
This year marks the greatest change to 
pension savings in a generation.

After decades of criticism, particularly 
from this newspaper, about the restrictive 
and overbearing rules imposed on those 
attempting to do the right thing and save, 
George Osborne will, in seven weeks’ 
time, finally cut the ties on the straitjacket. 
A system that limited options and 
trammelled far too many into buying 
an annuity will be dismantled by the 
Chancellor from April 6 (Easter Monday 
if you’d like to mark it in your diary).

The new rules should be celebrated by 
those close to retirement but equally they  
should be welcomed by young savers who 
will be far more inclined to surrender a 
slice of their hard-earned wages for their 
own future benefit, knowing they have 
a better chance of getting exactly that.

The changes
Paring it back to the basics, the old system 
allowed savers to take 25pc of their money 
tax-free from age 55 but many, particularly 
those with small amounts, were forced to 
buy an annuity, a policy that pays secured 
income in return for a lump sum (your 
pension pot). From April, you can still take 
25pc tax-free, but you can also withdraw 
the rest, subject to your marginal tax rate.

The dangers
Mr Osborne’s pensions revolution, and his 
overhaul of Isas last year (again, something 
for which we vigorously campaigned), 
have been widely praised. But as with any 
change, dangers lurk. Perhaps the simplest 
pitfall is landing yourself with a needless 
tax bill. Timing will be key, spreading your 
withdrawals into different years to avoid a 
pension withdrawal pushing you into 

Get ready for 
the pensions 
revolution

higher-rate tax. For instance, if you have 
existing income of £30,000, don’t withdraw 
more than £12,000 in a single year, give or 
take, which would push you past the 
higher-rate tax threshold of £41,865.

We asked some of the best specialists 
for their biggest concern. Both Alan 
Higham, retirement director at Fidelity, and 
Tom McPhail of Hargreaves Lansdown 
share the same fear: with so many able to 
access large pots of money, they expect an 
emergence of conmen. Mr Higham said: 
“My concern is that people won’t talk to 
a reliable expert who can help them make 
the right decision and implement it safely. 
Instead, many may fall prey to cold-
calling scammers.”

Experts have also raised concerns about 
small print in contracts that could leave 
savers with exit fees when moving their 
pension. And there’s a worrying number of 
calls being made by people in final-salary 
pension schemes, which are not covered by 
the new freedoms, seeking to transfer to 
defined contribution pensions, where 
savers are exposed to stock market risk. 
Advisers would almost always recommend 
against a transfer but some may not listen.

Also of concern is that some, bewildered, 
will just give up and take their tax-free 
cash plus an annuity from the insurer that 
provides their pension (nearly always the 
worst option) because it is all too hard. 
Please, don’t do that.

How we can help
Throughout 2015, Telegraph Money will 
guide you through these changes, with 
clear explanations on the basics, but with 
detail on how you can maximise the 
benefits. We will do this at telegraph.co.uk/
pensions and in Your Money every 
Saturday, and Money in The Sunday 
Telegraph. But we believe this is such a 
big issue that we are also running this 
series of special reports, published on 
Tuesdays, so we can offer more help. The 
next issue will be published on March 3.  
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When will interest rates
rise — or will they fall?
telegraph.co.uk/money

The nine most pressing 
pensions questions

Place in the sun: finding out if a pension is right for you and when you can access your cash makes for a relaxing retirement
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The new pension freedoms will overhaul 
your financial options in retirement. 
With so many elements changing 
dramatically, it’s important to get to 
grips with the new rules before making 
any decisions about retirement income.

Here we look at why you should save 
into a pension, whether you will be able 
to access your cash and what your 
options are when taking an income.

1What is the most important
tax advantage of a pension?

The main draw is the immediate tax 
relief on contributions. Higher-rate 
taxpayers, in particular, can benefit from 
this arrangement because they can gain 
relief of 40pc or more on contributions. 
So putting £10,000 in a pension costs 
you £6,000. If you are a basic-rate 
taxpayer, the relief is 20pc. The other
big perk is that when you enter 
retirement and access your pension
pot, you can take the first 25pc as a
tax-free lump sum.

 2Is it better to pay into a pension
than an Isa?

Pensions have traditionally been the 
favoured home for long-term savings
for higher-rate taxpayers thanks
mainly to the immediate tax relief
on contributions, as described above. 
The employer contribution for savers
in a workplace scheme is another
clear advantage.

But money saved into pensions is 
locked away for the long term and there 
are limits on how much you can save. 
Currently you can put a maximum of 
£40,000 into pensions each year, with 
the total pot limited to £1.25m over your 
lifetime. Many savers have been drawn 
to the flexibility of Isas, particularly 
since the upper limit was raised to 
£15,000 annually. Isas allow savings to 
grow tax-free and they can be cashed in 

at any time, but you deposit money that 
has already been taxed, so you miss out 
on the upfront relief.

The benefit of Isas is that you don’t 
pay income tax when you withdraw 
money or take income, as you do
with a pension.

However, calculations previously 
undertaken for Telegraph Money
show that, even taking this advantage 
into account, pensions are still a 
better bet. Take a look at the sums and 
tables that demonstrate this at 
telegraph.co.uk/a/11145410.

 3Will I be able to use the new pension 
freedoms?

Most will have full access to company 
or private pension pots at 55. Some 
companies may not be ready to offer 
full access from day one: keep reading 
Your Money for updates. You may need 
to switch your pension to a provider 
that allows this. Those with final-salary 
pensions will not be able to use pension 
freedoms. You can transfer your money 
out but this is nearly always a bad move 
given the generous benefits of these 
schemes (you also have to talk to an 
independent adviser before doing so).

4What if I’ve already bought an 
annuity?

Currently you do not stand to benefit 
from the new freedoms, but this could 
change. The pensions minister wants a 

system that allows you to sell your 
annuity to the highest bidder, most likely 
a pension or insurance company, and 
swap your guaranteed annual payments 
for a cash lump sum. But the pensions 
minister may be out of office within 
three months, so don’t hold your breath. 
Telegraph Money has highlighted many 
cases of those lumbered with an annuity 
just before the announcement and has 
called for them to be allowed to hand 
back such policies rather than have to 
sell them.

5What is the best way to take control 
of my money?

A self-invested personal pension, known 
as a Sipp, allows you to invest your 
money as you see fit and take it as 
income as needed. This approach gives 
you total control over whether you 
invest in shares, bonds or funds, or 
other types of investments such as peer-
to-peer lending and pensioner bonds. 
Most of the companies that offer these, 
such as Hargreaves Lansdown, AJ Bell 
Youinvest or this company’s own 
Telegraph Investor, are likely to 
have better withdrawal systems than 
company schemes.

 6How will I take an income?
You will be able to use your 

pension like a bank account, with the 
option to take the whole lot out at once 
or small sums at regular intervals. But 
be careful of the tax implications – 
taking the whole lot at once could 
trigger a huge bill.

As mentioned above, the first 25pc is 
tax-free, but the remainder will be taxed 
at marginal rates. This means that if you 
have a £100,000 pension you could take 
£25,000 tax-free, but if you withdraw the 
remaining £75,000 it will be treated as 
income for that tax year, pushing you 
into a higher-rate tax band. Pension 

companies have been asked to warn 
savers who try to cash in their pensions 
if they face significant tax bills.

The alternative is to take the money in 
annual lump sums, attracting taxation at 
the basic rate, currently 20pc, each year. 
In other words, if you have income of 
£20,000, you can draw up to £22,000 and 
incur only basic rate tax (higher-rate tax 
kicks in at around £42,000).

 7What does this mean for my state 
pension?

Instead of taking your state pension at 
retirement age, currently 65 for men and 
63 for women and rising, you could 
choose to defer it. By taking an income 
from your private pension fund and
only switching to your state pension 
when it runs out, you could significantly 
increase the annual income you receive. 

The longer you defer the payments the 
higher your annual income will be. Note, 
however, that the boost the Government 
offers on delaying a state pension will be 
significantly reduced from April 2016.

 8Do pension freedoms mean I don’t 
ever have to buy an annuity?

Technically no one will be forced to buy 
an annuity from April, although many 
people were able to avoid it even before 
the new rules and didn’t realise. But 
annuities should still be considered in 
financial planning. These policies are 
useful for those with low guaranteed 
income and if nothing else can be 
used to cover your basic bills in your 
seventies, by which time you’ll also get 
a better rate as an older buyer. While 
current payout rates are pitiful, they 
may improve after April.

 9Is my pension pot included in my 
estate when I die?

The way your pension savings will 
be taxed after your death will depend 
principally on your age.

If you die before your 75th birthday, 
your savings will pass to your 
beneficiaries completely free of tax, 
regardless of whether you have started 
taking an income or not.

Your beneficiaries will not pay any tax 
when they receive the money or when 
they make withdrawals from the fund.

But if you are 75 or older when you 
die, there will be some tax to pay. 
The 55pc tax that currently applies 
will be scrapped and replaced by an 
income tax charge on any money 
withdrawn from the pension. This 
charge will be at your beneficiaries’
top tax rate.
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Should I draw down equity 
to invest in property?
telegraph.co.uk/buytolet

The right way to invest depends on your age

More of us are making the investment 
decisions when it comes to saving for 
retirement. It’s simple to open an Isa or 
self-invested personal pension (Sipp). 
If you can fill it with “buy and hold” 
funds then it reduces the attention you 
need to dedicate to it but advisers warn 
that you must always keep a careful eye 
on asset allocation.

How you divide your money between 
shares, cash, bonds and property –
and any others – is crucial, and
should change in time along with
your own circumstances.

What drives each of us to save
can differ enormously, yet the purpose 
of your investment will largely dictate 
the investments you choose. With life 
expectancy across the UK rising at a 
surprisingly fast rate, having enough 
money in retirement is a sure-fire goal 
for most of us. Many will have others, 
such as funding school fees or saving 
to buy a larger house.

There is no one-size-fits-all approach 
and it is best to talk to a financial 
planner or independent adviser if 
you’re unsure. To give you some ideas 
and to establish some basic guidance, 
we have talked to some of the best in 
the industry about how to invest through 
the ages.

In your thirties
Your first task is to set up a home for 
your money. Using a fund supermarket 
or broker, you can open an Isa and 
place investments in it without the 
help, or the cost, of an adviser. Select 
one according to how easy its website 
is to use, how much it costs (see our 
table at telegraph.co.uk/isas), the 
quality of customer service it offers 
as well as the range of investment 
choices available. 

Once you have the account set up you 

can start building your portfolio. In the 
current tax year you can save £15,000 in 
an Isa, rising to £15,240 in the next tax 
year, which starts on April 6.

Since time is on your side when you’re 
young, you can afford to load up on 
equities. Experts say between 80pc-
100pc of your portfolio should be 
dedicated to stocks and shares.

“This is a time in your life when you 
can ignore volatility,” said Victoria 
Hasler of the fund research group 
Square Mile. “There is plenty of time to 
ride out any short-term losses and see 
the value of the investment recover.”

Among your first purchases would be 
a low-cost tracker fund such as the 
HSBC FTSE All-Share Index, which 
tracks the performance of the UK stock 
market. Look at income-generating 
funds next, which are an important 
element of a portfolio as reinvested 
income provides the lion’s share of total 
returns – thanks to compound interest. 
This is the term for generating income 
from previous income. 

For UK income funds with good-
quality managers, look at Threadneedle 
UK Equity Income and CF Woodford 
Equity Income. Investment trusts are 
useful too, as they can create steady 
returns by squirrelling away up to 15pc 
of their dividends each year and 
use this money to boost dividends 
in difficult years. Patrick Connolly, an 
adviser at Chase de Vere, suggests the 
Witan Investment Trust and the Scottish 
Mortgage Investment Trust.

You can add global funds in following 
years. Look at diversified global equity 
funds to gain exposure overseas. James 
Bateman at Fidelity Solutions suggests 
Rathbone Global Opportunities while 
Mr Connolly likes Aberdeen World 
Equity and M&G Global Dividend.

You might also want to look at 
adding alternative investments such 
as property to increase diversification. 
Recommended property funds include 
M&G Property Portfolio, Henderson UK 
Property and L&G UK Property.

In your forties
During this decade you will hopefully 
build on the successes of your thirties 
and potentially add significant sums to 

your investments as your earnings rise.
Now is a good time to invest some of 

your money in bond funds – albeit 
with a low allocation of around 20pc. 
Strategic bond funds are widely 
favoured among advisers, as managers 
have discretion over the type of 
fixed-interest assets they hold. This 
is particularly important in an 
environment where interest rates 
might start to rise, which would be 
bad news for fixed-interest assets. 
Adrian Lowcock at Axa Wealth likes 
the Artemis Strategic Bond as it provides 
a diversified exposure to bonds.

While taking an income is an option 
typically used by retired people, younger, 
working investors might need help 
to pay regular bills such as school 
fees, for example. 

Miss Hasler said: “The champion of 
dividend growth is often to be found 
in investment companies. The City 
of London Investment Trust grew 
its annual dividend for the 48th 
consecutive year in 2014.”

In your fifties
By now, many will be approaching their 
maximum earnings. This is also the 
time when children, even if they are 
still living at home, are likely to be 
costing less and hopefully starting to 
earn for themselves. Mortgage costs 
should also be reducing. You can now 
allocate more of your money to fixed 
income, again using strategic bond 
funds to allow the manager to limit the 
damaging effects of any forthcoming 
interest rate rises (bond prices tend to 
fall when rates rise). 

Within your equity holdings, 
you may want to look at protecting 
the wealth you have grown by using 
funds designed to preserve capital. 
Miss Hasler tips the Newton Real 
Return, which aims to avoid the 
permanent loss of capital over the 
long term, and Legg Mason Income 
Optimiser, which invests in fixed income 
and aims to dampen volatility.

You can also limit volatility using a 
multi-asset income fund which invests 
in a range of assets. They can help 
capture the growth of various asset 
classes at a risk level to suit you, as 

managers can dip in and out of a wide 
range of markets on your behalf. Look at 
the Schroder Multi-Manager Diversity 
Fund. Miss Hasler says: “This looks to 
outperform inflation by a reasonable 
margin over the medium term while 
controlling volatility.”

Now is also a good time to increase 
exposure to alternative investments that 
can provide additional diversification 
and protection from sharp market falls.

In your sixties
Typically, this would be the time 
when investing heavily in equities 
would be out of the question. But 
many people will have another 20 
years of retirement and so to pile into 
bonds and cash might be unwise. 

Experts differ on how aggressive an 
investor in their sixties might be. Some 
suggest investors should have just 15pc 
in equities – and the rest in bonds. 
Others say you might want a much 
higher proportion, at 35pc in equities or 
even 50pc. Remember that over 10-year 
spells, stock markets have mostly made 
great investments so bear this mind if 
you don’t expect to need access to the 
money for several decades. 

Mr Lowcock said: “You can cut the 
risk of exposure to volatile equities by 
moving from growth to income stocks.”

The pensions revolution coming 
in April that will allow all savers 
to access cash in their pension funds 
directly could mean a surge in appetite 
for income funds as people shun buying 
annuities. It is essential to have a 
mixture of investments from which the 
income is derived, using a blend of 
equity income and bond funds.

It will also be important to protect the 
capital you are now drawing on from 
inflation. The primary objective of the 
Standard Life Global Absolute Return 
Strategies fund is to protect your capital 
but also continue to seek investment 
opportunities.

You might want to seek advice on 
structuring the right retirement plan 
to deal with any complexities, in 
which case you should seek the help 
of an independent adviser. Find one 
in your area at the unbiased.co.uk 
or vouchedfor.co.uk websites.

 Thirties Forties

 Fifties  Sixties

10%

80%

10%

Equities

20%

70%

10%

35%

50%

15% 35%

50%

15%

PropertyFixed interest

Thirties Forties Fifties Sixties

Equities 80% 70% 50% 35%

UK equities 30% 25% 20% 20%

US equities 15% 10% 10% 6%

European equities 10% 10% 8% 3%

Asian equities 10% 10% 5% 3%

Japanese equities 5% 5% 2% 0%

Emerging market equities 10% 10% 5% 3%

Fixed interest 10% 20% 35% 50%

Strategic bond funds 10% 20% 35% 50%

Property 10% 10% 15% 15%

Bricks-and-mortar property funds 10% 10% 15% 15%
Source: Chase de Vere
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How much is a final-salary 
pension really worth?
telegraph.co.uk/pensions

Your pensions 
questions 
answered

Head start: investing 
in a stakeholder 
pension for your child 
means they benefit in 
the long term from the 
magic of compound 
interest
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Our Your Money pension special 
reports, to be published 
throughout 2015 to guide 
readers through the new 
pensions freedoms, will aim 
to answer questions on any 
pension or related investment 
issue. On the page opposite we 
offer a fuller financial makeover, 
while here we put individual 
queries to our panel of experts. 
If you wish to ask a question, 
email moneyexpert@telegraph.
co.uk. These questions are 
answered anonymously.

QMy daughter is 19 and
a student in her second 
year of a four-year degree 

course. I’m putting £100 a 
month in an Isa for her. Her dad 
would like to contribute to her 
finances and we wonder if 
putting money in a stakeholder 
pension would be a good idea? I 
assume this will be locked away 
but appreciating in value until 
she’s 55? 

AYes, that’s right. She 
won’t be able to touch the 
money until 55 but child 

pensions are a popular way to 
give children a good financial 
head start. The key benefit of 
a pension is the tax relief on 
contributions. For every £1,000 
invested the Government adds 
£250 to make a total of £1,250. 
Danny Cox, a financial planner 
at Hargreaves Lansdown, 
says a pension is the ultimate 
long-term investment. “You 
have time, and the magic of 
compounding is on the child’s 
side,” he says. The maximum 

that can be contributed is 
100pc of earnings (usually 
nil) or £3,600, whichever is 
highest. This can be paid into a 
stakeholder pension, personal 
pension or Self-Invested 
Personal Pension such as a 
Junior Sipp.

There are no restrictions on 
how many pensions a child 
can have so long as the annual 
allowance is not exceeded. 
Most providers will accept 
contributions as low as £25 a 
month, and once set up, anyone 
can contribute (up to the overall 
maximum allowance of £3,600). 
More is explained on page 6 
about compound interest.

 QI was a little concerned 
to read an article in 
Telegraph Money about 

the tax-relief restriction on 
future pension contributions 
reducing from £40,000 to 
£10,000 in certain 
circumstances. I was 60 in 
November and have just 
started receiving a defined 
benefit final-salary pension 
worth £30,000 a year from a 
former employer. I did not opt 
to take any of the possible 
25pc tax-free lump sum as I 
wanted to maximise the income 
from this inflation-linked (RPI) 
pension for the future.

I am still in employment as a 
company director receiving an 
income of £75,000pa 
and I have a self-invested 
personal pension (Sipp) into 
which I have been making 
regular contributions over the 
past 10 years. I hope to work 

for a few more years and had 
intended to continue 
maximising my pension 
contributions at £40,000 a 
year from earnings, thereby 
minimising the element of 
income liable to 40pc tax. I am 
still well within the lifetime 
allowance restriction and I have 
not drawn on the Sipp. Do final-
defined benefit schemes in 
payment also trigger this 
reduction in tax relief in pension 
contributions to £10,000 a 
year from 2015/16? This may 
have a significant impact on 
whether I decide to continue 
working or not.

ADavid can rest easy 
and can continue if he 
wishes with his existing 

plans, according to Malcolm 
McLean, consultant at Barnet 
Waddingham, the pension 
firm. The reduced annual 
allowance of £10,000 only 
applies to defined contribution 
(money purchase) schemes 
– not defined benefit schemes 
– and only where the saver 
has accessed their pension 
“flexibly” under the new 

freedoms coming into effect 
from April 6 this year. 

Under the Taxation of 
Pensions Bill, the following are 
counted as “flexible access”: 
• taking a cash amount over the 
tax-free lump sum from a flexi-
access drawdown account
• taking a pension lump 
sum that’s uncrystallised (you 
haven’t spent any of it)
• purchasing a flexible annuity, 
or taking a scheme pension 
from a defined contribution 
scheme with fewer than 12 
pensioner members
• taking a stand-alone lump 
sum where the individual has 
primary but not enhanced 
protection. 

So, David would be hit by the 
reduced allowance only if he 
were to “flexibly” access his 
Sipp after April 6, and only then 
if he wished to continue making 
contributions thereafter. 

 QI am about to marry my 
Thai partner who has 
never worked in the UK. 

She has only made family 
visits. I receive a state pension, 
so will my new spouse be 

entitled to a pension based on 
my national insurance (NI) 
contributions?

ADavid Smith, head of 
financial planning at 
Tilney Bestinvest, says 

once you have married, your 
bride would be entitled to 
a state pension based upon 
your NI record. But she would 
have to be of state pension 
age to qualify for immediate 
entitlement. If she’s not 
old enough, she would not 
receive entitlement until she 
reached her state pension age. 
Confirmation of this date can 
be obtained from the state 
pension website at gov.uk/
state-pension. When she 
reaches state pension age, she 
would have to submit your 
marriage certificate to the state 
pension department to claim 
benefit. Call the government’s 
hotline on 0800 731 7898 for 
confirmation of entitlement. 

}Do you have a pension 
problem or question about the 
freedoms? Email moneyexpert@
telegraph.co.uk

Everyone wants to save 
enough to ensure they have a 
comfortable retirement. But 
it’s hard to know just how 
much income you’ll need as a 
pensioner – and even harder 
to work out how much you 
need to save now to 
accumulate the right sum.

No one can have a proper 
plan for retirement without 
answering these two 
questions. Here we offer 
a simple step-by-step 
guide to working out these 
all-important figures.

How much income will 
I need in retirement?

 1Use a quick rule of thumb
Experts appointed by the 

Government have calculated 
that the typical worker needs 
an income equivalent to 
about two-thirds of their final 
salary to maintain their 
lifestyle once they retire. 
However, some may manage 
with as little as 50pc, while 
others will want 80pc, the 
Pensions Commission said.

We tend not to need 100pc 
of our working-age income 
because we have typically 
paid off our mortgage, no 
longer have children to bring 

How much money will I need?
up and won’t face the cost of 
commuting. And, of course, 
we will have stopped 
contributing to a pension and 
started to draw on it instead.

 2Try an online calculator
Several pension firms offer 

easy-to-use tools to help you 
calculate the pension income 
you’ll need on their websites. 

One, from Fidelity, can be 
accessed via tinyurl.com/
pnv634q.

The company assumes 
that to cover basic, essential 
living costs in retirement 
each individual – not couple 
– needs about £14,000 a year 
after tax. The online 
calculator then allows you 
to select other types of 
spending, such as a two-week 
holiday every year (requiring 
another £1,500 in annual 
after-tax income), dining 

out every two weeks (about 
£2,000) or health club 
membership (about £500).

Even just these three extras 
boost the amount you need to 
£18,000. All the amounts can 
be altered up or down to suit 
your own needs.

 3Draw up your own budget
Rules of thumb and online 

tools make lots of generalised 
assumptions and can’t take 
into account all your own 
circumstances.

If you want a more accurate 
figure, why not try to itemise 
each item of expenditure you 
expect to face in retirement? 
As well as the monthly items, 
remember those that may 
occur quarterly, such as water 
bills, or annually, such as the 
TV licence, home insurance 
and so on. Add at least 10pc 
for contingencies.

How much do I need 
to save to achieve 
my target retirement 
income?
This part of the process is 
less certain, as it depends 
on unknowables such as 
future investment returns 
and annuity rates. However, 

we have to make a decision 
if we are going to start saving 
so we’ll assume that 
investments will perform in 
line with long-term trends.

To be sure that our savings 
are on track to fund the 
retirement we want, it’s 
essential to monitor their 
progress regularly. If the 
investments have not 
performed as hoped, it may 
be necessary to save more 
each month. Equally, they 
could be outperforming. 

4Go online again 
Few of us have the skills 

or inclination to grapple with 
compound interest, inflation 
assumptions and all the other 
factors needed to predict how 
your savings will grow.

Fortunately, there is no 
need – there are plenty of 
online tools that do all the 
work for you. If we stick with 
Fidelity’s, we can input a 
range of details such as age, 
current earnings, current 
retirement savings and so 
on. The calculator also allows 
you to choose an investment 
style, such as cautious or 
adventurous, and to take into 
account income from other 
sources such as any buy-to-
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Our weekly newsletter is 
packed with more advice
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Pension helped with my B&B: what next?
Pension pot: cutting 
mortgage payments 
should be the first 
priority in our reader’s 
financial planning,
our experts say
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As part of our Your Money
pensions and savings special 
reports, we are asking readers 
to write in for a makeover for 
their pension plans. 

You must be willing to appear 
online – these special reports 
also appear online at telegraph.
co.uk/pensionreports – and in 
the newspaper. If we pick you, 
our trusted financial experts
will give you practical help and 
tips to set you on the road to 
reaching your financial goals.

If you’d like to be considered, 
please send your responses to 
all the following questions with 
the subject Pensions Doctor to 
money@telegraph.co.uk, with 
the following details: name, age 
and telephone number (we will 
not share this with anyone); 
your main financial goals, when 
you would like to retire and 
with how much income (as 
much detail as possible); any 
debts (including mortgages); 
how you would describe your 
attitude to investment risk (as 
much detail as possible please).

Please also tell us about your 
current pensions/investments 
(as much detail as possible 
about the type of pensions and 
the size of assets. If it is a Sipp 
or Isa, tell us what’s in the 
portfolio. Also tell us about your 
cash savings and property).

I would like some advice about 
savings. I’m 57 and run a B&B 
in East Sussex. Last year I 
released my tax-free lump 
sums from my two pensions to 
renovate the B&B. As a result I 
am also now receiving monthly 
pension payments from those 
two funds. Not what I wanted, 
but those were the terms.

I have other savings of 
£150,000. They are in an 
ordinary savings/best rate 
bank accounts, which seems
a waste as rates are so low. 
There’s not enough to buy 
another property outright 
locally (I wouldn’t qualify
for a mortgage as I’m
self-employed). What should
I do for the best return? Is it 
worth investing in a private 
pension — can I do that at my 
age? What are the restrictions?

Should I pay off something 
towards outstanding mortgage 
payments (£150,000 on a
buy-to-let, £300,000 on B&B 
commercial loan)? I’m 
conscious there would be tax 
relief implications on both but I 
am not sure if the gain on 
reducing debt outweighs 
access to liquid funds. Looking 
forward to some help.

AD, by email

I can understand why you’re 
tempted to invest spare money 
in a pension because mortgage 
rates are low, so payments feel 
cheap. But if you choose not to 
pay off your mortgage, you’re 
essentially borrowing to invest – 
which breaks rule number one 
of personal finance: first clear 
debts then build savings.
Imagine if you later needed to 
quickly pay off one or both of 

let properties. Once you have 
entered all your details, 
and the all-important 
percentage of working-age 
income that you have 
decided you’ll need, the tool 
works out whether you are 
on track to have the 
pension you need or the 
size of any shortfall.

If you are not currently 
saving anything, or aren’t 
saving enough, you can 
adjust the “contributions” 
amount until you arrive at 

the figure that should allow 
you to hit your target.

If the amount suggested 
is too high for you to manage 
with all your other 
commitments, try playing 
with the other variables, 
such as increasing your 
retirement age or adopting 
a more adventurous 
investment style – although 
this does entail taking 
more risk. 

The more cautious 
investment approaches 

include larger proportions of 
cash and bonds, and smaller 
allocations to the stock 
market. This kind of balanced 
portfolio tends to avoid 
losses once you have invested 
for five years or more, but 
reduces the possibility of 
making very strong returns 
if the stock market embarks 
on a bull run.

There is detail on building 
a portfolio on page 3 with 
more guidance to follow in 
later supplements.

 5Remember the state 
pension

Online planning tools tend to 
assume that you’ll get just the 
basic state pension when you 
retire – because of the 
complexity involved, they 
don’t take into account 
top-ups such as Serps or the 
new, more generous single-
tier pension from next year. If 
you think you’ll get more than 
the basic rate, include this in 
your “other income” when 
you use the online calculator.

You can get a projection of 
your state pension by going 
to tinyurl.com/ez747. 

6Watch out for 
“over-saving”

There have been a lot of news 
stories in recent years about 
pensioner poverty and it’s 
easy to imagine we all risk an 
impoverished retirement 
unless we save every possible 
penny. This leads some 
people to go too far and 
“over-save”. They spend so 
little during their working 
lives that their savings quickly 
grow to more than they need.

The solution is the same as 
for avoiding a shortfall: keep 
a regular eye on your 
investments and compare 
their eventual projected value 
with the income you have 
decided you’ll need. If 
overshooting looks likely, you 
can take your foot of the gas 
and start spending a little 
more in the here and now.

We can work it out: online tools can help you plan for a comfortable lifestyle in retirement

those mortgages. If you 
withdraw £150,000 from a 
pension arrangement in one go 
you’d have a nasty tax bill as 
pension payments (minus the 
25pc tax-free lump sum) are 
charged at your marginal rate, 
so you’d pay 40pc tax.

Also, you might be able to 
access your pension in one go 
from April 6 this year, but don’t 
assume the rules will stay for 
ever. Political parties have a 
habit of tinkering with pension 
rules, meaning there’s a risk 
your money might not be as 
accessible in a pension as you 
think in the future. That said, 
you’re not too old to keep 
saving into a pension at 57, so 
that could be a viable option.

If you want to try investing 
yourself, you could set up a self-
invested personal pension 
(Sipp). This is a tax wrapper that 
allows you to invest in shares, 
funds, bonds and cash – 
whatever you choose. Since you 
already have a big chunk of 
wealth tied up in the B&B, not 
having all your assets in 
property could be an advantage 
as you spread your risk.

One big bonus with a Sipp is 
that you get tax breaks just for 
investing. The basic rate of tax 
is automatically added to 
personal contributions. For 
example, if you contribute £80 
the Government adds another 
£20. You also get protection 
from capital gains tax, and if 
you’re a higher rate tax payer 
you get 40pc tax relief. You can 
claim this extra amount back via 
your self-assessment form.

The minimum age you can 
access Sipp money is 55 and 
you are beyond that. When you 
take money from your pension 
pot you will be charged at your 
marginal rate of tax, except for a 
25pc tax-free lump sum, as you 
have already received with your 
other pensions.

David Smith, head of financial 
planning at Tilney Bestinvest, 
recommends seeking 
clarification as to the type of 
pension arrangement you took. 
If you have gone down the 
income drawdown route, then 
you should be able to simply 
stop income withdrawals. But 
he says if you have gone down 
the annuity or final salary route, 
then you would have to receive 
the pension income and would 
not be able to stop these.

You will be able to contribute 
up to 100pc of your “relevant 
UK earnings” (this does not 
include pension income) with 
a maximum of £40,000, into 
a pension plan. As you earn 
around £25,000 a year you 
could contribute up to this 
amount each tax year. As you 
would receive basic rate tax 
relief on any pension 
contributions, you would only 
need to contribute £20,000 
for £25,000 to be applied to
 your pension. If your “relevant 
earnings” remain £25,000, 
then it would take until your 
65th birthday for the £150,000 
of savings to be dripped into 
the pension.

At 57, assuming you are 
in good health, you could 
conceivably live for another 
40 years. So you may want to 
consider investing in growth 
assets such as equities to 
provide long-term returns 
which should beat inflation, 
while reducing volatility by 

putting money in bonds and 
other assets. Patrick Connolly, 
financial planner at Chase de 
Vere, says equity income funds 
such as Threadneedle UK Equity 
Income, Artemis Income and 
Rathbone Income are good 
choices, as are global equity 
income funds like Artemis 
Global Income, Newton Global 
Higher Income and Standard 
Life Global Equity Income.

But you shouldn’t invest solely 
in equities. To help protect 
capital, as well as growth it, he 
says you should hold other 
assets such as fixed interest and 
property. Good options include 
Henderson Strategic Bond, 
Kames Strategic Bond, M&G 
Property Portfolio and L&G UK 
Property, says Mr Connolly.

A sensible allocation might be 
45pc equities, 40pc fixed 
interest and 15pc property, 
though the mix should be 
dictated by your requirements 
and attitude to risk. More is 
explained on page 3, but you 
should speak to an independent 
financial adviser to make sure 
you have matched your attitude 
to risk and your goals.
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Celebrity choices: how the rich 
and famous save for retirement

If pensions are so great, should I 
start one for my child?
The short answer – given the provisos 
outlined below – is yes. And there are 
two rock-solid reasons. The first is that 
even though your child isn’t earning a 
penny, they will still benefit from tax 
relief which will boost any money you 
pay into a pension on their behalf. That’s 
a generous gift from the taxman, not to 
be casually overlooked.

The second is that the investment will 
have decades to grow which, if history is 
a guide, should mean big returns. You 
could invest now knowing that when 
your child reaches retirement they’ll 
have something in their pension kitty.

How it works
Anyone can contribute £3,600 to a 
pension per year, even if they’ve no 
earnings. This is useful for non-earning 
spouses but it’s also handy for children, 
who are eligible from the day they’re 
born. The £3,600 includes the taxman’s 
20pc top-up. So you pay £2,880 and the 
tax relief comes in at £720.

Where to set up the plan
Several big pension providers, including 
insurance firms and fund managers, 
allow you to set up a basic “stakeholder” 
pension for your child. 

But for the maximum flexibility on 
where you can invest it is probably better 
to use a broker such as Barclays 
Stockbrokers, Hargreaves Lansdown 
or Bestinvest. These work like self-

invested personal pensions (Sipps) for 
adults. No advice is given. You choose 
the investments. 

The broker will apply charges and you 
should check these carefully. Barclays 
charges £77.50 per year (plus VAT) 
regardless of the value of holdings. 
Hargreaves Lansdown charges 0.45pc of 
the value of the holdings 
per year, capped at £200. 

Bestinvest charges less at 0.3pc. You’ll 
also pay underlying charges applying to 
the investments held (more on that 
below).Once you’ve invested the money, 
the pension provider applies to HMRC 
and collects the cash top-up.

Most accounts are opened by parents, 
grandparents or guardians, according to 
Danny Cox of Hargreaves Lansdown, 
who says this form of savings is 
“increasingly popular”. 

HMRC figures show 60,000 lucky 
children have some sort of pension set 
up in this way.

It is possible to invest on behalf of 
other children provided you supply 
details of their legal guardians. Investors 
will need the child’s name, date of birth 
and NI number if they have one. The 
child doesn’t have to sign.

Why you should do it
Aside from the tax breaks, there are 
the potential returns. Some specific 
investment ideas are included below, 
but the general approach to such long-
term investment would be to invest in 
shares or portfolios of shares through 

a fund. Over long timeframes, shares 
consistently outperform cash and bonds.

The leading study of investment 
returns, the Barclays Equity Gilt Study 
which analyses investment returns 
going back to the year 1900, says the 
average annual return generated by 
shares (including dividends paid) 
since then is 10pc, compared to 5pc 
for bonds and 4pc for cash.

The average annual return generated 
by shares in any 10-year period since 
1900 is lower, at 7pc, highlighting the 
risk of investing for shorter periods. 

But since your child’s pension will 
be tied up for, say, 50 years, that is far 
less of a worry. 

Barclays’ analysis finds annual returns 
from shares owned for any 25 year 
period is 10pc. The table below shows 
how rapidly growth can mount when 
compounded over decades. We’ve 
included a conservative 4pc annual 
growth, as well as the higher 
returns suggested by shares’ 
historic performance.

Why it might not be a good idea
The big risk with all pension saving 
is political. This Government has 
been generous to pension savers, 
introducing new and attractive 
flexibilities while keeping the 
fundamental pensions carrot, 
the tax relief. 

In future these perks could be 
whittled away or scrapped by less 
investor-friendly administrations. The 

Starting them young: pros 

Theo Paphitis
If you thought a pension was too mundane for 
the rich and famous, think again. Britain’s 
millionaires have found a creative mix of venture 
capitalism, property investment and more 
traditional plans to save for retirement.

Over the years, Telegraph Money has spoken 
to household names from the sporting, 
entertainment and business worlds about their 
finances. Read on to find out who successfully 
retired at 35 and why one actor has sworn against 
pension saving. And see the box, right, for 
analysis from the experts on whether 
they are doing the right thing.

My Wimbledon win was 
£13,500, but I’ve built up 
an extensive portfolio since 
Virginia Wade

Virginia Wade won Wimbledon in 1977, when 
the prize money was £13,500, but the tennis star 
says that her real moment of luck was taking her 
pension out of Equitable Life before the company 
went bust. “I now have a substantial international 
portfolio and at this stage of my life I’m focusing 
on low-risk and high-return investments. My 
financial adviser proved invaluable when I had a 
couple of close calls with Lloyd’s of London and 
Equitable Life.

“I was very lucky with Lloyd’s. My people didn’t 
like what was going on with one syndicate where 
the underwriters had taken themselves out, and 
swift reallocation of my assets minimised the 
effects.” Risky underwriting meant individual 
investors, or “names” were called upon to cover 
loses in the early Nineties with many facing 
financial ruin. 

Wade continues: “Likewise, most of my pension 
was in Equitable Life, but we took it out before 
the insurance company really went down the 
tubes. I was so fortunate because, of course, some 
people lost everything.”

 I earned a peak salary of 
£285,000 a year — and 
retired at the age of 35
Gareth Thomas

Now 40, former Wales captain Gareth Thomas 
earned 100 Test caps and retired in 2011. He’s 
hung up the rugby kit but has recently appeared 
in Celebrity Big Brother and Dancing on Ice.

He’s also now a pensioner, thanks to saving 
into a private pension as a teenager and being 
able to take advantage of rules that mean 
sports people can retire at the age of 35 (see 
right). Having had a peak salary of £285,000, he 
was able to accumulate a decent-sized pot. It’s a 
long way from his early life working in a factory 
in Bridgend, South Wales, aged 16. “When I 
became professional at 18 I went from £135 from 
working in the post office and £10 for rugby a 
week to £25,000 a year. It was a very big time for 
pensions so my parents encouraged me 
to put as much into mine as I could.” 

I set up a pension when it 
was prudent to do so because 
of the tax relief 
Theo Paphitis

As a panellist on BBC Two’s Dragon’s Den for nine 
years, you would expect Theo Paphitis to have a 
good handle on numbers and financial planning. 

He made his money from property finance and 
telecoms but mostly from retail, namely the 
lingerie chain La Senza, which he sold in 2006 for 
£100m. He is estimated to be worth a total of 
£250m and lives in Weybridge, Surrey,

“I have both a personal pension and a long-
term financial strategy,” he says. “I set up a 
pension when it was prudent to because of the 
tax-relief schemes at the time. I am not planning 
to retire any time soon, though [he is 55]. I am 
very fortunate, my personal wealth, my financial 
investments whether they be material, property or 
financial, God willing, should see me and Mrs 
Paphitis off to our nursing home quite 
comfortably. I have a balanced portfolio. I have 
properties, stocks and shares... cars, you name it. 
I don’t follow the stock market personally.”

My biggest financial 
regret? Paying into a 
pension for years 
Larry Lamb

Larry Lamb, aged 67 and best known for his roles 
in Gavin & Stacey and EastEnders, says he lives 
within his means but doesn’t save into a pension.

“The problem being a self-employed actor is 
that you have to have a generous overdraft,” he 
says. “My biggest indulgence is my children as I 
don’t have a weakness for food, drink or clothes.

“My biggest financial regret is paying into my 
pension – everything’s in turmoil nowadays. 
When I realised that the pension I’d been paying 
into religiously for years (because that’s what was 
drummed into you) wasn’t going to amount to 
anything, I wished I’d put those payments 
towards my mortgage instead.”

 I was unclear about 
charges and the cost of 
switching to other funds 
Dermot Murnaghan

Dermot Murnaghan, 57, is a much in-demand 
television presenter, having been an anchor on 
BBC Breakfast and ITV News. He was interviewed 
for our Fame & Fortune series in 2010, three years 
after moving to Sky News. 

Despite a bad experience, he remained 
committed to pension saving. “I have a beef 
about rubbish financial advisers,” he says.

“The biggest mistake I made was listening to 
them in the Eighties when I started my pension. 
The advice I received bordered on the dishonest. 
I was completely unclear about charges and the 
cost of switching to other funds. But pensions are 
a good idea if you read the fine print. It’s not 
pensions that are wrong, it’s the plans we were 
encouraged to buy.’’

 Having a catalogue 
of songs is like having 
a pension 
Nik Kershaw

Eighties pop star Nik Kershaw made a fortune 
from his own hits but one of his biggest money-
spinners was writing Chesney Hawkes’s massive 
1991 hit, The One and Only. He says: “Having a 
catalogue of songs is like having a pension. That 
song has made me millions of pounds over the 
years, along with The Riddle, Wouldn’t it be Good 
and I Won’t Let the Sun Go Down On Me. It’s put 
my kids through university and private school.” 
He also has “bits and pieces in property” but has 
remained a committed pension saver. “I have a 
pension and when I was earning well I put big 
premiums in, because I had a very good 
accountant who said, ‘You’ve got all this money 
coming in – stick it in a pension.’”

And those with an approach that definitely 
won’t impress the experts...
Karren Brady, the entrepreneur who has 
appeared on Dragons’ Den and as consultant to 
Lord Sugar on The Apprentice, prefers to invest 
elsewhere. “I don’t have a pension – I’m neutral 
about them. I prefer to be my own pension. 
I know I could run a Sipp, but I think life’s 
too short and it would be another thing to 
worry about.” 

Other celebrities also take a far too relaxed 
approach to planning for retirement. When asked 
about his retirement plans, Dereck Chisora, 
British European heavyweight champion who 
said he had made £3.5m, said: “If I die who is 
going to spend that money? Some guy. No way, I 
don’t have a pension.”

The attitude to savings 
of Professor Alice 
Roberts, 41, is typical 
of many people who 
are decades from 
retirement — she 
hopes a company 
pension might be 
enough and that 
property might be 
the answer. 

The academic-
turned-TV presenter 
told our Fame and 
Fortune series two 
years ago that 
her priority, rightly, 
was to tackle her 
interest-only 
mortgage.She said: 
“Yes, I had a pension 
when I was working at 
Bristol University and 
now I have a pension 
with my new salary at 
Birmingham 
University, but I don’t 
have any separate 
personal pension. I 
don’t really know if it is 
worth taking one out — 
I suppose I am looking 
at property as a long-
term strategy, but 
that is very much on 
the horizon. I haven’t 
made much progress 
on it yet. 

“Probably, like a lot 
of people, I think I 
should [meet regularly 
with a financial 
adviser]. 

“Stocks and shares 
put me off as it seems 
like gambling 
somehow. They aren’t 
on my radar. I don’t 
have any Isas. 
I have one savings 
account and that is it, 
although I have 
invested in a child trust 
fund for my daughter. 
That seemed like a 
sensible thing to do.”
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ages at which pensions can be taken are 
being pushed back all the time. 
While someone aged 55 can spend 
the proceeds of their personal pension 
today, someone aged 40 today will 
have to wait until they’re 58 to spend 
theirs. If you put money into your 
child’s pension you do so without 
knowing when they will be able to 
get their hands on it. 

With that in mind, you might want 
to save first for your child in a more 
accessible account such as a 
Junior Isa or, if you haven’t used 
your own £15,000 annual Isa 
allowance – in that. 

If you think your child is going to 
have a more immediate cash need, 
for instance university costs or a 
deposit on a property, then a pension 
isn’t the way to go.

Jason Hollands of the broker 
Bestinvest says: “While most people 
will be thinking of Junior Isas as the first 
port of call for their kids, a child’s 
pension is an incredibly generous gift.” 

What you should invest in
Given your long-term horizon most 
financial planners would point you 
toward a diversified share portfolio 
with low costs. 

You could choose between actively-
managed funds, where an investment 
manager selects the holdings; or a 
“passive” or “tracker” fund which 
invests according to the make-up of an 
index such as the FTSE 100.

Actively managed funds run with an 
eye to generating returns with lower 
costs tend to be “buy and hold” 
portfolios. Here you can expect 
managers to own global, blue-chip 
shares with low turnover of holdings.

Funds liked by Telegraph Money
ticking these boxes include the unit 
trust Fundsmith, for instance, or 
Lindsell Train Global Equity.

Investment trusts – companies 
with shares traded on the London 
Stock Exchange – provide more 
opportunities, as many have been 
run for decades with the objectives 

of low-cost, long-term growth. 
Telegraph Money likes Scottish 
Mortgage, City of London, Edinburgh, 
Brunner and Witan. Expect the 
underlying costs of these funds 
to be about 1pc. This is on top of 
the broker’s cost.

If you prefer the tracker route you 
can really push down the costs. 
Tracker funds come in two guises.
There are unit trust trackers and
there are exchange traded funds 
(ETFs). The latter, like investment 
trusts, are in the form of shares 
traded on the stock market. 

You invest by buying shares just as 
you would shares in a company. Both 
ETFs and unit trust trackers replicate 
major indices such as the FTSE 
All-Share, the FTSE 100 or the 
American flagship indices such as 
the S&P500 or a global index such 
as MSCI World. ETFs tend to offer a 
wider choice and lower costs.

Low-cost trackers to consider come 
under the Vanguard brand, HSBC or 
Legal & General. You can get the fund 
costs down to 0.2pc or even 
lower – precisely what is on offer and at 
what price will depend on the 
broker you have chosen as your 
child Sipp provider.

Using Hargreaves, for instance, 
gives you access to a range of trackers 
including UK and US index trackers 
charging just 0.1pc and a global index 
tracker charging 0.13pc.
       RICHARD DYSON

You pay in... ...and in 50 years your child gets:                               
at 4pc* at 6pc at 8pc at 10pc

One year’s pension 
contribution (£3,600) £27,000 £72,000 £194,000 £523,000
Three years’ pension
contributions (£10,800) £80,000 £215,000 £582,000 £1.6m

*annual returns compounded

and cons of child pensions

Although the annual pension saving 
allowance of £40,000 a year may seem 
insignificant to someone earning millions 
a year, it makes sense for them to 
take advantage.

It also makes sense for those of us with 
smaller incomes, especially given the tax 
breaks. Contributions go into your fund 
free of income tax if made via your 
company scheme. 

If you put money into a self-invested 
personal pension, your money is boosted by 
20pc and then if you pay tax at 40pc or 45pc 
you claim back the rest as a rebate via your 
self-assessment form.

For those who can afford large amounts 
at a young age, the benefits are sizeable. A 
£40,000 fund saved between the ages of 20 
and 35 accrues £600,000 which, assuming 
very modest 2pc returns, will grow to 
£800,000 by age 55.

Rugby player Gareth Thomas, for 
example, could get his pension at 35 and 
access it while he was still playing. However, 
this quirk is only available to sports people 
who joined an eligible scheme before 2006, 
so it wouldn’t be applicable to a younger 
player, for example the England footballer 
Alex Oxlade-Chamberlain.

Nowadays, the rules mean pension saving 
is no more beneficial to a celebrity than any 
other top-rate taxpayer in terms of tax 
savings.

Generally speaking, most millionaire 
earners invest in the same types of assets in 
similar proportions, the numbers just tend to 
be bigger. “Property is a big hit with 
footballers and it is often property portfolios 
that form the majority of wealth,” says 
Danny Cox of Hargreaves Lansdown.

The rental income is taxable, as are gains 
when properties are sold, so this is not the 
most tax-efficient way to invest. 

Millions of Britons may be considering a 
buy-to-let or other property investment 
once new pension freedoms come into force 
in April. This will allow savers to withdraw all 
their money from age 55, 25pc tax-free and 
the rest subject to income tax. 

We set out three examples of the tax you 
will pay at telegraph.co.uk/a/11364830. 
Withdrawing money to invest in buy-to-let 
could leave you with a big tax bill upfront as 
well as liabilities further down the line.

Consider also that property is a 
high-risk way to deploy your savings 
because it is largely a “geared” investment: 
you borrow money. You put down £50,000 
on a £200,000 home, and if it falls10pc in 
value by the time you sell, you’ve lost 
£20,000 on a £50,000 investment — a 40pc 
loss. Virginia Wade’s plan of diversified 
investing over a period of time is a wise one 
— particularly as she has decided to reduce 
the risk she’s exposed to later 
in life. “Anyone with high earnings 
for a short period of time, for example 
athletes, should invest in products where the 
tax liability is deferred,” says Mr Cox.

In most cases, the less you earn, the lower 
the rate of tax you pay. This could include 
the profits on shares or funds that pay little 
or no income, and are only taxed when 
cashed in, so a sizeable portfolio can be held 
for years with the tax liability deferred.

Higher earners may be tempted into 
riskier investment schemes that promise to 
save tax. Venture Capital Trusts (VCTs) have 
the benefits of being able to invest 
£200,000 per tax year and receive up to 
30pc tax relief and they provide tax-free 
dividends. “These invest in very small 
companies and are higher risk for 
sophisticated investors but in the right 
portfolio work very well for ultra-high 
earners,” says Mr Cox.

Enterprise Investment Schemes have 
even better tax breaks: 30pc income tax 
relief, capital gains tax deferral, and 
inheritance tax relief. These can shelter up to 
£1m in a tax, but are riskier still. 

Mark Sands, an insolvency lawyer at 
Baker Tilly, says: “Sometimes investments 
can go wrong. Shane Filan from Westlife 
famously invested in property — he didn’t 
make a bad decision, because he didn’t know 
the market was going to collapse.”

Celebrities have more money than most, 
but this comes with risks of its own. “When a 
celebrity’s earnings aren’t the same as they 
were at their peak, they need to adjust to the 
new income level. If they haven’t they will 
go bankrupt,” says Mr Sands.
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