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Introduction

If you are heading towards retirement, just about to
retire or already in retirement you will face crucial
decisions about how to organise your income.
These will be amongst the most important financial
decisions you will ever have to take.

The choices can be complicated and stressful. You
are having to deal with a swathe of unknown factors.
These include, but are in no way restricted to, the
following examples:

*  How long you will live

« How much money you will need year by year

« How your health will be

«  Whether you will need to fund care fees

e The future levels of taxes, interest rates and
inflation rates

«  Whatreturn will be generated from various asset types
if you remain invested throughout your retirement

Due to the sheer range of unknown factors the chances
of getting something badly wrong in your financial
decision making are inevitably increased.

This guide is written to give you a series of thoughts
about how to approach planning for your retirement
years and how to work out answers to all the questions
you will have to address.

Plus we will provide you with six critical steps you should
take to ensure your position is as secure as it can be.

The intention is to help you craft the right solutions
for your retirement and to support you in getting the
best income position you can achieve, through this
stage of your life.



The starting line

Where to start? To borrow from Lewis Carroll, let’s
begin at the beginning.

Any appraisal of your retirement income needs has
to begin with an accurate summary of what you
currently have in place.

Before looking at your future pathway and all the
possible ways of managing your finances through this,
you will need to address what you have in place today.

This has to be an all-embracing view of your current
assets and liabilities, current income and expenditure
and then an idea of your lifestyle requirements. It
needs to include a view of your health position, your
family position and employment/business position
and prospects.

In one respect this exercise is akin to producing

a 'picture’ of your financial position, a bit like a
personal balance sheet, but it has to be mixed with a
broader picture of your life and lifestyle.

This s, if you like, a foundation stage, which, when
completed, allows you to build your future financial plan.

This is Step One.

It is easy to misconstrue the importance of this step
or to run through it quickly, not giving it enough
attention. This would be a mistake. It is important
to take time to make sure everything is clear in this
initial stage and the assessment of your current
position is accurate.

Assessing your future pathway

The great thing about Step One is that it is largely
about facts and figures, various aspects of your
position which are easily checked - and are known.
The difficulty starts with the assessment of your
future pathway, because this is where the cocktail of
unknown factors come to the fore.

How do you go about tackling these unknowns? Will
your retirement income meet your future expenditure?

The best way of producing some form of roadmap is
to start with your future expected expenditure. In this
respect the first objective of any retirement income
plan or planning should be to see if there are any
obvious issues in meeting your likely expenditure.

The fact that you will not know how long this
expenditure is needed could be a relatively
insignificant one, assuming that your income
generating sources can sustain a lifetime income.

This is Step Two; estimating your expenditure in
retirement. How easy to do this will depend on
where you are today;, if you are still ten years away
from retirement then there will clearly be more
guesswork than if you are already in retirement.

Any prediction of future expenditure could be tricky,
for example:

If you are a couple then it is likely that
expenditure will change on the first death of one
of you, this is another unknown, when will the
first death occur?

What healthcare or other care costs may come
into play and when?

What pattern of lifestyle will be relevant?

How much will your expenditure need to
increase to cater for inflation?

Although the variables and unknowns continue to
influence the predicted figures, this is not a reason to
avoid this step! In reality expenditure estimates can
be put together fairly accurately in the majority of
cases and the exercise of doing this is a fundamental
part of a successful retirement income plan.



Your Income Sources

Once you have estimated your expenditure in
retirement and all the variables this will include,
you will need to turn to the sources of income that
you will need to rely on to cover this expenditure.
As above, this will vary from individual situation to
situation, but the core approach to this should be
consistent.

If, for example, you have estimated that you need
£24,000 per year from retirement year one and
onwards, increasing at 3% per year, then you need
to check whether your sources of income will cover
this. This is Step Three.

Sources of income are likely to be:

» State Pension Entitlements

« Other Pensions (e.g. a Company Scheme,
Personal Pensions)

e Investments

e Savings

e Others

‘Others’ could include windfalls (such as a property
sale or inheritance).

If your state pension comes to £8,000 per year then
you now have a base to work from. Other pensions
might total £6,000 per year. This means you need to
check if your investments and savings will generate
the remaining £10,000. If you have £200,000 in
savings you could then look at a 5% income rate as
the required rate to top up your pensions.

This step is probably the most difficult for us to

deal with in this guide because there are so many
different scenarios, any example will be just that - a
simplified example to highlight how the exercise may
be viewed and completed.

The important aspect of this step is to bring together
your future expenditure and your potential income
sources and see how these ‘marry’. This exercise will
expose any areas of potential shortfall and also how
best you might go about structuring your finances
going forward to meet your expenditure.

Building in protection against all the variables

So far we have outlined relating simple and
straightforward methods of dealing with your
retirement income needs. Now we need to address
some of the bigger unknowns, which represent
common threats to retirees:

e Not knowing ‘how long?’
« Inflation

e Economic uncertainties
« Misbehaving markets

« Health problems

How long?

Financial Planning would be much easier if we knew
how long we have to plan for!

The biggest threat and fear for retirees is running
out of money in retirement. So the question of ‘how
long?’ is a really important one.

If you have an income in retirement need of £24,000
per year, then in theory (ignoring inflation etc.) you

need £240,000 if you live for 10 years and £720,000
if you live for 30 years. That is quite a big difference.

The difference may be somewhat reduced by
lifetime pensions, so the state pension, for example,
is effectively a lifetime pension, you can expect the
government to continue paying this for the rest of
your life. If you can secure other lifetime incomes,
then this produces the same effect. This is why
anything that underpins your income is highly
valuable. This is why traditionally annuities were so
popular, because they offered certainty and shifted
risks from you to an insurance company.

If you are relying on savings and investments to top
up your income, then your objective must be firstly to
see if you can generate your income need for the rest
of your life regardless of the length of time. Back to
our example, if you need to generate £10,000 per year
from your savings and these amount to £200,000
then you have a fair chance from a well-managed
portfolio of getting a £10,000 per year return.



If you have £100,000 then you might be struggling
and you will be eating into your capital to meet your
income; if you have £400,000 then you will surely be
able to generate your income comfortably.

The task here therefore has to be to see if your
income sources can cope with any length of time
that may be relevant. If they can, then you are in
good shape, if they can't you will have to adjust your
planning accordingly.



Inflation

Is inflation going to stay benign or as low as it has

in recent times? No-one knows. But a sensible
retirement strategy would assume that the possibility
of higher inflation rates must be a factor.

Inflation hurts. It can cause hidden problems; slowly
eroding the value of a given level of retirement
income. And inflation does not need to be rampant
to have a significant impact. Even relatively modest
levels can cause a serious loss of spending power.

At an inflation rate of 3% per year an income of
£24,000 needs to increase to £37,400 in just 15 years.

Another factor about inflation in the context of
retirement income planning is this: the official inflation
rate could be potentially misleading. The important
question in retirement is one which relates to inflation
in prices or costs that directly impact retirees?

The expenditure areas and items in retirement may
be different to pre-retirement. This means a close
eye needs to be kept on healthcare costs, care costs
and expenditure which is more prevalent in later life.
This retirement’ inflation rate could easily be higher
than the overall official rate.

It is not enough to ensure your income can cope
with your current expenditure. It has to cope with
future expenditure which, due to inflation, could be
very much higher, within a relatively short time.

Economic Uncertainties

Just a generation ago interest rates were over 10%.
The highest rate of income tax was 60%. Property
prices used to rise and fall. A high proportion of
retirees had company pension schemes.

The economic picture is constantly changing.

For many people retirement will be a multi-decade
period, in some cases possibly 40-50 years; it is
likely that the economic backdrop will be very
different at different times during retirement.

For example, if you were to plan your income
assuming current levels of interest rates and make
no allowance or provision for a time when they
might be higher, you could come unstuck.

Interest rates, inflation, property prices, tax rates and
investment returns are all liable to significant rises
and falls, any one of which could derail your plans,
if you don't make provision. To do this you need to
test any financial planning against various “what

if?” scenarios and check how major changes might
impact your position.



Misbehaving Markets

It is probable that you will be looking to asset-
backed investments to support your income needs.
You may have a personal-style pension which

you will be drawing upon, or ISAs or a portfolio

of investment funds. Whatever your investment
position, if your invested monies rely on markets to
generate a return to provide your income, then you
must factor in that markets may misbehave.

In plain English this means they may not generate the
necessary or assumed returns. Worse still they could
involve unexpected losses. Nothing is more dangerous
to retirement income than a sudden and major loss in
value of an income generating investment.

Nobody knows how markets are going to behave
and history is not a reliable guide. Yes, investments
tend to go up over time, but there is no reason to
think that periods of sustained downturn are not
possible, such periods are very possible.

For many retirees long periods of downward spiralling
markets could be very damaging; unlike people in
work there is unlikely to be any possibility of rebuilding
value through further savings from income.

As with the economic uncertainties you need to
stress test any income strategy you might pursue
in retirement against assumptions of markets and
asset values behaving in a way which may not be
favourable. Test your plan against the question
“what happens if my investments lose value?” and
then look at large falls over long periods, can you
withstand this?

Health problems

The sad fact is that many retirees will suffer from

health problems in their retirements. These could have
potential expenditure implications, especially if this
involves paying care fees. It is not unusual today for a
care package to cost in excess of £560,000 per year.
Even the best laid retirement income strategy can be
seriously thrown off course because of ill health.

The provisional rule changes around who pays

for care are still subject to consultation and
prevarication at government level; the current

rules basically mean that anyone with more than
£22,000 in assets will have to pay for their own care.
The future rules may be more lenient but it seems
government is struggling to work out how this can
be afforded.

It would be reasonable to expect therefore that if you
have any significant asset value you will be expected to
or asked to pay for your own care, at least in large part.

Of course, care fees are not the only possible
healthcare cost; ill-health can come in many forms
and there may be need for expensive treatments or
other complications which could knock on to your
income/expenditure.

Step four is the exercise of looking at all of these
potential factors, stress testing and asking “what if?”
in each case. Whatever financial plan you put into
place to provide for your retirement income needs
you should aim to make sure that as many of these
future unknowns are catered for as possible.

It can be done, normally by remaining flexible in your
approach and finding a balanced strategy.



Other factors to take into account

Although the priority may be planning and securing
your retirement income, it could be the case that

you have other factors you want to consider (and

by definition build into your thinking and planning).
For example you may want to help your children or
grandchildren with a property purchase or education
fees. You may want to make sure you leave a healthy
estate to your heirs on your death and/or try to avoid
a future Inheritance Tax liability.

Someone planning their retirement income who isn't
concerned about preserving their estate on their
death could pursue a very different plan or strategy
to someone where this a major, material, factor.

Constructing a retirement income strategy and plan
To recap the steps so far:

« Assess your current position with accuracy

e Estimate your future expenditure in retirement

« Consider all your potential income sources

e Map out a pathway - building in stress tests
against different scenarios and considering other
factors - where your income sources will meet
your expenditure requirements

If you have pursued each of those four steps above then
you should be able to put together a financial plan.

This is Step five - the construction of your plan of
action. At this point you should know what your
future expenditure looks like, what your income
sources to fund this expenditure will be and then
you need to start putting together a plan which ties
the two together.

The nature of this plan will be very situation-
dependent. If you are 45 today, aiming to retire at

60 the constituent parts of this plan and what you
need to prioritise, the financial products you need to
use, the investment approach and so on, will be very
different to a 70 year old who is just retiring now.
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Whatever your position, it is important that your plan
is stress-tested against the risks we have covered
earlier and that all factors are built in.

Whether you use ISAs over pensions, or a balance
between the two, whether you pursue an annuity or
a drawdown pension product, whether you invest
in equities or in bonds, what companies and funds
you will use and many other relevant decisions will
all come from identifying your position and priorities
from those first four steps.

We also believe it is very important that your plan is
written down and committed to paper. This not only
provides a clear picture for you to work from but it
also allows for good ongoing management (see
section below).

At Interface Financial Planning we specialise in helping
construct suitable plans, whether this is forward
looking towards a future retirement or whether you are
already at the point of retirement. This is one of those
life stages where specialist help and getting the very
best advice is incredibly important.



Maintaining and reviewing your position

The whole nature of retirement has changed over
the past couple of generations of retirees. This is
down to major increases in life expectancy, which
makes the retirement period commonly a long one,
significant changes in the economic environment
and a different set of financial products that are
now available to individual's seeking to plan their
retirement income.

In some ways the first five steps are all potentially
irrelevant if the next step is either ignored or not
managed correctly.

Whatever plan you put in place, Step six is the ongoing
maintenance and reviewing of your plan and position.

We have tried to outline how variable different situations
are likely to be; this means that there cannot be a “one
size fits all” approach which works every time. Put
another way, you need to construct a plan which is
unique and bespoke to your position and requirements.

Likewise, we have sought to highlight the extent of
the risks and uncertainty that will be in place, caused
by the wide range of unknown factors that could
influence how successful any plan might be. You
can protect against these unknowns to some extent,
during the planning stages, by rigorously stress
testing them and constantly asking “what if?”

This will only work to a point. The sixth step involves
regularly reviewing and renewing your plan to cater for
those unknown factors as you move through retirement.

You will need to take your written financial plan of
action and see how it is progressing and performing,
probably around once per year as a minimum. This
way if things have changed, or look like they are going
to change, you can adjust and amend as required.

In this way you are reacting to the unknowns as they
slowly become ‘knowns’, as far as this is possible.
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The six steps for a successful retirement
income strategy

There is no magic formula for a successful income
strategy for retirement; however we believe that any
individual who diligently pursues these six steps will
go a long way to ensuring they are managing their
positions to maximise their prospects. A combination
of these with our specialist advice alongside should
provide the best framework for getting the results
you desire.

Step One:
Assess your current position with accuracy

Step Two:
Estimate your future expenditure in retirement

Step Three:
Consider all your potential income sources

Step Four:

Map out a pathway - building in stress tests against
different scenarios and considering other factors

- where your income sources will meet your
expenditure requirements

Step Five:
Construct a written financial plan of action - and
implement this

Step Six:
Review this plan of action and adjust accordingly as
you go forward through the years

12
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History, structure, and expertise

Interface Financial Planning started providing
independent financial advice in 1992. From the
beginning it had the aim of providing professional
advice and quality service to people with modest
income and wealth.

Its key value was putting people before profit, and
contribution before reward. This mission statement has
been our torch to light the path ahead and has been
the reason that we have endured for over 24 years.

Alan has lead the company with his personal values
of: Integrity, Compassion, Respect, & Loyalty, and
he is proud that over the years he has worked with
clients who share similar values. Like him they want
to help others and make the world a little better.

Client care and service is important and he is proud
that his first two clients from January 1990 remain
his clients today.

We believe that every client should have access to
highly qualified advice and expertise.

Technology is used to the full to maximise efficiency
and engage expertise from throughout the UK. The
business has been paperless for 10 years and for
over 5 years has been ‘cloud’ based. This structure
reduces costs and allows support staff to operate
anywhere - from Colchester to Honiton to Leicester
and elsewhere.

Clients are encouraged to access their online
account where they can exchange messages

and documents securely. They can view their
investments and reports, and they have immediate
access to their paper file. Clients love the
transparency and openness of being able to view
and print paperwork going back for years and many
clients use it as a source of reference.
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Owner, Director
Interface Financial Planning

Alan Moran is one of the most highly qualified
advisers in the UK. He became a Certified
Financial Planner in 1995 and he was one of the
first Chartered Financial Planners in 2005.

He is a Chartered FCSI, a holder of the IMC
certificate and member of CFA UK. His expertise
has been called upon by The CllI, The IFP, The
Kinder Institute, and others, where he has trained
and examined other financial advisers.

Alan Moran B.Sc. M.Soc.Sc. Cert.Ed. FPFS FSWW IMC
CFPCMRLP®

Chartered Financial Planner - CERTIFIED FINANCIAL
PLANNER® professional - Chartered FCSI

Registered Life Planner® - Affiliate of STEP

Certified to ISO 22222 by Standards International
Independent Financial Adviser

A member of The Ethical Investment Association and The
Sustainable Investment and Finance Association UKSIF

Interface Financial Planning Limited

Chartered Financial Planners - Accredited Financial
Planning Firm™ - Certified to BS 8577 by Standards
International

Financial Life Planning - Life Planning, Financial Planning,
& Independent Financial Advice

Company Registration Number 2644317

Authorised and regulated by the Financial Conduct
Authority
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Compliance

Readers should not rely on, or take any action or steps, based
on anything written in this guide without first taking appropriate
advice. Interface Financial Planning Ltd cannot be held
responsible for any decisions based on the wording in this
guide where such advice has not been sought or taken.

The information contained in this guide is based on legislation as
of the date of preparation and this may be subject to change.

Interface Financial Planning Limited is authorised and regulated
by the Financial Conduct Authority.

(https://register.fca.org.uk) Financial Services Register No: 424729
Registered Address: 122 Hamstead Hall Road, Handsworth Wood,
Birmingham, B20 1JB Registered in UK, No. 2644317

©2019 Interface Financial Planning Ltd.
Content supplied by: Independent Check Ltd
www.independentcheck.co.uk 2019

Design by: Rae Shirley Photography & Design
Ref: RIG V1 JAN 2019

CONTACT US

Alan Moran
0121 554 4444

enquiries@interface-ifa.co.uk

To book an appointment, schedule a call
by telephone/Skype or arrange an online
meeting, Visit:
www.interfacefinancialplanning.co.uk



