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Introduction

Financial Planning will help you to achieve your goals through the proper management of your financial resources.  To do this we assess your present position, identify your objectives and then determine the best way to achieve them.
A financial planning model is used to analyse your current situation and to project it into the future.  The analysis is based on the information contained in the Financial Planning Questionnaire completed on XX-XX-XXXX NEXT  \* MERGEFORMAT . A range of charts are provided which make it easy to see and understand what is going on.  
We then construct your financial plan, firstly considering basic elements before moving on to address the more specific and complex issues which we identified.  Based on the analysis, recommendations are made which are designed to enable you to achieve your various aims and objectives.  We consider that these recommendations are well suited to your current needs, priorities and available budget and that they also offer the flexibility to be adjusted to meet any future changes in your personal or financial circumstances.  

Projections such as these are sensitive to the assumptions being made.  A small change in assumed investment return, for example, will have a significant impact on your projected financial situation in the future.  By the same token, in the real world, if actual inflation or investment growth or earnings growth or any of the variables for which assumptions have been made turns out to be different from that assumed then your actual financial outcome will turn out to be different from that projected – perhaps radically different.  
For this reason a stochastic technique is used to give some idea of the range of possible outcomes and of the likelihood of achieving your objectives.  The results from this are presented on page 7.  In this uncertain world, nothing should be taken for granted.  It is most important, therefore, that you undertake regular reviews to ensure that you remain on course and so that corrective measures can be taken if circumstances change.  We strongly advise that your situation be reviewed on an annual basis.

1 Aims and Objectives

You have identified the following requirements:-

· …

· …

· …

On further reflection, I think you should also consider:-

· …

· …

2 Assumptions

All of the assumptions used in the report and for the projections (charts) are set out in the sections titled Assumptions and The Model’s Main Assumptions in the appendix.  Those assumptions which have the most impact are:
(Forecast values are those actually used.  If these differ from you current defaults, the following text may need to be altered.)
2.1 Inflation

Our inflation forecast is 3.70% which is the financial market’s estimate of expected long term inflation derived by comparing the yields on long-dated conventional and index linked gilts.

2.2 Investment Return

This is assumed to be 7.00% before tax, expenses and inflation and is in line with the central rate recommended by the Financial Services Authority for the return on pension funds (i.e. long term tax-free assets).
2.3 Return from Equity Based Investments

Our current forecast for the total gross return from equity based investment is 8.00% which is …

2.4 Mortgage Rate

The forecast which we are using for mortgage rates is 6.50% which is in line with current rates.

2.5 Earnings Growth

Our current forecast for earnings growth is 5.20% which is 1 ½% over our forecast for inflation.
3 Overview of recommendations
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The LifeStyle Index is a measure of financial independence.  A value of 100% (or higher) indicates that you have achieved financial independence.  This index is explained in more detail in the appendix

3.1 Comparison of Recommendations vs. Existing Plans (Lifestyle) 

3.2 Main Recommendations

· …

· …

· …

· …

4 Will I achieve my objectives?
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Clearly it is highly desirable that financial independence should be achieved by the time one retires.  The chart above sets out the result of calculating the LifeStyle Index after retirement one thousand times on the basis that the forecasts set out in the assumptions section are normally distributed with the means as given and appropriate standard deviations.

Interpretation:  If the curve crosses the 100% index line at (say) 800, this means that in 800 (out of 1,000) simulations your LifeStyle Index will be 100% or above, implying that financial independence will have been achieved.

The further to the right is the inverted S the better.  It implies that you are still saving, even after retirement, and could spend more if you so wished.  The steeper the curve, the more certain the outcome.  
5 Will I achieve my objectives? (2)
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This chart is based on the same data as the previous chart, giving a different view of the same story.  The relative height of the bars indicates the likelihood of particular outcomes.

A low, wide bell shaped distribution suggests a relatively high risk with the possibility that the actual outcome could differ significantly from the central projection. A steep narrow distribution is indicative of low risk with the expectation that the actual outcome will be reasonably close to the central projection.

6 Cash Flow
6.1 Income, Expenditure and Saving 
	Income
	Frank 
	Anne
	Total
	 

	Earned Income including Pension
	£115,000
	£15,000
	£130,000
	 

	Interest Received (Gross)
	£4,500
	£300
	£4,800
	 

	Dividend Income (Gross)
	£1,500
	£2,500
	£4,000
	 

	Low Risk Income (Gross)
	£0
	£0
	£0
	 

	Tax Efficient Investment Income (Gross)
	£0
	£0
	£0
	 

	Rental Income
	£0
	£5,000
	£5,000
	 

	Bond Drawings
	£0
	£0
	£0
	 

	Business/Other Income
	£20,000
	£0
	£20,000
	 

	Total Income
	£141,000
	£22,800
	£163,800
	 

	 
	 
	 
	 
	 

	Essential Expenditure
	 
	 
	 
	 

	Mortgage Interest
	£8,125
	£0
	£8,125
	 

	Investment Property Loan Interest
	£0
	£3,750
	£3,750
	 

	Personal Loan Interest
	£525
	£0
	£525
	 

	Total Interest
	£8,650
	£3,750
	£12,400
	 

	Income Tax
	£48,605
	£2,532
	£51,137
	 

	National Insurance Contributions
	£3,442
	£918
	£4,360
	 

	Required Spending
	£20,000
	£20,000
	£40,000
	 

	Total Essential Expenditure
	£80,697
	£27,200
	£107,897
	 

	 
	 
	 
	 
	 

	Surplus Income, being Total Income less Essential Expenditure 
	£60,303
	-£4,400
	£55,903
	 

	 
	 
	 
	 
	 

	Surplus Income is allocated to:
	 
	 
	 
	 

	Planned Saving
	 
	 
	 
	 

	Pension Contributions
	£7,200
	£0
	£7,200
	 

	Insurance premiums and contributions
	£2,400
	£0
	£2,400
	 

	Debt Repayments
	£782
	£1,658
	£2,440
	 

	Total Planned Saving
	£10,382
	£1,658
	£12,040
	 

	 
	 
	
	 
	 

	Discretionary Spending
	£4,000
	£4,000
	£8,000
	 

	Discretionary Saving
	£45,921
	-£10,058
	£35,863
	 

	Total
	£60,303
	-£4,400
	£55,903
	 

	 
	 
	 
	 
	 


This table is derived from the fact find.  It does not include any of the “occasional payments or receipts” entered into the fact find.

6.2 Income in today’s money
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•      “Earned Income” includes pension income.

6.3 Earnings detail in today’s money
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•      Earned income increases in line with assumed earnings growth adjusted for inflation.

6.4 Investment Income in today’s money
[image: image16.png]Planned: Eamings
£200,000
£180,000 ["PPPPeninc
I Anne
£160000 TotalRE
’ FS0ccPen
Anne
£140,000 —————— ¢ Total
Drawings
Anne
£120,000 mPPPPenine
Frank
£100,000 @VCPen Frank
£80,000 Total RB
FSOccPen
Frank
£60,000 o Total Salary
Frank
240,000 3 StatePen
Anne
e2o000 R R E R e m StatsPen
Frank
0
47 49 51 53 S5 & 59 B 63 65 b7 69 71 73 75 77 79 @ 83 85
Age




[image: image17.png]£800,000

£700,000

£600,000

£500,000

£400,000

£300,000

£200,000

£100,000

Planned: Investment Incom

RUNRNRTRNNRNRNY

@ Occasional
Receipts

Dividends

*Interest

mLow Risk
Income

m Tax Eficient

mBiz/Other
Income Self

« Biz/Other
Income

Partner
mBond

Drawings

Rental Income}

sl uuuuﬁ aEEN

Age

773 75 77 78 8 83 8




[image: image18.png]£900,000

£800,000

£700,000

£600,000

£500,000

£400,000

£300,000

£200,000

£100,000

Eil

Planned: Spending

mOceasional

Interest Paid

= Discretionary

I Required





6.5 Spending in today’s money
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The scale on this chart is the same as for the Income chart on page 9.  By comparing the height of the bars on the two charts you can get some idea of the level of saving.  This is investigated more fully in the Saving chart on page 14.

6.6 Spending Detail in today’s money
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•      The level of required spending (excluding any exceptional expenses) is assumed to remain constant in real terms.

•         Discretionary spending is assumed to rise or fall depending on the savings ratio.  (The savings ratio is defined in the appendix.)

• 
Income tax is calculated for each year.  However, in the interest of speeding calculation, if taxable income in any year rises (or falls) by less than 5% then income tax is assumed to increase (reduce) by a similar amount.   If the change in taxable income is greater than 5% then income tax is recalculated from scratch.

•      The rates for National Insurance Contributions are assumed to increase in line with inflation.

As compared to the previous spending chart, the chart above gives more detail on tax, NIC and interest payments.
6.7 Saving in today’s money
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The chart illustrates where each year’s savings are allocated.

· Saving is the difference between total receipts and total expenditure.

· It is assumed that planned saving, namely pension contributions, insurance premiums and capital repayments, will be made regardless of whether or not there is surplus income.  Therefore, it is possible for there to be an income shortfall and (some planned) saving at the same time.

· After planned savings have been made, any additional savings are applied first to repaying the second mortgage (if any); then to tax-efficient investments up to allowable limits; then to low risk investments according to the low risk ratio: and lastly to equity based investments and deposits (which includes fixed interest investments) according to the equity ratio.  
· Any income shortfall is covered first by realising taxable investments; then low risk investments; and finally tax-efficient investments. Once these are exhausted, it is assumed that the shortfall is financed by taking out a second mortgage.  This will have the effect of reducing the equity in your house (i.e. non-investment assets).

If a persistent income shortfall looks likely, you should seek professional financial advice as soon as possible.
6.8 Assets and Investments

	 
	 
	 
	 
	 

	Assets
	Frank 
	Anne
	Total
	 

	Main Residence
	£350,000
	£350,000
	£700,000
	 

	Other Non-Investment Assets
	£25,000
	£20,000
	£45,000
	 

	less Mortgage
	-£125,000
	£0
	-£125,000
	 

	Net Non-Investment Assets
	£250,000
	£370,000
	£620,000
	 

	 
	 
	 
	 
	 

	Investments
	 
	 
	 
	 

	Tax Efficient
	£25,000
	£55,000
	£80,000
	 

	Equity Based
	£50,000
	£75,000
	£125,000
	 

	Deposits & Fixed Interest
	£150,000
	£10,000
	£160,000
	 

	Low Risk
	£0
	£0
	£0
	 

	Insurance Based Investments
	£88,786
	£0
	£88,786
	 

	Property
	£0
	£100,000
	£100,000
	 

	less Property Loan
	£0
	-£50,000
	-£50,000
	 

	Business/Other Investments
	£450,000
	£0
	£450,000
	 

	less Loans and Overdraft
	-£5,000
	£0
	-£5,000
	 

	Net Investments
	£758,786
	£190,000
	£948,786
	 

	 
	 
	 
	 
	 

	Net Worth
	£1,008,786
	£560,000
	£1,568,786
	 

	 
	 
	 
	 
	 

	Pension Funds
	 
	 
	 
	 

	Personal Pension Plans
	£125,000
	£35,000
	 
	 

	Voluntary Scheme (AVC or FSAVC)
	£25,000
	£0
	 
	 

	Occupational Money Purchase
	£0
	£0
	 
	 

	Final Salary Schemes (notional)
	£340,435
	£84,177
	 
	 

	Total Pension Funds
	£490,435
	£119,177
	 
	 

	 
	 
	 
	 
	 

	Net Worth plus Pension Funds
	£1,499,221
	£679,177
	£2,178,397
	 

	 
	 
	 
	 
	 


The table summarises your present personal ‘balance sheet’ i.e. assets and liabilities, or what you own and what you owe.  

Assets: these are the things that you own which are correctly counted as part of  your estate but which are not liquid, i.e. they could not be easily disposed of or they are essential for your current standard of living.  They are not therefore taken into account when considering your investment strategy for example.

Investments:  Tax-efficient investments include Personal Equity Plans (PEPs), Tax Exempt Special Savings accounts (TESSAs), Individual Savings Accounts (ISAs), Venture Capital Trusts (VCTs), etc.  Equity Based Investments includes pooled investments such as unit and investment trusts.  Insurance based investments include endowments and insurance bonds.  Low risk investments are index linked gilts.
Pension Funds: this includes funds which have a real value which can be identified as belonging to you.  

6.9 Comparison of Recommendations vs. Existing Plans (Net Worth)


6.10 Total Wealth including Personal Pension funds in today’s money


6.11 Investment Detail in today’s money


6.12 Cash Management

6.13 Current Account

You have a current account with XXXXXXXXXXXX.  The account pays interest on credit balances of X.XX% gross variable p.a..  It is therefore sensible to ensure that credit balances are kept to a minimum, with any surplus obtaining a higher rate of interest elsewhere. 

Other organisations have accounts which pay higher rates of interest on credit balances.  However, there is the question of convenience.  As it can be a complex business to change current accounts I rarely counsel changing providers, but instead recommend that the account is used wisely, avoiding charges as far as is possible.

6.14 Emergency Reserve

The actual amount deposited will depend on individual circumstances but the equivalent of three to six months net income is generally deemed to be a sensible level.  Bank and building society deposits cannot go down in value and hence can be considered to be very low risk.  The interest rates offered reflect this security and are therefore not attractive for medium to long term investments.  The interest payable is taxable irrespective of whether it is withdrawn or allowed to accumulate.  Tax is usually deducted by the bank or building society at the savings rate of 20%, although tax may be reclaimed by non-taxpayers

7 The Mortgage

7.1 The current situation

7.2 Recommendation

8 Tax Planning

	2005/6 tax calculation for 
	 
	 
	 
	 

	Frank 
	at age
	47
	 
	 

	 
	 
	 
	 
	 

	Earned Income
	 
	£115,000
	 
	 

	Dividend Income
	£1,500
	£1,500
	 
	 

	Deposit Income 
	£4,500
	 
	 
	 

	Low Risk Income
	£0
	 
	 
	 

	Biz/Other Income
	£20,000
	 
	 
	 

	Rent
	£0
	 
	 
	 

	less Property Loan interest
	£0
	 
	 
	 

	Net Rent (Can't be < 0)
	£0
	 
	 
	 

	Total Savings Income
	£24,500
	£24,500
	 
	 

	Total Income
	 
	£141,000
	 
	 

	Pension Contributions
	£7,200
	 
	 
	 

	Personal Allowance
	-£3,200
	 
	 
	 

	less Total Allowances
	£4,000
	£4,000
	 
	 

	Assessable to Income Tax
	 
	£137,000
	 
	 

	 
	 
	 
	 
	 

	For Earned Income
	Assessable
	Tax Rate
	Tax
	 

	Assessable Earned Income
	£111,000
	 
	 
	 

	Lower Rate 
	£2,090
	10.0%
	£209
	 

	Basic Rate
	£30,310
	22.0%
	£6,668
	 

	Higher Rate
	£78,600
	40.0%
	£31,440
	 

	Total Earned Assessed
	£111,000
	 
	£38,317
	 

	 
	 
	 
	 
	 

	For Savings Income
	 
	 
	 
	 

	Assessable Savings Income
	£24,500
	 
	 
	 

	Lower Rate 
	£0
	10.0%
	£0
	 

	Basic Rate (Savings Rate)
	£0
	20.0%
	£0
	 

	Higher Rate
	£24,500
	40.0%
	£9,800
	 

	Total Savings Income Assessed
	£24,500
	 
	£9,800
	 

	 
	 
	 
	 
	 

	For Dividend Income
	 
	 
	 
	 

	Assessable Dividend Income
	£1,500
	 
	 
	 

	Lower Rate 
	£0
	10.0%
	£0
	 

	Dividend Rate
	£0
	10.0%
	£0
	 

	Higher Rate
	£1,500
	32.5%
	£488
	 

	Total Dividend Income Assessed
	£1,500
	 
	£488
	 

	 
	 
	 
	 
	 

	Totals
	£137,000
	Tax
	£48,605
	 

	 
	 
	 
	 
	 


8.1 Tax Calculation for Partner

	2005/6 tax calculation for 
	 
	 
	 
	 

	Anne
	at age
	44
	 
	 

	 
	 
	 
	 
	 

	Earned Income
	 
	£15,000
	 
	 

	Dividend Income
	£2,500
	£2,500
	 
	 

	Deposit Income 
	£300
	 
	 
	 

	Low Risk Income
	£0
	 
	 
	 

	Biz/Other Income
	£0
	 
	 
	 

	Rent
	£5,000
	 
	 
	 

	less Property Loan interest
	£3,750
	 
	 
	 

	Net Rent (Can't be < 0)
	£1,250
	 
	 
	 

	Total Savings Income
	£1,550
	£1,550
	 
	 

	Total Income
	 
	£19,050
	 
	 

	Pension Contributions
	£0
	 
	 
	 

	Personal Allowance
	£4,895
	 
	 
	 

	less Total Allowances
	£4,895
	£4,895
	 
	 

	Assessable to Income Tax
	 
	£14,155
	 
	 

	 
	 
	 
	 
	 

	For Earned Income
	Assessable
	Tax Rate
	Tax
	 

	Assessable Earned Income
	£10,105
	 
	 
	 

	Lower Rate 
	£2,090
	10.0%
	£209
	 

	Basic Rate
	£8,015
	22.0%
	£1,763
	 

	Higher Rate
	£0
	40.0%
	£0
	 

	Total Earned Assessed
	£10,105
	 
	£1,972
	 

	 
	 
	 
	 
	 

	For Savings Income
	 
	 
	 
	 

	Assessable Savings Income
	£1,550
	 
	 
	 

	Lower Rate 
	£0
	10.0%
	£0
	 

	Basic Rate (Savings Rate)
	£1,550
	20.0%
	£310
	 

	Higher Rate
	£0
	40.0%
	£0
	 

	Total Savings Income Assessed
	£1,550
	 
	£310
	 

	 
	 
	 
	 
	 

	For Dividend Income
	 
	 
	 
	 

	Assessable Dividend Income
	£2,500
	 
	 
	 

	Lower Rate 
	£0
	10.0%
	£0
	 

	Dividend Rate
	£2,500
	10.0%
	£250
	 

	Higher Rate
	£0
	32.5%
	£0
	 

	Total Dividend Income Assessed
	£2,500
	 
	£250
	 

	 
	 
	 
	 
	 

	Totals
	£14,155
	Tax
	£2,532
	 

	 
	 
	 
	 
	 


Tax Planning Recommendations
9 Retirement planning

9.1 Current Situation

All the following figures are in today’s money.
9.2 Stakeholder pensions

9.3 Recommendation

10 School fee planning 

10.1 Current Situation

10.2 Recommendation

11 Investment Strategy

11.1 Emergency funds

11.2 Tax favoured investments: PEPs TESSAs and ISAs

11.3 Recommendations

12 Protecting your financial situation in the event of death or ill-health

12.1 Overview of recommended strategies

In all the cases following, the general strategy I recommend is to consider the period up to normal retirement age and if expected income is insufficient to cover required spending to use an income replacement product to make up the difference. After normal retirement age, any pension income, investment income and the investments themselves, if necessary, are used to provide for the required spending.  An insurance product which produces a capital sum could be used here if there is a serious shortfall.

The advantage of this type of strategy is that it ensures that you are not over-insured.  As time passes, the value of your assets will build up (and spending requirement will reduce as children leave home), so the need for protection should reduce.  This strategy acknowledges this.

Figures mentioned in the analysis which follows are derived from the computer program used for all the calculations.  They can be checked by referring to the charts.  In many instances the figures referred to are approximated, i.e. “about £15,000”, or are rounded to the nearest £100,  £1,000, or even £10,000.  This is quite deliberate.  Financial planning is not an exact science particularly when assessing protection needs.  Using very specific figures would imply a degree of certainty which just does not exist.

12.2 Protection products

The following is a brief description of the products that feature in my recommendations:

12.3 Current situation

12.4 On the death of Self


12.5 On the death of Partner


12.6 On the ill-health of Self


12.7 On the ill-health of Partner


12.8 On the ill-health of both of you

That you should both suffer serious ill-health simultaneously is statistically extremely unlikely.

12.9 Long Term Care Planning

13 Inheritance Tax Planning

13.1 Current Situation

13.2 Recommendation

14 Short term cash flow

15 Action Point check list

	Action
	Y/N
	By Whom
	When
	Done

	E.g.  Buy ISAs for next tax year
	Y
	Client
	April
	

	Comment    Advisor to have made recommendations by end March.

	
	
	
	
	

	Comment

	
	
	
	
	

	Comment

	
	
	
	
	

	Comment

	
	
	
	
	

	Comment

	
	
	
	
	

	Comment

	
	
	
	
	

	Comment

	
	
	
	
	

	Comment

	
	
	
	
	

	Comment

	
	
	
	
	

	Comment

	
	
	
	
	

	Comment

	
	
	
	
	

	Comment


16 Appendix
16.1 Assumptions

	Forecasts/Assumptions
	Used Forecast
	Model Default
	Client's Forecast
	 
	Standard Deviation

	Inflation % pa.
	3.70%
	3.70%
	 
	 
	1.85%

	Earnings Growth % pa.
	5.20%
	5.20%
	 
	 
	2.60%

	Equity Based Return % pa
	8.00%
	8.00%
	 
	 
	16.00%

	Mortgage Rate % pa.
	6.50%
	6.50%
	 
	 
	3.25%

	Implied Investment Return %pa.
	7.00%
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 

	Margins % pa.
	 
	 
	 
	 
	Margin based on

	Property Growth
	1.00%
	1.00%
	 
	 
	Earnings Growth

	Deposit - FI Return
	-1.50%
	-1.50%
	 
	 
	Mortgage Rate

	Low Risk Return
	0.86%
	0.86%
	 
	 
	Inflation

	Investment Property Loan Interest
	1.00%
	1.00%
	 
	 
	Mortgage Rate

	Personal Loan Interest
	4.00%
	4.00%
	 
	 
	Mortgage Rate

	2nd Mortgage Interest
	2.00%
	2.00%
	 
	 
	Mortgage Rate

	 
	 
	 
	 
	 
	 

	Charges
	 
	 
	 
	 
	 

	Initial Charges
	4.00%
	4.00%
	 
	 
	 

	Annual Charges
	1.25%
	1.25%
	 
	 
	 

	 
	 
	 
	 
	 
	 

	Ratios
	 
	 
	 
	 
	 

	Saving Ratio
	77.72%
	100.00%
	 
	 
	These ratios are

	Post-Retirement Saving Ratio
	2.82%
	 
	 
	 
	derived from

	Low Risk Ratio
	0.00%
	0.00%
	 
	 
	figures in the

	Equity Ratio
	43.86%
	75.00%
	 
	 
	fact find

	Equity Return as % of Investment Return
	66.67%
	66.67%
	 
	 
	 

	 
	 
	 
	 
	 
	 

	Yields
	 
	 
	 
	 
	 

	Dividend Yield
	3.20%
	2.50%
	 
	 
	These yields are

	Interest Yield
	3.00%
	4.00%
	 
	 
	derived from

	Tax Efficient Yield
	0.00%
	3.00%
	 
	 
	figures in the

	Business/Other Yield Self
	4.44%
	0.00%
	 
	 
	fact find

	Business/Other Yield Partner
	0.00%
	0.00%
	 
	 
	 

	Low Risk Yield
	2.00%
	2.00%
	 
	 
	 

	 
	 
	 
	 
	 
	 


The assumptions actually used for the projections are in the column headed “Used Forecasts”.  The “Model Default” and “Client’s Forecast” columns are incuded for information.  If an explicit forecast was made in the fact find then this will appear in the Client’s Forecast and the Used Forecast column and this figure will have been used in making the projections.  If no explicit forecast was made then the Model’ default forecasts will apply.
The Margins %pa. are margins over or under the main forecasts.  For example, the margin for Property Growth is based on Earnings Growth.  A margin of 1% would mean that Property Growth is forecast to be 1% over assumed eanings growth.

17 The model’s default assumptions:-

· Inflation.  This is the market’s estimate of expected long term inflation derived by comparing the yields on long dated conventional and index linked gilts. 

· Earnings growth is assumed to exceed inflation by 1 1/2%

· The mortgage rate is the current variable mortgage rate.

· Investment Return.  With effect from April 1999, the central rate recommended by the Financial Services Authority for the return on pension funds (long term tax-free assets) is 7%. 

· Standard Deviation is a measure of volatility.  It is used when running the one thousand simulations to give an indication of the likelihood of meeting objectives.  Standard deviations are derived from historic data provided as follows:

Inflation and Earnings Growth – National Statistics

Investment Return – Credit Suisse First Boston

Mortgage Rate – Halifax plc

· Savings Ratio.  If this is not specified in the fact find, the model will calculate the current savings ratio from figures given in the fact find and use that.  If there is currently no surplus income from which savings can be made then, if at some future date there is surplus income, the model will apply a savings rate of 75%.

· Yields.  If not specified in the fact find, the model will calculate these from figures given in the fact find and use them.  If there are currently no investments from which yields can be calculated then, if at some future date there are such investments, the model will apply the default yields.
17.1 Annuity Rates

	 
	(RPI Escalation)
	Level
	 

	Age
	Male
	Female
	Joint
	Male
	Female
	Joint
	 

	50
	3.25%
	3.00%
	2.40%
	5.25%
	5.05%
	4.35%
	 

	55
	3.59%
	3.33%
	2.65%
	5.64%
	5.58%
	4.70%
	 

	60
	4.51%
	3.80%
	3.21%
	6.17%
	6.03%
	5.28%
	 

	65
	5.13%
	4.59%
	3.54%
	7.07%
	6.65%
	5.61%
	 

	70
	6.46%
	5.78%
	4.16%
	8.40%
	7.60%
	6.09%
	 

	75
	8.50%
	7.59%
	5.16%
	10.35%
	9.46%
	6.92%
	 

	80
	 
	 
	6.15%
	 
	 
	8.00%
	 

	 
	 
	 
	 
	 
	 
	 
	 


· Annuity rates are those currently available.

18 The Model’s main assumptions and defaults

· The low risk investment category is intended for index linked gilts and index linked national savings certificates.  The investment return on low risk investments is assumed to be inflation plus 1.5%.  It should be noted that the low risk “claim” for such investments only applies if they are held to maturity.

· National Insurance Contributions are calculated from the figures provided.  These contributions are assumed to remain constant in real terms until they cease when you stop working or at age 65 if earlier.

· If the entry for state pension was left blank in the fact find, you are assumed to receive the Basic State Pension in full at the single or married rate depending on status.  This is assumed to increase in line with inflation.

· If the "Type of Annuity" box in the fact find is left blank, the model assumes an annuity escalating in line with inflation (i.e. the Retail Price Index).  For married couples, it is assumed that, on the first death, the annuity will continue to be paid to the surviving spouse.  Wives are assumed to be five years younger than their husbands (for the purposes of looking up annuity rates).

· Pensions from final salary occupational schemes are assumed to increase in line with inflation or at 5% p.a. if lower.  

· For final salary occupational schemes it is assumed that, at normal retirement age, a tax-free lump sum of 2 ¼ times pension before commutation will be taken.

· If you continue to make pension contributions after you have started to draw a pension, these contributions are assumed to vest immediately.

· The model does not check whether pension contributions or receipts are within allowable limits.

· The gross investment return applies to pension funds and tax-efficient investments.

· Property values and rental income are assumed to grow at a margin of 1.5% over the assumed rate of earnings growth.  Other fixed assets are assumed to maintain their value in real terms.

· Insurance based assets are assumed to grow at a rate which is 80% of the assumed investment return.  This is because they are taxed within the fund at the insurance company’s tax rate which is assumed to be 20%.

· Equity Based Investments are assumed to grow at a margin of 1% over the assumed investment return.  On a long term perspective, equity based investments have done better than this, so this assumption is conservative and reflects our view that the high returns produced by equity based investments over the past ten or twenty years will not be repeated to the same extent in the future.

· The rate of return on Deposit and Fixed Interest investments is assumed to be at a margin of 1% under the mortgage rate.  Whilst deposits would typically return rather less than this, fixed interest investments should return more on a longer term view, so this is considered a reasonable compromise.

· The model does not calculate the tax on bond withdrawals in excess of 5%.  This is only relevant to higher rate tax payers and they are considered unlikely to make withdrawals in excess of 5%.

· In any given year, the value of assets is that pertaining at the beginning of the year. All income is assumed to be paid at the end of the year and any savings (or income shortfall) for the year is added to (subtracted from) the relevant asset class for the beginning of the next year.  For this reason, tax-free lump sums from pension funds are assumed to be received on the last day of the year prior to that in which the pension is first received.  This is so that the sum is immediately available to produce an income in the year of retirement.

· Income yields on equity based investments, low risk investments, deposits and fixed interest investments are assumed to remain constant.

19 Definitions

19.1.1 Surplus Income:  Surplus income is income remaining after required spending, tax and interest have been accounted for.  

19.1.2 Saving Ratio:  Is that proportion of surplus income to be saved.    E.g. if the savings ratio is 60% then 60% of surplus income will be allocated to saving and 40% to discretionary spending.  
19.1.3 Post-Retirement Saving Ratio: The saving ratio is assumed to change after retirement on the basis that high levels of saving should no longer be necessary.  Post-retirement, if there is still surplus income available, the model assumes that the post-retirement saving ratio will be such that the level of discretionary spending in the year immediately preceding retirement can be maintained.  If there is insufficient surplus income for this, then the post-retirement saving ratio is assumed to be zero
19.1.4 Low Risk Ratio: Is the proportion of available saving to be allocated to low risk investments. In this context, available saving is that saving which is available after making pension contributions and capital repayments, paying premiums to insurance based investments and making maximum allowable payments to tax-efficient investments.    
19.1.5 Equity Ratio: Is the proportion of available saving to be allocated to equity based investment. In this context, available saving is that saving which remains after making the low risk investment as described in the preceding paragraph.  (Non-equity based investments are likely to be mainly deposits and fixed-interest securities.)  Example: If the equity ratio is 75% then 75% of available savings will be invested in equity based investments (including unit and investment trusts).  The remaining 25% will be invested in fixed interest investments and deposits.

19.1.6 LifeStyle Index:  The LifeStyle Index is a measure of financial independence.  It is calculated for any given year by taking investments in that year and notionally converting them into income for life by assuming that they are used to buy an index linked annuity.  From age 50, pension funds are also notionally converted into an income for life in the same manner.  (This is because under current legislation you are allowed to draw a pension from your pension fund from age 50.) To this is added any pension income being received.  This “Lifetime” income is then compared to spending in the given year to produce the LifeStyle Index.  If “Lifetime” income is exactly equal to spending, the value of the index is 100% suggesting that the lifestyle implied by that level of spending could be maintained for the remainder of your life.  
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