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The Value of Advice

It is not possible these
days to watch a sporting
event on TV without seeing
the aggressive ads for various
on-line investment providers,
known in the industry as ‘robo
advisors’. We find the one
claim, ‘retire up to 30%
wealthier’ to be particularly
concerning. As with so many
things in advertising, you are
well advised to check the fine
print behind this number.
Claims aside, the inference
here is that fees are the only
consideration in investing,
and in fact no other factors
are addressed by the com-
mercials. The broader and
unaddressed issue here is the
value of advice around mon-

ey.

Human beings did not
evolve with money. We un-
derstand the concept of recip-
rocation and many other prac-
tical values, but the brain did
not evolve with the existence
of money. Do a simple exer-
cise: visualize a nice big bowl
of fresh ripe raspberries. We
all know exactly what to do
with those raspberries. Eat
them. Now picture a $100
bill. Ask yourself what is it?
All kinds of answers are pos-
sible, ranging from ‘it's a
piece of paper (actually plas-
tic these days)” to “$75 Amer-
ican dollars”. But the $100
can be many things - a tank
of gas, a dinner out, grocer-
ies... you get the picture.
Money is representative, and
for that reason it is emotional.
Money is so ubiquitous we
cannot even imagine life with-
outit. Itis strange to think
that it has not always been
this way.

One’s personal and emo-
tional relationship with money
is developed over a lifetime.
Attitudes that form over those
years can be positive or neg-
ative. | find that many people
have attitudes towards money
that are counterproductive to
their personal situations. As
an advisor, | spend much of
my time in a counselling role.

Over the years, | have
developed a general frame-
work that | use in counselling
people around money. The
chart on the next page is de-
veloped from Erikson’s Stag-
es of Psychological Develop-
ment. | have translated Erik-
son’s work somewhat to help
define people’s evolving rela-
tionship with money. The key
to understanding Erikson is
the idea that people must
learn lessons in order to grad-
uate to the next level of ma-
turity. | feel that the same
concept applies to money.
While reading and under-
standing this chart is not criti-
cal to the point of this article,
you may find it interesting.

Counselling people of
different ages, | have different
expectations of the people |
meet. | try to assess where
they are on the chart and
what they need to do in order
to graduate to the next level
of maturity. Income and Ex-
pense Modelling (the financial
planning approach we take) is
the key process used to help
me gain the understanding |
need in order to effectively
counsel. As people open up
about their finances, | get a
better understanding of their
circumstances.

As people march through
time they will move through
these stages of maturity.
Many times, people will move
to the next level in a natural
way, not even realizing the
shift. But often people are
caught somewhere and need
some coaching to gain the
positive outlook on their fi-
nances. Rome was not built
in a day. This will often take
many years of consistent
messaging and affirmed ad-
vice to get people to move
along to the next level of ma-
turity around money. The
bottom line is, money is an
emotional subject. The chart
explains some dysfunction
and is informative in helping
people over time.

Unfortunately, money can
be a lightning rod issue. In
couples this can be magni-
fied. Many things can get
blamed on money, when in
fact there may be a deeper
issue at work in the relation-
ship. In my office we focus
on getting the money issues
off the table quickly, allowing
clients to focus on the real
issues. Competing goals and
desires can also be dis-
cussed.

People wish to save for
the future in order to be se-
cure, but they also want to
live now, spending money on
some of the better things in
life, whatever those are for
them. This is of course just
as important for a single per-
son. They want to know that
their financial future is secure
and to have a solid plan for
getting there.

In this article | have not
talked about investment ad-
vice, estate planning, tax
planning, retirement income
planning, employment issues
etc. | have taken the time to
explain this counselling pro-
cess in detail because | feel it
provides the most value to
clients. When | compare the
on-line investment services
offered by the firms using the
aggressive advertising cam-
paigns to the role that we take
with our clients, it's clear that
our value goes well beyond
simple investment advice.

My experience tells me a long
-term relationship with a CFP
Professional will be of tre-
mendous value over the
years. This office will contin-
ue to be at your beck and call
whenever those tricky situa-
tions arise. | look forward to
our ongoing relationship.
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Stages of Financial Maturity

Age Stage Challenges Life Task
Oto 12 Childhood Witness to Family Attitudes Security vs. Fear
12t0 18 | Adoles- Limited resources, Consumption with little Learning to choose (‘you cannot have everything’)
cence or no responsibility, Understanding the VS.
difference between good and bad choices Unrealistic expectations
18 to 26 | The Critical |Low cash flow combined with new re- Positive attitudes and a habit of good choices, Good lessons
Years sponsibilities, A brief time of poverty, De- learned in poverty, Money does not make you happy
layed gratification, Introduction to finan- VS.
cial instruments like bank accounts, debit | Disillusionment and continued poverty, No values other than
and credit cards, maybe RRSP’s money
26 to 35 |Early Adult- | Create disposable income, Pent-up con- Working towards a position of strength financially
hood sumption, Healthy attitudes shared with VS.
spouse, Understand competing goals and | Constant struggle and debt, Misuse of financial instruments
objectives, Commit to cash flow and long-
term obligations such as a mortgage, Use
of financial instruments such as pensions,
RRSP’s, GIC’s, mortgages...
351045 |Choosing Increasing level of complexity, Commit- Ability to choose, Success with financial instruments, Be-
One’s Path | ments to cash flow, Adoption of a longer- | coming proactive and establishing a trust relationship with a
term view, Values-based decisions, En- financial advisor
gagement of some sort of financial advi- VS.
sor Feeling trapped, cheated and disillusioned
45 to 50 | Mid-life Gaining a position of strength, Ability to Come to terms with limitations and working within the limita-
choose, Trust in some sort of professional tions, Achievement of some target
Financial Advisor, Create a proactive VS.
plan, Confidence in the future Creating long term problems
50 to Middle Peak earning years, Reaping the rewards Security
Retire- Adulthood of proactive behaviour, Total control VS.
ment Turmoil, Situations change but attitudes may not,
Missed opportunities like gifting & charity
60+ Later Adult- | Transitional time, Deal with ‘Retirement’, Reaping rewards and satisfaction, Charity, Gifting
hood Deal with physical realities, Seek mean- VS.

ingful activities, Concept of stewardship,
Witness to generosity

Hoarding, Confusion, Attempts to control the uncontrollable
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Pivot on Probate

| will start out by saying that if you
are married, in most cases everything
passes to your spouse upon death
with few or no issues. The following
article deals with the death of a single
person or the death of the last surviv-
ing spouse.

Probate is a term that was used to
describe the Operation of the Will.
The new language around the Opera-
tion of the Will is “The Certificate of
Appointment of Estate Trustee with a
Will’. This process has recently
changed significantly enough that
some lawyers have pivoted on their
advice. For many years lawyers
would tell clients to use the probate
process to achieve the things that they
would like to do with their Estate. Fan-
cy footwork to avoid the probate pro-
cess was not worth the risks involved
because Probate was not a difficult or
expensive process. This is still good
advice for most people. Given my
experience in dealing with many es-
tate situations, | often seconded this
advice from the lawyers.

Due to recent changes to the
‘Estate Information Return’ required by
the Certificate Process, some lawyers
have pivoted on this advice. They are
now advising people in their later
years, who have a relatively short time
to live and who have a simple estate,
to do things to avoid probate; even
some things that involve some obvi-
ous risks.

In order to understand this further,
let’s discuss what the Operation of the
Will is. In the province of Ontario, the
‘Certificate of Appointment of Estate
Trustee with a Will’ is needed to deal
with assets that end up in ‘The Estate
of...". If a person dies, they cannot
own anything. So what happens to
everything that the person owned? It
is ‘deemed disposed of the day before
death. Many assets the person
owned can end up in ‘The Estate of...’
that person. The Will names the per-
son who is to be in charge of this new
entity called ‘The Estate of...". This

named person must go to the pro-
vincial court and apply for the
‘Certificate of Appointment of Estate
Trustee with a Will'. With court ap-
proval, this person becomes the
Personal Representative (formerly
called the Executor) in charge of

‘The Estate of...". This is the process
that has recently changed, more on
that later. This Personal Representa-
tive now has the legal authority to deal
with assets in ‘The Estate of...” and
the duty to follow the wishes as laid
out in the Will. Companies that would
have only dealt with the legal owner
will now deal with the Personal Repre-
sentative.

The Will can also have many stipu-
lations such as contingent beneficiar-
ies, contingent representatives and
may handle charitable gifting wishes.
As you can see, the Operation of the
Will serves a very useful purpose. A
properly constructed Will allows the
Personal Representative to accom-
plish virtually anything the deceased
would have done if they were alive.
The court charges a small administra-
tive tax, previously called probate
fees, for this effort. It is also the Rep-
resentative’s responsibility to pay any
debts and taxes owed and then to
ultimately distribute the assets left in
the estate to the named beneficiaries
as stated in the Will.

Many assets do not have to enter
‘The Estate of...". Assets can pass
directly to the new owner using
‘Operation of Law’ and bypass the
estate completely. ‘Operation of Law’
is a process generated by decisions
made at the time of account setup.
Here are some specific ways that as-
sets can pass using ‘Operation of

]

Law’:

Jointly Owned Assets - Joint with
Rights of Survivorship (JWROS)

Many family accounts such as bank
accounts and investment accounts are
jointly owned. Joint accounts are
deemed disposed of and taken over in

their entirety by the joint owner or
owners upon the death of one of the
other owners. Many family homes are
also owned jointly between spouses.
When one owner dies the other owner
assumes ownership entirely.

Named Beneficiaries

RRSP and RRIF accounts, TFSA
accounts, segregated funds, annuities,
pensions, and life insurance policies
can all have a named beneficiary in
the account setup. If the account
holder dies, the money goes directly to
the named beneficiary. These assets
do not enter into ‘The Estate of...”. In
most cases the beneficiaries can also
be changed at any time.

The Ontario Government has re-
cently changed the ‘Certificate Appli-
cation Process’, in particular the
‘Estate Information Return’. This re-
turn has become much more onerous.
Furthermore, the liability that goes
with itemizing and valuing all assets of
the deceased’s is substantial. This
valuation process is time consuming
and wrought with potential problems.
For example, the ‘Estate Information
Return’ can be chosen for audit by the
government for up to four years, or
more if the return was not filed within
91 days after probate. If it is audited
and errors are found, the penalty is a
fine of up to $2,000 plus 2 times the
fees that were not paid. A prison term
of up to 2 years may also be handed
down. The ‘Estate Information Return’
has significantly increased the time,
effort and liability required to deal with
an estate. This has caused many
lawyers to pivot on the advice around
the ‘Certificate Process’. So what are
some lawyers now advising?



John Armstrong is a CERTIFIED FINANCIAL PLANNER. Finan-
cial planning and financial planning education are his key areas
of interest and expertise.

Achieving balance in our lives is critical;, a balance between
work and family, a balance between living for today and planning
for the future. Because we all have competing goals, striving for
balance influences many decisions in our day-to-day lives. One
thing is certain, the juggling act we do requires a long-term view.
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Sometimes we need to take a step back to put things into per-

spective.

It may sound cliché, but having a plan in place goes a long
way in helping to achieve both our long and short-term goals.
Simply put, planning assistance is the service we provide. We
are committed to helping you find that long-term view for the

good of today and tomorrow.

Pivot—continued

Some lawyers instruct clients of a spe-
cific profile to use ‘Operation of Law’ to
move financial assets to the beneficiaries.
It is a two-step process. First, the client
picks someone they trust to become the
beneficiary or joint owner of all assets. The
person who is chosen then receives an
undertaking to distribute the assets as a
gift, according to the deceased’s wishes.

Courts have backed this up by acknowl-
edging that there are several kinds of joint
accounts. Some are truly the shared assets
of more than one individual, while others
can be made joint simply for the purpose of
easing the burden of the Estate. In the lat-
ter case, there is no income tax due upon
creation of this joint account and income
from the account need not be shared for tax
reporting.

This strategy can create problems that
lawyers typically like to avoid. Firstly, the
person who is the joint owner... is the joint
owner. They could spend the money, bor-
row against the account, or encumber the
money in some other way. Also, following
the death of the true owner of the assets,
they could decide to keep the money and
not distribute it.

Secondly, this strategy of avoiding the
‘Certificate Process’ is either all or nothing.
If the deceased owned an asset like copy-
write with royalty payments, business as-
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sets, tenants in common assets, or is hold-
ing share certificates of a company directly,
not through a brokerage account, these
assets may need a certificate to change
hands. People owning assets like these will
not likely be able to engage the ‘Operation
of Law’ strategy to avoid the ‘Certificate
Process’.

Also, this strategy may not be appropri-
ate for blended families, where there are
children from more than one relationship.
Legal advice should always be obtained.
The bottom line, this strategy is risky. If
some lawyers are encouraging this kind of
risky behaviour, it gives you some indication
how daunting the ‘Certificate Process’ has
become. This strategy should only be used
in certain circumstances.

Using ‘Operation of Law’ to avoid the
‘Certificate Process’ may be the right fit for
people who have very straight forward situ-
ations and where all family members and
their spouses get along. Also, the time
frame should be relatively short because
things can change. For example, what if it
was assumed that the remaining parent
would die first, but in fact the child who
owns everything jointly dies first? We have
a problem. Order of death is a particular
problem that a properly prepared will can
contemplate well. Also, life situations can
change. What if the joint owner re-marries
or has a new common-law spouse. How

will that effect this strategy?

As with so many things in life, communi-
cation is the secret sauce and it is critical to
this strategy. All beneficiaries should be
informed that this strategy is being used
and how it will work. If there is any inkling
that conflict may arise, this course of action
is not appropriate. The ‘Operation of Law’
strategy serves as an ‘end time’ strategy
and should not be contemplated until that
point. And | cannot emphasize enough the
element of trust that is required.

The undertaking provided to the person
who is designated to receive the assets
must address the income tax obligation of
the deceased. The tax situation should be
well understood by that individual, and ade-
quate allowance for the tax liability must be
made prior to asset distribution according to
the wishes of the deceased.

If you decide this strategy may be ap-
propriate for you or your loved ones, please
bring me in very early in that discussion.
After that, lawyers will need to be consulted
to create appropriate undertakings that pro-
vide instructions to trusted joint owners and
beneficiaries. This is a very important topic.
If it is of interest to you, | would be happy to
discuss it further, either during our next
meeting or by phone.

Note: Mutual funds are sold by simplified prospectus only. Before investing, obtain a copy of the prospectus and read it carefully. Unit values and investment
returns for mutual funds are not guaranteed and will fluctuate. Mutual funds are sold through Sterling Mutuals Inc. CFP® is a certification trademark owned outside
the U.S. by Financial Planning Standards Board Ltd. (FPSB). Financial Planning Standards Council is the marks licensing authority for the CFP marks in Canada,
through agreement with FPSB. Views expressed here are that of the advisor and are not necessarily shared by Sterling Mutuals Inc.




