

















Meg compares her expected annual income with her estimated needs

Estimated needs $56,900
Less

Expected annual income $58,262

Surplus $1,362

If Meg delays retirement until 65, all of her financial goals
will be met. However, we must not lose sight of the
devastating effect of inflation. Although the Canada Pension
Plan and the Old Age Security Plan tie their pensions to the
consumer price index, Meg is greatly disadvantaged by the
fact that her Supplemental Pension Plan is not indexed.

Year Age Indexed pension Annual shortfall
0 65 $32,500 $0
1 66 $33,475 $975
2 67 $34,479 $1,979
3 68 $35,514 $3,014
4 69 $36,579 $4,079
5 70 $37,676 $5,176
6 71 $38,807 $6,307
7 72 $39,971 $7.471
8 73 $41,170 $8,670
9 74 $42,405 $9,905

This table shows the extent to which Meg's income will
increasingly fall below her goal. After just 10 years,

she will have a shortfall of almost $10,000 in providing
for her annual lifestyle.

A little financial number-crunching enables us to calculate
that to counterbalance the effect of inflation and maintain
her lifestyle until 84 (which is her life expectancy), Meg
should save $2,941 (details of the calculation appended)
per year for the next 20 years. This amount represents a
minimum, since Meg has a 50/50 likelihood of living beyond
her life expectancy.

Never having contributed to her RRSP, Meg has significant
unused contributions available. She would be well-advised
to enlist the help of a financial planner who can help her

establish a good financial plan that gives her all the tools

she needs to achieve her goals.

Since her purchasing power will continue to erode over time,
it is crucial she plan for additional savings to compensate for
this recurrent loss.

With an annual, non-indexed pension of $32,500, here is
how her income shortfall can increase over the years with
respect to a pension that is indexed at 3% per year.

Year Age Indexed pension  Annual shortfall
10 75 $43,677 $11,177
11 76 $44,988 $12,488
12 77 $46,337 $13,837
13 78 $47,7217 $15,227
14 79 $49,159 $16,659
15 80 $50,634 $18,134
16 81 $52,153 $19,653
17 82 $53,718 $21,218
18 83 $55,329 $22,829
19 84 $56,989 $24,489

Her financial planner could, for example:

» Help her establish clear, achievable goals;
» Review her budget with her, to help her increase
her annual savings;

» Enable her to benefit from several helpful financial
strategies, such as:
Sign up for a direct debit plan;
Contribute the maximum to her RRSP;
Use an RRSP line of credit;

» Advise her on good investments suited to her
personal situation;

» Ensure that she is well-protected against setbacks in life
that could threaten her retirement goals (illness, accident);

» Regularly review things with her to ensure that her financial
situation stays in line with her goals.

Thanks to help from her financial planner, and provided Meg makes the effort,
she could come close to attaining her first goal, i.e. retiring at 60.

One thing is certain. At 45, Meg must review her financial situation with respect to her
retirement goals and make the necessary effort to adequately prepare.



APPENDIX

Calculation of the annual savings necessary over the next 20 years
to counterbalance the effect of inflation on the SPP income

Note:

» Discount factor = VP
where V° = (1 + )P
here V° = (1 + 0.06)2% = 0.311805

» The calculations are based on payments being made at the start of the period.

Current age 45 years (A)

Retirement age 65 years (B)

Income at 65 $32,500 (@)

Duration of income 20 years (D)

Interest 6 % (r)

Inflation 3% (inf)

Calculations

Funds required at retirement age for an income of Capital required at 65 to compensate for inflation

$32,500 for 20 years (E): over 20 years (G):

E=Cx(1-VO)x(1+1)/r w=1+inf)/(1+71)

E =32,500 x (1 -0.311805) x (1.06 / 0.06) w=(1+0.03)/(1 +0.06) = 0.971698

E =9$395,138.79 y =Cx(1+inf)x(1-wO) /[ (1T+0)x(1-w)]

y = $32,500 x (1 + 0.03) x (1 - 0.97169829) /
[ (1+0.06) x (1-0.971698) ]

Annual savings required (F): y = $487,447.31
u=[0+r)P-11x[(0+n/r] z=Cx(1-VP)/r
u=[(1+0.062]x[(1+0.06)/0.06] z =32,500x (1-0.311805) / 0.06
u=38.99 z =$372,772.44

F=E/u G=y-z

F=$395138.79 /[ (1 + 0.06)2° - 1]x G = $487,447.31 — $372,772.44
[(1+0.06)/0.06) ] G=19$114,674.87

F=$10,133.65

Annual savings required (H):
H=(y-2)/u
H = ($487,447.31 - $372,772.44) / 38.99

H=1%$2941.14
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RETIREMENT INCOME

CASE STUDY

PAUL COLE

Age
Job
Gross income

Canada Pension Plan' (CPP)
) retirement at 60
) retirement at 65

Supplemental Pension Plan (SPP)
RRSP
Annual RRSP contributions

Planned retirement age

" According to his latest CPP contribution statement

55
Mechanic

$55,000/year

$8,225/year (in today's dollars)
$13,620/year (in today's dollars)

No
$100,000
$3,000
60

A partner you can trust.

www.inalco.com  www.iapacific.com

Paul wants to retire at 60.
To determine if he can, he must
make the following calculations:

1 His expected income
just prior to retirement age

2 ) His estimated retirement
needs

3 ) His sources of
retirement income

4 > His future shortfall,
as applicable

5 ) The necessary savings,
starting today, to cover
this shortfall
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Let's see if Paul can

retire at 60.

i -

All future amounts are calculated on the basis of an annual inflation rate of 3%.

What will Paul's salary be at 60?

E Current salary Number of years Inflation rate Result
= $55,000 5 3% $63,760*
*$55,000 x (1 + 0.03)° = $63,760.07
~ What are his estimated retirement needs?
é Projected salary at retirement Income replacement rate Result
n $63,760 70% $44,632
What are his expected sources of retirement income?
First, we must evaluate the value of Paul's RRSP at 60.
1 The value of the amount of $100,000
already accumulated is projected over 5 years:
$100,000 x (1 + 0.06)° = $133,823 (assuming a return of 6%).
2 The supplemental amount obtained is calculated
™ based on the annual contributions Paul will make
E in the next five years:
w
Year Contribution Start of year Return End of year
1 $3,000 $3,000 6% $3,180
2 $3,000 $6,180 6% $6,551
3 $3,000 $9,551 6% $10,124
4 $3,000 $13,124 6% $13,911
5 $3,000 $16,911 6% $17,926




STEP 3 (continued)

STEP 4

3 The two results are added, i.e. $133,823 + $17,926 = $151,749, then the annual retirement income generated by this
amount is calculated. The following table can be used to calculate the future income that can be obtained from a specified
amount of savings.

Pension Factors*

Retirement at 60 Retirement at 65

Current age Man Woman Man Woman
20 1.45 1.66 0.93 1.08
25 1.94 2.22 1.24 1.45
30 2.60 2.97 1.66 1.94
35 3.48 3.98 2.22 2.60
40 4.65 5.32 2.97 3.47
45 6.23 7.12 3.97 4.65
50 8.33 9.53 532 6.22
55 11.15 12.75 7.11 8.32
60 14.92 17.07 9.52 11.14

*Rate of return: 6%. Rate of inflation: 3%. Mortality: Actuarial analysis of the Canda Pension Plan as at December 31, 2003.
The capital is exhausted at expected age of death according to life expectancy.

To use this table, Paul must locate "55" in the Current age  divides the amount of the RRSP by this factor to obtain the
column. He must then locate the corresponding factor in annual income that will be indexed annually at the rate of
the Retirement at 60 - Man. Answer: 11.15. He then 3%: $151,749 = 11.15 = §13,610

Total expected income at retirement

Income at 60 Income at 65

CPP 8,225 x (1 + 0.03) $9,535 CPP 8,225 x (1 + 0.03)"° $11,054

OAS $0! OAS $8,454

RRSP $13,610 RRSP 13,610 x (1.03)° $15,778

Expected annual income $23,145 Expected annual income $35,286

' The OAS is not paid until 65 *The amount of $524.23 is the one in effect for the January-March 2011

* Value of the projected annual pension in 10 years: quarter and is subject to change every quarter. You can obtain up-to-date

($524.23* x 12) x (1 + 0.03)'0 = $8,454.26 amounts at the following website:
http://www.hrsdc.gc.ca/eng/isp/oas/oasrates.shtml

Paul compares his expected annual income with his estimated needs

At 60 At 65

Estimated needs $44,632 Estimated needs $51,741*
Less Less

Expected annual income $23,145 Expected annual income $35,286

Shortfall $21,487 Shortfall $16,455

*Estimated needs at 65: 44,632 x (1 + 0.03)° = $51,740.72
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CONCLUSION

What additional amount must Paul save annually to make up his shortfall
and meet his financial goals at 60?

Answering this question requires calculations that combine The following table presents the factors that combine these
several variables. Consideration must be given to the return on  three elements and enables calculation of the fixed annual
his accumulated annual savings and the rate of inflation (since  savings needed to cover the shortfall for the duration

$1 saved today will lose value over time). Also, since the length  of retirement.

of retirement depends on age at death and this information

is not known, the calculation is based on life expectancy

(e.g. 55 year-old, non-smoker, male: 80 years).

Discount Factors*

Retirement at 60 Retirement at 65
Current age Man 60-64 Woman 60-64 Man 65 + Woman 65 + Man Woman
20 33.86 33.48 12.07 10.32 16.62 14.20
25 24.32 24.04 8.67 7.41 12.07 10.32
30 17.19 17.00 6.13 5.24 8.67 7.41
35 11.86 11.73 4.23 3.61 6.13 5.24
40 7.88 7.79 2.81 2.40 4.23 3.61
45 4.91 4.85 1.75 1.49 2.81 2.40
50 2.68 2.65 0.96 0.82 1.75 1.49
55 1.02 1.01 0.36 0.31 0.96 0.82
60 = - - = 0.36 0.31

*Rate of return: 6%. Rate of inflation: 3%. Mortality: Actuarial analysis of the Canada Pension Plan as at December 31, 2003.

To use this table, Paul must locate "55" in the Current age he must locate the corresponding factor in the Man 65 +
column. To provide for the additional income required between  column. Answer: 0.36. He then divides the additional income
ages 60 and 65, he must locate the corresponding factor in required for each period by the appropriate factor and he

the Retirement at 60 — Man 60-64 column. Answer: 1.02. To obtains the amount he must annually save to meet his
provide for the additional income he expects to need after 65,  financial goals at 60.

Between 60 and 65 After 65

Shortfall $21,487 Shortfall $16,455
Discount factor*® 1.02 Discount factor*® 0.36
Additional annual savings $21,066 Additional annual savings $45,708

Additional annual savings to enable Paul to meet his retirement goals at 60: $21,066 + $45,708 = $66,774

*Choose the factor corresponding to the age closest to the current age.

Paul Cole must save an additional $67,099 per year for the next 5 years if he wants
to meet his retirement financial goals. This is more than his annual income!
Mr. Cole will probably not be able to save such amounts. He will have to consider waiting
until he is 65 to retire, and perhaps even lower his income goals.



What will Paul's salary be at 65?

Current salary Number of years Inflation rate Result
$55,000 10 3% $73,915*

*$55,000 x (1 + 0.03)'% = $73,915.40

What are his estimated retirement needs?

Projected salary at retirement Income replacement rate Result
$73,915 70% $51,741

What are his expected sources of retirement income?
First, we must evaluate the value of Paul's RRSP at 65.

The value of the amount of $100,000 already accumulated is projected over 10 years:
$100,000 x (1 + 0.06)'° = $179,084.77 (assuming a return of 6%).

The supplemental amount obtained is calculated based on the annual contributions
Paul will make in the next ten years:

Year Contribution Start of year Return End of year
1 $3,000 $3,000 6% $3,180
2 $3,000 $6,180 6% $6,550.80
3 $3,000 $9,550.80 6% $10,123.85
4 $3,000 $13,123.85 6% $13,911.28
5 $3,000 $16,911.28 6% $17,925.96
6 $3,000 $20,925.96 6% $22,181.51
7 $3,000 $25,181.51 6% $26,692.40
8 $3,000 $29,692.40 6% $31,473.95
9 $3,000 $34,473.95 6% $36,542.38
10 $3,000 $39,542.38 6% $41,914.93

The two results are added, i.e. $179,085 + $41,915 = §221,000, then the annual retirement income generated
by this amount is calculated.

Using the Pension factors table (page 3), Paul locates the factor corresponding to his current age in the Retirement
at 65 — Man. Answer: 7.11. He then divides the amount of the RRSP by this factor and obtains the annual income
that will be indexed at the annual rate of 3%, i.e. $221,000 = 7.11 = $31,082.98
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Total expected income at retirement

Income at 65

CPP $13,620 x (1.03)° $18,304
0AS $8,454!
RRSP $31,083
Expected annual income $57,841

' Value of the projected annual pension in 10 years: ($524.23 x 12) x (1 + 0.03)'° = $8,454

Paul compares his expected annual income with his estimated needs

Estimated needs $51,741
Less

Expected annual income $57,841

Surplus $6,100

As we can see, if Paul waits until 65 to retire, he will meet
his financial goals. He can even expect a small surplus.

Of course, he must ensure he contributes $3,000 to his
RRSP every year.

However, we must not overlook the fact that the calculation
of income from his RRSP anticipates his capital will be
exhausted at the age corresponding to his life expectancy,
i.e. at 80. It would no doubt be sensible for Paul to step up
his savings effort, since he has a 50/50 likelihood of
exceeding his life expectancy.

He would be well-advised to enlist the help of a financial
planner who can help him establish a good financial plan
that gives him all the tools he needs to achieve his goals.

His financial planner could, for example:

» Help him establish clear, achievable goals;

» Review his budget with him to help him increase his
annual savings;

» Enable him to benefit from several useful financial
strategies, such as:
» Sign up for a direct debit plan;
» Use all of his RRSP contribution room.

» Use an RRSP line of credit;

» Once the RRSP is maximized, invest savings in a Tax-Free
Savings Account (TFSA);

» Once the RRSP and the TFSA are maximized, invest savings
in non-registered investments;

» Advise him on good investments suited to his
personal situation;

» Ensure that he is well-protected against setbacks in life
that could threaten his retirement goals (illness, accident);

» Regularly review things with him to ensure that his
financial situation stays in line with his goals.

Thanks to help from his financial planner, and provided Paul manages to substantially
increase his annual savings, he could come close to attaining his first goal,
i.e. retiring at 60.

One thing is certain. At 55, Paul must review his financial situation
and, if necessary, double-up on savings to guarantee a retirement that meets his goals.
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