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Money myth up in smoke 
David Trahair says advisers engage in scare tactics to make us buy their retirement packages 
By LINDA LEATHERDALE, MONEY EDITOR
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How many times have you heard this line from a Barenaked Ladies song: "If I had a million dollars." 

And if we did -- we'd retire. Right? 

Well, guess what? You don't need a million dollars, according
to David Trahair, who wrote the book, Smoke And Mirrors: Financial Myths That Will Ruin Your Retirement Dreams. 
The prediction that we'll be living in cardboard boxes and be eating macaroni and cheese in our golden years if we don't save that million-dollar nest egg is a myth that makes commission-hungry financial advisers rich, while stressing out the poor hard-working folk, who can barely keep up with the bills, let alone invest in an RRSP. 

"The more money some financial advisers can convince you that you will need, the more money they make," said Trahair. 

An independent Toronto chartered accountant with no vested interest in RRSPs, Trahair says he wrote the book after getting angry about misleading pitches from what he calls the "foot soldiers of big finance firms." 

The industry advises you'll need 70% of your pre-retirement income to maintain your standard of living, but Trahair maintains, depending on your retirement inflation rate, you can live on as little as 40%. 

So, in his national best-seller (the fourth edition for 2007 is now in bookstores), he uses a couple, Joe and Karen Hart, to dispel the myth. 

$100GS COMBINED 

Joe and Karen, who are both 40, each earn $50,000 a year. 

That's a combined income of $100,000, which after taxes means take-home pay of $77,030. 

But the sad reality -- just like so many Canadian families -- is that Joe and Karen are spending more than their after-tax-income. In total, the Hart household forks out $80,870 a year, which is why their credit card debt keeps heading higher. 

Part of the expenses is investing $8,000 a year into RRSPs. 

The trick, says Trahair, is to calculate what your expenses will be when you retire. And by then, hopefully, the mortgage is paid off, so are the credit cards and car loans, and the kids have moved out, or are paying rent. 

When the numbers were crunched, Joe and Karen could live on $33,957 a year. And that means before-tax retirement income of $40,000. 

Joe and Karen think they'll need a nest egg of about $800,000 and a 5% rate of return if they want to live solely off their investment income. But, if their RRSPs are converted to a RRIF at age 69, calculations show they'll only need a nest egg of $563,800 by 65. 

All they have in RRSP savings is $60,000, so that means they need to invest $9,160 a year at 5%. 

But here's what they forgot. Both are eligible for Old Age Security at 65, and they will not have to repay any of it since their net incomes will be below the "clawback" level. That means they can count on $5,850 each or combined $11,700 a year. That reduces their required $40,000 pre-tax retirement income to $28,300. 

They also forgot this: Both have paid into the Canada Pension Plan all their working lives, so they're eligible for the maximum of $10,135, which combined is $20,270. 

NEST EGG OF $113GS 

Now they only need $8,030 a year to come up with the $40,000, and that means an RRSP nest egg of $113,200 with a 5% rate of return. 

To keep it simple, these numbers did not include inflation. But Trahair does include caculations with a 3% inflation rate, and Joe and Karen are still ahead. 

Another myth Trahair dispells is that RRSPs are the Holy Grail of Retirement. "This doesn't mean RRSPs should be avoided. Used wisely, they can be a significant part of a secure retirement," he says. 

But spending patterns and debt levels must be considered. Paying off high cost debt, setting up a budget and preparing a net worth statement are key. 

More myths: 

- Don't worry about your investment, you'll be fine in the long run. 

Here advisers coach you should forget safe GICs, that the stock market historically offers the best returns. But what good is that if you're cashing out your RRSP during a market crash? Also, force your adviser to supply your personal rate of return. (Trahair's book includes a CD-ROM with a persoanl rate of return calculator.) Remember, fees like MERs can eat into your nest egg. 

- We have met the enemy, and he is the tax collector. 

This scare-mongering can lead investors into questionable or even fraudulent tax shelters. 

- Secure your financial future: Buy life insurance. 

The book reveals the true cost of whole life insurance and helps to determine how much coverage you'll need. 

"Only if you're the only bread winner in a family do you need it. My strategy is keep it simple. Buy cheap term insurance and leave the complicated products alone," says Trahair. 

- BOTTOM LINE: Keep retirement planning simple. Get rid of debt. And don't fall for scare tactics.

