
Nothing is more frustrating than working very hard to achieve something, achiev-

ing it, and then losing it. The same is true in the world of our financial affairs. It

can be very sad (sometimes tragic) if all of a sudden things

for which we have worked so hard are destroyed or taken

away. As individuals grow older, they usually become con-

cerned with helping to ensure their loved ones are cared for,

and can keep up a lifestyle close to their present one, in the

event of death or disability. Also, most people hope to

retire some day and have a lifestyle in retirement that will

be comfortable.

This brings us to two last things to consider — insurance

(protecting assets and loved ones) and retirement (achiev-

ing a comfortable and desired lifestyle once there is no

longer regular income coming in from working). People

tend to focus on these issues later in life — often too late. The reality is that the

earlier one considers these areas, the better prepared one can be and the more

likely goals will be achieved. Let’s look at insurance first.

INSURANCE

Insurance is a means to reduce, eliminate, and/or share risk. It involves mak-

ing payments to a company (along with many others who want insurance) to
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assume some portion or all of your risk. You make payments to cover you in

the eventuality that something may happen that will impose a financial cost

or loss on you. The company, meanwhile, hopes that you will not have to

make a claim against your policy. In the end, the company would be pleased

if the best product they provided to you was peace of mind. But the company

accepts the fact that events may transpire that will lead to the company having

to cover financial costs (perhaps significant financial costs) on your behalf.

The insurance company will cover such costs from the revenues it earns from

all those who have policies and make payments (premiums) to the company

to acquire the insurance protection. The insurance company aims to make a

profit by receiving more in revenue than it has to spend to cover the costs of

claims. 

In this way, the insurance company “pools the risk” of many policyholders

and accepts the risk on behalf of those policyholders. Why might you seek

insurance protection? What might you have that could be at risk?

Such risks could include:

– physical assets (for example, a home, boat, jewellery, and so on)

– income/cash flow (for example, insuring your ability to obtain an income
in case you become disabled)

– life and health (for example, loss of life or health can lead to loss of one
of your greatest assets — your ability to earn an income)

– dependents

– peace of mind

Insurance can play a role in virtually all of these.

TYPES OF INSURANCE

There are primarily two types of insurance — general insurance and life and

health insurance. General insurance refers to insurance policies that cover

property and physical assets. Life and health insurance policies, not surpris-

ingly, cover life and health. 

General insurance policies can be taken out to cover a car, house, boat, fur-

nishings in a house, jewellery, clothing such as fur coats, and so forth. For the

most part, general insurance is usually available to cover most physical, 

property assets. 

The cost of a general insurance policy (how much your premium is monthly,

semi-annually, or annually) will depend on a number of things including:
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– the value of the asset you are protecting

– the risk of something happening to the asset

– your personal record with respect to your assets, their loss, and previous

insurance claims

– how frequently the asset is used

– the type or style of the asset (for example, insurance for a sports car will

probably cost more than insurance for a less racy vehicle because history

has shown that sports cars are involved in proportionately more accidents)

– the area you live in (for example, possessions in a house in a high crime

rate area may cost more to insure than possessions in a house in a low

crime rate area)

Life and health insurance is what you will acquire to (a) provide for others in

the event you should die (life insurance) and (b) provide for yourself and

others in the event you become sick or disabled and you are unable to earn

an income (disability insurance).

With respect to life insurance, there are two general types — term insurance

and permanent insurance. Term insurance is cheaper and is designed to pro-

tect those things that are more temporary in nature. For example, suppose you

had children and wanted to ensure that, should you die, their education

would be paid for. That would be a temporary need for insurance since once

the children were beyond school age the insurance protection would no

longer be needed. Therefore, you would arrange for term insurance that would

expire when the children reached a certain age. The insurance is temporary.

The payments are temporary. And the cost is often relatively low.

Permanent insurance (such as “whole life” policies) are just that — perma-

nent. They last for life. Whereas term insurance might be paid (for example, if

you die), permanent insurance will be paid.

Permanent insurance is for permanent protection. For example, suppose you

want to ensure that estate taxes are covered when you die. (The government

receives taxes levied on the estate of a person when he or she dies). That

means you want that insurance when you die, not if you die within a certain

period. You want permanent protection. That is when you would consider per-

manent insurance, which is more expensive than term.

So remember, insure things that are important to you — and insure them

with the right kind of insurance.

Now, let’s turn our attention to the other area of concern in later life — 

retirement.
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RETIREMENT

Pablo Casals, the famous Spanish cellist, once said that: “To retire is to begin

to die.” Casals obviously saw retirement as an unwanted change that brought

with it a shift in focus from preparing to live to preparing to die. No one

could say that this is a positive description of retirement.

However, maybe a great deal depends on how we define retirement. Perhaps

society made a mistake in establishing the concept of “retirement” in the first

place. In early civilizations, without the concept of formal retirement, many

privileges came with age, and there was no fixed date after which you suddenly

became “retired.” Today we tend to define retirement quite specifically. Some

define it as age 65. Others define it as when you “stop working.” And so on.

If you are at a relatively young age, the prospect of your retirement probably

seems to be in the distant future. You probably feel that today and the next few

years of your life hold out enough challenges that deserve your attention. If so,

that is an attitude that runs counter to your own effective financial planning,

and we should try to do something about that now. The wise financial planner

always keeps one eye on today, one eye on the near future, and a third eye on

the distant future. (Okay, so physically that may be quite a challenge. But,

financially, it’s a must.) One day, those distant years will be today, and the

“todays” of your future will probably be much better if you plan for them.

It is probably worth noting a key point here. Regardless of the importance you

may assign to the consideration of those future years at this point in your life,

statistics show that you may spend 20 to 30% of your life in so-called retire-

ment. That’s a pretty substantial amount of your time. Furthermore, wouldn’t it

be nice to think that, throughout the course of your life, the better years will

always be lying ahead. With the advances that are taking

place in health care and medicine, who knows, maybe

that portion of your life spent in retirement will actually

increase. A third or more of your life is not something

that you want to leave primarily to fate. Let’s see how

you can start to take control by effective planning. Let’s

look ahead to those future years.

How did you define retirement? Did you define it in terms of age, in terms of

working or not working, in terms of self-reliance and independence? There are

many possibilities.

For our purposes here, though, and for the purposes of effective planning, 
we are going to break some new ground and develop a new concept and 
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definition for what we will call your “retirement point.” For our purposes,
we’ll define a retirement point as: 

that point in life when you achieve financial independence (you do not
have to work for income earned either from self-employment or from 
working for others) so that you can live the lifestyle of your choosing with
income from savings, investments, pensions, and so forth.

Hence, we are saying that you reach your retirement point when you have 
sufficient financial resources in place, and working for you, that you could be
happy with the lifestyle that they would provide for you without working any
further. According to our definition, reaching your retirement point does not
mean that you necessarily stop working. Striving to reach your retirement
point is aiming to place yourself in control and to have options and choices
available to you. You no longer have to work, but you may decide to do so.
Your available cash flow from investments, savings, and so on would support

you without further income requirements.

A major determinant of whether or not you are suc-

cessful and able to achieve your retirement point will

be how you define your own retirement point and the

standard of living you target for yourself. If you would

be content living on an annual income of $25,000 a

year, your retirement point would be more readily

achieved than if you hope to achieve $75,000 a year. 

The following are some of the more common sources of retirement income:

– pensions

– registered retirement savings plans (RRSPs)

– annuities

– investment income

– savings

– employment income

– insurance policies

– sale of assets

We have already discussed savings and investment, but let’s look briefly at a

few of these with which you may not be familiar.

PENSIONS

One source of income is pension income. A pension plan is a pooling of funds

that accumulate from the monthly payments of those who hope to draw on

that fund in their retirement. Over the course of a person’s working years,
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he/she will make payments usually into one or more pension plans — including 

a government pension plan called the Canada Pension Plan (CPP), which we’ll

discuss in a moment. Payments made into private pension funds (such as a

pension fund at a company) are pooled with those of many others. The pooled

funds are invested in efforts to expand the size of the fund. Then, upon retire-

ment, an individual will hope to draw a monthly payment from that pension

fund to help support retirement.

Many companies offer pension plans as a benefit to their employees. While

you work at the company, you may make payments into a pension plan to

which the employer will also contribute. The longer you work with the com-

pany, the more payments you make into the plan and the higher will be the

benefits that you receive from the plan when you retire. If you work with a

company, make sure that you become familiar with the company’s pension

program, if there is one, and know your benefits and the eligibility require-

ments that might exist.

Canada Pension Plan/Quebec Pension Plan
Throughout your working life, you will see deductions on your paycheque

referred to as CPP (or QPP in Quebec), which is your Canada Pension Plan

(or Quebec Pension Plan) contribution. By contributing to this, you are eligi-

ble to receive a pension from the government when you reach age 65. (At

the time this book was written, the maximum benefit payable at age 65 was

$10,134 a year, but extensive changes have been made in recent years that

increased the contributions Canadians have made to the fund in order to

ensure that it can continue to provide pensions to the many Canadians who

will reach age 65 over the next 20 years.) Indeed, the Plan will also provide

payments to some who have not contributed to the plan but who, in the

opinion of the government, deserve a pension. 

OTHER GOVERNMENT BENEFITS

Old Age Security (OAS) is available at age 65, subject to residency require-

ments. OAS benefits are subject to a “clawback,” which reclaims payments

from higher-income recipients.

The Guaranteed Annual Income Supplement is payable to pensioners who

have little or no income other than the OAS.

REGISTERED RETIREMENT SAVINGS PLANS (RRSPS)*

Putting money into a registered retirement savings plan (RRSP) is possibly 

the wisest move any income earner can make. RRSPs were introduced by the
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government in 1957 to encourage individuals to save for their retirement 

years and to supplement government and company pension plans. RRSPs are

operated by banks, trust companies, caisses, and insurance companies or can 

be self-administered. All of them invest your money in a variety of eligible

investments, in the hope that your money will grow.

At retirement, the money can be used to purchase an annuity, which will pro-

vide a regular source of income, or a RRIF (a Registered Retirement Income

Fund), which can include a variety of investments but from which a mini-

mum amount must be withdrawn every year.

The money that is placed in an RRSP grows very quickly because, unlike regu-

lar savings and investments, it is untaxed as long as it remains in the plan. In

addition, the amount deposited in an RRSP reduces your taxable income now.

Deposits to an RRSP can be made at any time during the year and in the first

60 days of the following year to benefit from the tax deduction. However, the

earlier in the year your contributions are made, the sooner your money starts

working for you untaxed and the larger your RRSP will be when you retire.

Some RRSPs can now be started with as little as $100 at any time during the

year and additional contributions can be made at your convenience. They

really are within the reach of most income earners.

You can withdraw funds from an RRSP account, but the funds withdrawn

become immediately taxable as income. Some people plan to take money out

of their RRSP during a year when income will be less (for example, during

maternity leave, when laid off, when going back to school). Remember,

though, that it will be hard to make up the funds removed from an RRSP.

And consider carefully the amount you need and will have to pay tax on.

RRSPs are a necessity for most people if they want to maintain their desired

lifestyle in retirement. Not all RRSPs are equal; before signing, compare the

plans offered at different companies. Once a plan has been chosen, check its

performance regularly.

There are many excellent publications available that provide detailed informa-

tion about the types of RRSPs available. As with any investment, it is impor-

tant to spread money among different types of investments in order to reduce

risk and maximize potential returns.

THE SALE OF ASSETS

Any assets that you acquire over the course of your life should be reviewed as

to whether they are assets you will always hold, assets that you will alter over

time, or assets that you will eventually sell outright. Examples of assets to con-
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sider include: housing, other real estate holdings that you do not live in, land

that you may own, a cottage, a boat, a trailer, furniture, collections, automo-

biles, and so on. An asset such as an automobile may be one that you will

alter. You may sell a large car and buy a smaller car — one that addresses your

needs but that isn’t as costly to buy or operate. You may decide to sell an asset

such as a cottage or boat outright and use the income for other purposes.

In planning for retirement years, you should have an “asset strategy,” that is, a

plan concerning which assets you will keep, which you will sell, and which

you will alter.

INHERITANCES

For many people, it can be assumed that by the time they reach their age of

retirement, most of the wealth they are going to inherit in their lives will

already have been realized. Therefore, it is more feasible to factor inheritances

into retirement planning than for any earlier stage of financial planning. It is

for this reason that, regardless of one’s hesitation to think about it, any

known inheritances should be factored into retirement planning.

SUMMARY

These, then, represent some of the more common sources of income for the

retirement years. This is probably a good point at which to make an impor-

tant distinction. In planning for your retirement years, you will want to give

attention to two different aspects of your life — (a) your standard of living

and (b) your quality of life.

Your standard of living will be determined primarily by your income.

Standard of living is used to assess your access to, and your ability to acquire,

material goods and services. In general, the higher your available income, the

higher the standard of living that is available to you. 

Quality of life, however, may be factors such as where you live, the air you

breathe, the pace of life you live, your health, your level of worry and anxiety,

how easy it is for you to get to your cottage or to the park, how frequently you

are able to see your children (and, yes, your grandchildren), the books you

have to read, and so on. Quality of life refers to the enjoyment and pleasure

you get from life that cannot be measured in dollars and cents.

In planning for your retirement, you will probably be wise to think first about

the quality of life that you hope to lead in those later years. Then, with that

goal in mind, look at which of those goals will depend on a certain level of

income that you will need to acquire/generate.
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For example, if you hope to spend a great deal of time at a lakeside cottage,

the first thing you better do is figure out how to get the cottage. If you hope to

do a considerable amount of travel, that, too, will depend on income.

Therefore, think about your desired quality of life before turning your atten-

tion to income and standard of living considerations. Who knows, you may

find that what you hope to achieve out of life in those later years may not

entail a great deal of wealth and income. On the other hand, it might, and for

those of you in that category the earlier you get started on your retirement

planning the better.
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