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F ar fewer people are expected to buy 
annuities when the Government’s 
sweeping pension reforms start to 
apply from April. 

The new pension freedoms make 
it suddenly more attractive – and feasible – to 
simply dip into your pension savings pot 
when you need cash. Annuities, long viewed 
by many as cumbersome and poor value, will 
cease to be the default route for those 
needing income in retirement.

At the same time the punitive “death taxes” 
on pension savings have been scrapped, 
creating a further incentive for wealthier 
savers to keep their pension pots untouched 
for longer. But just because it has become 
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For example, people may use part of their 
pension to buy an annuity – ensuring they 
have a small guaranteed income to pay basic 
bills – but keep the rest invested, hopefully to 
boost overall returns. If the remainder of your 
pension is invested in shares and bonds, this 
should help you grow your capital in 
retirement and deliver a rising income in real 
terms (see page 4 of this special report). 

This has been a serious limitation of 
annuities. Most retirees opted for a “level” 
annuity, which pays a higher starting income 
but does not increase year on year. This means 
its value is gradually eroded by inflation:  
those living well into their nineties can find 
the value of their pension effectively halved. 

A “mix and match” approach means you 
aren’t handing all your money to an insurer, 
losing complete control of your capital. By 
splitting your pension fund between annuities 
and income drawdown you can hedge your 
bets. If you die early in retirement, you 
haven’t “lost” your entire pension; there may 
be surplus funds to leave to heirs. If you live 
longer than expected, the annuity payments 
mean you won’t outlive your savings either.

Alternatively, some will opt to keep their 
money fully invested in the early years of their 
retirement, but buy an annuity at a later age.

This may enable some to take advantage of 

more favourable annuity rates. As people age, 
annuity rates increase, to reflect the fact this 
income isn’t likely to be paid for as long. But 
retirees need to tread carefully: annuity rates 
have been on a downward trajectory for years, 
and these pension reforms are expected to 
exacerbate this trend.

Since 2008, annuity rates have fallen by 
around a third (29pc). But John Lawson, head 
of policy at Aviva, says the main reason has 
been falling bond and gilt yields, which are 
used to price annuities. If interest rates rise, 
there may be a recovery in annuity rates — if 
there isn’t a marked increase in longevity.

However, it is worth noting that far more 
people have minor or more serious medical 
problems by the time they reach their mid- 
seventies, meaning they could benefit from 
an enhanced annuity rate.

Finally, one of the main problems with 
annuities has been the way they are sold. 
Whether you are buying one with part or all 
your pension fund, it is essential to shop 
around for the most appropriate product and 
highest rate. Never simply accept the rate 
offered by your current pension provider. 
And make sure that if you are on medication, 
have any health problems, smoke or are 
overweight, that you tell your annuity provider 
– and get this reflected in the rate paid. 

easier to use income drawdown – as dipping 
into your pension fund is known – doesn’t 
mean annuities should be discounted. 
They have a valuable role.

It’s not hard to see why annuities have had a 
bad press. Rates are almost at an all-time low, 
meaning even large pension pots give meagre 
incomes once an annuity is bought. Annuities 
have been mis-sold and people are often 
reluctant to hand all of their pension savings 
to an insurer at retirement. 

Despite these shortcomings, annuities are 
the only way to deliver a guaranteed income 
stream in retirement, no matter how long 
you live. This is makes them a very useful, 
if not irreplaceable, part of a middle-class 
retiree’s financial armoury. John Ralfe, an 
independent pension consultant, explains: 
“The seriously wealthy don’t need to worry 
about annuities — there is little chance of 
them running out of money in retirement.”

At the other end of the scale, annuities are 
of limited value to those with smaller pension 
funds, who will be largely reliant on state 
benefits. A £10,000 pension pot could be used 
to pay off a mortgage, replace the car or carry 
out home improvements. But as an annuity 
it’s worth less than £50 a month, which may 

have a negligible impact on living standards. 
This isn’t the case for those with more 
substantial pension pots – who also face the 
real prospect of outliving these savings, if they 
are not managed correctly. If you keep your 
pension fund invested, your income could fall 
if investment returns are poor or if you live 
longer than expected. A combination of the 
two can derail your retirement plans. 

Mr Ralfe adds: “A lot of the problems 
with annuities stem from the way we think 
about them. Most people regard an annuity 
as an investment product, and as such 
aren’t enamoured with the returns. Instead, 
think of it as an insurance product that pays 
out if you enjoy a long life.” Of course, this 
doesn’t mean you’ll want to use all your 
pension savings to buy an annuity. The new 
pension rules allow for those with reasonable 
pension pots to take a more flexible approach, 
combining annuities with drawdown options.

Billy Burrows, associate director of Key 
Retirement Solutions, an advisory firm, says: 
“In many ways the choice remains the same - 
do you want the certainly of an annuity, or the 
flexibility to take cash and income from your 
pension when it is needed? The difference 
now is retirees can combine these options.” 
The choice allows people to mitigate some 
of the drawbacks of annuities. 

T
The Chancellor’s 

changes as they unfold

telegraph.co.uk/budget

Could 
pensions 
get even 
better?

Allowing savers to hold 
property in pensions, sell 
annuities for cash, invest in 
Isas free from inheritance tax 
or buy pensioner bonds are 
tipped as election-winning 
rabbits – any or all of which 
Chancellor George Osborne 
could pull out of his hat in 
the Budget later this month.

 A new boost to pension 
contributions via the launch 
of a government “matching” 
initiative has also been 
floated by pensions minister 
Steve Webb. But a high cost 
would be paid by bigger 
earners, whose pension tax 
relief would be slashed. 

 Knowing what Mr Osborne 
might opt for is not easy, 
given his track record of 
playing his cards close to his 
chest. Last year’s pensions 
revolution, allowing anyone 
over 55 to cash in their 
pensions, came as a bolt from 
the blue, stunning the 
pensions world. Not a word 
had leaked out beforehand.

But the public has 
welcomed the new freedoms. 
This year’s Budget comes 
weeks before a general 
election. It may be hard for 
him to resist the opportunity 
of repeating the trick of 
keeping voters happy with 
more giveaways – even if it 
is their own money.

Creating a second-hand 
market for annuities is the 
hot tip for the Budget. It 
would allow the Chancellor to 
again put himself on the side 
of the small saver against the 
discredited pensions 
industry. Many individuals 
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the Government matching 
pension saving by paying in a 
pound for every two pounds 
an individual contributes to 
their pension, through a root-
and-branch reform of 
pensions tax relief.

The Government currently 
tops up pension contributions 
according to the rate of tax 
you pay. So a basic rate 
taxpayer, for example, 
contributes only 80p to have 
a total £1 put in their pension.

Each 60p a higher-rate 
taxpayer puts into his pension 
the Government tops up 
with 40p. The result is that 
75pc of the £24bn relief given 
to individuals goes to higher 
earners. However, these 
are the workers who pay the 
most tax.

The TUC and Age UK asked 
research charity the Pensions 
Policy Institute to calculate 
what it would cost to give 
everyone the same relief.

It reported back that 
limiting it to 20 per cent for 
everyone would save the 
Chancellor £13bn, setting 
a new relief rate at around 
30pc would be cost neutral 
and increasing all relief to 
40pc would cost £15bn, the 
equivalent of nearly 4p on 
the basic rate of tax. 

However, while 
“Government to match 
pension contributions” 
makes an alluring headline, 
scrapping higher-rate relief 
would be a bitter blow to core 
Tory voters.

It would also cause serious 
problems for many public 
sector schemes, which rely 
on higher levels of tax relief 
to pay the pensions of senior 
doctors, teachers, nurses and 
civil servants. 

As a sop, the Chancellor 
could lift the cap on the 
lifetime allowance, currently 
£1.25m, or lift the annual 
allowance from £40,000.

Even so, Mr McPhail says: 
“This would be very bad news 
for core Tory voters. 
Personally, ahead of an 
election, I can’t see it.”

3New pensioner bonds

The Government’s new 
pensioner bonds, 

launched in the middle of 
January, proved so hugely 
popular that the Chancellor 
extended their sale until the 
general election.

In last year’s Budget, he 
allocated £215m to subsidise 
the original £10bn allocated 
for the bonds, paying 4pc 
fixed for three years or 2.8pc 
for one year. This is a 
significant premium of up 
to 1.5pc on the best rates 
available elsewhere. By the 

beginning of February, NS&I 
had already sold in the order 
of £7.5bn of the allocation.

But market watchers 
believe that Mr Osborne 
could either promise to 
extend the bonds further after 
the general election – if the 
Tories return to power – or 
announce the launch of a 
new savings product, either 
one that generates regular 
income for the over-65s, or 
one aimed at younger 
pensioners or other groups.

Anna Bowes, director of 
Savings Champion, says: 
“Other savers are crying out 
for some help, as rates have 
continued to fall. And even 
the over-65s would probably 
prefer an income-paying 
investment.”

4Tax breaks to pay for care

The Government is keen 
to encourage more 

individuals to save towards 
their care needs, and has 
considered various schemes 
to incentivise this.

One idea is a Care Isa, 
where money is saved into 
an Isa and specifically 
earmarked to meet care costs. 
However, if it subsequently 
proves unnecessary, it could 
be passed on, in a will, free 
from inheritance tax (IHT). 
Isas otherwise fall into a 
deceased’s estate, and are 
therefore liable to IHT.

Another suggestion is that 
where pension income is 
used to pay for care, then 
it should be paid free from 
income tax.

Ros Altmann, the 
Government’s older workers’ 
champion, says: “We are 
facing a care crisis, and the 
Government is keen to signal 
to individuals that it will 
be worth their while to save 
for care.”

5Holding property in 

pension funds

Allowing pension savers 
to hold property in their 
pension would be a vote- 
winner, not least given the 
large numbers investing in 
buy-to-let for the retirement.

An ability to shelter these 
arrangements from income 
and capital gains tax would 
prove enormously popular. 

However, it could set off a 
keg of dynamite under the 
housing market, stimulating 
demand, driving up prices 
and making it even more 
difficult for younger buyers 
to get on the ladder.

Mr McPhail said: “I would 
hope that the Government 
would think hard about 
the consequences of any 
such move.”

feel trapped by being forced 
to annuitise their savings at 
pitifully low rates, and would 
welcome any offer of an exit 
from the straitjacket.

Here we weigh up the 
Chancellor’s top five options.

 1Freedom to sell your annuity

Many pensioners feel 
aggrieved that they were 

forced to buy an annuity, 
often on poor terms, and 
cannot take advantage of the 
new freedoms. Instead, they 
have negligible income. 
Some would prefer to 
exchange this income for a 

cash lump sum, which could 
allow them to enjoy good 
holidays, a new car or home 
improvements, while they are 
young and fit enough.

Tom McPhail of broker 
Hargreaves Lansdown says: 
“I’m still not sure how it 
would work, as coming to a 
fair price would be complex. 
But some people were forced 
to annuitise very small sums, 
which produce almost 
nothing by way of regular 
income. If they could sell 
these contracts for a few 
thousand pounds, this 
money could be spent on 
something which might 
make a real difference to 
their lives. It would all depend 
on how pricing and charges 
are applied.”

Chris Noon, a partner at 
consultants Hymans 
Robertson, is confident there 
is a demand for the income 
annuities provide, and 
believes the secondary 
market could work like the 
old second-hand endowment 
market, where specialist 
brokers traded the contracts.

Hymans estimates, for 
example, that retirees who 
invested £50,000 in a pension 
five years ago, at 65, will have 
bought an annual pension of 
£3,600, based on bond yields 
then. Today that same income 
stream, based on someone 
with good health, might cost 
about £58,900. So, having 
already received £18,000 in 
income, they might be able 
to trade the contract for more 
than it was originally worth.

But a warning. What the 
contract holder finally 
receives may be considerably 
less after charges and fees are 
applied. The company could 
levy a charge for reassigning 
the income, and the second- 
hand broker will want a 
commission. The old second-
hand endowment brokers 
levied around 3pc.

On top of this, the 
Government could treat the 
lump sum as one-off income, 
taxing it accordingly, which 
could push the annuitant into 
a higher tax bracket. Timing 
when to take the cash would 
be important to keep the tax 
bill as low as possible.

However, if our example 
lives beyond 86, they would 
ultimately receive more 
from the annuity than the 
£58,000 cash payout, though 
the value of that money 
would be eroded by 16 years 
of inflation.

2Overhaul of the tax relief 

on pension contributions

 Pensions minister Steve 
Webb has floated the idea of 
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Are you tempted under the 
new, flexible rules to get your 
hands on your pension savings? 
First, make sure you fully 
understand the tax implications 
of withdrawals. 

From April, you will be able 
to use your pension like a bank 
account, with the option to take 
either the whole lot out at once 
or small sums at regular 
intervals. Either way, you will 
get the first 25pc of each 
withdrawal tax free.

If you take all of your pension 
savings at once, the remaining 
75pc will be taxed at your 
usual rate of income tax. 
This means that if you have 
a £200,000 pension you can 
take £50,000 tax-free, but the 
remaining £150,000 will be 
treated as income for that 
tax year, meaning a great 
deal of tax would be taken 
at the higher rate.

The more tax-efficient option 
– especially for those paying low 
or no tax on other income – is 
to take the money in smaller 
lump sums, spreading the 
income over more than one 
tax year in order to keep to a 
lower marginal rate.

The same £200,000 pot 
will attract less tax if you 
withdraw £20,000 a year, for 
example. The first £5,000 will 
be tax-free and the remaining 
£15,000 will be treated as 

income. If the saver in this 
scenario had no other income, 
the highest rate of tax they 
would pay would be 20pc.

You can earn up to the 
personal allowance, £10,600 for 
2015-16, tax-free each year. 
But don’t forget income from 
other sources also counts 
as taxable income. Part-time 
employment, the state 
pension, other work pensions 
or interest on savings and 
investments outside Isas all 
count as income.

The table below gives you an 
idea of how much tax you might 
pay based on your income from 
other sources (see the columns 
to the left) and the various sums 
you might choose to withdraw 
in one go from your pension 
(see right).

There are serious concerns 
that thousands of savers who 
have planned carefully for their 
retirement will be hit with 
crippling tax bills.

The Government has told 
pension providers to warn 
customers who try to cash in 
their pensions that significant 
tax bills could result. In practice, 
though, it is hard to envisage 
how effective such warnings 
might be – given they are likely 
to be bound up with a lot of 
other pension jargon.

Jonathan Watts-Lay, director 
at advice firm Wealth at Work, 
warns many people will still 
end up paying more tax than 
necessary. “It’s important to 
utilise your available tax 
allowances and reliefs in a 
structured manner to maximise 
returns and reduce, or even 
eliminate, a potential tax 
charge,” he says.

Mr Watts-Lay says it is 
possible to take a £20,000 
annual income from a mixture 
of pensions, Isas and cash 
savings and pay little or no tax.

The three scenarios below 
illustrate his point. In each 
example, the assumed Isa 
growth is 5pc a year and interest 
on taxable cash deposits is 
assumed to be 1.4pc gross.

T
Simple ways to 

reduce your tax bills

telegraph.co.uk/tax

Get your money without a big tax bill

The tax to pay on cash drawn from your pension
Your other You withdraw Tax-free Taxable Total tax Top rate Effective rate

income from your pension lump sum pension pot payable of tax paid of tax on pension

  £0 £30,000 £7,500 £22,500 £2,380 20pc 8pc

£60,000 £15,000 £45,000 £7,403 40pc 12pc

£150,000 £37,500 £112,500 £36,903 40pc* 25pc

  £10,000 £30,000 £7,500 £22,500 £4,380 20pc 15pc

£60,000 £15,000 £45,000 £11,403 40pc 19pc

£150,000 £37,500 £112,500 £42,643 40pc* 27pc

  £30,000 £30,000 £7,500 £22,500 £10,403 40pc 22pc

£60,000 £15,000 £45,000 £19,403 40pc 26pc

£150,000 £37,500 £112,500 £50,643 40pc* 30pc

*Because the personal allowance is scaled back when incomes exceed £100,000, effective tax rates are higher than 40pc.

Plan ahead: making 
large withdrawals from 
your pension won’t 
be tax-efficient Peter has a final-salary type 

pension income, as well as a 

large personal pension pot. He 

wants to achieve pension income 

of £20,000 per year. How much 

can he reduce his tax bill?

Peter, 60, is not yet eligible to claim 

the state pension. He has a defined 

benefit (DB) or final-salary type 

pension that will pay £8,000 a year 

and a defined contribution (DC) 

pension fund, such as a typical 

personal pension, worth £300,000. 

He has Isas worth £50,000 and 

holds £10,000 in cash. He is planning 

to retire in April and would like 

to generate an initial annual 

income of £20,000 after tax and 

retain the £10,000 cash as an 

emergency reserve.

It is possible for Peter to do this 

without paying any tax in the first 

year. He can withdraw £2,500 

interest from his Isa tax-free. He 

does not need to pay tax on the 

£8,000 from his DB pension thanks 

to his personal allowance, leaving 

£2,600 of unused allowance 

available. To make up his desired 

£20,000 income, Peter needs to 

find a further £9,500.

He can do this by drawing down 

£27,600 from his DC pension. 

This will allow him to take a 25pc 

tax-free lump sum of £6,900 and 

£2,600 to make up the rest of his 

unused personal allowance, giving 

him total income of £20,000 tax-free.

Peter can leave the remaining 

£18,100 that he drew down from his 

DB pension as a “crystallised fund”, 

still within his pension (hence no tax 

due on it), with the potential to carry 

on growing and which can be drawn 

from in future years.

Mary is in a similar position 

to Peter, but she also has a 

state pension

As Mary is 68, she is eligible for the 

state pension. As the combined 

income from her DB scheme and 

state pension will be higher than the 

personal allowance, she will need to 

pay some tax. Mary’s £8,000 DB 

pension, plus the £6,029 state 

pension, gives her a gross annual 

income of £14,029. Once the 

personal allowance of £10,600 is 

deducted, there is £3,429 of taxable 

income. The tax payable at the 

20pc basic rate is £686, leaving a 

net income of £13,343.

To achieve her £20,000 income, 

she can supplement this with £2,500 

tax-free interest from her Isa and 

£4,157 tax-free cash from her DC 

pension fund. She needs to draw 

down £16,628 from the fund, which 

will give her the 25pc tax-free lump 

sum of £4,157. As above, the 

remaining £12,471 will remain as a 

crystallised fund in her pension with 

the potential to grow.

David has a smaller pension pot 

but a wider mix of cash savings 

outside Isas

David, 62, is not yet eligible for his 

state pension. He has a DB pension 

paying £8,000 a year and a DC 

pension fund of £200,000. He also 

has Isa savings worth £50,000 and 

taxable cash deposits of £100,000.

To achieve an income of £20,000 

a year tax-free, David can use the 

£8,000 from his DB pension and 

£2,600 from the taxable part of his 

DC pension fund to use up his 

£10,600 personal allowance.

To do this he would need to draw 

down £3,467 from his DC pension to 

give him £2,600 in taxable income. 

The remaining £867 would be paid 

as his 25pc tax free cash lump sum, 

giving him £11,467.

This can be supplemented tax-free 

with £2,500 interest from his Isa and 

£1,400 interest from his savings. 

Thanks to a new concession being 

introduced in April, anyone whose 

income does not exceed the personal 

allowance can take up to £5,000 of 

interest from savings tax-free.

It is wise to leave as much money 

as possible in tax-efficient Isa and 

pension wrappers, so David could 

choose to take £4,633 from his 

cash savings to make up the 

£20,000 he is looking for.
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T
Your age dictates how 

to spread your money

telegraph.co.uk/pensions

How to invest a £100,000 pension

If you have built a sizeable 
pension pot over your working 
life, it could be yours to do with 
exactly as you want in a matter 
of weeks.

Cautious savers may be 
tempted to buy an annuity
to guarantee an income for 
life. But in return for a comfy 
retirement, you will hand over 
decades of saving in one fell 
swoop. You will also be prey
to the annuity rates payable 
on the day — and they are
at rock bottom.

New freedoms unveiled last 
March and coming into force 
this April mean that, from the 
age of 55, you can access your 
pension cash immediately. 
Some will use the cash to clear 
mortgages, help children buy 
homes or even – as ministers 
controversially suggested – treat 
themselves to a Lamborghini.

In all likelihood, savers, 
having spent decades amassing 
their pension, will want to use
it to generate maximum income 
to see them through retirement. 
And that is likely to involve 
some shrewd investing.

Money that is not withdrawn 
to meet continuing expenditure 
or one-off spending can stay 
invested to continue growing
in arrangements that are known 
as drawdown. Here we spell
out some of the options for 
an income-seeking saver with
a £100,000 pension pot. We 
assume our savers are over 65, 
meaning they are eligible for 
pensioner bonds and have a 
state pension of £5,500 a year.

Why invest under the

new freedoms?

Investing is no longer an option 
only for the ultra-wealthy, as the 
Government is scrapping the 
restrictions on how much 
money can be taken out each 
year. Previously, savers without 
£12,000 income from other 
sources were excluded from the 
most flexible type of drawdown, 
effectively forcing them to 
purchase an annuity. 

From April 6, people can dip 
in and out of their pensions 
as they wish, each time getting 
25pc tax-free and the rest taxed 
as income. By keeping your 
investments in a pension 
wrapper, your capital gains will 
not be taxed, although you are 
barred from owning certain 
types of asset within the 
pension, for example buy-to-let.

The way that we access our 
pension has radically changed, 
but the fundamental investing 
options remain the same. Brian 
Dennehy of FundExpert, the 
fund tipping website, says:
“The new pension freedoms 
haven’t really changed income-
generation options, but 
they have certainly raised 
awareness of pension funds 
as investments, rather than 
something more complex and 
technical and esoteric.”

Play it safe — buy an annuity

You may be reluctant to risk 
your capital, and so opt for 
an annuity. But historic poor 
rates mean that annuities come 
at a very high price. Annuity 
incomes have plunged since
the onset of the financial crisis 
in 2008, and under the best deal 
on the market a £100,000 
pension pot can buy a fixed 
income of £5,456 a year.

Seven years ago, this would 
have bought a £7,506 income, 
according to Hargreaves 
Lansdown, the fund shop. 
Which leads us to the next
“low-risk” option…

Savings accounts 

If you accessed your entire 
pension pot, you would pay tax 
on £75,000 after taking the first 
£25,000 tax-free (see page 3). 
Depending on your other 
income, for example the state 
pension, you are taxed at your 
normal rate. After this, any 
income from your investments 
will be taxed, except where 
money is sheltered in an Isa.

Cash accounts may be 
attractive because your capital
is protected (the Financial 
Services Compensation Scheme 
guarantees deposits of up to 
£85,000 you hold with every 
individually licensed bank). 

Depositing £50,000 from your 
pot could generate £1,115 a year 
after basic-rate tax. This 
assumes you put £20,000 into a 
current account with Santander 

(3pc on £20,000) and £10,000 
in a Virgin Money Isa (1.7pc on 
£10,000). The rest is put into 
pensioner bonds, which pay 
2.8pc for one year and 4pc for 
three years.

But even cash has risks as 
inflation can erode its spending 
power. “By holding cash 
accounts you could be missing 
out,” says Andy Baker of wealth 
manager Equilibrium. 

For example, if you held your 
money in a bank account over 
five years and received 1.5pc 
gross interest a year, you would 
have received 7.73pc in total. 
“Even for the more nervous 
investor a cautious portfolio 
could have generated 34pc
in the same period,” he says.

Invest in the stock market

Shares have long been regarded 
as a way to beat inflation over 
time, because of the dividends 
they pay, as well as some 
hoped-for capital growth. A 
convenient way to invest in 
income-generating shares is via 
stock market equity (share-
based) funds, where typically 
the fund manager puts a 
portfolio together of 50 to 100 
shares to hit a target return. 

Most financial advisers would 
recommend a low-risk portfolio 
for later in life, whereby you
can preserve your capital 
while drawing a small income. 
A cautious portfolio would hold 
around 60pc in the stock market 
and the rest in property, 
corporate bonds and gilts.

Currently FTSE 100 dividends 
generate a return comfortably 
above 3pc after basic rate tax.

Well-regarded equity income 
funds include Schroder Income, 
Threadneedle UK Equity 
Income, Artemis Income, 
Rathbone Income, Newton 
Asian Income and Artemis 
Global Income, where yields 
range from 3.3pc to 4.5pc.

Global income funds, such 
as the Artemis, are increasingly 
popular. Patrick Connolly, 
a certified financial planner 
at Chase de Vere, says: “Hold 
these alongside traditional UK 
equity income funds to provide 
access to good-quality overseas 
companies and additional 
diversification in your portfolio.” 

Savers must be prepared for 
their holdings’ capital value
to fall in the short term. 
Mr Dennehy says there should 
be a focus on the income the 
fund promises. “Many income 
investors have little choice but 
to adjust their historic mindset 
– stop fretting on ups and 
downs of the capital value
day-to-day, and look at the 
regular and predictable income 
generation.” And for those with 
a smaller portfolio, multi-asset 

funds that look for global and 
emerging companies can 
add diversification to spread 
risk. Funds include JPM 
Multi Asset Income (3.6pc)
and Schroder Multi Manager 
Diversity Income (2.8pc). More 
fund ideas are included in a 
weekly email. Go to telegraph.
co.uk/investor for details.

Commercial property

In the past 12 months, property 
assets have outperformed cash, 
equities and gilts, and experts 
predict returns of 9pc in the 
coming year as their run 
continues. The Aberdeen fund 
and the Henderson UK 
property fund, for example,
both exceeded returns of 12pc 
in the last 12 months.

Commercial property is an 
additional option for retirement 
income and capital growth. The 
main risk is that properties are 
not easily bought and sold, 
meaning you may, at times, 
struggle to immediately cash in 
your investments. 

Mr Baker says: “Liquidity
is a problem. After the 2008 
collapse, investors were told 
they could not have their money 
for a period as funds struggled 
to sell properties as fast 
as investors redeemed their 
holdings.” Do not overdo 
property exposure – retired 
investors normally put between 
5pc and 15pc in property funds.

Lend to companies

Unlike shares, where you buy 
partial ownership in a company, 
bonds involve making a loan
to a company or government
in return for regular income, 
sometimes called a coupon. 
Many bonds are traded on the 
stock market, and their value 
can rise and fall depending 
on the income they pay. 

In a corporate bond fund, 
such as Fidelity Moneybuilder 
(currently yielding 3.1pc) and 
Kames Investment Grade Bond 
(3.2pc), the fund manager 
spreads the risk by investing 
in a spread of bonds.

Fixed-interest bonds provide 
steady income of 4pc to 5pc and 
should be more secure than 
equities, but Mr Connolly says: 
“There are risks, when interest 
rates eventually rise, the fixed 
return offered by corporate 
bonds will be less attractive and 
so the value could fall, leading 
to investors making losses.”

Mr Dennehy says: “You can’t 
generate income with bonds 
alone without eating into 
your capital value. This is 
why pension seekers needing 
both to preserve capital value 
and to generate an income 
should not overlook stock 
market investments.”

Mix and match: all 
investors now face 
an unprecedented
 array of choices
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Pension freedom will bring for some the quandary of 
making a pot of invested cash last for an unknown 
period. Those who choose to use drawdown rather than 
buy an annuity are likely to find themselves in this 
situation. They need to strike a balance between drawing 
enough cash from their investments on which to live; but 
leaving enough capital intact so it can grow in value and 
provide an income for as long as needed.

The very conservative view — if you can afford it

The safest way to live off the income of an invested pot is 
to take only the “natural yield”. In a portfolio of shares 
and bonds that would be the dividend income from the 
shares and the coupon paid by the bonds. The FTSE 100 
index of leading British shares yields 3.4pc after basic 
rate tax, giving an idea of how big your portfolio would 
need to be to earn enough on which to live.

An income of £20,000 would require a portfolio of just 
under £600,000 in FTSE shares. Of course you could 
structure your bond and share portfolio to yield more, 
but in today’s market income of much more than 4pc is 
difficult to achieve from mainstream shares or bonds.

What 115 years of investment statistics say

Sarasin, the fund manager specialising in overseeing 
portfolios for charities, has undertaken research into the 
impact of spending on investment returns. It uses 
investment returns data compiled by the Barclays Equity 
Gilt Study, which tracks US and UK shares as far back as 
1900. Sarasin takes a number of periods and looks at the 
returns. It also draws on real inflation data.

Then it calculates how much spending could have 
been sustained by the capital fund, including meeting 
investment costs of 0.65pc a year, for the fund (or “golden 
goose”) to keep its value after inflation for the period. 
One period it examined was between 1964 and 2013. 
Using real returns and real inflation data, plus the 0.65pc 
cost, the owner of the investments could then have safely 
withdrawn 4.6pc per year. This assumes the fund was 
invested on a typical “endowment” model where roughly 
70pc of the investment was in shares and the remainder 

in government bonds. But even over long periods, such 
as these 50-year windows, different periods throw up 
different results. When Sarasin used all available data 
back to 1900 it concluded the “average sustainable 
spending” was 3.7pc: barely higher than the current yield 
of a basket of dividend-paying, blue chip shares.

The pragmatic approach — for those with less money

Since most do not have big enough pension pots to live 
on the income they generate, savers need to take the 
more practical approach of dipping into the capital too.

In many ways this approach is common sense: 
pensioners want to get the most enjoyment out of their 
retirement, and that will mean spending money. But 
if you intend both to draw income and take capital, the 
calculations become trickier.

The 4pc rule

In America private savers have more experience of 
making their savings last the course of a retirement. 
That’s because their “401K” pension system is based on 
savers taking more direct control of what goes in and out 
of their pension pots. One crude guide used by American 
financial planners is the 4pc rule. It states that where a 
65 year-old expects or hopes to live to 90, the “safe” level 
of withdrawals from money invested largely in blue chip 
shares is 4pc.

That is slightly more generous than Sarasin’s strict, 
capital-preserving calculation – and implies a slow 
erosion of the savers’ capital. 

The dangers of drawing down too much capital 

— and at the wrong times

The graph above comes from a 2014 study by pension 
and life insurance consultant Ned Cazalet, and it 
illustrates the devastating effect that fixed withdrawals 
can have on a pot of invested money when markets are 
poor. He produced his report in response to the 
Government’s pension changes, and it was intended as a 
warning to those who blithely spend capital without 
regard to how the remaining pot is faring.

His assumption is a starting fund of £100,000, invested 
in the UK stock market over one of the worst periods in 
history: the first 15 years of this century. This was the 
period of the dotcom crash between 2000 and 2003, and 
the banking crisis, which began to hit markets in 2008.

Mr Cazalet’s research showed that by withdrawing an 
annual 5pc, the original fund would have fallen to under 
£40,000 by 2013. A greedier £10,000 per year would have 
wiped it out within a decade. His point is that in some 
years large withdrawals are affordable. But where the 
value of the invested capital is falling, thanks to falling 
share or bond prices, much less money should be taken. 

Protecting 
the golden 
goose

Could our 
portfolio 
be a house
of cards?

 I am 51 and own quite 
a few properties – but I 
don’t have a pension. I feel 
like I have a very precariously 
balanced property portfolio 
that could crumble the 
minute interest rates 
begin to rise.

My partner and I have
a property portfolio of three 
UK apartments (in Yorkshire) 
and a house (in Derbyshire), 
plus two holiday apartments 
in a ski resort in Bulgaria. 
Most of the properties, while 
providing a good rental yield 
(currently due to very low 
interest rates) have little 
or no equity.

The original plan when
we went into buy-to-let was 
to release the capital from 
these properties in the run-
up to 2018, to pay off the 

becoming more risk-averse. 
Our intention is to sell the 

apartment we own outright
in Bulgaria and reinvest the 
money in an apartment in the 
same complex as the other 
apartment we have there, 
as it will be more rentable 
due to its central location. 
The apartment will be sold
at a significant loss. However, 
if reinvested it will buy 
something of equal value that  
will hopefully go up in time. 

The Bulgarian apartment 
we want to sell is out of town 
and in a poorly run complex 
where the lift often does not 

Home truths: Christine has 
taken risks by putting 
money into property 
rather than a pension

outstanding. So the sale
of the Bulgaria property will 
help reduce this property 
exposure, particularly if they 
also sell the Derbyshire 
property. Christine would 
be able to use the loss 
created on disposal of the 
Bulgaria property to offset
the gain on the Derbyshire 
property and therefore, 
given the outlined loss
on the Bulgaria property 
is significantly more than
the gain on the Derbyshire 
property, capital gains tax 
would not be payable on sale 
of the Derbyshire property.” 

The sale of these two 
properties would release 
approximately £45,000, which 
could then be used to assist 
with creating a better balance 
in your joint overall 
portfolio. As a minimum, 
Ms Lord suggests you should 
have at least three months’ 
income (approximately 
£10,000) in cash. The 
remainder of your capital 
could be used to either repay 
the mortgage or invest in Isas 
that they could use to boost 
their retirement income. 

As you are not able 
to remortgage, your priority 
should be to gradually repay 
the debt outstanding on the 
properties. The largest single 
debt you have is the mortgage 
on your home. This also has 
the highest interest rate, 
so once you get your 
emergency fund sorted, you 
could use the remainder 
to repay some of the 
outstanding balance on your 
existing property. Before you 
do this, ensure there are no 
penalties or charges applied 
by the mortgage provider 
for overpayment. 

An alternative to repaying 
the mortgage would be to 
invest the cash in an Isa 
or a pension to generate
an investment return and 
start to build a pot of money 
that can sit alongside your 
property portfolio. It is 
possible for each of you 
to invest up to £15,000 into
an Isa this tax year. 

But given the interest rate 
on the mortgage is 4.94pc, 
once you allow for you both 
being basic-rate taxpayers, 
you would need investment 
return of at least 6.2pc a year 
to beat your mortgage. 

Given that you are risk-
averse, Ms Lord suggests 
such returns would be very 
ambitious, so you might be 
better off paying off your 
mortgage. 

You have approximately 
£200 a month that you could 
put towards monthly savings. 
Rather than increase the 
amount you overpay on your 
mortgage each month, Ms 
Lord suggests you both set up 
low-cost pensions, such as 
stakeholder pensions, and 
contribute £100 a month each 
into these arrangements. 

You will receive 20pc tax 
relief on your monthly 
contributions, which means 
that for every £100 you save 
the Government will top 
it up by £25. If you were
to make these regular 
contributions for the next 
10 years, you could each 
have a pension pot worth 
around £25,000 by the time 
you are in your sixties.

work so we cannot rent it out.
The house in Derbyshire 

attracts poor-quality tenants 
who move on frequently, 
generally leaving it in a state 
when they vacate. This 
property often needs costly 
maintenance. However, the 
mortgage on the house
in Derbyshire is the best 
buy-to-let mortgage we have, 
and the property gives the 
best rental yield. 

Is selling the Bulgaria 
property the right thing
to do — and should we use 
the money to pay a small 
chunk off our home mortgage 
now or, as we plan, invest 
in something else that will 
give a better return?

 The interest rate on our 
home mortgage is currently 
4.94pc so any investment 
would have to beat that rate. 
We are also overpaying the 
mortgage on our house by 
£300 per month (we could 
spare £500 probably). But 
might this money be better 
going into a pension? 

Christine Osborne, by email

 Your first priority should 
probably be to reduce 
your overall exposure 
to property and decrease
the debt associated with the 
properties you own. While 
interest rates remain at 
historically low rates, 
meaning debt is cheap, your 
concerns about the impact 
any interest rate rises will 
have on your financial 
position are not unfounded. 

Between 2000 and 2008, 
Bulgaria, like many other 
nations, saw a property boom. 
Unfortunately, the bubble 
burst towards the end of 2008 
owing to the world economic 
and financial crisis, which led 
to prices in Bulgaria falling 
by as much as 30pc in 2009. 
There was a continuing 
decline in prices until last 
year, when prices started
to show signs of recovery. 
However, as demonstrated 
by your figures, property 
prices remain significantly 
below the highs of 2008. 

It could be a long time 
before prices climb above 
2008 prices. For this reason, 
Sarah Lord, managing 
director of Killik Chartered 
Financial Planners, agrees 
with your suggestion 
to sell the second property 
in Bulgaria, particularly since 
you are not getting a rental 
income from it and therefore 
it is costing you to own it. But 
she says that it would be 
inappropriate to reinvest 
the proceeds from this sale 
in another property, 
especially in Bulgaria. 

She says: “Christine and 
her partner’s portfolio is not 
only predominately invested 
in the illiquid asset class 
of property, it is also heavily 
geared with significant debt 

interest-only mortgage
on our home, and leave
us with hopefully one or two 
properties that could provide 
an income in our old age. 
Due to the poor performance 
of the property market we will 
have to extend the length 
of our mortgage in the hope 
that a few years down the line 
we can achieve this goal. 

We are both self-employed 
and have also set up our
own internet business. Our 
household income is around 
£40,000 per year — hopefully 
this will increase as we 
build our business. 

We have been prepared 
to take risks in the past
in taking the property-
before-pension route, 
but this has clearly not paid 
off in recent years so I am 

£100,000 invested in 2000 and income withdrawn 

each subsequent year
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What the professionals do with their money

In the new world of flexible 
pensions – where savers 
have free choice over whether 
they withdraw their cash or 
leave it invested – there is 
more than ever a need for 
ideas and information 
about how to invest and 
what to invest in.

Here we ask three 
professional investors – 
whose jobs for many years 
have involved overseeing 
other people’s investments 
– how and what they do 
with their own, personal 
pension money.

An investment strategy 
will often be determined by 
the saver’s age. The general 
rule is that those who are 
now in their twenties and 
thirties should have more 
exposure to riskier assets 
such as shares. 

When time is on your side

These younger savers, the 
maxim goes, have plenty of 
time in their favour to ride 
the ups and downs of the 
stock market in search of 
long-term superior returns.       

In contrast, those who are 
closer to retirement are 
often advised to be more 
conservative, looking to 
buy safer investments such 
as bond funds, which 
protect against sudden 
stock market slides.

In selecting our 
professional investors, 
we chose three of different 
ages – and with different 
attitudes towards risk.

The financial adviser with 

a cautious approach

Patrick Connolly, 45, a financial 

adviser at Chase de Vere, started 

contributing regularly to a 

pension in his early twenties. 

Mr Connolly estimates he has 

another 20 years of saving to 

go before he considers retiring. 

He says his pension had been 

100pc invested in funds that buy 

shares, right up until last year. 

For the most part, Mr 

Connolly’s money is split 

between funds that buy UK stock 

market-listed shares and those 

investing in global emerging 

markets. The latter funds invest 

in countries such as China and 

India, which Mr Connolly admits 

is a “riskier option” but he was 

happy to take an aggressive 

approach because in his twenties 

and thirties he had time to make 

up any losses. 

Mr Connolly says he has now 

reduced risk and put half of his 

pension savings into “multi-

asset” and “absolute return” 

funds, designed to offer more 

conservative returns in 

exchange for a smoother 

investment ride. As their name 

suggests, multi-asset funds hold 

shares, bonds, and sometimes 

property, with the mix calculated 

to reduce risk. Absolute return 

funds use a range of strategies, 

including “hedges”, to guard 

against falls in markets — or even 

to capture profit from such falls.

“As my pension assets have 

grown, and especially in light 

of strong performance, I have 

reduced risks,” Mr Connolly says.  

“My largest overall holding is 

the Newton Real Return fund, 

which has an excellent record of 

protecting investors’ capital. If 

markets continue to rise from 

here I will still benefit, and if they 

fall I will probably move more 

money back into the funds I like 

which buy shares.” 

In the next decade Mr 

Connolly expects to take more 

risk off the table to protect his 

retirement pot. To achieve this 

Mr Connolly will again cut his 

allocation to funds buying 

equities. “I will take less risk in 

the future but that has more to 

do with protecting investments 

that have built up rather than 

moving into retirement,” Mr 

Connolly says. 

LARGEST FUND HOLDINGS 

1. Newton Real Return

2. Aberdeen Multi Asset

3.   Standard Life Multi Asset 

(20-60pc shares)

4.   Schroder Global Emerging 

Markets

5. Schroder Income

6.   Investec UK Special 

Situations

7. JPM Europe Dynamic

8.   AXA Framlington American 

Growth

9.   Miton UK Smaller 

Companies

10.   Somerset Global Emerging 

Markets

The investment analyst who 

is backing 25 funds 

Gary Potter, 53, is one of Britain’s 

biggest fund buyers and runs 

several portfolios of funds for 

F&C, the asset management firm. 

Mr Potter invests his pension 

savings in one of the funds he 

runs: the F&C Multi Manager 

Boutiques fund, the majority of 

which is held in funds which buy 

shares. Mr Potter said this is 

where he thinks he will make the 

most money to grow his 

retirement pot over the next 

decade before he edges towards 

retirement. Only then will safer 

investments be considered.  

“I believe equity markets over 

my expected investment time 

horizon will prove particularly 

attractive relative to any of the 

other options,” Mr Potter said. 

Mr Potter’s preferred funds 

mainly invest exclusively in the 

US, which makes up 40pc of his 

pension. Funds buying European 

shares are the second biggest 

allocation, at 20pc, while 

emerging market or Asia-focused 

funds are the third most popular 

fund choice, comprising 15pc of 

Mr Potter’s pension. 

The remaining portion is 

invested in UK and Japan funds, 

while some alternative 

investments, such as hedge 

funds, are also held. 

In total Mr Potter’s pension 

portfolio holds 25 fund managers. 

The fund managers he invests in 

have “genuine skill in stock 

selection”, he maintains. 

By spreading his investments 

and holding so many funds, 

Mr Potter thinks over the long run 

he will produce better returns. 

“A truly diversified portfolio is 

very important in achieving 

your long-term aim of growing 

your buying power and beating 

inflation over time, rather 

than putting your eggs in one 

basket.  I try to practise what I 

preach through investing in 

several different fund types,” 

Mr Potter says. 

LARGEST FUND HOLDINGS 

1. Conventum Lyrical 

2. Findlay Park American 

The younger financial adviser 

targeting returns of 7pc a year 

Ben Willis, 42, an adviser at 

Whitechurch Securities in Bristol, 

is aiming for 7pc returns a year 

on the investments he has 

chosen for his pension portfolio.

Mr Willis has the stomach 

to take on investment risk 

because retirement is at least 

20 years away.

This is why he has 80pc of his 

pension investments in funds 

which invest globally. Mr Willis’s 

biggest investments are 

emerging market funds, which 

make up one-third of his pension. 

They are the Templeton 

Emerging Markets investment 

trust and First State Asia Pacific 

Leaders, both overseen by highly 

regarded fund managers. Mr 

Willis also has investments in 

Japan and China funds.  

These funds, and others that 

buy shares in fast-growing 

economies such as Indonesia and 

India, are seen as “risky options”. 

But for long-term investors who 

have time on their side, the 

potential investment returns on 

offer could be superior to funds 

that buy shares listed in western 

markets. “As I am not likely to 

retire any time soon, my 

investment horizon is at least 

20 years, and I am willing to take 

on risk to try to reach returns of 

7pc a year,” Mr Willis says. 

The rest of Mr Willis’s pension 

is invested in funds closer to 

home, with 20pc in three British-

focused funds: Aberforth UK 

Small Companies, Artemis UK 

Special Situations and Miton UK 

Value Opportunities. 

Other investments — in 

European and US funds — have 

also been made.

Mr Willis’s biggest bets for each 

region are Henderson European 

Special Situations and the Legg 

Mason Capital Management 

Opportunity fund.  

“For my age it makes complete 

sense for me to invest in funds 

that buy shares. 

“Of course, stock markets can 

fall out of form but there is the 

potential to produce superior 

returns over the long-term,” Mr 

Willis says. “I try to be as diverse 

as possible to ensure there are 

more winners than losers in a 

given year.”

His top holdings also include 

the M&G Property Portfolio, a 

fund investing directly in 

commercial properties.

LARGEST FUND HOLDINGS 

1.  First State Asia Pacific 

Leaders 

2.  Templeton Emerging 

Markets Investment Trust 

3=   Artemis UK Special 

Situations 

3=   Henderson European Special 

Situations 

3=   Invesco Perpetual European 

Equity Income

3=   Legg Mason Capital 

Management Opportunity 

3=   Miton UK Value 

Opportunities 

3= M&G Property Portfolio 

9= Templeton Growth 

9= JPMorgan US Equity Income

Where my pension is invested

50% 

20% 

30% 

μ Funds that buy shares
μ Multi-asset funds
μ Absolute return funds

Where my pension is invested

μ Funds that buy US shares
μ Funds that buy European 

shares 
μ Emerging market or Asia 

funds
μ Funds that buy UK shares
μ Japan funds 
μ Alternative investments

40% 

20% 

15% 

10% 

10% 
5% 

Where my pension is invested

μ Funds that buy global 
shares

μ Funds that buy UK-listed 
shares

μ Absolute return and hedge 
funds

μ Property funds

60% 
20% 

15% 

5% 

Look east: Asia 
funds account 

for 15pc   

India: growth potential

Towering: Mr Willis’s portfolio includes commercial property

3.   JOHCM Continental 

European 

4. Iridian US Equity 

5.   Artemis US Extended 

Alpha 

6.   Henderson European 

Special Situations 

7. Polar Capital North American 

8. Brown Advisory American 

9.   Coupland Cardiff Japan 

Alpha 

10.   Verrazano Advantage 

European
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British pensioners are worse 
off than their counterparts in 
a swathe of European 
countries including France, 
Germany, the Netherlands, 
Ireland and Switzerland. But 
they enjoy better pensions 
than those in Italy, Austria, 
Sweden and Poland.

These are among the 
results of a Telegraph Money
analysis of a detailed survey 
of the pension systems of 
25 developed and developing 
countries by Mercer, the 
pensions consultancy, and 
the Australian Centre for 
Financial Studies in 
Melbourne.

Further afield, British 
pensions are more generous 
than those in America and 
Japan – but less so than those 
in Canada and Australia.

Less surprisingly, 
retirement incomes are also 
better in the UK than in 
developing countries such as 
Brazil, India and China.

When the researchers 
assessed the finances of 
retired people in the various 
countries, Australia scored 
best with a rating of 81.2.

Britain’s score was 69.8. 
By contrast, Germany, France 
and Holland were all in the 
mid-70s, beating Finland 
(72.2) and Switzerland (71.9) 
but not Denmark (77.5) or 
Ireland (77.6).

Canada scored 75, well 
ahead of the US on 55.2. 
Japan was far lower down the 
table on 48. Brazil, China and 
India were rated at 61.8, 62.5 
and 37.1 respectively.

The Melbourne Mercer 
Global Pension Index 
compared the countries’ 
pensions systems – state and 
private – in three ways. The 
first, “adequacy”, relates to 
current pensioners and 
assesses their income and 
savings as well as the design 
of the pensions systems.

This part of the survey, 
which relates most directly 
to the standard of living of 
today’s pensioners, is the 
one whose results are 
summarised above.

But the study also looked, 
in a second section called 
“sustainability”, at whether 
current levels of pension 
benefits can be maintained 

for future generations. (The 
third part, which rates the 
governance of each country’s 
pension system, has less 
bearing on individuals’ lives.)

The sustainability section 
makes grim reading for 
younger workers in Britain 
and many other Western 
countries, because it implies 
they are not likely to enjoy the 
same level of retirement 
income as their parents.

Whereas the Melbourne 
Mercer report typically 
awarded scores of 60 to 80 
for the adequacy of current 
pensions in Europe’s 
advanced economies, the 
ratings for sustainability 
were markedly lower.

Britain’s system was rated 
at 52.4, while Germany and 
France scored even worse, at 
37.6 and 37.7 respectively. But 
Italy’s workers seem destined 
for a far poorer retirement 
than their parents enjoy – the 
country’s sustainability score 
was just 13.4, the lowest in 
the survey. Austria’s rating 
was little better at 18.9.

Developing countries that 
currently pay relatively 
meagre pensions score much 

better when it comes to 
sustainability, so perhaps 
younger workers there can 
hope for bigger incomes 
when their turn comes to 
retire. Chile achieved 68.7 
and India 40.6. Meanwhile, 
America was rated at 58.5 
but Japan scored just 28.5.

The reasons for pessimism 
over the sustainability of 
pensions in many western 
countries are stagnant 
economies, excessive 
government borrowing and 
ageing populations.

“Pension systems around 
the world, whether social 
security or private sector 
arrangements, are now under 
more pressure than ever 
before,” the authors said. 

One expert expressed 
doubts that Australia could 
maintain its high position in 
the survey, describing its 
pension system as “flawed”.

Richard Williams, director 
of pensions consultancy JLT 
Employee Benefits, says: 
“Australia has a model that is 
ultimately flawed, with 80pc 
of pensioners relying to some 
extent on the state for 
retirement income, making 

the burden unsustainable 
in the long term.”

A similar survey from an 
international finance firm 
took a broader view of the 
well-being of pensioners 
across the globe and rated 
Switzerland the best country 
for the retired.

The research, covering 150 
countries and carried out by 
the fund managers Natixis, 
looked at health care and the 
quality and safety of the 
environment as well as the 
financial aspect of retirement.

Norway was second, 
followed by Australia and 
Iceland. Eight of the top 
10 were European countries, 
the other exception being 
New Zealand. But Britain was 
in 22nd place in the Natixis 
global retirement index, 
falling from 18th last year.

Natixis said Britain’s 
government debt and taxation 
system “continue to be its 
weak points”. “The UK’s debt 
stands at well over 90pc of 
GDP and is rising, which 
could put further pressure on 
retirement income and public 
spending programmes that 
benefit retirees,” says Chris 
Jackson of Natixis.

“Despite its relative 
economic strength, the index 
shows that the UK still has a 
way to go to stabilise its 
finances and safeguard the 
retirement security for its 
people,” he adds. 

He also points to Britain’s 
ageing population. The 
portion of Britons over the 
age of 65, which was 17pc in 
2010, is projected to rise to 
25pc by 2050. 

Mr Williams adds: “We 
can learn a number of lessons 
from other jurisdictions. The 
Government needs to 
examine the effectiveness of 
certain practices in countries 
around the world and try to 
bring clarity to the order of 
importance of the many 
decisions such as compulsion 
of contributions, default 
investment funds and 
consumer guidance or advice.

“Generally the solutions 
already exist, identifying 
the key ones to tackle will 
be fundamental to the 
success of British consumers’ 
retirement security.” 

Pensioners have a better deal 
in France and Germany

QWith the new rules being 

introduced in April allowing those 

aged 55 or over to take money 

from their pension and get the first 

25pc of any withdrawal tax free, I 

wanted to know: will I be able to 

continue working at the same time as 

taking money from my pension pot?

If yes, can I be in a situation where I 

am both paying into my pension and 

taking money out of it? And if yes again, 

could I put all of my pay into my pension 

and then the take the money out? 

Presumably this will leave me in a better 

tax position?

AThere’s nothing to stop you 
working and drawing on your 
pension at the same time. 

This means you could in principle 
have money flowing into a pension 
at the same time as you are receiving 
a retirement income into your bank 
account. In theory you can channel 
pay via your pension; however, the 
Government has taken steps to 
curtail such activity. 

Tom McPhail, the head of pensions 
research at Hargreaves Lansdown, says: 
“First, if all your pay is going into your 
pension then you’ll be restricted to 
making pension contributions of £3,600 
a year if you want to get tax relief on the 
contribution. Second, if you are using 
drawdown to withdraw money from a 
pension then you’ll be restricted to only 
paying in a maximum of £10,000 a year 
(only 2pc or 3pc of savers pay in more 
than this amount).” 

Subject to these restrictions, yes, 
recycling money through a pension in 
this way could indeed leave you better 
off – and not just for the tax you’d save: 
you’d also avoid National Insurance on 
any money paid into the pension.

QI am 60 years old and retired with 

a £30,000 pension pot from my 

last employer. I am due another 

pension from a previous employer’s 

scheme when I turn 65, at £3,100 a 

year. When I inquired about early 

payment options or lump sums, the 

fund advised me that the law requires 

them to pay me the £3,100 at 65, 

regardless of my existing income, as it 

is below a minimum level. Will the new 

rules allow me to release these monies?

AFrom April, you will have a lot of 
flexibility about how you get your 
£30,000 pension pot. You could 

take 25pc of it as a tax-free lump sum 
(£7,500) and take the rest (£22,500) as 
and when you want it – broadly, this 
would be taxed like it was a salary. 

If you want a guaranteed income, you 
could buy an annuity. Henry Tapper of 
First Actuarial, a pensions consultancy 
firm, says: “The £3,100 annual pension 
from your previous employer’s pension 
will probably increase with inflation 
and may be ‘worth’ – if you had to buy 
an equivalent income in the form of 
an annuity – about £65,000. The exact 
amount will depend on the features 
of your pension: which inflation rate 
is used, does it include a spouse’s 
pension, and so on.” 

The rules that govern how and when 
someone can take their pension are set 
by the Government. “By the sound of 
it, it is likely that you were ‘contracted-
out’ while you were working for this 
employer,” Mr Tapper says. “This means 
that your employer (and you) paid lower 
National Insurance contributions but 
your pension had to be more than a 
set amount at age 65 and it is this rule 
that is preventing you from getting the 
pension paid now.”

If you can’t wait, you could apply for 
a “transfer value” from the pension 
scheme. This lets you transfer the value 
of your pension (around £65,000) into 
another pension plan. That converts your 
pension to a lump sum and you can then 
access your money as per your £30,000 
pension described above.

A word of caution. Taking the transfer 
means giving up your rights to the 
guaranteed pension; there’s no certainty 
that the transfer value gives you more 

money in the long run, indeed there is a 
fair chance you may be worse off. That’s 
the price of freedom.

Mr Tapper adds: “In the end, you 
need to work out what price you place 
on the guarantee of a pension for life 
from 65 and weigh that up against the 
transfer value that’s offered. One final 
word of warning: if the pension on offer 
is from the Government, there may not 
be a transfer value on offer from next 
April (another Government rule). So 
you should apply for a transfer value 
sharpish and engage a competent and 
independent financial adviser to help 
with the decisions.”

QMy husband died some twenty 

years ago, and I have a private 

pension from his company. This 

has remained static since his death, 

with no increase whatsoever. I have 

been told that it may be possible to 

increase this pension, but can find no 

information. I am now drawing my state 

pension, but cannot obtain any other 

benefits. What should I do?

AAs the pension has not increased 
and without having the benefit of 
all the facts to hand, this sounds 

to me like an annuity rather than a final 
salary pension, says Claire Walsh, a 
financial adviser at Aspect 8.  

While final-salary pensions and 
spouse’s pensions from final-salary 
schemes generally rise in line with 
inflation, with an annuity you make 
choices when you take it out on whether 
you want that to rise or remain level. 

Unfortunately once an annuity is set-
up it isn’t possible to change the basis. 

Steve Webb, the pensions minister, 
recently proposed allowing people with 
annuities the opportunity to sell them, 
which would give them the chance to 
get a cash lump sum or buy an annuity 
on a different basis. But even if the 
Government does give people the option 
to sell annuities, this may not be in this 
reader’s interest, Ms Walsh says.

Do you have queries for our pensions 
experts? Email moneyexpert@telegraph.
co.uk or write to Pensions Expert, Your 
Money, 111 Buckingham Palace Road, 
London SW1W 0DT

Can I keep working and still 
take money from my pot?

Far-sighted: Australian pensions are more generous than ours
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