
Today is pensions freedom 
day: the first working day 
of a new world in which 
individuals are given 
complete control over all 

the money in their retirement 
savings plans, whether big or small, 
for the first time. Used wisely, the 
new liberties could allow people to 
enjoy a better life in their final 
decades, with far more flexibility to 
vary their income according to their 
needs. But used unwisely they could 
be a quick route to poverty.

For decades, it was an article of 
faith that the purpose of a pension 
was to give an income for life. The 
gold standard was a final salary 
pension, which paid a healthy 
percentage of an individual’s 
income in their working life and, 
when added to the state pension, 
would allow standards of living to 
be maintained after retirement.

Better still, such pensions were 
index-linked, guaranteed by the 
former employer and paid, at a 
reduced rate, to a surviving spouse.

Even when no final salary pension 
was on offer, the idea of the 
substitute product – the so-called 
defined contribution pension – was 
to replicate the guaranteed, index-
linked income for life by using 
pension savings to buy an annuity 
from an insurance company.

This happy state of affairs started 
to come apart when successive 
governments began to “gold-plate” 
the rules that governed final salary 
pensions while taking away some of 
their valuable tax concessions. 
Perhaps the final blow was the 

drastic decline in annuity rates that 
followed the fall in other investment 
returns brought about by the 
Bank of England’s money-printing 
programme (quantitative easing). 
Increasing longevity was a further 
blow for both types of pension.

With the decline of final salary 
pensions, more people found 
themselves retiring with just a pot 
of money in a defined contribution 
scheme to fund their future lives. 
Often their position was unenviable.

The default choice was to buy an 
annuity, but when the amounts paid 
by these policies began to decline, 
buyers found themselves swapping 
what seemed to be very substantial 
sums for decidedly meagre incomes.

Currently, £100,000 in pension 
savings will buy only about £5,500 
a year, with no annual increases in 
line with inflation.

In other words, to achieve the 
relatively modest income – fixed 
for life – of £22,000, a saver at 
retirement would require no less 
than £400,000 in a pension plan.

When the newly retired started 
to turn away from annuities, they 
found that their only other option 
was little better. At first sight, this 
alternative means of taking money 
out of a pension looks similar to the 
freedoms introduced today: savers 
were allowed to keep hold of their 
pension money, rather than 
surrendering it in exchange for an 
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annuity, and withdraw cash when 
they needed it. But this freedom 
was, for most, severely curtailed.

Unless you could prove you had 
at least £20,000 in other, guaranteed 
income (from, say, the state pension 
and a final salary scheme), the rules 
restricted your annual withdrawals 
to roughly the amount that an 
annuity would pay (the details were 
sometimes changed, so for a period 
people were allowed to make 
somewhat larger withdrawals).

So pensioners found themselves 
back where they started. It was the 
growing sense of frustration felt by 
millions of people that persuaded 
the Government to introduce 
genuine freedom over access to 
pension savings.

Although the purchase of an 
annuity has not been compulsory 
for some time, the complexities 
and cost of the alternative was in 
practice leading to compulsion by 
the back door. But now savers are 
free to take all their pension money 
in one go, or in staged withdrawals 
of any amount, sales of annuities are 
expected to fall dramatically.

The reforms have caught the 
public imagination and people are 
planning how to use the freedoms 
to best effect. Some will make large, 
immediate withdrawals to pay debts, 
fund home improvements or take 
a holiday of a lifetime; others 
will leave the money untouched 
as an emergency fund, to meet 
the later cost of care or to leave 
to their children. 

In between these two extremes 
are a huge array of possible uses for 
our fully flexible pensions.

Inside this section you will find 
a great deal more information about 
how the freedoms work and how 
to manage your own pension to 
make the most of them.     
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The seven 
ages of 
pensions 

 The road to our brave new 
world of pensions has been 
a rocky one. Paved with best 
intentions, the journey 
ended, sadly too often, 

in scandal, u-turns and empty 
promises – potholed by political 
meddling and rising life expectancy. 

For some, those days are over. Ros 
Altmann, the Government’s older 
workers’ tsar, believes we have 
finally arrived at our destination – 
a modern, user-friendly retirement 
solution, fit for the 21st century.

But leading commentator Tom 
McPhail of Hargreaves Lansdown is 
more ambivalent. He fears the 
speed of reform will ignite a bonfire, 
making more change inevitable. 

He said: “One thing I am sure 
of is that this is just the beginning. 
There will be more change, 
although it is hard to say what that 
will be. Many good things will come 
out of the reforms. Some people 
will make mistakes. Where we go 
next, I really don’t know.”

Other experts believe that rather 
than scaling new horizons we are, in 
many ways, turning the clock back. 

Deborah Cooper, a senior partner 
at the actuarial firm Mercers, said: 
“In some ways we have come full 
circle. If you go back 100 years, the 
first pensions were paid to people 
aged 70 and over, to keep them from 
starving. Future generations may 
have to wait until 70 to get their state 
pension, and it will provide only a 
basic level of sustenance.”

We take a look at the seven 
ages of pensions, what has been 
achieved, the growing pains — and 
what went wrong.

First Age beginning 

of the journey

Technically pensions are thought 
to date back to Roman times; 
centurions received an “annuity” 
when their days of active service 
were over. But anything we would 
recognise as a modern pension is 
barely 100 years old, and like 
Shakespeare’s infant, came 
“mewling” into the world.

The first “old age” pension was 
introduced by the Government in 

1908, paying five shillings a week 
(worth around £14 today). At a time 
when the average life expectancy 
was 47, it was only available to 
men aged over 70.

Shortly before this, embryonic 
workplace pensions took shape. 
In 1874, we saw the first nurses’ 
pension paying £15 annually to 
“broken down” carers, followed 
by a more comprehensive National 
Pension Fund for Nurses in 1887. 
Schemes covering civil servants, 
teachers and police were set up 
in the 1890s. Railway companies 
were the first industrialists to offer 
pensions, followed by Reuters in 
1882, WH Smith in 1894 and 
Colmans in 1899.

Coverage, though, remained 
thin, until the 1921 Finance Act 
introduced tax relief on pension 
contributions. This was followed, 
in 1925, by a skeleton contributory 
state pension scheme for male 
manual workers who were earning 
less than £250 a year. It paid a total 
of 10 shillings weekly (around £15 
today) from the age of 65.

It was not until 1940, after the 
outbreak of the Second World War, 
that women joined the party. 
 The Old Age and Widows’ Pension 
Act introduced a pensionable age of 
60 for unmarried women who paid 
in, and widows of insured men.

Second Age pensions start 

to grow up

The modern universal compulsory 
state pension did not arrive with its 
“shining morning face” until 1948. 
The 1942 Beveridge Report 
envisaged a social insurance 
scheme, designed not to provide a 
comfortable income in retirement, 
but a safety net against destitution.

However, as a report from the 
Institute of Fiscal Studies (IFS) 
points out, the insurance-based 
system envisaged by Beveridge was 
never implemented, because it 
could not provide for the millions of 
older workers, many of whom had 
fought in two world wars. It failed to 
offer them sufficient time to build 
up a fund for themselves.   

So, instead, the “pay as you go” 

necessarily real in the same way 
deficits may not be real today. No 
one knows. That’s the point with 
pensions, they are paid out a very 
long time in the future.

“These were young schemes 
started in the Fifties and Sixties. 
They didn’t begin to pay out in 
any serious way, until decades 
later, when all of the problems 
materialised.” 

By 1967, more than eight million 
employees working for private 
companies enjoyed a final salary 
pension, along with four million 
state workers.

In 1978, the Labour government 
introduced a fully fledged 
“earnings-linked” state top-up 
system for those without access to 
a company scheme.

Fourth Age dawning 

of reality

As the funds became richer, they 
became more powerful and the 
question of who owned them was 
more pressing. Employers had 
considered the funds their own 
private domain, with freedom to pay 
pensions to whom they pleased, if 
and when they pleased.

Many staff were discriminated 
against. Employees who left the 
company paid heavily in penalties. 
Part-timers and contract workers 
were not allowed to join.

Increased regulation became 

inevitable. In 1985, companies were 
forced to inflation-proof the 
pensions of leavers, and in 1989, 
schemes were obliged to pay men 
a pension at the same age as 
women, following the famous 
Barber legal battle. Part-timers 
and other excluded staff had to 
be offered benefits.

All this pushed up costs.
At the same time, the government 

became concerned about the 
future bills that the State Earnings 
Related Pension (Serps) was 
ratcheting up. The Thatcher 
government introduced a 
widespread package of reform in 
1988. The power of the company to 
control the labour market was 
broken, and individuals were 
given the right to not join their 
employer’s scheme. Similarly, 
individuals could contract out of 
Serps into a private pension and the 
Government paid them attractive 
incentives for doing so.

Fifth Age the wheels 

start to come off

The Nineties began with a loud 
splash when newspaper baron 
Robert Maxwell fell off his yacht, 
leaving his publishing empire on 
the brink, only to reveal that he had 
stolen £400m from the Mirror 
Group pension scheme.

Suddenly pensions had become 
headline news, as was their lack of 

supervision. The public clamoured 
for increased protection of their 
pension savings.

Sixth Age the era 

of scandal

It wasn’t long before the Thatcher 
reforms turned sour, when in 1993 it 
emerged that some unscrupulous 
financial advisers had been 
mis-selling personal pensions to 
earn fat commissions. This triggered 
payments of more than £11bn to 
six million people caught up in a 
mis-selling scandal.

There was worse to come.

Seventh Age the collapse

It started to emerge that the 
industry, while in some cases 
overestimating potential investment 
returns, had consistently 
underestimated life expectancy, 
which was growing sharply. 

Instead of a year or two of leisure 
after work, pensioners were 
increasingly enjoying a quarter 
of a century of good health. And 
they expected generous pensions 
to fund it.

The sums didn’t add up, and 
many schemes collapsed. Strong 
employers, who could afford their 
promises, also pulled up the 
drawbridge. Today only around a 
million working in private industry 
have access to a final salary pension. 

system we have today was 
introduced, whereby today’s 
contributions pay today’s pensions.

An IFS spokesman said: “Over 
time, the link between a person’s 
contributions and their own pension 
has become even weaker.”

Third Age heyday of hope 

and expectation

During the following quarter of a 
century, pensions, like most other 
things, boomed. The post-war 
shortage of manpower led firms 
to increasingly offer attractive 
company pensions to retain 
managerial and skilled staff.

However, Chris Noon, a senior 
partner at Hymans Robertson, the 
pensions consultancy, points out 
that these were only promises and 
not guarantees. He said: “It was a 
kind of ‘best endeavour, we’ll try our 
best’ environment. Indeed, it was 
similar to the ‘defined ambition’ 
world that the pensions minister, 
Steve Webb, would like to 
see reintroduced.”

High inflation, interest rates and 
stock market returns saw the 
value of pension funds soar, with 
many apparently hatching large 
surpluses which started to attract 
the attention of politicians.

But accounting rules and overall 
supervision at the time were weak. 

Ms Altmann said: “Were the 
surpluses real? They weren’t 

Spinsters and widows 
protest for equality, 
London, May 14 1938 
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More on the best funds 

for your pension plan
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Where to invest for a smoother ride

 The landmark pension 
freedoms available from 
today will change the way 
in which people invest their 
retirement savings. It has 

almost certainly had an impact 
already, with people nearing – or 
already in – retirement holding 
back from major decisions until 
these new rules bed in.

Millions will opt to keep some or 
all of their pension money invested. 
But that will present new problems: 
what to invest in?

Most older savers will have to 
rethink the traditional idea of 
“de-risking” a portfolio as they 
approach the age of 60 or 65. In the 
past, this has typically involved 
scaling back exposure to riskier 
investments, such as shares, and 
switching them to less volatile 
assets like cash or bonds.

This approach might have suited 
those who would need to crystallise 
their pension savings in order to 
buy an annuity on a specific date.

But without that deadline – and 
now with the need that many 
savers have to keep their money 
growing in some cases for decades 
into their retirement – a very 
different approach is needed.

Here we look at four scenarios 
outlined by Telegraph Money 
readers who are seeking 
information or advice.

Scenario 1 I’m 70 with limited other 

income and a remaining self-invested 

pension pot of £80,000. How should 

I invest it to maximise current and 

future income, without the risk of 

running out of money?

It is crucial to structure 
investments quite carefully to avoid 
running out of cash.

Victoria Hasler, at fund research 
group Square Mile, says: “Start 
with a mixture of funds that will 
provide an income stream such as 
Henderson Fixed Interest Monthly 
Income, and then combine this 
with funds that have more of a 
focus on downside protection, such 
as the JP Morgan Strategic Bond.”

 She adds: “Consider the 
Schroder Strategic Credit fund 
which has produced dividends of 
5pc-6pc per annum throughout 
most of its life, but will have greater 
capital volatility as it invests in 
slightly riskier corporate bonds.”

Investors in this scenario will 
need to keep a constant eye on 
their investments.

If the capital value of this pot 
is eroded too quickly, or if it 
seems that the time horizon will 
be extended, it would be sensible 
to switch entirely into funds that 
do not generate income at the 
expense of capital, and which 
have more of a focus on capital 
preservation, Ms Hasler warns. 
She recommends a fund such as 

the PIMCO Select UK Income fund.
Another option for this investor 

would be an annuity. Where an 
investor is relying on this income 
stream as their main source of 
income, with an unknown time 
horizon, the certainty that an 
annuity could provide may be 
worth paying for.

Scenario 2 I’m 60 and I have a self-

invested pension worth £150,000. I 

have another pension, so only need to 

draw a modest income from this one. 

I’d like to leave at least half to my 

heirs. How should I invest it?

Planning to pass on a proportion of 
a pension fund will increase 
in popularity now that the rules 
have changed.

From April, wealth built up in a 
pension can be passed on as 

inheritance without losing the tax 
shelter or any tax charge, before 
age 75, regardless of whether 
withdrawals have been made.

Pension assets will still fall 
outside their owner’s estate for 
inheritance tax purposes after 
the owner reaches age 75. But 
here the money will be taxed as 
income when withdrawn by 
the beneficiaries (see the next 
scenario, above right).

Ms Hasler says the fund choices 
for this type of investor should 
reflect the two requirements: a 
steady and reliable income stream 
and growth for future generations.

Regarding the income 
requirement, she says: “The 
relatively higher tolerance for risk 
in this part of the portfolio means 
that the investor could choose 

funds that may have some volatility 
in their capital values, particularly 
over shorter time periods.”

Ms Hasler suggests Schroder 
Income Maximiser as well as some 
fixed-income options which 
produce a steady income such 
as the Henderson Fixed Interest 
Monthly Income fund.

In order to continue to grow the 
fund for the part that will be left 
as inheritance, this investor could 
afford to take a degree of both
risk and volatility.

Hannah Edwards at BRI 
Wealth Management says: “Aim 
for an income and growth objective 
using the Schroder Global 
Equity Income fund as a solid 
core hold. Japan will work as a 
medium-term hold, so look at 
Old Mutual Japan.”

Scenario 3 I’m 65 and I do not 

need any income from my £180,000 

pension as I have other sources 

of investment income outside of 

a pension, which are likely to be 

subject to inheritance tax. What’s 

the best way to invest it?

An untouched pension can be 
passed on as inheritance while 
retaining its tax-free status. 
Ms Edwards says: “The pension is 
set to become the ultimate wealth 
estate planning tool. If you can 
afford it, leave your pension 
untouched until last.”

She suggests starting with 
Artemis Income and Royal London 
UK Equity Income for core holds. 
These funds both offer exposure 
to companies such as Rolls-Royce, 
GKN, WPP and ITV.

Aside from these “foundation” 
holdings, she suggests looking at 
the GLG Undervalued Assets Trust, 
or Miton UK Value Opportunities, 
which can access smaller-cap and 
recovery type stocks.

Ms Edwards says: “Add in Aviva 
Multi Strategy Targeted Income 
and GCP Infrastructure to 
introduce other asset classes to 
the mix. To include global and 
US, look at Axa Framlington 
American Growth fund and 
Artemis Global Income.”

Meera Hearnden at Parmenion 
Capital Partners warned: “Bear 
in mind that you don’t want 
your pension pot to exceed the 
lifetime allowance – which is 
currently at £1.25m, dropping 
to £1m next year.”

Scenario 4 I’m aged 80 and still have 

£80,000 in my pot. I need a small 

amount of income but don’t want to 

leave anything behind as I’ve no family 

— what do I do with my savings?

In this case, an annuity is the way 
to go, according to experts. Claire 
Walsh, a chartered financial 
planner at Aspect8, says: “For 
someone with modest funds of 
less than £100,000 who does not 
want to risk running out of money 
and who has limited other income, 
an annuity may be the best option, 
particularly for someone of 80 
who is more likely to have health 
issues and may well qualify for an 
enhanced rate.” 

Although annuity rates have on 
the whole fallen over the years, an 
80 year-old with no legacy to leave 
behind could bag decent income.

Ms Hearnden says: “Depending 
on their health they could expect to 
receive an income of around 7pc-
8pc. This could be more generous 
than, say, earning the natural yield 
from a fixed-income portfolio.”

Ensure you shop around 
for the best annuity rate. Don’t take 
the first offer from your pension 
provider. It will almost certainly 
offer poor value for money.

Late 19th century beginning of 

occupational pensions

1908 first “old age” pension paid by 

the Government

1921 Finance Act introduces tax 

relief for pension contributions

1924 voluntary contributory 

pension is brought in for those 

who could afford to save

1948 the modern state pension 

is introduced under the Beveridge 

Report

1978 state earnings-linked top-up 

(Serps) was provided

1985 pension funds had to increase 

payments to company leavers

1988 Thatcher pension reforms

1989 Barber judgement ruled 

pension ages must be equal between 

men and women

1991 Maxwell pension scandal 

pushed pensions on to the front page 

and up the political agenda

1993/4 pensions mis-selling scandal

2004 pension commission set up to 

investigate private pensions under 

Lord Turner of Ecchinswell

2010 state pension age for women 

starts to rise from 60 to 65

2012 auto-enrolment begins for 

big employers

2012 new universal flat-level pension 

is announced for all

2014 March Budget announces new 

freedoms to cash in your pension

2015 freedom and choice regime 

begins

2016 new flat-rate state pension to 

be launched

Public sector pensions were also 
reformed yet around five million 
state employees continue to enjoy 
a salary-linked pension.

The Pension Protection Fund was 
established in 2004 to bail out 
collapsing funds. However, it is 
paid by a levy on other funds, 
adding to their burden.

The state pension, too, was under 
pressure, so the government first 
increased the female pension age to 
65, and to 66 for anyone currently in 
their late fifties, rising to 67 for those 
in their mid-fifties. 

The Chancellor, George Osborne, 
linked the state pension age to 
rising longevity, implying younger 
generations will have to work until 
they are 70 to get a state pension – 
just like their Edwardian great-
grandfathers. 

From 2016, everyone will receive 
the same basic “level” pension of 
around £7,500 annually. At the 
same time, quasi-compulsory 
workplace contributions have 
been introduced through the 
auto-enrolment system. 

The future

Is this the final act of what 
Shakespeare might have called 
“this strange eventful history”?

We have the prospect of an 
adequate basic state pension, a 
flexible system of private savings, 
with an element of compulsion.
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 Funds that 
could hit 
the jackpot

 Today marks the start of 
a new tax year ushering 
in the most generous 
Isa allowance ever. 
Between now and 

April 5, 2016, you can shield 
£15,240 inside an Isa, with 
an incredibly wide range of 
investment options to choose 
from. Most long-term investors 
pick low-cost, well-diversified 
funds for the foundation of their 
portfolios (for ideas on choosing 
these, visit telegraph.co.uk/
investing).

But with a smaller portion of 
their portfolio, many investors 
back a hunch – targeting a 
niche part of the market which, 
they hope, will bring in the 
really serious returns.

Out of thousands of funds 
that qualify to sit within an Isa 
or pension, virtually every sector 
is catered for, including funds 
that focus on individual 
countries, themes or industries.

Last year Telegraph Money 
asked leading investment 
analysts to choose one fund 
which, for them, honed in on a 
niche area they expected to 
flourish and prosper. Some 
experts’ choices have fared 
well, so far – others less so.

We asked the same analysts, 
and a few new ones, to highlight 
opportunities that investors 
might want to consider as the 
racier element of this year’s Isa.

TIM COCKERILL of wealth manager 

Rowan Dartington suggests: 

Aberdeen New Dawn

Last year’s fund choice: Aberdeen 

New India Investment Trust 

(up 47pc over the past year)

When thinking about where 
to invest globally, market 
valuations are a good starting 
point. The valuation of Asia 
looks attractive based on share 
price to earnings, whereas the 
US and European markets look 
expensive. This does not 
guarantee “outperformance” 
but it does help when trying to 
decide where to invest.

Aberdeen New Dawn is an 
investment trust managed to a 
high standard in a region where 
valuations look compelling. The 
largest positions are in Hong 
Kong, Singapore, Australia and 
India, which account for 65pc of 
the allocation, with 50 shares 
held. Hugh Young, who heads 
the team, puts in place very 
rigorous tests that companies 
need to pass before he will 
consider them for investment.

BEN YEARSLEY of the broker 

Charles Stanley Direct suggests: 

JO Hambro Japan

Last year’s fund choice: Aberdeen 

Asian Smaller Companies (up 15pc 

over the past year)

Business confidence and 
corporate spending are seeing 
an uptick in Japan. As the yen 
has weakened, businesses have 
become more competitive and 
there are even examples of 
“reshoring” – bringing back 
operations from overseas to 
take advantage of falling 
manufacturing and labour costs. 
The JO Hambro Japan Fund 
contains a number of 
manufacturers, in particular 
lesser known small- and 
medium-sized businesses, 
which are set to benefit. It also 
has interesting property plays 
and exposure to travel and 
tourism, which are benefiting 
from a rise in visitor numbers.

JASON HOLLANDS of broker 

Bestinvest suggests GLG Japan 

CoreAlpha Equity

Last year’s fund choice: Lazard 

Emerging Markets (up 7pc over

the past year)

My view is that you want to 
invest where aggressive 
monetary stimulus programmes 
remain in place and that means 

Europe and Japan. If I had to 
toss a coin between the two, I 
would veer towards Japan as the 
political situation is clearer.

Shinzo Abe won a renewed 
electoral mandate before 
Christmas, dealing him a 
stronger hand in implementing 
structural and fiscal reforms.

In contrast the political fault 
lines in the eurozone are clear, 
with the traditional axis 
between Germany and France 
looking weak, Greece resisting 
austerity and a growing tide of 
Euroscepticism.

My pick to play Japan is 
the GLG Japan Core Alpha 
Equity fund, which invests in 
larger company shares that 
the manager, Stephen Harker, 
a veteran investor in Japan, 
believes are undervalued 
and have the potential to 
re-rate. This includes well-
known global exporters such 
as Sony, Nintendo, FujiFilm, 
Toyota and Panasonic.

MARK DAMPIER of broker 

Hargreaves Lansdown suggests 

Woodford Patient Capital 

investment trust 

Last year’s fund choice: Neptune 

Russia and Greater Russia (down 

18pc over the past year)

I will be putting money into 
this investment trust, which I 
consider at least a 10-year 
investment. This looks to me 
to be a great opportunity to 
invest for the genuine long term 
with one of the best fund 
managers of his generation, 
Neil Woodford. He has for some 
time been keen to invest money 
in young companies which need 
nurturing to be able to realise 
their true potential. Some will 
be quoted on the market, some 
will be unquoted. 

Mr Woodford believes many 
of these start-up firms will come 
out of leading UK universities. 
The focus of the new fund, 
when it launches later this 
month, will be seeking out new 
companies which often have 
disruptive technology. 

It will be structured as an 
investment trust because of the 
more volatile and illiquid nature 
of the underlying investment. 
Mr Woodford is thinking very 
long term and so should those 
buying into this fund. 

SHAUN PORT of wealth manager 

Nutmeg suggests HSBC MSCI 

Indonesia ETF 

Last year’s fund choice: iShares 

MSCI South Korea Index ETF (down 

5pc over the past year)

Despite having a low 
exposure to emerging market 
equities, I believe Indonesia is 
an emerging market that bucks 
the trend and offers significant 
potential. It is the world’s fourth 
most populous nation, home to 
an estimated 253 million 
people. This large population 
supports natural home-grown 
demand, and reduces its 
reliance on export to developed 
nations to drive growth. 
We believe Indonesia is at a 
critical turning point. It is a true 
“emerging market”, with the 
potential to be driven by 
domestic expansion, rather than 
exports to developed markets. 

To play the country I favour 
the HSBC MSCI Indonesia ETF. 
It provides cost-efficient 
exposure to the performance 
of securities listed on the 
Indonesian stock exchange, by 
physically purchasing the 
underlying stocks.

ANDY PARSONS of fund shop The 

Share Centre suggests Polar Capital 

Healthcare Opportunities fund

Last year’s fund choice: JP Morgan 

Natural Resources (down 19p over 

the past year)

One sector that has 
continually delivered positive 
results in recent years is 
healthcare. Given the global rise 
in ageing populations, obesity 
and the wealth of emerging 
economies, I believe advances 
in medical and healthcare 
technology will continue at a 
rapid pace in the next few years.

For those investors seeking a 
higher-risk sector specific 
investment opportunity (which 
aims to profit from the growing 
healthcare trend) I would 
suggest that it could be worth 
looking at the Polar Capital 
Healthcare Opportunities fund.

This fund holds shares that 
focus on specific treatments and 
research. But note that investing 
in a fund that specialises in a 
specific sector ultimately 
increases the level of risk.

BEN WILLIS of wealth manager 

Whitechurch Securities suggests 

Baring German Growth

Last year’s fund choice: Invesco 

Perpetual European Equity Income 

(up 8pc over the past year)

Now that the European 
Central Bank has pulled the 
trigger on “money printing”, 
known as “quantitative easing”, 
the main beneficiary is going to 
be the dominant force within 
the eurozone – Germany. 

We have seen the immediate 
impact of quantitative easing 
already with the euro nearing 
parity with the dollar and at a 
multi-year low versus sterling. 

A weaker currency benefits 
exporters and Germany has a 
manufacturing and export-led 
economy, so a weak euro will be 
a boon for its economy and 
stock market. One of the few 
ways of gaining actively 
managed exposure is through 
Baring German Growth. This 
is a specialist, established fund 
that is over £300m and has 
been managed by Robert Smith 
since 2008.

The following three investment 
analysts did not recommend 
funds last year. But Telegraph 
Money will keep a note of these 
recommendations and report 
on how they fare in 2016…

ADRIAN LOWCOCK of Axa Wealth 

suggests the GAM Star China 

Equity fund

He says: China has been a 
classic example of how stock 
markets do not follow economic 
growth. The country’s stock 
market has performed poorly in 
recent years as investors were 
worried about the sustainability 
of growth and rising debt. But 
valuations are low and investing 
looks attractive again. My 

Young at heart: Neil 
Woodford has faith in 
British start-ups
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Taxing questions about 
a generous pension

t the end of this month, 
John Byrne, 66, will give 
up his £36,000-a-year 

job at Capita and fully retire. 
He already has £38,000 a year 
from a final salary National 
Grid pension he’s been 
drawing since he was 50. He 
has an annuity worth £5,600 a 
year, paid by Canada Life, plus 
his basic state pension, giving 
him pension income of £52,000 
a year on top of his salary.

As John hasn’t needed to 
work for some years from a 
financial standpoint, he has 
been paying virtually his entire 
salary into his employer’s 
money-purchase pension 
scheme, taking advantage 
of additional voluntary 
contributions as well as 
maximising the employer-
matching contributions.

He has around £110,000 in 
his Capita pension. Before 
the pension freedoms were 
announced last March, he 
was going to put all this 
into a “flexible drawdown” 
arrangement when he retired. 
This would have allowed 
him to take withdrawals 
when he chose, leaving the 
rest invested. But he’s been 
wondering if there might be a 
better option.

His wife, Valerie, is named 
as the surviving spouse on his 
final-salary scheme, and she 
has a modest pension from her 
previous job at Santander.

The couple would like 
to go on long-haul trips to 
Australia and China. They own 
a home worth £650,000 and 
are mortgage-free. John wants 
to know what he should do 
with the £110,000 pension pot 
– given his main priorities are 
making sure his wife would 
be comfortable if he died 
and passing an inheritance 
to his two daughters and five 
grandchildren.

John is in a very 
comfortable position. But like 
many others who have not 
been super-high earners in the 
past, but who have very 
generous pension 
arrangements, he probably has 
not worried about the pension 

Eastern promise:
Shanghai at dawn.
Is now the time to

invest in China?

lifetime allowance (LTA). This 
could be a problem for him. In
the most recent Budget, 
George Osborne announced 
the lifetime pension limit will 
reduce from £1.25m to £1m in 
April 2016 – the latest of 
several cuts to the amount 
people can save into pensions 
and still receive tax relief.

John will be affected by this 
reduction. This means he will 
be liable for excess penalty 
taxes, unless he takes action in 
the next 12 months.

If you have a big pension 
you can apply for “protection” 
in case your pension grows 
in the future. But as John 
has continued to pay into his 
pensions, he cannot have any 
protection against the falling 
lifetime allowance. This is 
because any protection would 
have been broken by the 
ongoing contributions.

His National Grid pension 
is valued on a multiple of 25 
times the income payable for 
the LTA test, which means this 
pension alone is worth the vast 
majority (£950,000) of his LTA 
allowance. John’s Canada Life 
annuity is valued on the same 
basis as it was bought before 
2006, which means its value is 
£140,000 (25 times £5,600).

According to James Baxter, 
a partner at Tideway Wealth,  
a pension advisory firm, if 
it had been purchased after 
April 5 2006, John should 
have received confirmation 
of the percentage of his LTA 

Future plans: John and
Valerie Byrne hope to
travel and leave money
to their children and
grandchildren

allowance that was used 
up at that time. Either way, 
John already has taken 
– or “crystallised” – pension 
benefits worth over £1m. So, 
assuming the Capita money 
purchase scheme is worth 
£120,000, he is over the 2016-17 
£1m LTA threshold.

The good news is that 
John is probably just under 
this year’s and next year’s 
allowance of £1.25m.

Mr Baxter says: “John must 
act in the next 12 months to 
get through the LTA check, 
based on the current limit 
allowing him to take another 
£30,000 of tax-free cash. If 
he does not act before April 
6 2016 he will not receive any 
more tax-free cash.

“If he does nothing he will 
pay a one-off 25pc tax on 
the whole money purchase 
account when he is 75. But 
if he takes his cash now and 
places the remaining £90,000 
in drawdown, this fund will 
effectively be through the LTA 
check and, with no unvested 
pensions left at age 75, his pot 
will not be tested against the 
allowance again.”

After he’s taken his tax-free 
cash, John has indicated he 
does not need the remaining 
£90,000. The abolition of the 
death tax and the ability to 
pass on pensions outside the 
estate for inheritance tax (IHT) 
purposes, makes a drawdown 
account a perfect investment to 
pass on to the next generation.

It’s something John and his 
wife can hold on to through 
their retirement before 
passing it on to their children 
or grandchildren without 
liability for IHT, noting that 
their house value already takes 
them to the limit of the current 
threshold for IHT.

One last thing for John to 
consider would be selling his 
Canada Life annuity on the 
“second-hand market”. This 
month, the Chancellor has 
opened the door for people to 
potentially sell their annuities, 
and this might allow John 
to sell back his Canada Life 
annuity for a lump sum that 
could be invested more tax 
efficiently in Isas.

Mr Baxter says: “Whether 
this will be worth doing will 
depend on what this market 
looks like and how much 
he can get for selling on the 
annuity. Certainly he may have 
a 40pc tax incentive to do just 
that, but that may not make up 
for relatively harsh terms for 
selling the annuity.”
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favourite fund is the GAM Star 
China Equity fund. One major 
theme is environment, as the 
Government looks to reduce 
carbon dioxide emissions, 
address water use and coal 
consumption in particular areas.

DARIUS MCDERMOTT of Chelsea 

Financial Services, the broker, 

suggests Aberdeen Latin American 

Equity

For a high-risk investor 
with a 10-year time horizon, 
we look to find investments 
that have depressed 
valuations and are contrary to 
market sentiment. 

With this in mind, Latin 
America is a compelling 

opportunity. The MSCI EM 
Latin America has delivered 
strong long-term returns over 
10 years (up 174pc), but the 
index has returned a negative 
29pc in the past three years. 

But the long-term growth 
drivers are still there. The 
region has favourable 
demographics and we can 
expect continued urbanisation 
and industrialisation. 

For investors looking to gain 
exposure to this long-term 
story I like the Aberdeen Latin 
American Equity fund, 
managed by Aberdeen’s 
world-renowned emerging 
markets team that 
has historically performed 
well in tough markets.

TOM BECKET of Psigma, the wealth 

manager, suggests BlackRock Asian 

Growth Leaders

 This fund has excellent 
long-term return potential and 
the manager, Andrew Swan, is 
seeking to exploit mispriced 
growth potential in Asia. His 
favoured markets include India 
and China, which are both 
markets we like, and he also has 
a contrarian position in cheap 
Korean companies. This fund is 
small and allows the manager 
the flexibility to buy shares of all 
sizes, whereas some of the more 
popular funds, such as those 
managed by Aberdeen and First 
State, are restricted to the big 
shares in the index. 
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More help with your 

expat finances

telegraph.co.uk/

expatmoney

adical changes to the way we 
access pension money may 
seem like distant news if you’re 

in your twenties, thirties or forties 
and saving into a workplace scheme.

In reforms introduced this week, 
you won’t have to buy an annuity 
when you retire, but can access your 
pension as if it were a bank account.

But to be on track for a windfall 
when you access your pension 
money from the age of 55, you must 
contribute enough to your scheme 
– and make sure it’s invested wisely.

Around 15 million workers are part 
of “defined contribution” workplace 
pensions, where your money is 
invested in funds and is at the mercy 
of the stock market.

The investments can go up or 
down and are generally seen as the 
poor relation to “defined benefit” 
or final salary schemes, which 
guarantee a proportion of your 
income for life. Almost four million 
workers still have benefits tied up 
in such schemes but most can no 
longer contribute further money. And 
it is very rare for new employees to 
be allowed to join.

But there are significant benefits of 
belonging to a defined contribution 
scheme. Even if they offer less in 
guarantees, they are often more 
flexible than defined benefit 
schemes. The key is to maximise the 
perks on offer.

Follow our four-point checklist to 
see if you are making the most of 
your works pension.

Making the most of 
your workplace pension

A holiday from paying tax on your pension

 It is the ultimate dream for many 
people – to work hard, build up a 
nest egg and retire abroad to a 
climate with year-round sunshine. 
Now there is an added financial 

motive to move overseas.
The new pension freedoms will 

allow you to move abroad, take 
your hard-earned savings with 
you – and potentially escape some 
of the taxes that would otherwise 
apply here in Britain.

If you move to sunny Portugal for 
example, it could be possible to take 
your UK pension and pay absolutely 
no tax on it for the first 10 years. 
This applies even if you withdraw 
large sums, a move which in the UK 
could attract crippling tax charges, 
as such withdrawals are treated and 
taxed as ordinary income.

Does this sound too good to be 
true? To benefit from these rules, 
retired people would have to plan 
the move carefully and make sure 
they meet strict residence criteria 
both in Britain and their new 
destination country. And advice 
from a professional who has 
experience with the taxation 
laws of the country to which 
you intend to move is a must.

But with careful planning and 
advice, the end result could be 
a transformed retirement – and 
a large tax saving. 

Tax treatment of 

expat pensions

How you are taxed on your pension 
income will depend on your 
residence status for tax purposes, 
and the type of pension you have. 

Britain has double tax treaties 
with most countries around the 
world that prevent you from 
having to pay tax in both of 
the jurisdictions. These treaties 
stipulate that your personal 
pension, which includes 
employer schemes and 
personal accounts such as 
Sipps (self-invested personal 
pensions), and your state pension, 
are only taxable in the country 
in which you live.

So if you retire to Spain for 
example, you will only pay tax 
in that country. 

In the few countries that do not 
have a tax treaty with the UK, such 
as Dubai and Monaco, your pension 
remains taxable in the UK. 
However, these countries are 

Holiday spirit: plan 
your move abroad 
carefully to minimise 
the tax burden

Although it’s the most 

popular country for 

British retirees, Spain 

is not particularly 

attractive from a tax 

perspective.

There are a lot of grey 

areas in Spanish tax law, 

making it difficult to make 

retirement financial plans 

with any certainty. 

The type of annuity or 

pension income you have 

will determine how much 

tax you pay. But various 

regions take different 

views on this.

In the best-case 

scenario, you could take 

an annuity and pay 

less than 5pc tax on 

the income. But in the 

worst-case scenario, your 

annuity could be taxed as 

savings income at a rate 

of 21pc, 25pc or 27pc, 

depending on your 

income. Other pension 

income is considered 

general income and taxed 

as such at between 

24.75pc and 52pc.

Additionally, the 

25pc tax-free lump sum is 

taxable in Spain once you 

are a Spanish tax resident 

— so it is wise to take it 

before you leave 

Britishshores.

Working capital: it 
pays to keep an eye on 
your plan’s 
performance and make 
extra contributions if 
needed

1 ARE YOU SAVING ENOUGH?

Here’s a one-size-fits all formula 
for pension savings. Think back 
to when you began paying into 
a pension – what age were you? 
Divide this number by two to leave 
you with the percentage of your 
salary, before tax, that you should 
now be saving into a pension.

For example, if you first started 
saving into a pension at 34, you 
need to be saving 17pc of your 
pre-tax income. While this is a 
good rule of thumb, savers should 
contribute as much as they can 
afford, says Patrick Connolly, a 
chartered financial adviser at Chase 
de Vere. “Younger people are likely 
to have lower salaries and have 
other financial priorities such as 
paying off debt or saving for a house 
deposit,” he adds.

“But workplace pensions should 
be the starting point for long-term 
savings, as they have competitive 
charges and employers will pay in.”

Research suggests many workers 
could face disappointment when 
they access their pension. A worker 
in their twenties earning £20,000 a 
year could contribute 6pc of their 
salary to a pension until age 65 and 
have a pension of £10,500 a year, 
according to financial education 
organisation RedStart. This 
falls short of the current £11,574 
minimum wage.

“It’s still better to do something 
rather than nothing at all, although 
you need to be disciplined to 
increase contributions as your salary 
increases and as your circumstances 
allow,” says Mr Connolly.

This is because your employer 
usually contributes when it deducts 
pension money from your pre-tax 
salary. The law has set a minimum 
level for employer contributions, 
currently 3pc of an employer’s 
gross earnings between £5,772 and 
£41,865 a year. The employee tops 
up the rest so you contribute at least 

8pc. If your income grows, focus on 
pension savings for the tax benefits, 
especially if you go into the higher 
or additional-rate income tax bands, 
as pension money is deducted 
before tax and National Insurance. 
You can make additional payments, 
known as additional voluntary 
contributions, by getting in touch 
with your pension administrator.

The tax relief is the big perk 
of pension saving. A basic-rate 
taxpayer’s contribution is boosted 

by 20pc, making every £80 paid into 
a pension up to £100.

A higher-rate taxpayer gets 
the 20pc relief just like everyone 
else. If they are saving into a 
personal pension, they can then 
claim the other 20pc relief back 
through their annual tax return. 
But for many higher-rate taxpaying 
employees, claiming the extra 
relief is not necessary because their 
contributions are taken from their 
wages before tax.

2 CONTACT YOUR 

PENSION FIRM

With most schemes, pension money 
is invested in stocks and shares, 
along with other investments. You 
can choose from a range of funds to 
invest in. What you can’t choose is 
your pension firm – this is chosen 
by your employer.

If you are on auto-enrolment, 
which all employers must offer, you 
are probably with a big pensions 
firm such as Aviva, Scottish 
Widows, Standard Life or Aegon, or 
with the government-run National 
Employment Savings Trust (Nest). 
You should get an annual statement 
of pension savings from each 
firm you save with, telling you 
how much you have contributed 
and how much your employer has 
paid in.

If you change jobs, the money 
will still be invested, but can be 
transferred to a new work scheme. 
For free advice on how to do this, 
go to moneyadviceservice.org.uk or 
pensionadvisoryservice.org.uk.

If you’ve had several employers 
and are unsure which pensions you 
have, use the free tracing service 
online at gov.uk/find-lost-pension 
or phone 0845 6002 537. The service 
will tell you which firms you’ve 
saved with, but not the amount or 
where it is invested.

3 PICK YOUR FUNDS

Should you trust your pension firm 
to pick the right investments? Not 
necessarily, says Brian Dennehy, 
an investment commentator from 
FundExpert.co.uk. “Many pension 
companies assume they know 
what the best investment option 
is based simply on an individual’s 
time until retirement date.” This 
type of lifestyle-based investing 
should come with a wealth warning, 
he says.

The “default funds” chosen by 
your pension provider are likely to 
be “target-dated” funds which may 
have a bigger exposure to shares 
when you are younger and move 
towards more low-risk investments, 
such as bonds, as you get older.

Mr Dennehy says: “Suppose 
the so-called low-risk investment, 
which firms will emphasise more as 
you get closer to retirement age, is 
dangerously overvalued? As many 
would argue now with bonds – they 

are more expensive than for 300 
years, so is buying bonds a sensible 
idea when the aim is to cut risk?”

But such “lifestyle” funds may be 
the right choice for many, says Mr 
Connolly. “Invest if you’re confident 
making your own decisions, or 
taking independent advice. If not, 
you might be subject to heavy 
falls, or too little risk, meaning the 
potential for growth is limited.”

The right funds depend on your 
age and stage. Your money will be 
at risk and the value will go up or 
down in the short term but shares-
based investments usually grow 
more than cash over the long term.

4 KEEP UP-TO-DATE

Once you’ve chosen your funds (or 
have decided to leave fund-picking 
to your provider), keep a watch on 
your contributions and investments. 
The more you earn, the more 
you should be making top-up 
contributions to your pension. But 
be aware that you begin to pay tax 
on any pension savings above the 
lifetime allowance of £1m. This was 
cut from £1.25m in the 2015 Budget 
(see Pension Doctor, page 5, and 
Ask an Expert, page 7).

As you approach retirement age, 
some schemes will move you into 
lower-risk investments. If you don’t 
want your provider to do this, for 
example if you plan to work into 
your sixties or seventies, you can 
ask that this isn’t made automatic.

Once you have 10 years to go 
before retirement, you may want 
to switch to an income-generating 
fund, so you can draw down money 
from your pension pot when you 
decide to retire. “At this point, it is 
certainly time for a fundamental 
review,” says Mr Dennehy.

The M&G Episode Income fund, 
he cites as an example, invests 45pc 
in the stock market and 45pc in a 
global mix of government securities 
and corporate bonds. It also has 
a small exposure to property. “It 
focuses on income generation. For 
some years pension investors can 
roll this up in their fund, boosting 
growth, then in future they can 
begin to draw down this income.

“Choose a fund which prioritises 
growing the income, which is vital 
through a long retirement, to give 
an element of protection from 
inflation,” he advises.

usually zero-tax jurisdictions, so you 
are not usually required to pay 
twice. There are a small number of 
exceptions, however, such as Brazil, 
where you may pay twice. 

Public sector pensions are 
different – they almost always 
remain taxable in the UK.

Iain McCluskey, a director in 
the global mobility services team 
at PwC, says that there are a few key 
points to be aware of if you decide 
to move to a country that has a 
double tax treaty with the UK. 

First, although you can take a 
25pc tax-free lump sum from 
your pension pot in the UK, 
some countries, such as the 
United States, will tax you on it. 
It’s important to check this before 
accessing your pot.

Also, in some countries, including 
Australia, New Zealand and Canada, 
you will not receive increases in the 
state pension. Instead, your pension 
payments will be capped at the 
point when you move overseas. 
This means that the value of your 
state pension will fall in real terms 
because of the effects of inflation.

A place in the 

(European) sun

The pension freedoms allow you 
to take advantage of attractive tax 
legislation offered to new arrivals by 
a number of European countries. 
But you must be considered a tax 
resident in your new jurisdiction. 
How you achieve this varies and 
depends on how much time you 
spend in the UK each year. 

Mr McCluskey says spending 30 
days a year in the UK can be enough 
to make you resident here for 
tax purposes. “Breaking your UK 
tax status is harder than it used to 
be,” he says. “You have to have 
genuinely settled in the other 
country and it’s important to 
manage your visits back to the UK 
each year so as not to risk this.” 

Research your likely need to travel 
and ensure you don’t inadvertently 
do anything that changes your 
tax status. But assuming you 
successfully break with the UK 
and settle abroad, here are some 
of the most favourable places in 
Europe from a tax perspective.

PORTUGAL

No tax on your pension

It is possible to move to Portugal 
and pay absolutely no tax 
whatsoever on your pension, 
whether you decide to take it 
as one lump sum or as a 
regular income.

This is because the United 
Kingdom has a double tax 
treaty with Portugal and in 2009, 
Portugal introduced the non-
habitual residents regime. 

This allows new arrivals who 
become tax resident to take all 
foreign sources of income such 
as pensions tax free for the 
first 10 years.

Jason Porter of Blevins Franks, a 
company that specialises in financial 
advice for British expats in Europe, 
says this is available to anyone who 
has not been a resident for tax 
purposes for the previous five years.

To qualify, you need to register 
as a non-habitual resident with 
the Portuguese tax authorities, and 
after 10 years you will be taxed at 
Portugal’s marginal rates.

CYPRUS

5pc tax

Regular annual pension income is 
usually taxed at 5pc in Cyprus, 
while pension lump sums can be 
entirely free of tax, according to Mr 
Porter. And thanks to a special 
arrangement with the UK, Cyprus is 
the only country where UK public 
sector pensions are taxed locally, 
making it particularly attractive for 
retiring public sector workers.

Britons resident in Cyprus for tax 
purposes can choose to be taxed on 
their UK pension income in one of 
two ways. Either a flat rate of 5pc is 
paid on any excess over €3,420 
(about £2,500) per year, or tax is 
paid at the local marginal rates, 
which are higher. Residents make 
this choice each year when filling 
out an annual tax return. 

“Cyprus also has further reliefs 
on ‘exempt income’,” Mr Porter 
says. “This includes items such 
as commutation of pensions, 
which could include pension lump 
sums. As such, pension lump sums 
can be entirely free of tax.”

FRANCE

7.5pc tax

If you’re keen to take your whole 
pension pot in one go, France might 
be the ideal place for you. 

As a tax resident in France, 
any regular or annual pension 
payments are taxable at the 
normal marginal rates locally, 
minus an annual deduction of 
up to €3,660 per household.

France also charges a 7.4pc social 
tax, although expats are usually 
exempt from this so long as you fill 
in the relevant paperwork.

But lump sums from pensions 
are not taxed at marginal rates. 
Instead, they are subject to 7.5pc 
income tax, no matter how big 
the withdrawal is.

“The definition of pension lump 
sum is open for interpretation, 
and differing views may be taken 
by different local French tax 
districts,” Mr Porter says. 

He adds: “For absolute clarity, a 
single lump-sum payment is 
recommended, taken once you have 
become a tax resident in France.”
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to our specialists

moneyexpert@

telegraph.co.uk 

Military precision: a 
reader who has retired 
from the Army seeks 
advice on pension pots 
of more than £1m

Should I stop 
paying into my 
second pension?

QI left the UK military in October 2010 

at the age of 55, after nearly 36 years’ 

service. My pension was worth in the 

region of £920,000. I immediately started work 

and I save 6pc of my salary into another pension, 

a sum which my employer matches. 

At my anticipated retirement age, my two 

pension pots are projected to exceed £1m. 

I began drawing my military pension in 2010, 

which to my mind means that the military 

pension pot is reducing. 

Will this have an effect on my lifetime 

allowance? If not, would it be better for me to 

stop paying into my second pension and save 

the money elsewhere?

AThis is an interesting question and 
highlights some of the confusion that 
exists around pensions. The recent 

Budget proposed the reduction of the 
lifetime allowance from £1.25m to £1m 
in April 2016, making it likely that more 
people may exceed this limit and therefore 
incur a lifetime allowance charge.

The charge is set at 55pc of the amount 
contributed in excess of the allowance, if the 
excess is being taken as a lump sum. If it is 
taken as income, the charge is 25pc of the 
excess with the remainder subject to income 
tax. Clearly, this is an issue worth serious 
consideration, says Les Cameron, 
a pensions expert at Prudential.

When the benefits are taken from 
a pension – a process that’s known as a 
“crystallisation event” – the amount 
being crystallised is measured against 
the individual’s lifetime allowance 
at that time (or, as in this case, the 
remaining lifetime allowance if a previous 
crystallisation event has occurred). 

If the pension being crystallised exceeds 
the lifetime allowance, then the charge 
will apply. If the full allowance is not 
exceeded, then the remaining unused 
portion carries forward to the next 
crystallisation event.

Mr Cameron said: “How pensions are 
valued at crystallisation is interesting. If 
the scheme is a defined benefit-type 
scheme (which is often known as a final 
salary scheme), the lifetime allowance 
value is usually calculated by multiplying 
the annual pension by 20 and adding on 
any lump sum taken. 

“In this case the Army pension is likely 
to be of the defined-benefit type, so the 
£920,000 quoted is likely to be calculated 
in this way. However, if the scheme is a 
defined contribution scheme (for example 
personal pensions or fund-based schemes) 

it’s the value of the pension fund being 
crystallised that is measured against the 
lifetime allowance.’’ In this example, 
when the Army pension was drawn in 
2010 it would have been measured 
against the lifetime allowance at that 
time (£1.8m) resulting in roughly 51pc 
of the available lifetime allowance being 
used, Mr Cameron said.

Assuming the individual hadn’t taken 
benefits from their pension previously, this 
left 49pc to be carried forward to be used 
next time the individual takes benefits.

Therefore, assuming that the pension 
pots “projected to exceed £1m” in this 
example include the £920,000 from the 
Army pension, the lifetime allowance 
is unlikely to become an issue for the 
individual when drawing the second 
pension, if the lifetime allowance 
reduces to £1m in 2016, as a pension pot 
of £490,000 (49pc of £1m) would be 
needed to trigger a charge.

QTwo years ago I returned to the UK to 

live full-time after 12 years or so residing 

in Spain, following my early retirement 

for health reasons. During that time I became a 

Spanish resident and was persuaded to change 

my private pension over to an “Aurora” scheme. 

I now use a company called Concept Group based 

in Guernsey as the trustees. 

As I have returned full-time to Britain, I now 

pay my taxes in this country, and have resumed 

UK residency. Does the fact that I am already 

retired and have an Aurora pension exclude 

me from taking advantage of the new pension 

regulations coming into force in April? 

Would you advise that I revert to my normal 

UK status arrangement, and if so what would 

the approximate cost be?

ADavid Smith, a financial planner at 
Tilney Bestinvest, says that the first 
thing you must do is inform Concept 

Trustees that you have returned to the 
UK and have become a UK resident, as 
this is likely to affect the benefits that can 
be drawn from the policy, for example 
maximum income. They may also need to 
enact changes to the policy.

At present, the Concept Aurora pension 
is not capable of providing flexible access 
to benefits. Concept are hopeful of being 
able to allow retirees whose pension 
monies originated in the UK to access 
their pension benefits as if they were in 
a UK scheme later this year. However, 
there are various legal issues to overcome 
in the interim, so they cannot guarantee 

that such flexibility will be made available.
If you were to transfer to a UK scheme, 

any amounts transferred would be classified 
as wholly crystallised pension funds, so 
no tax-free cash would be available, says 
Mr Smith. Therefore, if an entitlement to 
tax-free cash remains, it should be taken 
from the offshore pension scheme prior to 
transferring back to the UK. 

However, there are further issues to 
consider when transferring back into 
a United Kingdom scheme concerning 
the lifetime allowance (LTA), which is 
the amount of pension benefits that 

an individual can crystallise before a 
tax charge becomes due (see details in 
the previous question).

Mr Smith says: “When you originally 
transferred into the offshore scheme, 
the amount transferred would have been 
deducted from your LTA at that time.’’

By bringing the monies back into a UK 
scheme, when you reach the age of 75, there 
may be another “crystallisation event”, 
which will assess the value of your plan 
against your remaining Lifetime Allowance. 
This could possibly result in a tax charge 
depending upon the amounts involved. 

“Whether it will be cost effective to transfer 
to a UK plan is arguable. The cost 
of setting-up a new UK scheme will be 
low and I wouldn’t expect Concept to 
levy penal charges for transferring out,” 
Mr Smith says. 

“However, as this is a complex and 
specialised area, professional financial 
advice would have to be sought and I would 
expect advisory costs to be relatively high.

“Personally, I would be tempted to 
wait until later this year to see if the 
Concept plan is able to adopt UK 
Flexible Access rules.”

QI currently work as a civil servant in the 

prison service. The service is undergoing 

changes, in that my employment is being 

placed with a private company, which will mean 

my very good pension scheme will be transferred 

to the new company.

I am 55 and I wish to take my pension as I will 

no longer work for the prison service, and I don’t 

want my pension to be transferred over as I 

may lose certain benefits of the scheme. My 

employer says I cannot take this pension. Is it 

correct? I am seriously thinking of giving up my 

job to save my pension.

AMy key advice would be not to act in 
haste and end up repenting at leisure, 
says Andy Bell, head of AJ Bell, the 

investments and pensions shop.
He says: “Without details of your exact 

scheme it is difficult to give precise 
information, but your starting point should 
be to establish whether the transfer of your 
pension will only have an effect on the 
benefits you will build up in the future, 
or whether it will have an impact on the 
benefits you’ve already accrued.

“The administrators of the civil service 
scheme are there to help you, so make 
sure that they provide you with all of the 
information you need in order to make 
an informed decision.”

If the transfer won’t affect the benefits 
you’ve already built up, then you can focus 
your attention on whether your ongoing 
salary and pension package is one 
you’re happy with, or whether you want 
to look elsewhere.

If the benefits you’ve already built up 
will be affected then you need to establish 
exactly what the impact will be.

When your employment is compulsorily 
transferred to a new employer, your 
existing employment rights, including 
your pension, should be protected under 
what are commonly known as Transfer of 
Undertakings (Tupe) regulations. This 
may not result in your pension continuing 
to accrue in exactly the same way, but 
the benefits you’ve built up should 
continue to be of a broadly equivalent 
value. Any benefits you lose should be 
balanced elsewhere.

In terms of transferring your pension, 
Mr Bell says the civil service scheme is 
caught by the Government’s block on 
transfers from “unfunded public sector 
schemes” from April 6. 

The Government blocked these transfers 
because of the expense of funding a flood of 
transfer requests from former public sector 
workers looking to take advantage of the 
new pensions freedoms available from 
defined contribution schemes.

Mr Bell says: “Leaving your job won’t 
change whether or not you can transfer 
a civil service pension, or your ability to 
take your pension before the scheme’s 
normal retirement age.’’

He adds: ‘‘You may also find that it has a 
negative effect on the eventual value of your 
retirement benefits, so you should think 
carefully before taking such drastic action.”

A
L
A

M
Y



* * *

* * * * * *

* * *

THE DAILY TELEGRAPHTUESDAY, APRIL 7, 2015  VIII |




