
Killik Explains

How to generate a post-work  
income
(2022 – 2023 edition)







How to generate a post-work income (2022 – 2023)

4

Tim Bennett

Partner, Head of Education

What to expect from this guide

This short guide should be enough to get you started on the road 

to successfully planning your income requirements, once you stop 

working full-time. However, please note that it is intended to be 

an introduction to the building blocks of income generation and 

management, and the topics addressed here can quickly get more 

complicated and detailed in practice. If, having read this guide, 

you would like to find out more – for example about how to project 

and boost your portfolio’s income potential, how to weigh up the 

different sources of post-work income, the ways to reduce your tax 

bill or any of the other topics covered here – then please contact one 

of our Advisers, or email us at info@killik.com.

mailto:info%40killik.com?subject=
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Building a roadmap for life after work

Leaving full-time work can be a fantastic but also somewhat daunting 

phase of life. Fantastic because, freed from the need to work on a 

full-time basis, you can plan a rich portfolio of activities that may 

include travel, more time with family and friends and committing 

to those interests and hobbies that were previously squeezed into 

what little free time your working life allowed. But it can also feel 

daunting, especially for the increasing numbers of us who will not 

benefit from a guaranteed final salary pension and therefore need to 

fend financially for ourselves. Over time, more and more of us will 

find that we merge the two phases as we continue working, in some 

capacity, beyond a traditional retirement date.

With longevity on the rise, the biggest concern for many older people 

is whether they will run out of money. That is why we have devoted a 

whole chapter of this guide to making your money last. This requires 

a new approach: old fashioned strategies that piled all of your funds 

into the highest yielding assets, often at the expense of capital, are no 

longer appropriate in many cases. However, before we address that 

challenge in more detail, we will take a look at the framework within 

which a retirement investment strategy sits.

The context

Having spent many years carefully accumulating a post-work fund 

(something the How to fund life after work guide also covers) it 

would be a mistake for most people to take their eye off the ball 

when it comes to planning what we call the de-accumulation phase.
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Like someone saving towards life after work, the first thing you will 

need, once you pass peak savings, is a short-term, liquid cash-based 

rainy day fund to cover emergencies. With that set up, you can then 

map out your future goals and estimate the timing and amounts of 

any large foreseeable calls on capital. Knowing where these will fall 

and the amounts involved will help you to balance generating the 

maximum income for day-to-day living whilst ensuring that you can 

finance all of your bigger goals. Along the way you will want to avoid 

two traps: running out of money on the one hand, but also the polar 

opposite – limiting your activities such that you preserve too much 

capital. This is a tricky, but by no means impossible, balance  

to strike.

An overview of your 'post-work roadmap'

Stop full-time work

TIME

Peak lifetime savings

Working life After workBirth

Accumulation
phase

De-accumulation
phase

Death
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Two useful planning tools

A successful post-work strategy will depend on you keeping careful 

tabs on both your overall wealth and the future shape of your income 

and expenditure. With that in mind, everyone should prepare and 

monitor two key documents:

• A personal balance sheet is a snapshot of your net worth in terms 

of the assets you own minus any obligations such as a mortgage 

or personal loan. This is something that needs to be monitored 

and reviewed against your personal milestones, which may 

include a target amount you wish to pass on

• A personal budget is a document that compares your income, 

from whatever source, with your expenditure. Without this,  

you will have little regular control over the rate at which your 

assets are being consumed.

A model for managing your money 

Identifying your personal milestones

Rainy day 
money

Foreseeable 
call on 

capital 1

Foreseeable 
call on 

capital 2

Now

Foreseeable 
call on 

capital n

Lifetime
savings

Post-workForeseeable calls on capital
Predictable cash requirements
e.g. educating children, clearing mortgage

Funding life 
after work 

Everyday 
emergencies
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The sooner you have a balance sheet and a budget set up, the earlier 

you can start to think about how your finances will map out in the 

years ahead. This is not an easy process, however it will give you the 

comfort you need regarding how long your assets will last and an 

understanding of the investment strategy you need to put into place 

to ensure this.

If this last step sounds a little daunting, an Adviser can advise you on 

how to get started and help you to construct budgets and cash flow 

forecasts. 

Making the right choices

The range of places you may receive income from, aside from work,  

is pretty wide these days. For a lucky few, the main source of income  

will be a final salary ('defined benefit') pension scheme, 

supplemented, when they reach the appropriate age, by the State 

Pension. We cover both shortly. For most of the rest of us, unless 

we are a dab hand at running a property portfolio, saving is done 

via the various forms of personal pension. Fortunately, these days 

the options you have once you leave full-time work are much wider 

than they used to be, however, picking the right one does require  

some judgement. 

On reaching a traditional retirement age, a popular option for 

those in private pensions, when it came to generating income, 

used to be an annuity – a product we will come back to – once 

they had taken out a tax-free lump sum. However, today the 

rules allow much more flexibility about how a fund is deployed,  

with annuities forming one, but not the only, choice alongside 

the various drawdown routes we will be looking at later. This new 

freedom is welcome: a properly executed drawdown strategy should 

help to generate the right level and pattern of income over what 

could now be 20–30 years, or more.
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This guide will provide a basic road map through some of the key 

considerations you face when planning your post-work finances. 

Along the way we will look at each of the major sources of post-work 

income and consider some of the basic tax implications. We will start 

with a short overview of State Pensions and finish with a tour of the 

pros and cons of using your main home as a piggy bank. To find out 

more about any of these topics as you read the subsequent chapters 

in this guide, please get in touch with us at info@killik.com.

mailto:info%40killik.com?subject=
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State Pension overview

Many savers appear to be relying on a State Pension if figures from 

HSBC are correct: in 2021 the Bank estimated that the average 

British private retirement fund may be as low as £30,000, which 

is not much in the context of what could be a 20-30 year period.  

However, anyone planning to lean heavily on the State once they 

stop work should be careful; as we all live longer, the minimum State 

Pension age is on the rise and the rules about how the State Pension 

is calculated can and do change at any time. In short, although the  

State Pension is assumed to be part of the financial furniture by 

most people, nothing is guaranteed. With that caveat, here is a short 

summary of the key features from the latest version, which came into 

effect for anyone retiring on, or after, 6th April 2016.

A rising State Pension age

The minimum age for men and women to claim a state pension is 

now 66. Anyone who is a long way off this age should assume that the 

threshold will keep rising, as future governments wrestle with how to 

fund State Pensions for an increasingly ageing population. 

The amount: old versus new

The maximum (or 'full') State Pension for someone reaching the 

minimum age in 2022/23 is now £185.15 per week. You will normally 

need to show a minimum number of years of National Insurance 

contributions over your working career in order to qualify for this. 
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This requirement may present a particular challenge for anyone who 

has taken significant time away from work during their career or 

who, for example, opted to 'contract out' of what used to be called the 

State Earnings Related Pension (SERPs). However, if you think you 

may have a shortfall, you may be able to make additional voluntary 

National Insurance contributions to compensate.

Working out your total overall entitlement is now more complicated 

in light of the recent rule change:

• It is worth noting that anyone who built up their entitlement 

to a State Pension fully under the old rules and reached the 

minimum age before 6th April 2016 will not be entitled to these 

same benefits. For them, the full basic State Pension is capped  

at a lower amount, which may be enhanced by an Additional 

State Pension (which effectively replaced SERPs)

• If, on the other hand, you built up greater benefits under the  

pre-6th April 2016 rules than allowed by the post-6th April 2016 

rules and reached State Pension age on, or after, 6th April 2016, 

you should receive the higher of your entitlement under the  

old and new rules. 

Anyone worried about whether or not they will end up with the right 

amount should contact an Adviser. 
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Will the State Pension protect me from inflation?

The answer to this was yes until recently, under something called the 

"Triple Lock". This ensured that the State Pension rose by the highest 

of three measures: the rate of inflation, the rate of wage growth and 

2.5%. However, in 2022/23 this pledge will not be honoured and the 

fixed rise will be 3.1%. Retirees will therefore be hoping it is restored 

in 2023/24.

To find out more

State Pensions are fiddly and this guide only covers the bare bones.  

If you are approaching peak savings it is well worth trying to work  

out your entitlement so that you can start to address the important 

issue of whether or not you should be making further National 

Insurance contributions. You can start this process at this government 

website address: 

tax.service.gov.uk/check-your-state-pension.

http://tax.service.gov.uk/check-your-state-pension
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The lucky few

How final salary (defined benefit) schemes work

Once the norm, final salary schemes are rapidly being phased out 

as companies seek to cut costs. They are also under constant review 

even for State employees. If you are fortunate enough to be in one, 

or have been in one at any point during your working career, the 

benefit you will have accrued will be tough to match any other way 

in most cases. Here is a summary of how they work. 

How defined benefit (final salary) schemes work 

The basic principles

In return for a regular contribution from you and your employer,  

the scheme pays out a fixed proportion of your earnings once you  

stop work, in addition to a tax-free lump sum. What is more, most  

of these schemes offer an annual inflation uplift, typically by linking 

your annual income to the Retail Prices Index (RPI). Sadly, these  

Pension 
fund

Benefit is defined

Employee may pay
money in

Employer pays
money in

+ +

This type of scheme is only offered by the government and  
a few employers.
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generous and low-risk schemes for employees are withering as 

companies and the government look to reduce their overall cost. 

Three ways this can happen are:

• A reduction in the benefit from a percentage of final salary  

to a percentage of average salary (the latter will typically  

be a lower number)

• A reduction in the accrual rate from one sixtieth of your income 

for every year worked to, say, one eightieth, which reduces the 

maximum annual benefit from two-thirds to one half of your 

final, or average, income

• In the corporate sector in particular, these schemes are often no 

longer offered to new joiners at all and some firms are trying  

to reduce their future obligations to existing employees.

A word of caution

Even allowing for these disadvantageous scheme changes, the 

level of benefit that most people accrue under the terms of a 

defined benefit arrangement are pretty hard to match via any 

other route such as money purchase. Furthermore, a final salary 

arrangement gives you welcome visibility over the level of your 

income. For these reasons, always take advice before considering 

any offer you may receive to exit such a scheme in return for 

a cash lump sum. These offers can seem tempting, especially 

if the lump sum on offer is as high as 40 times your expected 

annual retirement income, as some have been until quite recently.  

The terms need to be weighed up very carefully, as by accepting such 

an offer you are giving up a degree of valuable certainty. One of our 

Advisers will be happy to help .
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The pros and cons of annuities

In what older readers of this guide may view as the 'bad old days', 

before the introduction of pension freedoms in 2015, your retirement 

choices were pretty limited. Up to the first 25% of any private pension 

fund you had accumulated could be taken as a tax-free lump sum 

and the rest was often simply converted, by default, into an income 

stream, known as an annuity. Furthermore, you had to do it by the 

age of 75. Under the newer rules, annuity purchase is optional and 

whilst there have been many media headlines citing 'the death of 

the annuity', as rates have fallen, they will still have their place in an 

overall income portfolio for some people, as interest rates rise again.  

So how do they work?

The basic deal

Despite the off-putting jargon, annuities are a relatively 

straightforward product, at least in principle, as the following 

diagram shows.

The basic model of an annuity

You

Lump sum
Provides a 

regular income

Annuity provider

-

+
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You swap a lump sum, saved via a private pension, for an income 

from the annuity provider – typically a life assurance company. 

Nowadays many people choose instead to go down one of the more 

flexible drawdown routes, something we look at in the next chapter 

in more detail. So, how do you decide whether to take any sort of 

an annuity? To help you, the pros and cons may be summarised as 

follows:

The pros and cons of an annuity

Pros Cons

Secure income Annuity rates are still relatively low

Any underlying investment risk  
is borne by the provider

Terms can be inflexible

Simple to manage The provider benefits if  
investments rise

Becoming more flexible in some 
cases

Can be poor value for those who  
die early

May not be inheritable

In short, for people who want certainty and no risk in terms of the 

income they will receive (i.e. how much it will be and the fact that 

it will never run out), an annuity may still be the right choice for 

at least part of their income. However, the major drawback is that 

annuity rates are low at the moment, thanks to record-low gilt yields 

to which they are linked and rising life expectancy. Further, with an 

annuity there is not always the possibility to participate in additional 

upside should the underlying investment portfolio subsequently 

outperform – that benefit accrues 100% to the annuity provider. For 

many people the fact you are locked into an annuity deal and the  

low level of income on offer will be sufficient reason to look 

elsewhere for their retirement solution. 

+ -
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How much will I get?

The exact level of annuity income you can expect to receive will vary 

according to the interest rate backdrop and a number of other factors.

Factors that will influence your annuity income

Increases Decreases

Later conversion date Minimum guarantee period

Medical/ill health grounds Inflation-linking/capital protection

Smoking Joint, rather than single, life

All of these criteria need careful thought.

Deferring stopping work

Although you can boost your annual annuity income by deferring 

the date you stop work, you need to weigh up how you will plug the 

income shortfall in the meantime. For increasing numbers of people 

one route will be via working on, perhaps part-time rather than full-

time – this is something to talk through with your employer well in 

advance if it is an option you may want to consider. By deferring 

taking benefits, you may achieve a higher level of income but at the 

cost of income foregone in the earlier years. This trade-off needs to 

be carefully weighed up.

+ -
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Minimum guarantee period

None of us knows for sure how long we will live. To mitigate the risk 

that you buy an annuity and then only live to claim say the first few 

years’ worth, you can pay for a minimum guarantee period – this 

means the annuity provider commits to pay out the agreed annuity 

for say five or ten years regardless. Naturally this will push up the 

cost of the annuity by reducing the annual income you receive, but 

for many people this is still a worthwhile safeguard. 

Inflation-linking

If you choose zero inflation-linking, you will start with a significantly 

higher annuity income than if you opt to have your annual income 

boosted by say the increase in the retail prices index (RPI) or a fixed 

annual amount. The problem is that over say 20 years your income 

will be eroded every year in real (or 'purchasing power') terms. 

If the rate of inflation is say 5% per year you will lose half of your 

purchasing power in around 14 years with no inflation-linking.

Single or joint life?

Traditional annuities will either pay out only if the annuity holder 

is still alive ('single life') or can be structured to pay out (say 50% of 

the annual income) to a surviving spouse ('joint life'). This decision 

affects the level of income received from the start, with single life 

annuities paying out a higher amount from the offset unless the 

second beneficiary is significantly older than the first.

Ill health/medical grounds/smoking

Consider first whether an annuity is the best option. If it is, then do 

let your annuity provider know if you suffer from poor health, or 

smoke, before the annuity is set up, as this can increase the annual 

amount they will pay.
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Do shop around

Some people do not realise that they are under no obligation to take 

an annuity from the same firm that they saved with – under the Open 

Market Option you are entitled to compare annuity quotes and shop 

around for the best rate. This is usually well worth doing so please 

get in touch if you are not sure how to go about it. 
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How income drawdown works

The decision about how best to generate an income after work, 

is a complex one. Here we take a quick look at where the various 

drawdown routes fit in. In summary, what you are doing here is 

managing your fund so that it generates the level of income you want 

at the right time. This is a far more flexible approach than say buying 

an annuity will give you, but it does impose some responsibility on 

you to make it work. For that reason, do speak to an Adviser should 

you like to find out more having read this chapter. 

The context

The lifecycle of a pension can be broken down into two stages as 

follows:

An overview of your savings roadmap

Stop full-time work

TIME

Peak lifetime savings

Working life After workBirth

Accumulation
phase

De-accumulation
phase

Death
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Here we are focusing on the second phase on the right – having built 

your lifetime savings, how can you ensure that they will meet your 

needs? The answer depends, in part, on what sort of fund you have 

accumulated.

Sources of post-work income

These days income can come from a number of sources for those no 

longer in full-time employment;

Whilst State Pensions and Defined Benefit (or Final Salary) schemes 

provide a more-or-less guaranteed income, personal pensions and 

non-pension assets do not. Under relatively recent changes to the 

rules, you now have far more flexibility about how you use a private 

pension pot as the following list reveals.

Income sources summary

State Pension Known income from State retirement age

Defined benefit 
scheme

Scheme-specific minimum retirement age, with  
benefits reduced if taken early

Personal  
pension

Annuity – known income from 55 (rising to 57 in 2028) 
Drawdown – variable income from 55 (rising to 57 in 
2028)

Non-pension 
assets

ISA, non-ISA, property 
Variable income
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So, assuming you elect not to hand over your money to a life 

assurance company in return for an agreed income (an annuity),  

how does the drawdown route work? The answer can get complex,  

so here is a simple example.

Let us say you have a £200,000 pot. You will want to balance a need 

for income against making your capital last over what could be 20-30 

years. Your basic options could be summarised as:

• Living off capital and running it down

• Living off income to preserve capital

• Living off a mixture of the two.

The right route will depend on your personal circumstances.  

For many people, a pure cash-based capital-only solution would be 

too cautious whilst an income-only route may not provide enough 

annual funds in a low yield world. You may therefore pick option 

three and mix the two approaches. Whichever route they pick 

however, the key question remains – how much can you afford to 

draw down on a mixed basis so that your funds last long enough?

How you can use your private pension fund

Take cash out – first 25% is available as a lump sum tax-free.  

Rest taxable at your marginal Income Tax rate 

Swap cash for an annuity (income) – or a lump sum 

Leave money invested and draw off income

Utilise an uncrystallised funds pension lump sum (UFPLS) to take 

out regular amounts

1

2
3
4
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This is not a straightforward point to answer. Bear in mind that 

most drawdown routes will leave you exposed to some degree to the 

vagaries of the underlying markets. Some of the key risk factors that 

you need to weigh up are included here:

• Living longer than you expect

• A financial markets meltdown

• Higher than expected inflation

• Misjudging future calls on capital (e.g. care costs)

• Drawing off too much, or too little, capital.

To address a few of these in a bit more detail:

LIFE EXPECTANCY

As our lifespans rise on average, people are at increasing risk of 

underestimating the length of time over which they will need an 

income once they stop full time work.

A FINANCIAL MARKETS EVENT

An income drawdown strategy is likely to be based, at least in part, 

on equity investment. That is because over long periods equities 

have shown themselves to be a useful source of both income and 

capital growth. However, the price you pay for this is occasional 

bouts of severe short-term volatility of the sort we saw in 2020. 

From time to time, stock market falls of 50% or more are possible. As 

someone relying on the market for income, the key is to remember 

a couple of things. First, although capital values may swing around, 

what ultimately matters is the level of income you are receiving 

from a portfolio – just because share prices are down, that does 

not automatically mean that your income yield will plummet too. 

Secondly, dips in the market offer the chance to acquire shares with 

decent yields at cheap prices so you may want to take advantage by 

topping up your income holdings.
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PULLING IT ALL TOGETHER 

The ultimate size of your annual drawdown will therefore depend on 

a number of factors, key amongst which is the overall post-inflation 

growth rate you achieve on your invested capital. 

HIGHER THAN EXPECTED INFLATION

Until recently, financial markets had enjoyed a long period of record 

low interest rates, built on very low levels of inflation. However, that 

benign phase is now over as prices continue to rise. A good income 

plan will take inflation into account and there are ways to organise 

a portfolio so that it is oriented towards shares and funds that have 

shown their worth in the past when it comes to matching, or better 

still beating, inflation.

CARE COSTS

Still one of the 'hidden' time-bombs, care costs are rising all the time 

from an already high base – recent reports show that the weekly, 

fully privately funded, cost is somewhere around £1,000. Worse, 

the amount of State support for those who have a decent level of 

assets is very limited. So a good financial plan will make allowance 

for these and should be flexible enough to recognise that a sudden 

deterioration in your health may see you needing to call on some 

form of care earlier than you hoped.
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So, at a 2% rate of growth you could afford to drawdown nearly 

£9,000 versus more like £11,500 at 4%. On a capital-only basis, with 

no adjustment for inflation, you could drawdown around £6,600. 

This is why a long-term income plan is likely to include equities 

as, over the last 50 years** they have proven their worth in terms 

of providing inflation-beating returns that exceeded both cash 

and bonds. Clearly, the length of the chosen drawdown period will 

also heavily influence the drawdown rate and also the impact that 

inflation has on both your income and remaining capital sum. Also, 

please note that the past is no guarantee of future performance.

£0

£4,000

£8,000

£12,000

£16,000

£20,000

Capital (0%)6% growth4% growth2% growth

£8,900

£11,500

£14,500

£6,667
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V

E
L 

O
F
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N

C
O

M
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POTENTIAL GROWTH RATE*

An example of potential income over a 30 year period

Pension fund of £200,000

Over a chosen 30-year period, this growth rate could affect your pre-

tax annual drawdown as follows (assuming you have no capital left 

which may not be optimal):

* The growth rates used above are for illustration only and are not 
guaranteed. With all stock market investment there is a risk that you could  
lose some, or all, of your capital.

** According to the Barclays Equity Gilts Study
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The timing of any large drawdowns of capital must also be factored 

into your underlying asset allocation as you balance up safety – the 

need to guarantee you will have sufficient funds – against generating 

income and growth.

Balancing up your needs

A successful drawdown strategy will take account of both your 

need to generate an income and also meet specific milestones. For 

example if your aim is pure income, then an equity-based portfolio 

that targets income-generating shares and funds will tend to be 

the more effective route. However, if your aim is certainty and 

predictability regarding both the amount and timing of future cash 

flows, then a bond portfolio may be the better bet. We deal with this 

in more detail in a later chapter. Many investors will need to blend 

the two approaches to achieve the right outcome. In short then, there 

is plenty to think about when it comes to managing a portfolio in 

drawdown. To find out more about any of the points raised here 

please contact an Adviser. 

Meeting goals

A model for managing your money

Rainy day 
money

Foreseeable 
call on 

capital 1

Foreseeable 
call on 

capital 2

Now

Foreseeable 
call on 

capital n

Lifetime
savings

Post-workForeseeable calls on capital
Predictable cash requirements
e.g. educating children, clearing mortgage

Funding life 
after work 

Everyday 
emergencies
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Making your money last – the 4% rule

We have already noted that one of the biggest fears facing many 

people once they stop working is running out of money. After all, 

none of us know how long we will live and unless you are fortunate 

enough to have a final salary pension that offers a guaranteed income 

for life, the risk that your funds do not last falls on your shoulders. 

This is where something called the 4% rule comes into play – it is not 

infallible but it is nonetheless a useful starting point. 

The 4% rule introduced

In 1994 an important study was undertaken by William Bengen 

on stock and bond returns from 1926 to 1976. He was hoping to 

discover what drawdown rate could safely be applied to a fund such 

that it would be guaranteed to last at least 30 years from the point 

of the first withdrawal. In summary, he found out that, provided 

you did not draw at an annual rate greater than 4% – adjusted for 

distributions such as dividends and also inflation – you would not 

have exhausted a 60:40 stock/bond portfolio during any 30-year 

period within the study. A useful rule of thumb was born. 

How useful is it?

As a starting point, the 4% rule is still relevant. However it should not 

be followed blindly. Much has been written since Bengen published 

his study on whether the 4% rule still works today and it is fair to say 

that opinion is divided. For example, inflation and bond yields were 

higher then than now, which suggests that a lower drawdown rate 

may be more appropriate today. 
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Conversely, the latest pension freedom rules allow you to openly 

invest a fund and should it perform consistently well you could find 

that 3–4% is too conservative and will leave you with unused funds.

The key is therefore to be flexible and take advice; starting with 

a benchmark of around 4% is fine but you need to monitor and 

actively manage your funds as market conditions and your own 

capital requirements evolve. Further, you may find that you are able 

to earn more than 4% in the early years of your retirement, following 

a relatively aggressive investment strategy, than you can later on 

when capital preservation becomes crucial, perhaps to pay for care. 

So, you may, for example, decide to roll over excess income from the 

early years to bolster the later ones as well as changing the focus of 

your income portfolio as you move through the drawdown phase. 

Finally, don't forget about tax. An income of 4% pre-tax may be 

considerably more than it is post-tax, particularly for higher and 

additional rate taxpayers. This also needs to be taken into account.
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A basic illustration

Let us say you have £200,000 to invest. For many people Bengen’s 

30-year time horizon is still a reasonable period to plan over. Sure, if 

you retire at say 70 you may feel that is too long. Equally for someone 

fortunate enough to be contemplating giving up work at say 55, 30 years 

may seem too short. The impact of assuming different periods of 20, 

30 or 40 years is shown on the next page. In each case, the illustration 

assumes that you could earn 2%, 4% or 6% growth every year, after 

inflation. These rates are assumed and are in no way guaranteed.  

For comparison, the first column shows how much you could afford 

to draw off your fund if you were to leave it in cash and in effect draw 

off capital only.

Clearly your choice of time horizon and growth rate will make quite 

a difference to the level of income you can afford to withdraw. So 

you can probably see even from this simple scenario that whilst 

Bengen’s rule is still useful, a number of factors will go into the 

calculation of an appropriate drawdown rate that is tailored to your 

personal circumstances and requirements. An Adviser will be happy 

to discuss this with you in more depth.
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An example of annual income over 20, 30 or 40 years

Pension fund of £200,000

Growth rate
Annual income 

over 20 years
Annual income 

over 30 years
Annual income 

over 40 years

Left in cash £10,000 £6,667 £5,000

2% £12,000 £8,900 £7,300

4% £14,700 £11,500 £10,100

6% £17,400 £14,500 £13,300

* The growth rates used above are for illustration only and are not 
guaranteed. With all stock market investment there is a risk that you could  
lose some, or all, of your capital.
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Weighing up different sources of income

Most portfolios that are designed to generate income will blend 

together different asset classes in a proportion that reflects the aims 

and ambitions of the individual. For example:

• Someone who has just stopped working and is looking at a  

20–30 year investment horizon may want to blend income  

and capital growth

• Someone who is further on and perhaps worried, in the shorter 

term, about paying for care costs will need to take a more 

cautious approach to ensure they preserve sufficient capital in 

cash and/or short-dated bonds.

In this chapter we will take a quick look at the pros and cons of 

some different income-producing asset classes. Before we start, it is 

worth noting that there are quite a few of these, which can loosely be 

divided into 'conventional' and 'alternative'.

Different income-producing asset classes

Conventional Alternative

Cash Currencies

Bonds Commodities

Shares Antiques

Property Art

Derivatives
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We will be focusing on the left hand selection here and leave those 

on the right to the experts and enthusiasts. If you are one of them, 

please do get in touch, but for now, we will begin with cash.

Cash

Cash has a place in every financial plan as a liquid way to meet  

short-term costs and emergencies. It is also essential to have bigger 

cash reserves later that may be needed for regular costs such as 

paying for long-term care. However the proportion of a portfolio 

that is in cash, especially in the early stages of retirement, needs to 

balance up the need to meet budgeted costs against the fact that 

cash rarely earns inflation-beating returns. As a store of wealth it has 

shown itself to be of limited value over long periods.

Pros and cons of cash

Pros Cons

Simple to understand Interest rates remain low

Relatively liquid Historically not a good source of 
inflation protection

Short term flexibility 
(emergency funds)

+ -
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Historically, inflation has tended to erode the value of cash in 

'purchasing power' or 'real' terms as the following chart reveals.

Here we can see that since the mid-1970’s £100 has fallen to less than 

one tenth of that in terms of its ability to buy goods and services. At 

the time of writing, in Spring 2022, with inflation running north of 

5%, a typical cash deposit account paying around 1.5% was losing 

money. So where else can investors turn for income?

Bonds

Despite the jargon, 'fixed-income' bonds are mechanically pretty 

simple assets. As an investor, you put money into a bond, then 

receive in return a regular income and eventually cash it in to get 

your money back. Provided the issuer does not default, it therefore 

works a bit like a bank account but with a better yield. 
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Here is a summary:

The main pros and cons of this type of investment may be summed 

up as follows:

Pros and cons of fixed income bonds

Pros Cons

Counterparty risk can be relatively 
low, subject to bonds chosen

Less well understood than pure 
cash deposits

Regular source of income Risk levels vary

Historically higher returns  
than cash

Secure yields relatively low

Returns can be predicted with 
certainty if held to maturity

Careful selection needed in the 
current climate

No inflation protection unless 
index-linked

An example of how a fixed income bond works

Money in
(Buy a bond)

Money out
(Bond matures)

Issued by governments and companies looking to raise funds

Regular incomeSwap cash for an annuity (income)
Not compulsory

+ -
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The great advantage of bonds over, say shares, is that provided 

you hold them through to the point where they are paid back or 

'redeemed' by the issuer, you can predict the precise amount of 

cash you will receive over the life of the bond. This can make them 

useful in a situation where someone knows exactly what cash flow 

they require in the future but wants to earn a higher return than they 

can get in the bank. Provided the bond issuer does not go bust, you 

then have complete visibility over the size and timing of future cash 

receipts. That said, yields on bonds have been depressed over recent 

years so anyone looking for a strong income stream by taking on 

more investment risk should make sure they fully understand the 

different dynamics of say the corporate bond market versus the safer 

government bond market. Our specialist in-house bonds team can 

help here – please contact an Adviser to find out more. 

Shares

In another guide in this series, "How to invest in equities" guide, we 

look at the mechanics of shares in some detail. Here we will focus on 

summarising the main pros and cons.

Pros and cons of shares/equities

Pros Cons

Historic long-term returns have 
usually beaten inflation plus cash 
and bonds

Can be volatile in the  
short-term

Can be a regular source of  
decent income

Income is not guaranteed

Relatively easy to understand,  
own and manage

Risk of a capital loss

Most shares are liquid Require a disciplined  
investment approach

+ -
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Historically, shares have proven their worth when it comes to 

beating inflation. The post-inflation annual average return from 

UK shares over the last 50 years has comfortably beaten bonds and 

cash. However, the price you pay for this as an investor is volatility;  

in the short-term shares can be unpredictable and sometimes suffer 

sharp drops in value. The trick is to manage this volatility rather 

than let it put you off or rule your investing approach. Furthermore, 

although some of the yields available from individual equities are 

pretty tempting, especially when compared to say a bank deposit and 

even many bonds, you should be wary of what are called 'yield traps' 

– income shares that promise high dividends and then subsequently 

fail to deliver them. Similarly, someone who no longer works should 

always be looking to maintain a well-diversified portfolio so that 

they are never too dependent on one stock as a source of income. A 

portfolio may blend a mixture of large-cap stocks with smaller ones 

alongside funds. Again, there is more detail on this in our "How to 

invest in equities" guide and it is something an Adviser will be happy 

to discuss in more detail.

Direct holdings or a fund?

Income investors need to ensure that they have a well-diversified 

portfolio of shares so that they are not heavily exposed to a dividend 

disaster such as BP's notorious 2010 Deepwater spill (after which the 

dividend from what had been one of the stock market’s most reliable 

dividend payers, was slashed). Funds can provide this but be aware 

that they come with different mandates and so the extent to which 

they generate income will vary, as will the amount of risk the fund 

manager may have had to take to generate the headline yield. 
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As a starting point, it can be helpful to think about fund mandates 

like this:

• Income funds may provide foundation income especially  

in the early years

• Income and growth funds can generate medium to  

long-term returns

• Growth funds can help with longer term goals

• Absolute return funds can mitigate periods of volatility.

In other words, you need to match your fund selection to your 

objectives and these will change as you progress through life after 

work. To help you decide, ask some basic questions about a fund and 

its managers before investing. For example:

• What is the fund’s income (or growth) strategy?

• How liquid are the underlying investments?

• What is the performance history, both in good and bad years?

• How are fees levied and what are the associated costs?

Investment portfolios

For some investors, funds alone will be a perfectly acceptable way  

to get their diversified equity-market exposure. However, other 

retirees will want more flexibility and choice than a fund mandate 

may provide. For them a portfolio that may blend together direct 

holdings in equities, perhaps alongside funds as well as bonds and 

cash may be more suitable. Deciding which route to take requires a 

bit of judgement – as a rule of thumb, for smaller investors a fund 

route is likely to be the most cost/benefit effective whereas for larger  

ones a portfolio may be the better option. The key factors  

to weigh up include:
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To expand on a couple of these points; with a portfolio you get better 

visibility over what is being held (you can see what is 'in the box')  

on your behalf and therefore the likely level of future cash flow. You 

also get better flexibility in that you are not tied to one fund mandate. 

Additionally, whilst funds can offer a good way to get exposure 

to well-known, liquid markets such as the US, in other regions your 

choice may be more restricted. Portfolios also offer access to an Adviser 

on a regular basis, who will be able to discuss your wider objectives 

and any relevant planning opportunities. All of these factors need 

to be weighed up together to ensure you build the most appropriate 

solution. Please speak to an Adviser to find out more.

Key criteria for investing in a fund or a portfolio

Criteria Portfolio or fund

Simplicity Fund

Visibility Portfolio

Flexibility Portfolio

Efficiency (costs)
Portfolio – suits larger sums 
Fund – suits smaller sums

Access Portfolio

Tax planning It depends

Administration Fund

Diversification It depends
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Ways to reduce tax

No-one wants to give away their hard-earned and saved retirement 

income to the government. So although the headache of National 

Insurance contributions disappears once you are retired, you can 

still be hit for Income Tax, Capital Gains Tax and Inheritance Tax, 

albeit the latter will affect your heirs rather than you. As this is not 

a tax guide per se, here is a short checklist of ideas when it comes 

to reducing tax – an Adviser will be happy to discuss any of these 

in more detail and provide you with a copy of our "How to save and 

invest tax-efficiently" guide.

The first 25% of a pension fund is tax-free

Firstly, do not forget that the first 25% (up to the Lifetime Allowance) 

of your retirement fund can be taken tax-free. Anything above this 

is taxed at your marginal rate of income tax, which is driven in turn 

by your total level of income. However, you are under no obligation 

to take the first 25% all at once. One alternative is to spread the 

withdrawal of this tax-free sum over a number of periods – for 

example rather than taking say £25,000 as a lump sum you could 

take £2,500 per year over ten years instead. Either way the amount 

is tax-free but the latter route may help you to avoid triggering an 

Income Tax liability or at least reduce it.

Another option is to defer taking the lump sum at all, in the hope 

that it will grow (of course it may do the opposite if it is 100% stock 

market invested). Should you retire with an entitlement to, say, 

£20,000 tax-free and leave it invested, it will still be tax-free even if it 

increases in value to say £30,000.
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Using up your personal allowances 

In retirement you are entitled to an annual tax-free amount of  

income, which for 2022/23 remains at £12,570. A couple can 

therefore immediately shield just over £25,000 from Income Tax. 

This represents a decent base amount that you can draw down 

without fear of incurring Income Tax. The savings allowance and 

starting rate for savings can both be useful too.

The dividend allowance

This still lifts £2,000 of dividend income per individual out of 

Income Tax in 2022/23.

Splitting ownership of income generating assets

Given that each person in a married couple, or civil partnership,  

is entitled to a personal allowance each, a Capital Gains Tax 

allowance each and the basic rate tax bands, it makes financial sense 

as far as possible to split your assets and income to take advantage. 

An Adviser will be able to offer further advice on the best way to do 

this and also other ways to ensure your retirement income strategy 

is tax-efficient. 

ISAs and personal pensions

It is worth noting for Inheritance Tax purposes that the tax treatment 

of these two important savings vehicles is different. Whilst ISAs 

are subject to Inheritance Tax, personal pensions usually are not.  

This creates some planning opportunities when it comes to using 

up assets in retirement in a tax-effective manner. To find out more 

about this, please contact an Adviser. 
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How to release income from your home

As you approach or enter the post-work phase of life, you will 

probably be bombarded with offers from companies trying to 

persuade you to unlock capital from your main home. This is known 

as 'equity release'. What follows is a short tour of the basic mechanics, 

along with a warning: some of these schemes can be a very expensive 

way to raise capital so make sure you know exactly what you are 

signing up for before going down this route and also make sure you 

have explored possible alternatives first.

What is equity release?

The majority of these schemes are designed to give you access to 

capital from your main home, to then do with as you wish, without 

you having to sell up and/or downsize. There are two main types  

as follows:

Home reversion schemes

The deal here is that you are offered a lump sum of capital now, or 

a series of regular smaller amounts according to an agreed payment 

schedule, in return for giving up a percentage of the eventual sales 

proceeds from your home. Typically this sort of scheme is offered to 

the over 60’s, who will tend to be already mortgage-free when they 

sign up. So far, so simple. The devil, however, is in the detailed terms 

of what is in effect a loan deal by another name. Here are some of the 

bigger catches to be aware of:
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• Depending on your age, some home reversion schemes offer  

a fairly small percentage of the property value up front  

(perhaps 20%) but ask for a much bigger proportion of the 

eventual sale proceeds (perhaps 70%). The lender will argue  

that this reflects the risk to them and the fact that they will  

not be repaid immediately but this sort of '20:70' deal can 

represent poor value for money

• The value placed on your property at the time the loan is made 

may be below its market value

• Any such loan may restrict both how you use the property in the 

future and your ability to claim other benefits

• A hefty arrangement fee may be payable.

In short then, many home reversion schemes are a good example of 

where it pays a buyer (or borrower) to be wary and read all of the 

terms and conditions carefully before signing up.



How to generate a post-work income (2022 – 2023)

44

Lifetime mortgages

With these schemes the deal is slightly different but the potential  

cost to an unwary borrower can still be pretty high. This time you are 

taking out a mortgage on your property, which may be structured a 

number of different ways – it may be 'interest-only' with the capital 

repaid later, or 'roll-up' such that interest and capital repayments are 

deferred until the property is eventually sold.

Whilst these deals can seem to offer better terms than a home 

reversion scheme, nonetheless there are pitfalls to watch out for, 

including:

• Early repayment penalties

• Restrictions on the portability of the loan

• Maximum loan to value ratios set well below the market value  

of the property

• High interest rates.

On this last point, on the next page is a graph, based on someone 

borrowing £95,000 on a roll-up basis at an annual interest rate of 

6.79%. After five years they would owe around £132,000 and after ten 

years, £183,000. The total amount has doubled at even a relatively 

low illustrative rate.

So what are the alternatives to what can be an expensive borrowing 

arrangement? Here are just a few suggestions that are well  

worth exploring.

• Review other investments for their income generating potential

• Consider renting out a room in your property  

(the first £7,500 is tax-free)
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• Make sure you are getting full State benefits: 

• Pension credit

• Income support

• Attendance allowance

• Council tax support

• Check availability of help with improvements or adaptions

• Seek a second opinion, inside or outside the family.

To discuss these in more detail and for a detailed review of how your 

finances may project when it comes to meeting post-work costs and 

care fees, please contact an Adviser.
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Other guides in this series

A reminder for readers
Nothing in this guide should be construed as investment advice, financial advice, tax advice or as comment  
on the suitability of any investment or investment service. Please do remember that we are an investment 
company. The commentary you will find in this guide is for information only; it is not intended as research  
or a recommendation suitable to your individual circumstance. Please do seek advice before acting. As is the  
very nature of investing, there are inherent risks and the value of your investments will both rise and fall over 
time. Please do not assume that past performance will repeat itself and you must be comfortable in the knowledge 
that you may receive less than you originally invested. Also please note that all financial advice must be tailored  
to your personal circumstances and tax situation.

https://www.killik.com/how-to-invest-in-equities/
https://www.killik.com/how-to-save-and-invest-tax-efficiently/
https://www.killik.com/how-to-save-and-invest-for-your-family/
https://www.killik.com/how-to-plan-for-later-life/
https://www.killik.com/how-to-build-a-retirement-fund/
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