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“I'm 63
and scared”

The market crash hammered
Louise Stanton's RRSP.

Can she still afford to retire?
by Julie Cazzin

OUISE STANTON
always dreamed of aretirernent that would
b full of Leave] and fne nestaumonts, The
Gi-vear-nld legal secretary saved and in-
vesled her monev for vears 10 make thal
ream corne true, Butthen came the stock
market collapse of the past vear.

The downturn chopped the value of
her retirement savings by a third. She has
ol 3140000 left amd worrics about wn
impoverishied old age, "1've pushed my
retirement date hack to 68, but Tworry that
Twon't make it,” savs Stanton, who makes
563 00a vear al a downtown Tommnte Jaw
firm. “Legal offices are cutting hack. Lven
though I've beenywith this firm for L8 yeass,
L could casily be the neat oo to go, Then
what? Who's poing to hire a A3-vear-ald
worman when they can lire someone hall
mv age [or hall my salary?”

Stanton (weve changed her name to
protect her privacy) has alicady bewun
refurmming her financial plan. Step MNo. 17
Firlng her financial adviser. This was
particularly painful because her udviser
wns ulso Tver sister, *Tgave my RS] money
fu her when she got her first joh 1n 1998
a3 @ imancial planner,” savs Stanton. 1
regrétted It immediately, but I was Loo
warried about offending e Lo wallidravw
oy oy, Thnally decided | couldn’twair
any longer. 5he had me completely in
stocks betore the crash. 've lost so much
of wy twwoney that Tabsolutely have to get
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my investinents back on track it I'm ever
EoATLE o retire.”

Mut that Stanton is blaming all her
problems on her sister, She kicks herself
for sinking the bulk of her Life savings into
a 2375000 townhome In a small town
narth of Toronto, “Thought it three vears
ago, because 1 kept hearing about real
estate prices going up, up, up, and thouglt
itwould bea good Investinent, Wit wis
I thinking? I now have to commurte an
hour and a half each way to get to work
n downtown Toronto and my monthly
coists have ballooned. T bryving o scll it,
but the markel is Jdisinal."

Evun if Stanton sells her home and gets
her investmment portfollo sorted oat, she
doesn’t know when o il—she'll be able
toretive. “Twant Lo mile the best choioes
w50 Ldon't have to worey ahout money
in the future, Can vou help?”

\ (A

STANTON GREW UP IN DOWNTOWN
luronto, Her father was a barber and her
mather did add jobs  everything fiom
sewing Lo wionking part-tirne at the post
uffice. "My parents had to be good with
money because they didn’t bave any,” says
Slanrton, "But they managed toralse fve kids
and ghve each of us a good start in life.”
Each of Startor's four siblings went off
to university, hit she wasn't inclined 1o
follew in their footsteps. St cnirollod ina
one-year secrelurial program, Atter gradu-
ation, st fanded & job with an ol com-
pany. she worked there for four vears, then
took & one-year hreak to travel through
Furnpe, When she returned she found o
job with a smaall law G A vear later, she
el Dave, d lawyer., They soom marrled.
‘T'he newlyweds hought a showpiece
hotme in King City, 30 km north of Toronto,
and lived the good life, traveling the =
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worldd, eating out at fine restaurants and
going o the theatre several timesa month,
But that all changed when Slanlon was 38
and gave birth to Matilda, "Having a child
changed everything,” she savs. “Twanted
Lovskay buonme, bt Deve traveled constantly
and was very much a warkahnollc.”

Flwe wears later the couple separated.
Stanton was suddenly a single mon. “Bave
treated me faidy,” st savs, ™1 here was
never 4 problem with child support or
spousal support, We split the RRSP as-
sty 40,000 each—and Tgol o keep LU
family home. T relurned Lo work when
Matilda was six.”

Stanton soon realized her income
wasn't enongh to keep up with the mort-
gage on the King Cily horne, She sold it
and used the proceeds to buy a miuch
stmaller home tor $225,000, She and Mal-
ilda were happy thee, Bul then came a hig
rinistake, "After Matilda went off to univer-
sity; 1 hecame convinced that selling that
honse and buy g o townhousein a retine-
et community wiodeld be a better invest-
ment for me,"” she says, "1 bought the
townhome for §375,000, which | could just
basely afford, But | didn't hargain on the
extra costs, On top of a §79,000 morigage,
I hawve to pay $35,000 a year in condo fees
and 56,000 a vuear in transportation costs
Lo conrmate to work. Allof that eate up a
big part of my pavchedie.”

Stantom has put the townhouse wp o
sale. She's asking exacthyrwhal she paid for
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iL—5375,000—but it's sat on the market
for micnthe. f she can meerge o sell it or
close to her asking price, she plans to buy
a $300,000 conde in midiown Toronto,
This will ellminate her mortgage and cot
domwn on her Lransportation costs.

Stanton’sother big problem is her retines
ment savings. Back in 1998, her RRSP was
worth $11.3,0000, W hen her sister became
a financial planner, Stanton decided to
aviest it all with her “From the beginning,
Tdldn't feel mv accounit was being properky
managed, I'd question oy sister about whial
fuows T was paying on thwe mutual funds and
she avodded the question. T never added
any maore money Lo that account, but lell
it with my sister for the last 1) years. It's
neny winrth 593, 490—ahotat §20,000) less
than when I started. I've lost money and
paid a couple of thousand dollars a vear in
Towzs Loy ool Tt waas a stupid thing to do,”

Since 2000 5tantaon has contrimted to
azecond RESP through a program offered
by bwer law Arm. Her emplover matehes
everydollar she puts into the plan, She has
accumulated $448,868 and vontinues to
contribute abot 53,500 a year,

Between these two RRSP accounls
Stanton has about $140,000 in savings.
Nurnatter how hard she tries, she has a
hard time seeing how her money can
provide anything more than a meagre
retirement, i

Skwe Aigures she might met §14,000 4 year
from Canada Pension Plan and Old Age
Seeurity when she hils 65. Her RRSPs vould
provide another $5,000 to S100H0 a vear,
depernding on how aggressive she wants o

WHERE SHE STANDS

Asvets

Homea $375,000
RHSE el work 46,868
RRSP 93,490
Chequing account 1,000
Savings account &ﬂﬂﬂ
Taw-frea Bavinfs account Wl 50
Car (2006 Toyota Corvlla) 15,000
Liabilit

Mortgags (1.8% 10 2010 579,200
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he ahoart withdrawing her money, “Onthe
one hand, [ never want to run out of
momney,” says Stanton, “But i l'imconserva-
tive, and take out only §35,004 a vear from
my S, that gives e only SIS000 4
vear toliveon. Can [livean 519,000 year?
Working part time is an option and | fgure
I'll try tordo that for a few vears after 68,
But 'rm still scared.”

Stanton would like part of her portfolio
ton b ok selicl andd puaramtesd forlite, She's
been locking inle buying an annuity to
provide ber with a fixed income as long as
she lives, but finds the terminalogy is baf
fling. “Tsee terms like variable rate angui-
Lies, flation-adjustid annuitics, I'm not
sure which one is best for me,"” she savs.

Stanton doesn't expect miracles, bulshe
would like a decenl retirement, 71 don't
cxpect o hiave enough money to travel. 1'd
b happy knosving that 1 coneld go ot tothe
theatre with friends and enjov a good res-
Laurant ever nov aod e, But 'rmarealise,
1 knrv | have limited chiodees™

What the experts say

Crur experts say Stanton has made Lwo big
wmistakes—entrusting hersavings toafan-
ily memberand buying a home because of
its perceived investment polential, MNow,
at 63, overy docision she makes is cruclal,
"Louise needs to make the most of what
she has,” says Marc Lamontagne, a foe-only
plannerwilh Ryan Lamnontagne in Ottawa,
“She can'tafford another mistake,”

Keap warking. Alfred Fech, a fee-lorser
vice Anancial planner in Yaterlon, Ont,
sy Stantonshould work as Iz as shecan,
“T'he social benefits offered through the
Canada Pension Plan (CPP) and (O0d Age
Seuurity (0ASaren'rencugh for most single
retirees to live on comlurtably She should
Countt vr working untf] 68 if she can, and
64 as the ahsolute mininuem,” Churing that
time Stantonshould continue conttiating
tw hier workplace RRSP plan to take advan-
tage of her emplovers malching contribn-
tiems. “She needs Lo bulk up her assets to
support o connfortable retirement.,”

Run the numbers. Feth and Lamontagne
estimate that Stanton will need Lo have
$A0,000 2 vear in net invome when she
retires (or 33,000 uinonth) to matntain
Lhe lifestyie st has now.,

Shecan increase her CPP pavyments by
working hevond age G3. [f sheretives al 65,
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HOW THE MONEY
IS SPENT

Yearhy disposable income
E_.Tan_fm_'_l's_ln:nrn_a
Minus: taxes and
pther deductions

563,466

Yanrly expenses

Shelter

Muorlgage repayiment 85,8457
Condomirium fees. 4,860
Property tases 3.700
Pm'ﬁc}ﬂ'ihs;u_sq'néc' _ 540
Hydro,/ Ges/Watar 3.420
Hema phone/Cell phane 855
T L i St
Transpo

Carinsurancs £1,704
S iy
Public trarsportetion 2,532
Highway tolls 100
| $6886
Personal

Gm-.'_ber_les_ M,am
Haircuts 500
Charity 150
Hndkéﬁmaﬂﬁﬁna% : :M.a'

Miscollaneats [ms}.a'uranis. vacation,
gills, cothing, lemilure, dry eleaning,
horme regairg 8,800
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her C1P pavinents will swell to 514,708 a
vear—about 18% higher than if she quit
work at 65, 0ASwill chipinanother $6,000
a yuar, ¥iving her a combined total ot
S20, 708 a vear, Stanton will have to use
her savings to bridge the §16,000 gap be-
bwevent that and ber $56,000 target.

Learn to love renting. Both Feth and
Lamontagne sav that when Stanton sells
her townhiouse, she should rent. She will
need the F300,000 feom the sale of her
harme to generate incowme.

Lamontagne ¢sthmates that renting a
one-bedroom apartinent in foronto will
Lost Starnton about §1,3000 2 month, the
Selle amuunt as property taxes, condo
fees, utllities and maintenance on a paid-
off condo. “Most people Lhink TE1 buy a
vondo and don't have a mortgage, my

experses will be lower " says Lurmonkagne.
“This 1z nof troe.”

Invest wisely, Stanlon should become a
very cnnservative investor, "Uapital pres-
ervation should be her Mo, 1 priority” savs
Feth., "She can't affond to lose any money,”
Feth suggests that Stanton invest her port-
foolie in & mix of 80 Axed incone seeurd-
ties {such as bonds, GICs and money
o rkict funds) and 20% stocks,

Woshe Milevsky, associate professor of
finance at the Schulich School of Business
at York University in oromts, agmees Stanton
should be comservative, bist feels she conald
benefit from a higher weighting of stocks
thal might give her moee growlh polential
in the long rumn. He recommends a hlemnd of
S0%, fixed income and 30% stocks, “She
should invest that money in low-fee prod-
uits suchas iShanes to make the most of her
momey,” says Milevsky. e recommencdds she
put 50% of her rnoney in the iShares Cana-
dian Bond Index Fund (XBE) and the re-
maining 5% in the 15hares (1N ML
World Index Fund (WD, She should ease
invbu thuat rmix over g yearor two b even out
any market Hatbulence,

Buy an anruity, Clnce shie stops working,
Stanton will need towse her money to gen-
erate Income. The hestway torensure herself
an incorme for as long as she lives is 1o take
parl of hey money aod buy an amuity,

Anannuity is a contract with an insur-
ance company or bank. Yo pay the com-
pany a lump sum; the company then
Buaraitees o pav you a sl ronthly inconm
fur & set period of ime, much ke a pension.
In general, the payments you receive are
based on vour age (Uhe older vou are wlhen
puymnents start, the higher the pavment)
an interest rates at the time of purchase
ithe higher, tie betber).

One plan. Feth savs annuities are com-
plicated, so Stanton should seek help from
a fee-only planner to get the best deal, He
recommends she start by immediately
buying a so-called variable rate annuity
with guaranived monthly withdrawals.
Ihis type of annuity allows her to with-
draw money If she neads it, but gives her
homuses the langer she refrains from doing
s, If she takes the 593,000 in her st RRSE
she should be able to buy a suitable -
it that will pay her at least 56,900 2 year
if she starts collecring at 71, when the law
requires her to collapse Ler RRSTs.

Wihen she hils 68 and stops working,
she can use the money that will have
accumiulated in her RRSP at wark to buy
d seoond annuity, This should be a so-
callad life antwiity that guatantees hera
seb muontlly payment for lile. Slankon
shotld look for ome that will start making
pavments when she turns 71, Feth esti-
mates that an annuity of this rype should
provide her with §9.600 a year for life
hegitning at 71,

The two annuities logelher should pay
her the 516,000 & year she needs to aug-
ment her government money, from the
time she hits 71 until the day she dies.
Betwecn Lhe lime she relires al 68 and e
time the annultles hegin paving at 71,
Stanten could withdraw $16,000 3 year
from her $300,000 investment poctiolic
tu bridge the wap, At 71, when herannuity
paymentzbegln, shecan startdigeing into
whatever remainsin her investment port-
folio to cover unforeseen eapenses. “The
nice thing akaut rhis plan fs that it keeps
her investment portfolio liquid and acces-
sible,” saysleth. "If sheis laid oft tomormow,
shie has a cash cushion to get by on.”

Angther plan. Lamontagne offers an-
other proposal. He says Stanton cotld retive
as early as 65 if she used the 5300,000 she
gets from the sale of Tier home o buy a life
arinity. It would pay her $1,750.a month
(or 521,000 a vear) starting at 65 for the
rest of her life, “This will allow het to keep
her RRSP moncy, whivh she could draw
dowrnat 71," says Lamontagne. “Her RRSPs
ool Serve as her emergency money,”

One more plan. I Stanton wants to keep
control of her money as long as possible,
she conld take $100,000 [rom the sale of
ler home and buy a lite annuity that be.
£ins paving out 316,000 a vear when she
Luris S0 L call it lomgevity insurance and
it's an Ideal solution for a person like Lou-
ise," saws Milevksy, "It givees her the insire-
ancye she needs against extraordinarily
high longevity.” Knewing she will never
rin out of money no maller how long she
lives, Stanton then faces only the relatively
straightfurwand task of making the rest of
her inoney last until she hits 80. m
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