
About a month ago, I read 

an article that offered invest-
ment advice for a recent wid-
ow. Unfortunately, becoming 
widowed in Canada is com-
mon and will increase in fre-
quency as the baby-boomer 
generation ages. 

This particular widow was 
predeceased by her husband 
two years earlier. As is typi-
cal with couples, one spouse 
handled the finances. In this 
case, it was the husband. 
Suddenly, the widow needed 
to come to grips with her fi-
nancial affairs. Thankfully, a 
financial expert was consult-
ed and offered his views 
based on the data provided. 

Her situation sounded a bit 
shaky. She was 65 years old 
and did not have a company 
pension. She owned a B.C. 
home that was mortgage free 
and valued at $500,000. To 
cover living expenses, she 
relied on CPP and OAS, plus 
a tiny monthly payment from 
a RRIF. She also owned 
about $200,000 in a single 
non-registered investment — 
a publically traded REIT. 
Based on her cash flows, this 
meant she earned $2,400 
per month (pre-tax) and had 
after-tax expenses of $2,100 
per month.  

Given her situation, she 
wondered whether she 
should rent out her basement 
and maybe sell the REIT. 

The financial planner quite 
correctly concluded that she 
faced three major risks. The 

first risk was outliving her 
money. The second was loss 
of purchasing power due to 
inflation. And the third was 
the possible impact of having 
to draw down her equity in 
the event of another down-
turn in equity markets.  

The planner offered some 
excellent advice. He recom-
mended the widow rent out 
the basement and restructure 
her non-diversified REIT. The 
planner suggested the entire 
REIT be sold and 31% of the 
proceeds be used to create a 

laddered 1, 2 
and 3-year 
GIC portfo-
lio. Part of 
the funds 
would be 
used to top-
up her cash 
account as 

well. The balance of the port-
folio would be invested in a 
diversified portfolio of Cana-
dian and US equities to pro-
duce mid-term growth. 

The logic behind the pro-
posed strategy made sense. 
It ensured the widow had 
sufficient cash flows to cover 
living expenses while provid-
ing liquidity (via the laddered 
GIC) to ensure she has 
enough funds to fund emer-
gencies or unexpected con-
tingencies. The laddered GIC 
portfolio would simply roll-
over at each maturity date, 
unless funds were needed. 

Having GICs allowed the 
widow to invest the remaining 
71% of the funds in a longer 

term diversified equity portfo-
lio. Clearly, the equity portion 
would be expected to fluctu-
ate in value. If the portfolio 
value rose, the widow could 
harvest some gains and use 
those to replenish next 
year’s cash account. If it fell, 
maturing GICs would be 
cashed in. 

While I really like the logic 
of this strategy, I have a few 
small quibbles with it.  

First, the GIC portion of the 
strategy assumed a real rate 
of return of 3%. In today’s 
world, that’s optimistic. Now-
adays, you’ only expect to 
earn a 1% real return. So, at 
best, on an after-tax basis, 
the GICs just tread water. 
But they offer a liquidity re-
serve and that is important. 

Second, the strategy does 
not consider increases to her 
living expenses due to age, 
rising health issues, home 
maintenance, or costs asso-
ciated with being a land-
lord....to name but a few. 

Given this, I believe a re-
tired widow needs greater 
immediate income. To 
achieve this, I’d split the di-
versified North American 
equity portfolio into two 
parts…..by investing in an 
diversified equity ETF and a 
high-yield REIT ETF for the 
remainder.  

This combination should 
be able to offer both better 
after-tax long term returns 
while also generating higher 
current income.      
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Inside this issue: 

ASI — What we do: 

Alternativ Solution Inc. offers 

consulting services on an array 

of capital market issues for 

institutional investors such as 

pension and endowment plans. 

It also offers money manager 

assessment and risk assessment 

of various product offerings. 

The firm also offers financial 

education or support for 

Boards of Directors. 

ASI focuses on the asset side, 

working with clients to achieve 

better investment results while 

containing risk.  

Past projects included creating 

investment policies, asset mix 

audits, LDI, global and domestic 

manager search, infrastructure 

and portfolio transition….to 

name but a few. 

Mr. Klar is a member of the 

York University Pension Plan 

investment committee which 

provides investment and gov-

ernance oversight for the $1.3 

billion dollar plan. 

....Cheers, GMK 
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