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Retirement Planning  

In last month’s newsletter, we looked at some of the financial planning considerations that 
might face the three generations of the Smith family as they enter a new year. 
 
The second generation of the Smith family, the parents, are approaching their retirement. One 
month ago, we challenged them to undergo a rigorous analysis of their current spending as 
they contemplate the worry and uncertainty that stopping work and no longer earning will  
inevitably bring.  
 
In this month’s newsletter, we will look in more depth at the key financial planning  
considerations at retirement. 



The good old days 
 
Back when the Smith grandparents retired, 
planning for retirement was, in many ways, far 
simpler.  
 
Many retirees would have accumulated  
guaranteed pension benefits in final salary 
pension schemes where they were provided 
with a known level of income, which would  
increase over time, and would provide their 
spouse with a known level of income if they 
predeceased them. 
 
Alternatively, they would have accumulated a 
pension fund, which they were obliged to use 
to buy an annuity to provide them with an  
income in retirement. As with the final salary 
pension, the pension annuity would provide a 
known level of income, which would increase 
at a known rate over time and would provide 
their spouse with a known level of income if 
they predeceased them. 
 
So, budgeting was fairly straightforward. The 
Smith grandparents could be certain about the 
level of income they would receive both now 
and in the future and could simply budget so 
that they did not spend more than their means. 
 
How times have changed 
 
Moving rapidly forward to the present, fewer 
and fewer retirees have the benefit of a secure 
and certain final salary pension in retirement. 
 
The majority will have accumulated pension 
funds, through contributions made by  
themselves and their employers, which no 
longer have to be used to purchase a pension 
annuity. 
 

Instead, modern pension legislation allows the 
Smith parents to drawdown on their pension 
funds with virtually no restrictions. If they really 
wanted to, they could draw down the entire 
fund at retirement, receive 25% of the fund 
value with no tax liability but be subject to  
Income Tax on the remaining 75% at their 
highest marginal rate. 

Unlike their parents, the Smith parents do not 
have a known pension income within which they 
must budget. Instead, they have a pension fund, 
which 
 

• Is likely to fluctuate in value in line with  
investment markets 

 

• Will generate a rate of return, which is difficult 
to predict 

 

• Does not restrict them on how much they can 
withdraw 

 
Of course, they could still purchase an annuity 
but, because annuity rates are so low, this is not 
a particularly wise or attractive option at this time. 
 
So, developing a strong understanding of their 
likely future spending is going to be a vital early 
step in their retirement planning. 
 
What will be the costs of living in retirement? 
 
Our experience as financial planners suggests 
that one of the easiest and most simple ways to 
budget for retirement is to separate the costs of 
our normal day-to-day expenditure from the costs 
of larger, ad hoc expenses such as making  
improvements to our home, buying cars, enjoying 
holidays, paying for weddings, etc. 
 
When it comes to normal day-to-day expenditure, 
the best and most obvious starting point for the 
Smiths is to have a strong understanding of what 
they spend now on their normal day-to-day  
expenditure, whilst they are still working. 
 
From this base, they should be able to work out 
certain living costs which may either reduce their 
overall spending, e.g. commuting to and from 
work, or increase it, e.g. more socialising during 
weekdays.  
 
This will help them to develop a clearer picture of 
what their normal day-to-day spending is likely to 
be in retirement. 
 
With regard to the larger expenses, we would  
encourage the Smith parents to have a plan for 
the next 10 to 20 years on which they can map 
out such events as home improvements, a new 
car, and your holidays and family celebrations.  
 
 



For each event, they can identify when funds 
might be needed and have a reasonable idea 
of how much they will require. 
 
In addition, they will probably wish to set aside 
funds to cater for larger expenses which may 
not be quite so easy to predict, such as dental 
repairs or other significant health care costs. 
 
How might these outgoings change over 
time? 
 
There has been some interesting research into 
retirement spending. This suggests that, at the 
start of retirement, retirees spend more as 
they enjoy travelling, eating out and other 
types of discretionary expenses.  
 
As they continue to age, retirees tend to slow 
down and spend less, with research showing 
that real expenditure reaches a trough in their 
mid-80s. 
 
However, while discretionary expenses are 
declining, health costs tend to gradually rise 
and, at some point in retirement, these rising 
health costs offset reductions in other  
spending categories. 
 
This path of ‘real’ (inflation adjusted) costs of 
living in retirement is often referred to as the 
Retirement Spending Smile. Spending  
gradually decreases in early to mid-retirement 
and then gradually increases in late  
retirement. 
 
Allocating financial resources to meet  
future needs 
 
Just as it makes sense during our working  
lifetime to use our earned income to meet our 
normal day-to-day living costs and to call upon 
our capital savings and investments to meet 
larger expenses, we suggest it is good  
practice to earmark pension income to meet 
normal day-to-day living costs in retirement 
and our capital savings and investments to 
meet larger expenses.  

Having identified how much net income is likely to 
be needed to meet normal everyday living costs 
and how much capital may be required to meet 
larger future expenses, the Smiths can work with 
us to analyse whether their pension resources 
and capital savings are sufficient to meet their 
future outgoings. 
 
We can use tools such as cash flow analyses and 
forecasts to help the Smiths feel comfortable that 
they have sufficient means to cover the costs of 
retirement. 
 
We can show them how their pension funds can 
be called upon to provide the income they require 
to meet their day-to-day outgoings and how the 
25% tax-free entitlements from their pension fund 
might be used to boost their capital savings and 
investments. 
 
If these forecasts suggest that the Smiths do not 
have sufficient wealth to meet their expected  
future needs in retirement, they can, at least, take 
steps to manage the situation rather than  
ploughing on blindly. 
 
Regular planning reviews 
 
As we have alluded to throughout this newsletter, 
there is very little certainty and no guarantees for 
the Smiths with their future retirement planning. 
 
The value of their pension funds and their capital 
investments and savings are likely to continue to 
fluctuate whilst generating an unknown future 
rate of return. 
 
The Smiths’ view of their future normal  
day-to-day living costs and of their larger, ad hoc 
expenses are only estimates. 
 
How long they might live and the potential impact 
of ill health in old age are also unknown. 
 
Amidst this uncertainty, meeting at least once a 
year to monitor progress and to take corrective 
action as needed is essential.  
 
This way, we can ensure the future comfort, 
peace of mind and happiness of the Smith  
parents. 



If you have received this email in error, please contact us on the email below with your correct details or removal request  
neilmiller@breedelliott.com 
 
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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Value at start 
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situation 

  
Comments 

  
  
Interest Rates 
(BOE base rate) 
  
  

  
  

0.75% 
  

  
  

0.1% at 
31/01/21 

  
  
The official bank rate is 0.1%. 

  
  
House Prices 
(Nationwide) 
  
  
  

  
  

House prices 
increased by 
7.3% in 2020 

  
  

House prices 
down by 0.3% 

at 31/01/21 

  
  
Annual house price growth up 6.4%. 

  
  
UK Share Prices 
(FTSE 100) 
  
  
  

  
  

7542.40 

  
  

6407.46 
at the close on 

29/01/21 

  
 
The FTSE 100 fell by 64.44 points in 
January. 
  


