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Source: Legal and General Investment Management illustrative example using ONS data 
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Retirement 

date 

Private 

Pension 

£20,000, or 67% of final salary 

State Pension 

£27,500, or 92% of final salary 

Illustrative example 

using median earner 

data, expressed in real 

terms 
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LEGAL & GENERAL INVESTMENT MANAGEMENT - REAL INCOME BUILDER JULY 2016 

Source: Legal and General Investment Management illustrative example 

State Pension 
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Retirement 

date 

Private 

Pension 

£5,000, or 17% of final salary 

£12,500, or 42% of final salary 

Assumes 8% of gross 

salary contributed to DC 

scheme in a mainstream 

lifestyle fund until 

retirement, then invested in 

a real annuity at 65 

The reality 
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Source: Legal and General Investment Management 

Closing the gap? 

SAVE 

MORE 

 Company 

contributions 

 Individual 

contributions 

SPEND 

LESS 

 In retirement 

WORK 

FOR 

LONGER 

 Full time 

 Part time 

RELEASE 

HOME 

EQUITY 

 Downsize home 

 Or reverse 

mortgage 

SHOULDER 

MORE 

RISK 

 Investment risk 

during 

− accumulation 

− retirement 
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Closing the gap? 

SAVE 

MORE 

 Company 

contributions 

 Individual 

contributions 

 ⅔rds of final salary 

in retirement 

requires saving 

32% of gross 

during 

accumulation 

SPEND 

LESS 

 In retirement 

 Hard to live off less 

than £1,000 per 

month without 

radical 

compromises to 

lifestyle 

WORK 

FOR 

LONGER 

 Full time 

 Part time 

 Saving 8% of 

gross salary 

means working to 

80 to achieve ⅔rds 

of final salary in 

retirement 

RELEASE 

HOME 

EQUITY 

 Downsize home 

 Or reverse 

mortgage 

 Median house 

value in UK is 

£282k – releasing 

some equity helps, 

but still need 

somewhere to live 

SHOULDER 

MORE 

RISK 

 Investment risk 

during 

− accumulation 

− retirement 

 Taking more 

investment risk will 

create more 

uncertainty and 

require flexibility 
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Source: Legal and General Investment Management 

LATER 

LIFE 

FULL  

RETIREMENT 

SEMI-

RETIREMENT 
FULL TIME WORK 

Semi-retire, when savings  

provide enough real income  

Fully retire, when savings  

provide enough real capital 

 Take real income 

from savings to top 

up wages from part-

time work 

 Avoid draw-down of 

real capital until as 

late as possible 

 Buy end of life 

annuity 

 Use capital for 

home-care or 

care-home 

costs 

 Build the real income 

capability of retirement 

savings 

 Adjust your retirement 

plan as circumstances 

change 

 Set aside capital for 

end of life costs 

 Start capital draw-
down from 

− Retirement 
savings 

− Home equity 

An alternative retirement plan 
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£30,000 

£20,000 

£10,000 

20 30 40 50 60 70 80 90 

Private 

Pension 

£10,000, or 33% of final salary Semi-retirement 

Work 2 or 3 days per week  

Semi 

retirement 

wages 

Full 

retirement 

Semi-

retirement 

Full time 

work 

An alternative retirement plan 
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Real  
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Semi 

retirement 

wages 

Full 

retirement 

Semi-

retirement 

Full time 
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Where 8% gets you now 

Salary topped up by real income 

from savings 

£15,200, or 51% of final salary 

£22,700, or 76% of final salary 

An alternative retirement plan 
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State Pension 

An alternative retirement plan 
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life 
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An alternative retirement plan 
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Source: Legal and General Investment Management 

Delay 

draw-down 

 Preserves 

capital for later 

 Keeps savings 

in risk assets 

for longer 

 Delays 

annuitisation 

 

Maintain 

flexibility 

 Keeps 

employment 

options open 

 Enables 

individuals to 

shoulder more 

investment risk 

 

Increase 

leisure 

 Allows you to 

retire for 2 or 3 

days per week 

before you can 

afford to retire 

full time 

Maintain 

wellbeing 

 Potentially 

benefits  

− Social health 

− Mental health 

− Physical 

health 

THE ADVANTAGES OF TAKING SEMI-RETIREMENT 

An alternative retirement plan 
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Source: Legal and General Investment Management 
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WHAT DO YOU NEED FROM YOUR INVESTMENT MANAGER? 

 Funds should be relevant 

pre-and post-retirement 

meaning retirement plans 

can be easily changed 

 Investors should be able 

to switch between taking 

and accumulating income 

FLEXIBILITY  

TO AND THROUGH 

RETIREMENT 

 To plan well, individuals 

need to understand the 

real, sustainable income 

their savings can 

generate 

 We know people have 

little intuition about how 

capital values relate to 

future income potential 

CLARITY OF 

SUSTAINABLE 

INCOME 

14 

 

Source: Legal and General Investment Management 

REAL RETURNS WITH 

REASONABLE RISK* 

 Real income and real 

capital growth are 

relevant at all points in 

the journey 

 Relative stability of 

income and capital helps 

with motivation and 

planning 

* Returns are not guaranteed 

An alternative retirement plan 
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* Returns are not guaranteed 

Source: Legal and General Investment Management 

 Is a relevant 

legacy asset 

LATER  

LIFE 

 Medium capital risk 

adds flexibility in 

draw-down (e.g. 

sequential blocks) 

which allows full 

annuitisation to 

happen later 

FULL  

RETIREMENT 

 Distributes natural 

income which is 

relatively stable and 

does not deplete 

capital 

 Aims to grow both 

income and capital in 

line with CPI* 

SEMI-

RETIREMENT 

 Aims to grow income 

and capital by 

CPI+4%* 

 Reports natural 

income to help with 

retirement planning 

 Takes medium capital 

risk to encourage 

consistent contribution 

FULL TIME 

WORKING 

Real Income Builder 
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+ + 

1 The CPI + 4% target assumes that income is reinvested e.g. during accumulation.  Income per unit is targeted to grow 

in line with inflation if income is distributed e.g. during semi-retirement.  Income is “natural” income which can be 

distributed without degrading capital value. 
2 Internal investment guideline 

Source:  Legal and General Investment Management 

Real Income Builder - objectives 
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+ + 

* Index futures and options are used for Efficient Portfolio Management purposes 

only.  The fund is not leveraged, and uses no a-seeking derivatives 

Source:  Legal and General Investment Management 

Real Income Builder - construction 
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Actively selected to 

complement the equity 

holding 

Fixed income 

30 – 50 investment 

packages 

Single equity 

Actively selected after 

deep-dive bottom-up 

research process 

Portfolio 

Each investment 

package has similar risk 

tolerance to the overall 

fund 

 

Portfolio constructed  

to have capital risk 

around ⅔ equity  

 

Active management of 

diversification 

Construction starts with a targeted equity 

Source: Legal and General Investment Management 
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Source: Legal and General Investment Management 
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Provide 

clarity on 

sustainable 

income  

Target real 

returns with 

reasonable 

risk 

Flexible to 

and through 

retirement 
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Source: Legal and General Investment Management 
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employment 

beyond 65 
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default scheme 
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income  
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risk 

Flexible to 
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* Performance to date defined as from 1/1/2015 to 31/7/2016. Note: These graphs shows income growth on a per unit 

basis and total returns assuming that income is reinvested. As the strategy was launched in January 2015, calendar 

2014 income is from an internal model based on holdings at 1 January 2015. The index takes income from a rolling 12 

month period and compares it to the model income from calendar year 2014 which is shown as 100. As an example, 

“Dec-2015” shows the income earned in the previous 12 months (1 January to 31 December 2015) divided by the 

income earned in 2014.  From January 2016 the data is “actual over actual”.  Total returns shown gross of fees 

** Latest available period of performance data 

Source: Legal and General Investment Management 

REAL INCOME GROWTH REAL CAPITAL GROWTH DOWNSIDE RISK 
(RELATIVE TO EQUITY MARKET) 

TARGET PERFORMANCE 

TO-DATE* 

TARGET PERFORMANCE 

TO-DATE* 

TARGET CY2015** 

4.0% 

12.5% 

4.0% 

9.1% 

67% 

41% 

1% additional investment performance per annum gets you 20% higher 

income in retirement or allows full retirement 5 years earlier 

Final thought:  performance matters 
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The views expressed in this [publication/presentation] are those of invited contributors and not necessarily those of the 

IFoA. The IFoA do not endorse any of the views stated, nor any claims or representations made in this 

[publication/presentation] and accept no responsibility or liability to any person for loss or damage suffered as a 

consequence of their placing reliance upon any view, claim or representation made in this [publication/presentation].  

 

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study, 

nor to provide actuarial advice or advice of any nature and should not be treated as a substitute for specific advice 

concerning individual situations. On no account may any part of this [publication/presentation] be reproduced without the 

written permission of the IFoA [or authors, in the case of non-IFoA research]. 

Questions Comments 
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Disclaimer and important legal notice 
The information contained in this document (the “Information”) has been prepared by Legal & General Investment Management Limited (“LGIM”, “we” or “us”). Such Information is the property and/or 
confidential information of LGIM and may not be disclosed by you to any other person without the prior written consent of LGIM.  

No party shall have any right of action against LGIM in relation to the accuracy or completeness of the Information, or any other written or oral information made available in connection with this publication. 
Any investment advice that we provide to you is based solely on the limited initial information which you have provided to us. No part of this or any other document or presentation provided by us shall be 
deemed to constitute ‘proper advice’ for the purposes of the Pensions Act 1995 (as amended). Any limited initial advice given relating to professional services will be further discussed and negotiated in order 
to agree formal investment guidelines which will form part of written contractual terms between the parties. 

Past performance is no guarantee of future results. The value of an investment and any income taken from it is not guaranteed and can go down as well as up, you may not get back the amount you 
originally invested.  

The Information has been produced for use by a professional investor and their advisors only.  It should not be distributed without LGIM’s permission. 

The risks associated with each fund or investment strategy are set out in this publication, the relevant prospectus or investment management agreement (as applicable) and these should be read and 
understood before making any investment decisions. A copy of the relevant documentation can be obtained from your Client Relationship Manager. 

 

Confidentiality and Limitations: 

Unless otherwise agreed by LGIM in writing, the Information in this document (a) is for information purposes only and we are not soliciting any action based on it, and (b) is not a recommendation to buy or 
sell securities or pursue a particular investment strategy; and (c) is not investment, legal, regulatory or tax advice. Any trading or investment decisions taken by you should be based on your own analysis 
and judgment (and/or that of your professional advisors) and not in reliance on us or the Information. To the fullest extent permitted by law, we exclude all representations, warranties, conditions, 
undertakings and all other terms of any kind, implied by statute or common law, with respect to the Information including (without limitation) any representations as to the quality, suitability, accuracy or 
completeness of the Information. 

Any projections, estimates or forecasts included in the Information (a) shall not constitute a guarantee of future events, (b) may not consider or reflect all possible future events or conditions relevant to you 
(for example, market disruption events); and (c) may be based on assumptions or simplifications that may not be relevant to you.  

The Information is provided “as is” and “as available”. To the fullest extent permitted by law, LGIM accepts no liability to you or any other recipient of the Information for any loss, damage or cost arising from, 
or in connection with, any use or reliance on the Information. Without limiting the generality of the foregoing, LGIM does not accept any liability for any indirect, special or consequential loss howsoever 
caused and on any theory or liability, whether in contract or tort (including negligence) or otherwise, even if LGIM has been advised of the possibility of such loss. 

 

Third Party Data: 

Where this document contains third party data (“Third Party Data”), we cannot guarantee the accuracy, completeness or reliability of such Third Party Data and accept no responsibility or liability whatsoever 
in respect of such Third Party Data.  

 

Publication, Amendments and Updates:  

We are under no obligation to update or amend the Information or correct any errors in the Information following the date it was delivered to you.  LGIM reserves the right to update this document and/or the 
Information at any time and without notice.  

Although the Information contained in this document is believed to be correct as at the time of printing or publication, no assurance can be given to you that this document is complete or accurate in the light 
of information that may become available after its publication.  The Information may not take into account any relevant events, facts or conditions that have occurred after the publication or printing of this 
document. 

Issued by Legal & General Investment Management Limited which is authorised and regulated by the Financial Conduct Authority.   
Legal & General Investment Management Limited, One Coleman Street, London EC2R 5AA 

Source: LGIM as at 1 March 2015 



How can anyone afford to retire? 
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