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Explaining Financial Planning to Young Adults  

As part of the natural evolution of our relationship, in our role as financial planners, with our  
clients, we regularly see clients’ children or grandchildren move into adulthood and, when this 
happens, we are often asked by the parents and/or grandparents to sit down with the young 
adults and offer our advice and suggestions on the subject of financial planning. 
 
We believe it is a real shame that a basic understanding of financial planning is not taught more 
in our schools, but that is opening up another can of worms! 
 
In this newsletter, we have assumed that we have been asked by one set of parents from our 
fictional family, the Smiths, to speak to their children about financial planning. We have  
assumed that the children are in their early 20s, have recently completed their further education 
and are now heading out into the big wide world.  

 



The Big Picture 
 
At the very outset, our first suggestion is to  
encourage the young adults to take full control 
of their life by regularly planning for the future. 
As the old adage goes, “if you fail to plan, you 
plan to fail!” 
 
How might they do this? 
 
As we go through our childhood, watching life 
around us, seeing at close hand how our  
parents and close family members live their 
lives, we will start to formulate an idea of how 
we would like our adult life to evolve. 
 
We will begin to figure out our individual 
strengths and weaknesses and how we can 
use those in the workplace. We will develop a 
mental image of the lifestyle we would like to 
live, including the leisure activities we would 
like to pursue and the nature of our holidays.  
We will consider key issues such as where we 
want to live, the importance of family and 
friends, the type of house we would like to 
own, et cetera. 
 
Rather than storing our dreams and  
aspirations in our heads, we would suggest 
that they are written down and reviewed on a 
regular basis. This is not an easy exercise and 
will take time, but can be helped by asking 
ourselves questions to provide some structure 
to the ‘big picture’ planning.  
 
For example, we would suggest to these 
young adults, that they break up their future 
lives into manageable time periods which 
make the planning simpler. They could  
consider their short, medium and long-term  

objectives by looking at, say, the next five years 
(short), from five years until retirement (medium) 
and for retirement (long). 
 
Working chronologically, starting with the very 
short term, we would encourage them to ask 
themselves open questions to help clarify their 
thinking. For example: 
 
Where do I want to live? 
 
What type of house do I want to live in? 
 
How do I want to live? 
 
How do I see my career developing? 
 
What are my plans for starting my own family? 
 
What are my aspirations for my children? 
 
Where would I like to go on holiday in the future? 
 
When do I see myself retiring? 
 
How would I like to spend my life in retirement? 
 
Clearly, as the time horizon lengthens, the  
answers to these questions are sure to become a 
little more foggy, but it is still worth recording 
them to see how they change over time and how 
they influence our thinking going forward. 
 
From our experience as financial planners, we 
would suggest that this big picture planning is the 
most important single element within any  
successful financial planning strategy. 

The Financial Planning Context 
 
Once we have the big picture in our mind in  
non-financial terms, we can start to consider the 
likely cost of our future objectives and how we 
might plan to achieve these. 
 
Using financial planning jargon, we refer to our 
working years as the ‘accumulation phase’ and 
our retirement years as the ‘utilisation phase.’  
 
In simple terms, the aim during the accumulation 
phase is to earn more income than we spend and 
to use that surplus income to accumulate wealth 
which can be used to meet future objectives. 

 



Therefore, advising the Smith children as they 
make their first moves into the workplace, we 
would be encouraging them to budget  
carefully so that they do not get carried away 
with the novelty of having their own earned 
income.  

Almost from the word ‘go’, they should be  
working out how much they can set aside from 
their earned income in order to help  
accumulate the funds they need to achieve 
their future objectives and then managing the 
costs of their current lifestyle from the balance 
of their income. For many young adults, this 
process may often happen the other way 
round! 
 
It is likely, soon after they enter the workplace, 
that they will be auto enrolled into their  
employer’s pension scheme. This will provide  
them with a good foundation for their  
longer-term objectives. 
 
However, for many young adults, their first 
major decision will be to buy their first home, 
for which most will have to take out a  
mortgage. Here, the financial planning logic is 
that the cost of servicing a mortgage will be 
less than the return on the home, which will, 
therefore, assist in the wealth accumulation 
process. 

A natural question from the Smith children 
would be “how much should I save?” Clearly, 
the answer will depend on factors such as 
their earning potential, how lofty their future 
aspirations are and whether they are likely to 
receive any support from their parents.  
 
It is worth emphasising that, because average 
life expectancy seems to endlessly increase, 
their retirement years (the utilisation phase) 
may well stretch to 30 years or more, which is 
likely to require a significant amount of  
funding! 

It should also be remembered that things do 
not always go to plan and prudent financial 
planning should include an ‘emergency fund’ 
to cope with any unforeseen expenses which 
may arise. 

 

The Next Steps 
 
Having considered the big picture, how much 
this is likely to cost and how much may be  
available from surplus income, the Smith  
children can now turn their thoughts to how they 
will invest their savings. What advice would we 
give? 

Step 1: Identify priorities 
 
It is a prudent idea for simple future financial 
planning to earmark surplus income to meet  
different future objectives. For example, we 
could set up different savings ‘pots’ to meet  
specific objectives and label them: for  
example, ‘home deposit fund’, ‘children’s  
education fund’ or ‘retirement fund’. 
 
Each objective should be prioritised and this 
will often be based on how soon the objective is 
likely to arise. For example, the ‘home  
deposit fund’ is likely to have priority over the 
‘retirement fund’ in the short term. 
 
Step 2: Understand the importance of the 
time horizon 
 
For each savings objective, it is important to 
have an understanding of when the objective 
may occur and whether the savings ‘pot’ would 
all be required at a given point in time. 

 



For example, the ‘home deposit fund’ is likely to occur in the next five years and the funds will be  
required in full immediately, whereas the ‘retirement fund’ will not be called upon for many years 
and is likely to be drawn down for many years. 
 
This is an important consideration because it will help to determine into which type of asset any  
savings should be made. For example, more risky and volatile assets are unlikely to be  
suitable to short-term objectives where the whole fund is likely to be needed at a given point in time. 

 
Step 3: Understand how tax can help or hinder 
 
As covered in last month’s newsletter, we should all focus on the net return from our investments 
and the impact that tax can have on them. 

For young adults, Individual Savings Accounts (ISAs) enable their savings to grow in a tax efficient 
environment and their savings can be further boosted by products such as Lifetime ISAs. 
 
Similarly, savings into pension plans attract tax relief on the contribution and are invested in a fund 
which grows tax efficiently. 
 
It is also worth bearing in mind that any capital gains made on the sale of one’s own home are  
exempt from Capital Gains Tax. 
 
Overview 
 
We are convinced by our own experience that if young adults can be encouraged to follow the  
suggestions and advice given in this newsletter, it will stand them in very good stead in the future. 
 
Please feel free to share the newsletter with any younger family members for whom you believe that 
reading this will be beneficial. 



If you have received this email in error, please contact us on the email below with your correct details or removal request  
neilmiller@breedelliott.co.uk 
 
The information contained in and transmitted with this email is confidential and/or privileged and intended only for the person 
to whom it is addressed. Any unauthorised use, retransmission, dissemination or action undertaken based on this information 
by persons, or entities other than the intended recipient, is strictly prohibited. 
 
The information contained in this newsletter is for information purposes only and does not constitute advice, if you don't  

understand any of its contents we recommend you seek Independent Financial Advice. 
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0.75% 
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The official bank rate is 0.1%. 
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increased by 
1.4% in 2019 
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down by 1.7% 

at 31/05/20 

  
  
Annual house price slows to 1.8%.  
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31/05/20 

  
 
The FTSE 100 rose by163.52 points in 
May. This is a rise of 2.77%. 
  


