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FAMILY PROFILE

WORKING THEIRWAY BACK

The Medinas lost everything in their native Uruguay before starting fresh in Canada. Now that they have
healthy salaries, they want to pay their debts and start saving for retirement. But is it too late?
; ILLUSTRATION BY AMADEO DE PALMA

ast fall Rocco Medina had a fi-

nancial epiphany. The 50-year-

old software engineer was work-

ing at his new $80,000-a-year job

in Montreal when he noticed

some magazines lying on a desk.

“I picked up MoneySense and read

the Family Profile during my lunch break,”
. says Rocco. “I was shocked. The couple in
the article seemed to have a lot of savings
compared to my own situation. I thought,

‘Man, if these people are worried about their
future, then my family and I are in trouble.””

Rocco, his wife Catalina, and their three
children—DPeter, now 24, Salina, 18, and
Paolo, 15—emigrated from Uruguay nine
years ago with only $20,000 to their name.
(We've changed names to protect privacy.)
They decided to leave their native land after
enduring two years of financial hardship.
“In 2002, there was a huge economic crisis
in Uruguay,” says Catalina, 47, an accoun-

tant. “The currency lost over one-third of
its value overnight and it was catastrophic
for us. We lost all our savings.”

Today the Medinas are slowly rebuilding
their lives. They became Canadian citizens
five years ago and bought a three-bedroom
home in a middle-class suburb of Montreal.
After struggling with several low-paying,
dead-end jobs the family now has an an-
nual household income of $145,000 and

an annual surplus of about $36,000 after
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their taxes and monthly expenses have been
looked after, That's the good news.
Unfortunately, they have virtually no
savings and their assets are minuscule. They
have amodest $250,000 home with a mort-
gage of $235,000 at 2.5%. Their RRSPs
amount to just $5,000, and they need to
pay back $11,000 they borrowed in 2009

HOW THE MONEY WAS SPENT

YEARLY DISPOSABLE INCOME
Rocco'sincome ~ $80,000
Catalina’s income. $65,000
Minus: taxes

and other dedu;:tions _

| ~ -$44,000
NET DISPOSABLE INCOME

- $101,000

YEARLY EXPENSES

Shelter

Mortgage

(includes property t_a_xes)
Ho_r_r'\egrins}uranc_:ge ]
'Hydro,(ga-s_/watgrr -
Ce" phone/ internet/TV

$13,200
$840

~ $2,000
$3,000
$19,040

Transportation
Car payments (three more years)
Ca.rinsurance. S
Gas )
Maintehancé
public transit
Total transportation

$3,600
© $900
~ $3,000
 $1,500

$1,200
610,200

Personal

Groceries

Ql-(_J_thes. haircuts, ‘etc._ _
Furniture '
Vaca_t_ion B ]
Family ski passes

$10,400
$10,000
$2,000
$6,000
$1,000

Money sent to family
in South America $1,000
Continuing e  $1,000
$500
$500
$700
$500
$1,500
435,100
564,340
$36,660

Conﬁnhing education courses '
-G'ifts'for holi_déys_ and bi&ﬁdays
Restaurants - '
Gym ‘meyﬁb_e'rshi_p o
Gardening supplies
I\)‘Iiécéllanebué '

Total personal

TOTAL EXPENSES

Annualincome
available for Investment (total
income minus _total-expenses)

Would you like MoneySense to consider your
financial situation in a future Family Profile?
Drop us aline at |etters@moneysense.ca. If
we use your story, your name will be changed

1o protect your privacy.
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through the RRSP Home Buyers’ Plan. The
family shares a Toyota Corollaworth $15,000
and still has $10,000 left on the car loan.
All told, their net worth is just $25,000. “It's
embarrassing,” says Rocco.

The Medinas have three key goals. The
first is to pay off their mortgage before Rocco
is 65. The couple would also like to save
enough money to give them an after-tax
retirement income of $40,000. “1 have a
small $300 a month pension that will come
from Uruguay when I'm 65, but nothing
more than that,” says Rocco.

Finally, they want to help Salina and
Paolo pay for four years of

worth next to nothing.” There was a run
on the banks from people desperate to with-
draw their money.

“Both Catalina and I were eventually
laid off from our jobs because our employ-
ers could no longer pay our salaries, " says
Rocco, who had worked with the same en-
gineering firm for 17 years. “Our debt bal-
looned and our household income went to
zero.  was 40 and we had three small kids.
We decided to leave.”

The Medinas tried to emigrate to Aus- ‘
tralia but were turned down. Their second
choice was Canada, and they were accepted

in 2004. Before they lett,

post-secondary education. their house in Uruguay was
g R St 0w
an e coupleis an H AVE ALREADY ! . That money helpe
he has found a job he loves them get settled in Montreal.
in video game design. PAID OFF “The first six months were
“He’s making $47,000 a THEIR HOMES really scary,” says Catalina.
pomigimimey  ANOESH S et
now,” says Rocco. :
loves his jf)b and leads an T?gg’?ﬁll;],ll){s Theri were other chal-
active social life. We're so ) lenges, too. “We really knew
hfappy for him.” TlTe Me- RETIREMENT, nothing about M{_)nttea'l,
dmsvanttopovdesn  CATALINA 20 e
¥ /]
two children to help them SAYS. HAVE Rocco. “We could speak Ital-
get good jobs, too. WE BEEN LEFT ian and Spanish, so we fig-
‘While they have clear BEHIND?' ured it would be easy for the

goals, the Medinas have

no idea how to achieve

them. “We came to Canada because we
wanted to start fresh,” says Rocco. "We
knew it had a solid economy with a society
that reflected our values. What we need
now is a plan.”

The Medinas were raised in middle-class
families in Uruguay, and both attended
university. They married in 1986. “From
the start, [ loved everything about Catalina,”
says Rocco. “She’s smart, beautiful and very
funny. Who could ask for more?”

University is free in Uruguay, but it's
extremely competitive. “It's easy to get in,
but staying in is another matter,” says Rocco.
«With a starting class of 500 kids in my
engineering program, only 40 made it to
graduation. The filtering process isinsane.”

The Medinas settled in Montevideo,
Uruguay'’s capital, where their children were
born. Rocco and Catalina had well-paid
jobs, and in 1995 bought a townhouse for
$80,000. Their only savings strategy was to
pay down the mortgage, and when the 2002
banking crisis shocked the country their
home equity evaporated. “The interest rate
rose to 18% on the $45,000 mortgage,” says
Rocco. “The mortgage was in U.S. dollars,
but my salary was paid in pesos, which were

whole family to adapt, but
the accents were so tough!”

Getting good jobs in Canada also proved
difficult. “When we arrived it was hard to
find work at the level we were used to back
home,” says Rocco. “Catalina initially found
work at a local bakery, while my first job
was working at a factory installing com-
ponents in heavy machinery. It was de-
pressing work.”

Rocco and Catalina slowly worked their
way back up the salary scale. By 2009 they
were even able to borrow some money from
Rocco’s RRSP and put $20,000 down on a
three-bedroom home in a middle-class sub-
urb. “It’s just a modest little house but we
love it,” says Rocco.

The family loves to swim, sail and ski.
They also enjoy an active social life with
the local South American social club. “We
thought we would hate winter, but now we
can’t get enough of the snow, " says Rocco.
“It just goes to show, you never know what
life has in store for you, and sometimes the
surprises can be wonderful.”

The Medinas are grateful for how far
they have come since arriving in Canada
with almost nothing. But they feel they’re .
coming up short compared with their Mon-
treal friends. “They have paid off their homes



already and saved thousands for retirement,”
says Catalina. “Have we been left behind?”

WHAT THE EXPERTS SAY

That MoneySerise article spurred the Medinas
to realize they need to make some changes
if they're going to enjoy a comfortable retire-
ment. “That’s fantastic,” says Annie Kvick,
a fee-only planner with Money Coaches
Canada in North Vancouver. “It's never too
late to start saving for retirement.”

Al Feth, a fee-only financial planner in
Waterloo, Ont., agrees. “The Medinas went
through a true financial disaster, and they
certainly had a difficult few years,” he says.
“But they've proven themselves to be truly
self-reliant. Now that they have $36,000 of
income available for investing, they can ac-
complish a lot in a few short years.” Here's
what they need to do.

Start an RESP for Paolo. The Medinas want
to give $6,000 a year to each of their two
youngest children to help fund their post-
secondary education. They should start by
immediately opening a Registered Education
Savings Plan (RESP) for Paolo.

‘When you contribute to an RESP, you're
eligible for a 20% top-up in the form of the
Canada Education Savings Grant (CESG).
But special rules apply to accounts opened
when a child reaches the mid-teens, Kvick
explains. “The Medinas need to start this
year. The rule is you have to put in a mini-
mum of $2,000 by the end of the calendar
year your child turns 15 or you're not eli-
gible for the CESG atage 16 and 17.”

Kvick says if the couple makes RESP con-
tributions of at least $5,000 in 2013 and in
each of the next two years, they will get
$1,000 in CESG annually. “That’s $3,000 in
free money.” At the end of those three years
they will have at least $18,000 in the RESP,
plus whatever return they earn on invest-
ments. That won't be enough to fund Paolo’s
entire education, but it's a good start.

Salina no longer qualifies for grant money,
so there is no point opening an RESP for her,
The Medinas should simply give her the
$6,000 annually for the next four years to
help finance her education. Some of this
could be tax-sheltered in a TFSA.

Pay off their debt. This year the couple should
pay off their $11,000 RRSP Home Buyers’
Plan loan as well as the $10,000 remaining
on their car loan. “That will save them $3,600
ayear in car payments, bringing the amount
they have available for investing to $40,000
going forward,” says Feth.

Starting next year, the Medinas should

WHERE DOES IT ALL GO?

- Vacations and recreation 10.9%

Shelter 29.6% }

Other 12.0%

L Clothing
and haircuts

15.5% Transportation 15.9%

Groceries 16.2%

*Percentage of overall spending

WHERE THEY STAND

ASSETS

Home $250,000
Rocco’s RRSP $.5,'OOO
Car $15,000
Total Assets $270,000
LIABILITIES

Mortgage (at 2.5%) $235,000
Carloan (at5%) $10,000
Total Liabilities $245,000
NETWORTH . $25,000

also put an extra $10,000 towards their mort-
gage annually. “If they do this,” says Barb
Garbens, a fee-only financial planner in To-
ronto, “their house will be paid off by 2026—
just before retirement.”

Use Tax-Free Savings Accounts. The couple
should start using TFSAs—not RRSPs—for
retirement savings. When you draw money
from an RRSP in retirement you need to
claim it as income, but that’s not true of
TFSA withdrawals. This flexibility will help
keep the Medinas’ annual retirement income
low enough to qualify for income-tested
benefits such as the Guaranteed Income
Supplement (GIS). It will also help them
avoid OAS clawbacks.

Beginning in 2014, the Medinas should
contribute about $11,000 each to their TFSAs
until they are maxed outby 2017 (after which
they would put in the annual $5,500 each).

Commit to a simple investment strategy.
The Medinas are novice investors who don’t
have the time or inclination to manage their
money. They are also starting with a modest
sum, 50 they’re not likely to find an adviser

who is willing to help them.

That'’s why they need a hassle-free strat-
egy that will give them the broad diversifi-
cation and investment returns they need to
retire comfortably.

An ideal solution would be to open an
account with ING Direct (ingdirect.ca) and
use their Streetwise Portfolios. These one-
stop Couch Potato portfolios are well-suited
to first-time investors like the Medinas. Al-
though the fees are relatively high for index
funds (1.07%), there are no account mini-
mums, no other fees or commissions, no
need to rebalance, and no need to work
with a discount brokerage.

The Streetwise Portfolios are available in
four versions ranging from 25% to 100%
equities. For their TESAs, the Medinas should
use the Streetwise Balanced Portfolio, which
invests 40% in Canadian bonds, 20%in Ca-
nadian stocks, 20% in U.S. stocks and 20%
in international stocks. This mix is conserva-
tive enough to use even in late retirement,
but they can dial down risk by adding GICs
as they get older.

Open a non-registered account in 2018. In
four years the Medinas will be largely done
paying for their children’s education. Then
they could save more money, even after
maxing out annual TFSA contributions until
age 65. They should keep paying down an
extra $10,000 a year on the mortgage until
it’s gone. The remaining $20,000 should be
put into non-registered accounts and in-
vested like their TFSAs. (By now they’ll need
an adviser to help.)

If they follow this plan, they will have
over $400,000 in TFSAs and other invest-
ments by 65, assuming a 5% annual return.
Add in government benefits and they should
be fine. “With their work experience, I es-

" timate they will receive a combined $1,000

amonth from CPP, acombined $700 amonth
from OAS and $300 a month from Rocco’s
Uruguay pension,” says Kvick. “Add in a
combined $8,400 a year from the Guaran-
teed Income Supplement (GIS) and their
annual retirement income will be $32,400.
If they need a few thousand dollars more,
they can draw from their savings with no
fear of losing their GIS. Because they will
have a paid-off house and very modest ex-
penses, life will be just fine.” 7 m

Julie Cazzin is an award-winning
business journalist and personal
finance writer based in Toronto.
For previous Family Profiles and
£ other stories by Julie, please visit
our website at MoneySense.ca
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