money.�

Unknown

�The man with a million is seldom
as happy as the man who feels like
a million.�

Unknown

�Money isn�t everything, but it�s
way ahead of any of its competitors.�

Unknown

�A warm smile is the universal lan-
guage of kindness.�

Willaim Arthur Ward

�Get Place and Wealth, if possible
with grace; if not, by any means get
Wealth and Place.�

Alexander Pope

�The real measure of our wealth is
how much we�d be worth if we lost
all our money.�

John Henry Jowett

�Success is getting what you want.
Happiness is liking what you get.�

H. Jackson Brown

�If your friend won�t lend you fifty
dollars, he�s probably a close friend.�

Unknown

�A million dollars is not what it
used to be.�

Howard Hughes

�We were happier when we were
poorer, but we were also younger.�

Charles Lamb

�Let a man start out in life to build
something better and sell it cheaper
than it has been built or sold before,
let him have that determination and
the money will roll in.�

Henry Ford

�A warm smile is the universal lan-
guage of kindness.�

Willaim Arthur Ward

�A banker is a person who is willing
to make a loan if you present sufficient
evidence to show you don�t need it.�

Herbert V. Prochnow

�With a credit card, you don�t need
money; and with money, you don�t
need a credit card.�

Unknown

�A warm smile is the universal lan-
guage of kindness.�

Willaim Arthur Ward

�A warm smile is the universal lan-
guage of kindness.�

Willaim Arthur Ward

�No man in this world, however
high may be his rank, great his
wealth, powerful his genius, or
extensive his requirements, can ever
attain more than health, enjoyment
and respect.�

J. C. Loudon

�You become well-to-do from doing
what you do well.�

Frank Tyger

�That some should be rich, shows
that others may become rich, and
hence is just encouragement to
industry and enterprise.�

Abaham Lincon

�Be true to your teeth or your teeth
will be false to you.�

Dental Proverb
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�Viewing the matter in retrospect, I
can testify that it is nearly always
easier to make one million dollars
honestly than to dispose of it wisely.�

Julius Rosenwald

�Some people are more turned on
by money than they are by love .. In
one respect they�re alike. They�re
both wonderful as long as they last.�

Abigail Van Buren

�Education�s purpose is to replace
an empty mind with an open one.�

Malcolm S. Forbes

�As wealth is power, so all power
will infallibly draw wealth to itself by
some means or other.�

Edmund Burke

�We would rather be rich than
famous. That is, more rich and
slightly less famous.�

John Lennon

�Hospitality is making your guests
feel at home, even though you wish
they were.�

Unknown

�The man who claims that poverty
and hard work are good for charac-
ter is usually a millionaire.�

Unknown

�Nothing is more admirable than the
fortitude with which millionaires toler-
ate the disadvantages of their wealth.�

Rex Stout

�Thousands upon thousands are
yearly brought into a state of real
poverty by their great anxiety not to
be thought poor.�

William Cobbott

�No married man can understand
why every bachelor isn�t a millionaire.�

Unknown

�A diamond is the only kind of ice
that keeps a girl warm.�

Elizabeth Taylor

�Too many people expect wonders
from democracy, when the most won-
derful thing of all is just having it.�

Walter Winchell

�Marry for love and you divorce for
money; marry for money and you
divorce for love.�

Unknown

�It is not the employer who pays
wages- he only handles the money.
It is the product that pays wages.�

Henry Ford

�Our greatest glory is not in never
falling, but in rising every time we fall.�

Confucius

�Thousands upon thousands are
yearly brought into a state of real
poverty by their great anxiety not to
be thought poor.�

William Cobbott

�The most popular labour-saving
device is still money.�

Phyllis George

�One of the greatest labour-saving
inventions of today are tomorrows.�

Vincent T. Foss

�The problem nowadays is not so
much how to live within your income,
but how to live with your credit.�

Unknown

�Whatever you lend let it be money,
and not your name. Money you may
get again, and, if not, you may con-
trive to do without it; name once lost
you cannot get again, and if you can-
not contrive to do without it, you had
better never have been born.�

Henry Bulwer
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�Earn a little, and spend a little-less.�
John Stevenson

�Be like a postage stamp - stick to
one thing until you get there.�

Margaret Carty

�It is not large funds that are want-
ed, but a constant supply, like a small
stream that never dies. To have a
great capital is not so necessary as
to know how to manage one and
never be without a little.�

William Cooper

�The most popular labour-saving
device today is still a husband with
money.�

Joey Adams

�The only place where success
comes before work is in a dictionary.�

Vidal Sassoon

�There�s too many ways to spend
money and not enough new ways to
get it.�

Kim Hubbard

�Wine maketh merry: but money
answereth all things.�

The Bible

�It is better to give than to lend,
but it costs about the same.�

Philip Gibbs

�I never lost a game. I just ran out
of time.�

Bobby Layne

�Genius begins great works;
labour alone finishes them.�

Joseph Joubert

�Don�t be afraid of opposition.
Remember a kite rises against - not
with - the wind.�

Hamilton Mabie

�Always take a job that is too big
for you.�

Harry Emerson Fosdick

�Life is a grindstone. Whether it
grinds us down or polishes us up
depends on you.�

L. Thomas Holdcroft

�If there�s one thing better than
marrying a millionaire, it�s divorcing
him.�

Unknown

�If you earn $50,000 a year and
your wife earns nothing, she�s a
dependent; but if she earns $50,000
and you earn nothing, you�re a bum.�

Unknown

�The best throw of the dice is to
throw it away.�

Austin O�Malley

�Just about the time you think you
can make both ends meet, somebody
moves the ends.�

Pansy Penner

�Multiplying wealth is by far the
faster way to help the poor. Dividing
the wealth and subsidizing poverty is
the fastest way to starve everybody.�

Paul L. Poirot

�Poverty robs one of the right to
be generous.�

G. Gissing

�Persons who have never made or
saved a dollar are always telling me
how to spend a million.�

Henry Ford

�In general, the art of the govern-
ment consists of taking as much
money as possible from one class of
citizens to give to the other.�

Votaire
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�I don�t want to make money. I just
want to be wonderful.�

Marilyn Monroe

�The world is his who has money
to go over it.�

Ralph Waldo Emerson

�Money has no legs, but it runs.�
Japanese Proverb

�Money will buy a pretty good dog
but it won�t buy the wag of his tail.�

Josh Billings

�The average family exists only on
paper and its average budget is fic-
tion, invented by statisticians for the
convenience of statisticians. There is
no sense in attempting to fit into a
ready-to-wear financial pattern which
ignores your own personal wants
and desires.�

Sylvia Porter

�Money can�t buy happiness-that�s
why we have credit cards.�

Unknown

�A fanatic is one who can�t change
his mind and won�t change the subject.�

Sir Winston Churchill

�I�ve got all the money I�ll ever
need if I die by four o�clock.�

Henny Youngman

�If you can count your money, you
don�t have a billion dollars.�

J. Paul Getty

�You must have long-range goals
to keep from being frustrated by
short-range failure.�

Charles Nobel

�Better the friend we can see than
the money we cannot!.�

Greek Proverb

�Money would be more enjoyable
if it took people as long to spend it
as it does to earn it.�

Ed Howe

�Money is a stupid measure of
achievement but unfortunately it is
the only universal measure we
have.�

Charles P. Steinmetz

�Better a steady dime than a rare
dollar.�

Hebrew proverb. 

�To have money is good; to have
control of money is still better.�

Hebrew Proverb

�Save a part of your income and
begin now, for the man with a sur-
plus controls circumstances and the
man without a surplus is controlled
by circumstances.�

Henry H. Buckley

�The two leading recipes for suc-
cess are building a better mousetrap
or finding a bigger loophole.�

Edgar A. Shoaff

�Taking it with you isn�t nearly so
important as making it last until
you�re ready to go.�

Unknown

�The safest way to double your
money is to fold it over once and put
it in your pocket.�

Hubbard

�One never notices what has been
done; one can only see what remains
to be done.�

Marie Curie

�Sleep, riches, and health, to be
truly enjoyed, must be interrupted.�

Jean Paul Richter



Who said that! <67>

�I don�t know the key to success,
but the key to failure is trying to
please everybody.�

Bill Cosby

�The secret and the difference
between winners and losers is in
discipline. The winner managers his
money. The loser lets the money
manage him.�

Nicholas Dandalos

�The person who minds nobody�s
business but his own is probably a
millionaire.�

Unknown

�The habit of saving is itself an
education; it fosters every virtue,
teaches self-denial, cultivates the
sense of order, trains to forethought,
and so broadens the mind.�

T. T. Munger

�I do want to get rich but I never want
to do what there is to do to get rich.�

Gertude Stein

�An economist is an expert who will
know tomorrow why the things he pre-
dicted yesterday didn�t happen today.�

Laurence J. Peter

�Talent is what you are blessed with.
Skill is how you take care of that gift.�

Ben Holden

�The world is full of willing people,
some willing to work, the others will-
ing to let them.�

Robert Frost

�Goals without time limits are
wishes.�

Unknown

�Experience is the name everyone
gives his mistakes.�

Elbert Hubbard

�The first and most important step
toward success is the feeling that
we can succeed.�

Nelson Boswell

�If there�s a way to do it better..
Find it.�

Thomas A Edison

�Don�t get discouraged: it is often
the last key in the bunch that opens
the lock.�

Unknown

�Every job is a self-portrait of the
person who did it. Autograph yours
with excellence.�

Unknown

�If everyone is moving forward
together, then success takes care
of itself.�

Henry Ford


