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Setting your retirement
target
When thinking about retirement, the
hardest question of all may be this: how
much money do I need when I retire, to
live the life I want? The answer depends
on the lifestyle you desire and how long
you expect to live in retirement.

So how do you work out a target for
your retirement lump sum?

An example
What follows is an example which uses
a basic framework that you may want to
adapt for your situation. However, we
stress that retirement planning is
complex. This simple example is meant
only to provide an overview for how you
may start thinking about your retirement
target. We strongly suggest you seek
professional financial advice.

Please note: Each person’s tax
situation is different. The following
example ignores tax implications.

Let’s assume future inflation is 0% and
things will cost about the same when
you retire as they do today. Obviously
they won’t cost the same, but for the
moment assume they will and we’ll take
inflation into account later.

Step 1
What will it cost you to live for one year
in retirement? Start by listing what you
currently spend.

Step 2 
From your list of current expenses,
remove those that won’t apply during
retirement – e.g. home loan repayments,
school fees, work commuting costs.

Step 3
Now add to the list new or increased
retirement expenses – e.g. travel,
holidays, health care.

Step 4
Identify any one-off retirement
expenses, especially those that will
occur in the first years of retirement e.g.
car changeover, house renovations,
major holiday.
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Example

Steps 1-3
Identify ongoing annual expenses to maintain retirement
lifestyle: £20,000

Step 4
One off expenses: £50,000

Step 5
Estimated time to live after retirement: 20 Years

As a general rule, for every £1,000 of annual expenses you need to 
maintain your retirement lifestyle, you will need a retirement lump sum
amount of £12,500. (This assumes a real rate of return on your retirement
lump sum of 5% p.a.)

Step 5
Estimate how long you’re likely to live in retirement. Factors to consider
include your retirement age and health.

Step 6
Calculate the amount you’ll require.
Let’s work through an example to see how this is done.



Waiting has a very high cost. Delaying the retirement planning process
could severely compromise your retirement lifestyle. 

Did you know?

So, taking our example to the next step…

Step 6
Ongoing expenses to maintain lifestyle:
Number of years to live after retirement:
£12,500 in lump sum required for every £1,000 in expenses
required (20 x £12,500) makes a total of:

£20,000
20 Years

£250,000

Plus one-off expenses: £50,000

Total lump sum required by the time you retire: £300,000

Let’s assume you are currently 45 years old and you want to retire at age 65. You
have 20 years of your working life remaining. We have just determined that in today’s
pounds a retirement lump sum of £300,000 is needed in the example we’re using. To
be sure that today’s £300,000 will be worth the same in 20 years time, we have to
increase it to take into account inflation. You can use the table below to calculate a
ballpark ‘future value’ of today’s pound.

Years to retirement Average inflation rate
each year 4%

Average inflation rate
each year 6%

5 1.22 1.35

10 1.50 1.80

15 1.80 2.40

20 2.20 3.21

However, we are not finished yet! We have to take into account the effect of inflation
between now and when you retire.



The table on the previous page
shows that assuming an average
inflation rate each year of 4%, in 20
years’ time you will need £2.20 for
every £1.00 you have today.
Therefore, in 20 years’ time you will
need £660,000 to buy what you can
today for £300,000 (£300,000 
times 2.2).

Before we explain how you can
calculate how much you would need
to contribute each year to generate
the £660,000 identified above, one
point needs to be emphasised.
Apart from perhaps selling your
home and moving into something
cheaper (not always possible or
desirable) your entire retirement
income will come from your
pension, savings and investments.
Some will come from the real rate of
return you earn on your investments
(ie your return after taking account
of inflation) and some will come
from withdrawing amounts from
your capital.

How much should you save each
year?
Once you have determined how
much money you will need in
retirement, you have to look at how
much extra you should begin to
invest each year. (We will look at
investment options in a moment.)

The amount you need to set aside
depends on a number of factors: 
• The number of years until you

retire.
• The level of savings and

investments you have now.
• The return you expect to make

on your current savings and
investments between now and
your retirement.

Example
Let’s continue our example. Assume
you already have £30,000 in pension
and other investments. Over 20
years, the £30,000 should grow into
a much larger amount, depending
on the after tax rate of return the
investments attract. Let’s say this
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One of the secrets to financial
success is not how much you
earn but how much you keep.”

“



rate of return averages 9% p.a. in total.
This means that each year the £30,000
increases by 9%. The amount of
accumulated growth also increases by
9% – an effect known as compound
interest, or earning interest on your
interest.

Rate of return
Using the table opposite, the current
amount of £30,000 invested for the next
20 years and earning a rate of return of
9% each year would grow to an amount
of £168,000 (£30,000 x 5.6). (This and
the following example do not take
taxation into account, and assume all
income is reinvested.)

Years 7% 8% 9%

1 1.07 1.08 1.09

2 1.14 1.17 1.19

3 1.23 1.26 1.30

4 1.31 1.36 1.41

5 1.40 1.47 1.54

6 1.50 1.59 1.68

7 1.61 1.71 1.83

8 1.72 1.85 1.99

9 1.84 2.00 2.17

10 1.97 2.16 2.37

11 2.10 2.33 2.58

12 2.25 2.52 2.81

13 2.41 2.72 3.07

14 2.58 2.94 3.34

15 2.76 3.17 3.64

16 2.95 3.43 3.97

17 3.16 3.70 4.33

18 3.38 4.00 4.72

19 3.62 4.32 5.14

20 3.87 4.66 5.60



Let’s recap: Your total lump sum
target is £660,000 and your current
investments will possibly grow into
£168,000 (excluding the effect of
taxation) over the next 20 years. We
therefore need to accumulate
approximately an extra £500,000 by
retirement.

The table below helps us to
determine how much we need to
save each year to accumulate this
shortfall. It shows the required
annual contribution to generate
£10,000 of retirement lump sum,
based on various rates of return and
time frames to retirement.

Assuming a real rate of return of 9%
p.a. the table shows that for every
£10,000 of lump sum you need to
contribute £179 annually. As we
need £500,000, or 50 x £10,000, we
need to contribute 50 x £179 or
£8,950 each year.

Make the most of your
money
Once you have your retirement
target and have identified how much
you need to set aside to reach it, the
next question is – where to invest.
Clearly this is a critical decision.

Your choices include:
• Investing in various asset

classes, such as shares, fixed
interest, cash or a combination
of them all.

• Taking advantage of retirement
planning strategies, which
include various pension options
that we will examine in a
moment.
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7% 8% 9%

10 £676 £639 £604

15 £372 £341 £313

20 £223 £202 £179

Years to 
retirement Rate of return



The options are complex and each
person’s financial and taxation situation
is unique. So it’s wise to get
professional advice. 

There are some basic steps you can take
on your own. First, maintain a realistic
budget in which you pay yourself first.
One of the secrets to financial success
is not how much you earn but how
much you keep. Once you’ve begun to
save, and destroy your debt, you’ll be in
a position to build your retirement
wealth. You may also like to read The
Guide ‘An introduction to investing’.

Your time frame and what is known as
your ‘risk profile’ are also critical in
determining the choices you make for
your investments. Your risk profile is
essentially how comfortable you are
risking your money. A general rule of
thumb is that the higher the potential
return the higher the risk. Stock market
investing is obviously riskier than leaving
money in a low interest savings account.
However, if you have time on your side
and invest wisely you have a greater

chance to ride out any short term
fluctuations and make greater gains in
the long term. 

Diversification
Diversification is the strategy of putting
your money into a range of different
investments in order to reduce overall
risk. A balanced investment portfolio
may have some exposure to higher risk
areas where, in the short term, the value
of your investments may move up and
down sharply. You will also have other
money invested in more stable areas. 

Some managed investment funds are
already diversified – such as the
collective investment schemes
mentioned above. You have
diversification built into your single
investment.

Alternatively, if you are investing in
different sectors individually, your
investment adviser should be able to
help ensure your overall level of
diversification is at a level of risk you are
prepared to accept. 

If you are considering a financial product, check to see if there is a •cooling
off• period. This is normally 14 days, during which you can change your

mind. Not all products have a cooling off period, so be careful … and get
advice.

Did you know?



Investing for the long term 
If your investment time frame is
quite long, you may wish to
consider the stock market. But get
expert advice. There are several
strategies for investing in the stock
market. The one for you will depend
on your time frame, your available
funds, your knowledge and your
anxiety level about risk. You can
choose shares yourself, but this may
not be wise for the first timer. Why
invest without specialist advice, and
risk your money? 

You may not have enough funds to
successfully spread your investment,
which is why a managed fund could
be considered. Even though they
have fees attached, the right
managed fund should see your
money invested by experts and
diversified across a range of different
areas to limit the risk.

Investing for the medium term 
If you don’t have time to ride out the
potential volatility of full stock
market exposure then you may wish
to consider a managed fund with a
mix of local and overseas shares,
property, fixed interest and cash.
The shares may expose you to
growth investments while the fixed
interest and cash investments are
generally more secure.

Investing for the short term 
If you only have a short time until
your retirement you may wish to
consider more stable options such
as cash and notice accounts. With
cash and notice accounts, your
capital is relatively secure and you’ll
receive an agreed rate of return.
Weigh this rate against the fees and
charges and the likely rate of
inflation. By taking these things into
account you’ll be able to estimate
your eventual return. 
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You may not have enough 
funds to successfully spread
your investment, which is why 
a managed fund could be
considered.”

“



Pensions 
Broadly speaking, there are three
different types of pension:
• State pension – operated by the

Government.
• Occupational pension – offered by

your employer.
• Private pension – which you take out

directly with a financial company. 

Within these categories, there are many
different types of pension schemes. You
can find details of different pension
types through the Financial Services
Authority web site at www.fsa.gov.uk
This site also provides an overview of
the pros and cons of different schemes,
and tables to compare performance. 

Basic State Pension 
Your rate will depend on your National
Insurance (NI) contribution record. If it is
adequate, you will be entitled to a full
State Pension. Currently, men receive
the State Pension at 65 while women
can access it at 60. However, the gender
imbalance is being addressed and by

2020 men and women will both receive
the State Pension at 65. 

The basic State Pension rates are: 
• Single: £84.25 per week 
• Single with an adult dependant:

£134.75 per week.

Note: Pension figures are accurate for
the 2006-2007 tax year.

You may also qualify for the Additional
State Pension (also known as the State
Second Pension). Your eligibility is based
on your NI contributions and your
earnings from employment. You may
also qualify due to having been a carer,
or through disability. For more
information on any pension issue you
should contact the Pension Service. 

Pension Credit is designed to ensure
retired people aged over 60 have a
guaranteed minimum weekly income of
at least £114.05 for singles and £174.05
for couples.



Pension forecast
If you would like to know how much
State Pension you are likely to
receive based on your current
contributions and the contributions
you are likely to make before you
retire you can gain a forecast from
the Pension Service. 
This can be done online at
www.thepensionservice.gov.uk or by
calling the State Pension Forecasting
Team on 0845 3000 168.

Many people consider that these
amounts would not be enough for
them to have the kind of lifestyle
they are looking for in their
retirement, so they also take out 
one of the other pension types.

Occupational pensions 
These are private pension schemes
run by some employers, either on
their own or in conjunction with
other employers. There are two
main types of occupational pension
schemes: salary related and defined
contribution.

Salary related schemes – also
known as defined benefit schemes. 

In this type of scheme, the pension
you receive is based on your income
at the time you retire, and you will
receive a percentage of that income
according to the number of years
you have belonged to the scheme.
In most cases you will have to make
your own contributions on top of
those made by your employer. 

Defined contribution schemes –
also known as money purchase
schemes.

In this type of scheme, your salary
and the years you have belonged to
the scheme do not play a role in
defining the benefit. Instead you and
you employer contribute to the
scheme, and the contributions are
invested with your final amount tied
to the level of contributions and the
performance of the investment. 
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Group personal pensions 
Group personal pensions, although
provided through an employer, are not
actually ‘occupational’ schemes. They
are really personal pensions grouped
together by the provider (a financial
institution such as a bank or insurance
company), so that an employer can offer
the same personal pension to its
members of staff, and deduct
contributions from salary after tax. The
employer then pays these contributions,
together with any of it’s own
contributions to the provider.

Stakeholder pensions
Stakeholder pensions must meet
standards set by the government. They
have capped fees and you can change
the amount you contribute, or stop
contributing if you are short of money.

Contracting out 
Everyone in employment is included in
the State Second Pension unless they
decide to leave it, which is called
‘contracting out’. By contracting out you
give up future entitlement to the State

Second Pension and build up a
replacement either through a private or
occupational scheme. 

The Government will rebate part of your
NI contributions into your occupational
or personal pension.

You will remain contracted out of the
State Second Pension unless you decide
to contract back in. You should review
this decision regularly as your
circumstances may change. As
mentioned, the FSA produces guides
and comparative tables to help you
make this decision.

Recent pension changes 
In April 2006 major changes were
introduced to the pension system. Again
you can find out more at the FSA
website. However the following is a
basic overview of some key issues.

Maximum contribution
You can pay as much as you like into a
registered pension scheme. However
there is a limit to your tax free
contributions. The limit on your

Government pensions are available, but they generally represent only a
fraction of the purchasing power people had before they retired. If you

want to enjoy the highest possible quality of life during your retirement
years, you need to start planning at the earliest possible opportunity. 

Did you know?



contributions to ALL registered
pensions in any one tax year is
£215,000. Anything above this
amount will be taxed at 40%. This
means the previous earning
restriction of £30,000 a year on
stakeholder pensions is abolished
and you can contribute to a
stakeholder or personal pension in
addition to your occupational
pension. This is no longer
dependent on your age.

Lifetime allowance
This is the amount that you can
accumulate (tax free) in ALL
registered pension schemes. The
figure for the 2006-2007 tax year is
£1.5 million. You will pay tax on any
excess over the lifetime allowance.

Tax free lump sum
On retirement, you may take a tax
free lump sum of 25% of ALL
pension funds you have
accumulated up to the lifetime
allowance.

Retirement age
Currently some stakeholder and
occupational pension schemes allow
retirement at 50. Pension providers
will be increasing this age to 55 and
can do this at any time prior to 2010.

Getting financial
advice
Designing a financial plan is difficult.
This Guide is not a substitute for
seeking advice from a professional
financial adviser and we recommend
that you find a qualified adviser to
assist you in developing the best
retirement plan for your situation. 

Tied financial advisers work for
banks, building societies,
intermediaries and insurance
companies. They advise you on a
specific range of products offered
by the organisation(s) they are
associated with.

Independent financial advisers
(IFAs) can give advice on products
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This Guide is not a substitute for
seeking advice from a
professional financial adviser and
we recommend that you find a
qualified adviser to assist you.”

“



across the whole financial market.
However, given the large number of
different products available, it is difficult
for an adviser to be up to date on all of
them and many IFAs advise on a certain
range of products only. 

Accountants deal mainly with tax
matters (preparing and submitting tax
returns to HM Revenue & Customs) but
they may also be authorised to provide
financial advice.

Solicitors, if authorised, can also
provide specific financial advice. 

No matter who you choose to deal with,
the important thing is to ensure your
adviser has the skills and access to the
right research to not only understand
your particular circumstances but
analyse the best options for you.

Choosing your adviser 
When selecting a financial adviser, make
sure you know how your adviser
measures up in a number of areas. Use
the following questions as a guide.

• Is your firm, or are you, authorised by
the Financial Services Authority to
provide financial advice? 

• What is your role with the firm and
who owns it? 

• What are your qualifications? 
• How long have you been involved in

financial planning/stockbroking? 
• What practical and professional

experience do you have in giving
retirement planning and investment
advice?

• Will you or your firm receive
commission or any other incentive
payment from the investments that I
make? 

• How do you select the investments
you recommend and how do you
determine what is suitable for me? 

• Do you provide a written financial
report and what information is
contained in that report? What is
your source of research? 

• What types of service am I entitled
to receive if I become a client of 
your firm? 



• Can you provide the names of
some existing clients who would
be prepared to talk with me
about your company and its
services?

Dispute resolution
If you have a complaint about an
adviser or firm, your first call should
be to the firm. If this doesn’t lead to a
satisfactory outcome you can take the
matter to an independent complaints
scheme such as the Financial
Ombudsman. If you are not sure if
you have a legitimate complaint you
can check online at www.financial-
ombudsman.org.uk or call the
consumer helpline 0845 080 1800. 

The Financial Services
Compensation Scheme provides for
people who have lost money
through an adviser’s or broker’s
fraud or negligence. However there
are limits. If a firm is authorised by
the FSA then you will have access to
FSCS at www.fscs.org.uk or call 
020 7892 7300.

Getting help
If you are looking for further
information and advice on any of the
areas we have addressed, the
contact details in this section are a
great place to start.

The Pension Service will be able to
assist you with information
regarding different pensions at
www.thepensionservice.gov.uk

Directgov, www.direct.gov.uk, is the
portal for Government information
and assistance. 

The Pension Advisory Service is an
independent non profit organisation
offering free impartial advice at
www.pensionsadvisoryservice.org.uk
or through the advice line on 
0845 601 2923.

The Pensions Regulator,
www.thepensionsregulator.gov.uk, is
the new body in control of regulating
work based pension schemes. 
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The Financial Services Authority is not
only the body that regulates investment
firms; it is also a great source of
consumer information. The website
www.fsa.gov.uk contains interactive tools
and information to help you compare
various products, find and choose an
authorised financial adviser and work
with your adviser to enjoy a comfortable
retirement. You can also call the
consumer helpline on 0845 606 1234.

There are a number of other bodies
which can help you find a qualified
financial adviser. These include:
• IFA Promotion Limited,

www.unbiased.co.uk or call 
0800 085 3250. 

• Institute of Financial Planning,
www.financialplanning.org.uk or call 
0117 945 2470.

• The Personal Finance Society
www.thepfs.org

• www.MyLocalAdviser.co.uk
• Association of Private Client

Investment Managers &
Stockbrokers, www.apcims.co.uk or
call 020 7247 7080.

• Association of Solicitor Investment
Managers (ASIM), www.asim.org.uk
or call 01732 783548.

• Solicitors Independent Financial
Advisers, www.sifa-directory.info or
call 01372 721172.

• The London Stock Exchange will
provide a list of all authorised
stockbrokers and their services at
www.londonstockexchange.com or
020 7797 1000.

Tracing lost assets
In some cases you may have lost
contact with assets such as
Occupational Pension rights or savings
bonds. These can be traced.

For Pensions contact the Pension Tracing
Service on 0845 6002 537 or through the
Pension Service website.

For National Savings and Premium
bonds visit www.nationalsavings.co.uk
or call 0845 964 5000.

For doormat bank or building society
accounts contact the British Bankers
Association, www.bba.org.uk or Building
Societies Association at www.bsa.org.uk

Note: Throughout The Guide we have listed various contact details for third parties
which may be of assistance. Clydesdale Bank makes no recommendation regarding
these organisations. You should also be aware that calls to companies and
Government departments are often monitored and recorded for security and service
quality reasons. You should also check what call charges may apply. 
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At Clydesdale Bank we pride ourselves in offering trusted
financial advice, for every stage of your life. If you are retired,
about to retire or just thinking well in advance, talk to us today
about our range of financial solutions that could help you enjoy
your new freedom.

We can help!

1 – Have an investment plan – It’s difficult to reach your retirement
lifestyle goals without one. 

2 – Select the right investments – A Clydesdale Financial Planner can
help you choose the right investment options to match your individual risk
appetite.

3 – Guard against inflation – It’s important to ensure your retirement
income not only lasts, but maintains its buying power.

4 – Protect the things that matter – An uninsured loss could be
devastating to your retirement lifestyle. 

5 – Tax and your retirement income – Tax issues are complex and you
don’t want to cost yourself money by making any wrong decisions. We
can work with you to determine the solutions that suit you best.

Ask at the branch where you received this Guide, and a member of staff will
happily put you in touch with one of our Banking Advisors. It’s an obligation
free service we offer to help you get your financial future on track today.
Alternatively, please call 0800 222 426.

Five things to consider



Clydesdale Bank has taken all care in the compilation and presentation of the facts and
information contained in this Guide. The information was current as at 1 October 2006. However
it is written as a general guide and is not intended to provide any financial, legal or other
professional advice. Nothing in this Guide should be treated as an authoritive statement on any
particular topic or of its applicability in any specific case. Action should not be taken on the
basis of this guide alone and specific professional advice should always be sought before any
action is taken.

Phone numbers quoted within this brochure may be monitored or recorded when you call.

Clydesdale Bank and the companies in the National Australia Bank Group accept no liability for
any errors or omissions.

All rights reserved. No part of this Guide can be reproduced without the prior permission of
Clydesdale Bank.

Clydesdale Bank PLC is authorised and regulated by the Financial Services Authority. Credit
facilities other than regulated mortgages are not regulated by the Financial Services Authority. 
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Registered in Scotland (No. SC001111).
Registered Office. 30 St. Vincent place, Glasgow G1 2HL.
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