Module III - Retirement Planning and Employee Benefits

Module III (Exam 2) - Retirement Planning and Employee Benefits (RPEB)
Course Description: This module would cover the knowledge of basic strategies towards achievement of
objectives of a client of his/her post-retirement financial and other needs and ways to systematically build the
required corpus. The knowledge and skills of exploring and constructing various retirement solutions such as
income flow from a purchased annuity and/or a fixed asset as well as of retirement products available or
devised/customized would be tested. For clients who are employees of an organization – government, quasigovernment or private, the superannuation benefits eligible and their assimilation in retirement strategy would
be required for a prospective CFP professional. The emphasis would also be on the process of wealth creation
and its protection and liquidity aspects in the approaching years to retirement and in the post-retirement period.
Learning Objectives: At the end of this module, a student should be able to:
1. Understand the importance of retirement planning as a necessary objective in view of increasing
longevity, inflation and changing social structure, governmental stance.
2. Enable the client to appreciate retirement goal and demonstrate the ability to evaluate client’s financial
situation pre and post-retirement.
3. Determine appropriate retirement strategy for the client, account for superannuation benefits and
assets to be utilized for income post-retirement.
4. Determine the tax implication of annuity or stream of income post-retirement and the legal structure
for encashment or bequeathing of assets.
5.

Implement the retirement solution in consultation with the client to achieve the objective of postretirement income stream, monitoring progress periodically.
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Section I: Employee Benefits and Superannuation Benefits
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Section II: Life Cycle Analysis, Retirement Needs and Factors in Planning
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Section III: Creation and Sustenance of Retirement Fund- Risk Profiling, Strategies Adopted and Modified
through Life Stages
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Section IV: Provident Fund and Pension Schemes
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Section V: Pension Sector Reforms and Regulatory Framework of Retirement Solutions: 8%
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Chapter -1 Retirement Planning
Content makes poor men rich. Discontent makes rich men poor.
—Benjamin Franklin
1.1 Introduction to Retirement Planning
Retirement is a comparatively modern concept and the perception of it has changed over the years. Initially
retirement was viewed as a period of rest between work and death. Then it came to be seen as a reward for a
long working life, in other words a slightly longer period of rest between work and dying. Finally it has come to
be seen as a period of leisure. Going forward it will be seen as an
opportunity to do new and exciting things, things that you can only
dream about doing when you are working.
Having sufficient means to ensure an enjoyable and financially
comfortable retirement depends on careful planning begun long
before you retire. Unfortunately, planning for a goal that is years
away often gets sidetracked by more immediate financial goals and
demands, such as buying a home or paying college costs. There’s also
a constant temptation to avoid making the often tough decisions
necessary to fund retirement.
Recent statistics suggest that most Americans—especially those in the Baby Boom generation—aren’t saving
adequately for retirement, and many aren’t saving at all. This is true even for affluent professionals at the height
of their earning power. Unfortunately, the danger of following a “live for today” philosophy may be that you’ll
arrive at retirement with too few resources to meet your needs adequately. Same philosophy is observed in
India too.
When should you begin planning for retirement? Although it’s never too soon or too late to plan for retirement,
one possible guideline is the “20/20 Rule”: To plan for 20 years of retirement, start accumulating funds no later
than 20 years before your retirement begins. The earlier you start the less money you’ll have to put away over
time and the less investment risk you’ll have to take.
Let’s say that you’ve formulated a specific financial goal for retirement: You want to have Rs.50,000 available
after taxes to spend each year. Assuming that this sum stays constant, there are only three variables affecting
how you accumulate the funds to generate your retirement income. Those variables are:
The money you can invest to accumulate your retirement funds
The time you have between now and retirement to “put your money to work”
The rate of return that you can obtain on your money
It’s not difficult to discern how these three variables interact. To the extent that you start earlier rather than
later, you need less money to invest and you don’t need as high a rate of return. If you wait to start funding
retirement until later, you’ll need to invest more money to accumulate the same retirement fund, and you’ll
need a higher rate of return on your investment. A late start puts far more constraints on you—and heightens
the level of risk you must take—compared to what you face by making an early start.
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Given the realities of this situation, you would do well to start earlier than 20 years before you intend to retire.
Starting in your late 20s or early 30s wouldn’t be unreasonable, and getting an early start gives you a genuine
advantage from the compounding of dividends and interest.
Realistically speaking, however, you may not begin funding your retirement in earnest until your late 30s or
early 40s. Launching a career, buying a house, or paying for the many expenses of raising a family may end up
using all the discretionary income that you can generate. The result: You may not start serious retirement
savings until middle age. That’s not ideal, but midlife retirement planning doesn’t necessarily mean that you
won’t be able to retire on your timetable. However, a midlife start may complicate the task of meeting your
wealth accumulation goals.
To put the situation bluntly: Don’t assume that retirement is a stage of life that will simply take care of itself.
This is especially important given the increasing likelihood that Social Security will not pay the current benefit
level to those who retire after 2020. Having a relatively comfortable retirement instead of one subject to
substantial (even severe) financial constraints will almost certainly require careful planning, thoughtful choices
among investment options, and constant vigilance over the long term.
Consider the following issues and how they will affect your situation:
Your retirement expenses may be far higher than you imagine.
You may have to fund more of your retirement nest egg on your own (i.e., with less corporate or
government help) than you assume.
Investment returns may be lower—or at least less consistent—than you project.
Inflation and taxes may take a more substantial toll on your investments than you anticipate.
Here are the steps you should take as you plan for retirement:
Step 1: Establish your goals.
Step 2: Estimate your retirement expenses.
Step 3: Decide if you can afford to retire.
Step 4: Choose where to live.
Step 5: Address health care and other insurance issues.
Talking About Retirement, The secrets of successful retirement planning by LIN ASHURST
THE QUESTIONS I ASKED
When I was interviewing people for the book I wanted to encourage them to explore their feelings about
retirement and to find out how prepared they were for this life-changing event.
The following are the questions I asked. Going through the questions and answering them yourself should
give you some clue as to how ready you are to cope with the challenges retirement poses and the
opportunities it offers.
Retirement planning – exploring retirement opportunities
1. What plans have you made for the transitional period into retirement? What opportunities and/or
problems do you think you might encounter?
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2. What financial and practical plans, if any, are you making for your retirement? If none, do you plan
to do so in the future and what are they likely to be?
3. What excites you about retirement?
4. What fears and concerns do you have about retirement?
5. What ambitions do you want to fulfill in retirement?
6. What, if any, specific goals will you set yourself in retirement?
7. What do you see as the biggest advantage of being retired?
8. What do you see as your greatest challenges in retirement?
9. How important will it be to you where and how you live in retirement?
10. How will you motivate yourself in retirement?
11. How will you keep mentally active?
12. How will you keep physically active?
13. How will you safeguard your health?
14. Have you ever encountered ageism? If so, when and how did you deal with it?
15. How has your appetite for risk, in all areas of your life, changed as you’ve got older? How do you see
this change continuing in retirement?
16. How will you provide for yourself financially in retirement?
17. How will you provide for yourself spiritually in retirement?
18. How do you currently give, in terms of time and other nonfinancial resources, to your family, your
local community, wider society and the world? How do you see this developing/changing in
retirement?
19. What losses, in the broadest sense of the word, do you see yourself having to cope with in
retirement?
20. What do you see as the benefits and challenges of partnership and friendship relationships in
retirement and how do you plan to deal with them?
21. What plans will you make for the later period in retirement when you may be less able to look after
yourself?
22. How do you think you will live your life differently in retirement?
23. What would need to have happened in your retirement for you to consider it a success?
24. Do you have a particular retiree role model? If so, who and why? What could you learn from them?
1.2 What is Retirement Planning?
It is the process of ensuring sufficient financial resources to the retired person so that he/she can enjoy
the desired lifestyle during the retirement years
Retirement planning is the thought and commitment that you put into providing for income and a
satisfactory lifestyle for your later years after you leave the work force
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