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|E THE BUSINESSMAN

f What he wants in retirement:

! £30,000 ayear

DWAYNE SENIOR

| What heis likely to get. £25,100 ayear

' How much more he will need

tosave:£180a month

1 children Katie, 18, Sophie, 16, and Charlie, 13. He is a keen investor with a Sipp

offices and summerhouses. He
is married to Lynda, 49, and
they have three children: Katie,
18, Sophie, 16, and Charlie, 13.

East has been saving into a
personal pension for 25 years.
Unlike public sector pensions,
these are subject to the vagaries
of the stock market and he has
been affected badly by market
crashes. He had significant
exposure to Japan when its
housing market bubble burst in
1989 and saw the value of his
fund fall from nearly £40,000 to
£15,000. He also lost money on
Northern Rock shares in 2007.

East is a keen DIY investor
and consolidated his pensions
into a self-invested personal
pension (Sipp) from AJ Bell in
2003. The fund, now worth just
over £87,100, has 80% in equities
and 20% in cash. East uses the
cash pot to top up on funds and
stocks when pricesdip.  °

A 40% taxpayer, he saved
£500 a2 month into his Sipp until
recently to cut his tax bill, but
his contributions have fallen to
£100 a month as the recession
has hit his firm’s turnover.

How much do I need to save a

3

Retirement income

A7

He would like annual income
of £30,000 in retirement and
expects to sell his home and
downsize to free up at least
£100,000 in cash. “I don’t see the
point of old people rattling
round in big houses,” East said.

While he aims to work until
he is 70, he could sell his busi-
ness to boost his income.

Hargreaves Lansdown said
that if East continued to con-
tribute £100 a month to his pen-
sion, he could expect his pot to
grow to about £207,807 after
charges by the age of 70. This
would buy him a level, joint-life
income of £13,620 a year at cur-
rent annuity rates, with 50%
passing to his wife on his death.

He could expect a pension of
£7,500 a year from the state once
he reached the age of 67. If he
were to realise £100,000 from
his home, this could provide a
further income of approxi-
mately £4,000 a year, said Har-
greaves Lansdown.

This leaves East £4,880 a year
shy of his £30,000 goal. Isas and
taxed investments worth about
£65,000 would not do much to

month?

£30,000 £50,000 :0""-‘9-'
20 £423 £809
30 £682 £1,288
40 £1,172 £2,213
50 £2,374 £4,484"

Figures in today’s maney, based on 6% growth after charges and 2.5% inflation.
Also includes £7,500 state pension *Note that the annuol amount would

exceed the annual

Limit of £50,000

GABRIEL SZABO

make up the shortfall — he
would need to save another £180
a month to meet his target,
according to AJ Bell.

THE PRIVATE SECTOR
WORKER

Douglas Macnaught, 35, works
in financial services but has not
yet made pension savings a pri-
ority as he has a young family to
support. He and his wife,
Karina, 33, a part-time book-
keeper, have a daughter, Lucy,
4,and son Alex, 18 months.

Macnaught, of Ingleby Bar-
wick, Stockton-on-Tees, has
worked for his current employer
for four years. He makes gross
pension contributions of £125 a
month into the group personal
pension scheme, which is
matched by his employer.

His fund has a value today of
about £13,000 and if his contri-
butions increased at 2.5% a year
itwould total £108,967in today’s
money at 65. This assumes his

investments grow at 6% a year

after charges, said Hargreaves
Lansdown.

Macnaught would be able to
convert that into an income of
£4,781 a year, based on current
annuity rates, plus his state pen-
sion of £7,500.

Jonathan Fry, the financial
adviser, said: “Most employees
need to save at least 10% of their
earnings from 25 if they want a
comfortable retirement.”

Macnaught has a pension
worth about £8,000 from a pre-
vious employer and £5,200 in a
cash Isa. He said: “I realise Iam
going to have to step up my sav-
ings to retire on the £25,000 I
want. I'm happy to invest for

long-term growth and am pre-

pared to commit to some riskier
funds to maximise returns.”

If he invested his full Isa
allowance each year from now,
he would have amassed a pot of
£468,881 at 65, said Bestinvest,
the adviser. This assumes that
the Isa allowance, currently
£10,680, rises by 2.5% a year.

For long-term growth,
Adrian Lowcock at Bestinvest
suggested the funds Aberdeen
World Growth & Income, First
State Global Emerging Markets
Leaders, Schroder UK Core and
HBSC American Index. If these

." "
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THE HIGH EARNER
What he wants in retirement:
£50,000 ayear

What heiis likely to get: £44,330
How much more he will need
to save: £1,040 a month

Alok and Seema Dhanda, pictured with Nirav, 12, and Navika, 10, have been saving towards a pension for 24 years

‘secure retirement?

averaged growth of 7% a year
after charges, Macnaught
would have a pot worth more
than £1.4m by 65, Lowcock said.
If he used the Isa to draw an
income, he could take £23,078 a
year in today’s terms, based on
2.5% inflation and an Isa return
averaging 7% after age 65.

THE HIGH EARNER

Alok Dhanda, 49, a financial
adviser from Newcastle upon
Tyne, has made his pension a
priority and hopes to have about

LORNE CAMPBELL

THE PRIVATE SECTOR WORKER
What he wants in retirement:
£25,000 a year
What heis likely to get:

§ £12,300ayear

‘s How much more he willneed to

b,

Douglas and Karina Macnaught with Lucy and Alex

% cave: £1,300 amonth

£50,000 a year tolive on in retire-
ment. He and his wife, Seema,
43, have a son Nirav, 12; and
daughter, Navika, 10.

“The onus is very much on
private sector workers and the
self-employed to make their
own provision,” he said. “Public
sector workers know what they
will be getting in retirement
and can plan accordingly.”

Dhanda has been saving for
24 years and consolidated two
personal pensions into a Sipp.
when he set up his firm,
Dhanda Financial, in 2000. He s
a 50% taxpayer and saves £2,000
a month into the Sipp, which
has a current value of £200,000.
If he continues to save at this
rate, he will have a pension pot
of £764,072 at 65, which would
give an income of £44,328.

However, Dhanda hopes to
have a £1m pot. This would
require contributions of £3,043a
month and growth of 5.5% a
year after charges, assuming
inflation of 2.5%, according to
figures from Standard Life.

A £1m fund would buy an
income of £56,208 at 65 from a
level joint-life annuity with 50%
passing to his spouse on death
at current rates, said Standard
Life. An inflation-linked
annuity would start at £31,428.
Alternatively, Dhanda could
take a 25% tax-free lump sum
from his pension at 65 and leave
the rest invested, which is
known as drawdown.

In April, the government
abolished the requirement to
buy an annuity at 75. This
allows savers to keep pension
funds invested and draw as
much as they like each year, pro-
vided they have secure annual
income of at least £20,000.



