
N
atio

n
al B

an
k Fin

an
cial

1

R
etirem

en
t p

lan
n

in
g

When can I retire? 
How much money 
will I need? 

These are two of the most common questions new clients ask. The answer in each case: “It depends.”

To answer the questions we need to know:

> The cost of your desired retirement lifestyle

> Ongoing obligations to family members and/or lenders

> How much you already have saved and how much you can add to that each year

> How much you can earn on your investments

> Whether you have a workplace pension plan and the extent to which you can rely on it

> Your eligibility for government benefits

> Whether you have assets that can be converted to capital during retirement. For example, do you
intend to sell a business interest you own or downsize your home?

> Your ability and willingness to do part-time or temporary work as a retiree

> Your health and likely longevity

Retirement 
planning
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Notice how these considerations tie in with what we discussed in previous sections:

> If you live within your means now, it will be easier to fund your retirement lifestyle. Indeed, as a
retiree, you will likely find that you have much more money to spend on luxuries. That’s because you
will no longer be setting aside money for savings and having to pay employment-related expenses.
Your income tax bill might also be quite a bit lower.

> If you create and maintain a structured savings and investment program now, you can focus on
gradually building the wealth needed for “financial freedom.” You’ll ideally avoid the last-minute
panic that leaves many disappointed, as they discover they must keep working longer than they
would like.

> If you master the basic concepts of the income tax system, you will be able to maximize the wide
array of tax planning opportunities for retirees.

> If you understand the various forms of investment risk and pursue a reasonable strategy based on a
suitable strategic asset allocation, you will feel more comfortable about your decision-making, less
troubled by short-term distractions, and find it easier to stay focused on your long-term goals.

Important trends
A prudent retirement plan should consider five important trends that, singly or together, indicate future
retirees will have to carry greater personal responsibility than those who retired in the past. 

> The average Canadian is living longer than ever. And, in relative terms, the “advanced elderly” –
those 85 and older – are the fastest growing part of the population. According to Statistics Canada
data, a 40-year-old man has a 14% chance of celebrating his 90th birthday. The odds for a 40-year-
old woman are 28%. And there’s a 39% chance that one member of a 40-year-old couple will live
past 90. Those projections are actually conservative because the data covers the entire population.
That includes lower-income people who tend to have shorter life spans, as well as those with serious
medical conditions.

> Canadians are retiring earlier than before. Statistics Canada says the median retirement age is just
above 61 - just under 59 for public sector workers and just under 62 for private sector employees.
Only the self-employed still have a median retirement age of 65.  

The combination of earlier retirement and longer life expectancy means many Canadians may well
spend more time as retirees than they did in the full-time workforce. 

> Older Canadians are leading healthier, more active lives. For many, that means increased spending
on leisure pursuits such as travel and sports.

> Government support is being cut back. The biggest impact has been on medicare as provincial
governments de-list certain services and take longer to approve new treatments and medicines.

Future Age  > 85 90 95 85 90 95 85 90 95
Man Woman 1 member of a couple

Age now
30 31 % 14 % 4 % 49 % 28 % 12 % 65 % 38 % 15 %
40 31 % 14 % 4 % 49 % 28 % 12 % 65 % 39 % 15 %
50 32 % 15 % 4 % 50 % 29 % 12 % 66 % 39 % 16 %
60 34 % 16 % 5 % 52 % 30 % 12 % 68 % 41 % 16 %
65 36 % 17 % 5 % 54 % 31 % 13 % 70 % 43 % 17 %

Source: Statistics Canada 2006

Percentage chance of reaching
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Employers are also reducing or even eliminating post-retirement medical and dental insurance
coverage. This means individuals will increasingly have to fund a larger portion of their own care.
Also, private insurers have substantially increased the cost of out-of-Canada medical insurance,
forcing many snowbirds to cut short their winter stays.

> Pension coverage is declining. Fewer than 40% of Canadian workers now have formal pension plans.
Many companies are restructuring their programs to reduce coverage by traditional defined benefit
plans that guarantee a set level of income for life. Increasing emphasis is being put on defined
contribution plans that work much like RRSPs, with no income guarantee. Both private and public
sector defined benefit plans have been moving to reduce the inflation protection they offered in the
past.

Government benefits
There are two main government pension programs: Old Age Security (OAS) and the Canada/Quebec
Pension Plan (CPP/QPP). Their benefits are indexed for inflation and taxed as income. The Human
Resources and Social Development Canada web site – www.hrsdc.gc.ca -- has details on OAS and CPP.
Information on the Quebec Pension Plan can be found at www.rrq.gouv.qc.ca.

OAS pays approximately $500 per month starting at age 65. These benefits begin to be phased out,
however, for retirees with taxable income above the “clawback” threshold of approximately $64,000, and
disappear entirely once annual income exceeds approximately $105,000. At the other end of the
spectrum, OAS pays a special tax-free supplement to low-income seniors. It’s called the Guaranteed
Income Supplement (GIS). 

If you’ve contributed to CPP/QPP while working, you will be due a monthly pension based on your
contribution record. The maximum benefit in 2007 was $863.75 a month, payable at 65. The pension
can be started as early as 60, but at a reduced amount. For example, you would get 30% less if you start
at 60 instead of waiting for the full entitlement at 65. 

Maximum OAS plus maximum CPP/QPP would provide just over $16,000 a year. That may not seem
like much, but these programs are meant to be an anchor, not your entire support. Together, they were
designed to replace no more than 40% of the average national wage. In reality, you will likely receive
less than $16,000. The average CPP/QPP recipient collects about half the maximum benefit. One
reason is that the pension is based on your earnings and contributions while working. Another is the
reduction for those who start their benefits before 65.

Supplementing the government plans
As a general rule, if you are now between 40 and 60 years old, 60–75% of your current household
income is a good approximation of what you will need for a comfortable retirement. Suppose, for
example, that Richard and Susan currently earn $80,000, and would like to retire on 75% of that, or
$60,000. If we assume that OAS and CPP/QPP for the two of them total $20,000, there is a $40,000 gap
to be filled by their employer pension plans and personal savings. We’ll refer to that $40,000 gap later in
this discussion. 

Allowing for inflation 

OAS and CPP/QPP benefits are indexed for inflation, but your supplementary income estimate is not.
You must adjust that part of your projection from “current” to “future” dollars to account for the
inevitable loss of purchasing power. Even at relatively low inflation of 2% – the mid-point in the target
range set by the federal government and the Bank of Canada – 25 years from now, one dollar will buy
about 40% less than it does today.
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Richard and Susan would like to retire in 20 years. At 2% average annual inflation, the table indicates
they will need $1,486 to be able to buy what now costs $1,000. So, the $40,000 annual gap projected
above would actually be $59,440 when they stop full-time work. (40 x $1,486) Suppose they have no
pension plans at work and want to provide for a retirement income stream that will last for 25 years.
How much retirement capital will they need? Richard and Susan figure they can continue to earn 6%
on their money and, to be conservative, want their withdrawals fully indexed for 3% inflation. This table
shows the approximate capital needed to fund $1 of annual income. Find the point for 25 years, 3%
indexing and 6% growth. You’ll see it takes just over $18 in savings to fund each dollar of income.
Multiply 18.10 by $59,440 and you’ll find they need just under $1.1 million.

The RRSP’s Role in Retirement Planning 

The savings targets obtained by working with the preceding tables are staggering! Most of us would
have little hope of amassing this much wealth without some kind of help. Fortunately, help is available
in the form of the registered retirement savings plan (RRSP).

An RRSP puts two powerful forces to work: long-term compound growth and tax deferral.
Compounding means that each year’s income is reinvested to earn still more money. RRSP tax deferral
provides two advantages: immediate tax savings, and tax-sheltered compounding of the plan’s earnings.
Basically, you are able to invest more than you would otherwise, and that extra money earns a lot more
money over time.

RRSP contributions are tax-deductible. This means that every $1 you contribute will generate a tax
savings. The exact amount will depend on your marginal tax rate. At a 40% marginal rate, a $5,000
contribution will generate a tax savings of $2,000, meaning that making the $5,000 contribution could
cost as little as $3,000, with the government footing the balance. 

Your RRSP’s investment earnings compound tax-free until they are withdrawn. While many people
focus on the upfront tax deduction, tax sheltered compounding plays an even more important role in
building your retirement savings. Consider what happens with a regular unsheltered investment. At a
40% marginal rate, tax takes 40 cents from every dollar earned. You not only lose that money, but also
the future compounding on it. So, the 6% you thought you were getting is really more like 3.6% after
tax. And if inflation averages 3% annually, your capital is barely growing at all.

Level of annual indexing

Years of
income

required 6% 8% 6% 8%
20 $12.16 $10.60 $15.44 $13.23
25 $13.55 $11.53 $18.10 $15.00
30 $14.59 $12.16 $20.40 $16.39
35 $15.37 $12.59 $22.40 $17.49

* Assume full withdrawal made at start of year.

Capital required to fund $1 of retirement income*

No indexing 3%

Average annual return on savings

After this many years  
Inflation 10 15 20 25 30 35

2.0 % $1,219 $1,346 $1,486 $1,641 $1,811 $2,000
2.5 % $1,280 $1,448 $1,639 $1,854 $2,098 $2,373
3.0 % $1,344 $1,558 $1,806 $2,094 $2,427 $2,814

* In future dollars

Future costs* of goods and services worth $1,000 today 
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Tax deduction + sheltered growth = more savings

The accompanying chart illustrates these two tax advantages. It compares a $5,000 RRSP contribution
made at the start of each year to a similar amount invested without tax sheltering. We assumed a
marginal tax rate of 40% and a 6% return on both investments. 

Here’s how they did after 30 years:

Remember that each $5,000 RRSP contribution generates a tax deduction. At a 40% marginal tax rate,
that’s worth $2,000, which could also be invested. We assumed it takes 12 months to actually receive
that tax refund and then invest it outside the RRSP. It earns the same 6% as the RRSP, but with no
sheltering. That reduces the after-tax return to 3.6%. This still builds an additional $102,961 over our
30-year savings period. Adding that to the difference above, we see that in this example the combined
effects of the RRSP tax advantages would put you ahead by more than $250,000! 

Of course, RRSP withdrawals are added to your income for the year and taxed accordingly. But those
withdrawals will probably occur after you retire, when your income and marginal tax rate are likely to
be lower. Also, you will probably spread your withdrawals, and the tax bite, over many years. Still, let’s
examine the worst-case scenario – collapsing the RRSP all at once and getting taxed at 50%. That’s
higher than today’s top tax rate.

Years 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26 27 28 29 30

$600,000

$500,000

$400,000

$300,000

$200,000

$100,000

$0

RRSP tax shelter fuels growth

RRSP Reinvested RRSP tax refunds Taxable account

RRSP $419,008

Taxable account $271,849

Difference $147,159

Reinvested RRSP tax refunds $102,961

Total difference $250,120

The RRSP Advantage
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Losing half the RRSP’s value to tax would still leave $209,504. Plus, you would have $102,961 from
investing the RRSP tax refunds. So, even in an implausible worst-case scenario, the RRSP still wins by
more than $40,000! RRSP tax deferral and long-term compounding enable even modest contributions
to become a sizeable retirement nest egg. This explains why RRSP savings can consistently grow in real
terms while unsheltered investments often do not.

RRSP Unsheltered account
Value after 30 years $419,008 $271,849
Tax due at 50% MTR - $209,504 Already paid
Net value after tax $209,504 $271,849
Tax refunds invested $102,961 0
Total $312,465 $271,849

Comparison of an RRSP and a regular investment

Many people wonder whether it’s better to put
money into an RRSP or use it to reduce their home
mortgage. Both options are wise choices and a
complex calculation that factors in the value of your
workplace pension plan, if any, might favour one
over the other. It all depends on your situation. But
advisors and their clients invariably opt for a simpler

two-track approach. Make your RRSP contribution to
create a tax-sheltered pool of investment capital and
use the tax refund to reduce your mortgage. This
means your mortgage will be paid off early. At that
point start investing the money that would have
otherwise been required for mortgage payments. 

WE SUGGEST …
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NOTES

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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