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 One of the great benefits of the new pension 
freedoms is that they make it easier for savers to 
take an income from their retirement fund without 
buying an annuity. While an annuity pays a 
guaranteed income for life, it does so at the cost of 

surrendering your savings at the outset; when you die, there 
is nothing to pass on to your family.

The alternative offered by the new freedoms is to retain 
ownership of your pension savings but draw an income from 
them, either by taking income from investments, such as 
dividends, or withdrawing some of the capital. Either way, 
there should be money left to pass on to your family. If you 
need your retirement fund to produce an income, however, 
the question is how to invest it to best effect.

There is a huge array of choices, but they mostly fall into a 
few simple categories, which we examine in turn.

Cash
Cash doesn’t pay very much at the moment, but it does offer 
the certainty of capital preservation (but do remember the 
£85,000 limit of the deposit guarantee scheme). 

Only certain types of savings account can be held in a 
self-managed pension. Currently, the best rate is 2.9pc on 
five-year bonds from Bank of Baroda and State Bank of 
India. For up-to-date best buys for these special accounts, 
see investmentsense.co.uk/free-services/best-buy-savings-
accounts/accounts-for-pensions. You’ll also need a self-
managed pension (Sipp) that offers unrestricted access to 
cash accounts; many do not.

Bond funds
Bonds have traditionally been seen as a safe bet for steady 
income, although there are fears that some are currently 
overvalued. “Strategic” bond funds have the most flexibility 
to adapt to changing market conditions. 

Among those most widely recommended by financial 
advisers – and chosen by “fund of fund” managers for their 
clients’ money – are Jupiter Strategic Bond (which currently 
yields 5pc), Henderson Strategic Bond (4.9pc) and M&G 
Optimal Income (2.7pc). Less well-known funds include 
TwentyFour Dynamic Bond (4.5pc).

Equity Income funds
Most bond funds with decent yields offer limited scope for 
capital growth. Funds that invest in shares, on the other 
hand, hope to grow both income and capital over the long 
term, although savers need to be prepared for the possibility 
of falls. Share-based funds that target a decent yield are 
called equity income funds.
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No boss? 
Here’s how 
to save

 More than one in seven 
people working in Britain 
are self-employed and 
thus face a particular 
challenge in saving 

for retirement. Unlike those in 
full employment, contractors and 
small business owners do not 
benefit from an employer paying 
into a plan for them.

The responsibility, therefore, rests 
entirely with the individual to make 
adequate preparations for old age 
– and oversights are commonplace.

While some small-business 
owners envisage running their 
company through retirement or 
plan to sell up and use the funds to 
pay their living costs, the reality is 
many self-employed people wait 
too long to make arrangements.

It can be tricky when your income 
is irregular or you anticipate more 
pressing business needs in future. 
But a few smart moves can set you 
right fairly rapidly. Here, we look 
at six ideas to help self-employed 
workers boost their funds.

Use the tax relief allowance
Every year savers can put up to 
£40,000 into a pension fund without 

paying income tax on the money. 
Play the annual allowance system 
to your advantage.

Some people – those who have 
sold a new product, painting or 
received an advance, for example – 
may only in certain years acquire 
money to pay into a pension.

However, you can carry over 
unused allowances from the 
previous three years, provided you 
were a member of a pension 
scheme during that time. It’s worth 
setting one up as soon as possible. 
Old schemes count as “having a 
pension” and you can still use the 
carry-over allowances in a different 
(and probably cheaper) fund.

The rule means that people can 
save £120,000 in some years, 
generating significant tax relief.

Claim back missed relief
Typically, an £80 contribution to 
a pension will be automatically 
topped up with the 20pc basic rate 
tax you paid. Pension providers 
claim this on your behalf from 
HM Revenue & Customs.

But that means higher-rate 
taxpayers must claim the remaining 
20pc through self-assessment. Many 

self-employed people are unaware 
or forget to do this.

But all is not lost; the rules allow 
you to claim tax relief for the 
previous three years. In practice, 
this means the deadline is four 
years after the end of the tax year 
for which you are claiming, so to 
claim tax relief in respect of 
2011-12, you must request the 
money from HMRC by April 5, 2016.

Hargreaves Lansdown, the 
pension provider, offers this 
advice: “You should write to your 
tax office and make sure you 
include the tax year to which it 
relates, that you are claiming for 
higher-rate tax relief on personal 
pension contributions, the tax you 
have paid for that tax year, details 
of the bank account into which you 
would like to receive any payment 
due and your signature.”

Employ your spouse
If your husband or wife is on the 
payroll, make sure you’ve got a 
pension in place. You can pay up 
to 100pc of their salary into the 
scheme, adjusting your own 
earnings to compensate. 
However, as a couple, always 
try to make contributions on 
behalf of the higher earner to 
generate the most tax relief.

Your partner must have a proper 
role in the company as HMRC runs 
spot checks to ensure people are 
actually doing the jobs they are paid 
to do within small businesses, and 
will prosecute if this isn’t the case.

Put your business 
in your pension
Savers are blocked from putting 
residential property in a pension, 
but investing in commercial 

buildings is allowed. You can buy 
the premises where your business 
operates through a pension scheme 
to reduce your tax bills. For 
example, a veterinary surgeon might 
put their surgery in a pension.

First, you will need a “self-
invested personal pension”, more 
commonly known as a Sipp.

You need to have enough money 
in your Sipp to buy the property, 
but you can borrow up to 50pc of its 
net value to help. Consolidate other 
pension funds to boost this amount.

The Sipp then becomes your 
“landlord” and you must pay it 
market-value rent.

In doing so you escape 
corporation and income tax at the 
same time as making significant 
pension contributions. You will also 
avoid capital gains tax when you sell 
the property. It is worth taking 

financial advice as small mistakes 
can incur a 55pc tax bill – for 
example, if you underpay rent.

Recycle money after 55
Once you reach age 55, try 
pension “recycling” to boost 
your fund. Under this ploy you 
withdraw money from your fund 
and pay it back in to generate 
extra tax relief. It’s easier for 
self-employed people with 
more control over their incomes 
than company staff.

This is best explained in an 
example provided by Alistair 
Cunningham, of Wingate Financial 
Planning. A higher-rate taxpayer 
pays £10,000 into a pension, on 
which 40pc tax (£4,000) 
would have been owed.

When taken out, three-quarters 
of the fund is tax-free, with the 
rest treated as normal income. 
That creates a total tax bill of 
£3,000, saving the higher-rate 
taxpayer £1,000. 

When you start taking money 
from your pension the £40,000 
annual allowance is cut to £10,000. 
But that doesn’t stop you making a 
quick £1,000 every year.

Use a cheap plan designed 
for companies
Companies such as Hargreaves 
Lansdown, Bestinvest and AJ Bell 
provide low-cost pensions for 
people who just want to put money 
in the stock market, rather than in 
commercial property or other 
esoteric investments. 

A little-known trick to cut 
costs to the bone is using Nest, 
the government-backed pension 
provider, which is open to 
self-employed people and 
charges only 0.3pc a year.

A 30 year-old earning £25,000 
a year could build a fund of £261,800 
at retirement, the consultants 
Punter Southall calculate, assuming 
the person pays in 8pc of their 
annual income and the fund 
grows 5pc a year.

By comparison, the typical 
pension plan with charges of 1pc 
would grow to £234,900. Note 
that Nest has a temporary levy of 
1.8pc on contributions, which is 
included in the calculations.
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Pet project: a vet 
could put their 
surgery in a pension

T
More on the best ways 
to grow your own self-
invested personal pension
telegraph.co.uk/sipps

chance of capital growth. Many have records 
of maintaining or increasing dividends that 
stretch back decades.

One example is City of London, managed 
by the veteran investor Job Curtis. The trust 
yields 3.6pc and has increased its dividend in 
each of the past 48 years.

Another favourite among income seekers is 
the Edinburgh Investment Trust, formerly 
managed by the celebrated investor Neil 
Woodford and now run by Mark Barnett,
of Invesco Perpetual. It yields 3.3pc.

But before you buy an investment trust – 
they are traded on the stock market, as these 
funds are structured as companies – check for 
any “premium”. This is an extra price you 
sometimes have to pay, and results from the 
fact that the trust’s share price can rise above 
that of its constituent assets.

Currently, City of London trades at a 
minimal premium of 1.5pc, while Edinburgh 
is actually available at a discount of 3.6pc to 
the value of its assets.

Exchange-traded funds
“ETFs” are just 15 years old, but are gaining 
ground among private investors because of 
their low charges. Like investment trusts, 
they trade just like shares, but premiums 
and discounts are extremely rare.

These funds tend to be “passively” 
managed, meaning that there is no fund 
manager making decisions about the assets 
to buy. Instead, these funds simply track a 
stock market index, such as the FTSE 100. 
However, some target income, thanks to the 
existence of indices that focus on dividend-
paying shares.

One example is the SPDR UK Dividend 
Aristocrats fund, which yields 3.8pc. It owns 
shares in high-yielding companies that have 
maintained or increased their dividends for at 
least the past 10 years.

Similar funds for the US and European 
markets are available.

Even cheaper is a simple FTSE 100 index-
tracking ETF. The index currently yields 3.4pc.

Among the favourites of fund experts are 
Woodford Equity Income (a new fund with a 
current target yield of 3.4pc), Threadneedle 
UK Equity Income (3.7pc), JO Hambro Capital 
Management UK Equity Income (4.1pc) and 
Artemis Income (3.4pc).

There are also similar funds that invest 
overseas, to offer further diversification. They 
include Newton Asian Income (4.3pc) and 
Schroder Asian Income (3.9pc).

Multi-asset funds
If you only choose bond funds, you are 
unlikely to get much growth in either capital 
or income. With equity income funds, both are 
possible – but you are also exposed to stock 
market falls. A blend of the two with other 
assets should dampen the ups and downs 
while offering the chance of some growth in 
income and capital.

While you could build your own multi-asset 

portfolio, perhaps using some of the funds 
above along with property funds (see page 6), 
you could also buy a single fund that holds a 
mix of assets. Some are structured as ordinary 
funds, possibly with separate managers for the 
different assets, while some buy holdings in 
other funds – the “fund of funds” or “multi-
manager” approach.

Popular examples of the former include 
Premier Multi-Asset Monthly Income (4.7pc) 
and JP Morgan Multi-Asset Income (3.6pc). 

Well-regarded multi-manager income funds 
include F&C MM Navigator Distribution 
(4.5pc) and the Old Mutual “Generation” 
range, which aims to produce a set income 
of either 4pc or 6pc. The funds achieve this 
by, in effect, selling some capital growth to 
other investors.

Investment trusts
Arguably, some of Britain’s venerable 
generalist investment trusts are ideal for 
retired savers who want income with the 
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 Wealthy retirees should 
consider leaving their 
pension invested and 
take an income from 
Isas and other savings 

to minimise their inheritance tax 
(IHT) liability.

Pensions are emerging as an 
important IHT planning tool, thanks 
to the introduction of new death 
benefit rules on April 6. These allow 
the full value of a pension to be 
passed to a beneficiary tax-free, 
provided the pension-holder dies 
before the age of 75. 

If they die after 75, the pension 
can still be bequeathed tax-free but 
the beneficiary will pay tax on 
income taken at their marginal rate. 
If the whole pension is taken as a 
lump sum, tax of up to 45pc could 
be applied. When the beneficiary 
dies, the money can again be passed 
on under the same tax treatment.

Gary Smith, a financial planner 
at adviser Tilney Bestinvest, says: 
“It’s a different mindset, but it can 
make sense to take an income from 
Isas first and allow the pension to 
grow outside your estate. You can 
always access the money later if 
necessary.” These rules do not apply 
to final-salary pension schemes, 
which have their own arrangements, 
or to those who have already bought 
an annuity.

Each saver can build up a pension 

Spend your Isa before 
youspend your pension

which includes investment gains. 
Any excess will be hit with a 
55pc charge on withdrawal and 
further contributions do not 
earn tax-relief.

Justin Modray, director at 
Candid Financial Advice, suggests 
that the inheritance tax-saving 
strategy would only suit those with 
sufficient funds outside a pension. 
“You would have to have invested 
in Isas for years to have built 
a sufficient pot,” he says. “Some 
might struggle because the yearly 
allowance for Isas is less than 
for pensions and you don’t get 
valuable tax relief on the way in.”

Advisers say that if pensions 
take a major role in estate 
planning, the investment strategy 
that governs Isas and pensions
is likely to change. 

Pensions in drawdown normally 
focus on lower-risk, income-
generating investments such as 
bonds. Isas are often aimed at long-
term capital growth and tend to 
hold riskier shares. This situation 
could reverse.

“If you rely more on the Isa for 
generating income, you will be 
more cautious with it,” Mr Modray 
says. “You could then be more 
adventurous with the pension 
as you would take less of it and 
it may continue to be invested 
after you die.”

Rich harvest: each 
saver can build a 
£1.25m pension
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worth £1.25m. This limit, known 
as the lifetime allowance, is set to 
fall to £1m next April, and will 
then rise in line with inflation. 
As pensions typically sit outside 
your estate, they grow free of IHT. 
In contrast, Isas are subject to 
inheritance tax if the beneficiary 
is anyone other than a spouse. 

Another important difference is 
that the income from an Isa is 
tax-free whereas pension income is 
taxed. This is another reason to 
generate retirement income from 
an Isa rather than a pension.

“The debate on which assets to 
spend in your life has shifted,” says 
Danny Cox, chartered financial 
planner at Hargreaves Lansdown. 
“Now it’s perfectly valid to use other 
assets before your pension because 
of death benefits.”

Using a pension to bequeath 
assets can be a better way to avoid 
IHT than gifting. The rules covering 
gifts say that you can give away 
£3,000 annually, and distribute 
regular sums of proven “surplus” 
income, but to avoid an IHT charge 
you must live for at least seven years 

afterwards. This is known as a 
“potentially exempt transfer” (PET).

Gifting requires the transactions 
to take place in the short term, when 
beneficiaries such as children may 
not be old enough to manage the 
legacy. The pension option means 
the transfer takes place after death – 
hopefully in the long-term. It also 
means that you can still enjoy the 
asset while you are living, which the 
PET rules do not allow for. 

The family home cannot be held 
in a pension, but the nil-rate band 
goes some way to mitigate any IHT 

payable. It is worth £325,000 per 
person, or £650,000 for a married 
couple, as the surviving spouse can 
inherit their partner’s allowance.

David Cameron has promised to 
add up to £175,000 to the nil-rate 
band, specifically for property. For a 
married couple, that equates to £1m 
of IHT-exempt assets which should 
cover most family homes.

With careful management, any 
overspill of investments over this 
limit could be catered for within 
a pension. But be careful not to 
exceed the lifetime allowance, 

T
How much would you owe 
on pension withdrawals?
telegraph.co.uk/pensions
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Funds for the 
new freedoms

 Fund management firms have launched a 
range of “specialist” investments designed 
for those who want to take advantage of 
the new pension freedoms. Some are 
for savers who are trying to maximise their 

pension pot ahead of retirement, others promise 
to be one-stop solutions offering exposure to 
a range of investments that are suitable for 
retirees. Most of these aim to preserve capital 
and provide an income in retirement. A number 
of the funds are completely new, while others 
are existing products that have been given a 
retirement twist. Here we weigh up the pros 
and cons of each.

Multi-asset income funds 
These funds are the flavour of the month – 
several new multi-asset income funds have 
been launched specifically to take advantage of 
the pension freedoms. The funds split savers’ 
cash between shares, bonds and property. Some 
also have a small amount of money in alternative 
investments such as gold. 

They are designed to pay an income of 4pc to 
5pc, with a big focus on capital preservation.

Some buy and hold assets directly and charge 
around 0.9pc a year, while others, known as 
“multi-manager” funds, outsource investment 
decisions to other fund managers. These come 
with higher charges and can cost as much as 2pc.

New funds in this category include the Newton 
Multi Asset Income, Schroder Global Multi-Asset 
Income, Legal & General Retirement Income, 
Multi Asset Income and Architas Diversified 
Global Income funds. 

The BlackRock Income Strategies investment 
trust has also been designed for drawdown 
investors. It was previously known as the British 
Assets trust, but is now under new management 
and has changed from its old approach of buying 
UK-listed shares to a multi-asset style. 

Laith Khalaf, a fund analyst for Hargreaves 
Lansdown, the broker, says multi-asset income 
funds can be an ideal solution for pension 
savers looking for a one-stop solution. But 
he warns that some of the newcomers do 
not have the same expertise of the more 
established funds in the market.

“Multi-asset income funds invest across a range 
of assets to provide investors with a reasonable 
level of income with less volatility than the stock 
market at large,” he says. “This gives the fund 
manager the ability to protect the fund from 
downturns through asset allocation, but this 
flexibility is not unequivocally a good thing unless 
the manager can make the right calls.

“Very few of these funds have a long enough 
track record to justify investment at the present 
time, though this will change as we move forward 
and the better managers distinguish themselves. 
Ideally, pension savers should be looking for a 
track record of around seven years to assess 
whether the fund manager can protect capital 
when stock markets take a dive.”

Instead Mr Khalaf prefers the Ecclesiastical 
Higher Income fund (see pie chart, right) which 
has a long and impressive track record. It’s a 
balanced managed fund that invests 
predominantly in equities, with some fixed 
interest to reduce volatility. 

Robin Hepworth, who runs the fund, looks for 
companies with a healthy yield that he can 
invest in for the very long term. He has 
continuously held some of the companies 
that he first put money in when the fund 
was launched in 1994, including 
GlaxoSmithKline, BP and Royal Dutch 
Shell. The current yield is 4.2pc 

For pension savers who want to protect 
their capital, Mr Khalaf says the Newton 
Real Return and Troy Trojan funds are good 
choices. Both funds made money during the 
financial crisis, so have built up a reputation 
for protecting investors from heavy losses.

Patrick Connolly, a chartered financial planner 
at Chase de Vere, favours the JP Morgan 
Multi Asset Income (see pie chart, right) 
and Schroder Multi Manager Diversity 
funds (see pie chart, right). 

He says JP Morgan’s fund looks to achieve the 
best risk-adjusted income, which can be taken 
either monthly or quarterly, by investing in a wide 
range of underlying assets including equities, 
fixed interest, mortgage backed securities and 
real estate investment trusts. The current 
yield is 3.5pc and while income is the main 
objective the fund also targets capital 
preservation and low volatility by investing 
in around 1,500 underlying holdings.

The Schroder fund is an ideal choice for 
a novice or cautious investor, according to 
Mr Connolly. The fund typically invests 
about one-third in equities, one-third in 
cash and fixed interest and one-third in 
alternative investments such as hedge funds 
and commodities. The managers have reduced 
risk significantly in recent times and currently 
28pc of the fund is held in cash alone. This 
has resulted in the fund under-performing, 
as other assets have performed well. The 
managers are sticking to their guns though so 
the fund should provide a high degree of capital 
protection if stock markets fall.

“It would be a mistake for investors to 
assume that one multi-asset fund is necessarily 
like another,” Mr Connolly says. “With an 
increasing number of products now being 
promoted, it is important to recognise 
that they can differ significantly in terms 
of approach, risks, charges and 
performance. You need to separate the 
wheat from the chaff.” 

Target-date funds
These funds are designed for people 
who are still saving towards their retirement. 
They aim to maximise your pension pot at your 
planned retirement date, while taking on 

minimal risk. To do this, the funds buy and 
sell assets in response to market conditions. 
They should not be confused with so-called 
“lifestyling” funds, which are often the default 
option in workplace pensions and sell assets 
according to a pre-set schedule.

Target-dated funds, in contrast, have more 
flexibility. The asset allocation switches 

are made at the discretion of the fund 
manager, who has the freedom to adapt 
to changing market conditions.

BlackRock and Architas, which is part of 
Axa, have launched new target-dated funds 
this year, while Vanguard and Fidelity have 
giving their existing funds 
in this range a bigger marketing push. 
The majority of these providers offer a 

range of target-date fund types that cater 
to each of the different options savers have 

at retirement under the pension freedoms.
BlackRock, for instance, has three funds. 

One is for those who are planning to buy an 
annuity, another is for those who want to draw 
an income from their pot, while the third is 
for savers who want to withdraw their savings 
as a cash lump sum.

The three funds invest in the same growth 
assets up until 10 years from the target 
retirement date. Then the asset mix begins to 

change in relation to each plan, reducing 
exposure to equities in favour of perceived 
safer assets, such as bonds.

But Darius McDermott, of the fund 
broker Chelsea Financial Services, warns 
that the funds can be too cautious for 
pension savers. “Target-dated funds have 
been quite big in the US for a long time, 
but have never really taken off over here,” 
he says. “The new pension freedoms may 

change that but the jury is still out and I 
think care needs to be taken. 
“Pension savers need their money to last 

perhaps 30 years in retirement and therefore 
need it to grow, not stagnate. I think retirement 
funds need to take more risk for longer and 
asset allocation needs to evolve further to 
meet these needs.”

DIY funds
The alternative route is to select your own basket 
of funds, effectively creating an individualised 

multi-asset fund, although this does involve 
more expertise and work. 

For a diverse range of income sources, 
you should aim to hold a mixture of UK 
income and global income funds, as well 
as bonds. You could also diversify with 
some property.

If you want inflation-beating returns 
without taking on too much risk, Mr 

Connolly suggests splitting your money 
evenly between shares and bonds. “The 

funds should be tailored towards your time 
frame and risk appetite,” he adds.

Shares 
70pc

Bonds 
27pc

Cash 
3pc

Shares 
40pc

Bonds 
40pc

Property 
10pc

Cash 
30pc

Shares 
60pc

Bonds 
10pc 

Alternatives
10pc

Eastern promise: 
many funds take a 

global view to 
maximise returns
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Can I retire at 60 on £20,000pa?

 Andrew Aberdein, a 56-year-
old bachelor from London, is 
planning to retire in four 
years’ time, when he turns 60. 
Andrew is a fraud inspector 

for a train operator and has no wife or 
children to worry about.

He is fit and well, and looking 
forward to an active retirement in 
which he hopes to do more of the 
things he loves, including cycling 
and walking. He hopes that the 
company pension he receives, which 
will pay around £12,500 a year in 
guaranteed income, along with the 
other money he has saved, will 
allow him to retire on a pension of 
around £20,000 a year. He has 
around £180,000 in other savings, 
most of which is held in cash accounts. 

He is willing to keep a large 
proportion of the total invested in 
assets other than cash in order to 
obtain a reasonable return. He knows 
he is holding a lot of money in cash, 
which is hardly earning any interest, 
and he wants to reduce this. However, 
he isn’t sure where to invest the 
money. He has only £4,000 left on his 
mortgage and plans to sell the house 
he currently lives in and raise more 
cash through downsizing.

The Pensions Doctor says:
 Andrew wants an income of 

£20,000 a year for the rest of his life. 
However, when thinking about how 
much income he’ll actually need to 
maintain the same standard of living, 
it is important to build in increases 
that will rise in line with inflation. In 
simple terms, he needs an income 
that increases each year.

Minesh Patel, a financial planner at 
EAF Solutions, says it would help 
Andrew to think about his retirement 
income goal in post-tax, or “net” terms. 
Looking at his monthly spending, Mr 
Patel estimates that he currently needs 
£18,096 net a year to live on, with 
£2,256 repayments for his mortgage, 
although he will pay this off shortly. 

As things stand, if the railway pension 
provides £12,500 each year from the 
age of 60, and Andrew wants to retire 
on a net income of £20,000 each year, 
increasing with inflation, he’ll need an 
extra £7,880 a year, which will have to 
come from his investments.

If he retires at 60 and keeps the 
majority of his money sitting in cash, 
he’ll be able to take an income of 
£7,880, rising in line with inflation, 
until he is around 82 when his money 
will run out.  Even if he manages to 
downsize and make a profit on the 
equity from his current house, this 
could be a dangerous strategy, as he is 
likely to live longer than 82 and could 
therefore run out of money. 

Mr Patel recommends that Andrew 
invests more of his savings in 
a diversified investment portfolio 
and only holds a small amount of cash 
– possibly a total of one year’s salary  – 
for emergencies. 

He also warns that Andrew’s current 
portfolio of savings and investments 
is not well diversified. A diversified 

portfolio aims to combine assets 
that do not go up and down at the 
same time. The portfolio is made up 
of equities and cash – and is lacking 
in fixed income or commercial 
property, which could be introduced 
into the portfolio to improve it. In 
terms of geographical regions, he 
is also mainly invested in the UK 
and Asia Pacific equities, and 
should probably look to get exposure 
to other regions such as Europe, 
Japan and the US. 

To cut the cost of investing, one 

option could be to reduce his fund 
charges by using model portfolios. 
Mr Patel suggests L&G Multi index or 
Vanguard Life strategy, which use 
passive funds. These track an index 
and are cheaper than actively managed 
funds, where fund managers hand-pick 
baskets of shares to invest in, in the 
hope of beating the market.

On top of any pension saving, 
Andrew should utilise the current 
Isa allowance of £15,240, through 
which he can invest in stocks and 
shares or cash. He also spots that the 

£188 monthly mortgage payment 
seems high, given the mortgage is 
only £4,000 and urges Andrew to 
consider repaying the mortgage, 
which would free up money to 
increase pension payments.

Mr Patel adds: “Andrew should 
pay more money into pensions through 
a self-invested personal pension (Sipp) 
or AVC Extra (a scheme available 
to members of the railway pension 
scheme who are paying the maximum 
into the main pension scheme and 
Brass – their main AVC scheme).
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“By doing this he will receive tax 
relief of 20pc, as well as 25pc tax-free 
when he takes the money out. He 
should be careful to choose a Sipp that 
will let him have flexible access under 
the new pension freedoms.

“Andrew has the certainty of the 
railway pension, which he can take 
from 60, and he will also be entitled to 
his state pension at age 68. He could 
ask for a pension forecast from the 
Department for Work and Pensions 
now, which will show him what he 
will receive at state pension age.”

Setting targets:  
Andrew Aberdein 

wants to retire
in four years 
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property prices in and around the 
capital have recovered strongly,” 
Mr Hollands adds.

The fund is huge – worth £3.5bn 
– and currently yields 3.8pc.

Mr Hollands also recommends 
the F&C UK Property fund, which 
has a wider regional spread of 
properties. It is much smaller at 
£219m and yields 2.1pc.

“We also like F&C’s 
Commercial Property Trust, but 
it is an investment trust trading 
at a big premium so is a more 

expensive option,” he says.
Martin Tilley, of pensions advice 

firm Dentons, says the big benefit 
of property funds is that they give 
investors access to a spread of 
commercial properties, across 
different industrial sectors and 
different geographical regions. 
“This spread reduces the risk of 
tenant voids that exist with a single 
property. It also provides a balanced 
property portfolio that has been 
selected by a specialist manager 
who is expert in the sector,” he says.

The manager makes all decisions 
on behalf of investors, who have 
no direct control over the assets. 
But there are a number of costs 
investors must consider.

“You will have to pay for the 
investment and property manager, 
fund auditor and custodian, all 
of which can eat into returns,” 
Mr Tilley says.

Commercial property funds have 
higher running costs than funds 
that invest in other assets such as 
shares and bonds.

There has been a lot of hype 
around the high returns 
generated by buy-to-let, 

leading to speculation that many 
savers will use the new pension 
freedoms to release money from 
their retirement funds to invest in 
property to rent out. But investors 
often overlook the commercial 
property sector, which has produced 
stellar performance in recent years.

In 2014 commercial property 
made gains of 19pc, according to the 
Investment Property Databank. 
While experts aren’t expecting the 
same performance this year, many 
are tipping impressive total returns 
of between 10pc and 15pc.

This boom in commercial 
property is being driven by Britain’s 
growing economy. When the 
economy is doing well, there are 
more tenants seeking space for 
their shops, office and warehouses, 
so property owners feel more 
comfortable about charging 
them more rent. This then boosts 
capital values. 

The reverse is also true, however, 
as many investors experienced 
during the 2007 financial crisis when 
commercial property slumped.

But with a newly elected 
Conservative government there 
is likely to be a renewed focus 
on growing the economy, which 
should benefit commercial property 
investors.

While it is very difficult to hold 
residential property in a pension, 

savers can quite easily invest in 
commercial property.

Top-rated funds
There are a number of funds that 
invest in the commercial property 
sector. Jason Hollands, of fund 
shop Bestinvest, says he usually 
prefers to invest in commercial 
property via investment trusts, 
a specialised type of fund that 
trades on the stock market. 

The advantage of an investment 
trust is that the fund manager is 
not forced to sell assets if investors 
want their money back. Such sales 
are problematic when the assets 
concerned are difficult to sell 
quickly. It’s easy to sell shares, 
harder to sell an office block. 

But property investment trusts 
are currently trading at big 
premiums to the value of their 
assets, meaning investors must 
pay a high price for access.

“With this in mind, I would 
recommend an ‘open-ended fund’ 
such as Henderson UK Property,” 
Mr Hollands says. Open-ended 
funds, such as unit trusts and the 
similar open-ended investment 
companies or Oeics, cannot trade 
at a premium.

“The Henderson fund is skewed 
towards London and the South East 
and holds quality premises such 
as the Coutts office on The Strand, 
the Travelodge at Kings Cross and 
Sainsbury’s stores. Rental yields are 
lower than on other funds because 

How to invest 
in property via 
your pension

How to shop 
around for the 
best annuity

 Millions of cautious retirees 
who want a secure income 
for life are expected to shun 
the pension freedoms and 
opt for a traditional annuity.  

While those who take their whole 
pension pot as cash risk running out 
of money in their old age, pensioners 
with an annuity know they have a 
secure income that will never run dry 
– a reassuring prospect for many.

But failing to shop around for the 
best-value annuity can reduce your 
retirement income by several 
thousands pounds a year. There is 
a 40pc gap between the best and 
worst rates available, according to the 
Association of British Insurers. Yet one 
in three savers don’t bother to compare 
deals and instead buy an annuity from 
their pension provider.

Don’t get caught out by this trap. 
Here we explain how to shop around 
for the very best annuity rate for 
your retirement. 

Step 1: Count your pension money
A few months before you retire, your 
pension firm will send you a “wake-
up” pack telling you the value of your 
pot and different annuity rates 
available. You might have several 
different pensions from workplace 
schemes, and it’s possible to trace 
them via a free service online at gov.
uk/find-lost-pension or by phoning 
0845 6002 537. The service will tell you 
which firms you have saved with, but 
not the amount or where it is invested. 

Recent research by the City regulator, 
the Financial Conduct Authority (FCA), 
shows that eight in 10 people benefit by 
switching providers – but there is an 
exception. If your current provider 
offers a guaranteed annuity rate, fixed 
when you started your pension, you 
might find it is higher than any other 
offers you can find on the open market.

Step 2: Analyse your priorities
Do you want your spouse or partner to 
inherit your income? Are you happy to 
spend your entire pot, or do you want 
to keep investing? Do you want your 
income to rise as you get older? These 
are all questions you should ask before 
comparing different annuities. 

The highest rates are paid on 
annuities where your pension dies with 

you. But you can choose a special 
annuity to pass to your spouse or 
partner. In return for a lower initial 
income, a “joint life” annuity – 
sometimes called a survivor’s pension 
– will be paid to a named person when 
you die. Otherwise, you can guarantee 
your annuity for a certain number of 
years, so the income will still be paid 
after you die but only until the end of 
the specified time-frame. 

A conventional annuity will pay you 
a predictable income no matter how 
the financial markets perform. Along 
with the size of your pension pot, your 
income is determined by your age, 
whether you take any tax-free cash first, 
and if you add any features, such as 
index-linking the income or giving it 
to your spouse. If you are willing to 
risk more to earn more, you could pick 
an investment-linked annuity that 
converts your pension fund into an 
income. They carry more risk than 
basic lifetime annuities in return for 
a potentially higher income. 

If you don’t fancy handing over your 
pension pot all at once, you can opt to 
use part of your pot to buy an annuity. 
If you want to keep on investing your 
fund as you get older, you can use a 
portion of your savings to buy an 
annuity while keeping the rest invested 
in a pension wrapper. Or you could 
take your 25pc tax-free lump sum and 
use the rest to buy an annuity.

Step 3: Make sure you get advice
You can pay for financial advice from 
a qualified adviser (check their 
credentials at fca.org.uk/register), 
although this can be costly and may 
not be worth it if you have a small 
pension pot of around £10,000 or less. 

Free guidance is available from the 
state-run information service Pension 
Wise. You can book a free appointment 
with a pension guidance specialist to 
talk through your options. 

Before recommending an annuity, 
advisers and pension providers 
should find out about your health 
and individual and family needs. 
One-in-three savers are eligible for 
a bigger payout due to poor health 
or bad habits. It’s time to be honest 
about your fitness, smoking and 
drinking. So-called “enhanced 
annuities” offer better value than 

Golden vision: it may 
be worth paying for 
financial advice 
unless you have a 
small pension pot

joint income, it’s time to choose. You 
can buy an annuity direct from an 
insurance provider or you can go 
through a licensed insurance agent, an 
annuity broker or a financial adviser. 

You’ll have a “cooling-off” period 
after your purchase in which you can 
change your mind about an annuity. 
It typically lasts for 30 days, but may 
be longer depending on the provider. 
Be aware, however, that once an 
annuity is set up and the period lapses, 
you can’t change your mind. 

Steve Webb, the Liberal Democrat 
pensions minister in the previous 
government, said that he would like 
to enable retirees who would prefer 
a lump sum to sell their annuity to 
the highest bidder. But the new 
Conservative government might decide 
not to take this plan forward.

a conventional annuity to people 
with long-term illnesses, as well as 
smokers, those with high cholesterol 
or the overweight. More serious 
health conditions such as cancer, 
multiple sclerosis or stroke, may 
qualify for an “impaired annuity” 
where you receive additional income 
as you may have limited life 
expectancy. Give full details of your 
health when asking for a quote. 

Step 4: Compare annuity 
rates to get the best deal
Once you’ve decided on the annuity 
type that’s right for you, shop around 
using a free comparison tool. The 
Money Advice Service or Age UK 
offer comparison services and are 
independent of the firms which 
sell annuities. Be aware that these 

don’t show every supplier. Some 
might have exclusive deals in place, or 
newer firms may not have uploaded 
their details to the website yet. 

When shopping around, watch 
out for pension scams. Criminals 
interested in cheating savers of 
their pension pots are likely to 
cold-call people who are about to 
retire, offering investment schemes 
that are not covered by the regulator, 
bogus annuities, or claims that 
you will be able to access your 
pension before the age of 55. 

Step 5: Pick a firm and 
transfer your pot 
Once you have compared rates across 
a wide range of companies, having 
given full details of your health 
and your preference for single or 

Because of the number of 
investors, these funds usually have a 
fair degree of liquidity, meaning that 
if you want to sell you can usually do 
so within a matter of days.

But this is not always the case, 
warns Mr Tilley. 

“Property is a very illiquid asset 
and, when lots of investors are 
trying to exit at the same time, 
withdrawals may be restricted or 
even delayed for periods of up to 
six months.”

Buying land or commercial property
Telegraph Money has heard of many 
small businesses, and financial 
advisers in particular, that are 
buying their own commercial 
premises and putting them in a 
Sipp. As we explained on page 2, any 
small business owner can do this.
Those with a very large pension pot 
might also consider buying other 
commercial premises. 

Claire Trott, of pension 
administration firm Talbot & Muir, 
says hands-off investors can use a 
property manager employed by the 
pension scheme to conduct all of 
the landlord duties. “This would eat 
into returns but would mean it is 
being dealt with by a professonal at 
all times and the saver doesn’t have 
to be hands-on with the property,” 
she says. 

“But check first whether your 
pension provider will allow you to 
choose your own property manager, 
or whether it offers a full service that 
meets your needs.”

While the opportunity for 
considerable returns exists, there 
could be added costs if, for example, 
a tenant leaves and there is a 
void period.

Ms Trott says another option is to 
buy vacant land and get residential 
planning permission.

“By doing this the value is likely 
to increase and you can sell the land 
on before or during any building 
work,” she says. “It is usually best 
to have a buyer lined up before 
building begins because once the 
property is suitable to live in it will 
become taxable.”

Mr Tilley says direct commercial 
property investment is generally not 
suitable for inexperienced investors, 
and should always form part of a 
more diversified investment strategy 
within the pension fund.
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 QI recently saw a Telegraph 
article suggesting that the 
state pension and payments 

from certain public sector pension 
schemes will not be sent to retirees 
overseas from April 6. Is this true?

AThere seems to be some 
confusion here. Changes 
introduced by the 

Government on April 6 allow 
pension savers the freedom to 
spend their savings as they wish 
from age 55. Members of final 
salary-type pension schemes can 
transfer their rights out of their 
scheme, in order to benefit from 
the new freedoms. 

The NHS pension scheme (which 
offers guaranteed, inflation-linked 
pensions, with an income for 
surviving partners too) will not be 
part of the new freedoms. 

The article you are referring to 
highlights that members of these 
public sector pension schemes 
(which include NHS staff, teachers, 
civil servants, firefighters and 
police) do not get an individual fund 
that builds up over time. The 
schemes are “unfunded” or “pay-
as-you-go” arrangements where 
current taxpayers pay for current 
pensions.

Ros Altmann, an independent 
pensions expert, says under the old 
system, very few members would 
want to give up their guaranteed 
employer pensions, but some – 
perhaps if they moved abroad, are 
very ill or only have small pension 
entitlements – have wanted to. 

The schemes could accommodate 
a small number of transfers, but 
due to fears of many more people 
wanting to cash in their pensions 
under the new freedoms, the 
Government has decided to ban the 
transfer of pension rights from these 
unfunded public sector schemes.  

Because the schemes are 
unfunded, there would be a risk of 
taxpayers having to pay out large 
amounts in transfers, which could 
cause cash-flow problems. However, 
this only relates to the ability to 
transfer rights out of the scheme, 
not to receiving the pensions. Any 
member who moves abroad in 
retirement should still receive their 
pension as promised.

 QI have over the years invested 
money in stocks and shares. 
I have always put these in 

my wife’s name, as she is a 

Will I get my NHS pension abroad?

In safe hands: public 
sector workers won’t 
lose their pensions if 
they move abroad 

non-taxpayer. However, as our 
shareholding increases (we reinvest 
dividends) I am fearful that she will 
eventually have to pay tax on her 
holdings. Is it possible to put some 
of our holdings into an Isa, or 
perhaps two Isas — one in my name 
and one in my wife’s? 

AAlthough your wife is a 
non-taxpayer she is likely 
to be liable for capital gains 

tax (CGT) on potential growth 
on the share portfolio above her 
CGT allowance. The rates of CGT 
remain at 18pc for non- and basic-
rate taxpayers, while higher and 
additional-rate taxpayers, as 
well as most trusts, will pay at a 
rate of 28pc. The CGT allowance 
for the 2015-16 tax year is £11,100 per 
person.  

Lee Robertson, the head of 
Investment Quorum, a wealth 
manager, says that as you are 
married you can freely transfer 
ownership between yourselves 
without any capital gains issues. 
This comes in handy when you 
wish to sell or transfer into an Isa 
as both of your CGT allowances of 
£11,100 can be utilised, he says.

Depending on how your assets 
are owned (directly or traded on a 
platform), you may be able to put 
the holdings directly into an Isa, 
or they may need to be sold and 
completely re-purchased. 

Either way it is deemed as a 
chargeable event for CGT purposes 
so you may want to seek advice 
on how to split the monies prior 
to re-investing. 

Mr Robertson says that it may be 
best to invest through a trading 
platform as it will be easier to switch 
between investments to utilise your 
annual CGT allowances and Isa 
allowances, making your money 
more tax-efficient. 

“You may also wish to consider 
other tax wrappers such as 
investment bonds as this will utilise 
your income tax allowances going 
forward, something you are not 
currently doing,” he says.

 QAs I understand it, non-
earners between the ages 
of 55 and 70 can take out a 

pension of up to £2,880 a year, 
which the Government will top up 
to £3,600. With an immediate 
vesting personal pension, they 

can take 25pc as a lump sum 
immediately, while the rest is 
invested. Under the new pension 
rules it seems possible to take all 
of your pension immediately, giving 
an instant uplift of 6.25pc. If you 
were a non-taxpayer it would be an 
immediate gain of 25pc. Is this too 
good to be true?

AThe short answer is no, it 
is not too good to be true.
 A 55-year-old could put a total 

of £2,880 into a pension (even as 
a non-taxpayer) and receive a boost 
of 25pc to £3,600, says Alan Higham, 
retirement director at Fidelity. 
They could then withdraw £3,600 
once the tax relief had been added 
to it. They would receive £900 tax-
free and the extra £2,700 withdrawn 
is added to their other taxable 

income and taxed as income. 
If that did not move them over 
their personal allowance then it 
too would be paid tax-free, giving 
a 25pc instant return on the 
pension investment.

If you did pay income tax at 
20pc on £2,700 then you would 
still receive £900 tax-free and have 
a liability to tax of £540 on the 
balance, leaving £3,060 returned – 
a boost of 6.25pc, Mr Higham says.

However, HMRC is aware of 
the potential for people to 
repeatedly use a pension scheme 
to do this and will be monitoring 
the position. Also, pension providers 
may not be willing to incur the costs 
of setting up a pension and making 
a repayment too often, so you may 
find your business being declined. 
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