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 Let’s face it, avoiding punitive taxes on a 
pension pot worth more than £1m – the 
most you are now allowed to save over your 
lifetime (see page 3) – is a problem most of 
us would like to have. The reality for most 

people is saving too little into a pension, not saving 
too much. But the new “pension freedom” rules 
should encourage more pension saving.

Pensions have always offered attractive tax breaks. 
But previously they had to be balanced against 
restricted access. Pensions were designed to provide 
an income in retirement, which meant you could 
only withdraw a limited amount each year.

New freedoms have swept away these restrictions 
– without diluting the tax breaks. Pension providers 
and financial advisers report that this has led to a 
surge of interest.

But how do the tax breaks work? In simple terms 
you get tax relief on contributions. This means 
basic-rate taxpayers have to invest only £800 to get 
£1,000 paid into their pension. Higher-rate taxpayers 
will find a £1,000 contribution costs them just 
£600; and additional (45pc) rate taxpayers find the 
same contribution costs just £550. Ros Altmann, an 
independent pension adviser, says: “This tax relief is 
hugely beneficial for higher earners.”

But while basic-rate taxpayers will find that their 
private pension provider automatically reclaims 
20pc tax relief and adds it to their pension, higher-
rate taxpayers have to claim further tax relief 
through their tax return. If you are contributing 
to a company pension scheme, this may be done 
through your payroll.

David Smith, director of financial planning at 
Tilney Bestinvest, says: “This tax relief is obtained 
by increasing the individual’s basic-rate tax band by 
the gross contribution made into their pension.” So 
if they’ve put £5,000 in a pension, they can earn an 
extra £5,000 before they start paying 40pc tax.

This tax relief will come via a tax rebate or an 
adjustment to your tax code. He adds: “This can take 
time to secure. The sooner you post your return, the 
quicker you will secure this additional tax relief.”

Philippa Gee, of Philippa Gee Wealth Management, 
says: “You may not be aware that this rebate or 
adjustment relates to pension tax relief. It is a 

decision for you whether to spend it or save it back 
into the pension.” But it pays to secure the rebate 
as soon as possible and invest it in your pension. 
Compound returns mean you can significantly boost 
the value of your pot.

But if pension savers aren’t reinvesting the higher-
rate tax relief – or worse still, not claiming it all 
– their pension pots aren’t growing at the same rate.

Even if you don’t pay tax you can still contribute to 
a pension. Those investing £2,880 will get basic-rate 
tax relief, which means £3,600 will be invested on 
their behalf. Couples where one spouse doesn’t work 
should make the most of this perk.

Tax relief is particularly attractive for those 
earning between £100,000 and £120,000. Those 
earning above £100,000 lose £1 of their personal 
allowance for every £2 they earn over this threshold. 
This means they are in effect paying 60pc tax on 
part of their income. But pension contributions can 
take earnings below this threshold, making it an 
amazingly tax-efficient action.

There’s another good reason to make the most 
of such tax relief: it may not be around for long. 
Ms Altmann adds: “It is highly likely tax reliefs will 
become less generous, so make the most of what 
you can get now.”

Investors can put up to £40,000 a year into a 
pension, or the equivalent of their annual earnings, 
whichever is lower. Ms Altmann says those getting 
40pc or 45pc tax relief should be maximising their 
pension allowances, particularly if they are nearing 
the age of 55. She adds: “You can carry over unused 
reliefs from past years, too. For some, downsizing 
your house and releasing money for pensions might 
also make sense.”

If you want a £1m pension pot you have to make 
the most of tax relief. But you have to ensure that 
fund managers, “fund shops” and advisers aren’t 
taking too much in fees. So make sure you get the 
best-price platform for your needs and invest in 
lower-cost fund options. Some platforms charge a 
fixed fee, which is cost effective for those with larger 
pensions; other charge a percentage of the funds 
under management.

Ms Gee says: “Using a platform is a sensible way 
of investing these days; we wouldn’t usually consider 
going direct to a pension provider any more. You 
need to make sure you have a range of different 
funds to choose from and also make sure you are 
not paying too much for that service. If you are 
taking advice, you might have a different platform to 
those who are making all the decisions themselves.”

She recommends using a platform that offers unit 
trusts, investment trusts and tracker funds – so you 
have a good choice of low-cost options. Adopting a 
‘‘buy-and-hold’’ approach can reduce fees, but you 
need to keep an eye on performance. “Funds such as 
the Vanguard LifeStrategy and L&G Multi-Index are 
useful considerations, because they’re both at the 
cheaper end of the market and have a range to suit 
your risk, time frames or tolerance to stock markets.”

Brian Dennehy, managing director of FundExpert, 
says: “Choose funds to suit your needs. Many 
novices jump straight in and are far too aggressive. 
Others tread too cautiously and tend to be too 
trusting of compelling marketing.” For those who 
are investing for the longer term and are comfortable 
with stock market risk he recommends Standard Life 
Dynamic Distribution – as well as mainstream UK, 
US and Asian funds. For those prepared to take more 
risk, he likes Jupiter High Income.

For more fund tips, visit telegraph.co.uk/investor.
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New state pension 
won’t be enough

 Millions of Britons 
are being warned 
not to be lulled 
into a false sense 
of security about 

improvements to the state 
pension. The reality is that it 
will cover only a fraction of 
the amount pensioner 
households will need. 

Our calculations suggest 
that even households with 
modest incomes may need 
savings of £1m to maintain 
their lifestyle. 

Some – the self-employed, 
non-working women and 
those on benefits – will get a 
higher state pension than they 
might previously have 
received when the basic 
payment is raised from £6,030 
this year to £8,100 next April. 
But many employees on 
above-average salaries will 
get less.

Chris Noon, a senior 
actuary at Hymans Robertson, 
says: “The truth is most 
people in work will be worse 
off. They will face a big gap 
between what they need to 
live on in retirement and what 
the state will pay them.”

For example, a couple 
earning slightly above average 
wages, and with a joint pre-
retirement income of £70,000, 
will require a minimum 
£38,000 annually to maintain 
an acceptable standard of 
living in retirement, based on 
government guidelines.

If both qualify for a full 
state pension, they will be 
£21,800 short. To fill this gap, 
they’ll need pension savings 
of at least £760,000. If their 
combined pre-retirement 
earnings are £80,000, they will 
need £1m, according to 
Hymans Robertson.

But it will take years for the 
new system to bed in fully. 
When it does, better earners 
could be hit hardest (see the 
state pension box).

They will also have to wait 
much longer to receive any 
pension from the state, due to 
rises in the state pension age. 
Retiring in their early sixties, 
five years before qualifying for 
a state pension at 67, will cost 
a further £200,000.

Mr Noon says: “For many, 
the new state pension will be 
a low proportion of the 

retirement income they need. 
Even for a couple, their 
combined state pension is 
below the pensioner poverty 
threshold, normally set at 
60pc of median disposable 
household income.”

To stay out of absolute 
poverty, an average UK couple 
would need £20,000 – of 
which the state pension will 
provide £16,200. The shortfall 
is higher in London: the 
breadline is £25,740 for a 
couple or £23,000 elsewhere 
in the South East, based 
on the latest data from the 
Office for National Statistics, 
which relates to 2012.

We look at how much you’ll 
get, how much you’ll need 
and how to bridge that gap.

How much do 
you need?

Hymans Robertson has 
calculated that an individual 
earning £20,000 will require 
£14,000 in retirement, 
someone earning £30,000 will 

need £20,100, someone on 
£50,000 requires £30,000 and 
on £70,000 requires £35,000.

All these will suffer a 
significant shortfall if they 
rely exclusively on the £8,100 
coming from the state.

Couples together earning 
£70,000 or £80,000 will need 
a joint income of £38,000 
or £44,200 in retirement. 
That leaves them with a 
£21,800 or £28,000 annual 
shortfall respectively.

Filling the gap

The couple on £70,000 will 
need a pension pot of around 
£760,000 to make good the 
shortfall, plus a further 
£200,000 if they want to 
retire early. Those earning 
£80,000 will require a 
combined pot of around 

£1m plus a further nearly 
£250,000 for early retirement. 
For this reason, Mr Noon 
advises that in the future, 
retirees should not simply 
rush to cash in their funds. 
He says: “They are going to 
need an income, so it is 
essential they don’t hurry 
into anything, but carefully 
consider the best way to make 
sure their standard of living is 
protected in old age.

“There are several ways to 
protect their lifestyle and 
much will depend on how 
much risk they want to take. 
They will also have to 
consider their overall plans 
for retirement. 

‘‘Some people may wish 
to spend much more in the 
early years, to enjoy their 
new-found leisure, and then 
be happy to live on much less 
in later years, perhaps when 
their health is not so good.”

A worry-free 
retirement 

If they want total security in 
retirement, they should use 
their £760,000 pension pot to 
buy an annuity, which will 
secure the money they need 
for the rest of their lives. 
Where they have other 
savings on top, this can be 
spent on luxuries, such as 
expensive holidays. An 
annuity brings the freedom 
to begin giving away other 
assets in an inheritance tax 
planning strategy, safe in 
the knowledge they are no 
longer needed.

Making it work harder 

They could take a bit of risk, 
in the hope of reward by 
investing just half the lump 
sum in an annuity. The rest 
is invested in a drawdown 
plan: the money is kept 
invested and pays an income. 
Taking just the natural 
yield of around 3.5pc 
would produce an annual 
income on that tranche of 
money of £13,300 – and 
will push up their overall 
income from £38,000 to a 
total of £40,400.

But there are risks. The 
value of the drawdown 
pot could fluctuate with 

stock market turbulence. 
Furthermore, continuing to 
take income in times of 
crisis can burn through 
capital, disproportionately 
harming the fund.

On the other hand, if 
markets perform better than 

expected and achieve a 4pc 
yield, they would be even 
better off, boosting their 
income to £42,300.

The other attraction is that 
the fund will remain 
accessible and can be passed 
on to the next generation. 

Making the most of 
the new freedoms 
A final strategy is to ignore 
annuities and drawdown. 
Instead you just take money 
out – so called uncrystallised 
withdrawals – as you need 

them, and in a way that 
minimises tax bills.

Mr Noon says: “This 
strategy is unlikely to 
produce substantial 
additional income, but it will 
offer greater flexibility. They 
could always buy an annuity 

much later in life, when the 
price might fall considerably.”

Hymans estimates they will 
need £590,000 to buy an 
annuity at 74 to produce an 
income of £21,800. This 
would leave £170,000 to 
spend in the meantime.

The new state 

pension will take 

decades to bed in, 

and until it does 

millions will not get 

the full amount. 

Finding out how 

much you will be paid 

and when is vital to 

deciding what you 

must save for 

retirement.

Q Will I get a full 
state pension? 
A You may not, as 

the Government has 

acknowledged that 

when it is launched in 

April 2016 about two 

million, or 55pc of 

retirees, will only 

receive a proportion. 

Even after a decade, 

only around six out 

of 10 will qualify for 

the full amount.

Q How do I qualify?
A You must have 

been fully signed up 

to the state pension 

system and paid 

National Insurance 

contributions for 35 

years, or built up an 

equivalent record of 

credits for caring 

responsibilities or 

via benefits.

If your record is 

less than this you will 

receive a pro-rata 

payment unless you 

have contributed for 

less than 10 years, 

in which case you 

will get nothing.

Q Why might I get a 
reduced amount? 
A You might not 

have paid in full 

contributions 

because you were 

abroad, or not 

working. Or your 

state earnings-linked 

pension might have 

been contracted out.

Q What is an 
earnings-linked 
pension?
A The new 

so-called single-tier 

pension replaces 

the old two-tier 

arrangements, 

whereby employees, 

but not the self-

employed, could 

boost their basic 

state pension via an 

earnings-linked top 

up, known as S2P, or 

before that the State 

Earnings Related 

Pension (Serps). This 

was a valuable 

addition, with some 

earning up to £175 

weekly on top of 

their basic pension.

But lower-paid 

workers also 

benefited. They 

accrued their 

earnings-linked 

top-up as if their 

wages were higher 

than they were.

Q Will I lose this 
higher top-up?
A From 2016 no 

further earnings-

linked pension will 

accrue. However, 

the Government 

has pledged to 

protect rights 

already accrued.

It plans to carry 

out two calculations. 

The first will estimate 

what your basic 

and earnings-linked 

state entitlement 

combined would 

have been under the 

old system. This will 

be called your 

foundation amount. 

You can continue 

accruing pension 

thereafter, if you are 

still contributing. 

At retirement, 

your pension under 

the new system will 

be calculated. You 

will get whichever is 

the higher of these 

two figures.

Q Why will more 
than half get a 
reduced state 
pension?
A Many company 

pensions contracted 

out of S2P and Serps. 

The employer took 

responsibility for 

paying this top-up. 

Such employees 

will automatically 

have a deduction, to 

take their company 

Serps equivalent 

into account. 

Q When will I get 
my state pension?
ATo pay for the 

increase in the state 

pension, the pension 

age is going up. 

Women retiring in 

2018 or later must 

work until they are 

65, while between 

2018 and 2020 both 

sexes will have to 

wait until 66. 

After that it climbs 

again to 67 for those 

in their early fifties, 

due to retire by 2026 

to 2028. But the 

pension age will be 

reviewed every five 

years, and increased 

again in line with 

rising life expectancy. 

The prediction is that 

younger generations 

will have to wait until 

at least 70 before 

they get a pension.

(See page 7).

Q Will my new 
state pension be 
index-linked?
A It must be hoped 

so, but unfortunately 

it is not guaranteed. 

Pensions have 

recently enjoyed 

generous up-ratings 

under a system 

called the triple lock. 

The current basic 

state pension has 

been rising either in 

line with earnings 

or prices as 

measured by the 

consumer prices 

index (CPI), or by 

2.5pc, whichever is 

higher. But there is 

no guarantee that 

this arrangement will 

be continued by all 

future parliaments.

Furthermore, 

those people who 

contracted out of 

the earnings-linked 

pension could see 

their incomes wither 

over time.

When they 

contracted out, 

government retained 

responsibility for 

uprating the S2P/

Serps element of 

their pension in 

line with the basic 

state pension. But 

this will no longer be 

the case, and this 

element of pension 

will be increased in 

line with their 

scheme’s rules – 

usually less generous 

than the triple lock.
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WHAT YOU WILL NEED IN RETIREMENT

Salary £20,000 £30,000 £50,000 £70,000

Essential retirement income £14,000 £20,100 £30,000 £35,000

New state pension £8,100 £8,100 £8,100 £8,100

Shortfall £5,900 £12,000 £21,000 £26,900

Essential pension pot to bridge the gap £147,500 £300,000 £547,500 £672,000

Savings requirement as

percentage of salary 10%-12% 15%-20% 18%-22% 20%-25%

Savings requirement £ per month * £170-£200 £380-£500 £750-£950 £1,170-£1,460

*Based on an average working life up to state pension age. Essential income based on guidelines from the 

Department for Work and Pensions. State pension is figure published 2012/13 uprated by triple lock.

S
o
u
r
c
e
: 
H

y
m

a
n
s
 R

o
b
e
r
ts

o
n



THE DAILY TELEGRAPH TUESDAY, APRIL 14, 2015 * * *

* * ** * *

* * *

| III

T
How much would you pay 

on a pension withdrawal?

telegraph.co.uk/pensions

 Are you a dedicated 
saver who squirrels 
away regular sums into 
a pension? If so, keep a 
very close eye on your 

pot to make sure you don’t go 
over the new £1m lifetime limit.

Last month George Osborne, 
the Chancellor, said that the 
maximum savers can put in 
their pension pots over their 
lifetime – the “lifetime 
allowance” – will be cut from 
£1.25m to £1m next April.

Regular saving is important, 
as our page 1 story explains. But 
it’s a huge blow for people who 
have carefully and responsibly 
saved for their retirement. Any 
savings above the limit will lose 
valuable tax relief and suffer a 
crippling 55pc tax rate when it 
is eventually withdrawn.

Mr Osborne says just 4pc of 
the wealthiest savers will be 
affected. But as there are 11.5 
million people between 50 and 
65 nearing retirement, 460,000 
people could be hit.

Ian Naismith, of pension 
provider Scottish Widows, 
predicts the number caught will 
double when it falls to £1m. 
Industry analysis shows even 
modest savers could be hit if 
investments perform well in 
their working life.

And while Mr Osborne said 
the lifetime allowance would 
rise in line with inflation from 
2018, experts say this is 
inadequate because pension 
fund growth will be far higher.

So how do you make sure 
you’re not caught out? The main 
thing is to monitor how much 
you put into your pension funds 
and how well your investments 
are performing. Money in 
a personal pension, 
including workplace 
schemes and Sipps, 
counts towards the 
limit, but the state 
pension doesn’t.

If you have a defined 
contribution scheme or a 
Sipp, the total fund value 
is assessed against the 
limit. This will be tested 
on nine occasions, such 
as when you take your 
25pc tax-free cash, buy 
an annuity or start 
drawing an income. 
Final salary schemes, 
the most generous 
workplace pensions, 

T
How much would you owe 

on pension withdrawals? 

telegraph.co.uk/pensions

Do your sums now to avoid the lifetime tax trap

are assessed differently. To 
determine the value of a 
scheme you have not accessed, 
multiply the annual pension by 
20, then add any additional tax-
free cash. For example, a final 
salary scheme paying £40,000 a 

year is worth £800,000 in 
relation to the limit.

Generally if your final 
salary pension is worth 
more than £58,000 a 
year you’ll be over the 
£1m lifetime 
allowance, but ask 
your company for full 
details if you’re 
concerned. Although 
there are far fewer 
final salary schemes 
now, millions are 
still members, with 
BP, BT and British 
Airways operating 
some of the 

highest-profile schemes.
If your pension is already 

worth more than £1m, you can 
apply for “protection”, which 
will allow you to maintain the 
previous £1.25m limit. But you 
won’t be able to put any more 
money into your pot and if you 
do, the protection will be lost 
immediately and your limit will 
automatically fall to £1m.

Alan Higham, retirement 
director at Fidelity Personal 
Investing, says if it looks like 
your savings will exceed the 
limit, it’s best to withdraw 
money as early as possible, 
which is now age 55. With final 
salary schemes, the best way to 
manage the lifetime allowance 
is to retire early.

“The pension will have the 
same expected value over your 
lifetime but because the starting 
amount is lower then its value 

for lifetime allowance purposes 
is lower,” he says. “Unlike a 
defined contribution pension 
pot in income drawdown, a 
defined benefit pension payable 
for life is tested only once 
against the limit.”

Below are examples of savers 
at different stages in their 
career. We look at whether they 
are likely to reach the £1m limit 
by the time they reach 
retirement.

Twenty-something
saving £200

A 28-year-old might expect to 
retire at 70, as increasing life 
expectancy means Britons work 
longer and wait longer for their 
state pensions. A new saver 
putting £200 a month into a 
pension could expect a fund of 
£354,000 at 70, assuming growth 

of 2pc above inflation after 
charges and that he increases 
contributions each year in line 
with inflation. This is nowhere 
near the lifetime allowance, 
which is likely to have 
risen to £2.2m.

Mr Higham says that even if 
our subject had excellent growth 
at 6pc above inflation, the fund 
would only be worth £960,000.

He adds that while the saver is 
unlikely to breach the limit, his 
£354,000 savings pot is unlikely 
to provide sufficient income 
in retirement.

“In today’s money, a £354,000 
fund at the age of 70 will be 
worth £154,000, providing an 
inflation-linked guaranteed 
income for life of around £4,900 
using today’s annuity rates,” 
Mr Higham says. “With the 
state pension, he would have 
income of around £12,900 in 

today’s terms, assuming the state 
pension is £8,000.”

Thirty-something 
saving £400
A 35-year-old paying into a 
pension for the first time at £400 
a month, increasing in line with 
inflation, would also not breach 
the lifetime allowance.

Mr Higham says at 70 the fund 
was likely to be worth £476,000. 
Even with very strong growth of 
6pc above inflation, the pot 
would not approach the limit. By 
70 it was likely to be £1.06m 
against an expected limit of 
£1.92m. “In today’s terms, a 
£476,000 fund would be worth 
just £238,000 and buy an 
inflation-linked guaranteed 
income for life of around £7,600. 
When added to the state pension 
of £8,000 a year, he would have a 
retirement income of £15,600.’’

Forty-something with 
£800,000 pot

A 47-year-old who has already 
amassed an £800,000 pot now 
would breach the limit at age 57, 
even if they paid nothing further 
into the pension, according to 
Mr Higham.

The fund would probably 
reach £1.18m in the 10 years, by 
which time the limit would have 
risen to £1.17m. “The excess tax 
charge over normal income tax 
would be just £3,000,” he says. 
“But if they chose to retire at the 
state pension age of 67, the fund 
could be £1.75m, against an 
allowance of £1.43m, resulting in 
an excess tax charge of £81,000.”

If he protected his pension by 
keeping to the £1.25m limit, he 
would not pay excess tax until he 
reached 58, when the charge 
would be £8,000. “But as the 
£1.25m is unlikely to be indexed 
by inflation, then retiring later 
will actually see a higher tax 
charge of £143,000 at age 67,” Mr 
Higham warns.

Fifty-something with 
£50,000 final salary 
scheme
A 50-year-old with a final salary 
pension of £50,000 a year may 
have to wait until 65 to access it 
according to his scheme’s rules. 
By then it might have increased 
to £67,300 allowing for annual 
inflation of 2pc. “At 65, it would 
be valued as 20 times the pension 
– or £1.35m – which compares to 
a projected lifetime allowance of 
£1.29m,” Mr Higham says. “This 
would give an excess tax charge 
of £13,000. But by retiring early 
at 64, the pension will be cut to 
£63,300 but its value would be 
£1.27m, so no excess tax charge.”

nicole.blackmore@telegraph.co.uk

Figuring it out: failing 
to keep your lifetime 
pension savings below 
George Osborne’s new 
£1m limit could land 
you with a 55pc 
tax bill
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How can  
I claim back 
 tax taken 
in the UK?

The pension reforms have, unsurprisingly, 
caused confusion among pensioners who 
are unsure of how the changes affect 
them. Telegraph Money has picked out 

three questions from the postbag about 
pensions, tax and investments from baffled 
readers who want expert guidance.

 QI am a British national resident who lives in 
Spain for half of the year. My UK state pension 
is paid into my Spanish bank account. No tax 

is deducted by HM Revenue & Customs (HMRC) as 
I am resident in Spain and I am therefore required to 
declare all of my worldwide income to the Spanish tax 
authorities (Agencia Tributaria).

I also have a self-invested personal pension (Sipp) 
in the UK and I would like to cash in some or all of 
it under the new pension rules. From what I have 
read, UK tax will be deducted by the pension provider 
when withdrawals are made. I will have to declare any 
(private) pension income to the Agencia Tributaria and 
it will be taxed by them. How can I recover the tax 
deducted in the UK?

AAs a Spanish resident, you can apply to 
HMRC to get income taken from your 
private UK pensions paid without any 

UK tax deducted. As Britain has a double 
taxation agreement with Spain, your pension 
income gets full relief from UK tax, so you will 
only get taxed in your country of residence.

If you’ve not already done so for your UK 
state pension, you should complete a Spanish 
double taxation agreement claim form and 
have it approved by your local tax authorities. 
Jamie Jenkins, head of pensions strategy at 
Standard Life, says that this approval should 
then be submitted to HMRC, along with a 
completed HS304 form. This form can be 
found on the government website (gov.uk).

Once HMRC has agreed your claim, you 
should pass its authorisation to your pension 
provider(s) so you can have your pension income 
paid without tax deducted.

Mr Jenkins says that should you start taking 
your pension income before making a successful 
submission to HMRC, so that UK tax is 
deducted, you can apply for a refund. HMRC’s 
R43 form allows non-UK residents to claim for 
tax repayments, although any refund should 
then be reported to the Spanish tax authorities.

 QI have two retirement annuities in South Africa 
which are now available to me. These annuities 
were started when I worked abroad in the 

Eighties and Nineties, but I am now a permanent 
resident in the UK. I can get all the monies paid out in 
a lump sum through a non-resident South African bank 
account which I am trying to set up at present.

I have tried unsuccessfully to find out what the tax 
implications are for this money (about £40,000 after 
fees). Can you clarify?

AThe international aspects of UK pension 
taxation are very complex and involve 
several different overlapping areas of UK 

law, which have also evolved and changed over 
time, so it is not surprising that you have had 
difficulty in finding an answer so far. 

Below, Iain McCluskey, tax director at the 
accountants PwC, has provided a broad analysis 
covering the different circumstances that might 
be applicable to you.

He says: “I assume that you are commuting 
your two South African retirement annuities 
entirely into a lump-sum payment. 

“If these were employment related and 
employer-funded schemes, then to the extent 
that the contributions were made when you 
were neither living in nor working in the UK 
(and were a tax non-resident of the UK) then 
there should be no UK income tax on your
lump sum payment.”

To the extent that you were living in or 
working in the UK across the period of the 
contributions then broadly there is likely to 
be a charge to income tax in the UK, at your 
marginal tax rate, on the portion of the 
payment that relates to the period of living 
in or working in the UK.

If the schemes are not employment-related 
but instead are personal retirement policies, the 
exact nature of the funds will determine if and 
how the payments are now taxed in the UK. 

The portion of the payment relating to your 
return of contributions is likely to be tax-free 
in the UK, which leaves the question of the 
growth-related portion. Mr McCluskey says 
that it was likely that the policies would be 
viewed as non-UK life insurance products given 
that you speak of annuities. Assuming that 
this is the case, then there is a potential charge 
to income tax on the growth, but with relief 
for periods when you were considered a 
non-resident of the UK for tax purposes.

Finally, if these are not considered insurance 
policies it’s possible that any growth within 
the schemes could be considered to be 
capital gains, in which case the first £11,100 
of gains are exempt (assuming that you are 
entitled to and have not otherwise used 
your annual exemption) with the balance 
taxed at 18pc to the limit of your basic-rate 
band and 28pc thereafter.

There may also be tax implications in 
South Africa which have not been considered 
here, although provided that you are a UK 

resident when the payments are made, the 
bilateral tax convention between the UK and 
South Africa is likely to exempt the income 
from tax in South Africa.

 QI have around £7,000 sitting in a cash Isa that 
pays very little interest. I am now in a position 
where I can take on more risk, and I want to 

open a stocks and shares Isa. My aim would be to 
earn a return of around 4pc to 5pc, with a mixture of 
low- to medium-risk funds. Where should I start?

ATo generate the kind of return you’re after 
you are right in that you will need to invest 
in some higher risk assets. 

There are a number of options open to you 
which are dependent on how much control, time 
and effort you want to take with your Isa. 

Ben Willis, a financial adviser at Whitechurch 
Securities, says that a good starting point is to 
look at either “managed distribution” or 
“cautious managed” funds, such as Henderson 
Cautious Managed. These funds limit the 
maximum amount that can be held within 
equities, for instance it could be 40pc within 
managed distribution and 60pc within cautious 
managed funds. The remainder of these funds 
will be invested in other lower risk assets in order 
to deliver long-term attractive risk adjusted 
returns, usually within the 5pc per year range. 

Information about these types of funds can 
be found on the independent and impartial 
free-to-use research site FE Trustnet. 

Mr Willis says that one option would be to 
invest your Isa into one of these funds. However, 
you will be paying a fund manager to make 
investment decisions, such as which assets to 
hold, how much to allocate to equities, and so on. 

Foreign shores: living 
abroad, such as in 
Spain (below), for all 
or part of the year can 
make your tax affairs 
complicated
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Hitting the target: how a Sipp 
can bring in £25,000 a year

 Chris Edwards, 67, is retiring next 
month after spending almost half 
a century of his life working.

The computer architect from Bristol 
has “just missed out” on the final 
salary schemes that were offered to 
his peers, as they have gradually been 
closed and replaced by less generous 
defined contribution pensions.

Even so, he has amassed a sizeable 
pension pot of £670,000, which he 
wants to use to fund his retirement. 
Chris would ideally like an income of 
£25,000 from this money and wants 
to know the best way to get it. He also 
wants to leave his son an inheritance. 
He is adamant that he doesn’t want an 
annuity, and he thinks a self-invested 
personal pension (Sipp) seems the 
most logical option. Chris is also 
unsure how he should take and invest 
his 25pc tax-free sum.

His experience with independent 
financial advisers (IFAs) over the 
course of his working life has been 
“disappointing”, meaning Chris 
will probably be managing his own 
investments in retirement. He doesn’t 
believe he will be more likely to beat 
the market with the help of an IFA, and 
he feels the cost of hiring one is too 
much of a risk.

Chris says: “What irritates me 
with the financial services industry, 
apart from their deliberate delight 
in over-complicating and using 
unnecessary jargon, is their convoluted 
and excessive charging structures. 
Even my basic research of Sipps has 
shown that providers want a cut of 
the total asset. IFAs, who take none of 
the risk, also want a piece of the pie. 
These collective charges amount to 
significant sums when measured over 
a number of years and I would rather 
not incur these costs.”

Chris describes his attitude to 
risk as “balanced”. He accepts that 
investments can fluctuate and he 
recognises the need to consider 
the longer term. He’s interested in 
knowing a bit more about investment 
trusts, as he’s never invested in them 
before but has heard they might make 
good, reliable investments to put 
in his Sipp.

He would want to draw down more 
of his pension for the first 10 years or 
so, while he and his wife Jeanette are 
still active. He also wants to help his 
son buy his first home and wants to 
provide him with an inheritance – on 
top of the house. The couple have no 
debts and have paid off their mortgage.

The pensions doctor says:
The good news for Chris is that he 
should have a big enough pension to 
comfortably take £25,000 a year from it 
as income. To do this his “withdrawal 
rate” would only be 3.8pc, giving him 
a good chance of being able to sustain 
him for life. His investments would only 
need to return this much on average to 
replace the income.

He mentions that he wants to draw 
more heavily in the first 10 years 
before being willing to live on lower 
income, though. This is quite common 
but requires careful planning as he 
shouldn’t take too much and leave 
himself with too little in his later 
years – especially if his investments 
don’t perform well.

According to Alan Higham of Fidelity, 
the fund shop, he should be looking 
to invest the money in a diversified 
portfolio of shares, bonds and property 
designed for people drawing income 
on retirement. If Chris isn’t confident 
at picking a mixture of funds to build a 
portfolio then he could pick a fund of 
funds focused specifically on drawing 
retirement income.

A number of financial advisers 
we spoke to say they are keen on 
Old Mutual’s Generation range of 
multi-manager funds, which is aimed 
specifically at retired people.

The range consists of four multi-
manager funds: two have a target 
income of 6pc, while two aim for 4pc. 
In each case there are variants that aim 
for a total return (capital growth plus 
income) of 3pc plus inflation and 4pc 
plus inflation. So both of these would 
stand a good chance of meeting Chris’s 
income needs (3.8pc a year).

The underlying assets are mostly 

Saving together: 
our experts say Chris 
should also use his 
pension money to 
build a Sipp in 
Jeanette’s name

shares, bonds and property, but 
with returns smoothed by the use 
of sophisticated financial products 
called derivatives. In effect, the use of 
derivatives tops up income when the 
assets fail to produce it naturally, but 
at the cost of sacrificing some returns 
when the investments outperform. Total 
costs are high at 2.04pc to 2.15pc.

Chris has expressed an interest in 
investment trusts but he says he’s not 
sure what benefits they might give him. 
Investment trusts are different to open-
ended funds because they are listed on 
the stock exchange and are companies 
in their own right. Because of this they 
can hold some of their income in reserve 
each year. This gives these funds far 
greater control over how they distribute 
the income received – potentially giving 
them a distinct advantage. Telegraph 
Money research has found that some 
investment trusts have increased their 
dividend yields consistently over 40 
years – an achievement no unit trust has 
managed. These include City of London 
(yielding 3.8pc) and the Brunner 
investment trust (3.3pc).

Other trusts that are consistent payers 
include Lowland (2.9pc), Personal 
Assets (1.6pc) and Murray International 
(4.2pc). Chris needs to be aware that 
investment trusts incur the same 
dealing fees as shares, as they are 
traded in the same way. So he needs 
to be careful to choose a broker which 
has reasonable share-dealing fees, if he 
does decide to invest.

One tip from Mr Higham is that 
Chris should use his pension money to 
build a Sipp in Jeanette’s name. They 
can draw £3,600 each year from his 
Sipp and fund one for her, up until her 
75th birthday. Then, because her only 
income is from a state pension, she 
can withdraw a few thousand each year 
from the Sipp and pay no tax (everyone 
has a £10,000 tax-free personal 
allowance). Further withdrawals are 
25pc tax free and the rest taxed at 
the marginal rate.

With regards to the tax-free cash, 
Mr Higham says taking it in instalments 
is wisest as he can still then protect 
the money from tax once it is 
withdrawn, such as in Isas (£15,240 per 
person this year).

However, he should be aware that 
this money would then form part of 
his estate for inheritance tax (IHT) 
purposes whereas a pension would not.

Chris’s total wealth is currently 
above the IHT threshold (which he 
shares with his wife so therefore gets 
£650,000). His house, cars and plane 
are worth close to their combined 
inheritance tax threshold alone.

Mr Higham says: “I would try to 
avoid having assets outside the pension 
to minimise inheritance tax. This 
suggests drawing only what he needs 
to spend from the pension. If Chris is 
prepared to risk governments changing 
the pension rules then this is the 
optimum strategy.”
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This means it will be difficult to track how each 
part of your Isa fund has performed over time.

By researching these funds you will become 
familiar with the assets they hold (normally UK 
equities and fixed interest), and so could 
replicate this yourself. For example, you could 
invest 60pc within a UK equity index tracker fund 
and 40pc within an index tracking bond fund, 
such as L&G Short Dated Sterling 
Corporate Bond Index. 

Going down an index tracking route would 
reduce management costs, which could help 

increase your returns. This would let you take 
control of your Isa, but such an approach would 
require some homework.

Mr Willis says: “If I was in your shoes I would 
look to create a diversified Isa via a fund 
supermarket, which allows you the autonomy 
to select funds. I believe that a portfolio that 
could be fit for your purpose would consist of 
roughly 50pc in equities, 35pc in corporate 
bonds using index tracking funds for both, and 
15pc in an actively managed ‘bricks and mortar’ 
property fund, such as M&G Property Portfolio.”
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House £550,000

Pension £670,000

Cash £200,000 

(combination of high-

interest accounts and 

Isas)

Aircraft £50,000

Cars £20,000

Shares £12,000

State pension 
(deferred)
approximately 

£12,500pa 
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Great debate: 
politicians heeded 
calls for pensions 
reform last year but 
more is needed

 If you hadn’t thought much about the 
pension reforms until now, it might come 
as a surprise to learn that without this 
newspaper’s efforts they might never 
have happened.
For months leading up to the reforms, 

The Telegraph exposed the numerous rip-
offs and catches used to trick savers out of 
retirement income. The old annuity system, 
we said, was in desperate need of reform. 
In a final plea to the Chancellor days before 
the Budget in March 2014, this newspaper 
published an article saying people should 
be trusted with their money. It said buying 
an annuity should be a choice, made 
actively, and those who wanted to spend 
their lifetime’s savings in another way 
should be free to do so.

Our campaigning was prompted in part 
by evidence collected from investigations 
into industry malpractice. But most of the 
credit goes to readers of these pages, who 
supported our efforts with vital insight and 
encouragement.

It is gratifying when politicians listen to 
the will of the electorate and reform unfair 
laws. Crucially, the success of that campaign 
showed it is possible to think big and 
influence policy.

So what next for the pensions system? 
How could it be improved further to ensure 
everyone can enjoy the standard of living 
they hope for in retirement?

ALLOW RETIRED PEOPLE 
TO CASH IN ANNUITIES

The first thing is to allow savers to cash in 
their annuities. Whether it is proposals from 
Steve Webb, the pensions minister, to create 
a second-hand annuity market or something 
more simple, such as a buy-back scheme, 
the next government must follow through 
with plans to prevent a generational divide.

WRITING ON WALL FOR 
TAX RELIEF

After that, the elephant in the room is tax 
relief. One can predict with certainty that 
the breaks afforded to higher-rate taxpayers 
who put money into a pension will be 
pared back. When and how – those are 
the questions. Currently the relief works 
by waiving income tax on contributions 
to pensions, meaning that higher-rate 
taxpayers pay 60p of salary to put £1 
aside for retirement. When the money is 
withdrawn after age 55, whether in cash 
or via an annuity, it is taxed as income. As 
most people will be basic-rate taxpayers in 

retirement, their overall tax bill is reduced.
There is a growing body of opinion 

among MPs, academics and industry 
experts that wealthier people need little 
incentive to save for retirement. Any 
tax relief, they say, should be targeted 
at those on smaller salaries, who need 
encouragement.

The Conservatives have cut the lifetime 
savings allowance from £1.25m to £1m, 
a move supported by Labour. This is 
a wrong-headed policy, not because it 
hits the rich but because it puts a limit 
on aspiration. A 25-year-old who was 
earning £30,000 and put 15pc into a 
pension would exceed the £1m threshold 
before they retired, projections show. The 
message that this sends – save, but don’t 
try too hard or generate large returns – is 
ideologically flawed.

A more radical proposal supported by 
the Lib Dems, Labour and some Tories is 
giving everyone a flat rate of tax relief at 
33pc. Pay £2 into a pension and get £1 from 
the Government. Tax would still apply to 
withdrawals. 

I believe this will happen within the next 
decade, but I think it’s also a mistake. Far 
from supporting the young, as it purports, 
those who are moderately successful and 
become higher-rate taxpayers will be 
deprived of the 40pc relief their parents 
received. These people will be taxed twice 
on the money they save: once when they pay 
in and once when they pay out. That doesn’t 
seem right, even if the total tax bill is lower 
than if you removed the relief altogether.

THE PENSION-ISA AND 
HOUSE DEPOSITS

As the benefits of pension saving are 
stripped back, the similarity to Isas 
increases. Would there be any real 
difference? Should there be one? 
Eventually, I foresee a merger of the two 
savings schemes.

And that’s where it could get interesting.
A future government might offer a top-up 

to those who resisted the urge to spend the 
money until, say, the age of 60.

Why not give savers one £30,000 
allowance for a new, single account. Then 
allow withdrawals but promise a tax boost 
on anything still in the pot at age 60.

I’m thinking along the lines of the 
new Help to Buy Isas, where would-be 
home owners who save £12,000 get a 
£3,000 boost only when they put down a 
deposit on a home. Cash not used for a 
home purchase doesn’t get the reward.

With the new Pension-Isa accounts (it 
will need a better name) the promise of a 
percentage boost at the age of 60 would 
encourage people to save for the long term. 
Crucially, there would be a reason not to 
splurge without preventing young savers 
getting on the housing ladder or starting 
a family. Quite how generous the tax 
benefit would be I’ll leave to the experts; 
at this stage, it’s the principle that matters.
The detail here is important. All cash and 
investment returns would be tax-free. Savers 
should be able to open any type and number 
of accounts (including cash, shares, peer-to-

peer lending, company bonds, etc) within the 
wrapper, so long as the £30,000 allowance is 
not breached.

Why a £30,000 limit? I fail to see why the 
Government should dish out incentives 
to anyone who has more than £30,000 to 
save in any one year, given that the aim 
of pensions is to encourage self-reliance 
in retirement, not simply as a means 
to avoid tax.

And people who want to make large, ad 
hoc deposits should play by the same rules. If 
someone sold a business and wanted to put 
the money aside for retirement – great. They 

do not need a tax incentive and shouldn’t be 
allowed to use up several years’ allowances. 
In any case, most people would be able to 
feed the money into the account over several 
years to ensure it’s there by age 60.

There would be complications when 
integrating these new arrangement with 
existing final salary schemes, Isas and 
personal pensions. But I am sure that 
temporary rules could be written to negate 
unforeseen tax penalties.

You read it here first.

dan.hyde@telegraph.co.uk

What pensions 
of the future 
should look like 
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At what age are you hoping 
to enjoy the money in your 
company or private pension? 

You’ve probably read the year of 
freedom begins at 55. Sadly for most 
pension savers, this is not the case.

The “private pension age”, which 
should not be confused with your 
state pension age, has been edging 
higher for a while.

It was raised from 50 to 55 in 2010 
by the departing Labour government 
to “offer an effective signal that work 
up to age 55 at the very earliest is 
the norm”.

The norm is set to keep changing.
Amid the ebullient welcome when 

pension freedoms were announced 
last year, the small print buried in the 
Budget notes on the private pension 
age was largely ignored, although 
readers of these pages would have 
been alerted.

It said access to your own money 
– self-invested personal pension 
or company scheme – while rightly 
being made much easier, would 
also be later. Five or 10 years below 
the state pension age was the 
initial suggestion.

The Treasury, just a few months 
ago, opted for a more electorally 
palatable five years, starting in 2028. 
From then, the private pension age 
will rise to 57.

Because from then your private 
pension age will rise with the state 
pension age, the following applies.

If you’re aged age 36 to 47, you get 
your money at age 58. For Generation 
Y(ish), those from 23 to 35, the magic 
number is 59. For anyone younger, it 
will be at least 60.

Unfortunately these are the 
best-case scenarios. There is good 
reason to believe the reality will be 
far gloomier.

The truth that is frequently not 
mentioned, or is only whispered by 
executives in the pensions world, 
is that the combination of new 
freedoms with some elements of the 
existing system has meant pensions 
are too good to be true.

Savers can put away up to 
£40,000 a year with tax breaks that 
supercharge your money. A £1,000 
investment instantly becomes £1,666 
if you are a higher-rate taxpayer (the 
calculation feels counter-intuitive 
but a 66pc boost is the end result of 
40pc tax relief).

Then you can withdraw quarter 
of your money instantly, if you’re 
over 55, and free of tax. The rest 
can be left there, safely protected 
from inheritance tax, or taken out in 
future, tax efficiently, when you are 
earning less.

When something is this 
good – and costly for the exchequer 
– something has to give.

The natural next step is for a 
government of any colour after the 
general election in May to start 
chipping away at the tax breaks. 
There are many ways to do this 
and, in fact, we’ve had a little taste 
of it already with a reduction in the 
lifetime allowance (see page 3).

More seismic changes may 
lay ahead, as the analysis above 
suggests.

What should be taken as given is 
that it’s easy to increase the private 
pension age so it will happen.

Savers desperately need clarity on 
the issue. Too many are planning 
their finances around a reasonable 
access date.

So what is the reality that we 
should expect?

A report produced for MPs at 
the Work and Pensions Committee 
– again, ignored by most – gave a 

Hoping to cash in at 55? You may have to wait till 70

Sitting pretty: those 
retiring now are set to 
be the winners

the “significant tax relief provided”.
Under the proposals, men would 

be unable to withdraw cash until the 
age of 60, while women would have 
to wait until they are aged 57.

The age restriction on spending 
private savings for both men and 
women would rise to 62 in just over 
a decade as the state pension age 
increases. Exceptions would be made 
for people in poor health with short 
life expectancies.

A new “independent pension 
commission”, it suggested, would 
assume responsibility for the age 
restriction pension withdrawals but 
said all of the above should happen 
anyway as a “matter or urgency”.

But this is still not the worst-case 
scenario. For this, we can turn to 
the Office for Budget Responsibility 
(OBR), the independent forecaster. 
It published a document last year 
that mapped out different scenarios 
for the state pension, based on three 
different futures for life expectancy. 
The eligible age for the payments 
will rise with life expectancy, the 
Government has indicated.

The OBR’s best-case scenario 
on life expectancy (or worst case 
for those banking on getting their 
pension) was that today’s 47-year-
olds would be the first to retire at 70. 
For those aged 42, the state pension 
age would be 72. For those born after 
1989 it would be at the age of 75. You 
can do your own maths if the private 
pension age was 10 years below 
that, or five.

Admittedly these are worst-case 
scenarios, but they shouldn’t be 
dismissed.

The pattern of policy change is 
often that it’s delivered in a blaze of 
good news, with the bitter pill broken 
up and delivered later in more 
digestible, less detectable chunks.

That is not to say you shouldn’t 
be using pensions. The tax breaks 
are staggeringly generous and 
the options for DIY investors are 
dramatically improved. So maximise 
your company pensions, open a self-
invested personal pension, but plan 
your finances around a longer wait 
for eventual access to your money.

hint of the way the wind is blowing.
Dame Anne Begg, the Labour 

chairman of the committee, 
said: “Our view is that, given the 
significant tax relief provided to 
pensions, increased longevity and 
the importance of ensuring people 
do not underestimate the income 

needed in retirement, the minimum 
age at which people can access
their pension saving, except on 
ill health grounds, should rise to 
five years below the state pension 
age,” she said.

The committee said current rules 
allowing people to spend their 

pensions at age 55 serves to “create 
unrealistic expectations about the 
age at which people will be able to 
afford to stop”.

Access to retirement funds 
should only be granted “five years 
before the state pension age”, it 
recommended, in part because of 
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We’re on the road to fairer, better pensions

W
hen the history books come to 
be written about the Coalition 
government, radical pension 
reform will be one of the 
defining achievements of 

the past five years.
To appreciate the scale of the challenge, it 

is worth reflecting on just three facts about 
the pension system as it stood in 2010.

First, the state pension was one of the 
lowest in Europe at barely one-sixth of the 
national average wage. After the link with 
earnings was broken in 1980, successive 
governments allowed the value of the 
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pension to wither away. Millions of people 
were reaching retirement without enough 
money to live on and were forced into 
bureaucratic and intrusive means-testing.

Second, back in 2010, barely one 
worker in three in the private sector 
had any workplace pension at all. This 
proportion had been in almost continuous 
decline since the late Sixties and was set 
to get worse.

With an inadequate state pension and 
dwindling private pension coverage, the 
scene was set for growing poverty among 
future generations of retired people.

Third, even for those who had saved for 
a pension, many found that their hands 
were tied in retirement. Instead of deciding 
what they should do with their own money, 
most people were in effect forced to 
buy an annuity.

Falling annuity rates, which continued 
well into this parliament, meant that people 
were getting less and less for their money 
and had no time to do anything about it.

Put these three elements together and 
you have a recipe for disaster.

When I was appointed to the post of 
minister of state for pensions, I was the 11th 
pensions minister in just 13 years. It was 
not surprising that no one had been able 
to get a grip on pensions policy and set a 
strategic direction for reform.

Triple-lock guarantee ends 
decline of state provision
My first priority was to stop the decline in 
the state pension. Instead of the annual 
link to inflation, we introduced the “triple 
lock” – which is a guarantee that the 
pension would rise each year in line with 
the highest of the growth in wages, prices 
or a floor of 2.5pc.

So this April, pensioners no longer face 
the insult of a 75p pension rise, but will get 
an inflation-busting 2.5pc rise. It will take 
time to reverse 30 years of decline, but we 
have already restored the value of the 
pension to a higher share of average 
earnings than at any stage since the 
early Nineties. 

I now believe that the “triple lock” 
should be written into law so that we have 
a long-term commitment to restore the 
pension to a decent level.

Flat-rate pension makes a 
complex system simpler

The second challenge was to deal with 
the complexity and unfairness of the state 
pension system. For too long, women who 
brought up a family lost out, as did the 
low-paid. All of this changes under the new 
state pension which will start in April 2016. 

Each year that you contribute, whether as 
a paid worker or as someone bringing up 
a family, will earn you exactly the same 
amount of state pension. 

Over time, all of the complexity of basic 
pensions, Serps pensions – “contracting 
out”, etc – will be swept away. More and 
more people will get a simple flat pension, 
set at a minimum decent level, which will be 
enough to lift you clear of means-testing 
and provide a firm foundation for 
retirement saving.

While the new state pension will be a big 
step forward, for most people a pension 
of a little under £8,000 per year will not be 
enough for a comfortable retirement.

This is where the next element of 
the strategy comes in – the process of 
automatically enrolling workers into a 
workplace pension, which started with the 
biggest employers in 2012. The programme 
has been a huge success, with more than 
five million workers already successfully 
enrolled. People who have been enrolled 
are free to opt out, but nine out of 10 have 
chosen to stay in.

The new freedoms

The final piece of the jigsaw was what 
happened when people were ready to 
retire. I have always objected to the view 

that the state knows best what you should 
do with your money. Back in 1999 I was 
arguing in the House of Commons for the 
liberalisation of annuities and finally, in 
2014, we were able to deliver a big, bold 
reform. Instead of people having to buy an 
annuity they now have a range of choices.

They can still buy an annuity if they so 
choose. But they can also leave the money 
to go on being invested, draw some of it if 
they wish, transfer it to another product or 
cash it in. Shockingly, they might even 
choose to enjoy some of it.

Many people will be able to pay off their 
debts, provide for their children or even 
enjoy the holiday of a lifetime while they 
are still fit and able to do so.

Of course, deciding what to do with your 
retirement savings is a complex business. 
That is why we have set up the free and 
independent Pension Wise service to 
provide people with someone to talk to 
before they make these decisions. But the 
crucial point is that it is their decision, not 
the Government’s.

There is still more to do. Tax relief needs 
a thorough overhaul, and we need more 
money going into workplace pensions. But 
I believe that we have finally put in place 
the foundations of a fairer, simpler and 
more effective pensions system of which 
we can be proud.



* * *

* * * * * *

* * *
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