
Ka rl Wa rden has two
options fo rt u rning his
p ayout into a nest egg.
E a ch one has an upside
as well as a down s i d e.
“What do I do with this
m o n ey?” he as ks

Ka rl Wa rden is losinghis job — and his pension. At least he’s ge t t i n ga bigp ayo u t .
But howshould he use his money to rebuild his re t i rement plan?

Ka rl’s ch o i ce
BY DAVID DIAS

O n ly a ye a r a g o, Karl Wa rd e n ’s path to re t i rement seemed clear. As the supervisor of a
pulp mill in Ottawa, he was earning $80,000 a year and, although only 48, was just seven
years from his permanent vacation, funding a well-earned re t i rement with his company’s
defined-benefit pension plan. All that changed last November. “We showed up at work one
day and the mill was closed,” says Karl (not his real name). “We gathered for a meeting and
w e re told that the mill would be shutting down over the next year. We’d all lose our jobs.”

To make matters worse, the company also announced it would be terminating its pen-
sion plan. In its place, each employee would receive a one-time buyout worth the “com-
muted value” of his or her contributions. In Karl’s case, that amounted to $350,000. In
addition, he would receive severance of $95,000, plus a “bridging benefit” of $100,000. All
told, his fare-thee-well package would be worth $545,000 when the plant closed for good.

To d a y, just weeks away from a pink slip, Karl faces the most important investment deci-
sion of his life: how to invest his payout to secure his re t i rement. His plan had been to re-
t i re part-time at 55, then completely at 60. With annual pre-tax income of $50,000, he’d
hoped to maintain his current lifestyle, with an occasional trip to spice things up. But the
loss of his pension throws his goals into doubt. For the first time, Karl must take full re-
sponsibility — and risk — for his financial security, and that of his wife, Melinda, who suf-
fers from a degenerative condition that may re q u i re expensive health care in the future .

At the heart of Karl’s dilemma is the choice he’s been given with respect to his pension
buyout. The company is offering two options. He could take the bridging benefit and
pension buyout as a $450,000 lump sum, then deposit $350,000 of it tax-deferred into a
Locked-in Registered Account ( L I R A ) — similar to an R R S P, but with strict withdrawal
rules to pre s e rve the fund throughout re t i rement. The L I R A would give him the flexibility
to invest as he chooses, but he’s not sure if he likes the risk. Karl also says the withdrawal
restrictions are onerous. “When you hit 85, you’re still going to have half your amount
left,” he says. “They’re projecting you’re going to live to be 100.”

The second option would be to purchase a non-indexed life annuity, arranged thro u g h
the company, which would pay Karl $32,000 a year starting at age 55. In this scenario, the
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$100,000 bridging benefit would start at
the same time, paid out in 10 yearly in-
stallments. Karl loves the stability of the
a n n u i t y, but worries that he’ll miss out if
the L I R A brings better re t u rn s .

With only two options — the L I R A o r
annuity — K a r l ’s problem would seem
simple. But he’s never had to actively man-
age his re t i rement investments before ,
aside from a recent practice of saving
$10,000 year. The wrong move could cost
him later on. “That’s my main concern , ”
he says. “What do I do with this money?”

W H AT THE EXPERTS SAY
“In this particular case, there ’s no clear- c u t
w i n n e r,” says Marc Lamontagne, a finan-
cial planner at Ottawa-based Ryan Lam-
ontagne Inc. To match the guaranteed
p roceeds of the annuity, the L I R A w o u l d
have to re t u rn about 5% a year (before in-
flation and projecting to age 100) — c o n-
s i d e red easily attainable with the right mix
of mutual funds. In fact, many advisers
would say the LIRA could do even better —
if Karl accepts some risk. The annuity,
meanwhile, comes with no risk at all.

A c c o rding to Nancy Graham at P W L
Capital, also in Ottawa, the Wa rdens should
pay less attention to projected rates of re-

t u rn and more attention to their needs,
given that they face a high degree of un-
c e rt a i n t y. They don’t know when Karl will
find another job, or what it will pay. They
also don’t know what they’ll need in re t i re-
ment, due to Melinda’s health.

With virtually no margin for erro r, she
says the Wa rdens might welcome the safe-
ty of an annuity, despite the conserv a t i v e
re t u rn. The drawback, however, is that an
annuity is not indexed to inflation, which
will hit hard later on. By age 80, for exam-
ple, the Wa rdens’ $32,000 benefit may
only be worth $16,000 in today’s dollars.
F o rt u n a t e l y, the staged introduction of the
bridging benefit (age 55), C P P (age 60)
and O A S (age 65) will help offset the de-
clining value of their annuity.

Under either scenario, however, both
advisers say that the Wa rdens will pro b a-
bly fall just short of their re t i rement 
income goal of $50,000, even if Karl con-
tinues to put aside $10,000 a year until his
t a rget re t i rement date. He and Melinda
could sell their $350,000 home to make up
the diff e rence. But they might need that
money as an emergency fund, should
Melinda re q u i re long-term nursing care .

For greater financial security, the Wa r-
dens have to compromise. Karl, for in-
stance, could work full-time until, say, age
58. Or they could lower their income goal
to $45,000 a year. “Even small changes will
make a big diff e rence,” says Lamontagne.

B e f o re making big decisions, though,
Karl needs to find a new job — and soon.
He could use his $95,000 in severance to
cover living costs, but our advisers say he’d
be wiser to make a $45,000 R R S P c o n t r i-
bution permitted under the pre-1996 “re-
t i rement allowance rule,” a gift from the
federal government he shouldn’t re f u s e .
After that, he’d still be on the hook for
$21,000 in taxes, leaving him with only
$29,000 for expenses until he finds work.

For now, though, the Wa rdens can take
h e a rt. Whether they choose the L I R A o r
the annuity, they’re not far from their
goals. In fact, they could view their dilem-
ma as an opport u n i t y. After all, with the
L I R A, they have the option to contro l
their investments actively. If they choose
the annuity, they’ll enjoy guaranteed pen-
sion-style payments. It’s up to them.   B

I N CO M E
Ka rl’s sa l a ry 8 0, 0 0 0
Melinda’s disa b i l i ty pe n s i o n 7, 0 0 0
TOTA LI N CO M E $ 8 7 , 0 0 0
E XPENSES 
I n come taxes 2 0, 0 0 0
M o r t g age, pro pe r ty t axes 17, 0 0 0
CPP / E I 2 , 60 0
Pension plan 2 , 7 0 0
M ed i cal, dental 8 0 0
U t i l i t i es, Intern e t 3, 5 0 0
I n s u ra n ce (home, ca r, life) 2 , 0 0 0
G roce ri es 3, 60 0
D i n i n go u t 4 , 0 0 0
Va ca t i o n s 3, 0 0 0
Home impro v e m e n t s 4 , 0 0 0
Cl othing, haircuts, etc. 3, 0 0 0

G i fts, ch a ri ty 2 , 8 0 0
Ca rm a i n t e n a n ce, re p a i rs 1, 5 0 0
Re creation, go l f, etc. 1, 5 0 0
M i s ce l l a n eo u s 5, 0 0 0
S avi n gs 1 0, 0 0 0
TOTA L EXPE N S ES $ 8 7 , 0 0 0
ASS ETS
H o u se 35 0, 0 0 0
Pension plan 35 0, 0 0 0
B ri dgi n g be n e fi t 1 0 0, 0 0 0
Se v e ra n ce paym e n t 95, 0 0 0
RRS P 5 0, 0 0 0
S avi n gs 2 0, 0 0 0
Ca r 1 0, 0 0 0
TOTA L ASS E TS $ 9 7 5 , 0 0 0
LI A B I LITI E S
M o r t g age 75, 0 0 0
TOTA L LI A B I LITI ES $ 7 5 , 0 0 0
N E T WO RTH $ 9 0 0, 0 0 0

Financial Snapshot

Would yo u rs t o ry m a ke a good Fa m i ly Fi n a n ce?
E-mail us at letters @ fi n a n ci a l po s t b u s i n ess .co m .
You have the option of re m a i n i n ga n o nym o u s .

Fo r re t i rees livi n go ff t h e i r savi n gs, here’s a simple but oft e n

o v e rl oo ked piece of a dvi ce. Be sure to keep a couple of

ye a rs’ worth of cash in yo u r po r tfo l i o. This way, when the

m a rkets so u r, you won’t be fo rced to sell yo u r i nv estments at

a locked-in loss. Co nv e rse ly, when the markets are on a tear, 

you can top up cash rese r v es by se l l i n gm o re than yo u ’ l l

n eed that ye a r, pro vi d i n g a hedge against fu t u re down t u rn s .

Tip of the Month
Retirees can ride out soft markets with cash .


