CREATING A
FINANCIAL PLAN

Retirement Planning Series: Part 2
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Last time, we discussed investment opportunities that help
get you on track towards retirement savings. Let’s shift our
focus now to what happens when you retire.

In retirement, there’s a significant shift from saving money
and experiencing compound growth to spending this
money and potentially watching the balance decrease.

So as you prepare for the big day, you may wonder
whether the money you’ve saved is enough for your
lifestyle. Although there is no definite answer to this, here
are some ideas that may reduce some of your anxiety or
stress.

As you plan for retirement, there are four things that you
need to think about:

1.The money you’ve saved

2.How long do you expect to live

3.How much money do you think you will need
4.Protecting your income needs

1. SAVINGS

Probably the most obvious point. The more money you
save, the more you'll have when you choose to retire. The
sooner you can begin to save and the more you can save, in
theory, the more comfortable your retirement will be. The
balance between how much to spend today and how much
to save for tomorrow is a very personal decision and
without a rule of thumb.



2. LONGEVITY

As life expectancy has been steadily increasing, over-
estimating your life expectancy assumption in your
retirement plan is advisable.

This Guide to Retirement finds that couples aged 65 have a
90% chance of living to 80 years or longer. Therefore, if

you’ve reached 65 (and are presumably in good health),
you should be aware that your savings will likely need to
last another 20 to 30 years.

3. INCOME NEEDS

How much you will need for your retirement plan will be
based on several factors that play into your lifestyle, such
as family size, health, travel, home ownership, etc.

Inflation is a hot topic and a crucial factor in anyone's
plan. Regardless of your planned retirement lifestyle, the
costs of everyday items are increasing, meaning that your
dollar is not going as far as it used to.

Think about this:
In 1985 a cup of coffee cost $2.50.

Let’s say you had the option to either buy that coffee or
invest the money in a 20-year Canadian government bond
yielding 0.9%. Bonds are often viewed as a source of
income in retirement portfolios, so let’s say you used the
income generated by the bond to pay for some expenses
rather than reinvesting it.

How many cups of coffee could you buy today (2022),
assuming an inflation rate of 2.5%?



https://am.jpmorgan.com/us/en/asset-management/adv/insights/retirement-insights/guide-to-retirement/

The quick answer is; not enough
to buy a single coffee anymore.
In fact, you would have enough

money for roughly 85% of a cup
of coffee.

By the way, the real inflation rate
for coffee between 1985 and 2022?
About 2% per year, far beyond the
bond returns.

And for the next question, why coffee?

Because it’s such an integral part of daily life that it would
be challenging for people to change their consumption
habits drastically.

This is why it's essential to consider your income needs
over the years and the value of your money that will
change yearly due to inflation.

4. PROTECTING YOUR INCOME

With the above points in mind, the big question remains:
How can your retirement savings keep up with the increase
in costs every year? Choosing suitable investments is
crucial.

Let’s consider this scenario:

Jennifer is 65 years old and planning for a 30-year
retirement. She has saved nearly $800,000 and expects to
need the equivalent of $40,000 per year. With a 4% rate of
return, what will her retirement savings look like assuming
2.5% inflation?


https://www.in2013dollars.com/Coffee/price-inflation/1985-to-2022?amount=2.83

If she invests her retirement income in “safe” investments -
low-risk, but generating low returns (4%) - Jennifer will
run out of money by age 89, when you factor in inflation.
The low rate of return is being outpaced by the effects of
inflation on Jennifer’s financial needs.
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By contrast, Jennifer could invest in a mixed portfolio of
"safe" investments and ones that present opportunities for
longer-term returns at a higher rate (assume a combined
rate of return of 6.6%). In this case, her financial outcome
looks quite different. This portfolio, still assuming 2.5%
inflation, funds her retirement comfortably and leaves her
with a significant amount of money in her account at age
95.

5800000

50
Aga B8 g BE

The above scenarios are hypothetical investors used to illustrate the effect of investing in different
vehicles. The results don’t represent actual returns of an investible portfolio



'Safe' always feels better, especially regarding your
retirement savings; however, it may lock you into portfolio
returns that will not provide you with the lifestyle you
desire. Constructing the portfolio that best fits your
comfort of volatility and your need for growth is one of
the many ways an advisor can help.

THE IMPORTANCE OF PRODUCTIVE ASSETS

Your portfolio could include "productive assets" that
generate the growth and the rising income you need in
retirement. These assets could be a great business, a farm
or a real estate investment, to name a few.

Productive assets allow your savings to grow faster than
inflation. Businesses can raise costs over time, expand into
new markets, or launch new products. If you own the stock
of a great company, the rising income will come in the
form of appreciation in the value of the share price over
time and from rising dividend payments.

NO “ONE-SIZE-FITS-ALL”

Ultimately, there is no magic formula for building a
successful retirement plan. But some professionals are
willing to work through forecasting, calculators,
estimations etc., to find a retirement plan that fits your
lifestyle, is realistic, holistic and has a high probability of

success.

If this style of planning is relevant to your family and you
currently are not working with this type of advisor, we
would encourage you to begin your search. See our article
'10 Questions to Ask Your Financial Advisor'; it may put
you on the right track.
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