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Pensions: freedom
and confusion

YEARS

Independent Financial
Advisers with a personal
touch; a team of independent
financial planners, working
from offices in Penn,
Buckinghamshire, providing high
quality, financial solutions to
both individuals and businesses.
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W

hen the new ‘pension
freedoms’ legislation
was announced in
April 2015, those with defined
contribution plans suddenly
Matthew
found that they had more choice
Wright
than ever before. Before then,
Financial
retirement was simple - you built
Planner
up a pension and then bought a
guaranteed income for the rest of
your life in the shape of an annuity. Today
the picture is very different. On reaching
55, those with defined contribution pots
can also leave their pensions untouched,
alternatively take an adjustable income,
maybe release their tax-free cash gradually
or take the whole fund in one lump sum….
all with different tax consequences.
More freedom, more choice and for some,
more confusion.

So, what is the best thing to do with this
flexibility?
Your pension pot is probably your biggest
asset after your home, so it makes sense to get
some good advice first. A regulated financial
adviser will help you understand the
pitfalls and also map out the opportunities
on your journey through retirement.
Whilst the advice will be specific to your
circumstances it’s likely to highlight a
couple of areas.
Don’t be tempted by the cash
Evidence suggests that some have used
the freedoms to withdraw large sums from
their pension only to then just leave in
their bank accounts. The wisdom of this
should be questioned in an environment of
low interest rates and rising inflation when
the likelihood is that the monies left
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in their pension pots has the potential
to grow further (subject of course to an
element of risk). Options like Income
Drawdown allow you to take the amount
of money you need, leaving the rest
invested in your fund.
Taking your whole pension pot as a lump
sum could also be a very expensive mistake.
Although the first 25% would be tax free,
the rest will be added to your income for
that tax year and could result in you paying
a much higher rate of tax.
Sustainable Income
Advisers are also likely to highlight the
danger of long life! The temptation to take
high levels of income early in retirement
could result in undermining your pension
pot should you reach 90 or even 100. With
life expectancy still on the rise, the chances
are that you will be around for some time.
Your adviser will stress the importance
of a ‘sustainable income’ - choosing a
withdrawal level (often variable) that will
allow your pension fund to last or continue
for a long time; not just for your benefit
but for the benefit of your loved ones. To
help this you may be introduced to cash
flow modelling that can be useful to show
the sustainability of withdrawals and your
ability to meet income needs in retirement.
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The total balance accrues interest tax-free,
including the saver’s contribution and the
government bonus.
But what about the drawbacks?
Penalty free access is only available
at 3 key points:
1 buying your first home, if it is
worth less than £450,000
2 when you reach 60
3 if you’re terminally ill
For other withdrawals you will lose 25% of
everything taken out, so it must be viewed as
a long-term savings vehicle. This new ISA will
hopefully make saving for a first home seem
like a more realistic proposition.

“For every £1000
saved, the government
will add £250...that’s
free money!”

Will the Lifetime
ISA help our
millennials save?
Andy Robinson
Financial
Planner

Reducing income
withdrawals later
in retirement to
keep funds from
running dry
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Can the new Lifetime ISA – with its
25% government bonus – change the
way young people save?
Meet LISA... the new Lifetime ISA. It is
designed for the under 40s, to incentivise
them to save for the deposit on their first
house or to supplement retirement income.
The government promises to pay an
annual bonus equivalent to 25% of each
saver’s contributions during that year.
This means that for every £1000 saved, the
government will add £250...free money.

CRITERIA

UK resident
Age 18 – 39 can open
a Lifetime ISA account
Age 18 – 50 can
invest into an existing
Lifetime ISA account
Annual contribution
is £4,000
Taken from the £20,000
ISA annual limit
Maximum government
bonus is £32,000 over
the full-term

Halifax quoted that the average deposit
for a first-time buyer in the UK was £33,960
(£95,693 in London) in 2016, meaning it
would take a Lifetime ISA saver around six
years, saving the maximum £4,000 each
year, to get enough money together.
With the flexibility to continue saving
into the ISA after withdrawing some or
all of the money to buy a house, people
should find it easier to supplement their
retirement income. Savers continue
receiving the 25% government bonus until
their 50th birthday and the money is
available tax-free on reaching 60.
Critics claim that this will deter younger
people from valuable longer-term investment
into their pension leading to poorer retirement
outcomes. Pension savings attract instant
tax relief on contributions and higher rate
taxpayers receives 40% tax relief on these
pension contributions - significantly higher
than the bonus given for a LISA. Also, it’s
important to remember that employers are
duty bound to make contributions to your
pension, a facility not yet available for the LISA.
The 25% government bonus should be a
massive incentive to help young people save
– it’s essentially free money but should not
be seen as an alternative to your pension,
instead as another option to consider in
planning your journey to retirement.
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The benefits of Business
Property Relief for
Inheritance Tax planning

B

usiness Property
Relief (BPR) is
the name given
to an inheritance tax
incentive brought in
Philip Harper
by the government in
Financial
1976. Since then it’s
Planner
had a few tweaks to
make it now one of
the most effective methods for
individuals to mitigate against
inheritance tax.
The background is the value
of an investment which qualifies
for BPR will fall outside of
the investor’s estate on death,
provided the investment has
been held for at least two years.
This is a considerably shorter

period than the 7-year rule which
applies to making a lifetime gift.
The main benefits of using
BPR are as follows:
Speed - IHT benefits after just
two years
Simplicity - no complex trusts
or legal arrangements
Flexibility - access to funds
available at any time
Control - Capital remains in
investor’s ownership
Choice - range of risk levels
available, including capital
preservation with 3% expected
return
Please make contact for a free
report on this subject.
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We can take the mystery
out of Equity Release.
Free Consultation.
Independent Financial Advisers
Contact us: 01494 817151 | info@fmifa.com | www.fmifa.com
Penn Barn, By the Pond, Elm Road, Penn, Bucks HP10 8LB
Authorised and regulated by the Financial Conduct Authority
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CASE STUDY

Irene, 81
PROPERTY VALUE WEALTH IS INCREASING

What we cannot
do is just sit and
stare like
thethose
total value of UK property
illuminated
road
in 2016
according to Savills
rabbits and
watching a political
farce
play out in84%
57%
2bn
of
over
55s
of
over
55s
the
total annual
front
of us.
recognise their
want to grow
equity release

£6.17 trillion

pension is
worth less than
their property

Are homes now
retirement cash R
machines?

Vanessa Carver
Equity Release
Specialist

A holistic approach to retirement planning
by accessing your property wealth

emember when a mobile phone was
just that: a mobile phone? When it
didn’t connect us to the internet, act
as our diary or tell us when the next train is
due? Much like our mobiles, the retirement
world has changed. The old established
view that our income in retirement will be
based primarily on our pension will not be
enough for most of us anymore.
We need a new way of thinking about
retirement. For the majority of us, property
is our biggest store of wealth, more so
than even our pensions. Yet property is
currently used much less than pensions in
retirement income planning.
It’s important to think more holistically
about wealth and being better equipped
in this way will help us achieve the
retirements we all want to have.

old in the
property they
currently
live in

Why is this approach so important now?
The answer lies in a combination of longterm trends and recent changes to pension
and tax laws:
We’re living longer – this is clearly not
new news but the very relevant truth
of this is that there is less income and
less certainty in retirement. The reducing
numbers of us who will enjoy final salary
pension benefits is also a huge factor.
Property value wealth in the UK
continues to rise at a rate of knots. For
many of us this is our main store of wealth.
Since April 2015 we can now
access more of our pension from
age 55. In other words, we can access
pension funds in the same way we would
property wealth…
…but, recent changes to tax rules
mean that it is arguably better to use
property or other savings and investments
first, saving pensions for later.
Pensions can now outlive us: many of
us will be able to leave pensions to our
next of kin, tax-free.
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lending across
the UK. Proof that
people are using
property already

For the majority of us,
property is our biggest
store of wealth, more so
than even our pensions.
It is clear then that the way we access
property wealth and pensions wealth, and
the ways we use it are becoming ever more
similar. To make the most of this we need
to change the way we think about both
property and pensions.
However you want to use your pensions,
property or other sources of wealth in
retirement, it is crucial to do your
homework first to ensure you make the
best possible decisions for your individual
hopes and dreams.
If you are interested in Equity
Release, please take a look at our website
or call Vanessa Carver our Equity Release
Specialist on 01494 817151 for a free
consultation or email vanessa@fmifa.com.
www.fmifa.com

Irene is enormously proud of her
granddaughter, Chloe. She has
watched her grow up and qualify
as an engineer and get a great job,
working in London. At age 27, Chloe is
still living with her parents, Tom and
Jacky, commuting and saving hard for
a deposit for her own place,
preferably in London.
Tom and Jacky, both 53, like
many of their generation, still have
a mortgage, so while they help Chloe
out to some extent financially, they
don’t have access to lump sums to
assist her with raising money for
her deposit.
Irene wants to help out:
Her house is worth £440,000 and at
age 81 she can release more than 45%
of the equity. Chloe only needs £60,000
towards a 25% deposit. Having a deposit
of at least 25% reduces the interest
rate on her mortgage by almost 2%, so
Chloe’s mortgage payments reduce from
£1,250 to £800.
In addition to her state pension,
Irene receives a pension from her job
as an engineer, so it would probably be
possible for her to pay the interest on
the equity release loan. The decision is
made within the family not to pay any of
the interest, but let it roll up, because the
interest rate is low at 3.89%, fixed for life.
The option is there to pay off up
to 10% of the loan each year, which
between them, Chloe and her parents
intend to do. Chloe now has a much
lower monthly mortgage payment than
she expected because of her large
deposit, and now her commuting costs
have been reduced to a fraction of what
she was previously paying to travel into
London every day.
Irene is delighted that she is able to
see Chloe enjoy her inheritance at a
time when she most needs it. Irene was
advised to build in a no-cost Inheritance
Guarantee, so she is happy that at
least 50% of the value of her house
is guaranteed to be passed on to her
family, however long she lives, regardless
of what happens to property values in
the future.
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Three most
asked questions...
Philip Harper
Financial Planner

Unsurprisingly,
we at fm find
that the same
questions crop
up over and over
again. Here are
the top 3...

1 What is the
Residence Nil
Rate Band?

A

pril 2017 saw the introduction of
this extension to Inheritance Tax
rules and is an increased nil rate band
which covers the main residence when
passed to dependents.
The new allowance is being
introduced in stages over four years
with a limit of £100,000 from April 2017
rising to £175,000 per person in 2020,
which is in addition to the individual
allowance for IHT which currently
remains unchanged at £325,000.
Once the changes are fully
implemented they will mean that each
parent will be able to leave £500,000 in
assets that include the ‘family home’ of
at least £175,000. As the allowance can
be passed from one partner to another
on death, this will mean the aggregated
allowance will potentially increase to
£1 million after 2020.
A point to note however, where an
estate is worth more than £2million
the family home allowance reduces by
£1 for every £2 above £2million. This
means currently estates valued in excess
of £2,200,000 will not qualify for the
new allowance.
We would generally advise clients
to review their wills in light of these
new rules.

2 How much
life assurance
does a family
need?

A

common question, to which
the answer never goes down
particularly well!
Most couples accept that they need
enough cover to pay off any outstanding
mortgage, however clearly a lot more is
needed to provide financial security to a
family should the worst happen.
Many employees might benefit from
death-in-service cover and this might
typically be expressed as a multiple of
income ranging from 2 to 4 times salary,
however in reality to fully protect a
family we would suggest a multiple of 10
times income is a more realistic figure.
A lump sum of 10 times income
sounds like a huge number, but a lump
sum of this size invested and achieving a
5% return would deliver income around
50% of the salary before death. The logic
therefore is a single parent’s cost of
living should be lower than a couple and
therefore this level of cover might be
sufficient to sustain their standard
of living.
The good news is life assurance
premiums have continued to reduce,
with life expectancy increasing and
general medical care improving. The cost
therefore to secure this level of cover
might not be as expensive as you
might think.
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The value of
financial advice
3 Will my
pension be
lost on death?

T

he only occasions when it might be
seen that a pension is lost on death
is for a single person who has purchased
an annuity or is a member of a final
salary pension scheme (single can also
mean widowed or divorced). A financial
dependent (not necessarily married) of a
final salary scheme member will receive
a dependents pension of typically 50% of
the deceased’s pension for the reminder
of their life.
For money purchase arrangements
such as Personal Pensions (group or
individual) or the new workplace
schemes, the full value of the
accumulated fund would be returned
to any nominated beneficiary (not
necessarily a financial dependent) and
without deduction for tax.
For those with money purchase
schemes, such as income drawdown
plans in retirement, who die after
age 75, the fund can still be paid to
any nominated beneficiary; however,
the payment would be subject to the
recipient’s marginal rate of income tax.
For those still working, completing
an up to date nomination of beneficiary
form is advisable, not least because this
can put money in the hands of your
dependents without the requirement for
probate to be granted.

According to a recent
report, those taking
financial advice are on
average £40,000 better
off compared to those
who do not.

who received advice
accumulated £14,036
(39%) more in liquid
assets and £25,859 (21%)
Elliot Clark
more in pension wealth than
those who were ‘getting by’
Financial
and non-advised.
Planner
The report, produced by
Although this research
the International Longevity
makes a clear case for
Centre and Royal London, looked
seeking informed advice, a high
at the impact on the finances of
proportion of people still take out
various defined groups of people.
investments and pensions without
The first group consisted of affluent,
it. There could be two main
university educated individuals
reasons for this:
who were, in time, likely to become
1) They don’t want to pay the
homeowners. The second group
costs involved and believe
was made up of those ‘just getting
they’ll save money by not using
by’, single, renting and less well
a financial adviser.
educated. The groups were then
2)They think they might do it
subdivided into those who received
themselves, often using the
advice and those who didn’t.
internet, believing they can achieve
The affluent and advised group
equivalent or better outcomes.
accumulated £12,363 (17%) more
However, the research shows that
in liquid assets and £30,882 (16%)
there is real value in seeking out
more in pension wealth than those
good professional advice. It will
who were affluent and non-advised.
guide you away from the pitfalls and
A similar picture appeared in
lead you towards opportunities that
the less affluent group. Those
have a measurable financial benefit.
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