Up to their eyeballs in debt

Juggling a mortgage and maternity leave, this Halifax family toys with a westward move
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The people

Brad, 39, Kelly, 37, and their
kids, ages 4, 2 and one month.

The problem

How to stop the downward
spiral into debt and start
saving for longer-term goals.

The plan

Make big cuts in discretionary
spending, turning their deficit
into a surplus. Put that surplus
toward paying down debts,
then begin saving for the kids’
education.

The payoff

Financial disaster is averted,
the mortgage is paid off by the
time they retire and the chil-
dren have the means to pur-
sue higher education.

Monthly net income

$6,445

Assets

Home $300,000; cash $500;
Kelly’s locked-in retirement
account $80,000, Brad’s LIRA
$40,000 (from previous jobs);
RESP $7,000; commuted value
of Brad’s DB pension plan

$10,000. Total: $437,500

Monthly disbursements

Mortgage $1,608; loans $910;
maintenance $150; prpty. tax
$230; house insur. $117; house-
hold goods, $450; utilities
$250; telecom $180; food
$900; transportation $650; car
insur. $117; life insur. $98;
vacation $500; entertmt. $200;
kids’ activities, day care $1,457;
pets $80; gifts $100; clothes, *
grooming $250; misc. $30.
Total: $8,277. Shortfall: $1,832

Liabilities

Mortgage $258,103; lines of
credit $94,581; student loan
$3,256; car loan $3,689; Total:
$359,629

their take-home pay is down by
$1,975 a month.

In their original Facelift applica-
tion, Brad and Kelly listed their
monthly expenditures at $5,925.
After reviewing their spending,
they realized it was much higher -
nearly $8,300. That number does
not include the money they have
spent on cars over the past three
years. They figure they can cut
their spending to $6,555, leaving
them with $1,745 to apply against
their debt once Kelly returns to
work. The big squeeze will be on
discretionary spending.

The surplus will go to debt
repayment using the “debt snow-
ball” method, Mr. Van Nest says -
paying off the smallest balance
first rather than tackling the one
with the highest interest rate.
“While this might seem counter-
intuitive, studies have found this
method works because it helps
break a task down into smaller,
more achievable milestones,” he
says. “If Brad and Kelly are able to
put $1,745 toward their debt each
month, they will eliminate all of it
- $101,525 - exactly six years after
Kelly returns to work.”

When their mortgage comes up
for renewal in December, the cou-

ple will have an opportunity to
free up more money by taking out
aloan at a lower rate of interest.
They currently pay 5.69 per cent.

As for packing up and moving
again, Mr. Van Nest advises
against it unless they have sub-
stantially higher-paying jobs in
hand mainly because housing
costs are much higher out West.

Once their debt load is under
control, Kelly and Brad can start
saving for their children’s educa-
tion using a registered education
savings plan that will allow them
to take advantage of federal
government grants. They have al-
ready saved $7,000 to this end, so
if they can tuck away $400 a
month starting in five years,
financed by raises in salary, they
can accumulate $122,795 over the
ensuing 13 years. This includes the
20-per-cent government grant
and assumes a 5-per-cent return
on investment.
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