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cOuNTdOwN TO R-day
Cindy david | Whether you are age 30, 40 or 50, the time 

to start thinking about retirement is today 

When is the right time to 
start thinking about re-
tirement? Obviously the 

sooner you start saving, the better, 
but what is the cost of waiting to 
save? 

Let’s start with assumptions. The 
first is “Let’s be conservative”. For 
all examples I use a five per cent 
return spread between two per cent 
interest, 1.5 per cent dividends and 
1.5 per cent realized capital gains. 
This breakdown is important for 
tax purposes. If conservative to you 
means buying guaranteed income 
certificates, then you would have to 
cut this in half and assume 100 per 
cent interest, which would almost 
double the required savings sug-
gested in the examples below (see 
sidebar). Two other constants in my 
examples are that everyone is going 
to live to age 90 and that inflation 
is two per cent. If you want to be 
ultra-conservative when running 
a retirement plan, I would suggest 
using 3 per cent to “acid test” long-
term results, but for the purpose of 
this article we will reflect today’s 
inflation and moderate return en-
vironment. And yes, 90 is the new 
80, and by the time you reach age 
80, 100 will be the new 90. 

I’m surprised how often clients 
argue against their longevity. People 
are living longer, it’s a fact, and it’s 
important to plan for it. 

Average income in British Col-
umbia in 2014 was $76,770, before 
tax. So let’s say you qualify for the 
maximum Canada Pension Plan 
and old age supplement at age 65, 
which would cover $20,000 of your 
required income. Last but not least, 
the numbers below assume that you 

are saving to a non-registered ac-
count, which is a fairly simplistic 
approach as many of you will save 
to a registered retirement savings 
plan (RRSP) if you’re in higher-in-
come tax brackets now. My rule of 
thumb is save to an RRSP if your 
income is above $90,563 and your 
RRSP and deductions do not drop 
taxable income below that amount. 
If you are in lower-income brackets, 
start first with saving to a tax-free 
savings account. If you are an incor-
porated business owner and starting 
to accumulate cash, consider creat-
ing a holding company and allocate 
retirement savings to it. 

I often cringe when I see articles 
stating f latly that you need ‘X’ 
amount to retire at 65, because there 
are so many factors that need to be 
taken into account to truly come up 
with an accurate figure. If you go to 
three different financial planners 
you will end up with three different 
financial plans, and the reason is 
hidden in the assumptions. 

The following is what you need 
to consider when putting together 
a financial plan:

InflatIon rate •This is the 
single most impactful assumption; 
using a higher rate is more conserv-
ative, meaning bigger raises each 
year throughout retirement ensur-
ing that you don’t go broke slowly 
over time.

are you uSIng conServatIve 
long-term growth aSSump-
tIonS? and how IS It beIng 
taxed? •For instance, don’t let 
any of the return fall under deferred 
growth and make sure all capital 

gains are realized in the projection. 
T his is more conservative than 
treating a portion of your portfolio 
as though it’s an RRSP or a tax-free 
savings account.

whIch SavIngS or InveSt-
ment bucket do you Spend 
from fIrS t? •T he order of 
spending can make an enormous 
difference on how much you can 
spend, as well as how much you 
leave behind for your beneficiaries.

when to trIgger penSIon In-
come. •Take the CPP early, at age 
65 or defer to age 70? This needs to 
be considered on a case-by-case 
basis, but we often end up advising 
clients to take CPP early. 

One final note: financial plans 
change the minute your report is 
printed. So remember that an on-
going review, checking regularly 
to make sure you are still on track, 
and adjusting along the way, is as 
important as making the decision 
to retire.
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What you need to save 
to achieve an annual 
retirement income of 
$50,000, after-tax, in-
dexed by two per cent.

•at 30 years of age: 
monthly savings 
required: $2,192 
required savings by 
age 65: $2,008,004

•at 40 years of age: 
monthly savings 
required: $3,195 
required savings by 
age 65: $1,647,263

•at 50 years of age: 
monthly savings 
required: $5,475 
required savings by 
age 65: $1,351,330

Yes, 90 is the new 
80, and by the 
time you reach 
age 80, 100 will be 
the new 90
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