


JACK R. KAPOOR
College of DuPage

LES R. DLABAY
Lake Forest College

ROBERT J. HUGHES
Dallas County Community Colleges

LEWIS STEVENSON
Brock University

ERNEST J. KERST
Sheridan College

ARSHAD AHMAD
McMaster University

JORDAN FORTINO
McMaster University

Seventh Canadian Edition

kap50650_fm_i-xx.indd   1 2/8/18   4:31 PM



Personal Finance
Seventh Canadian Edition

Copyright © 2018, 2015, 2012, 2009, 2006, 2004, 2001 by McGraw-Hill Ryerson Limited. Copyright © 2009, 2007, 2004, 
2001, 1999, 1996, 1994, 1991, 1988 by McGraw-Hill Education LLC. All rights reserved. No part of this publication may 
be reproduced or transmitted in any form or by any means, or stored in a data base or retrieval system, without the 
prior written permission of McGraw-Hill Ryerson Limited, or in the case of photocopying or other reprographic copy-
ing, a licence from The Canadian Copyright Licensing Agency (Access Copyright). For an Access Copyright licence, 
visit http://www.accesscopyright.ca or call toll-free to 1-800-893-5777.

Statistics Canada information is used with the permission of Statistics Canada. Users are forbidden to copy this mate-
rial and/or redisseminate the data, in an original or modified form, for commercial purposes, without the expressed 
permission of Statistic Canada. Information on the availability of the wide range of data from Statistics Canada can 
be obtained from Statistics Canada’s Regional Offices, its World Wide Web site at http://www.statcan.ca and its toll-free 
access number 1-800-263-1136.

The Internet addresses listed in the text were accurate at the time of publication. The inclusion of a Web site does not 
indicate an endorsement by the authors or McGraw-Hill Ryerson, nor does McGraw-Hill Ryerson guarantee the accu-
racy of information presented at these sites.

ISBN-13: 978-1-25-965065-9
ISBN-10: 1-25-965065-0

1 2 3 4 5 6 7 8 9 TCP 22 21 20 19 18 

Printed and bound in Canada.

Care has been taken to trace ownership of copyright material contained in this text; however, the publisher will welcome 
any information that enables them to rectify any reference or credit for subsequent editions.

Portfolio Director, Business & Economics, International: Nicole Meehan
Portfolio Manager: Alwynn Pinard
Senior Marketing Manager: Cathie Lefebvre
Content Development Manager: Denise Foote
Content Developers: Loula March, Tammy Mavroudi, and Lindsay MacDonald
Senior Portfolio Associate: Stephanie Giles
Supervising Editor: Jessica Barnoski
Photo Research: Derek Capitaine
Copy Editor: Karen Rolfe
Plant Production Coordinator: Michelle Saddler
Manufacturing Production Coordinator: Sheryl MacAdam
Cover Design: Liz Harasymczuk
Cover Image: Panther Media GmbH/Alamy Stock Photo
Feature Icons: Financial Planning for Life’s Situations: Kaspars Grinvalds/Shutterstock; Advice from a Pro: Monkey 
Business/Shutterstock; Financial Planning Calculations: OvertheHill/Getty Images; Life Situation Case: Naypong/
Getty Images; Continuing Case: goodluz/Shutterstock; Daily Spending Diary: Compassionate Eye Foundation/Getty 
Images
Interior Design: Liz Harasymczuk
Page Layout: MPS Limited
Printer: Transcontinental Printing Group

kap50650_fm_i-xx.indd   2 2/8/18   4:31 PM



  iii

About the Authors

JACK KAPOOR
College of DuPage
Jack Kapoor is a Professor of Business and Economics in the Business and Technology Division. Dr. 
Kapoor has taught Business and Economics at College of DuPage since 1969. He received his B.A. 
and M.S. from San Francisco State College and his Ed.D. from Northern Illinois University. Professor 
Kapoor was awarded the Business and Services Division’s Outstanding Professor Award for l999–2000.

Dr. Kapoor is known internationally as a co-author of several textbooks including Business: A 
Practical Approach (Rand McNally), Business (Houghton Mifflin), and Focus on Personal Finance 
(Richard D. Irwin/McGraw-Hill).

LES DLABAY
Lake Forest College
Les Dlabay teaches in the Department of Economics and Business at Lake Forest College, Lake 
Forest, Illinois. Over the past 25 years he has taught more than 30 different courses in high school, 
community college, university, adult education, and teacher preparation programs. Dr. Dlabay has 
developed a wide variety of textbook materials, student activity guides, instructor manuals, testing 
programs, audio-visual materials, and software packages in the areas of Personal Finance, Consumer 
Economics, and International Business.

Dr. Dlabay has served as a consultant to corporations, educational institutions, and government 
agencies. He has presented more than 140 workshops and seminars in over 20 states to encourage 
teachers to actively involve students in the learning process with video presentations, newsletters, 
interviews, and Internet research activities.

ROBERT HUGHES
Dallas County Community Colleges
Robert Hughes teaches Business, Management, and Finance courses at Dallas County Community 
Colleges. In addition to Personal Finance, he has written college texts for Introduction to Business, 
Small Business Management and Entrepreneurship, and Business Math and currently has five books 
in publication. Dr. Hughes received his bachelor’s degree from Southern Nazarene University and his 
master’s and doctorate degrees from the University of North Texas.

LEWIS STEVENSON
Brock University
Lewis Stevenson is a part-time lecturer at Brock University. He has taught both Corporate and Per-
sonal Finance at the undergraduate level since 2007. Lewis graduated from Brock in 1991 with a 
Bachelor of Business and Economics degree. Lewis has been working in the financial industry since 
graduation; he attained the CFP designation (Certified Financial Planner) in 2003, and provides a full 
range of financial planning advice and services to his clients.

kap50650_fm_i-xx.indd   3 2/8/18   4:31 PM



ERNEST J. KERST
Sheridan College
Ernie Kerst is a Finance and Audit Professor at Sheridan College  in Mississauga, Ontario. His under-
graduate degree is in Economics from the University of  Toronto and his MBA is from Western Uni-
versity’s Ivey Business School.  Professionally, Ernie holds a Chartered Professional Accountant 
designation and  the Certified in Financial Forensics credential from the Chartered Professional  
Accountants of Canada and the American Institute of Certified Public  Accountants. 

Ernie is the test bank author and subject-matter  expert for a number of Finance textbooks and 
consults to small and medium-sized businesses regarding financial performance and optimal finance  
strategies.

iv About the Authors

kap50650_fm_i-xx.indd   4 2/8/18   4:31 PM



  v

Brief Contents

PLANNING YOUR PERSONAL FINANCES
 1 Personal Financial Planning: An Introduction 2

 2 Money Management Strategy: Financial Statements and Budgeting 50

 3 Planning Your Tax Strategy 78

MANAGING YOUR PERSONAL FINANCES
 4 The Banking Services of Financial Institutions 127

 5 Introduction to Consumer Credit 155

 6 Choosing a Source of Credit: The Costs of Credit Alternatives 194

 7 The Finances of Housing 219

INSURING YOUR ASSETS
 8 Home and Automobile Insurance 254

 9 Life, Health, and Disability Insurance 284

INVESTING YOUR FINANCIAL RESOURCES
 10 Fundamentals of Investing 326

 11 Investing in Stocks 365

 12 Investing in Bonds 405

 13 Investing in Mutual Funds 441

CONTROLLING YOUR FINANCIAL FUTURE
 14 Retirement Planning 472

 15 Estate Planning 505

Appendix A 531

Glossary 540

Index 546

1

2

3

4

5

kap50650_fm_i-xx.indd   5 2/14/18   3:30 PM



1

PLANNING YOUR 
PERSONAL FINANCES
Chapter 1—Personal Financial 
Planning: An Introduction 2

Overview 3

The Financial Planning Process 3
Step 1: Develop Your Financial Goals 5
Step 2: Determine Your Current Financial 

Situation  5
Step 3: Identify Alternative Courses of Action 5
Step 4: Evaluate Alternatives 6
Step 5: Create and Implement a Financial 

Action Plan  8
Step 6: Re-Evaluate and Revise Your Plan 8

Developing Personal Financial Goals 10
Factors That Influence Your Financial Goals 10
Goal-Setting Guidelines 12

The Influence of Economic Factors on 
Personal Financial Planning 13
Market Forces 13
Financial Institutions 14
Global Influences 15
Economic Conditions 16

Opportunity Costs and the Time  
Value of Money 18
Personal Opportunity Costs 18
Financial Opportunity Costs 18
Interest Calculations 19
Future Value of a Single Amount 19
Future Value of a Series of Deposits 23
Present Value of a Single Amount 23
Present Value of a Series of Deposits 23

Achieving Financial Goals 24
Components of Personal Financial  

Planning 24
Developing a Flexible Financial Plan 28
Implementing Your Financial Plan 29

Summary of Learning Objectives 29
Key Terms 30
Key Formulas 30
Financial Planning Problems 30
Financial Planning Activities 31
Life Situation Case 32

Continuing Case 32
Daily Spending Diary 33
Appendix 1A—Financial Planners and Other  

Financial Planning Information Sources 34
Appendix 1B—The Time Value of Money:  

Future Value and Present Value Computations 40

Chapter 2—Money Management 
Strategy: Financial Statements  
and Budgeting 50

Planning for Successful Money Management 51
Opportunity Cost and Money Management 52
Components of Money Management 52

A System for Personal Financial Records 53

Personal Financial Statements for Measuring 
Financial Sustainability 55
The Personal Balance Sheet: Where Are  

You Now? 55
The Cash Flow Statement: Where Did Your 

Money Go?  57
Analyzing Your Current Financial Situation 60

Budgeting: A Money Management Skill 62
Starting the Budgeting Process 63
Characteristics of Successful Budgeting 69

Saving to Achieve Financial Goals 69
Selecting a Saving Technique 70
Calculating Savings Amounts 70
Two-Income Households 70

Summary of Learning Objectives 71
Key Terms 72
Key Formulas 72
Financial Planning Problems 72
Financial Planning Activities 75
Life Situation Case 75
Continuing Case 76
Daily Spending Diary 77

Chapter 3—Planning Your Tax 
Strategy 78

Taxes and Financial Planning 79
Taxes on Purchases 80
Taxes on Property 80
Taxes on Wealth 80
Taxes on Earnings 81

Filing Your Federal and Provincial  
Income Tax Return 81
Who Must File? 81

Contents

vi

kap50650_fm_i-xx.indd   6 2/8/18   4:31 PM



Contents

Income Tax Fundamentals 82
Step 1: Determining Total Income 82
Step 2: Calculating Net Income 83
Step 3: Calculating Taxable Income 84
Step 4: Calculating Federal Taxes Owing 85
Step 5: Calculating Net Federal Tax 89
Making Tax Payments 92
Deadlines and Penalties 93
Stephanie Seymour’s 2016 Federal  

Tax Return 97

Tax-Planning Strategies 100
How Should You Receive Income? 100
Tax-Free Savings Account 101
Example 102
Maximizing the Benefit of Deductions  

and Tax Credits 103
Tax-Deferral Techniques 105
Income-Splitting Techniques 106
Ensuring That Your Portfolio is  

Tax Efficient 108
Tax Issues Important to Students 108
Changing Tax Strategies 108

Tax Assistance and the Audit Process 110
Tax Information Sources 110
Tax Preparation Software and  

Electronic Filing 110
Tax Preparation Services 112
What If Your Return Is Audited? 112

Summary of Learning Objectives 115
Key Terms 116
Financial Planning Problems 116
Financial Planning Activities 116
Life Situation Case 117
Continuing Case 118
Daily Spending Diary 119
Appendix 3A—Stephanie’s 2016 Ontario Tax T1 

General Return 120

2

MANAGING YOUR 
PERSONAL FINANCES
Chapter 4—The Banking Services  
of Financial Institutions 127

A Strategy for Managing Cash 128
Meeting Daily Money Needs 129
Types of Financial Services 130
Electronic Banking Services 130
Methods of Payment 131
Opportunity Costs of Financial Services 132

Financial Services and Economic  
Conditions 132

Types of Financial Institutions 133
Deposit-Type Institutions 133
Non-Deposit Institutions 136
Online Banking 137
Comparing Financial Institutions 139

Types of Savings Plans 140
Regular Savings Accounts 140
Term Deposits and Guaranteed Investment  

Certificates (GICS) 141
Interest-Earning Chequing Accounts 142
Canada Savings Bonds 142

Evaluating Savings Plans 142
Rate of Return 143
Inflation 143
Tax Considerations 144
Liquidity 144
Safety 144
Restrictions and Fees 144

Selecting Payment Methods 145
Types of Chequing Accounts 145
Evaluating Chequing Accounts 146
Other Payment Methods 148

Summary of Learning Objectives 150
Key Terms 150
Key Formulas 150
Financial Planning Problems 151
Financial Planning Activities 151
Life Situation Case 1 152
Life Situation Case 2 153
Continuing Case 153
Daily Spending Diary 154

Chapter 5—Introduction to  
Consumer Credit 155

What Is Consumer Credit? 156
Consumer Credit in Our Economy 157
Uses and Misuses of Credit 157
Advantages of Credit 158
Disadvantages of Credit 159
Summary: Advantages and Disadvantages  

of Credit 159

Types of Credit 159
Consumer Loans 160
Revolving Credit 160
Costs Associated  with Credit Cards 163
Benefits of Credit Cards 163
Steps to Follow When a Credit Card is  

Lost or Stolen 163
Protecting Yourself Against Debit/Credit  

Card and identity Fraud 164
Consumer Loans 167

vii

kap50650_fm_i-xx.indd   7 2/8/18   4:31 PM



viii Contents

Measuring Your Credit Capacity 171
Can You Afford a Loan? 171
General Rules of Credit Capacity 171
GDS and TDS Ratios 172
Co-Signing a Loan 172
Building and Maintaining Your  

Credit Rating 173

Applying for Credit 181
A Scenario from the Past 181
What Creditors Look For: The Five Cs  

of Credit Management 182
BEACON and FICO Scores 184
How Can I Improve My Credit Score? 185
What if Your Application Is Denied? 185

Avoiding and Correcting Credit Mistakes 186
In Case of a Billing Error 186
Identity Crisis: What to Do if Your Identity  

is Stolen 186

Summary of Learning Objectives 188
Key Terms 189
Financial Planning Problems 189
Financial Planning Activities 190
Life Situation Case 190
Continuing Case 191
Daily Spending Diary 193

Chapter 6—Choosing a Source  
of Credit: The Costs of Credit 
Alternatives 194

Sources of Consumer Credit 195
What Kind of Loan Should You Seek? 196

The Cost of Credit 199
The Effective Cost of Borrowing 199
Tackling the Trade-Offs 200
Calculating Your Loan Payments 202
Financial Planning Calculations 203
Credit Insurance 206

Managing Your Debts 206
Warning Signs of Debt Problems 207
The Serious Consequences of Debt 208

Consumer Credit Counselling Services 209

Declaring Personal Bankruptcy 210
Fending Off Bankruptcy: Consolidation  

Loans 211
Bankruptcy and Insolvency Act 211
Effects of Bankruptcy on Future Credit 212

Summary of Learning Objectives 213
Key Terms 214
Key Formulas 214
Financial Planning Problems 214
Financial Planning Activities 215
Life Situation Case 216

Continuing Case 217
Daily Spending Diary 218

Chapter 7—The Finances  
of Housing 219

Evaluating Housing Alternatives 220
Your Lifestyle and Your Choice of Housing 220
Opportunity Costs of Housing Choices 221
Renting versus Buying Housing 222
Housing Information Sources 223

Renting 224
Selecting a Rental Unit 225
Advantages of Renting 225
Disadvantages of Renting 226
Costs of Renting 227
Renting Rights 228

The Home-Buying Process 228
Step 1: Determine Home Ownership  

Needs 228
Step 2: Find and Evaluate a Property 

to Purchase 235
Step 3: Price the Property 235

The Finances of Home Buying 238
Step 4: Obtain Financing 238
Step 5: Close the Purchase Transaction 242
Home Buying: A Final Word 244

Selling Your Home 245
Preparing Your Home for Selling 245
Determining the Selling Price 245
Sale by Owner 245
Listing with a Real Estate Agent 246

Summary of Learning Objectives 246
Key Terms 247
Key Formulas 247
Financial Planning Problems 247
Financial Planning Activities 249
Life Situation Case 1 249
Life Situation Case 2 250
Continuing Case 251
Daily Spending Diary 252

3

INSURING YOUR ASSETS
Chapter 8—Home and Automobile 
Insurance 254

Insurance and Risk Management:  
An Introduction 255
What Is Insurance? 255
Types of Risks 256

kap50650_fm_i-xx.indd   8 2/8/18   4:31 PM



Contents

Risk Management Methods 256
Planning an Insurance Program 258

Property and Liability Insurance 261
Potential Property Losses 261
Liability Protection 261

Principles of Home and Property Insurance 262
Homeowner’s Insurance Coverages 262
Tenant’s Insurance 266
Home Insurance Types 266
Exclusions 267

Home Insurance Cost Factors 268
Deductibles 268
How Much Coverage Do You Need? 268
Factors That Affect Home Insurance  

Costs 269
Reducing Home Insurance Costs 270

Automobile Insurance Coverages 271
Motor Vehicle Coverages 272
Other Automobile Insurance Coverages 273

Automobile Insurance Costs 274
Amount of Coverage 274
Automobile Insurance Premium Factors 275
High-Risk-Driver Insurance 276
Reducing Automobile Insurance  

Premiums 276

Summary of Learning Objectives 277
Key Terms 278
Financial Planning Problems 279
Financial Planning Activities 279
Creating a Financial Plan 280
Life Situation Case 281
Continuing Case 282
Daily Spending Diary 283

Chapter 9—Life, Health, and 
Disability Insurance 284

Life Insurance: An Introduction 285
What Is Life Insurance? 286
The Purpose of Life Insurance 286
The Principle of Life Insurance 287

Determining Your Life Insurance Needs 289
Do You Need Life Insurance? 289
Determining Your Life Insurance  

Objectives 289
Estimating Your Life Insurance  

Requirements 289

Types of Life Insurance 291
Term Life Insurance 291
Permanent Life Insurance 292
Other Types of Life Insurance Policies 296

Important Provisions in a Life  
Insurance Contract 297

Naming Your Beneficiary 297
The Grace Period 298
Policy Reinstatement 299
Non-Forfeiture Clause 299
Incontestability Clause 299
Suicide Clause 299
Automatic Premium Loans 299
Misstatement of Age Provision 299
Policy Loan Provision 299
Riders to Life Insurance Policies 300

Buying Life Insurance 301
From Whom to Buy? 301
Comparing Policy Costs 302
Obtaining a Policy 303
Examining a Policy 303
Choosing Settlement Options 303
Switching Policies 304

Health Insurance and Financial Planning 304
What Is Health Insurance? 305
The Need for Supplemental Health  

Insurance 305
Group Health Insurance 305
Individual Health Insurance 306
Supplementing Your Group Insurance 306

Disability Income Insurance 306
Definition of Disability 307
Disability Insurance Trade-Offs 307
Sources of Disability Income 308
Determining Your Disability Income  

Insurance Requirements  310
Critical Illness Insurance 310

Supplemental Health Insurance 312
Dental Expense Insurance 312
Vision Care Insurance 312
Health Services Insurance 312
Travel Insurance 312
Accidental Death or Dismemberment  

Insurance 313
Long-Term Care Insurance 313
Major Provisions in a Health Insurance  

Policy 314
Health Insurance Trade-Offs 315
Health-Care Expenditures in Canada 315
Health Information Online 315

Summary of Learning Objectives 316
Key Terms 317
Financial Planning Problems 318
Financial Planning Activities 319
Creating a Financial Plan 319
Life Situation Case 320
Continuing Case for Part 3 321
Continuous Case 322
Daily Spending Diary 323

ix

kap50650_fm_i-xx.indd   9 2/8/18   4:31 PM



x Contents

4

INVESTING YOUR 
FINANCIAL RESOURCES
Investing for the Future 325

Chapter 10—Fundamentals  
of Investing 326

Preparing for an Investment Program 327
Establishing Investment Goals 328
Performing a Financial Checkup 328
Getting the Money Needed to Start  

an Investment Program  329
How Time Value of Money Leads to  

Long-Term Investment Success 331

Factors Affecting the Choice  
of Investments 332
Investment Safety and Risk 333
Investment Income 337
Investment Growth 337
Investment Liquidity 338

An Overview of Investment Alternatives 338
Stock or Equity Financing 339
Corporate and Government Bonds 339
Mutual Funds 340
Segregated Funds 340
Real Estate  341
Securitized Debt Instruments 342
Process 342
Other Investment Alternatives 342
Summary of Factors That Affect  

Investment Choices  343
A Personal Investment Plan 344

Factors that Reduce Investment Risk 347
The Role of a Financial Planner 347
Your Role in the Investment Process 348
Tax Considerations 350

Sources of Investment Information 353
The Internet and Online Services 353
Online Newspapers and News Programs 354
Business Periodicals and Government 

Publications 354
Corporate Reports 355
Statistical Averages 355
Investor Services and Newsletters 356
Mobile Information Services 356

Summary of Learning Objectives 357
Key Terms 358
Key Formulas 358
Financial Planning Problems 358
Financial Planning Activities 359

Creating a Financial Plan 360
Life Situation Case 361
Continuing Case 362
Daily Spending Diary 364

Chapter 11—Investing in Stocks 365

Common Stocks 366
How Are the Markets Doing? 367
Why Corporations Issue Common Stocks 368
Why Investors Purchase Common Stocks 369

Preferred Stocks 372
The Cumulative Feature of Preferred  

Stocks 373
The Participation Feature of Preferred  

Stocks 374
The Conversion Feature of Preferred  

Stocks 374

Evaluation of a Stock Issue 374
Stock Valuation 375
Classification of Stock Investments 375
How to Read Stock Prices 377
Web Sites and Mobile Applications 377
Stock Advisory Services 378
Corporate News 383
Factors That Influence the Price  

of a Stock 384
Measures of Corporate Risk, Performance,  

and Shareholders’ Returns  384

Buying and Selling Stocks 387
Primary Markets for Stocks 388
Secondary Markets for Stocks 388
Brokerage Firms and Account Executives 389
Should You Use a Full-Service or  

a Discount Brokerage Firm? 389
Types of Stock Orders 390
Computerized Transactions 391
Commission Charges 391
Securities Regulation 392

Long-Term and Short-Term Investment  
Strategies 393
Long-Term Techniques 393
Private Equity 394
Short-Term Techniques 395
Hedge Funds 398

Summary of Learning Objectives 398
Key Terms 399
Key Formulas 400
Financial Planning Problems 400
Financial Planning Activities 402
Creating a Financial Plan 402
Life Situation Case 403
Continuing Case 403
Daily Spending Diary 404

kap50650_fm_i-xx.indd   10 2/8/18   4:31 PM



Contents

Chapter 12—Investing in Bonds 405

Characteristics of Corporate Bonds 407

Why Corporations Sell Corporate Bonds 409
Types of Bonds 409
Convertible Bonds and Bonds with  

Warrants 409
Provisions for Repayment 410
Other Types of Bonds 411

Why Investors Purchase Corporate Bonds 412
Stocks Always Beat Bonds: Myth or Fact? 412
Interest Income 412
Changes in Bond Value 413
Bond Repayment at Maturity 415
Comparing Bonds to GICs 415
A Typical Bond Transaction 416
The Mechanics of a Bond Transaction 417

Government Bonds and Debt Securities 418
Types of Bonds 419
Provincial Government Securities and 

Guarantees 422
Municipal Bonds/Instalment Debentures 422
High-Yield Bonds 423

The Decision to Buy or Sell Bonds 423
Annual Reports 425
The Internet 425
Bond Ratings 426
Bond Yield Calculations 428
Other Sources of Information 430

Summary of Learning Objectives 431
Key Terms 432
Key Formulas 433
Financial Planning Problems 433
Financial Planning Activities 435
Creating a Financial Plan 435
Life Situation Case 436
Continuing Case 437
Daily Spending Diary 438
Appendix 12A—Market Interest Rates and  

Bond Pricing 439

Chapter 13—Investing in  
Mutual Funds 441

Why Investors Purchase Funds 443
Characteristics of Mutual Funds 445
Management Fees and Other Charges 449
Management Expense Ratio 449
Special Fees 449

Classifications of Mutual Funds 451

How to Make a Decision to Buy or Sell  
Mutual Funds 454
How to Read the Mutual Funds Section 455
Financial Objectives—Again 455
Mutual Fund Prospectus 455

Mutual Fund Annual Report 456
Financial Publications 456
The Internet 457

The Mechanics of a Mutual  
Fund Transaction 459
Return on Investment 459
Taxes and Mutual Funds 460
Purchase Options 462
Withdrawal Options 463

Summary of Learning Objectives 464
Key Terms 465
Key Formulas 465
Financial Planning Problems 465
Financial Planning Activities 466
Creating a Financial Plan 467
Life Situation Case 468
Continuing Case 469
Daily Spending Diary 470

5

CONTROLLING YOUR 
FINANCIAL FUTURE
Chapter 14—Retirement Planning 472

Why Retirement Planning? 473
Tackling the Trade-Offs 474
The Importance of Starting Early 474
The Basics of Retirement Planning 475

Conducting a Financial Analysis 476
Review Your Assets 477

Retirement Living Expenses 478
Adjust Your Expenses for Inflation 482

Planning Your Retirement Housing 482
Type of Housing 482
Avoiding Retirement Housing Traps 483

Planning Your Retirement Income 484
Public Pensions 484
Employer Pension Plans 486
Personal Retirement Plans 490
Tax-Free Savings Accounts (TFSAs) 496
Will You Have Enough Money during 

Retirement? 496

Living on Your Retirement Income 497
Tax Advantages 497
Working during Retirement 497
Investing for Retirement 498
Dipping into Your Nest Egg 498

Summary of Learning Objectives 499
Key Terms 500

xi

kap50650_fm_i-xx.indd   11 2/8/18   4:31 PM



Financial Planning Problems 500
Financial Planning Activities 501
Creating a Financial Plan 501
Life Situation Case 502
Continuing Case 503
Daily Spending Diary 504

Chapter 15—Estate Planning 505

Why Estate Planning? 506
What Is Estate Planning? 507
Provincial Family Law 507
The Opportunity Cost of Rationalizing 508

Legal Aspects of Estate Planning 509
Wills 510

Types and Formats of Wills 512
Writing Your Will 512
Specific Requirements for a Will 516
Altering or Rewriting Your Will 517
A Living Will 517
Ethical Will 518
Letter of Last Instruction 519

Types of Trusts and Estates 519
Types of Trusts 519
Pros and Cons of a Trust 522
Estates 522
Estate Assets Not Distributed by a Will 523
Settling Your Estate 523

Summary of Learning Objectives 525
Key Terms 526
Financial Planning Activities 526
Creating a Financial Plan 527
Life Situation Case 527
Continuous Case for Part 5 528
Continuing Case 529
Daily Spending Diary 530

Appendix A: Daily Spending Diary 531

Glossary 540

Index 546

xii Contents

kap50650_fm_i-xx.indd   12 2/8/18   6:11 PM



  xiii

Preface

THIS BOOK AND REALITY 
Although the 2008 recession was 10 years ago, it remains fresh in most people’s minds. Markets have 
recovered since, but there is still a lot of uncertainty from a macro-economic standpoint on how 
things will work out. Governments are using fiscal policy to try to create stimulus as quantitative 
easing programs subside; Europe is struggling to maintain the European Union, as protectionism 
is becoming a political platform for many countries (e.g., Brexit), including the United States. Here 
in Canada, we’ve recently experienced a phenomenal real estate boom that financial analysts and 
economists consider unsustainable. Debt levels are extremely high with personal household debt to 
GDP at 101 percent as of January 1, 2017.1 

The seventh Canadian edition of Personal Finance aims to take a hard look at these extraordinary 
times and provide context to the economic woes that continue for many of us since those fateful days 
in 2008. While we do not pretend to have all the answers as these economic changes unfold, we do 
invite you to join us in asking the difficult questions: Where do we go from here? How can we better 
adapt to the new and emerging realities for the money, banking, consumer, and investment markets?

People around the world continue to react in disbelief to the changes in the value of their savings 
and investments over time as pension, insurance, and retirement funds are implicated. It is within this 
climate of change that personal financial management becomes more important than ever. We learn 
the consequences of poor decision making and what can happen to a society that is all too comfort-
able living beyond its means, and the institutions that facilitate this way of life. We also explore the 
major implications on future planning when individuals don’t know exactly where their money is 
being spent. As financial managers, we have seen it all: From clients with lower incomes, who are 
able to live comfortably, to those of a higher tax bracket, who are struggling with overwhelming debt 
and  unmanageable budgets. Knowing where your money is going and how it impacts your future 
goals is half the battle and a concept that a lot of people still don’t think that much about. 

As teachers and professionals, we stress the importance of being fully aware of the decisions you 
make and understanding opportunity costs and associated consequences. The seventh Canadian edi-
tion of Personal Finance aims to provide this basic understanding and show how financial decisions 
will impact you at every stage of life. Access to information and advice is easier than ever, but it’s 
how we apply this information that counts. Progress has to be actively done by everyone. Personal 
financial management is not the only secret to a happy life, but living within your means does go a 
long way to reducing the stress and anxiety that can accompany and help us to overcome the hard 
economic times.

UPDATED CONTENT IN THE SEVENTH EDITION
There are numerous changes, updates, and new exhibits in this edition. A Continuous Case and 
Daily Spending Diary are two of the big additions made to each chapter. These can be used by 
students individually or during class discussions. The reader might find the following highlights espe-
cially useful:

Chapter 1

•	 Additional questions and examples on financial planning.

Chapter 2

•	 Updated information on creating personal budgets and personal financial planning tools.

1 https://tradingeconomics.com/canada/households-debt-to-gdp
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Chapter 3

•	 Updated information on Tax-Free Savings Accounts.

•	 Revised tax rates, exemption amounts, and a tax example using 2016 T1 General.

Chapter 4

•	 Modernized the chapter to include information regarding phone apps and online banking.  

•	 Added content on identity and property theft.

Chapter 5

•	 Expanded discussion on abusing credit and the effects of poor money habits. 

•	 Added information on credit card fraud, costs, features, benefits, and policies for fraudulent 
charges.

•	 Updated discussion to include Beacon scores equivalent to the U.S. FICO and VantageScore, as 
well as added details about newly enacted legislation that limits how much people can borrow 
against their homes.

Chapter 6

•	 Updated information on bursaries and student loans such as the Ontario Student Assistance 
Program (OSAP).

•	 Updated discussion on high fees targeted to students and recent graduates by lenders.

Chapter 7

•	 Added CMHC information.

•	 Expanded discussion of renting vs. buying.

•	 Explored the risk of rising rates on house-buying plans for those looking at variable rate 
mortgages.

•	 New end-of-chapter questions.

Chapter 8

•	 Updated information on errors and omissions in insurance.

•	 Discussed underlying factors affecting auto insurance.

•	 Added information on how recent natural disasters in Canada have impacted the insurance 
industry and policy holders.

•	 New end-of-chapter questions.

Chapter 9

•	 Added information on government disability plans.

•	 Added an updated life insurance needs worksheet.

•	 Added focus on students discovering and utilizing CPP & EI regarding disability plans.

Chapter 10

•	 Updated examples on new dividend and TFSA rates.

•	 Added new online sources and mobile investing applications.

•	 Added updated rules affecting REITs.

•	 Greater exploration of Canadian investment trends.

Chapter 11

•	 Revised discussion of specific stock transactions: links and exhibits more consistent with current 
investment research and trading technology.

•	 Discussed role of full-service brokers in an online trading world.

xiv Preface
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xvPreface

Chapter 12

•	 Removed bond price estimate calculation in place of accurate bond price calculation.

•	 Updated sample bond transactions, bond yields, and real return bonds, and improved discussion 
on why bond valuation is important.

•	 Updated information on the government’s decision to eliminate Canada Saving Bonds.

Chapter 13

•	 Added information on ETFs.

•	 Revised coverage of mutual fund characteristics.

•	 Updated mutual fund examples and return rates through 2017.

Chapter 14

•	 Updated information on pension plan types, including details of recent changes to both CPP and 
OAS.

•	 Added TFSAs to the retirement planning discussion; greater discussion of similarities and differ-
ences between these and RRSPs.

•	 Improved focus on defined pension plans and transfer options.

Chapter 15

•	 Updated discussion on testamentary trusts as a planning tool and the recent tax changes 
introduced.

•	 Added discussion of the RDSP (Registered Disability Savings Plan) and options for estate 
planning.

•	 Added probate fee chart and discussed the pros and cons of trying to avoid probate.

Appendix A: Daily Spending Diary

•	 New to this edition, this spending diary provides a useful template that helps students better 
understand their spending patterns.

•	 Record sheets provided. 

•	 Great addition to text’s focus on better understanding spending habits and identifying spending 
activities that can be improved.

SUPERIOR LEARNING SOLUTIONS AND SUPPORT
The McGraw-Hill Education team is ready to help you assess and integrate any of our products, 
technology, and services into your course for optimal teaching and learning performance. Whether 
it’s helping your students improve their grades or putting your entire course online, the McGraw-Hill 
Education team is here to help you do it. Contact your Learning Solutions Consultant today to learn 
how to maximize all of McGraw-Hill Education’s resources. 

For more information, please visit us online: http://www.mheducation.ca/he/solutions. 
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Walkthrough

CHAPTER OPENING CASES describe 
situations that the learner will face or is 
currently facing. A case begins each chapter’s 
discussion by presenting a problem, dilemma, 
or circumstance that clearly needs immediate 
attention. The questions accompanying the 
case correspond to the sequence of the chap-
ter’s contents and link procedures that may 
otherwise seem unrelated.

50

Money Management Strategy: 
Financial Statements and Budgeting

LEARNING OBJECTIVES

LO1 Recognize relationships among financial documents and money management 
activities.

LO2 Create a system for maintaining personal financial records.

LO3 Develop a personal balance sheet and cash flow statement.

LO4 Create and implement a budget.

LO5 Calculate savings needed to achieve financial goals.

CHAPTER 2CHAPTER 2

Dean Mitchell/Getty Images

LEARNING OBJECTIVES structure the 
chapter, and each objective is repeated at 
the appropriate point in the main body of 
the chapter. The learning objectives appear 
again in the summary at the end of the 
chapter and are used to organize end-of-
chapter questions, problems, and exercises; 
they also appear in the instructor’s 
materials.

2

Personal Financial Planning:  
An Introduction

LEARNING OBJECTIVES

LO1 Analyze the process for making personal financial decisions.

LO2 Develop personal financial goals.

LO3 Assess economic factors that influence personal financial planning.

LO4 Determine personal and financial opportunity costs associated with personal 
financial decisions.

LO5 Identify strategies for achieving personal financial goals for different life 
situations.

Image Source/Getty Images 

CHAPTER 1

Chapter 1      Personal Financial Planning: An Introduction           29

IMPLEMENTING YOUR FINANCIAL PLAN
You must have a plan before you can implement it. However, once you have clearly assessed your 
current situation and identified your financial goals, what do you do next?

The most important strategy for success is the development of financial habits that contribute to 
both short-term satisfaction and long-term financial security, including the following:

1. Using a well-conceived spending plan helps you stay within your income while you save and 
invest for the future. The main source of financial difficulties is overspending.

2. Having appropriate insurance protection helps you prevent financial disasters.
3. Becoming informed about tax and investment alternatives helps you expand your financial 

resources.

Achieving your financial objectives requires two things: (1) commitment and a willingness to 
learn, and (2) appropriate information sources. You must provide the first element; the chapters that 
follow will provide the second. For successful financial planning, know where you are now, know 
where you want to be, and be persistent in your efforts to get there.

CONCEPT CHECK 1–5

1. What are the main components of personal financial planning?

2. What is the purpose of a financial plan?

3. Identify some common actions taken to achieve financial goals.

SUMMARY OF LEARNING OBJECTIVES

LO1 Analyze the process for making personal financial decisions.
Personal financial planning involves the following process: (1) determine your current financial situation;  
(2) develop financial goals; (3) identify alternative courses of action; (4) evaluate alternatives; (5) create and 
implement a financial action plan; and (6) re-evaluate and revise the financial plan.

LO2 Develop personal financial goals.
Financial goals should (1) be realistic; (2) be stated in specific, measurable terms; (3) have a time frame; and  
(4) indicate the type of action to be taken. They are affected by a person’s values, attitude toward money, and 
life situation.

LO3 Assess economic factors that influence personal financial planning.
Financial decisions are affected by economic factors such as consumer prices, interest rates, and employment 
opportunities.

LO4 Determine personal and financial opportunity costs associated with personal financial 
decisions.
Every decision involves a trade-off with things given up. Personal opportunity costs include time, effort, and 
health. Financial opportunity costs are based on the time value of money.

Future value and present value calculations enable you to measure the increased value (or lost interest) 
that results from a saving, investing, borrowing, or purchasing decision.

LO5 Identify strategies for achieving personal financial goals for different life situations.
Successful financial planning requires specific goals combined with spending, saving, investing, and borrowing 
strategies based on your personal situation and various social and economic factors.

xvi
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STUDENT WORK has been incorporated 
into selected Financial Planning boxes and 
depicts how former students have 
approached a number of decisions relevant 
to them. These samples serve to model for 
the students’ peers how they tackled diffi-
cult questions by highlighting methods of 
analysis and suggested courses of action.
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Note: These taxable income items and deductions are based on the 
2016 tax year and may change due to changes in the Income Tax Act.

 Yes No

Is it taxable income . . . ?

 1. Lottery winnings  

 2. Child support received  

 3. Workers’ compensation benefits  

 4. Life insurance death benefits  

 5. Provincial bond interest earnings  

 6. Bartering income  

 7. GST/HST credit  

Answers: 5, 6, 9—yes; 1, 2, 3, 4, 7, 8, 10, 11, 12, 13—no.

 Yes No

Is it deductible . . . ? 

 8. Life insurance premiums  

 9. Recurring spousal support  
payments  

10. Fees for traffic violation tickets  

11. Mileage for driving to volunteer  
work  

12. A notary’s fee for preparing  
a will  

13. Income tax preparation fee  

Is It Taxable Income? Is It Deductible?

Certain financial benefits individuals receive are not subject to federal income tax. 
Indicate whether each of the following items is or is not included in taxable income 

when you compute your federal income tax.

Indicate whether each of the following items is or is not deductible when you compute your federal 
income tax.

Financial Planning for Life’s Situations

STEP 4: CALCULATING FEDERAL TAXES OWING
Your taxable income is the basis for computing the amount of your income tax owing. Tax rates and 
the benefits of tax credits are the final phase of the tax computation process. This calculation is per-
formed on Canada Revenue Agency (CRA) Schedule 1, not directly on the T1 General Income Tax and 
Benefit Return. The impact of non-refundable tax credits also appears on Schedule 1.

The first four federal tax brackets and corresponding rates in 2016 were: 

(Income over $200,000 has a federal tax rate of 33 percent.)

FINANCIAL PLANNING CALCULATIONS fea-
tures approximately 100 mathematical applications 
that the learner must master. All these calculations are 
situated in decisions that are typical of what learners 
encounter but may have shied away from due to the 
numbers behind these operations. The procedures 
illustrated in these calculations reinforce concepts 
introduced in the chapter in an applied setting. They 
are also tied to end-of-chapter questions and 
exercises.

90 Part 1      Planning Your Personal Finances

STEP 5: CALCULATING NET FEDERAL TAX
There are two types of tax credits that can reduce the amount of tax you owe: non-refundable tax 
credits and refundable tax credits. The more common are non-refundable tax credits, which are sub-
tracted from the amount of taxes owed but can never reduce net federal tax below zero. (See the 
Financial Planning Calculations box.)

Personal credits, such as the basic, spousal, dependants, age, and disability credits, reduce your 
payable income tax directly according to how each may apply to your situation. Some of the other 
credits that might also be claimed are for charitable or political donations, caregiver and medical 
expenses, Canada Employment amount, tuition fees, textbooks, public transit passes, interest on 
student loans, and dividend tax credits.

The first step in calculating a non-refundable tax credit is to determine the maximum applicable 
amount. (See Exhibit 3–4 for the maximum federal amounts in 2016.) Sometimes, the amount is pre-
set by the government, as is the case for the basic personal amount set at $11,138 for 2016 federal tax 

Tax Credits versus Tax Deductions

Many people confuse tax credits with tax deductions. Is one better than the other? A 
tax credit, such as tuition fees or medical expenses, results in a dollar-for-dollar 

reduction in the amount of taxes owed. A tax deduction, such as an RRSP contribution, reduces the 
taxable income on which your taxes are based.

All non-refundable tax credits reduce taxes payable with the limitation that taxes payable cannot be 
reduced below zero. Aside from charitable donations that total more than $200, political donations 
and the dividend tax credit (which require additional procedural calculations), the amount claimed is 
multiplied by 15 percent to arrive at the tax credit. For example, if $100 is spent on tuition, then about 
$15 can be claimed as a direct reduction of taxes ($100 × 0.15).

On the other hand, a deduction of $100 may or may not reduce your taxes by $15 because the 
tax savings arising from the deduction depend on your marginal tax rate. Note that tax savings 
are simply equal to the deduction multiplied by the marginal tax rate. Thus, it should be apparent 
that a tax credit of one dollar is worth more than a deduction worth one dollar. However, making a 
comparison of whether spending on a deductible item is better than spending on an item that 
generates tax credits requires a careful specification of several variables, including your marginal 
federal rate, the province in which you reside, the rules attributed to the tax credit in question, 
and so on. Careful financial planning helps you use both tax credits and tax deductions to your 
maximum advantage.

Financial Planning Calculations

$100 Tax Deduction

Reduces your taxable income by $100. The 
amount of your tax reduction depends on your 
tax bracket. Your federal taxes will be reduced 
by $15 if you are in the 15 percent tax bracket 
and by $22 if you are in the 22 percent tax 
bracket.

FINANCIAL PLANNING FOR LIFE’S 
SITUATIONS offers information that 
encourages the learner to take action. This 
feature is based on the principle of active 
learning; it presents example situations to 
prompt learners to apply newly acquired 
concepts and make unique financial plan-
ning decisions.
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ADVICE FROM A PRO is a great example 
of distributed expertise and multiple perspec-
tives. In this box, industry professionals 
provide the kind of advice one can  internalize 
in order to make sense of the informational 
deluge that all of us face.

DID YOU KNOW? boxes contain 
up-to-date facts, figures, and answers to 
frequently asked questions. They are 
featured several times within each chapter 
and typically elicit an “a-ha!” moment from 
the learner. These are not just catchy, but 
provide well-researched insights that are 
often missed and quoted by students in 
discussion forums.
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•	 Tax	services	ranging	from	local	services	to	national	firms	with	many	offices,	such	as	H&R	
Block	and	Liberty	Tax	Service.

•	 Accountants	who	offer	tax	assistance	along	with	other	business	services.	Chartered	Profes-
sional	Accountants	(CPAs)	with	special	training	in	taxes	can	help	with	tax	planning	and	
preparing	your	annual	tax	return.

•	 Tax	lawyers	usually	do	not	complete	tax	returns;	however,	you	can	use	legal	services	when	
you	are	involved	in	a	complicated	tax-related	transaction	or	when	you	have	a	difference	of	
opinion	with	the	government.

Even	if	you	hire	a	professional	tax	preparer,	you	are	responsible	for	supplying	accurate	and	com-
plete	information	and	for	the	contents	of	your	income	tax	return.	Hiring	a	tax	preparer	will	not	guar-
antee	that	you	pay	the	correct	amount.	A	U.S.	study	conducted	by	Money	magazine	of	41	tax	preparers	
reported	fees	ranging	from	$375	to	$3,600,	with	taxes	due	ranging	from	$31,846	to	$74,450	for	the	same	
fictional	family.	If	you	owe	more	tax	because	your	return	contains	errors	or	you	have	made	entries	
that	are	disallowed,	it	is	your	responsibility	to	pay	that	additional	tax,	plus	any	interest	and	penalties.

Be	wary	of	tax	preparers	and	other	businesses	that	offer	your	refund	in	advance.	These	“refund	
anticipation	 loans”	 frequently	 charge	 high	 interest	 rates	 for	 this	 type	 of	 consumer	 credit.	 Studies	
reveal	that	interest	rates	sometimes	exceed	300	percent	(on	an	annualized	basis).

WHAT	IF	YOUR	RETURN	IS	AUDITED?
The	CRA	reviews	all	returns	for	completeness	and	accuracy.	If	you	make	an	error,	your	tax	is	auto-
matically	recalculated	and	you	receive	either	a	bill	or	a	refund.	If	you	make	an	entry	that	is	disal-
lowed,	you	will	be	notified	by	mail.	A	tax audit	is	a	detailed	examination	of	your	tax	return	by	the	
CRA.	 In	most	audits,	 the	revenue	department	requests	more	 information	 to	support	 the	entries	on	
your	tax	return.	Be	sure	to	keep	accurate	records	to	support	your	return.	Keep	receipts,	cancelled	

A Pro Speaks on Tax Planning

Any attempt to calculate your investment return must include the least exciting, 
most annoying financial subject: taxes. Even the word makes me cringe!

The government will get their share of your money—no exceptions. Smart tax planning helps you pay 
less tax legally. The federal government isn’t fooling around: Those who use illegitimate techniques 
to avoid paying taxes get socked with high-priced penalties or jail time. Pay your taxes on time!

Around the first of the year, you will begin to receive a series of statements from the jobs at which 
you have worked or financial institutions where you hold accounts. This includes brokerage firms, 
banks, mutual funds, and other intermediaries. Find the receipts from any charitable donations you’ve 
made and proof of any employment-related expenses you plan on writing off. Keep these materials 
together; lost forms waste time and money!

Your tax return has several sections of which you need to be aware. Generally, your income should be 
added up, including any losses. Figure your taxable income, factor in additional credits or taxes, and 
write a cheque. You’ve just paid your taxes!

For those with a home business, complicated returns, or sketchy paperwork, some professional tax 
guidance is highly recommended—and worth it! Spending some money on a tax preparer or CPA might 
seem daunting but will ensure that your return is filed accurately and rapidly.

Advice from a Pro
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one-half of capital gains is taxable and so the tax treatment of capital gains is much more favourable 
than that of interest income. However, shifting your asset allocation toward high-risk common shares 
solely to reduce taxes may not match your financial goals and risk tolerance. A better approach, 
encompassing both investment and tax considerations, is to select an asset allocation based on your 
goals and risk tolerance and then decide in which account to hold the investments in order to maxi-
mize after-tax investment cash flows. This concept will be discussed later in the chapter under tax 

strategies.
The principal purpose of taxes is to finance government activities. As citizens, we expect the gov-

ernment to provide services such as police and fire protection, schools, road maintenance, parks and 
libraries, and safety inspection of food, drugs, and other products. Most people pay taxes in four 
major categories: taxes on purchases, property, wealth, and earnings.

TAXES ON PURCHASES
You probably pay sales tax on many of your purchases—for example, the 5 percent federal goods and 
services tax, commonly referred to as the GST. Provinces also charge an additional sales tax (with the 
exception of Alberta). In most provinces, federal and provincial sales taxes have been harmonized 
into a single tax, referred to as the Harmonized Sales Tax (HST). For example, Ontario has an HST 
rate of 13 percent while PEI has an HST rate of 15 percent. In order to reduce the economic burden of 
such taxes on low-income individuals, certain goods and services—including most food items and 
prescription drugs—are exempt from sales taxes, and low-income individuals may be eligible for a 
refund of a portion of the HST/GST and provincial sales taxes they have paid.

In addition to the sales tax, an excise tax may be imposed by the federal and provincial govern-
ments on specific goods and services, such as gasoline, cigarettes, alcoholic beverages, tires, air 
travel, and telephone service.

TAXES ON PROPERTY
Real estate property tax is a major source of revenue for local governments. This tax is based on the 
assessed value of land and buildings. The increasing amount of real estate property taxes is a major 
concern of homeowners. Retired people with fixed incomes may encounter financial difficulties when 
local property taxes increase rapidly.

Provincial and municipal governments may assess taxes on the value of automobiles, boats, fur-
niture, and farm equipment.

TAXES ON WEALTH
Currently, the federal and provincial governments impose a tax on the increase in an individual’s 
wealth, called a capital gains tax. With few exceptions, the increase in value of any capital asset that 
is realized at the time of sale or transfer is subject to capital gains tax. Most exceptions involve trans-
fers to spouses and financially dependent or disabled children. Fifty percent of capital gains, net of 
any capital losses, are taxable in the year they are incurred.

Did you know?
Tax Freedom Day provides Canadians with a true picture of their tax burden. According to the Fraser 
Institute’s annual calculations, income earned prior to June 7, 2016, was used to pay the total tax bill 
imposed by all levels of government. This means that, on the average, every dollar you earned in the first 
half of 2016 was not for you, but for the government.

SOURCE: C. Lammam, M. Palacios, F. Ren “Canadians Celebrate Tax Freedom Day on June 7, 2016” (June 7, 2016); 
fraserinstitute.org.

CONCEPT CHECKS are a valuable device 
to help learners digest conceptual chunks 
within a section before they proceed further 
into the chapter. These questions also serve to 
refocus students’ attention on the learning 
objective that applies to each section.
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system of personal taxation and, as a result, its residents must file both a federal tax return and a 
separate Quebec tax return.

While the Quebec Taxation Act has a number of similarities with the federal Income Tax Act, there 
are still a number of differences. If you must file a return in the province of Quebec, it is imperative 
that you contact the Ministère du Revenu du Québec for further information. Quebec tax forms and 
guides are available in both French and English from the provincial government’s Web site at http://
www.gouv.qc.ca.

All other provinces and territories apply a Tax on Income (TONI) system that permits the province 

to decide its own tax rates to be applied to taxable income, as well as different non-refundable and 
refundable tax credits.

INCOME TAX FUNDAMENTALS
LO2 Illustrate how federal income taxes are computed by completing a federal income tax 

return.

Each year, millions of Canadians are required to pay their share of income taxes to the federal gov-
ernment. The process involves computing taxable income, determining the amount of income tax 
owed, and comparing this amount with the income tax payments withheld or made during the year. 
Exhibit 3–1 outlines the steps required in the calculation of your federal and provincial income tax 
due for all provinces other than Quebec.

STEP 1: DETERMINING TOTAL INCOME
TYPES OF INCOME With minor exceptions, most income earned by Canadian residents is 
subject to federal and provincial income tax. Your total income consists of five main components:

1. Employment income is remuneration received for personal effort, including salaries, wages, 
commissions, tips, bonuses, and taxable employee benefits.

2. Net business income includes any income from an activity that is carried out for profit, 
including income from a sole proprietorship, partnership, corporation, or profession, after 
expenses are deducted.

3. Investment income, or income from property, includes income in the form of interest, divi-
dends, and rental income net of expenses. Dividend income from eligible dividends is grossed-
up by 38 percent to compute taxable dividends (Note: The 2016 budget proposed that 
the non-eligible dividend gross-up be amended to 17 percent).

4. Taxable capital gains, although commonly referred to as investment income, is not defined 
as such by the Income Tax Act. As mentioned earlier, it is a tax on accumulated wealth. Capital 
gains are generated upon the sale of capital assets such as stocks, bonds, and real estate. Any 
capital losses incurred in the same calendar year are first subtracted from capital gains, and 
50 percent of the resulting amount is taxable.

5. Other income includes retirement income from corporate pension plans and RRSPs; payments 
from government plans such as the Canada Pension Plan, Employment Insurance, or Old Age 
Security; and spousal and certain child support payments.

CONCEPT CHECK 3–1

1. How should you consider taxes in your financial planning?

2. What types of taxes do people frequently overlook when making financial decisions?

3. Who must file an income tax return?

FINANCIAL PLANNING ACTIVITIES provide 
an opportunity for students to translate learning 
objectives into research, which in turn feeds into 
decisions they may be ready to make. A “To Do” list 
includes various procedures, techniques, and 
sources of information.
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KEY TERMS

average tax rate

deductions

employment income

excise tax

investment income

marginal tax rate

net business income

net income

tax audit

tax credit

tax evasion

tax planning

taxable capital gains

taxable income

FINANCIAL PLANNING PROBLEMS

1. Computing Taxable Income. Franklin Stewart arrived at the following tax information:

Gross salary, $47,780
Interest earnings, $225
Dividend income, $80
Basic personal amount, $9,600
Deductions, $3,890
Other losses, $1,150

What amount will Franklin report as taxable income? LO1

2. Calculating the Average Tax Rate. What is the average tax rate for a person who paid taxes of $4,864.14 on a 
total taxable income of $39,870? LO2

3. Tax Credits. What is a tax credit? Distinguish between the two types of tax credits. LO2

4. Determining a Refund or Taxes Owed. Based on the following data, will Ann and Carl Wilton receive a fed-
eral tax refund or owe additional taxes in 2016? LO2

Net income, $48,190
Deductions to determine net income, $11,420
Federal income tax withheld, $6,784
Total non-refundable tax credit amounts, excluding medical expenses, $10,244
Medical expenses, $2,300

5. Comparing Taxes on Investments. Would you prefer a fully taxable investment earning 10.7 percent or a tax-
exempt investment earning 8.1 percent? Why? Assume a combined 2016 marginal tax rate of 43.41 percent. LO3

6. Future Value of a Tax Savings. On December 30, you decide to make a $1,000 charitable donation. If you are 
in the 22 percent federal tax bracket, how much will you save in taxes for 2016? If you deposit that tax sav-
ings in a savings account for the next five years at 8 percent, what is the future value of that account? LO3

FINANCIAL PLANNING ACTIVITIES

1. Searching the Web for Tax Information. Using Web sites such as the Canadian Tax Foundation at http://www 
.ctf.ca, or Canoe Money at http://www.canoe.ca, or library resources, obtain information about the tax impli-
cations of various financial planning decisions. LO1

2. Researching Tax-Exempt Income. Using library resources or the Web, determine the types of income that are 
exempt from federal income tax. LO2

3. Planning Your Tax Payment. Survey several people about whether they get a federal tax refund or owe taxes 
each year. Obtain information about the following: LO2
a. Do they usually get a refund or owe taxes when they file their federal tax return?
b. Is their situation (refund or payment) planned?
c. Why do they want to get a refund each year?
d. Are there situations where getting a refund may not be a wise financial decision?
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LIFE SITUATION CASES provide 
opportunities for the learner to understand 
real-life situations that individuals face. 
These cases allow the student to assume the 
role of a consultant who can identify under-
lying problems, establish a framework for 
analysis, clarify issues, and propose possible 
solutions.
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4. Determining Tax Planning Activities. Survey friends and relatives about their tax-planning strategies. LO3

5. Researching Current Tax Forms. Obtain samples of current tax forms you would use to file your federal 
income tax return. These may be downloaded from the CRA Web site at http://www.cra-arc.gc.ca. LO4

6. Researching Tax Questions. Use CRA publications and other reference materials to answer a specific tax 
question. Contact a CRA office to obtain an answer for the same question. What differences, if any, exist 
between the information sources? LO4

7. Analyzing Tax Preparation Software. Visit a retailer that sells tax preparation software, such as http://www.
intuit.com, or visit the software company Web sites to determine the costs and features of programs you may 
use to prepare and file your federal income tax return. LO4

8. Reducing Tax Errors. Create a visual presentation (video or slide presentation) that demonstrates actions a 
person might take to reduce errors when filing a federal tax return. LO4

LIFE SITUATION CASE

A Single Father’s Tax Situation
Ever since his wife’s death, Eric Armano has faced difficult personal and financial circumstances. His 
job provides him with a fairly good income but requires him to hire a caregiver for his daughters, ages  
8 and 10, nearly 20 days a month. This requires him to use in-home child-care services that consume a large 
portion of his income. Since the Armanos live in a small apartment, this arrangement has been very 
inconvenient.

Although Eric has created an investment fund for his daughters’ education and for his retirement, he has 
not sought to select investments that offer tax benefits. Overall, he needs to look at several aspects of his tax-
planning activities to find strategies that will best serve his current and future financial needs.

Eric has assembled the following information for the current tax year:

Earnings from wages $47,500
Interest earned on GIC $     125
RRSP deduction $  2,000
Savings account interest $       65
Federal income tax deducted at source $  4,863
Total non-refundable tax credit amounts $13,200
Child-care deduction $  6,300
Filing status: Head of household

Questions
1. What are Eric’s major financial concerns in his current situation?

2. In what ways might Eric improve his tax-planning efforts?

3. Is Eric typical of many people in our society with regard to tax planning? Why, or why not?

a) What additional actions might Eric investigate regarding taxes and personal financial planning?

4. Calculate the following:
a) What is Eric’s 2016 federal taxable income? (Refer to Exhibit 3–1).
b) What is his total 2017 federal tax liability? What is his average 2016 federal tax rate?
c) Will Eric receive a tax refund or owe additional taxes to the federal government for 2016?

Chapter 3      Planning Your Tax Strategy

THE CONTINUING CASE reinforces the 
benefits of case-based teaching by linking the 
major concepts presented in each of the five 
sections in the text. It provides an opportunity to 
identify and analyze a range of personal financial 
decisions about several topics in a given section. 
Students begin to appreciate the broad connections 
between chapters and sections.
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CONTINUING CASE

Planning Your Tax Strategy
Jamie Lee Jackson, age 26, is in her last semester of college and is waiting for graduation day, just around the 
corner! It is the time of year again when Jamie Lee must file her annual income taxes. Last year, she received an 
increase in salary from the bakery, which brought her gross monthly earnings to $2,550 and also opened up a 
TFSA, to which she contributed $300. Her savings accounts earn 2 percent interest per year, and she also had 
received an unexpected $1,500 gift from her great aunt. Jamie was also lucky enough last year to win a scholarship 
of $2,000, most of which was deposited into her regular savings account after paying off her credit card balance.

Current Financial Situation
Assets:

Chequing account: $2,250
Savings account: $6,900 (interest earned last year: $125)
Emergency fund savings account: $3,900 (interest earned last year: $75)
TFSA balance: $350 ($300 contribution made last year)
Car: $3,000

Liabilities:

Student loan: $10,800
Credit card balance: $0

Income:

Gross monthly salary: $2,550

Monthly Expenses:

Rent obligation: $275
Utilities obligation: $135
Food: $130
Gas/maintenance: $110
Credit card payment: $0

Savings:

Regular savings monthly deposit: $175
Rainy-day savings monthly deposit: $25

Entertainment:

Cake decorating class: $40
Movies with friends: $60

Questions
1. Jamie Lee is trying to decide between Federal Tax Schedule 1 and T1 General to file her federal income tax return. 

Choose the most appropriate form(s) for  Jamie to use and describe your reasoning for making this choice.

2. What impact on Jamie Lee’s income would the gift of $1,500 from her great aunt have on her adjusted gross income? 
Would there be an impact on the adjusted gross income with her $2,000 scholarship?  Explain your answer.

3. Using the federal tax form(s) from question 1 as a guide, calculate Jamie Lee’s taxable income.

4. In Jamie Lee’s situation, what is her marginal tax rate? How would a marginal tax rate compare to an average 
tax rate?
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The Complete Course Solution 

We listened to educators from around the world, learned about their challenges, and created a whole new way to deliver a course. 

Connect2 is a collaborative teaching and learning platform that includes an instructionally designed complete course framework of learning  
materials that is flexible and open for instructors to easily personalize, add their own content, or integrate with other tools and platforms. 

• Save time and resources building and managing a course.

•  Gain confidence knowing that each course framework is pedagogically sound.  

• Help students master course content.

•  Make smarter decisions by using real-time data to guide course design, content changes, and remediation.

MANAGE — Dynamic Curriculum Builder

Quickly and easily launch a complete course framework developed by instructional  
design experts. Each Connect2 course is a flexible foundation for instructors to 
build upon by adding their own content or drawing upon the wide repository of ad-
ditional resources. 

•  Easily customize Connect2 by personalizing the course scope and sequence.  

•  Get access to a wide range of McGraw-Hill Education content within one  
powerful teaching and learning platform. 

•  Receive expert support and guidance on how best to utilize content to achieve 
a variety of teaching goals.  

MASTER — Student Experience

Improve student performance with instructional alignment and leverage Connect2’s 
carefully curated learning resources. Deliver required reading through Connect2’s 
award-winning adaptive learning system.  

•  Teach at a higher level in class by helping students retain core concepts.

•  Tailor in-class instruction based on student progress and engagement.

•  Help focus students on the content they don’t know so they can prioritize  
their study time. 

MEASURE — Advanced Analytics 

Collect, analyze and act upon class and individual student performance data. Make 
real-time course updates and teaching decisions backed by data. 

•  Visually explore class and student performance data.

•  Easily identify key relationships between assignments and student performance.

•  Maximize in-class time by using data to focus on areas where students need 
the most help.

Course Map
The flexible and customizable course map 
provides instructors full control over the pre-
designed courses within Connect2.  
Instructors can easily add, delete, or rearrange 
content to adjust the course scope and 
sequence to their personal preferences. 

Implementation Guide 
Each Connect2 course includes a detailed 
implementation guide that provides guidance 
on what the course can do and how best to 
utilize course content based on individual 
teaching approaches.

Instructor Resources
A comprehensive collection of instructor 
resources are available within Connect2. 
Instructor Support and Seminar Materials 
provide additional exercises and activities to 
use for in-class discussion and teamwork.

For more information, please visit www.mheconnect2.com
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Personal Financial Planning:  
An Introduction

LEARNING OBJECTIVES

LO1 Analyze the process for making personal financial decisions.

LO2 Develop personal financial goals.

LO3 Assess economic factors that influence personal financial planning.

LO4 Determine personal and financial opportunity costs associated with personal 
financial decisions.

LO5 Identify strategies for achieving personal financial goals for different life 
situations.

Image Source/Getty Images 

CHAPTER 1
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SOPHIA’S FINANCIAL PLAN
Sophia, 23, completed her Bachelor of Science one year ago. The major cost of her tuition and books 
was covered by a scholarship. Through wise planning, she was able to save $25,000 from her part-
time jobs. Acting on a suggestion from her parents, Sophia met with a financial planner, who advised 
her to invest her money in low-risk bonds and saving certificates.

Sophia works in an office in Toronto, Ontario, and she earns $45,000 a year. In approximately three 
years, she would like to return to school and start her master’s degree. Then she would like to buy a 
house. Sophia wants to live on her salary and invest the $25,000 for her education and future home.

QUESTIONS
1. How did Sophia benefit from her parents’ advice and her own financial planning?
2. What decisions does Sophia need to make regarding her future?
3. How could various personal and economic factors influence Sophia’s financial planning?
4. What would be the value of Sophia’s $25,000 in three years if it earned an annual interest rate of 

6 percent?
5. Conduct a Web search to obtain information that Sophia may find useful.

OVERVIEW
Personal financial planning has many important pieces. We begin with an overview of a six-step plan-
ning process, which will help you to review, revise, and align your goals with your changing circum-
stances. We then take a closer look at developing your financial goals by considering factors that 
may influence your goals and your changing life situation. We end this section by suggesting guide-
lines that can help you set realistic goals you can achieve.

Since financial planning has many variables, the next section considers the influence of prevailing 
economic factors including an overview of market forces, financial institutions, and global conditions 
that tend to have a major impact on your financial goals and plans.

Although opportunity costs are discussed in step 4 of the financial planning process, we emphasize the 
importance of financial opportunity costs—and, more specifically, the time value of money. Time value 
concepts and mechanics are key to understanding how future and present values take into account expec-
tations of inflation and interest rates and how compounding and discounting affect monies over time.

Finally, the last section of this chapter identifies strategies that are consistent in achieving per-
sonal financial goals. In fact, all of the subsequent topics in this text are summarized to give you a 
preview of the important areas that will be explored in detail so that your financial plan considers all 
important aspects. This framework is the basis from which you can develop a way of thinking and, 
more importantly, implement practices and habits that will become the hallmark of effective personal 
financial decisions.

THE FINANCIAL PLANNING PROCESS
LO1 Analyze the process for making personal financial decisions.

Money and personal wealth are topics of discussion that are hard to get away from. Television and 
YouTube provide 24/7 access to programs showing entrepreneurs accessing capital or house flippers 
performing home improvement. When it comes to handling your finances, you will need to choose 
how you will manage your money and how, or if, you will prepare for unexpected expenses, your 
family, and your eventual retirement.
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4 Part 1      PLANNING YOUR PERSONAL FINANCES

Most people want to handle their finances so that they get full satisfaction from each available 
dollar. Typical financial goals include things such as a new car, a larger home, advanced career train-
ing, extended travel, and self-sufficiency during working and retirement years. To achieve these and 
other goals, people need to identify and set priorities. Financial and personal satisfaction are the 
result of an organized process that is commonly referred to as personal money management or per-
sonal financial planning.

Personal financial planning is the process of managing your money to achieve personal eco-
nomic satisfaction. This planning process allows you to control your financial situation. Every per-
son, family, or household has a unique financial position, and therefore any financial activity must 
also be carefully planned to meet specific needs and goals.

A comprehensive financial plan can enhance the quality of your life and increase your satisfaction 
by reducing uncertainty about your future needs and resources. The specific advantages of personal 
financial planning include:

•	 Increased effectiveness in obtaining, using, and protecting your financial resources through-
out your lifetime.

•	 Increased control of your financial affairs by avoiding excessive debt, bankruptcy, and 
dependence on others for economic security.

•	 Improved personal relationships resulting from well-planned and effectively communicated 
financial decisions.

•	 A sense of freedom from financial worries obtained by looking to the future, anticipating 
expenses, and achieving your personal economic goals.

We all make hundreds of decisions each day. Most of these decisions are simple and have few con-
sequences. Some are complex and have long-term effects on our personal and financial situations. 
While everyone makes decisions, few people consider how to make better decisions. As Exhibit 1–1 
shows, the financial planning process is a logical, six-step procedure:

1. Develop financial goals.
2. Determine your current financial situation.

Determine
current

financial
situation

Identify
alternatives

Create and
implement

financial plan

Re-evaluate
and revise

the financial
plan

Develop
financial

goals

Evaluate
alternatives
Consider:
economic

and life
factors

Exhibit 1–1 The Financial Planning Process
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3. Identify alternative courses of action.
4. Evaluate alternatives.
5. Create and implement a financial action plan.
6. Re-evaluate and revise the plan.

STEP 1: DEVELOP YOUR FINANCIAL GOALS
You should periodically analyze your financial values and attitude toward money. They will play a 
major role in shaping your financial goals. Inevitably, financial planning will become necessary 
when you have a need for something; this need will shape your goals. 

Analyzing your values involves identifying what beliefs you hold with respect to money and how 
these beliefs lead you to act in certain ways. For example, you may believe that it is wrong to borrow 
in order to purchase consumer goods, such as expensive clothes. Because of this belief, you shop for 
clothes only once you save the money. You do not charge the clothes to a credit card when you know 
you won’t have the funds to pay the bill once it arrives.

You should also be aware of your attitude toward money. Do you view money as a form of secu-
rity? If so, you are likely a good saver. Do you view money as a means by which you can express your 
appreciation of others? If so, you probably enjoy giving lavish gifts to your friends and family and 
may risk overspending.

Finally, how are financial decisions made in your family? Is there one individual who makes all 
major financial decisions, such as how much to borrow to buy a home, and who leaves decisions of 
lesser importance to others? Or are financial decisions a joint effort and responsibility?

Being aware of your values, attitude toward money, and financial decision-making process will 
help you differentiate your needs from your wants and will lead you to a clearer definition of your 
financial goals. Financial goals represent what you hope to achieve with your money. They should be 
realistic, stated in specific dollar terms and time frames, and listed in order of priority. As discussed 
later in the chapter, they are also closely linked to your life situation and can be influenced by exter-
nal economic factors as well.

STEP 1 EXAMPLE Kent has several goals, including obtaining an advanced degree in global busi-
ness management within five years, paying off his $28,500 student loan within 10 years, and working 
in Latin America for a multinational company once he completes his education.

STEP 2: DETERMINE YOUR CURRENT FINANCIAL SITUATION 
In the first step of the financial planning process, you determine your current financial situation 
regarding income, savings, living expenses, and debts. Preparing a list of current asset and debt bal-
ances and amounts spent for various items gives you a foundation for financial planning activities. 
The personal financial statements discussed in Chapter 2 will provide the information you need to 
match your goals with your current income and potential earning power.

STEP 2 EXAMPLE Within the next two months, Kent will complete his undergraduate studies with 
a major in international studies. He has worked part time in various sales jobs. He has a small savings 
fund ($2,700) and more than $28,500 in student loans. What additional information should Kent have 
available when planning his personal finances?

STEP 3: IDENTIFY ALTERNATIVE COURSES OF ACTION
Developing alternatives is crucial for making good decisions. Although many factors will influence 
the available alternatives, possible courses of action usually fall into these categories:

•	 Continue the same course of action. For example, you may determine that the amount you 
saved each month is still appropriate.

•	 Expand the current situation. You may choose to save a larger amount each month.
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•	 Change the current situation. You may decide to use a money market account instead of a 
regular savings account.

•	 Take a new course of action. You may decide to use your monthly savings budget to pay off 
credit card debts.

Not all of these categories will apply to every decision situation; however, they do represent pos-
sible courses of action. For example, if you want to stop working full time to go to school, you must 
generate alternatives under the category “Take a new course of action.”

Creativity in decision making is vital to effective choices. Considering all of the possible alterna-
tives will help you make more effective and satisfying decisions. For instance, most people believe 
they must own a car to get to work or school. However, they should consider alternatives such as 
public transportation, carpooling, renting a car, shared ownership of a car, or a company car.

Remember, when you decide not to take action, you elect to “do nothing,” which can be a danger-
ous alternative.

STEP 3 EXAMPLE Kent has several options available to obtain an advanced degree in global 
business management. He could go to graduate school full time by taking out an additional loan, or 
he could go to school part time and work part time. What additional alternatives might he consider?

STEP 4: EVALUATE ALTERNATIVES
You need to evaluate possible courses of action, taking into consideration your life situation, personal 
values, and current economic conditions. How will the ages of dependants affect your saving goals? 
How do you like to spend leisure time? How will changes in interest rates affect your financial 
situation?

CONSEQUENCES OF CHOICES Every decision closes off alternatives. For example, a decision 
to invest in stocks may mean you cannot take a vacation. A decision to go to school full time may 
mean you cannot work full time. Opportunity cost is what you give up by making a choice. This 
cost, commonly referred to as the trade-off of a decision, cannot always be measured in dollars. It 
may refer to the money you forgo by attending school rather than working, but it may also refer to 
the time you spend shopping around to compare brands for a major purchase. In either case, the 
resources you give up (money or time) have a value that is lost.

In addition to time spent, personal opportunity costs include effort made and the effects on your 
health. For example, poor eating habits, lack of sleep, or avoiding exercise can result in illness, time 
away from school or work, increased health-care costs, and reduced financial security. Financial 
opportunity costs include interest, liquidity, and safety of investments. It is measured in terms of the 
time value of money, the increases in an amount of money as a result of interest earned. Saving or 
investing a dollar today instead of spending it results in a future amount greater than a dollar. Every 
time you spend, save, invest, or borrow money you should consider the time value of money as an 
opportunity cost (see Exhibit 1–2).

Decision making is an ongoing part of your personal and financial situations. Therefore, you need 
to consider the lost opportunities that will result from your decisions. Since decisions vary based on 
each person’s situation and values, opportunity costs differ for each person.

EVALUATING RISK Uncertainty is a part of every decision. Selecting a college or university 
major and choosing a career field involve risk. What if you don’t like working in that field or cannot 
obtain employment in it? Other decisions involve a low degree of risk, such as putting money in a sav-
ings account or purchasing items that cost only a few dollars. Your chances of losing something of 
great value are low in these situations.

In many financial decisions, identifying and evaluating risk is difficult. Some types of risk can 
affect everyone, such as interest rate risk or inflation risk. They arise from the financial and economic 
environment in which we live or from the products and services that we choose. Other risks are 
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personal in nature, such as the risk of premature death or the risk of disability or loss of health. Some 
different types of risk are explained in Exhibit 1–3. The best way to consider risk is to gather informa-
tion based on your experience and the experiences of others and to seek financial planning expertise 
by consulting various information sources.

FINANCIAL PLANNING INFORMATION SOURCES When you travel, you often need a road 
map. Travelling the path of financial planning requires a different kind of map. Relevant information 
is required at each stage of the decision-making process. This book provides the foundation you need 
to make personal financial planning decisions. Changing personal, social, and economic conditions 
require that you continually supplement and update your knowledge. Exhibit 1–4 offers an overview 
of the informational resources available when making personal financial decisions. Appendix 1A pro-
vides additional information.

STEP 4 EXAMPLE As Kent evaluates his alternative courses of action, he must consider his 
income needs for both the short term and the long term. He should also assess career opportunities 
with his current skills and his potential with advanced training. What risks and trade-offs should Kent 
consider?

Exhibit 1–2 Opportunity Costs and Financial Results Should 
be Evaluated When Making Financial Decisions

Acquisitions
(automobile, house,

investments)

Personal and
financial opportunity

cost
(time, health, safety)

Exhibit 1–3 Types of Risk

Economic and Product Risk Personal Risk

Interest Rate Risk
Changing interest rates affect your costs when you 
borrow, and your benefits when you invest.

Risk of Death
Premature death may cause financial hardship to 
family members left behind.

Inflation Risk
Rising prices cause lost buying power.

Risk of Income Loss
Your income could stop as a result of job loss or 
because you fall ill or are hurt in an accident.

Liquidity Risk
Some investments may be more difficult to convert 
to cash or to sell without significant loss in value.

Health Risk
Poor health may increase your medical costs. At 
the same time, it may reduce your working 
capacity or life expectancy.

Product Risk
Products may be flawed or services may not meet 
your expectations. Retailers may not honour their 
obligations.

Asset and Liability Risk
Your assets may be stolen or damaged. Others 
may sue you for negligence or for damages caused 
by your actions.
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STEP 5: CREATE AND IMPLEMENT A FINANCIAL ACTION PLAN 
In this step of the financial planning process, you develop an action plan. This requires choosing 
ways to achieve your goals. For example, you can increase your savings by reducing your spending 
or by increasing your income through extra time on the job. If you are concerned about year-end tax 
payments, you may increase the amount withheld from each paycheque, file quarterly tax payments, 
or shelter current income in a tax-deferred retirement program. As you achieve your immediate or 
short-term goals, the goals next in priority will come into focus.

To implement your financial action plan, you may need assistance from others. For example, you 
may use the services of an insurance agent to purchase property insurance or the services of an 
investment broker to purchase stocks, bonds, or mutual funds. Your own efforts should be geared 
toward achieving your financial goals.

STEP 5 EXAMPLE Kent has decided to work full-time for a few years while he (1) pays off his 
student loans, (2) saves money for graduate school, and (3) takes a couple of courses in the evenings 
and on weekends. What are the benefits and drawbacks of this choice?

STEP 6: RE-EVALUATE AND REVISE YOUR PLAN
Financial planning is a dynamic process that does not end when you take a particular action. You 
need to regularly assess your financial decisions. You should completely review your finances at 
least once a year. Changing personal, social, and economic factors may require more frequent 
assessments.

• financial planners
• bankers
• accountants
• insurance agents
• lawyers
• tax preparers

• newsletters
• periodicals
• books

Financial Specialists

Computer Software,
Internet, and Online
Information Services

School Courses and
Educational Seminars

Financial Institutions

Printed Materials

Exhibit 1–4 Financial Planning Information Sources

Did you know?
Eighty-one percent of those with comprehensive financial plans feel on track with their financial affairs, 
versus 73 percent with limited planning and only 44 percent with no planning.

SOURCE: http://www.fpsc.ca/value-financial-planning.
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Using the Internet for Financial Planning

Web . . . email . . . URL . . . online banking!

Just a dozen years ago, these terms made no sense to most people. Even now, 
many people are still not quite sure about some of them. However, most know that good financial 
planning requires information, and the Internet is the most efficient source of information.

Throughout this book, the financial planning content presented can be expanded and updated using the 
Internet. The Web sites we suggest, along with others you locate yourself, allow you to quickly obtain 
information for making financial decisions appropriate to your life situation. In addition, at the end of 
each chapter, a feature called “Creating a Financial Plan” gives you an opportunity to use the Web to 
plan, research, and implement various components necessary for a comprehensive financial plan.

As you study the personal financial topics discussed in this book, the following Internet topic areas 
are especially useful:

•	 Finding cyber-info for personal financial planning: With thousands of personal finance Web sites 
available, where do you begin? Some useful ones include http://www.quicken.ca and http://
www.advocis.ca.

•	 Using online banking: No more lines. No more overworked bank tellers. No more inhaling exhaust 
fumes while waiting in the drive-through lane. In addition to existing banks that are online, there 
are Web-only banks, such as http://www.tangerine.ca.

•	 Getting online tax information and advice: Tax planning should not happen only around April 30. 
For assistance, go to http://www.cra-arc.gc.ca or http://www.kpmg.ca.

•	 Applying for a mortgage online: Instead of waiting days or even weeks, prospective home buyers 
can now obtain financing online at sites such as http://www.scotiabank.ca.

•	 Buying a car online: Information that used to be difficult to get is now available to everyone. More 
than 70 percent of car buyers research their planned purchases online to get information about 
vehicle features and costs at sites such as http://wwwa.autotrader.ca/?&gclid=EAIaIQobChMIk
MrcluTK1gIVCFp-Ch2uiQ-EEAAYASAAEgJQrfD_BwE.

•	 Selecting investments online: As everyone knows, “information is power.” This saying is  especially 
true when investing. You can obtain company information and investment assistance at  
http://www.quicken.ca and http://www.mutualfundsnet.com/ https://www.theglobeandmail 
.com/globe-investor/funds-and-etfs/funds/v2.

•	 Being your own investment broker: You already know which investments you want to buy? Then 
it’s time to get into the market by going to http://www.bmoinvestorline.com.

•	 Planning for retirement: Whether you are 40 years or 40 minutes away from retiring, you can get 
lots of help at http://www.retirehappyblog.ca/.

NOTE: Refer to Appendix 1A for information on conducting Internet searches. Also, be aware that Web sites may change or no 
longer be in use after this book has published.

Financial Planning for Life’s Situations

When life events affect your financial needs, this financial planning process provides a vehicle 
for adapting to those changes. Regularly reviewing this decision-making process helps you make 
priority adjustments that bring your financial goals and activities in line with your current life 
situation.

STEP 6 EXAMPLE Over the next six to 12 months, Kent should reassess his financial, career, and 
personal situations. What employment opportunities or family circumstances might affect his need or 
desire to take a different course of action? 
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