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Post pension freedoms, more people choose drawdown for their retirement, 
many without advice, and often withdrawing at rates of income that may 
not last a lifetime1. What’s more, retirement is increasingly a transition – 
it’s not always obvious where work ends and retirement begins – while 
higher rates of inflation can have a profound effect on the finances of 
retirees. Investment risk is also a key consideration throughout retirement.

Advisers need to take a holistic view of retirement, managing and 
adapting their clients’ plans as circumstances and the tax rules 
change. This includes the growing significance of inheritance tax and 
the treatment of pensions on death. Our range of reports look at 
these issues – and many of the FCA’s concerns in its recent thematic 
review – to show how advisers can help their clients achieve a 
better retirement.

1. �Retirement income market data 2023/24, FCA, September 2024.
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Our start point is to understand what constitutes a ‘comfortable retirement’? 
This in itself is a matter of conjecture. What defines ‘comfortable’ for one 
person may be quite different for someone else. Nevertheless, there are a 
number of inputs we can consider:

 ■ Final salary pensions have long been the ‘gold standard’ in pension 
planning. These schemes usually pay a maximum of two thirds (66%) 
of final salary. With the State Pension, this could provide from 75–100% 
of pre-retirement salary.

 ■ DWP research suggested there should be a range for the replacement rate 
from 50% to 80% of pre-retirement earnings depending on income6. For high 
earners, fixed expenses are a smaller percentage of their earnings. That 
means they have more wriggle room to cut back, so a replacement rate of 
50% could be enough. In contrast, people on low incomes may need a much 
higher proportion of their pre-retirement earnings to maintain a reasonable 
standard of living.

 ■ The Pensions and Lifetime Savings Association developed the Retirement 
Living Standards. The Retirement Living Standards study calculates how much 
is needed at retirement7. The study estimates the annual income required 
at different levels of comfort for a single person and a couple. They define 
three categories of expenditure ‘modest’, ‘moderate’ and ‘comfortable’.

The figures for a comfortable retirement are as follows:

6. Automatic Enrolment Review 2017, Department of Work and Pensions, December 2017 chart 4.15, page 93.

7. Retirement Living Standards, Pensions and Lifetime Savings Association, 2023.

8. Retirement Living Standards, Pensions and Lifetime Savings Association, 2023.

Net Gross

Single £43,100 £50,887

Couple £67,464 £69,000

Source: Retirement Living Standards, Pensions and Lifetime Savings Association, 2023.

In terms of defining ’comfortable’, it’s worth noting that this isn’t living 
extravagantly. The Retirement Living Standards study assumes the weekly shop 
is at Sainsbury’s, holidays allow for 14 days in the Mediterranean plus three 
weekend city breaks and motorists will drive a three year old Ford Fiesta, 
replaced every five years8.

The Retirement Living Standards figures are a helpful starting point, but we 
need to calculate how much someone should have saved to provide for a 
comnfortable income throughout their retirement.

Our start point is to understand 
what constitutes a ‘comfortable 
retirement’? This in itself is a 
matter of conjecture. What 
defines ‘comfortable’ for one 
person may be quite different 
for someone else.
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How much does a  
comfortable retirement cost?

4. Century of change: Trends in UK statistics since 1900, Research paper 99/111 House of Commons, 1999.

5. Life expectancy calculator, ONS, March 2025.

One of the stellar achievements of the last century was the improvement in 
longevity. It’s difficult to grasp that life expectancy was just 45 years at the 
start of the 20th century for men and 49 for women. By the end of the century, 
it had risen to 75 for men and 80 for women4. Today, it stands at 87 and 90 
respectively5.

If we look at the life expectancy for 65-year olds the figures are even more 
startling. The prospect of a 20,30 or even 40 year retirement isn’t out of the 
question. Welcome though this is, it poses one of the greatest challenges we 
face this century. How do we fund a comfortable retirement that could last as 
long as our working life?

To address this question, we need to:

 ■ Understand how much income is necessary at outset for a 
comfortable retirement

 ■ Track how income is likely to change over the course of retirement

 ■ Calculate the present value of the income required

This will identify how much is needed to sustain an average retirement. We can 
then model variations to the base case to determine where the sensitivities lie. 
In other words, which factors have the greatest impact on the outcome?

The prospect of a 20,30 or even 
40 year retirement isn’t out of the 
question. Welcome though this 
is, it poses one of the greatest 
challenges we face this century. 
How do we fund a comfortable 
retirement that could last as long 
as our working life?
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Julie

Chart 5: The impact of varying assumptions on cost of a comfortable retirement

Life expectancy
10% probability
(£870k)

Investment
returns at 8%
(£483k)

Life expectancy
25% probability
(£790k)

Inflation at 4%
(£890k)

Charges at 2%
(£715k)

Charges at 0.5% pa
(£605k) Delay retiring to age 67 (£565k)

Delay retiring to age 70
(£505k)

Income reducing at
2.5% after 10 years
(£565k)

Legacy £100k
(£679k)

Investment returns
at 2% pa compound
(£880k)

£200k

£400k

Base case £640k

£800k

£1m

Source: Data provided by Conquest Planning to provide an income of £38,860 for 65 year old femaie.

Julie’s figures have a similar pattern to Tim’s, although 4% inflation 
(£890,000), slightly edges investment returns at 2% pa compound 
(£880,000) which was slightly ahead of living to 98 (£870,000) as 
the most significant contributor to cost.

In terms of reducing the costs, relative to our base case, 8% pa 
investment returns have the greatest impact bringing the costs 
down to £483,000, followed by delaying retirement to age 70 
which reduces the pot size required to £505,000.

16 How much does a comfortable retirement cost?

Interpreting the results
What do these results tell us? Let’s look at Tim and Julie separately.

Tim

Chart 4: The impact of varying assumptions on cost of a comfortable retirement

Life expectancy
10% probability
(£835k)

Investment
returns at 8%
(£460k)

Life expectancy
25% probability
(£750k)

Inflation at 4%
(£803k)

Charges at 2%
(£660k)

Charges at 0.5% pa
(£570k)

Delay retiring to age 67 (£520k)

Delay retiring to age 70
(£460k)

Income reducing at
2.5% after 10 years
(£530k)

Legacy £100k
(£640k)

Investment returns
at 2% pa compound
(£810k)

£200k

£400k

Base case £600k

£800k

£1m

Source: Data provided by Conquest Planning to provide an income of £38,860 for 65 year old male.

If we consider the factors that increase the base case costs, the probability 
of living to 96 has the greatest impact (£835,000), but only 1 in 10, 65 year 
old men will live this long. The prospect of living to 92 has less impact, but 
is still significant (£750,000), 3 out of 4, 65 year old men will die before 92. 
Inflation increasing to 4% is is a significant risk factor (£803,000). Previous 
studies have shown that inflation has a significant impact in the early 
years, because high inflationary increases in income are effectively ‘baked 
in’ throughout life.

Low investment returns of 2% pa also have a major impact (£810,000), 
which reinforces the importance of investing in higher risk assets likely to 
outperform other asset classes over the longer term (while safeguarding 
against sequencing risk in the early years). Both ‘charges at 2%’ and 
‘leaving a legacy of £100,000’ have a low impact, relatively speaking.

Turning to those variables that lower the base case costs, high investment 
returns of 8% have a significant impact in reducing costs. The base case 
costs reduce from £600,000 to £460,000. Similarly, deferring retirement to 
age 70, including delaying receipt of the State Pension, also reduces the 
cost to £460,000. Delaying retirement to 67 and reducing income after 10 
years also have a substantial impact reducing the costs to £520,000 and 
£530,000 respectively.

Previous studies have shown 
that inflation has a particularly 
significant impact in the early 
years, because high inflationary 
increases in income are effectively 
‘baked in’ throughout life.

How much does a comfortable retirement cost?

A 2019 report by Close Bros revealed that the number one worry for 
employees is funding retirement1. This broadly translates into ‘Will I 
have enough to retire comfortably?’ On the face of it, this question is 
straightforward to address. Calculate how much income is needed at 
retirement then, for drawdown clients, apply a safe withdrawal rate to 
the value of their pension pots and add other sources of income (state 
pensions, defined benefits, non-pensions savings and investments). 
But there’s often a problem: a sizeable gap that needs filling.

A 65-year-old couple with a £500,000 pension pot, taking the 
recommended safe withdrawal rate by Morningstar of 3.7%2 
would achieve an annual income of less than £20,000. Even with 
the State Pension added, this would fall significantly short of the 
amount calculated by Retirement Living Standards for a comfortable 
retirement3. Yet often clients could take more than this. How do we 
ensure clients enjoy a comfortable retirement, while not exposing them 
to too much risk?

‘How much does a comfortable retirement cost?’ explores the impact 
of different risk factors and how retirees could manage these risks to 
make the most of their retirement savings.

1. �Financial Wellbeing Index 2019, Close Brothers.
2. �The State of Retirement Income: 2024, Morningstar, December 2024.
3. �How to estimate likely retirement living standards, Pensions and Lifetime Savings Association, 2023.

At a glance…
	■ People are often consumed with how much 
they need for a comfortable retirement.

	■ Data suggests it can be challenging to 
meet the amount required.

	■ There are however different ways people 
may be able to retire in comfort.

	■ Our report demonstrates how to manage 
risk to make the most of retirement savings.

Pension 
decumulation

How much does 
a comfortable 
retirement cost?

This document is for investment professionals only and should not be relied upon by private investors.
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Chart 1: Employees rank funding their retirement as their top money worry

6. Three in five Brits feel stressed about later life planning, Aviva, November 2022.

7. Retirement anxiety – and how to overcome it, Abrdn, August 2022.

Funding their retirement 31%

Coping financially if they see a reduction in household income 23%

Paying off their debt 27%

Making their money last until payday 19%

The state of the economy in general 19%

Source: Financial Wellbeing Index 2019, Close Bros.

It’s little wonder funding retirement is the top money worry ahead of day-to-day money 
management for employees or that three in five people feel stressed when they think about 
their retirement6. This issue affects employees physically and mentally. Research carried out 
in 2022 showed that: 

 ■ Planning for retirement is now ranked more stressful than divorce by the 40-44 age group6.

 ■ Almost one in ten people surveyed have sought medical help for their retirement worries6.

 ■ 16% have lost sleep worrying about retirement7.

5

Marketers often use a concept known as ‘itch cycles’ to define when to intensify 
their marketing efforts. It’s the point when consumers may be most susceptible 
to a sales or marketing initiative. For example, commonly people think about 
buying a new car every three years or moving house every five years.

This concept may have relevance to retirement planning. There is a point when 
people start to take retirement more seriously. It’s no longer a distant vista, 
but a looming reality. Commonly the motivation is their proximity to retirement 
coupled with a change in their financial circumstances. As people age, 
retirement often becomes the focus of their financial concerns. They’re less 
troubled with day-to-day money management. Their salary may be higher, 
mortgage payments less onerous and children no longer financially 
dependent. In contrast, early in their working life, people can be consumed 
by more immediate challenges, like buying a home and raising a family.

So when does this sea change occur? Research suggests that for baby boomers 
it starts in the late 40s2. This seems consistent with a shift in focus: from buying 
a home, raising a family and building a career to recognising that retirement is 
no longer a distant fantasy. The same research suggests that the age at which 
younger people start to think about retirement is earlier. For Gen Xers it would 
seem to be late thirties. It’s earlier still for Gen Z and Millennials.

This may seem counter intuitive. A possible explanation could be the introduction 
of auto enrolment. Auto enrolment highlights the need to prepare for retirement, 
but that may not translate into action (over and above auto enrolment). In other 
words, people might have greater awareness of retirement, but it’s not matched 
by the capacity to save more. And there is a general recognition that auto 
enrolment alone may not provide the standard of living many people strive for 
in retirement. 

As such, people could struggle to provide a comfortable retirement unless 
they act when their finances allow them to go further. A 2023 study revealed 
that over 12 million people expect to receive the minimum income required to 
get by in retirement but aren’t on track to achieve it3. Further research among 
employees suggests that only one in five said their pension would be enough 
to retire comfortably4 (even this could be wishful thinking). What’s more, a 
2022 Department of Work and Pensions (DWP) study concludes that only 
around 1 in 4 people have a good idea of how much they need in retirement5. 
All in all, many people seem financially ill-prepared for retirement.

2. Retirement Voice 2023, Standard Life, 2023.

3. Great Expectations: Are people’s retirement income expectations adequate and achievable?, Phoenix Insights, September 2022.

4. Aviva Working lives Report 2023, Fit for Future, June 2023.

5. Planning and Preparing for Later Life, DWP, June 2022.

4 Countdown to retirement

Over 12 million people expect 
to receive the minimum income 
required to get by in retirement 
but aren’t on track to achieve it.

Countdown to retirement
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Step 1: Organise State Pension

The State Pension is still the bedrock of retirement income for many people. 
Indeed, it’s now almost £1,000 per month for those with a full qualifying NI 
record and is paid gross (though liable to tax). Some people may receive 
more than this by virtue of their membership of the state schemes that 
existed before the introduction of the flat rate scheme in April 2016.

There are a number of actions to take in connection with the State Pension:

Request a State Pension estimate
A State Pension estimate can reveal whether someone has a full NI 
contribution record. If not, they should consider buying added years 
(see below). There are different ways to get an estimate:

 ■ Complete form BR19.

 ■ Telephone 0800 731 0175 (Monday to Friday 8am to 6pm).

 ■ Apply online for a State Pension statement.

Buy added years if necessary
Where clients haven’t a full NI record it’s worth considering buying extra 
years. It’s usually only possible to fill gaps in the previous six years. Bear 
in mind that, anyone with less than 10 years NI contributions or credits isn’t 
entitled to any State Pension and it’s not possible to buy added years for 
any period where someone was ‘contracted out’.

The State Pension is still 
the bedrock of retirement 
income for many people. 

14 Countdown to retirement

Retirement is increasingly a transition rather than a single event. Nevertheless, 
there is usually a point where fundamental decisions are made that signal the 
start of the retirement journey, even if working in some capacity is still involved.

Here are the main steps clients and their advisers will consider when providing 
their clients with the means to enjoy a comfortable retirement:

 ■ Organise State Pension.

 ■ Deploy private pensions.

 ■ Review non-pension savings and investments.

 ■ Leverage equity in the home.

 ■ Consider working during retirement.

Some people may have other concerns beyond providing a comfortable 
retirement. If they’re well placed to provide their desired standard of 
living, they may focus on maximizing their legacy. In these instances, the 
conversation will be different. This section is focused primarily on securing 
a comfortable retirement.

The FCA’s thematic review of the retirement income advice market suggests a 
mixed picture with several areas identified for improvement. Some of the key 
concerns include:

 ■ Some firms have not adapted their advice model to accommodate the 
needs of those in decumulation.

 ■ Firms were not always collecting enough information to deliver suitable 
advice in areas like clients’ wider financial circumstances, for example.

 ■ Risk profiling methods were not sufficiently rigorous for decumulation. For 
example, failing to use capacity for loss as well as attitude to risk tools.

 ■ An imperfect approach to sustainability of withdrawal rates. This could 
be a blanket approach to withdrawal rates that does not allow for 
individual circumstances.

These concerns should be borne in mind as advisers develop or refine their 
advice models for decumulation. What follows is an overview of the key steps, 
and some of the issues advisers should consider, as they help their clients to a 
better retirement.

Five steps to a better retirement

Retirement is increasingly 
a transition rather than a 
single event. 

Countdown to retirement

There are two important trigger points when people are 
preparing for retirement. Firstly, around 5-15 years before 
retirement when people have the motivation to increase their 
retirement savings and the means to act on it.

Earlier in their life, other financial issues often dominate and 
retirement can seem a long way off. Secondly, the period 
immediately prior to the start of their retirement journey when 
critical decisions need to be made about how to deploy their 
retirement savings.

This report considers the options available if a savings shortfall 
is identified some years out from retirement. The most common 
options are saving more or retiring later. In the case of the 
former, which products are the most effective? There are also 
other solutions available which can shore up retirement finances. 

As retirement draws near, the report explores some of the 
challenges advisers and their clients might grapple with to 
achieve a comfortable retirement, highlighting some of the 
FCA’s concerns.

At a glance…
	■ When 5-15 years away from retirement, people 
may not understand how much is needed for a 
comfortable retirement.

	■ Where there’s a shortfall, there are a number of 
ways people can address this.

	■ Where clients are keen and able to save more, 
which savings vehicle should they use?

	■ 	As retirement approaches, advisers should take 
a holistic view of the client’s assets to create a 
comfortable retirement.

Retirement 
planning

Countdown 
to retirement

This document is for investment professionals only and should not be relied upon by private investors.
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6  Understanding behavioural economics. It’s important that advisers 
recognise the impact behavioural economics can have on decision 
making in retirement planning and accommodate this in their dealings 
with clients.

7  Identifying vulnerability. A 2017 FCA study found that 50% of 
UK consumers showed one or more characteristics of potential 
vulnerability. This increased to 69% among those aged 75 and 
over and 77% of those aged 85 and over3.

8  Investing too much or too little in high-risk investments. With 
retirement lasting 20-30 years, exposure to equities is critical to ensure 
funds last for the long haul, but sequencing risk can be fatal for retirees 
in the early years.

9  Making binary product judgements. The option to buy an annuity 
or choose drawdown often seems to be characterised as a binary 
decision. In fact, there are significant benefits to combining a degree 
of annuitisation within drawdown.

10  Clear, concise communications. Customer Duty places a responsibility 
on advisers to ensure their communications ‘meet the information 
needs of retail customers, are likely to be understood by them, and 
equip them to make effective, timely and properly informed decisions’4.

3. Understanding the financial lives of UK adults, Findings from the FCA’s Financial Lives Survey 2017, October 2017 (updated January 2020).

4. Retirement income advice thematic review, FCA, March 2024.
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I never made a mistake in my life. I thought I did once, but I was wrong

2. Retirement income advice thematic review, FCA, March 2024.

Charles M. Shulz

Such unerring confidence in one’s ability to always get things right is rare. Most 
of us make mistakes and learn from them. Financial advisers must meet exacting 
standards before they can exercise their skill and experience. This includes 
acquiring the right qualifications, keeping abreast of developments through 
continuous professional development and adhering to a strict regulatory regime. 
This means clients can have confidence in the quality of the advice they are given.

Nevertheless, the FCA concluded in its thematic review of the retirement income 
advice market that ‘the review of advice models revealed a mixed picture’2. The 
review identified several areas for improvement. This report is independent of the 
review, but there is an overlap with many of the issues highlighted by the FCA:

1  Accumulation vs decumulation. Some advice firms may not sufficiently 
differentiate between the accumulation and decumulation phase in their 
advice models.

2  Retirement is not a ‘one and done’ event. The path though retirement 
is unlikely to align with the assumptions made at outset. There is so much 
that can change during the retirement journey.

3  Retirement is about more than private pensions. Advisers should take a 
holistic view of their clients’ financial assets as people increasingly use a 
number of vehicles to fund their later life.

4  Spending too much or too little. One of the key challenges facing 
advisers is to make sure their clients’ funds last as long as they do. 
The FCA review identified over reliance on a single withdrawal rate 
as a potential issue.

5  Assessing risk during retirement. There is evidence that attitudes to risk 
change during retirement and capacity for loss becomes much more 
significant during the decumulation phase.

4 The foundations of retirement planning – ten pitfalls to avoid

Ten retirement  
pitfalls to avoid

In some cases, expenditure may gradually decrease as mobility reduces 
over time, but without the need for expensive long-term care at the end of 
life. Care may be needed in the home, but provided by family and friends 
(see A below). Other people could lead a productive retirement, then die 
after a short illness or suddenly – perhaps after a heart attack, stroke or 
accident (see B below). Given the increasing trend to gradually transition 
to retirement, income needs from retirement savings may be small in the 
early years to supplement income from employment, then increase when 
outright retirement occurs, then steadily reduce as health deteriorates 
(see C below). There are endless permutations.

Chart 2: There are multiple patterns of expenditure during retirement
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Timing
Even if there was one single pattern of expenditure during retirement, it 
wouldn’t address the issue of timing. The timing of changes in expenditure 
is impossible to predict. For example, how many active years will someone 
enjoy? When will they start to slow down (and how quickly)? If long term 
care is required, when will it start – and when will it end?

And while we’ve explored how health can impact the pattern of 
expenditure, there are other elements that can derail expenditure in 
retirement. For example, extraneous influences like investment returns, 
inflation and changes in tax. Likewise, vulnerability, excessive income 
withdrawals, shifts in risk appetite or modifications to legacy planning 
can also require revisions.

The timing and shape of retirement expenditure will be personal to 
each client and the influence of external factors all point to a need for 
regular reviews.

9

Once the decision has been taken to retire outright there is still a need 
to review the client’s needs throughout retirement. There are two key 
reasons for this: the pattern of expenditure during retirement is likely to 
change and the timing of any changes is usually unknown.

Patterns of expenditure
Expenditure needs during retirement will inevitably change, but the shape 
of any change is difficult to identify in advance. There’s a common view 
that expenditure takes on the shape of a smile: High expenditure during 
the early years when people are healthy and keen to make the most of 
retirement, followed by a slowing down as health issues emerge leading 
to a fall in income needs, then an uptick in expenditure as long-term care 
costs dominate late in life.

For some people this may be true, but for most people ‘smile’ isn’t the path 
they’ll follow:

 ■ Only 1 in 4 men and 1 in 3 women over 65 will have ‘substantial care 
needs during retirement’7.

 ■ UK census data from 2021 shows that around eight in ten people aged 
over 90 years were not living in care homes and less than 4% of those 
aged 80 to 84 were in care homes8.

 ■ Increasingly, people will be cared for in their home, but much home 
care is provided by family and friends. Estimates suggest there are 
over 5m unpaid carers in the UK9. In contrast, there are less than 1m 
paid carers10.

7. Pensions and the funding of long-term care, Institute and Faculty of Actuaries, 2021.

8. Chief Medical Officer’s Annual Report 2023 Health in an Ageing Society, 2023.

9. Carers UK, 2024.

10. Home care statistics: number of providers, service users and workforce, Homecare.co.uk, June 2024.

Expenditure needs during 
retirement will inevitably change, 
but the shape of any change is 
difficult to identify in advance

8 The foundations of retirement planning – ten pitfalls to avoid

The foundations of retirement planning

Today’s financial advisers are well-qualified, highly-regulated 
professionals and this expertise is important when clients start 
the decumulation process. However, the FCA’s thematic review of 
the retirement income advice market expressed concern that the 
needs of clients moving from accumulation to decumulation may 
not adequately be recognised by some firms. 

This report explores some of the issues raised in the FCA’s 
review, together with other potential pitfalls, to ensure 
retirement planning processes are robust.

For many advisers, this report will be nothing more than an 
aide memoire; perhaps a checklist against which to validate 
their practices and processes. But none of us are infallible. It’s 
important that, collectively, we do all we can to prepare and 
protect clients at this critical stage of their life.

At a glance…
	■ The move from accumulation to decumulation 
is significant – switching the emphasis from 
building capital to using that capital.

	■ The challenge of planning the decumulation 
phase is exacerbated by the popularity of 
drawdown, where certainty of income is no 
longer guaranteed.

	■ Clients don’t know how long their money has 
to last and this uncertainty is compounded 
by other unknowns, such as inflation and 
investment returns.

Ten 
pitfalls 

to avoid

The foundations of 
retirement planning
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A guide to inheritance tax for 
investors is available for you to 
share with your clients. Click the 
thumbnail to access the report.A guide to inheritance 

tax for investors

Passing on wealth to spouses or civil partners

Commonly known as the ‘spousal exemption’. Transfers between spouses 
(married couples and civil partners) are exempt from IHT. This exemption 
is unlimited. The spousal exemption doesn’t apply to transfers between 
unmarried partners or partners that are not in a registered civil partnership 
with each other. Spouses do not need to be living together at the time 
of the transfer for the spousal exemption to be applied. However, the 
exemption does not apply if a UK long-term resident transfers assets 
to a spouse who is not a UK long-term resident.

Commonly known as the ‘spousal 
exemption’. Transfers between 
spouses (married couples and civil 
partners) are exempt from IHT

Charitable donations and amateur sports clubs

Leaving money to a charity or amateur sports club is not subject to any 
inheritance tax. However, gifts to qualifying charities can qualify for a lower 
rate of 36% IHT on the taxable part of an individual’s estate. The reduced 
rate of 36% applies where the individual leaves at least 10% of their net 
estate, known as ‘the baseline amount’, to charity. The baseline amount is 
the entire estate in an individual’s sole name (not including assets held in 
trust, or joint assets that pass by survivorship) less debts, funeral expenses 
and certain IHT exemptions – such as the nil rate band.

Where the gift to charity is less than 10% of the baseline amount, it’s 
possible for a beneficiary to increase the charitable donation to benefit 
from the lower rate of 36% following the death of the deceased. When they 
receive their inheritance, the beneficiaries can direct some of it to charity 
through a deed of variation. This way they can meet the 10% threshold 
and reduce the IHT payable on the rest of the estate to 36%. This process 
requires the consent of all beneficiaries.
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Inheritance tax allowances

These allowances have been frozen until April 2031:

Nil rate band
There is a nil rate band of £325,000 per person. If the value of the estate is 
less than this, nothing is usually payable.

Residence nil rate band
The residence nil rate band is £175,000. It applies when a property is 
passed to a direct descendent (children or grandchildren, for example). 
This allowance doesn’t apply to second homes or buy to let properties. 
Only one home can qualify. If the deceased owned and lived in more 
than one property, the executor can choose which one to use.

The home does not have to be in the UK but must be within the scope of 
inheritance tax and included in the estate. For estates worth over £2million, 
the residence nil rate band is reduced (for every £2 over the £2m threshold 
the RNRB reduces by £1).

Downsizing, selling or gifting a home doesn’t mean that the RNRB is lost. 
The estate may still qualify for RNRB if the following conditions apply:

 ■ The property was sold, given away or downsized on or after 8 July 2015.

 ■ The former home would have qualified for the RNRB if kept.

 ■ At least some of the estate is inherited by direct descendants.

The downsizing addition will usually be the same as the RNRB lost. It can’t 
be greater than the RNRB if the sale or downsizing hadn’t taken place. 
The PRs must claim within 2 years of the end of the month when death 
occurred. It’s not necessary to advise HMRC when the downsizing, sale 
or gift happens. Only one move, sale or other disposal of a former home 
can be taken into account. If the deceased downsized more than once 
or sold or gave away more than one home between 8 July 2015 and the 
date they died, the PRs can choose which to use. Precise details of the 
way the addition is calculated, with worked examples, can be found on the 
government website.

Transferring allowances between couples
Both the nil rate band and the residence nil rate band can be transferred 
between married couples and civil partners when one spouse dies. This 
means the total value of an estate before any inheritance tax is due could 
be as much as £1m for a couple (including the residence nil rate band). 
Transferring allowances applies to people who are married or part of a 
civil partnership but does not extend to couples who live together.

There is a nil rate band of £325,000 
per person. If the value of the 
estate is less than this, nothing is 
usually payable

Inheritance tax:  
‘the most hated levy’

5. Inheritance tax named UK’s most-hated levy as Rachel Reeves makes Britons pay more of it, Daily Express, January 2025 
(polling conducted by TaxPayers’ Alliance)

Research in 2025, found that inheritance tax is considered ‘the most hated levy 
charged by the Government’ and considered more unfair than other forms of 
taxation5. The decision to apply inheritance tax to unused pensions is likely 
to intensify the strength of these feelings. That makes the role of advisers in 
helping clients manage their financial affairs crucial.

The starting point is to reinforce advisers’ understanding of the inheritance tax 
rules and regulations. Simply put, inheritance tax is payable on the value of an 
estate on death less any liabilities like credit card debt, loans and mortgages. 
There is also an allowance for the reasonable costs of the funeral. Below is an 
overview of some of the main areas that can impact the value of an estate, or 
the reporting requirements, for inheritance tax:

 ■ IHT allowances.

 ■ Passing on wealth to spouses or civil partners.

 ■ Charitable donations and amateur sports clubs.

 ■ Gifts.

 ■ Jointly owned assets.

 ■ Business relief.

 ■ Life assurance written in trust.

 ■ Trusts.

 ■ Certain pension benefits (post April 2027).

 ■ Excepted estates.

Simply put, inheritance tax is 
payable on the value of an estate 
on death less any liabilities like 
credit card debt, loans and 
mortgages. There is also an 
allowance for the reasonable costs 
of the funeral
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A hammer blow for pensions?

1. What’s the average pension pot in the UK?, Nuts About Money, June 2025.

2. Inheritance Tax on pensions: liability, reporting and payment – Summary of responses, HMRC, July 2025.

3. Life expectancy calculator, ONS, November 2025.

4. This figure would be £2.7m where allowances have been transferred on the death of a spouse or civil partner.

The government’s plans to make unused pensions part of an individual’s 
estate, and therefore subject to inheritance tax on death, have been greeted 
with derision by many. They are concerned that it will disincentivise saving for 
retirement. They may be right but for most people pensions are still likely to be 
the most effective vehicle for saving for retirement. And how much impact will 
these changes have?

The average pension pot held by the age group 60-66 has been estimated at 
£310,0001. This could push many into paying IHT who otherwise wouldn’t, but 
most people will need this to fund their retirement. The amount available at the 
time of their death may be negligible. The government estimates that, out of 
around 213,000 estates with inheritable pension wealth in 2027 to 2028, 10,500 
estates – or around 1.5% of total UK deaths – will become liable for inheritance 
tax where this would not previously have been the case and roughly 38,500 
estates will pay more inheritance tax than would previously have been the 
case2. That means most people will be unaffected by the changes.

Nevertheless, the importance of these changes for those affected should not 
be underestimated. The government figures apply to the year 2027-2028. Over 
time, the numbers are likely to increase (particularly if the nil rate bands are 
frozen beyond 2031). More than three out of four 65-year-olds will live to be 753. 
At this point, income tax becomes payable at the marginal rate of the recipient. 
If some or all of any inheritance is taxed at the additional tax rate, this equates 
to an effective rate of 67%.

And that’s not all. If the inclusion of unused pension assets means the value of 
the estate on death is over £2m, then the residence nil rate band (RNRB) will 
be reduced. If unused pensions push the total value of the estate to more than 
£2.35m the RNRB will be lost completely4. This could lead to a tax rate in excess 
of 80%. This doesn’t undermine the value of saving into a pension for retirement 
income, but it may lead to different strategies being adopted at and during 
retirement.

Many of the people affected by these changes will be taking professional 
advice. After April 2027, advisers will need to grapple with a more complex 
environment. This report covers the IHT rules in detail. In a future report, 
we’ll explore strategies clients can use to mitigate their IHT liability without 
compromising the need to fund retirement.

If unused pensions push the total 
value of the estate to more than 
£2.35m the residence nil rate band 
will be lost completely. In some 
instances, this could lead to an 
effective tax rate in excess of 80%

A guide to inheritance tax

The plan to include unused pensions in the value of an estate for 
IHT purposes from April 2027 is likely to have a radical impact on 
retirement planning. While the absolute numbers of estates affected 
may be small, the relative number of advised clients liable for IHT is 
likely to be high.

This is a significant issue for advisers. It undermines the strategy of 
using other assets to provide retirement income (given the preferential 
treatment of pensions on death). These changes could flip that 
approach 180 degrees. Pensions may now be the first port of call to 
provide income in retirement.

Of course, the right strategy for any individual will depend on their 
personal circumstances. Nevertheless, retirement planning is likely to 
be more complex post April 2027. As such, this report acts as an aide 
memoir and a ready reference guide to inheritance tax planning.

At a glance…
	■ Clients fortunate enough to be able to use 
non-pension assets to provide income and 
ringfence their pension savings for wealth 
transfer, may need to review this strategy.

	■ 	The IHT issue can be side stepped by using 
the spousal exemption, although just over 
50% of people over age 65 in England and 
Wales are married or in a civil partnership.

	■ The IHT changes could lead more people 
to annuitise their pension savings or 
drawdown more aggressively. If this results 
in surplus income, this could generate 
interest in making regular gifts.

Retirement 
planning

A guide to 
inheritance tax
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Probability of a 65-year-old surviving to 75
The Government will continue to apply income tax at the beneficiaries’ 
marginal rate of tax on death after age 75. This is in addition to levying 
inheritance tax. The data reveals that most 65-year-olds will live beyond age 
75. This means the spectre of income tax and inheritance tax being applied to 
any unused pensions is real. Chart 2 shows that 9 out of 10, 65-year-old women 
will reach 75 and almost the same number for men. These figures are likely to 
be higher at State Pension age.

Chart 2: Likelihood of 65-year-old surviving to 75 by year

2025 (born 1960) 2030 (born 1965) 2035 (born 1970)

Males 86% 87% 88%

Females 91% 91% 92%

Source: Longevity and Survival Probability In Retirement Income Modelling, Abraham Okusanya, FinalytiQ, 
June 2016 (based on ONS 2010 cohort data projections for the UK).

The overall effect of double taxation
The impact of double taxation over age 75 can be seen in chart 3. An 
effective tax rate of 52% where the beneficiary is a basic rate taxpayer, 64% 
for higher rate taxpayers and 67% for additional rate taxpayers. In practice, an 
inheritance will often straddle more than one income tax band. If the inclusion 
of unused pensions pushes an estate over the £2m mark, part or all of the 
residence nil rate band could be lost. In the example below, pension assets 
of £100,000 added to an estate worth £2m would erode the residence nil rate 
band by £50,000 resulting in an extra £20,000 inheritance tax due. Overall, 
where the residence nil rate band is eliminated, the effective tax rate could be 
over 90%2.

Chart 3: Impact of inheritance tax and income tax on death after age 75

Basic rate Higher rate Additional rate

Gross pension £100,000 £100,000 £100,000

IHT £40,000 £40,000 £40,000

Income tax £12,000 £24,000 £27,000

Net pension £48,000 £36,000 £33,000

Effective tax rate 52% 64% 67%

Note: The impact of any split of the nil rate band is excluded. Income tax bands and rates differ in 
Scotland which will alter the effective tax rate.

2. Case study: how new IHT rules may lead to 90%+ tax rates, Rachel Vahey, AJ Bell, October 2025.

The data reveals that most 65-year-
olds will live beyond age 75. This 
means the spectre of income tax 
and inheritance tax being applied 
to any unused pensions is real
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Exploring the data

1. Inheritance Tax on pensions: liability, reporting and payment — Summary of responses, HMRC, July 2025.

There is understandable concern over the impact of the changes to pensions 
from April 2027. Government data suggests relatively few estates will be 
affected in the near term but is this true looking further ahead? And how 
likely is it that estates affected will also be subject to both inheritance tax and 
income tax at the beneficiaries’ marginal rate? What’s more, there is a risk that 
the changes will taint the attractiveness of saving into a pension after April 
2027. Let’s consider these issues:

The potential impact of the changes
The Government estimates that, out of around 213,000 estates with inheritable 
pension wealth in 2027 to 2028, 10,500 estates – or around 1.5% of total UK 
deaths – will become liable for inheritance tax for the first time and roughly 
38,500 estates will pay more inheritance tax than would previously have been 
the case1. Most people will be unaffected by the changes, but the numbers 
going forward are likely to increase. The nil rate band has been frozen until 
April 2031 and more people are retiring with most, if not all, of their pension 
savings in defined contribution or money purchase schemes. The Government 
estimates that inheritance tax revenues will more than double over the period 
2027/28 to 2029/30.

Chart 1: Exchequer impact

2024–25 2025–26 2026–27 2027–28 2028–29 2029–30

– – – +£640m +£1,340m +£1,460m

Source: Inheritance Tax – unused pension funds and death benefits, HMRC, November 2025.

The Government estimates that, 
out of around 213,000 estates with 
inheritable pension wealth in 2027 
to 2028, 10,500 estates will become 
liable for inheritance tax for the 
first time 

Adult pensions and ISAs

A parent can make contributions to the pension of an adult child. Contributions 
are treated as if they had been made by the adult child, which means they will 
be eligible for tax relief. What’s more, if they are affected by the ‘high income 
child benefit charge’ and earning broadly between £50,000 and £60,000 the 
money contributed by the parent is deducted from the adult child’s income 
before the ‘high income child benefit charge’ is calculated. The amount that the 
parent can contribute is only constrained by the amount the adult child could 
contribute (the lower of their annual salary or £60,000). Other options include 
making ISA contributions up to the overall individual annual allowances.

Buy life assurance
Alternatively, any surplus income could fund life assurance premiums to meet 
an inheritance tax liability. This can be particularly helpful where the bulk of 
someone’s wealth is held in illiquid assets like property, which can be difficult 
to sell within the time limits for payment of inheritance tax. Whole life assurance 
can be expensive at older ages. For example, £100,000 cover could cost 
between £200 and £280 per month for a couple both aged 657. If the intention 
is to downsize at some point (or if it’s a second property planned to be sold in 
the future) a level term assurance could be much less expensive. For a couple, 
both aged 65, a 10-year joint life level term assurance for £100,000 would be 
about half the cost – broadly between £110 and £120 per month8.

This is not a definitive list of the options available. Regular donations to 
charities for example should also qualify under the gifts out of surplus income 
exemption. There’s information on the requirements for the gifts out of surplus 
income exemption in ‘A guide to inheritance tax’.

It’s not just about pensions
It’s worth repeating that advisers will look across all assets and 
any recommendations may or may not affect a clients’ pension. For 
example, investment bonds, whether onshore or offshore, can play 
a valuable role, particularly when placed in trust. Another solution 
for some could be to use equity release. A client with significant 
wealth in property, where the inclusion of pension assets may erode 
the residence nil rate band, may choose equity release. This could 
reinstate their residence nil rate band while releasing cash.

With a greater focus on inheritance tax as a result of the changes in 
April 2027, advisers will need to review retirement income strategies 
and their efficacy in the new environment. This is an opportunity for 
advisers to demonstrate the value they add and ensure that their 
clients’ needs are met now and on their death.

7. Life Insurance Cost UK By Age Group, WCovr, February 2026.

8. Go Compare, February 2026.

The amount that the parent can 
contribute is only constrained by 
the amount the adult child could 
contribute (the lower of their 
annual salary or £60,000)
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Managing excess  
income from a pension

As with the tax-free lump sum, any extra income taken from the pension 
needs to be spent, gifted or used in some other way that takes part or all 
of it out of the estate for the purposes of inheritance tax planning. This could 
include ad hoc lifetime gifts or using the gifts out of surplus income exemption. 
Alternatively, it could fund life assurance premiums. Here are just some of the 
possible uses:

Paying school fees
Generally, gifts made from surplus income should be the same or similar 
each year, but where gifts are to cover specific expenditure, such as school 
fees, the amount may fluctuate from year to year. This could also include other 
educational expenses such as university fees.

Making gifts as investments

Child pensions and ISAs

Only a parent or guardian can set up a child pension, but anyone can 
contribute. Currently, grandparents or other family members can pay up to 
£2,880 into a child’s pension, which is grossed up to £3,600 with tax relief. This 
could be paid using the gifts out of surplus income exemption or using the 
£3,000 annual exemption for a single child. Other options include junior ISAs. 
Grandparents can pay into a junior ISA up to the limit of £9,000.

Rethinking estate planning

Making unused pensions and death benefits subject to inheritance 
tax is likely to have a significant impact on retirement planning. The 
conventional wisdom of leaving the pension untouched and taking 
income from other sources is unlikely to apply from April 2027. What’s 
more, the imposition of income tax on death after age 75 exacerbates 
the focus on pensions.

Many of the people affected by this are likely to be advised clients. 
Anecdotal evidence appears to support this view and many advisers 
are reporting a surge in enquiries on this subject. This report explores 
the options advisers and clients should consider both now and after 
April 2027.

At a glance
	■ Most 65-year-olds will die after age 75 when 
both inheritance tax and income tax become 
payable. This could result in tax rates of 67% 
where the beneficiary is an additional-rate 
taxpayer.

	■ 	Clients should be encouraged to review their 
Expression of Wish forms now and after April 
2027 to ensure that they still accurately reflect 
their objectives.

	■ 	Where applicable, the strategy of taking 
income from other assets and leaving the 
pension untouched needs to be reviewed. In 
some cases, the advice will be the opposite to 
the current position.

Pensions and 
inheritance 

tax

Rethinking 
estate planning
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Strategies for dealing  
with sequencing risk

3. In the long run, stocks outperform bonds… or do they?, Larry Swedroe, Kitces, April 2024.

4. Bloomberg US Aggregate Bond Index returns 1946-2022, (Rick Miller, Sensible Financial Planning), Forbes, Aug 2022.

5. Understanding the dynamics of stock/bond correlations, Vanguard, December 2023.

The efficient frontier theory introduced by Nobel Laureate Harry Markowitz in 
1952 highlighted the benefit of diversification resulting from the curvature of the 
efficient frontier.

Commonly, diversification means a split of bonds and equities usually in 
favour of equities given that over most long-term time periods equities will 
tend to outperform bonds3. However, the benefit of a mixed portfolio of bonds 
and equities is the negative correlation between these asset classes. The 
conventional wisdom is that when equities rise bonds fall and vice versa. The 
first point to make is that this is a relatively recent phenomenon.

The Bloomberg US Aggregate Bond Index provides 46 years (1976-2022) of 
data to explore. Comparing this with corresponding data from the S&P 500 
reveals that equities and bonds often moved in different directions about one 
third of the time. However, in nearly one quarter out of every ten, both equities 
and bonds were down. Adjusting for inflation, bonds and stocks were both 
down approximately one quarter out of six. About once every year and a half4.

The relationship between equities and bonds is, in part, a function of inflation. 
The nominal interest rates that define bond prices reflect inflationary forecasts 
and real interest rates. When these are both high, bond prices tend to fall. 
In contrast, equity prices are a function of the strength of the economy. When 
weaker market growth signals decreasing company profits in the future, the 
price of equities will usually fall. That means when a combination of high 
inflation, and high real interest rates, occur simultaneously with a weak 
economy, both equities and bonds are likely to fall.

The positive bond-equity correlation experienced during 2022 suggests markets 
are concerned that inflation will continue to impact both bond yields and 
equities at the same time, with the prospect of ‘higher for longer’ rates being 
the main cause. Indeed, some commentators are calling it the death knell for 
the classic 60/40 portfolio. This would seem premature. It’s worth bearing in 
mind that not only are these asset classes negatively correlated much of the 
time, but positive correlations are often short lived. Over a rolling correlation 
of stock and bond returns over both a 60 day and two year period between 
January 2002 and April 2023, positive correlations occur over the shorter time 
horizon, but have been negative over the two year period for the last 20 years5.

The relationship between equities 
and bonds is, in part, a function of 
inflation. The nominal interest rates 
that define bond prices reflect 
inflationary forecasts and real 
interest rates
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Funding retirement successfully

2. Sequence risk in decumulation – smaller than you think? John Southall, L&G, November 2023.

Funding a comfortable retirement presents challenges. For example, defining 
withdrawal rates; anticipating longevity; allowing for inflation; identifying 
changes in expenditure; and assessing the impact of ill health on care needs. 
These are just some of the issues advisers face as they support their clients 
throughout retirement.

There is a further distinction between accumulation and decumulation 
advisers must address: The spectre of sequencing risk. The potentially 
devastating impact of selling investments when markets fall in the early years 
of retirement. Chart 1 will be familiar to advisers. It shows how two funds with 
an annual average return of 5% can end up in a different place depending 
on when market falls occur. Various strategies have been developed to 
combat sequencing risk. These strategies may all be appropriate in the right 
circumstances, but there is usually a price to pay. This may be a drain on 
performance or restrictions on withdrawals.

Chart 1: The insidious impact of sequencing risk

£200,000
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£100,000
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Bad start

Good start

Source: Fidelity International. For illustrative purposes only, based on withdrawals of 4% each year.

It’s also worth pointing out that, while sequencing risk is a real and present 
danger for retirees in the early years, it’s not the sole or necessarily the most 
important determinant of a successful portfolio. Analysis undertaken in 2023, 
suggested that only around 25% of the variance in returns arises as a result of 
sequencing risk (though the same analysis suggests that a combination of both 
de-risking a portfolio and withdrawing increases this figure to 45%)2. The results 
were based on a multi asset portfolio, which you would expect to soften the 
impact of a fall in stock markets.

Nevertheless, falling markets in the early years can undermine retirement plans. 
So how can advisers mitigate sequencing risk without detracting from the long-
term goal of generating optimal outcomes for clients? In the next section, we’ll 
take a look at the pros and cons of some of the current strategies deployed.

While sequencing risk is a real 
and present danger for retirees 
in the early years, it’s not the 
sole or necessarily the most 
important determinant of a 
successful portfolio

There are variations on many of these strategies that have evolved over the 
years to eradicate some of the potential issues. For example, an alternative to 
the classic guardrail strategy is a risk based approach based on a financial 
plans probability of success. This approach could lead to much smaller 
reductions in income. For instance, those retiring just before the Global 
Financial Crisis would have only seen a 3% income reduction from the initial 
withdrawal rate using risk-based guardrails, compared to 28% for the classic 
approach7.

Ultimately all of these strategies can be effective in the right circumstances 
and continual refinement can lead to better outcomes. In the next section, we’ll 
explore another approach that could be more appropriate for some clients.

Key points

 ■ Retirement presents challenges including the need to consider sequencing risk in the early years of retirement.

 ■ Sequencing risk isn’t the only risk, or even the most significant risk, in a multi asset portfolio but can undermine 
retirement planning. 

 ■ Various strategies have been identified that can combat sequencing risk, which may be right in individual 
circumstances, but can raise issues.

 ■ Some may result in variations in income which might not work for many people, while others seek to de-risk a 
portfolio in the early years which can act as a drain on performance.

 ■ Innovation and refinement to these strategies can lead to better outcomes, but there may be another approach 
that could improve outcomes.

7. Why Guyton-Klinger Guardrails Are Too Risky For Most Retirees (And How Risk-Based Guardrails Can Help), Derek Tharp and Justin Fitzpatrick, Kitces, 
March 2024.

Ultimately all of these strategies 
can be effective in the right 
circumstances and continual 
refinement can lead to better 
outcomes
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Guardrails
Developed by financial planner Jonathan Guyton and business professor 
William Klinger, the guardrails approach is a dynamic process, which protects 
the fund by imposing limits. An initial withdrawal amount is defined, say 5%. 
The amount may then be adjusted each year based on the previous year’s 
performance. If the fund has risen over the previous year, and the new 
withdrawal amount (after increasing by inflation) is below 20% of its initial level, 
the income can be increased by the rate of inflation plus 10%. In contrast, if the 
portfolio performed poorly in the previous year, income is reduced by 10% if the 
withdrawal rate plus inflation is more than 20% of the initial amount.

Pros Cons

Living off 
natural 
income 
or yield

 ■ Does combat sequencing risk.

 ■ Preserves capital for legacy planning.

 ■ Assets can be fully invested.

 ■ Income will likely vary from year to year.

 ■ Focus on income producing assets may 
lead to unintended bias.

 ■ Preserving capital may be less relevant 
given IHT proposals.

Fixed 
percentage 
of the fund

 ■ Helps combat sequencing risk.

 ■ Assets can be fully invested.

 ■ Income can increase in rising markets.

 ■ Doesn’t entirely combat sequencing risk.

 ■ Income will likely vary from year to year. 

 ■ In poor years, income may be trivial.

Cash 
bucket

 ■ Can combat sequencing risk.

 ■  Consistent with concept of ‘mental 
accounting’.

 ■ Conceptually, simple to understand.

 ■ Holding cash can be a drain on 
performance. 

 ■ Over most time periods markets rise.

 ■ Can be difficult in practice to execute 
efficiently.

Rising 
equity 
glide path

 ■ Does protect against sequencing risk to 
a point, but could be vulnerable if bonds 
and equities both fall in early years.

 ■ Low exposure to equities in early years 
can be costly if markets rising.

 ■ Even though portfolio may be protected 
in early years, the experience of 
witnessing market falls could lead 
to reluctance to increase equity 
holdings later.

Guardrails  ■ Can help tackle sequencing risk.

 ■ Can lead to increasing income in 
rising markets.

 ■ May not completely eliminate 
sequencing risk.

 ■ Income can vary up or down.

 ■ Reductions in income after market 
falls may be overly severe.

The benefits of integrated solutions

Successfully helping clients to manage their finances throughout 
retirement involves dealing with a number of moving parts. Often 
these are interrelated and can conflict with each other. For example, 
the best long-term outcome is usually achieved by investing 
significantly in equities or other real assets. Yet the impact of falling 
markets in the early years of retirement can lead to strategies that 
detract from this objective.

Strategies designed to combat the risk of market falls in the early 
years may require cash reserves or reduced equity exposure, which 
can act as a brake on performance. Alternatively, some methods 
can lead to a fluctuating income from year to year, which may be 
impractical.

This report reviews some of the pros and cons of different approaches 
to dealing with sequencing risk and explores whether there may be 
better options available – new solutions that can deliver optimal long-
term outcomes, commensurate with a client’s capacity and tolerance 
for risk, without exposing them to market falls in the early years.

At a glance
	■ A significant risk that can arise early in 
retirement is the impact of market falls while 
taking income.

	■ A range of strategies have been developed to 
combat this risk. However, they can potentially 
impact the long-term aim of maximising returns 
for a given level of risk.

	■ Including a guaranteed income for life  
within a drawdown portfolio can deliver 
tangible results – a higher sustainable 
withdrawal rate or greater benefits on 
death long-term. This approach can also 
help combat sequencing risk.

Creating 
better 

retirement 
outcomes

The benefits 
of integrated 
solutions
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These three risks have been defined as ‘situational factors’4. The characteristics 
of a risk based on our assessment – rational or otherwise. Another 
classification of risk has been defined as ‘subconscious factors’. These include 
heuristics. Heuristics are mental shortcuts which we use to reach decisions 
quickly. These can be misleading or at best lead to decision making that is 
suboptimal. Though not strictly about heuristics, ‘prospect theory’ tells us that 
we often exhibit an asymmetrical view of risk. In financial terms, we fear loss, 
more than we value gains5. This may be hard coded into our psyche. Having 
too much food to eat would be an occasional and welcome occurrence 
for prehistoric man, but not having enough to eat could be life threatening. 
Needless to say, this has significant implications in financial planning.

4. What drives risk attitudes?, Dr David Hillson, PMP FAPM, April 2008.

5. Prospect theory: An analysis of decision under risk, Daniel Kahneman and Amos Tversky, March 1979.

Heuristics are mental shortcuts 
which we use to reach decisions 
quickly. These can be misleading 
or at best lead to decision making 
that is suboptimal

5

Investment risk  
and retirement

1. Worried about how safe it is to fly? Here’s what the experts have to say, CNN, February 2024.

2. Is Flying Safer Than Driving?, Stephens Law, June 2024.

3. Omni Calculator, Coin Flip Probability Calculator, June 2024.

Many of us fear flying. Anthony Brickhouse, a professor of aviation safety, 
claims ‘You’re more at risk to have an accident driving to the airport than you 
are flying at 38,000 feet1’. The data seems to bear this out. According to the 
Civil Aviation Organisation, the odds of dying in a plane crash are one in 
11 million2. There is less likelihood of dying in a plane crash than tossing a 
coin 23 times and coming up heads every time3! The odds of being in a car 
crash averages around 1 in 5,000. This suggests we’re not that objective when 
it comes to assessing risk.

How can we assess risk?
Only on rare occasions can we completely eliminate the possibility of 
something bad occurring, so we need to assess risk along at least two 
dimensions. The likelihood of something bad happening and its impact if it 
does occur. In this sense, we define an acceptable risk as the level that is as 
low as reasonably practicable. For example, we can’t completely eliminate 
the possibility of a fire in the home, but by using smoke alarms and taking 
other precautions, such as never leaving appliances like a washing machine 
running when out of the home, it’s possible to both reduce the chance of a fire 
happening and limit the impact if it does.

What shapes our view of risk?
There are a number of factors that influence how we feel about risk:

 ■ Immediacy 
Most smokers know the dangers of smoking, but the next cigarette 
isn’t likely to cause death or illness. The implications of smoking may 
not become apparent for years.

 ■ Control 
We fear what we can’t control. So driving is okay, but flying isn’t 
(though there may be other factors at play – such as not having 
our feet on the ground!).

 ■ Familiarity 
When something becomes overly-familiar we may discount the risk. 
Someone who has invested in a particular stock or sector over many 
years may not objectively assess changing market conditions.

Only on rare occasions can we 
completely eliminate the possibility 
of something bad occurring, so we 
need to assess risk along at least 
two dimensions. The likelihood of 
something bad happening and its 
impact if it does occur
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This suggests many higher income households could comfortably cover 
essential expenses from state pensions and any defined benefits, but 
there may be a need to guarantee income beyond this. For more affluent 
retirees, retirement isn’t just about surviving. These people will often 
have ambitious goals. This may include fees to an exclusive golf club, 
extensive overseas travel or expensive new hobbies and interests. While 
not essential, this can be important expenditure. If these aspirations could 
seriously compromise someone’s quality of life if not realised, it may make 
sense to cover the expenditure with a guaranteed income stream. Adding 
this to essential expenditure could require more guaranteed income than 
the State Pension and any defined benefit income provide.

A integrated solution can deliver better outcomes
A 2018 study by actuarial consultants, Milliman, showed that displacing 
the bond element of a drawdown portfolio with a lifetime annuity could be 
beneficial. The example in chart 1 shows how an annuity-equity strategy 
can produce a higher withdrawal rate of 3.3%, compared with a bond-
equity strategy withdrawal rate of 3.1% over a 30 year period.

Chart 1: Sustainable withdrawal rate (increasing with inflation)

For a healthy 65-year-old female, fund: 55% equity, 5% cash, 40% bond or annuity.

3.00% 3.05% 3.10% 3.15% 3.20% 3.25% 3.30% 3.35%

Bond

Annuity

3.10%

3.30%

Source: ‘Annuities reinvented: Are annuities the missing asset class for sustainable drawdown solutions?’, Milliman, 2018.
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An integrated solution

26. Family spending in the UK: April 2022 to March 2023, ONS, August 2024.

Annuities and drawdown are polar opposites in so many ways but, 
combined, they can counter each other’s weaknesses and bolster each 
other’s strengths. Together they provide both certainty and flexibility: the 
two features most valued by retirees. Recent innovation has led to the 
development of products that provide a guaranteed income for life and 
can be included within a drawdown wrapper. These products have many 
of the features of a traditional annuity, but are available on investment 
platforms as assets of a drawdown portfolio.

The flexibility of drawdown comes at a price. People who choose 
drawdown face a number of risks. Poor investment markets, taking too 
much income, living too long. All of these can ravage a lifetime’s savings. 
In contrast, annuities act as a foil to drawdown. They’re a powerful 
counterpoint to the risks drawdown investors face. Whatever the market 
conditions, a lifetime income is guaranteed, which provides the certainty 
many people crave.

The benefits of including a guaranteed income for life within a drawdown 
portfolio are threefold:

1  Peace of mind. Whatever happens in investment markets, a 
guaranteed income for life can provide reassurance to cover 
essential and important expenditure (the latter may be more 
important for advised clients).

2  Better outcomes. Studies have shown that combining an annuity 
within drawdown can often deliver a higher safe withdrawal rate 
and greater benefits on death over the long term. It can also help 
combat sequencing risk too.

3  Tax advantages. If the guaranteed income for life is written as 
an investment of a drawdown fund there are additional benefits 
that can mitigate the tax that might otherwise be payable from a 
traditional annuity.

Let’s consider each of these in turn:

Peace of mind
If it’s imperative that essential expenses are protected to hedge against 
living too long, it makes sense to align these expenses with sources of 
guaranteed lifetime income. For example, the State Pension and any 
defined benefits. But how significant a concern is this for advised clients, 
most of whom will be higher income households? As income increases the 
proportion of the household budget required to cover essential expenses 
will decrease. For example, the wealthiest households spend around 15% 
of their income on housing, fuel and power compared with almost 28% of 
the total income of the poorest households26.

The flexibility of drawdown comes 
at a price. People who choose 
drawdown face a number of risks. 
Poor investment markets, taking 
too much income, living too long. 
All of these can ravage a 
lifetime’s savings

Investment risk and retirement

The FCA has emphasised the need for robust measures of risk 
capacity and tolerance at retirement. This is particularly important 
given the popularity of drawdown. 

There’s also evidence that suggests aversion to risk increases at 
retirement. Deprived of a regular earned income, people may be 
reluctant to take risks with their savings. However, given retirement 
often lasts 20-30 years, an overly conservative portfolio may not 
deliver the returns needed. Conversely, too great a reliance on 
high-risk assets can expose retirees to sequencing risk.

In this report, we seek to develop a deeper understanding of 
investment risk throughout retirement:

	■ How do we assess risk?

	■ What shapes our view of risk? 

	■ Which characteristics define our perspective of risk?

We then evaluate how to manage risk during retirement, explore the 
pros and cons of different solutions, and look at the benefits of taking 
an integrated approach.

At a glance…
	■ Retirement appears to have a material impact 
on risk aversion and, as such, it’s important that 
advisers assess attitude to risk and capacity for 
loss at and throughout retirement.

	■ Retirees value certainty, yet annuity sales lag 
behind drawdown sales. Drawdown provides 
flexibility, which is also highly valued, but it also 
introduces risk.

	■ Historically, retirees have faced a binary 
decision: annuity or drawdown. But an 
integrated solution can provide some certainty 
coupled with flexibility.

Pension 
decumulation

Investment risk 
and retirement
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3

A brief background

When this research started in 2021 the highest starting safe withdrawal 
rate, based on an inflation linked income with a 90% probability of lasting 
for 30 years, was 3.3%. This increased gradually to 4% in 2023, but has 
fallen back to 3.7% in the 2024 study. 

The change is largely due to higher equity valuations and lower fixed-
income yields. This translates into a set of revised assumptions resulting in  
lower returns for stocks, bonds, and cash over the 30 year period.

Figure 1: Safe withdrawal rates based on term and equity weighting (90% probability of success)

Equity weighting 10 years 15 years 20 years 25 years 30 years 35 years 40 years

100% 8.1 5.6 4.3 3.6 3.1 3.2.9 2.7

90% 8.4 5.8 4.5 3.7 3.2 3.0 2.8

80% 8.6 5.9 4.7 3.8 3.4 3.1 2.9

70% 8.9 6.1 4.8 4.0 3.5 3.2 2.9

60% 9.2 6.3 5.0 4.1 3.6 3.3 3.0

50% 9.4 6.5 5.1 4.2 3.7 3.3 3.1

40% 9.5 6.6 5.2 4.3 3.7 3.4 3.1

30% 9.7 6.7 5.2 4.3 3.7 3.4 3.1

20% 9.7 6.7 5.2 4.3 3.7 3.3 3.0

10% 9.7 6.6 5.1 4.2 3.6 3.1 2.9

0% 9.5 6.5 4.9 4.0 3.4 3.0 2.7

Source: Morningstar. Data as of September 2024.

In determining the safe withdrawal rate, there are some general issues 
to consider and some personal circumstances, such as age, health and 
overall wealth.

Sustainable withdrawal 
rates for drawdown clients

2 Sustainable withdrawal rates for drawdown clients

Introduction

Paul Squirrell

Head of Retirement 
and Savings Development

The FCA in its ‘Retirement income advice thematic review’ 
expressed concerns around sustainable rates of withdrawal. 
Where firms use a withdrawal guide rate, the FCA wants 
to ensure this takes account of individual circumstances. 
The FCA cites the example of using the same rate for 
clients irrespective of age. Many firms will be using cash 
flow modelling, which will take account of individual 
circumstances. Nevertheless, we’ve produced this update 
to provide a quick guide to the variables that determine a 
sustainable withdrawal rate and how these could be applied 
in practice.

Methodology
There are numerous studies on this subject. For those who have an appetite to 
delve deeper, our report ‘Help your clients survive retirement’ reviews much of 
the research. For the purposes of this update, we’ve used one central source to 
avoid comparing studies using different assumptions. The source we’ve chosen is 
Morningstar’s ‘The state of Retirement Income: 2024’. Though based on US data, 
the results shouldn’t differ markedly for the UK. The Morningstar analysis uses 
Monte Carlo simulations of 1,000 hypothetical outcomes based on future projected 
returns (see Appendix, Chart 1, for assumptions about future returns by asset class).

Personal issues

 ■ Age. Age is an important determinant of how much someone can take. 
If the objective is for money to last until 95 with a 90% probability of 
success, a 65 year old could take 3.7% and a 70 year old 4.3% 
(assuming a 40% equity weighting).

 ■ Longevity. If, through lifestyle choices or health issues, someone’s 
life expectancy is likely to be compromised, then a higher rate could 
be taken. For example, someone who chooses a 20 year term with 
a 90% probability of success could take 5.2% (assuming a 40% equity 
weighting). It should be borne in mind that the prognosis for many 
health conditions can vary widely, so there are risks with this approach.

 ■ Access to other assets. A 90% probability of success over 30 years may 
be overly conservative. People who have access to other assets, like 
property equity, could assume a lower figure. Figure 2 shows that a 65 
year old with a 70% equity weighting could take 4.7%, if they accept a 
70% probability of success over 30 years.

 ■ Inherited wealth. Someone who has a high degree of confidence that 
they will receive a significant inheritance in say 10-15 years, could decide 
to accept a lower probability of success or choose a term over which 
they are almost certain to receive their inheritance. For example, a 15 
year term with a 30% equity weighting would produce a withdrawal rate 
of 6.7% with a 90% probability of success.

Figure 2: Withdrawal rates by probability of success and equity weighting

Equity weighting 50% 60% 70% 80% 85% 90% 100%

100% 5.8 5.2 4.7 4.0 3.6 3.1 0.8

90% 5.6 5.1 4.6 4.1 3.7 3.2 1.0

80% 5.5 5.1 4.6 4.2 3.8 3.4 1.2

70% 5.4 5.0 4.7 4.2 3.9 3.5 1.5

60% 5.3 4.9 4.6 4.2 3.9 3.6 1.7

50% 5.1 4.8 4.6 4.2 4.0 3.7 2.0

40% 5.0 4.7 4.5 4.2 4.0 3.7 2.2

30% 4.8 4.6 4.4 4.1 4.0 3.7 2.4

20% 4.6 4.4 4.2 4.0 4.0 3.7 2.6

10% 4.4 4.2 4.1 3.9 3.9 3.6 2.8

0% 4.1 4.0 3.8 3.7 3.6 3.4 2.4

Source: Morningstar. Data as of September 2024.
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General issues

1. How Much Can I Take From My Retirement Savings? Allan Roth, AARP, January 2022.

2. Impact of Adviser Fees on Withdrawal Rates in Retirement Portfolios, Abraham Okusanya, February 2016.

 ■ Charges and fees. The figures exclude the impact of adviser fees, 
platform charges or investment management costs. Morningstar 
suggests that 1% in charges and fees should lower the safe withdrawal 
rate by 0.4%1. This is broadly in line with other studies that propose a 
similar reduction2.

 ■ Equity weighting. The optimal asset allocation includes a 50% equity 
weighting. While projected returns from equities are higher than other 
asset classes, the safe withdrawal rate is lower, the higher the equity 
weighting. This is partly caused by the volatility of equities coupled with 
achieving a 90% probability of success. The higher the probability of 
success, the more this will favour bonds and cash.

 ■ Legacy. The higher the equity proportion, notwithstanding the lower 
safe withdrawal rate, the greater the median amount left on death after 
30 years. So if the intention is to leave as much as possible on death, a 
high equity content is more likely to achieve this (see Appendix, Chart 2). 
The treatment of pensions on death is due to change from April 2027.

 ■ Inflation. In its 2022 report, Morningstar modelled partial inflation-linking 
by assuming income was inflation linked by 1% less than the actual 
rate of inflation. This increased the initial safe withdrawal rate by 0.5%. 
In 2023, Morningstar refined this by adjusting for spending patterns in 
the US, which fell by 19% from age 65 to 75, 34% from 65 to 85, and 
52% from 65 to 95. This raised the starting safe withdrawal rate by 1%. 
In its 2024 report, Morningstar tested a different strategy: Income isn’t 
adjusted for inflation where the portfolio declined in value over the 
previous year. This increases the maximum safe withdrawal rate over a 
30 year period from 3.7% to 4.2%.

While projected returns from 
equities are higher than 
other asset classes, the safe 
withdrawal rate is lower, the 
higher the equity weighting

4 Sustainable withdrawal rates for drawdown clients

Sustainable withdrawal rates for drawdown clients

In its thematic review of retirement income advice, the FCA raised 
concerns about the blanket use of withdrawal guide rates without 
accounting for individual circumstances. 

Increasingly, cash flow models will support advisers’ recommendations 
around withdrawals. Nevertheless, it is useful to understand the factors 
that underpin safe withdrawal rates. This new report examines the 
variables that determine a sustainable withdrawal rate and how these 
can be applied in practice. 

It describes how rates could be modified to take account of general 
issues like charges, asset allocation, the desire to leave a legacy 
and inflation. It also considers personal circumstances like age, life 
expectancy, access to other assets (such as property wealth) and 
inherited wealth.

Abraham Okusanya, February 2016.

At a glance…
	■ Morningstar analysis1 suggests that the highest 
starting safe withdrawal rate, based on an 
inflation-linked income with a 90% probability of 
lasting 30 years, is 3.7%. The study suggests a 
20-40% equity weighting is optimal from an asset 
allocation perspective.

	■ 	After allowing for 1% charges and fees, analysis 
suggests the safe withdrawal rate should be 
reduced by around 0.4-0.45%.2,3

1. �The State of Retirement Income: 2024, Morningstar, December 2024.
2. �How Much Can I Take From My Pension Savings? Allan Roth, AARP, 

January 2022.
3. �Impact of Adviser Fees on Withdrawal Rates in Retirement Portfolios, 

Pension 
decumulation

Sustainable 
withdrawal rates for 
drawdown clients
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Chart 2: Value of £10,000 at 2%, 4% and 6% inflation rates at different survival points (females)

1. Inflation rate in the UK 1989-2023, published by Dick Clark, February 2025, Statista.

2. Trading Economics, October 2023.

3. Consumer price inflation, historical estimates and recent trends, UK: 1950 to 2022, ONS, May 2022.

4. Forty-year high and rising, but this isn’t 70s inflation, Oxford Economics, June 2022.

5. Monetary Policy Report, Bank of England, February 2025.
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Source: Life expectancy calculator, ONS, October 2023.

Background
The UK inflation rate for January 2025 was 3% , up from 2.5% in December 2024, Between September 
2022 and March 2023, the UK experienced seven months of double-digit inflation, which peaked at 
11.1% in October 20221.

To put this in context, overall UK inflation averaged 2.82% from 1989 until 20232. If we go back further 
and consider the period from 1950-1988 the average annual rate of inflation was 6.4%3, but this 
included the great inflation of the 70s. During this period, CPI inflation in the UK averaged 12% on a 
calendar-year basis, peaking at almost 23% in 19754.

Prospects for the future
The expectation from the Bank of England is that inflation is likely to rise to 3.7% over the first half 
of 2025, then fall back to the 2% target.5. Of course, this is a forecast and extraneous circumstances 
could undermine this expectation.

54 The impact of inflation on retirement planning

According to the author Sam Ewing ‘Inflation is when you pay fifteen dollars for the ten-dollar haircut 
you used to get for five dollars when you had hair’. Using a less colourful definition, inflation is the 
rate of increase in prices over a given period of time.

With retirement lasting 20–30 years, even modest rates of inflation can significantly erode the value 
of retirement income. The charts below plot average inflation rates of 2%, 4% and 6% over a 35-year 
period, which would take a 65-year old to 100. The chart also shows the survival rate at different 
points using average mortality for a 65-year old followed by a range of probabilities.

The charts look at survival rates for men and women separately.

Chart 1: Value of £10,000 at 2%, 4% and 6% inflation rates at different survival points (males)
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Source: Life expectancy calculator, ONS, March 2025.

Men who live to 85, the average life expectancy for a 65-year old man today, would see the value of 
their income more than half at this point if inflation averaged 4%. In contrast, at 2% average inflation 
over this period, income would reduce by nearly a third. If inflation averaged 6% pa, the value would 
reduce by around two thirds.

There is a 25% probability that a 65-year old man could live to 92. By this time, the income would 
reduce, in real terms, to around a third of its starting value if inflation averaged 4%. At 2% annual 
average inflation, the income is still worth more than 50% of its original value. If inflation averaged 
6%, the value of £10,000 at age 92 would be a little over £2,000. This shows how devastating high 
inflation can be on the purchasing power of income in retirement.

A similar picture emerges for women, but the impact is greater because life expectancy is longer. 
Chart 2 shows that, for the one in ten women who live to 98, the value of their income would have 
fallen to just over a quarter of its original value at 4% pa inflation. Even at average life expectancy 
of 88, income would lose around 60% of its value. At 2% average annual inflation the impact is 
lessened, but income would still almost half in value for the one in ten women who live to 98. For 
the one in twenty women who live to 100, the original £10,000 would be worth less than 15% of its 
original value if inflation averaged 6%, while women who live to 94 would find that their original 
income of £10,000 would be worth less than 20%.

The impact of inflation  
on retirement planning
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Is there a silver bullet if inflation is rampant? 

20. Hargreaves Lansdown, March 2025 (based on single life, level guaranteed 5).

21. MoneyHelper, March 2025 (based on single life, level, guaranteed 5).

The key take-out from this section is that if income isn’t fully inflation 
protected, there is scope to take a higher withdrawal rate, though the 
purchasing power of the higher income will erode over time. At low rates of 
inflation, this may not be a major concern, but at high rates of inflation this 
could have a significant impact. 

There may be a silver bullet insofar as higher rates of inflation will usually 
lead to increases in interest rates. All things being equal, this should lead 
to higher annuity rates. If the purchasing power of income is reduced 
significantly as a result of high inflation, a strategic response could be to 
leverage higher annuity rates to mitigate the impact on the fund. Perhaps 
introducing a programme of partial annuitisation? 

This issue is likely to arise some years into retirement, which means the 
benefits of higher annuity rates, driven by increased interest rates, should 
be supplemented by the mortality cross subsidy which increases with age. 
At 75 a single life, level annuity would provide over £9,400 income each 
year per £100,00020 and over £14,000 income each year at age 8521.

These rates are for a level annuity, so they won’t directly address the  
issue of rampant inflation, but they can mitigate the impact of inflation 
on drawdown funds which have been depleted as a result of high 
withdrawal rates.

If income isn’t fully inflation 
protected, there is scope to take 
a higher withdrawal rate, though 
the purchasing power of the higher 
income will erode over time. 
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In contrast, chart 9 shows the corresponding data if income rises each year 
by the full rate of inflation. In this case, the maximum income that could 
be taken to provide a 90% probability of success would be 4.5%. A 6% 
withdrawal rate would have only a 56% probability of success if income is 
fully inflation linked. 

17. When QE broke the 4% rule, LCP on point, September 2020.

18. The State of Retirement Income: 2024, Morningstar, December 2024.

19. The State of Retirement Income: 2024 Morningstar, December 2024.

Chart 9: Probability of portfolio lasting 30 years v withdrawal rate (full inflation throughout)
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Source: Conserving Client Portfolios During Retirement, Part IV, William P Bengen, FPA journal, 2001.

Inflation and a low interest rate environment 

A separate 2020 study ‘When QE broke the 4% rule’ assessed sustainability 
of income during a low interest rate environment. This puts downward 
pressure on withdrawal rates (particularly given charges were assumed 
to be 2% pa in the study). Perhaps unsurprisingly, using 2020 bond yields 
produced lower withdrawal rates than those above. The study calculates 
that 3% should be a sustainable withdrawal rate if the payments are 
inflation adjusted compared with 4% if income isn’t adjusted each year 
from inflation17. 

The 3% inflation adjusted income is broadly in line with the Morningstar 
analysis during this period. The latest Morningstar report modifies its 
assumptions, given the current economic and investment environment, 
and suggests that an inflation adjusted income of 3.7% is now sustainable 
over a 30 year period based on a 90% probability of success and a 
balanced portfolio18. 

In its 2024 report, Morningstar tested a strategy where Income isn’t 
adjusted for inflation if the portfolio declined in value over the previous 
year. This increases the maximum safe withdrawal rate over a 30 year 
period from 3.7% to 4.2%19.

The latest Morningstar report 
suggests that an inflation adjusted 
income of 3.8% is now sustainable 
based on a 90% probability of 
success and a balanced portfolio.

The impact of inflation on retirement planning

Inflation can have a profound impact on the finances of retirees and 
its influence is widespread. The obvious consequence is the erosion 
in the value of income over time, but inflation can have a far-reaching 
impact over many aspects of retirement.

Inflation rates at the start of retirement can influence sustainable 
withdrawal rates throughout retirement. And, if expenditure is assumed 
to decrease during retirement, should income be fully protected 
against inflation? If it isn’t necessary to match inflation each year, what 
are the implications for withdrawal rates? 

Annuities are impacted by inflation too. High inflation invariably leads 
to interest rate increases that usually result in higher annuity rates, 
while low inflation will commonly deflate annuity rates. 

Our report considers all of these issues and draws on research and 
studies that show how inflation can affect the decisions retirees make 
at and during retirement. Inflation is a recurring issue for advisers and 
their clients. Our report brings this issue into focus to help you plan 
and develop retirement strategies to help your clients combat the risks 
posed by inflation.

At a glance…
	■ As life expectancy increases, even modest 
levels of inflation can have a significant impact 
on income in retirement.

	■ During retirement, partial inflation linking can 
boost safe withdrawal rates.

	■ Analysis suggests that increasing annuities are 
fairly priced and will benefit people who enjoy 
a longer than average retirement.

Pension 
decumulation

The impact 
of inflation 
on retirement 
planning
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The new world of retirement

Retirement age

Private pension

Average life 
expectancy at 65

Decision making

Fixed

Mostly 
Defined 
Benefit

10-15 
years

Simple

Variable

Mostly 
Defined 

Contribution

20-25 
years

Complex

 Swinging sixties 21st century

This combination of less generous pension scheme provision (defined benefits 
schemes have historically been more generous than defined contribution plans), 
without guarantees, coupled with the need to provide income for much longer 
periods, has fuelled a transformation in the nature of retirement.

Aided by improvements in health, and the abandonment of a fixed retirement 
date, retirement has become a more nebulous, indistinct concept. It’s not always 
obvious where work ends and retirement begins. This new approach has led 
to retirement being characterised as a ‘journey’, rather than a single event. The 
desire to transition gradually to retirement may be motivated by a need to boost 
savings, but it can be symptomatic of other issues. It could be to maintain the 
social benefits that work can bring and stave off loneliness. It may be a desire 
to stay active mentally and/or physically. Perhaps it’s to maintain the status and 
self-esteem work often confers. And of course, there are people who simply 
enjoy their job so much they are reluctant to retire completely.

54 Reinventing retirement
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1. A turbulent history of British pensions, since 1874, Telegraph Media Group Limited, April 2015.

2. Mortality improvements and evolution of life expectancies, Adrian Gallop, UK Government Actuary’s Department.

3. Investing in our future: delivering for savers and the economy, The ABI, June 2023.

4. Life expectancy calculator, ONS, March 2025.

5. Retirement income market data, FCA, September 2024.

The Beatles and the Rolling Stones battled it out for the number one slot. Mary 
Quant pioneered the mini skirt and a man landed on the moon. The swinging 
sixties was a period of optimism epitomised by innovation, cultural change and 
discovery.

Yet retirement remained a much more traditional process. By and large, men 
retired at 65, women at 60. The state pension started at the same time and 
there was no option to defer payment. Company pensions were mostly final 
salary schemes. In 1967, more than eight million employees working for private 
companies enjoyed a final salary pension, along with four million state workers1. 
Once retired, men could expect to live on average for 12 years to age 77. 
Women until 802. The process of retiring was simple. Most people had to 
answer just one simple question: Should they commute part of their pension 
for a tax-free lump sum?

How times change. These days there is no longer a default retirement age. 
People can choose when to retire. Generous guaranteed final salary pensions 
have mostly given way to defined contribution schemes. Only 9% of defined 
benefit schemes are still open to new entrants, and fewer than 800,000 people 
still make contributions (out of a total of 9.8 million scheme members)3. Average 
life expectancy at 65 has increased to 85 for men and 88 for women4. An 
increase of more than 50%.

What’s more, the risks associated with retirement have been transferred from the 
employer to the employee and drawdown is becoming the product of choice 
for most people5. This gives rise to a more complex decision making process: 
Choosing the right product, defining the asset allocation, picking investment 
funds, selecting the withdrawal rate. And much more.
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Overview of different types of flexible retirement

 ■ Increase in MPAA to £10,000 
may mean fewer people 
affected. Carry forward 
provisions can’t be used to 
fund more than the MPAA.

 ■ Taking benefits from a DB 
scheme before the selected 
retirement date will often result 
in an actuarial reduction being 
applied.

 ■ If eligible, State Pension can 
make up any shortfall, but 
100% must be taken which 
could be more than required.

 ■ No NICs payable if beyond 
State Pension Age.

 ■ Any shortfall could be covered 
by pension income, but this 
could trigger MPAA.

 ■ Tax-free cash could be used to 
avoid MPAA.

 ■ A lifetime annuity or any 
defined benefit income 
would also mean MPAA not 
triggered.

 ■ Tax-free savings and 
investments like ISAs could 
be used to gap fill.

 ■ Tax-free status means less 
income needed.

Moving to part time work or a less well-paid role

 ■ Pensions savings could be 
used, but same considerations 
as per people working part 
time or in a lower paid role 
apply.

 ■ A lifetime annuity or DB income 
might not be ideal as income 
cannot be varied and an 
actuarial reduction may apply 
if DB benefits taken early.

 ■ Same considerations as per 
people working part time or in 
a lower paid role.

Becoming self-employed

 ■ Income from self employment 
can be variable. If top up 
required State Pension may be 
too much or too little.

 ■ Class 2 NICs have been 
abolished for self employed 
individuals with profits over the 
small profit threshold.

 ■ Voluntary class 2 NICs can still 
be paid where profits are less 
than the small profits threshold 
up to State Pension Age.

 ■ There is a dividend allowance 
of £500 (2024/25). Dividend 
payments in excess of this 
are treated as the top slice of 
income and taxed at 8.75% for 
basic rate taxpayers, 33.75% 
for people paying higher rate 
tax payer or 39.35% for anyone 
paying the additional rate tax 
payer.

 ■ If State Pension Age reached, 
the State Pension can be 
set against the personal 
allowance or stopped if in 
payment.

 ■ If the State Pension isn’t 
payable yet, it can be deferred 
when State Pension Age is 
reached.

 ■ No NICs payable after 
State Pension Age.

 ■ Treatment of dividend 
income requires careful tax 
planning. It may make sense 
to take income over personal 
allowance as dividend income 
if possible.

 ■ Tax-free cash could be used to 
top up any shortfall in income 
and would not trigger MPAA.

 ■ Tax-free savings and 
investments could be used to 
gap fill without reducing the 
advantageous treatment of 
dividend income.

 ■ Tax-free status means less 
income needed.

Starting a company

 ■ If benefits have or are being 
taken the MPAA will apply, 
unless these are exempt. For 
example, tax-free lump sum, 
lifetime annuity, benefits from a 
defined benefit scheme.

 ■ The State Pension can be 
stopped if someone returns to 
the workplace. This can only 
be done once.

 ■ Someone returning to the 
workplace under State Pension 
Age can defer payment of 
their State Pension when it is 
due.

 ■ Income received from private 
pensions can be reduced or 
stopped (this is not possible 
for income from DB scheme or 
lifetime annuity).

 ■ Anyone below State Pension 
Age earning above £10k 
should automatically be 
enrolled into a workplace 
pension. People over State 
Pension Age should be 
given the option of joining a 
workplace pension to age 74.

 ■ Tax-free savings and 
investments could be used, 
if required, to make up any 
shortfall in income if this is 
more advantageous.

Returning to work after retirement

 ■ Automatic enrolment doesn’t 
apply to workers aged 75 or 
over and tax relief is no longer 
available.

 ■ Sustainable withdrawal rate 
and annuity rates should both 
improve if continuing to work.

 ■ Consider deferring State 
Pension assuming income 
unchanged or use it to fund 
further savings or pension 
contributions.

 ■ No NICs payable so net 
income increases anyway.

 ■ Membership should be 
unaffected.

 ■ DB pensions may not 
continue to grow past State 
Pension Age.

Continuing to work beyond State Pension age

State Pension Private pensions Savings and investments Other considerations

12 Reinventing retirement

Returning to work after retirement

Increasingly, people may retire and then return to work in some capacity. 
They may have chosen to take a few years out, akin to an extended 
sabbatical or they may be disillusioned with retirement – doing nothing 
can seem desirable, but boredom can set in. For some people, the main 
reason is the most obvious: The realisation that they don’t have enough 
money to enjoy a satisfying retirement. For anyone who has retired and 
decided to return to the workplace, there are a number of issues to 
consider:

 ■ Auto enrolment. Anyone returning to the workplace who is below the 
State Pension age and earning above £10,000 should automatically be 
enrolled into a workplace pension scheme. People over State Pension 
age won’t automatically be enrolled, but should be given the option of 
joining a workplace pension scheme.

 ■ Workplace pension. If benefits, other than the tax-free lump sum, 
income from a lifetime annuity or benefits from a defined benefit 
scheme, have or are being taken the MPAA will apply.

 ■ State pension. Even if the State Pension is already being paid it can 
be stopped if someone returns to the workplace. This will boost their 
State Pension when it is reinstated. This can only be done once and it is 
necessary to contact DWP. The date to stop payment cannot be a date 
in the past or more than four weeks into the future. Someone returning 
to work under State Pension age can choose to defer payment of their 
State Pension age when it becomes due.

 ■ Private pensions. Someone returning to the workplace may want to 
reduce or stop any income they receive from their private pensions. 
This should allow them to take a higher income when they eventually 
retire outright. Of course, they may not have this option. Benefits received 
from a defined benefit scheme can’t usually be stopped nor can the 
income from a lifetime annuity (though in the case of the latter, the 
income doesn’t have to be taken if it’s established as an asset of a 
drawdown fund).

For some people, the main reason 
is the most obvious: The realisation 
that they don’t have enough money 
to enjoy a satisfying retirement.

Key points

 ■ Continuing to work full time after retirement raises the question of whether to take or defer State Pension.

 ■ Part time work or lesser paid work invariably leads to a gap in earnings. There are several ways in which any 
shortfall can be made up.

 ■ Becoming self-employed may also lead a reduction in income, but any shortfall may differ from year to year. This 
has implications for how best to replace any income.

 ■ Starting a small business by setting up a limited company introduces the option of taking dividend income.

 ■ Returning to the workplace after retirement raises a series of questions: For example, should the State Pension be 
stopped or deferred if not yet payable? 

Reinventing retirement

Historically, people stopped work one day and retired the next. Now, 
it can take several years to move to outright retirement. And some 
people never do. It’s often no longer obvious when work ends and 
retirement begins though there is usually some sign: a reduction in 
working hours or a move to a less demanding role, that signals the 
transition has begun. What’s more, a new word has entered the 
financial services lexicon, ‘unretired’. It describes people who’ve left 
the workplace to retire and subsequently returned to work.

‘Retirement reinvented’ explores the challenges clients and their 
advisers face as they navigate this transitionary phase. For example, 
how to supplement any shortfall in income? Does it make sense to 
take or defer the State Pension? Can tax-free cash be used effectively 
(beware the rules on recycling if pension contributions are continuing)? 
Alternatively, taking an income from drawdown over the tax-free 
amount could trigger the MPAA. And what about other non-pensions 
sources of income (like ISAs for example)? We also look at the 
importance of a Centralised Retirement Proposition and review a case 
study to demonstrate the complexity of managing during this period.

Don’t miss out. Read how these major changes to retirement could 
impact you and you clients.

At a glance…
	■ Retirement is no longer a ‘one and 
done’ event.

	■ There can be many ‘twists and turns’ 
before outright retirement.

	■ Often income needs to be 
supplemented during this phase.

	■ ‘Retirement reinvented’ explores 
how to navigate this transition.

Pension 
decumulation

Reinventing 
retirement

This document is for investment professionals only and should not be relied upon by private investors.

https://adviserservices.fidelity.co.uk/technical-resources/technical-matters/retirement-income/retirement-strategies
https://adviserservices.fidelity.co.uk/technical-resources/technical-matters/retirement-income/retirement-strategies
https://adviserservices.fidelity.co.uk/technical-resources/technical-matters/retirement-income/retirement-strategies
https://adviserservices.fidelity.co.uk/technical-resources/technical-matters/retirement-income/retirement-strategies


Navigating the retirement maze

To view the full report visit fidelityadvisersolutions.co.uk/technicalmatters and search ‘retirement strategies’ 13

Chart 1: Regular withdrawal rates by pot size 2021/22
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Source: Retirement income market data, FCA, September 2024.

Key points

 ■ The likelihood of running out of money has not historically been an issue for UK retirees.

 ■ The introduction of unfettered drawdown in 2015 threatens to undermine this.

 ■ The evidence from overseas is not encouraging.

 ■ Flexi-access drawdown is proving popular but withdrawal rates appear high.

 ■ There may be valid reasons for high withdrawal rates, but this is a concern.

5

Help your clients survive retirement

A review of sustainable withdrawal rates during retirement

3. Retirement income makrket data 2023/24, FCA, September 2024. 

4. http://www.telegraph.co.uk/finance/personalfinance/pensions/11970524/Australian-and-US-pension-data-predicts-penniless-decades-for-older-Britons.html

5. Retirement Living Standards, Pensions and Lifetime Savings Association, 2023.

For most of the last century, retirement income was provided by defined 
benefit schemes, annuities and state pensions. The income from these 
sources share one important feature. Durability. Retirees never had to worry 
about running out of money. Even when income drawdown was launched 
in the mid 1990s it came with safeguards. There was a limit on how much 
could be withdrawn and, effectively, a requirement to annuitise at 75.

The rise in defined contribution plans mean people now have to choose 
how their retirement income is paid. Before 2015, many chose the security 
of an annuity. In the 2014 budget, the seeds of a profound change were 
sown. The then chancellor announced that ‘no one will have to buy an 
annuity’. At the same time, unfettered drawdown was introduced. People 
could take what they want, when they want.

The unintended consequence of ‘pension freedoms’ is that many people 
risk outliving their savings. FCA data suggests that more than three times 
as many people opt for drawdown to fund their retirement than choose 
an annuity3. The most popular rate of withdrawal is 8% or more (chart 1). 
Such rates are unlikely to be sustainable. Evidence from around the world 
suggests there is a real risk of running out of money4.

At the same time, we should be cautious about taking the UK data at 
face value. The reality is likely to be nuanced. For example, the 8% rate is 
more pronounced among smaller funds where the pension pot may be 
incidental, perhaps supplementing a generous defined benefit pension. 
In contrast, for funds over £250,000 the most popular withdrawal rates are 
less than 4%, which suggests a more conservative approach. A fund worth 
more than £250,000 may be the major proportion of someone’s retirement 
plan, so it’s encouraging that more realistic withdrawal rates are being 
used. People with larger funds are more likely to take financial advice, 
which is probably another reason why withdrawal rates are lower.

Though, on average, larger funds aren’t withdrawing at such high rates, a 
significant number are still making regular withdrawals of more than the 
recommended safe withdrawal rates. It has been estimated that a couple 
need a gross income of £67,464 to provide a comfortable standard of 
living so perhaps this is unsurprising5. Given the importance of managing 
income through retirement, now may be a good time to review the 
sustainability of withdrawal rates and the influence of cash flow forecasting 
models to address changing patterns of expenditure.

The unintended consequence of 
‘pension freedoms’ is that many 
people risk outliving their savings
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Help your clients survive retirement

William P Bengen, the architect of the original concept of the 4% rule, 
calculated that 4% is the correct level of withdrawal for US retirees 
over a 30-year period to avoid running out of money.

Bengen’s analysis showed that, while there is no money remaining 
in the worst case scenarios at the end of the 30-year term, in 96% of 
cases all of the original capital is left1. Indeed, separate ananlysis has 
shown that over a 140 year period, US retirees, withdrawing at the 
rate of 4%, would have only a 10% likelihood of ending up with less 
than their initial capital after 30 years and a 10% chance that they 
would still have 6 times their original capital2.

There is the real possibility that people deny themselves a 
comfortable retirement, and perhaps even experience hardship, 
by being too conservative. Of course, the alternative is that an 
unconstrained approach could mean retirees run out of money during 
their lifetime. ‘Surviving retirement’ reviews the studies in this area and 
considers which factors influence how much can be taken and when 
more than 4% could be withdrawn, so long as the risks are considered 
and managed by advisers and their clients.

Check out ‘Surviving retirement’ and make sure you know what drives 
withdrawal rates to secure the best possible retirement for your clients.

1. �20 Years of Safe Withdrawal Rate Research, Kitces Report, March 2012.
2. �The Extraordinary Upside Potential Of Sequence Of Return Risk In Retirement, Michael Kitces, 

February 2019.

At a glance…
	■ The original Bengen analysis suggested 4% is a 
safe withdrawal rate over a 30-year period.

	■ Numerous studies over the years have refined 
the thinking on this subject.

	■ It may often be possible to take more than this 
in certain circumstances.

	■ Our report considers what factors influence 
withdrawal rates and the risks that arise.
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Preservation of capital

A key question is whether the client plans to preserve as much of their capital as they can to leave a legacy when 
they die. If preservation of capital is important, one way to achieve this is to simply live off natural income. In other 
words, interest and dividend payments. But this has its own drawbacks – income will vary each year.

Another approach is to reduce the withdrawal rate to increase the likelihood of preserving capital. Bengen suggested 
that if the objective is to leave 100% of capital the safe withdrawal rate should be reduced by just under 0.2%30. It’s 
worth pointing out that Bengen’s original research demonstrated that, while there is no money remaining in the worst 
case scenarios at the end of the 30 year term, in 96% of cases all of the original capital is left. If it’s not important to 
preserve a legacy, withdrawal rates could be increased.

Current market forecasts

While there are differing views on the efficacy of using historical data v current forecasts to identify returns over a 
30 year period, there does appear to be broad agreement that current forecasts of returns over shorter terms are 
valuable in identifying the prospect of sequencing risk. 

If, at the point of retirement, markets are considered overvalued and bond yields are low, this should give cause for 
concern. Low levels of inflation can mitigate the impact to some extent, while high levels of inflation in the early years 
can exacerbate the problem. Chart 4 is an overview of the key influences on withdrawal rates. 

Chart 2: Main factors affecting withdrawal rates
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30. 20 Years of Safe Withdrawal Rate Research, Kitces Report, March 2012.

Key points

 ■ Broadly, the safe withdrawal rate for an inflation linked income with a 90% probability of success over a 30 year 
period still appears to be around 4%.

 ■ Factors that influence this range include whether historic data is used to calculate returns or current forecasts, 
the level of charges and asset allocation.

 ■ These rates may not generate sufficient income, but there are other solutions that can provide a higher income.

 ■ These include ignoring or partially ignoring inflation, choosing a shorter term or accepting a lower probability 
of success.

 ■ All of these measures can make sense in the right circumstances.

1514 Help your clients survive retirement

Asset allocation

29. FTSE takes worst ever fall, The Guardian, January 2003.

Over the long term, equities will generally outperform other asset classes, 
so it makes sense to hold high levels of equities. At the same time, 
retirement is an unforgiving environment. If markets fall in the early years 
of retirement, the results can be devastating. Someone who retired on 
New Year’s Eve 1999, invested in the FTSE 100, would have found that 
their fund was 43% down by 1 January 2003 ignoring withdrawals. At a 4% 
withdrawal rate, they would have lost more than half the value of their fund 
in the first 3 years of their retirement (charges and dividends excluded)29.

In contrast, holding everything in cash or bonds may give the illusion of 
security, but that’s all it is. An overly conservative strategy increases the 
likelihood of running out of money in retirement. It eliminates the prospect 
of benefiting from any growth in equities.

Holding everything in cash or 
bonds may give the illusion of 
security, but that’s all it is. An 
overly conservative strategy 
increases the likelihood of running 
out of money in retirement
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Many issues are interrelated, but age and vulnerability are overarching themes

Flexible retirement

Late retirement

Part time work or less stressful role

Self-employment or set up a company

‘Unretirement’

Physical health

Impact on withdrawal rates

Enhanced annuities

Expenditure

Care needs

Mental health

Will 

Power of attorney

Expression of wish 

Role of annuity purchase

Other important considerations

Inheritance 

Tax

Death of a partner

Divorce

VulnerabilityAge

In the next section, we’ll look individually at each of these categories and their influence on 
retirement planning.
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Key points

 ■ Retirement is no longer a ‘one and done’ exercise for advisers, regular reviews are necessary throughout 
retirement.

 ■ There is significant focus on making the right decisions at the beginning of retirement, but this is only the start.

 ■ This is particularly relevant where people ease gradually into retirement, which can lead to several iterations to any 
financial strategy.

 ■ The timing and the nature of any changes during retirement cannot usually be predicted with any degree of 
accuracy.

 ■ Nevertheless, we can identify the more common changes that can occur and propose solutions to mitigate any 
adverse occurrences.

 ■ Changes are often interrelated, but it can be useful to understand changes independently.

4 The path through retirement

The path through retirement
The English writer R.C. Sherriff is credited with saying words to the effect that ‘When someone retires 
and time is no longer a matter of urgent importance, their colleagues generally present them with a 
watch!’. This could be a subliminal reminder that time is finite, so make the most of it. Alternatively, it 
could suggest how little we know or think about retirement, particularly retirement in the 21st Century. 
Relentless improvements in life expectancy and breakthroughs in medicine hold out the prospect of 
an ever longer retirement that our forefathers could never have imagined.

Welcome though this is, it creates challenges for financial advisers. The concept of retirement as a 
‘one and done’ financial planning exercise is outdated. There is significant focus on helping people 
make the right decisions when they approach retirement, rightly so: Pension freedoms extended the 
options people have when they access their benefits. Some decisions, like buying an annuity, are 
irreversible, while others, like drawdown, involve managing a complex range of interrelated risks. 
Nevertheless, whatever choices are made when retirement begins, one thing is almost certain – 
changes will be required throughout retirement.

We can’t predict when changes might occur nor can we know in advance the nature of such change. 
For example, early in retirement someone may fall victim to a terminal illness or lose a partner 
or show signs of dementia. Alternatively, someone could remain active and healthy well into their 
nineties. What’s more, extraneous events may disrupt the best laid plans, like inflation, for example. 
The permutations are endless. While we can’t say when and if any of these changes will occur, we 
can identify the main factors that can disrupt people’s plans and the action that can be taken to 
mitigate the impact. For example:

 ■ Flexible retirement. The process of retirement could evolve over several years and include distinct 
stages that may require a series of iterations to financial plans. It can also include periods of 
‘unretirement’ with people returning to the workplace.

 ■ Physical health. Despite the relentless improvements in medicine, the evidence suggests that 
a proportion of retirement will be spent in poor health. This has a number of implications on 
spending patterns including the costs of dealing with ill health.

 ■ Mental health. Deteriorating mental health can bring an array of problems for advisers. This can 
include difficulties in making decisions and ultimately the need to consider delegating decision-
making.

 ■ Vulnerability. While vulnerability includes mental health issues and physical incapacity it is much 
broader than this and advisers should constantly be on the lookout for signs of vulnerability 
throughout retirement.

 ■ Age. As clients age, this can have implications for withdrawal rates under drawdown and bring 
into focus the attraction of partial or full annuitisation (given the impact of mortality surplus, the 
income from an annuity is difficult to match).

 ■ Miscellaneous. Advisers also need to monitor other changes that could impact financial plans. 
These could include the death of a partner or inheritance tax planning.

Of course, many of these are interrelated. As people age, their mental and physical faculties decline 
which can induce vulnerability, so categorising changes under these headings may seem erroneous. 
Nevertheless, it does provide a framework to track how changes can affect retirement plans. The 
overarching themes are age and vulnerability as shown in the chart on the next page.
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Flexible retirement

Retirement is increasingly referred to as a journey rather than an event. In 
fact, it can be difficult to know when work ends and retirement starts. Yet 
there is usually a tangible sign: a reduction in working hours, a move to 
a less stressful role or a complete change of career. This phase can take 
many twists and turns before someone stops work completely (and some 
never do).

Often this transition is accompanied by a reduction in earnings, so income 
may need to be supplemented. This subject is explored in much greater 
detail in one of our other reports titled ‘Reinventing retirement’, but some 
of the implications are summarised here.

State Pension
Someone who has reached State Pension age could use their State 
Pension to top up any shortfall. However, it’s not possible to take part 
of the State Pension. This means the State Pension could push someone 
into a higher tax bracket. At best, it may provide more income than the 
client needs (though any excess could be used to fund further pension 
contributions under the right circumstances). Alternatively, the State Pension 
could be deferred and taken at a later date.

Top up from private pensions
It could make sense to top up any shortfall from private pensions. If so, the 
following should be borne in mind:

 ■ Leaving aside the tax-free cash element, income from private pensions is 
taxable so this approach could push someone into a higher tax bracket.

 ■ Taking income could trigger the MPAA. This may be less relevant now 
the MPAA has been increased to £10,000 (though carry forward can’t be 
used to fund contributions to a DC pension plan above the MPAA limit).

 ■ Using the tax-free cash sum to top up income would not trigger any 
reduction in the MPAA or lead to an increase in tax payable. Also less 
income would need to be withdrawn because of the tax-free status. 
If pension contributions continue to be made, the rules on recycling 
tax-free lump sums should be borne in mind.

 ■ Income from a lifetime annuity or any defined benefit income would not 
trigger the MPAA, but would be taxable. If the retirement journey begins 
at a relatively young age, annuity rates may not be that attractive and 
defined benefit schemes usually apply an actuarial reduction if income 
is taken early.

Other savings and investments
An alternative source of income to top up any shortfall could be other 
savings and investments, particularly those which are tax advantaged 
like ISAs or the tax deferred status of investment bonds. Utilising the CGT 
allowance, dividend allowance or personal saving allowance could also 
create additional tax-free income.
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6 The path through retirement

The long and winding road
The future is uncertain and that’s a good thing. Life would be mundane if we knew what 
would happen and when. In financial planning this uncertainty presents challenges. It 
requires advisers to stay close to their clients during retirement, undertake regular reviews 
and to adapt plans as events unfold. Here are just some of the challenges advisers face.

The path through retirement

Retirement these days is no longer a single event. The initial transition 
to retirement could involve several twists and turns and require 
regular reviews. During the course of a retirement, health issues, 
both mental and physical, can impact financial plans. Vulnerability 
is more pronounced among the elderly. Death and divorce can 
disrupt financial strategies and impact inheritance planning. And of 
course, the economic environment – inflation, investment markets and 
performance – all require regular monitoring.

Drawdown clients should also consider partial or phased annuitisation 
as they age or their health deteriorates. A change in physical health 
could qualify for enhanced rates or a decision to annuitise may be 
made to mitigate a decline in mental health that could impair decision 
making. Wills, Power of Attorney and Expression of Wish forms may 
also require updating from time to time. What’s more, while we can 
identify the main factors that can derail the best laid plans, there is 
one unknown we can rarely define: the timing of any changes that 
may require plans to be reviewed and adapted.

Advisers today need to engage with their clients throughout 
retirement. ‘The path through retirement’ charts some of the issues that 
can arise and their possible impact. We’ve also included a checklist 
you can use to compare with your own process.

At a glance
	■ Making the right decisions at the beginning of 
retirement is just the start.

	■ Advisers need to stay close to their clients and 
undertake regular reviews.

	■ Health issues, death and divorce, inheritance 
and vulnerability can all impact plans.

	■ ‘The path through retirement’ identifies the key 
issues that can arise and the implications.
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