
 

Aldershot Financial Group guides families through decisions that affect their financial well 
being and investments. We are the 'go to' people in Aldershot when a life event requires 

sound financial advice. We care. We simplify. We've been through this before. 
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SimpleSmart  ADVICE 

 
Our monthly newsletter designed 

 to keep in touch with you. 
 

 
What Questions do you need Answers for? 

Our next seminar will be  
Wednesday, October 5th 2011 

12:30 pm at the Burlington Golf and Country Club. 

If you would like a topic discussed at one of our seminars please let Mark or John know. 
Please call 905-631-1230. 
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Why Do People Borrow! (by Mark Orr) 
 
Greece Risks Default!  US 
Debt Ceiling Crisis 
Looming.  Canadians Face 
Record High Debt Levels.   
After catching a glimpse of 
a recent newscast, my 12-
year old son, Daniel, asked 
this innocent question over 
dinner, recently.  “Why do 
people borrow money?”   

 
I patiently explained that some people 
borrow because they can (sorta like why 
wait to buy that Wii video game if you can 
convince your sister to lend you the money 
today?).  Some borrow because it’s the 
only way to make a very large purchase – 
like a house.  In both cases, the borrower 
pays interest to get that money today.   
 
“What’s interest?”  Daniel chimed in (just as 
I was getting ready to preach the virtues of 
being debt free).  “Back to your sister, it’s 
the favour she demands in exchange for 
lending you money – like making her bed 
for a week.  If you borrow too much, you 
may be making her bed for the rest of your 
life.”  I offered.  “That’s crazy!”  He blurted 
out.  “Why do people do it?”   
 
Why indeed.   
 
 
 
 
 
 
 
 
I asked myself that question as I glanced at 
a recent ad by a local financial planner 
promising to “make your mortgage tax 
deductible” using something called the  

 
Smith Manoeuvre.  No, I’m not referring to 
a NASCAR racing technique.   Fraser 
Smith, a Western-based financial planner 
turned author coined the phrase in his 2002 
book promoting the concept.   
 
Simply put, you, as a home owner stop 
paying down your mortgage.  Any principal 
repayment is, instead, reborrowed on a 
home equity line of credit.  These funds are 
used to purchase mutual funds.  Over time, 
your home mortgage is replaced by a tax-
deductible line of credit.  Bottom line, you 
never pay off your mortgage. 
 
Fans of the plan argue that the Smith 
Manoeuvre creates wealth quicker than 
waiting to pay off your mortgage before 
investing in RRSPs.  Truth is, most of us 
don’t have the guts to borrow against our 
house to buy investments.  In fact, almost 
all of us will bail out of an investment like 
this if we see it decline in value by 10%.  To 
satisfy my curiosity, I looked at the last 10 
years as an example of how the Smith 
Manoeuvre could have worked out.1   
 
What I found didn’t surprise me.  Assuming 
you could avoid bailing in 2002 and early 
2009 (you would have been down over 
$13,000 on $41,000 invested at that point) 
you end up liquidating after ten years with a 
disappointing $5,000 loss after paying off 
the debt!   
 
I have to ask myself the same question:  
“Why do people do it?” 
 
Take a look at the graphic below. 
 
 

 
     
 

 
“Today, there are three kinds of people: 

the have’s, the have-not’s, and 
the have-not-paid-for-what-they-have’s” 

                                          
                                         Earl Wilson 

 



 

 
 

1Based on principal payments on $200,000 mortgage from Dec 1/00 to Nov 30/10.  Home owner invests a total of $52,151 and pays 6% on money 
borrowed.  Investment in all equity portfolio consisting of CRSP Deciles 1-10 Index (market): 30% MSCI EAFE Index (net div.): 30% S&P/TSX 
Composite Index: 30% Dow Jones US Select REIT Index: 10%.  These monthly returns reduced by 12.5 bps for mgt and advisory fees, all CAD.  For 
illustration only.  
  
The opinions expressed are those of the author and not necessarily those of Assante Capital Management Ltd. This material is provided for general 
information and is subject to change without notice. Every effort has been made to compile this material from reliable sources however no warranty can 
be made as to its accuracy or completeness. Before acting on any of the above, please make sure to see me for individual financial advice based on 
your personal circumstances. 

 
 

 
 

This graph represents a model portfolio using 45% DFA Canada Five-Year Global Fixed Income Fund Class A, 15% DFA Canada Canadian Applied 
Core Equity Fund Class A, 15% DFA Canada US Core Equity Fund Class A (from January 31, 2008 to January 31, 2009) / DFA Canada US Core 
Equity Fund Class A (H) (from January 31, 2009 to August 9, 2011), 15% DFA Canada International Core Equity Fund Class A and 10% DFA Canada 
Global Real Estate Securities Fund Class A, initially invested on January 31, 2008 with pricing up to August 9, 2011, using monthly data and 
rebalanced on a month-end basis. The data series has been smoothed. 
 
Commissions, trailing commissions, management fees, and expenses may all be associated with mutual fund investments. The indicated rates of 
return are the historical annual compounded total returns including changes in unit/share value and reinvestment of all distributions/dividends. They 
do not take into account sales, redemption, distribution or optional charges or income taxes payable by any security holder that would have reduced 
returns. Mutual funds are not guaranteed, their values change frequently and past performance may not be repeated. Please read the prospectus and 
consult your Assante Advisor before investing. 



 

 Assante Capital Management Ltd. is a member of the Canadian Investor Protection Fund and is registered with the Investment Industry Regulatory 
Organization of Canada. This material is provided for general information and is subject to change without notice. Every effort has been made to 
compile this material from reliable sources however no warranty can be made as to its accuracy or completeness. Before acting on any of the 
information, please make sure to see me for individual financial advice based on your personal circumstances. 
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