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Flat rate reforms

Are you ready?
The new ﬂat rate pension comes into effect as
of April 2016. This could be a problem for the
12 million who will miss out on the ﬂat rate
reforms, however, the government has a
scheme that will soften the blow and will offer
millions the chance to buy up to £1,300 a year
of extra state pension.
Savers can buy between £1 and £25 extra a
week by paying Class 3A voluntary national
insurance contributions, this offer closes on
April 5, 2017. It is open to men born before
April 6, 1951, and women before April 6,
1953, who live in the UK and already receive a
state pension or are entitled to one.
Some 265,000 are expected to take up the
offer before it closes in April 2017. So far,
around 17,000 have registered an interest.
It works like this: for every additional £1 of
extra pension from the government you pay
£890 if you are 65.
The full £25 extra pension per week costs
£22,250, working out at 5.84 per cent.
The beneﬁts are more generous if you buy at
70, here the cost drops to £779 for each £1 of
weekly pension, which is £19,475 for the full
£25 a week, a 6.67 per cent return.
It is thought the biggest beneﬁciaries will be
the self-employed and women.
Until now, they have not been able to make
any contributions to build up extra years of
additional state pension for a bigger payout
when they retire.
The precise return will be calculated
depending on an individual’s age
A 65-year-old would need to pay £8,900 for
an extra £10 pension a week for life; a
75-year-old would have to pay £6,740 for the
same £10 of pension.
For those who are healthy and expect to
enjoy an average lifespan or even longer it is a

good deal because the payouts rise in line with
inﬂation.
The top-up is likely to be particularly
attractive to women, who tend to live longer
and so will get a better return for their
contributions.
It will also help the self-employed, who
currently qualify for only the basic state
pension.
The top-up is inﬂation-proofed, however it
won’t suit everyone. Longevity is key, as your
estate won’t get anything when you die.
Whereas investing a similar amount in a SIPP
will see your loved ones beneﬁting from it
should you die.
If you are single or in bad health, the
chances are this state pension top-up will be
a poor deal. You could shell out the lump sum
and die without reaping the beneﬁts.
For most, the top-up offer will provide better
value than a similar annuity product bought
privately, as once it has been paid, the capital
won’t be returned.
The extra state pension also offer back half
of the additional income to be paid to a spouse
upon the purchaser’s death automatically.
Historically women have earned less than
men and taken time off to have children, causing
gaps in their National Insurance payments.
As a result, they have lower state pensions.
Currently, the average weekly state pension
is £148 for a man and £131 for a woman.
About 2.8million women receive less than £80
a week and 4.2million self-employed qualify
for only £110.15 a week.
Call 0345 600 4270 or visit gov.uk/state
pensiontopup for further details.

Not all ﬁnancial advisers will have regulatory permission to advise on every product mentioned in these articles. Certain products mentioned in this magazine may require advice from other
professional advisers as well as your ﬁnancial adviser and this might involve you in extra costs. The articles featured in this publication are for your general information and use only and are not
intended to address your particular requirements. They should not be relied upon in their entirety. Although endeavours have been made to provide accurate and timely information, there can
be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No individual or company should act upon such information
without receiving appropriate professional advice after a thorough examination of their particular situation. Will writing, buy-to-let mortgages, some forms of tax and estate planning are not
regulated by the Financial Conduct Authority. Levels, bases of and reliefs from taxation are subject to change and their value depends on the individual circumstances of the investor.

Lifetime allowance
The current lifetime
allowance is soon to
change ….So what will this
mean for you?
The lifetime allowance is a limit on the total
you can hold in pensions before being taxed
up to 55% on the excess, when you take
beneﬁts. The lifetime allowance is currently
£1.25m until April 2016.
How can we ensure we are ready for the
changes, are there more ways to prevent a
55% tax charge on pensions at retirement?
Here we explain some options which could
be particularly relevant to investors who are
approaching retirement.

Make sure you remember the 20%
reduction in the value of your
lifetime allowance, which starts in
April 2016.
The lifetime allowance, which is currently
£1.25m, is reducing to £1m in April 2016.
Many people will not be lucky enough to
get close to the lifetime allowance. But for
those close to retirement with pensions
valued just over £1m, there is a window of
opportunity before the new rules begin.
Some investors may decide it is beneﬁcial
to start taking their pension before April
2016. This is because the lifetime allowance
is measured at the point of retirement.
This check starts when you begin to take

money out of your pension (when you take
tax-free cash and/or income) or reach age
75, whichever is sooner.
If you think your pensions, including any
ﬁnal salary schemes, will be worth more than
the lifetime allowance by the time you retire
or reach age 75, you might be able to
register for protection.

Use the “small pot rule”
Those aged over 55 with a pension pot
worth less than £10,000 can ask for their
entire pension to be paid to them in cash.
Under the ‘small pot’ rule, the payment is
not measured against the lifetime allowance.
You can only receive payments using the
small pot rule from personal pensions three
times. If you are able to take your pension in
this way, 25% of the payment will normally
be tax free and the rest subject to income
tax. Tax treatment will depend on an
individual’s personal circumstances and both
pension and tax rules can change in future.
Use SIPPs
A further consideration is the way future
contributions to SIPPs (Self Invested Personal
Pensions) or other money purchase pensions
are treated once the small pot rule has been
used. By taking pots under £10,000 in this
way, future contributions to pensions are not
further restricted in the same way as they
are when you ﬂexibly take withdrawals from
a pension through drawdown or lump sums
directly via UFPLS (Uncrystallised Funds
Pension Lump Sum).

Taking professional
financial advice is
most important
The lifetime allowance is a very
important consideration; you should
think very carefully before
proceeding. This is one area where it
might be extremely beneﬁcial to
take professional ﬁnancial advice.
Pension decisions are life
changing. Therefore, we strongly
recommend you understand your
options and check your chosen
option is suitable for your
circumstances: take appropriate
advice or guidance if you are at all
unsure.
This article, like our service, is not
personal advice. We offer a range of
information to help you plan your
own ﬁnances and ﬁnancial advice if
requested. Alternatively, Pension
Wise, the government’s new
pension guidance service, provides a
free impartial service to help you
understand your options at
retirement. You can access the
service online at
www.pensionwise.gov.uk, by calling
030 0330 1001 or face-to-face.
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Five ways to invest for children
Regular savings plans can help path the way to
your child’s ﬁnancial future. We highlight how
monthly investing can solve some common
problems for parents and grandparents when
investing for a child.

Start early
Most parents do not have access to
considerable sums of money when they ﬁrst
start a family. Having a child means there are
many additional costs to bear that can all be
expensive. A common misconception, however,
is that you need a large amount of money to
start investing. In fact a regular small savings
plan offers an affordable way to build a
decent-sized portfolio from as little as £25 a
month. Over many years such small amounts
can accumulate into sizeable pots of money.

Investing in volatile markets
The impact of recent events in China on global
stock markets have once again highlighted
that investing in the stock market can have its
downs as well as ups. A common mistake of
parents is to track the market and make
investment decisions based on short-term
movements. Children usually have time on
their side, which allows the parent to ride out
the peaks and troughs of the stock market. A
regular savings plan takes the emotion out of
investing in a volatile market as the money is

automatically taken from your account and
invested on your child’s behalf every month.

increase, decrease or even suspend the amount
you wish to contribute on a monthly basis.

The best time to invest

Tax-efficiency

With a regular savings plan, investors can
beneﬁt from ‘index averaging’. This means they
are buying from the market at different times
and beneﬁting from both lower and higher
stock prices. In falling markets, this means
investors can buy more of the investment at
lower prices. If the market rises, on the other
hand, investors proﬁt from the increasing value
of investments already held, although there are
no guarantees.

Junior ISAs have quickly become a popular way
for family and friends to build up tax-efﬁcient
savings and investments to help with the cost
of university, provide a deposit for a house or
simply give a child a great start in life. Similar
to adult ISAs, Junior ISAs offer considerable tax
beneﬁts, there is no income tax to pay and no
capital gains tax. But remember, tax rules can
change and the beneﬁts depend on your child’s
circumstances.
Be aware that all stock market investments
can fall in value as well as rise so they should
be held for the long term and you could get
back less than you invest. Tax rules can change
and the value of any tax shelters will depend
on a child’s circumstances. This article is not
personal advice so, if you are unsure about the
suitability of an investment for your
circumstances, please contact your professional
ﬁnancial adviser. Also note unlike adult ISAs
you cannot open a series of Junior ISAs with
different providers each year. Instead investors
use each year’s annual allowance with the
current provider or transfer to a new provider
ﬁrst before making use of the allowance.

Drip feed money
A key beneﬁt of monthly investing is you don’t
need to worry about forgetting to save for your
child’s future. When you arrange a regular
savings plan, the money is automatically taken
from your account via direct debit. Once it’s set
up, the money will drip feed in every month
and build into a considerable portfolio over
time providing the markets go up over the long
term.

Flexibility
When parents and grandparents arrange a
monthly contribution, they can usually be
amended to cater for changing circumstances.
For example, you will normally be able to

The value of your investment and the income from it can go down as well as up and you may not get back the original amount invested. Past
performance is not a reliable indicator for future results. Levels, bases and reliefs from taxation are subject to change and their value depends
on the individual circumstances of the investor. Please contact us for further information or if you are in any doubt as to the suitability of an
investment.
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How to achieve a comfortable

RETIREMENT
According to recent research a
‘comfortable’ retirement requires an
income of £23,000 a year. So what size
does your pension pot need to be, and
what might you need to pay in, to achieve
this?
Typically someone wanting to retire
today at age 55, might need a total
pension pot of about £675,000 to generate
a secure income of £1,916 a month, which
would equate to £23,000pa and taking
£168,750 (25%) of their pension pot as
tax-free cash. This is an example based on
today’s money and assumes the person
buys an annuity, a secure income for life, of
course in reality inﬂation will affect this for
those looking to retire in later years and
annuity rates can change.

How can you achieve a comfortable
retirement?
It is thought that only 56% of people are
currently saving enough for retirement.
It has never been more important to make
sure you are on track for the retirement
you want, so where do you start?
If you are employed, your workplace
pension is the ﬁrst place to look. With the
introduction of automatic enrolment,
most people now have a pension via work,
into which their employer also contributes..
Some employers offer a ﬁnal salary or
deﬁned beneﬁt pension. This will usually
be mostly funded by the employer,
although it is likely that the
employee will need to add some
contributions. A deﬁned beneﬁt
pension will pay a guaranteed income
based on a percentage of your ﬁnal
earnings.
Though it may not be enough to fund a
‘comfortable’ retirement on its own, there
are other ways to boost your total pension
income.

The State Pension is also a vital part of
most people’s plans. The full new State
Pension will not be less than £151.25 a
week (if you retire after 5 April 2016 and
are born after 5 April 1951 for a man or
5 April 1953 for a woman). This amounts
to be an annual income of £7,865, but it
does depend on your National Insurance
record.

How else can you boost your pension
fund?
Starting a SIPP (Self Invested Personal
Pension) which is a personal pension
running alongside your workplace and
State pensions to ensure you meet your
desired retirement income. SIPPs provide
you with the ﬂexibility to choose your own
investments and manage your own
separate pension.
You can choose from a wide range of
sectors and types of investments, keep a
close eye on how your portfolio is
performing and switch out of investments
that are not performing that well.

Don’t forget to consider other forms of
savings to fund your retirement such as
ISAs and savings accounts. You might also
want to consider your house and the
potential to downsize when you reach
retirement. This can free up additional
money to provide ﬁnancial support when
you have stopped working.

Pension rules of thumb
One approach of wisdom with pensions
is to pay in half your age as a percentage
when you start saving. So a 30 year old
starting a pension might pay in 15% of
their earnings to get the pension they
want, and a 40 year old might pay 20%.
Another wise move is to start saving for
a pension as soon as you can; the longer
you contribute, the longer your money
grows. As your salary increases over the
years increase your contribution level, this
becomes easier over the years as children
grow up and move out and you pay your
mortgage off.

The value of your investment and the income from it can go down as well as up and you may
not get back the original amount invested. Past performance is not a reliable indicator for
future results. Levels, bases and reliefs from taxation are subject to change and their value
depends on the individual circumstances of the investor. Please contact us for further
information or if you are in any doubt as to the suitability of an investment.

Save as much as you can,
as soon as you can
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Tax Freedom

From next April 2016 there are new and extended allowances that could mean you pay much less tax on savings and
investments.
Chancellor George Osborne announced this year that families could beneﬁt from a signiﬁcant windfall in freedom from
tax, even if the income from their savings and investments amounts to tens of thousands of pounds, by using traditional
shelters efﬁciently and taking advantage of new tax-free beneﬁts.
Many basic rate taxpayers remain unaware that a new allowance means that interest earned up to £1,000 from normal
savings accounts will soon be untaxed.
Then there is the new treatment of dividends, which allows £5,000 in income from shares to be earned tax-free.
Combine these with the shelters of ISAs, capital gains allowance and new pension rules, and savers could be looking at
a signiﬁcant windfall.
The changes will be of most beneﬁt to those with large amounts saved in pensions, ISAs and investments but most
households will be able to make signiﬁcant tax savings from April 2016 if they make use of these six tax-free allowances.
With the added bonus of not having to deal with HMRC.
Personal savings allowance
Basic-rate taxpayers will beneﬁt from a new
personal savings allowance that gives them
their ﬁrst £1,000 of savings interest tax-free,
provided the interest is paid after April 6
next year.
For 40 per cent higher-rate payers, the
limit is £500; 45 per cent additional rate
taxpayers do not qualify for the new
allowance.
From next April, interest will be paid
automatically with no tax deducted, which
means you won’t have to claim back the tax
and will no longer have to ﬁll in an R85 form
to have it paid before tax.
ISAs
At 3 per cent interest, savings of £33,000
will bring you very close to that £1,000 limit.
Savers with substantial sums should look to
use their cash ISA allowance. If interest rates
rise in the future, your personal allowance
will be used up more quickly.
Moreover, some couples who have been
using ISAs since their inception will have
built up large funds, which can be drawn on
tax-free.
Married couples and civil partners should
also remember the new rules which were
introduced on December 3 last year, by
which widows and widowers continue to
enjoy the tax advantages previously held by
their partner.
The nil-rate savings band
In addition to the personal savings
allowance, those who receive an annual
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income, whether from pension or work,
below £11,000 need pay no tax on the ﬁrst
£5,000 of interest.
In order to take advantage fully of this
allowance, some couples may be able to
allocate savings to the lower earner, while
retirees can choose to limit the income their
draw from their pension, as opposed to
other sources like dividends or ISAs.

Personal income tax allowance
Most taxpayers know very well that they can
earn up a certain amount of income annually
before they start to pay tax. The personal
allowance rises to £11,000 from April 2016.
While 40 per cent tax payers rate will see
their allowance increase to £43,000 next
year from £42,385, taking thousands of
people out of the 40 per cent bracket.
The dividend tax shake-up
All taxpayers will have a tax-free dividend
allowance of £5,000 from April 2016, which
makes life better for many small investors
seeking income from their shareholding.
After this amount, the rate of tax payable
on dividends will depend on taxable income.
If your dividend income takes you from one
income tax band into the next, you will then
pay the higher dividend rate on that portion
of income.
Married couples (and registered civil
partners) should spread their taxable
portfolios between them to make full
use of each person’s allowance. They
should also make full use of personal
allowances and basic rate tax bands,

where applicable, so that taxable dividends
are paid in the name of the spouse who pays
the lowest tax rates.
Those with dividend income in excess of
£5,000 a year will see a tax increase of 7.5
per cent. This makes sheltering taxable
investments in an ISA all the more important
as unlimited dividends can be withdrawn
from an ISA tax-free.
There is also no capital gains tax to pay in
an ISA. £15,240 worth of existing
investments can be sheltered in an ISA in
this tax year.

Pensions freedom and tax changes
Pensioners can now keep their money
invested in a fund for longer and, instead of
taking a lump sum tax-free when they start,
can take 25 per cent tax free every time they
make a withdrawal from their pot.
Separately, higher earners can boost their
tax-free pension contributions up to a
temporary £80,000 annual limit before this
allowance gets slashed next April.
This potentially allows people to massively
boost payments into a pension
during the current tax year,
assuming you can afford
to do so, and meet
certain conditions.

Why funds are a
good place
to start investing
5 things to know
The concept behind an investment fund is
simple. It pools together savers’ money and
invests it for them across a range of different
assets, offering the investor the chance to
invest more, or withdraw money from the
pot, when they like. This makes investment
funds a good place to start for new investors
or an option for those already investing who
want an easier life.
The investors will hopefully see their
wealth grow as the value of the assets they
hold together rises and can potentially take
an income if the fund pays out dividends.
Putting your money together with others’
is one of the easiest ways to tap into that
long-term power to generate growth.

What do funds do?
Funds invest in a portfolio of assets, usually
either in shares or bonds, or some invest in
both.
You may also ﬁnd popular funds that
invest in property, while others target
specialist areas. The job of picking shares or
bonds falls to a manager, or team of experts,
who spend their time researching and
monitoring assets and deciding where
investors are being offered the best
opportunities. All you do is decide how much
to invest. The fund’s manager makes all the
other decisions, such as when it’s time to buy
or sell more shares and the companies,
sectors or regions to target.
Alternatively, passive funds, like trackers,
simply follow a share or bond index and buy
all the companies within it.
Investors pay an annual management
charge to the company that runs the fund.

Funds can work out cheaper for small
investors, as they can easily access a
substantial number of shares at home and
abroad, without the high share-dealing if
bought as individual stocks.

The importance of diversity
Diversity is probably the most important
aspects of investing.
Having a range of investments that do
different things, spreads risk. This helps your
portfolio navigate volatile markets and
means that you are not hit too hard if an
individual company you are invested in fails.
Fund managers can help do this by
spreading your money and risk, across
different shares or bonds.
Some funds hold more than 100 shares or
bonds, while others are much more focussed
and may hold only 20 to 30 companies.
Many investors choose to spread their
cash across more than one fund, which also
improves diversiﬁcation and allows them to
allocate their assets across shares and
bonds, and different strategies, regions and
risk levels.

Active vs passive
There are two main types of fund, active and
passive.
An active fund has a manager buying and
selling assets in an attempt to beat a
particular benchmark or market.
In comparison a passive fund doesn’t
involve any share or bond picking. Instead
these tracker funds simply buy the shares or
bonds in the index it is meant to follow to
replicate the performance.

1. Active funds are more expensive than
passive funds, because managers say
you are paying for their skill and
expertise.
2. You will not grow more than the
index with a passive fund, but there
is no guarantee that an active fund
will either.
3. You do not have to invest in only
active or passive funds. You can
choose a combination of both.
Maybe using passive funds for big
well-known markets where it is
harder to outperform, such as the US
stock market and active funds for
smaller less understood markets.
4. It is also important to regularly
monitor your fund to check it is doing
what it is meant to, that your
manager is adding value, and that its
outlook still matches yours.
5. With an investment fund, you will
generally be offered two options an income version (inc) and an
accumulation version (acc). The
income version regularly pays out a
dividend as cash, while the acc
version rolls up payments into the
fund to buy more assets, increasing
the value of each unit or share you
own.
In return, you will either have to pay
the platform to hold your investments.
This is typically either through a ﬂat fee or
a percentage charge linked to the size of
your holdings.
This is on top of the annual management
charge of any funds or other investments
you hold in there.

The value of your investment and the income from it can go down as well as up and you may not get back the original amount invested.
Past performance is not a reliable indicator for future results. Levels, bases and reliefs from taxation are subject to change and their value
depends on the individual circumstances of the investor. Please contact us for further information or if you are in any doubt as to the suitability
of an investment.
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Routes to retirement
Higher earners face losing thousands of pounds

over the next few decades as a result of the
reform in pensions tax relief announced in the
budget.
From April next year, higher earners on more
than £150,000 a year will have their annual
pension contributions reduced which will qualify
for tax relief and those on £210,000 or more will
lose the most.
When you save into a private pension, the
government contributes into your savings pot.
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A basic rate taxpayer saving £1, only has to put away 80p,
if you are a higher rate taxpayer, you have to put away 60p to
save £1 and if you are a top-rate taxpayer, then just 55p.
Currently, anyone paying into a pension is entitled to tax relief
on contributions of up to £40,000 a year. However, from next
year this will be tapered down, starting from anyone earning
above £150,000. For those earning more than £210,000 the
tax-free limit will be just £10,000.
For those being affected there are ways which could save
you thousands of pounds over the next few decades, but they
could come at a cost. So what can you do now and in the
future to limit your exposure.

Save more before the changes are implemented
Ensure you carry forward unused pension contributions from
the previous three tax years.
In addition to the current year’s contribution of £40,000,
you could contribute up to £40,000 for last year and £50,000
each for the two years before that, giving a possible total of
£180,000.
Next make use of the extra contributions allowance of
£40,000 for this year, which the government has introduced in
recognition that the changes may cause confusion.
Even if you have made a maximum payment of £40,000 into
your pension this tax year, you can make another contribution
of up to £40,000, but be careful of the date ranges involved.
Also be aware of the changes to the Lifetime Allowance
which is being lowered to £1 million from next April from the
current £1.25 million position.
Individuals can also use part of their salary to fund pension
contributions for their spouse, who could be a basic or higher
rate taxpayer in their own right.

prosperity
How much will a pension cost
now?
Higher earners will not see the new
regime of pension savings as an
attractive savings vehicle.
A 40-year-old on a salary of £210,000
could currently claim tax relief on
pension contributions worth up to
£40,000 a year, as it only costs him
£22,000 from his net pay to save
£40,000 each year. Under the current
system, over the next two decades he
could have claimed £378,000 in tax
relief, meaning that saving a total
£840,000 (the maximum allowed over
this period) would only cost him
£462,000 from his net pay.
Under the new rules that same saver
will only be able to claim tax relief of 45
per cent on annual contributions of up to
£10,000 a year. The opinion of
professionals is that, if he wants to save
that same amount of £840,000 over 20
years, it will now cost £745,000 from his
net pay, which is £283,000 more.

What alternatives are there?
Higher-risk investors could choose a
Venture CapitalTrust (VCT) or Enterprise
Investment Scheme (EIS), which offer tax
relief. These are riskier options and
professional ﬁnancial advice should be
taken before investing.
VCTs allow people to put up to
£200,000 each tax year into small,
unquoted companies. There is a 30 per
cent income-tax refund on the money
you invest, provided you have paid at
least as much in tax as you invest.
An investment of £10,000 would
effectively cost £7,000 after tax relief.
There are also future beneﬁts. Dividends
are free from income tax and there is no
tax on capital gains when the investment
is sold, provided the shares have been
held for ﬁve years. EISs are similar. They
can be held for just three years but are
typically seen as slightly higher risk.

The value of your investment and the income from it can go down as well as up and
you may not get back the original amount invested. Past performance is not a reliable
indicator for future results. Levels, bases and reliefs from taxation are subject to
change and their value depends on the individual circumstances of the investor.
Please contact us for further information or if you are in any doubt as to the
suitability of an investment.

What do annuities
offer investors at
retirement?
An annuity remains one of the few
ways of turning a pension into a
guaranteed income for life. The value
of a secure lifelong income stream
should not be underestimated, for
paying those essential bills and living
expenses that tend to last as long as
you do.
You can add features to the annuity
to suit your circumstances. For example
the annuity could increase each year
to track inﬂation, or you can choose
one which continues to pay to your
spouse or partner if you die before
them.
The amount of income you receive
will depend on the features you select
and what type of service you use to
ﬁnd your annuity, as well as the size of
your pension fund.
If you go to your pension provider
you are likely to just receive an
in-house annuity rate. Unless your
policy offers guaranteed rates,
it’s likely you can get a better rate
elsewhere. It’s true that headline
annuity rates on offer are low, but
there are two steps you can take that
could mean a higher income.
• Firstly you can use an open
market annuity service, where you
can search the whole annuity
market for the best rate.
• Secondly it’s important to conﬁrm
a few details about your health
and lifestyle to see if you could
receive more income (most
people qualify for a higher
annuity by declaring additional
information, even conﬁrming your
height and weight can help).
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Will you really make money from

the stock market?

We all know the stock market might be risky,
but we are told if you are prepared to stick
with the market over the long term our
prospects of good investment returns are
high.
This seemed to be the case during the bull
markets of years gone by, but the rocky
performance of UK stocks since 2000 made it
more challenging to make money on
ﬁve-year and even 10-year investing plans.
The question now is: should we revise this
timeframe and be prepared to invest now for
15 or 20 years, or consider investing for the
rest of our lives, since pension freedom allows
us to transfer our funds to invest and
drawdown schemes and leave anything
remaining to loved ones when we die.
The lesson from the ever increasing
volatility of the stock market over recent
years is that if you can afford to do without
the income from dividends, it is best to
reinvest them.
There are different ways to reduce the risk
of market volatility devaluing your stock
investments over shorter time frames.
Regularly drip feeding money into equity
investments is better than depositing a lump
sum at what might turn out to be a bad time.
This strategy pushes you to buy even during
market crashes when stocks are cheap, not
just during rallies when they are high and
expensive.

Another good strategy is to diversify your
investments to different equity sectors and
regions, across asset classes to corporate and
government bonds and property.
Consider using ‘active’ investment funds,
where managers pick stocks for you with the
aim of outperforming wider markets, rather
than ‘passive’ index tracker funds, which
follow the world’s biggest markets but don’t
try to outrun them.
Active funds often still underperform
despite charging a lot more, but supporters
argue that the good ones are better value.
The reality for investing is the longer you
invest the more likely an equity investment
strategy will work. If you invest for 20 years
you have a better chance of equities beating
other asset classes than you would just over
10 years. With the absolute minimum in terms
of investment should be around ﬁve years.
But if you are only investing for this short
period of time, you need to accept there is a
risk that you are going to possibly lose money,
but by reinvesting your dividends, however
small, it will have a big positive impact on
total returns. This was seen over the recent
bad 10-year period where the stock market
still made money on a total return basis.
With the changes in pension rules and the
new pension freedoms lifetime investing is
gaining more followers.
You don’t need investment time frames
like you used to unless you are looking for a
very speciﬁc return like school fees.

With pensions now, you will no longer be
cashing in a fund on a set end date. It’s more
likely now with pension freedoms that you
will have a long term investment goal,
moving continuously and possibly for life if
that is what is right for you.
Pension freedom means retirees are no
longer required to buy annuities, which
provide a guaranteed income for life, with
many opting instead for income drawdown
schemes where you carry on investing into
your old age.
If you have a particular need for money on
a date and it is within ﬁve years or less then
this would be classiﬁed very short term and
you should question if investing is right for
such a plan
The good thing about longer investing
horizons, they allow you to put your money
in riskier assets. With a long-term approach,
you can take more risk because you will ride
out short-term ﬂuctuations which get
smoothed out.
It’s important to know how long someone
wants to invest for because it informs
strategy and asset allocation.
Someone with a ﬁve-year horizon might
put a third of their portfolio in equities,
but someone investing for 10 years could risk
60 per cent. Meanwhile, those who have
15-20 years could allocate 80-100 per cent
to equities, and put their money in riskier
areas like emerging markets.

The value of your investment and the income from it can go down as well as up and you may not get back the original amount invested.
Past performance is not a reliable indicator for future results. Levels, bases and reliefs from taxation are subject to change and their value
depends on the individual circumstances of the investor. Please contact us for further information or if you are in any doubt as to the suitability
of an investment.
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How will my pension be taxed?
The new pension rules offer investors unprecedented freedom
over how to take their pensions at retirement. However, it has
recently emerged that the Treasury could receive a windfall of
up to £700m more tax than originally planned from the new
rules. Only part of a pension is tax free, so what happens to the
rest? We explain more below.
How much of a pension is tax free?
Up to 25% of a personal pension is usually
taken tax free from the age of 55 (rising to
57 in 2028). How this effects you will depend
on how you have decided to draw your
pension.
Pension funds used to purchase a secure
income for life via an annuity, or used to
draw income directly via drawdown, up to
25% of the fund can be paid as a tax-free
lump sum. This is payable when the pension
is moved into the annuity or drawdown,
then, any income is taxable.
Since April 2015 another option is to take
lump sum payments directly from a pension,
without having to go into an annuity or
drawdown. This is known as taking an
uncrystallised funds pension lump sum
(UFPLS). Here, up to 25% of each lump sum

should be tax free and the rest taxed as
income. You can take the whole fund in one
lump sum but it’s important to understand
the tax implications, because it is here where
the tax pitfall and tax sting lies. Taking such
large withdrawals could mean hefty tax bills.
Most people have a tax free personal
allowance of £10,600 this tax year. Income
within this allowance is tax free. Above this
personal allowance, different tax bands
apply, rising to a rate of 45% tax on income
over £150,000. The personal allowance of
£10,600 will vary depending on your
circumstances and starts to reduce once
income exceeds £100,000, reducing to zero
for income of £121,200 or more. This means,
the more you take in pension and income
combined, you may lose your personal
allowance beneﬁts.

When might investors overpay tax?
All pension providers are required to deduct
tax, where applicable, before paying any
withdrawals. Providers must deduct tax using
the tax code conﬁrmed to them directly by
HMRC, or the code on a valid P45.
Otherwise, providers must use a temporary
emergency tax code which will often result in
too much tax being paid initially.

A new tax break: more of your
pension can be passed on when
you die
The rules also give a new tax break on
pensions when you die. It is now possible for
anyone you want to inherit your pension tax
efﬁciently. If you die before the age of 75
there is usually no income tax paid on the
withdrawals made by your beneﬁciaries.
If you die after the age of 75 then the
withdrawals are taxed as income.
What you do with your pension is an
important decision: Make sure you
understand your options and check they are
suitable for your circumstances. Always
consider taking appropriate professional
ﬁnancial advice or guidance. The government’s
free Pension Wise service can also help.

How to avoid the tax sting
With sensible planning, investors can reduce
the amount of tax they pay on pension
withdrawals. There is no requirement to take
the pension in one go or by choosing just
one option. You can mix and match the
options or phase in your retirement to take
the tax-free amount and income in stages.
For instance, it may be possible to
spread withdrawals over more than one
tax year to make the most of tax
allowances.
Investors should consider a
provider that offers full ﬂexibility on how
they take their pension, including access
to the new pension freedoms without
restriction. Some ﬁrms, for instance, charge
for withdrawals and others allow investors to
withdraw unrestricted lump sums or income
with no withdrawal charges, unless this
closes the account.
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This article is based on our understanding of pension and tax rules as at 5 August
2015. Please note: tax and pension rules are subject to change; if you are at all
uncertain about the suitability of any option for your circumstances we strongly
suggest you seek personal financial advice.
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Unemployment Insurance
What can employees do if they are
worried about losing their jobs?
An unemployment insurance policy could help
through this difficult period. There are a
number of products available, all of which will
pay out a monthly sum if the policyholder is
made redundant.
However, there are concerns that smaller
insurers are beginning to refuse to offer cover
to those in the public sector and as widespread
job losses look likely, premiums may well rise
sharply.
For those considering unemployment
insurance, they have the choice between two
different products.
The first option is a policy called an Income
Protection Policy. This insurance is designed to
pay out if a policyholder is unable to work
through ill-health, but it is possible to buy an
unemployment add-on.
The differences being that any claim for ill
health will be paid out until the person returns
to work, as there is not a 12 month cut off,
although there is for unemployment cover.
Premiums are also guaranteed for as long as
you hold the policy, ASU insurers could

increase premiums at renewal annually. In
most cases the policies will pay out if ill-health
prevents you from doing your own job; with
ASU you are only likely to make a valid health
claim if you can’t do any work at all, which
means far fewer claims will be paid out.
Additionally, most ASU policies automatically
exclude claims relating to back injuries or
stress, two of the most common complaints
why people have prolonged periods off work.
The second is known as Accident, Sickness
and Unemployment cover ( ASU). This is an
annual insurance, as it is renewed every year,
much like your home or car insurance. So you
can cancel it, if and when the economic
situation improves.
If you are unable to work, either as a result
of ill-health or redundancy, these policies will
pay out a fixed sum for one year.
A form of this insurance, known as Payment
Protection Insurance (PPI), is often sold
alongside loans, credit cards and mortgages.
Basically it is the same, the only difference is
the payout only covers the interest payments

due on the linked loan and again usually just
for one year, but the payout is usually made
directly to the credit provider.
The cost is dependent on the monthly
benefit you are insuring and the “excess
period”. Premiums can be lower if you opt for
a 60 or 90 day deferral, which can be useful
for those who know they will get a reasonable
redundancy pay out.
When buying ASU cover there are a number
of exclusions to consider.
The most important one being that this
cover will not be valid if your employer has
already announced a redundancy programme.
Those working in the public sector need to
recognise that if the school, NHS trust, local
authority or private company, has already
announced a redundancy programme, then it is
too late to buy cover. If you do, any subsequent
claim will be rejected.

For more information on any subject that we have covered in this issue, or on any other subjects,
please tick the appropriate box or boxes, include your personal details and return this section to us.
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Financial wealth check
Tax efficient investments
Pensions
Tax planning
Critical Illness cover
Protection
Off-shore investments
Healthcare
Director and employee benefit schemes

Name
Address
Postcode
Tel. (home)

Tel. (work)

Mobile

Email

Please return to:

You voluntarily choose to provide your personal details. Personal information will be treated as confidential by us and held in accordance with the Data Protection Act. You agree that personal information may
be used to provide you with details and products or services in writing or by telephone or email.

M8trix Media Limited
960 Capability Green, Luton, Bedfordshire, LU1 3PE

This magazine is for general guidance only and represents our understanding of the current law and HM Revenue and Customs practice.
We cannot assume legal responsibility for any errors or omissions it might contain. Level and bases of, and reliefs from taxation are those
currently applying but are subject to change and their value depends on the individual circumstances of the investor. The value of
investments can go down as well as up, as can the income derived from them. You should remember that past performance does not
guarantee future growth or income and you may not get back the full amount invested.

