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It takes money 
to make money. 

For a relatively small number of people, seed money might arrive as a windfall from a lucky lottery
ticket or significant inheritance. Or they might marry into a wealthy family. For most of us, though, it
consists of periodic deposits that build up over time – essentially the difference between what we earn
and what we spend. 

The diagram below maps the financial world for an individual person or family. The left side depicts
cash flow and the right side depicts net worth. Net worth consists of all the assets you own minus any
associated debt such as a home mortgage or car loan. For example, your home might be worth
$300,000, but if there’s a $100,000 mortgage the net worth value is really just $200,000.  

At the top of the diagram, “revenue” represents money coming in from employment, government
benefits, pensions and withdrawals from savings or investment accounts. This “cash” is then used four
ways:

> Basic expenses such as food, clothing, shelter and transportation

> Taxes

> Discretionary expenses such as holidays and entertainment

> Debt repayment plus interest

The block called “surplus” represents the money left over and available for savings and investment – or,
in the case of retirees, for reinvestment. 

Unfortunately, many people find there is little or no surplus at the end of the month. So, savings
becomes very challenging and long-term wealth accumulation becomes difficult if not impossible. There
is a more effective – and easier – way: a systematic savings approach based on three principles. 

> Pay yourself first. Ask your National Bank Financial Investment Advisor about setting up an
automatic plan that deducts savings money from your paycheque or bank account before you get a
chance to spend it. Suppose your boss gives you this choice: take a 10% pay cut or lose your job. You
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Many Canadians look forward to getting an income
tax refund each spring. They consider it a windfall
and often blow the money on treats. As an
alternative, spend 10% on a treat and put the rest
into investment or debt reduction. You would still
get the enjoyment of a windfall, but most of the

money would go to work toward meeting your long-
term goals. By the way, it’s not really good to get a
tax refund because that means you gave government
an interest-free loan. It’s better to balance the tax
owed and paid during the year. Consult a tax advisor
or your National Bank Financial Investment Advisor.  

WE SUGGEST…

N
atio

n
al B

an
k Fin

an
cial

Savin
g

s is w
h

ere w
ealth

 b
eg

in
s

2

would likely take the pay cut and trim your lifestyle a bit, right? After a while you wouldn’t even
miss that money. So, why not start your savings program by automatically reserving 10% of your
pay? To make the transition easier, start with 10% of net pay – what you receive after tax and other
deductions. Then move to 10% of gross pay within a year or two. Remember to increase the dollar
amount of this 10% commitment as your income goes up. Also save at least 80% of the after-tax
value of any unexpected windfall such as a bonus at work.  

> Watch for ways to reduce spending without undue sacrifice. Statistics Canada says the average
family spends nearly $20,000 a year on food, clothing and transportation. Can you trim that by 10% -
or $2,000 – by taking advantage of sales, being a bit more selective and cutting back on unnecessary
driving? If your salary is $70,000, a $2,000 reduction in spending is the same as getting a 5% bonus
at work. Prudent shopping for major purchases such as cars and appliances can really free up money.
In the section of this binder on taxation we explain how to calculate the value of time spent on
prudent shopping. Also, if an item costs more than a few dollars, pause before making the purchase
and mentally list all the ways it will enhance your life. One minute of reflection can do a lot to keep
impulse buying in check. 

> Avoid using credit cards and other non-deductible debt to finance lifestyle spending. It’s hard to
imagine, but many Canadians can remember when there were no credit cards – back in the 1950s,
when most people did their routine spending with cash. Credit cards are, of course, much more
convenient – and that’s the problem. Marketing research has found that shoppers are typically less
selective and spend much more when paying with “plastic.” Similarly, leasing, lines of credit and
other borrowing arrangements make it easy to live beyond our means. This can be problematic in
five ways. First, interest rates on lifestyle debt are often high and every dollar spent on interest is a
dollar that can’t be used to build wealth. Second, the interest charges mean the item or service you
purchased can wind up costing much more than you thought. Third, lifestyle purchases such as
clothing and electronics typically lose value, often very quickly. Fourth, the need to support a lavish
lifestyle limits your freedom and mobility in terms of the job you do and your choice of employer.
Fifth, an overly lavish lifestyle will be difficult, if not impossible, to maintain in retirement –
especially when that high level of spending prevents you from dedicating part of your current cash
flow to wealth creation.  

There are some exceptions to this guideline. By all means, feel free to enjoy the convenience and
rewards offered by credit cards as long as you can pay your bill in full every month. About half the
Canadians holding cards do. Also, using non-deductible debt to acquire appreciating assets such as a
principal residence or vacation property that will make a big contribution to increasing your wealth is
generally a financially sound decision. Overall, your total debts should not exceed 75% of your total
assets unless you’re right out of school and just starting your career.

The particulars contained herein were obtained from sources which we believe reliable but are not guaranteed by us and may be incomplete. The opinions expressed are based upon 
our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein. The Firm may act as financial
advisor, fiscal agent or underwriter for certain of the companies mentioned herein and may receive a remuneration for its services. The Firm and/or its officers, directors, representatives,
associates, may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time in the open market or otherwise.
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