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 Older savers on the 
verge of retirement 
have a new world of 
choice on how they 
draw an income 

from their retirement fund. 
This is thanks to new 
freedoms designed to let 
over-55s have unfettered 
access to their money, which 
were introduced in April.

These freedoms aren’t 
working for everyone as 
millions of people are being 
blocked from getting flexible 
access to their pensions – as 
this newspaper has 
highlighted in our Make 
Pension Freedoms Work 
campaign. 

But despite this the 
changes have had positive 
effects. Before the changes, it 
was commonplace for retirees 
to feel forced into buying a 
guaranteed income for life, 
in the form of an annuity. 
A reliable income may be 
attractive, but many of these 
deals were poor value — and 
annuity rates are now close 
to an all-time low. 

But more people now 
also have the option
to leave money invested, 
giving them the potential 
for higher returns, and the 
ability to take cash when 
they need it. This is known
as “drawdown”. 

How you choose to live off 
your pension is one of the 
biggest financial decisions 
you’ll make. But if you are 
agonising over whether to buy 
an annuity or use drawdown, 
you can relax. It’s perfectly 
possible to have both. And 
a growing number of people 

are choosing to adopt this 
strategy. Here we outline how 
splitting your pension pot 
in two could work, as 
well as the investment 
strategies that you could
use to grow your money. 

Why should you split 
a pension in two — and 
can you afford to? 
By choosing drawdown 
alongside an annuity you 
would combine the security 
of a lifetime income with the 
risk and potential for higher 
returns from drawdown. But 
according to David Penny, an 
adviser at Somerset-based 
Invest Southwest, there is no 
“magic number” when it 
comes to whether a pension 
saver can use a mix of 
annuities and drawdown.

One rule of thumb is to 
calculate how much you need 
each month for bills and how 
much will be covered by your 
state pension. Then use an 
annuity to top up the rest of 
your basic income 
requirement. The rest can go 
into drawdown. 

If the end result is that you 
can only afford to put £50,000 
of your pension money 
towards drawdown then you 
should consider a 
different option.

This is because some 
pension firms insist on a 
minimum investment of 
£50,000 for drawdown. In any 
case, experts say the income 
generated via drawdown on 
pots of £50,000 or less will 
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Find plenty more tips and 
ideas on our website
telegraph.co.uk/investing

Get 3pc on pension cash

 Many people will be 
using the new pension 
freedoms to avoid 
buying an annuity. But 
this gives them the 

problem of finding another way 
to produce an income from their 
retirement savings.

Some will be happy to invest 
the money in assets such as 
shares and bonds but others will 
not be comfortable with the risk 
of loss that this entails.

Often, these savers will be 
happiest leaving the money in 
cash and trying to live off the 
interest. But will this produce 
enough income – and how do 
they go about setting up a 
cash-based pension fund?

In fact, interest rates of almost 
3pc are available. But to get 
this kind of return there are 
some complicated steps to go 
through. The process is, rather 
surprisingly, more complex 
and more costly than setting 
up a pension that pays income 
from investments in shares, 
bonds or funds.

Either way, you will need to put 
your retirement savings in a 
self-invested personal pension 
(Sipp). The more popular option, 
often called a basic Sipp, will 
offer access to a wide range 
of shares and funds. But the 
even more flexible “full Sipp” 
offers, in addition, access to 
esoteric investments such as 
commercial property.

When it comes to high-interest 
cash accounts, it is the full Sipp 
that you need. The simpler 
variety will generally offer just a 
single “in-house” cash account 
that pays a very low rate of 
interest. For example, the market 
leader, Hargreaves Lansdown, 
pays a maximum rate of just 
0.2pc – and this is only on any 
slice of your money above 
£100,000. Lower tiers earn less. 

But full Sipps give you access 
to a wide range of cash accounts 
from banks and building 
societies. However, you can’t just 
look at the best-buy tables for 
savings accounts and choose the 
one with the highest rate for your 
pension money. Instead, there is 
a separate breed of savings 
accounts that are allowed to be 
held within Sipps. Fortunately, 
the rates they pay are broadly 
comparable with those available 
from ordinary savings accounts.

A specialist financial adviser 
called Investment Sense 
compiles a best-buy table for this 
kind of account. It is available 
online at tinyurl.com/pj64weq.
A full range of accounts is 
available, from instant access to 
five-year fixed-rate bonds.

Currently, the best instant-
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access account for Sipps, from 
Royal Bank of Scotland, pays 
0.8pc. While this is four times 
better than the rate from 
Hargreaves Lansdown on a basic 
Sipp, it is still not enough to 
pay a decent retirement income – 
on the maximum allowed 
pension savings of £1.25m, the 
account would produce annual 
interest of just £10,000.

On a more typical pension pot 
of £250,000 the income produced 
would be just £2,000 a year.

But better rates are available if 
you lock up your cash for a 
period of time. The best one-year 
bonds are offered by Bank of 
Baroda and Punjab National 
Bank, which both pay 2pc. Both 
banks are fully covered by the 
Financial Services Compensation 
Scheme (FSCS) up to £85,000. 
This rate of interest would 
produce annual income of 

£25,000 on a £1.25m pension pot 
(although the maximum deposit 
in the Bank of Baroda account is 
£500,000), or £5,000 from a 
£250,000 fund.

Julian Hodge Bank has a 
two-year bond that pays 
monthly interest at an annual 
rate of 1.59pc.

For two-year terms, the best 
rate is 2.3pc from Punjab 
National Bank (producing 
£28,750 from £1.25m or £5,750 
from £250,000). At three years 
you can get 2.55pc from the 
same bank (£31,875 or £6,375); 
it also pays 2.65pc over four 
years (£33,125 or £6,625).

Finally, Bank of Baroda and 
Punjab National Bank both pay 
2.9pc for a five-year fixed term 
(although the former has a limit 
of £500,000). This rate would 
produce income of £36,250 from 
a £1.25m pot or £7,250 from 

Splitting £150,000: decision time for Kenneth and Diane Orwin

only amount to a couple of 
thousand pounds, which will be 
reduced further by the self-
invested personal pension (Sipp) 
and fund charges, which typically 
amount to over 1pc. 

How to invest your 
pension in drawdown
The next step is to decide what 
you would like to achieve with the 
remainder of your pension 
portfolio. Financial advisers say 
investors who mix and match can 
afford extra investment risk — 
given that they have secured their 
essential income via an annuity.

But with today’s savers expected 
to spend far longer retired than 
their predecessors, they should 
spread their risk across a range of 
asset classes. It’s important to 
diversify by investing in a mix of 
assets such as shares, bonds and 
property to keep the pension pot 
growing in retirement. We asked 
financial adviser firms Cockburn 
Lucas and Invest Southwest to 
come up with different models for 
pension savers with different goals 
and tolerance for risk:

1 Be prepared to take 
risk to get 5pc income
To achieve this you should invest 
around 60pc in shares, as shown 
in the first chart on the previous 
page. Bonds play a smaller part, at 
28pc, because returns are too low. 
Our experts suggested buying 
specialist funds that prioritise 
income. Options include Schroder 
Income Maximiser (yielding 7pc) 
and Fidelity Enhanced Income 
(6.2pc). The funds use a complex, 
but effective strategy. In effect, the 
manager sells investors’ rights to 
some future capital growth in 
return for cash, which boosts the 
“natural” income from the assets.

2 Get 4pc income with a 
cautious strategy 
Savers who want an annuity-like 
income and worry about their 
capital depleting should aim for 
4pc income. As the second chart 
shows, 40pc of the pot should be 
in shares and 45pc in bonds. For 
the equities part, Laith Khalaf of 
Hargreaves Lansdown suggests 
Marlborough Multi-Cap Income 

(4.1pc), Woodford Equity Income 
(3.5pc) and Newton Global 
Income (3.5pc). 

3 Leave your pension 
as a legacy 
If you don’t intend to spend your 
pot you can afford to take a higher 
risk, with 70pc in shares. With a 
30-year timespan Mr Penny says 
he would recommend a similar 
strategy to someone in their mid-
thirties who has just started saving 
for retirement. “This scenario is 
where I believe the pension 
revolution is likely to have an 
impact on children,” he said. 
“Currently suffering under the 
weight of student loans, and the 
need to generate a deposit on a 
property, this generation can be 
massively advantaged by 
responsible parents and 
grandparents bequeathing these 
funds entirely tax-free.’’

Case study: How to split 
a £150,000 pension pot
Kenneth Orwin, from Morecambe, 
was a scaffolder before retiring 
this year, and wants to enjoy a 
comfortable but modest 
retirement, including one or two 
holidays a year with his wife 
Diane. He has a Sipp worth 
£130,000, and £26,000 in a 
workplace pension. He hopes 
this will provide an income of 
£5,000 a year, £4,000 of which 
will go on basic living costs.

Mr Orwin says: “I like the idea 
of securing living expenses 
through the annuity while 
investing the rest because I want 
the freedom to dip into the pot 
when I wish.” Mr Penny suggests 
taking out a £70,000 joint annuity 
with 50pc spouse’s benefit on 
death. This would give £3,990 a 
year guaranteed income while 
they are both alive.

He said: “If they are happy to 
take risk, they could use their 
25pc tax-free lump sum (worth 
£32,500) to invest their full Isa 
limit now. The remaining £53,500 
of pension could be invested in 
drawdown. 

“Isa and drawdown can be 
reasonably expected to pay 4pc 
a year, £3,440, bringing total 
annual income to £7,430, 
comparing well with the best full 
annuity, which would provide 
£4,639 via Legal & General.”
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£250,000. There is a monthly 
income option from Julian 
Hodge Bank that pays 2.23pc.

If you do have large sums of 
more than £85,000 to deposit and 
do not want to risk having money 
unprotected by the FSCS, you can 
split your money between 
different banks, although you 
may sacrifice some interest.

Alternatively, the 100pc 
state-backed National Savings & 
Investments has Sipp-eligible 
Income Bonds paying 1.25pc. The 
maximum investment is £1m.

How do these rates compare 
with those on ordinary savings 
accounts and cash Isas? 

The highest rate available on 
an instant-access cash Isa is 
1.5pc from Dudley Building 
Society, according to Moneyfacts, 
the data company.

The best one-year cash Isa, 
from Al Rayan Bank, pays 1.9pc. 
The more familiar Shawbrook 
Bank pays 1.65pc. These rates are 
significantly lower than those 
available within Sipps, according 
to the Investment Sense table.

The best rates on two-year 
and five-year fixed-rate Isas 
are 1.85pc from Kent Reliance 
and 2.5pc from State Bank of 
India respectively – again, 
worse than the best rates you 
can get in a Sipp.

Turning to ordinary savings 
accounts, the best for instant 
access, from BM Savings, pays 
1.5pc, while the best one-year 
bond pays 1.91pc and comes 
from Charter Savings Bank. 
Once more, you get more from 
a Sipp account. 

Over two and five years, the
top rates are 2.32pc from 
Al Rayan Bank and 3.31pc from 
AgriBank, a Maltese lender. Only 
in these cases do ordinary 
accounts pay more than those 
designed for Sipps.

However, the value of these 
higher interest rates must be 
weighed against the extra cost 
of taking out a full Sipp in 
order to have access to the 
special accounts.

For example, Minerva’s 
InvestAcc Sipp has no set-up
fee and an annual charge of 
£480. Assuming that you want
to withdraw the interest on 
your cash accounts rather 
than reinvest it, you’ll also 
have to pay £120 a year for 
a “drawdown” service. So 
the total annual cost will be
£600, making the cash 
approach expensive for 
smaller pension pots.

Some full Sipp companies will 
require you to use a financial 
adviser, which will add to the 
cost. Basic Sipps are more 
designed for “DIY” investors. 
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Heads you win: rates of almost 
3pc are available if you put your 
savings in certain ‘full-service’ 
self-invested personal pensions
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Can you afford to 
maintain your lifestyle?
telegraph.co.uk/
personalfinance

The creeping threat of ‘grey’ inflation  

 Tumbling food prices are 
welcome news for 
pensioners who may still be 
struggling from the financial 
crisis and its impact on their 

annuity and savings income.
Latest industry figures show that 

shop prices have reached a three-
year low with petrol, food and 
clothing all cheaper than in 2012. 
But May’s drop in shop prices 
disguises a sharp rise in the costs 
facing pensioners, based on their 
health and lifestyle needs, according 
to Telegraph Money analysis.

Funding a care home, for 
example, is £3,271 (12.6pc) more 

expensive than in 2010. Private 
hospital costs have also outstripped 
inflation for the past five years. The 
data is sourced from the Office for 
National Statistics (ONS) data using 
the benchmark measure of inflation, 
the consumer prices index.

The chart, above, shows how these 
costs have risen in the past five 
years. Meanwhile, pensioners have 
seen their income fall during this 
period. According to Hargreaves 
Lansdown, the fund shop, the best 
annuity rates are 15pc lower now 
than five years ago.

Someone with a £100,000 pension 
could buy a guaranteed income of 
£5,214 a year with the best annuity 
rate, according to the latest data to 
October 2014, but would have 
received £6,125 if they bought in 
2010. And record low savings rates 
have hit pensioners with money in 
the bank. Interest rates on savings 
accounts and Isas are influenced by 

the Bank Rate, which has been just 
0.5pc for more than five years. This 
trend of rising living costs and 
falling pensioner incomes helps 
explain the squeeze many 
pensioners have felt. Here we break 
down main spending areas.

Food and clothing
Shop prices dropped 1.9pc in May, 
according to the latest figures from 
the British Retail Consortium, which 
marks the 25th consecutive month 
of “deflation”, when retailers do not 
increase their prices. Food deflation 
and supermarket competition has 
kept prices low.

Essentials such as meat, milk, 
cheese and eggs have all fallen in 
price throughout the year – a far cry 
from five years ago, when prices 
were increasing by almost 7pc 
yearly, according to the ONS. But 
what does it mean for a pensioner’s 

weekly shop? According to 
MySupermarket, the price tracking 
website, a typical basket of goods for 
the week now costs £86.69, around 
£5 cheaper than a year ago.

Petrol and public transport
Pensioners are spending less on 
petrol than a year ago, with prices 
12.3pc lower in April than in the 
previous year, according to the ONS.

The price of petrol has, however, 
increased by 3p a litre in the last 
month, according to latest figures 
from the AA. The company said 
petrol cost an average of 116p a litre 
from 113p in mid-April.

But for those pensioners who pay 
for public transport, prices have 
been consistently rising over the 
past five years. Fortunately, most 
over-60s are eligible for cheaper 
transport. Older people can travel 
free on local buses and are 

eligible to apply for a Senior 
Railcard, which discounts rail fares 
by one third and costs £30 a year. 

Care homes
Each year around 135,000 elderly 
people enter care homes. It now 
costs £29,224 a year to fund a single 
person in a care home, more than 
double the average pensioner’s 
income of £13,993, according to 
research by Prestige Nursing and 
Care, one of Britain’s biggest 
nursing agencies. Care home costs 
are now 4pc higher than a year ago, 
according to the ONS, and prices 
have consistently risen in the past 
five years. Meanwhile, the cost of 
private healthcare has increased 
steadily since 2010, the data shows.

Private hospital treatment costs 
3.1pc more now than at the same 
point last year. The cost of going to 
the physio or chiropractor is roughly 

the same as last year, and has 
increased at levels below overall 
inflation for the past five years.

Energy bills and heating
Energy bills are at record lows 
thanks to falling wholesale costs 
and intense competition. Savvy 
householders can reduce their 
energy spend to around £900 a year 
if they switch to the cheapest deal. 
But many older people with lower 
incomes don’t know how to switch.

Fuel costs have been falling since 
December and are now 2.8pc 
cheaper than last year, according to 
the ONS. The cheapest dual fuel 
tariff on the market is currently with 
First Utility, £913 for the average use 
of 13,500 kWh of gas and 3,200 of 
electricity per year. This price is only 
available to customers who switch 
suppliers – the average price is 
more than £1,200 a year.
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Are you being denied 
flexible access?
telegraph.co.uk/pensions

The new freedoms: 
60,000 pots unlocked

Telegraph Money’s Make 
Pension Freedoms Work 
campaign, has revealed that 
millions of pension savers 
will be in one way or another 
barred from free access to 
their pension cash.

But despite the shambolic 
way in which providers have 
adopted the new rules – 
blocking hordes of frustrated 
savers – fresh data shows that 
some 60,000 over-55s have 
accessed their funds to unleash 
£1bn of retirement cash. 

Since April 6, anyone over 55 
can – in theory – empty their 
pension funds entirely, although 
any withdrawals will be treated 
as income and taxed as such. 
Providers report that when the 
floodgates opened, they were 
besieged by callers desperate 
to unlock their savings.

So who are these people 
accessing their money, and what 
have they done with it? Most 
were savers with modest pots 
who needed to cash in their 
pensions to escape debt.

Jamie Jenkins, head of 
pensions at Standard Life, said: 
“Repaying debts was the major 
driver for wanting access. We 
saw some customers who were 
three months behind with the 
mortgage. They just wanted 
the money and didn’t care how 
much tax they paid.”

The tax issue is less onerous 
for those encashing small pots 
of less than £30,000, which 
partly explains the stampede to 
surrender these smaller sums.

Robert Cochran, Scottish 
Widows’ head of retirement, 
said: “Most of the policies 
being encashed are too small to 
provide any sensible income in 
retirement, so they may as well 
have the cash.” 

A Telegraph Money survey of 
the largest companies points 
to around half of the policies 
cashed in being worth less 
than £10,000, with eight out 
of 10 worth less than £30,000. 
The average withdrawal is 
around £17,000.

Final salary savers 
want pension freedom
Final salary schemes have also 
witnessed a surge of interest in 
moving money out. Actuarial 
firm Hymans Robertson has 

seen a 50pc increase in requests 
for “transfer values” since April.

In the first four months of 
2015, Towers Watson issued 
12,942, or 45pc of the total 
transfer quotes provided for 
the whole of 2014.

Chris Noon, a partner at 
Hymans Robertson, said: 
“People transfer out because 
they hope to be able to access 
the money more flexibly. I 
would expect 210,000 transfer 
quotes to be issued across 
the industry this year, with 
perhaps half of that number 
opting to transfer out into 
flexible vehicles from which 
they can take cash.”

Some savers don’t 
mind overpaying tax
The data shows around another 
10,000 savers have been 
able to make partial pension 
withdrawals. These people 
tend to have significantly larger 
funds, and, although their 
withdrawals are slightly higher, 
most are for less than £50,000.

Surprisingly, some wealthy 
investors have cashed in entire 
pots of more than £100,000, 
thereby incurring hefty tax bills. 
However, these are less than 
1pc of exiting customers.

Richard Parkin, head of 
retirement at Fidelity, said 
that, for some very wealthy 
individuals, high levels of tax 
were not a severe deterrent, as 
they would always pay a very 
high level of tax on that income.

He added: “We also see some 
people who are working or 
living abroad move money. 
It is possible that they may do 
so with lower levels of taxation.”

Most of the money seems 
to be finding its way into the 
property market, according 
to Vanessa Owen, head of 
retirement products at LV=.
She said: “After repaying 
outstanding credit card debts, 
people are paying off their 
mortgages, or taking money 
for home improvements.”

Fidelity said it had seen cases 
where divorcees are taking the 
money to buy a former spouse 
out of a property.

But pension firms have not 
seen significant cash going into 
buy-to-let property investments, 

as had been anticipated. Ill 
health is driving other demands 
for cash. Mr Jenkins said: “We 
are seeing some sad stories 
where people say they have 
very poor health, and don’t have 
long to live. Their partner has 
already died and they have no 
children. They don’t care how 
much tax they pay, they just 
want the money.”

Warning lights are flashing, 
however, over whether some 
savers really understand what 
they are doing. Many more 
seem surprised when the way 
their withdrawal will be taxed 
is explained to them.

Thousands are ignoring 
safeguards
Most people cashing in small 
pensions in the early stampede 
after April 6 had not sought 
advice from the Government’s 
Pension Wise service.

Watchdogs have insisted 
on such safeguards being in 
place to make sure consumers 
understand what they are doing. 

Anyone considering exiting 
a final salary pension or a 
scheme that offers guaranteed 
annuity rates, which converts 
pension savings into valuable 
income, must first seek 
financial advice. However, these 
safeguards do not apply to pots 
of less than £30,000.

Mr Cochran said: “People 
just want the money, and don’t 
seem to care about guarantees, 
even when we highlight this for 
them. However, where we have 
to insist that they get financial 
advice, they tend not to go ahead 
with the transaction. In these 
cases the cost of financial advice 
seems to be a big deterrent 
when the sums in the pension 
are still relatively small.”

Those deciding to withdraw 
after the early rush are more 
measured. A higher proportion 
have consulted Pension Wise 
and they seem generally better 
informed, companies report.

But providers are nervous. 
Mr Parkin said: “I know this 
sounds obvious, but it is a 
worry that some of our callers 
do not seem to grasp that if 
you take money out of your 
policy today, it will pay a lower 
income in retirement.”
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TELEGRAPH CAMPAIGN

 1All pension 
providers must 

offer savers bank 
account-style access 
to their money. Where 
they won’t do this, 
they must allow 
customers to switch to 
rivals free of charge

2Charges for 
making use of the 

new pension freedoms 
should be reasonable 
and capped

3The Government’s 
default workplace 

pension provider, Nest, 
should offer its own 
range of affordable 
bank account-style 
features

4Exit penalties for 
all pension savers, 

even where the 
penalties have been 
written into old-style 
pension plans, should 
be scrapped

5Savers wanting 
to move their 

pension cash from one 
provider to another 
should be offered a 
safe, standardised 
process where all the 
associated risks and 
costs are clear

We believe that you should be allowed to decide exactly how 
you spend and save your retirement fund. If you have a problem 
getting access to your pension then we want to hear from you. 
Email: katie.morley@telegraph.co.uk
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I want my 
wife to be 
cared for 
if I die first

 Roger Gibbard, 78, 
retired from his job 
as a statistician 15 years 
ago. His wife, Ann, is 79 
and hasn’t worked since 

1969 when she gave up her job 
to have her child.

The couple live in London 
and have an investment 
portfolio worth £330,000, 
administered by wealth 
manager JM Finn, an 
arrangement they inherited 
from Roger’s parents.

The Gibbards’ investments 
have produced a reasonably 
stable income, growing from 
around £10,000 a year in 2006 
to £13,000 a year now. 

Together with their pensions 
these have been sufficient to 
meet their outgoings of £35,000 
a year which included £8,000 a 
year of gifts.

However, in recent years the 
management of the company 
looking after their portfolio 
has changed, performance has 
been disappointing, and charges 
have cost them more than 
£5,000 a year, which they say 
“seems a bit rich”. 

They believe it is time to 
appraise the service they 
are receiving, and possibly 
make changes. With living 
expenses rising, the couple 
need either to increase their 
income or cut the cost of 
investment management. 
Currently 34pc of their income 
is from investments.

Most importantly for Roger, 
however, is providing for Ann in 
the event of his death. She is 
statistically likely to outlive him 
by five years, and due to the way 
employment pensions are 
structured, she will lose half 
of Roger’s pension and his 
Disability Living Allowance if he 
dies first. This would result in 
her income being slashed by a 
quarter, which would be 

income would drop. Alan 
Higham, retirement director 
at Fidelity, says it will be 
necessary for them to either 
increase the yield on the 
investments, which means 
taking more risk, or eat into the 
capital, which means leaving 
less inheritance to their son. 

“It will not be possible to gift  
£30,000 to family and produce 
income of £21,000 to meet the 
£9,000 fall in income Roger 
estimates will occur on his 
death simply by changing the 
investment portfolio,” he adds. 

“Instead, they will need to 
draw down on their capital to 
maintain their spending, so 
they need to have much less 
exposure to equities if they are 
to remain invested.”

 Mr Higham says a diversified 
fund focusing on delivering 
income rather than capital 
growth would be sensible. 
“I would be looking at a fund 
with no more than 20pc in 
equities and a heavy weighting 
towards corporate bonds and 
cash,” he says. The construction 
of a suitable portfolio is the 
litmus test for the wealth 

manager, in the absence of a 
paid financial adviser to do it. 

Roger also mentions equity 
release, but this should be a 
last resort. 

Setting up an equity release 
loan costs around £1,000. 

It will incur a high rate of 
interest of around 6pc which 
will be paid when you die. A 
£50,000 loan repaid in 14 years’ 
time would have grown to 
£113,000 on 6pc interest.

 So as you can see it is a very 
expensive way of releasing 
capital and drawing extra 
income. It would be far more 
preferable to draw down on 
the existing capital before 
resorting to equity release.   

Mr Higham said: “Roger 
should ask his wealth manager 
if they can reconstruct the 
portfolio so it is more suited 
to providing reliable income, 
and is as resilient as possible 
to downturns in market values, 
as they will need to draw on 
capital to meet their needs. 
If I were in his shoes I’d be 
looking for a wealth manager to 
provide investment solutions 
suitable for drawing down 

capital over time, with low 
capital volatility, while 
maintaining a decent income 
level of 4pc to 5pc a year.”

 Costs are important too. 
At present they are paying 
more than 1.5pc per year in 
management charges. If they 
were to use a financial adviser, 
then their running costs would 
probably still be around 1.5pc, 
but at least they would have a 
qualified professional to fall 
back on, which could be a very 
valuable service for Ann. There 
would though probably be an 
up-front fee to pay as well of 
around £2,000.

Mr Higham says: “It would 
be worth Ann checking what 
state pension she will get after 
Roger’s death. It may rise 
because she could inherit 
some of his state pension and 
it might increase because she 
can derive a higher basic state 
pension in her own right from 
his national insurance 
contributions.” 

And finally, an annuity could 
be considered for some or all of 
their portfolio. It has the 
advantage of producing a secure 

Thinking ahead: Roger 
Gibbard says annual 
charges of more than 
£5,000 are ‘a bit rich’

financially disastrous. They 
also want to raise funds, when 
the needs arise, to contribute to 
the cost of a replacement 
vehicle for their son and 
spend £30,000 on their grand-
daughter’s wedding in a 
couple of years.

 They have several options. 
One would be downsizing their 
home, which they bought in 
1968 for £8,000, and is now 
worth about £700,000. But they 
feel they are too old to do this. 
They said: “At our ages and 
having lived here for 47 years we 
don’t regard this as realistic.” 

Another option would be to 
start managing his own funds to 
save money, but Mr Gibbard 
said: “At this stage in life 
I consider it unrealistic to 
consider embarking on a share-
dealing career, so guidance 
would be appreciated.”

Equity release is also a 
possibility for the Gibbards. 
Roger has done some looking 
into this and has assessed 
various providers, but isn’t sure 
where to go next, and is worried 
it might not be the right choice. 
He said: “I feel that it would be 
imprudent to take that option 
before considering the 
alternatives.”

Pension Doctor says:
 Until now the Gibbards’ 

pensions have been sufficient 
to meet their outgoings of 
£35,000 a year which included 
£8,000 a year of gifts.

However, they now want to 
eat into their capital to gift 
money to family by £30,000 
and they have only £2,000 
a year headroom of income 
above their regular expenses.   

And on top of this, the 
investments will not produce 
enough income to maintain the 
same level of outgoings if Roger 
dies, as his guaranteed pension 

T
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income for life. It could be 
bought now to pay out until 
both die or it could wait until 
he dies and capital used to 
buy the annuity in just his 
wife’s name then.

An illustrative quote 
suggests they could generate 
£17,500 a year now from an 
annuity purchase of £250,000 
which is paid until they 
both die. They would have 
£80,000 of capital remaining: 
they could keep some in 
secure term deposits as well 
as gifting to family. 

It would increase their 
income to around £44,000
a year now, assuming they 
gifted £30,000 capital and 
retained £50,000. It would 
also carry on after the 
husband’s death and give 
his wife income of around 
£32,000 a year (assuming that 
she receives 50pc of all his 
pension income and loses 
the disability allowance). 
They may receive a much 
higher annuity income on 
disclosing their general 
health and lifestyle.

Do you need a 
diagnosis from the 
Pension Doctor?
If you have a 
retirement problem 
you’d like to discuss, 
please write to us with 
as many details as 
possible about your 
circumstances. 
Email: katie.morley@
telegraph.co.uk
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How to plan for your nanny’s retirement

 P eople who employ 
nannies, carers, 
cleaners or gardeners 
may soon have to make 
pension contributions 

on their behalf. This is part of 
the auto-enrolment pension 
programme designed by the 
Government to encourage 
all workers in the UK to save 
for retirement. 

Some families may have 
to start making payments 
towards their home helpers’ 
pensions next month, while 
others will have up to two years 
to sort out a pension. 

For people who know little 
about pensions this prospect 
can be a daunting one. Here, 
we walk you through who is 
likely to be affected, and what 
steps they can take to reduce 
these pension costs. 

The first thing you’ll want to 
know is whether this affects 
you. Anyone who pays someone 
for cleaning, gardening or 
childcare is caught by these 
new rules. The key point is 
whether HMRC deems you 
an “employer”. 

As a general rule of thumb, 
if you employ a nanny or carer 
directly, you’ll be caught by 
these new rules. This includes 
those who receive direct 
payments from their local 
authority or NHS, often to fund 
the care of elderly parents. 

However, if you’ve employed 
a carer from an agency, then it 
will be the agency rather than 
you that is liable for these 
pension payments. 

If you drop your kids off 
with a childminder, you also 
shouldn’t be affected by the 
new rules; most childminders 
are self-employed and offer 
their services to a number of 
different families. 

Similarly, if you use a local 
gardener who offers their 
services to other households, 
then you won’t be caught by 
these rules, because you’re 
simply paying for a service. 
However, if you own a big 
estate and have your own 
gardener, then expect to make 
pension payments.

If you employ a nanny or 
carer you should already have 
a PAYE reference and be 
paying taxes and national 

Nanny state: the Government’s drive to ensure all British workers are saving for retirement means that employers of carers, nannies and gardeners may be liable for their pension arrangements

Investments you can 
hold for 30 years

 One of the difficulties 
when investing for 
long term is that 
very little stays the 
same for two or 

three decades. 
It’s hard – almost 

impossible, in fact – to 
forecast which of the global 
stock markets will grow 
most rapidly over a 30-year 
period, or to predict the next 
Apple or the fund managers 
who will replicate the 
stunning returns achieved 
by the likes of Neil Woodford 
or Anthony Bolton.

But the challenge shouldn’t 
be dismissed; most people 
would benefit from setting 
something aside and 
leaving it untouched for 
20 to 30 years. 

That is most obviously true 
for young workers in their 
twenties and thirties, but it 
also applies to people nearer 
retirement. Under the 
pension freedoms granted in 
April, pension savers in their 
forties and fifties can 
realistically expect to hold 
investments until their 
seventies or eighties.

An increasingly popular 
solution are the so-called 
“tracker” funds, which now 
account for £100bn of savers’ 
money. These investments 
match the performance of an 
index, such as the FTSE 100 
in London or S&P 500 in the 
United States. The benefits 
are low costs and simplicity. 
While a professional 
stockpicker can generate 

returns in excess of a tracker 
that blindly follows a set of 
shares, the majority of highly-
paid fund managers take too 
many risks and fail.

Jason Hollands, of fund 
broker Tilney Bestinvest, 
recommends the Legal & 
General International Index 
fund, which costs 0.14 pc a 
year. The fund tracks an 
index called the FTSE World 
ex UK, which focuses on large 
companies in developed 
markets outside the UK. 
Its largest holding is Apple, 
accounting for just over £2 
in every £100 in the fund. 
The next two – Exxon Mobil, 
the world’s biggest oil and 
gas company, and Microsoft 
– each account for just 
under 1pc.

There is a school of 
thought that shares in 
emerging markets such 

as Asia, India and Latin 
America hold the greatest 
long-term potential as 
swelling ranks of middle-
class families spend new-
found wealth. Mr Hollands 
recommends Fidelity Index 
Emerging Markets. The 
shares it follows include 

Samsung, the main rival to 
Apple in mobile phones, 
and the Taiwan 
Semiconductor 
Manufacturing Company, 
which supplies the computer 
chips for laptops, mobiles 
and tablets. A significant 
25pc of the fund is invested 
in China. Costs, vitally 
important for tracker funds, 
are 0.26pc a year. 

Mr Hollands says: “For 
a 20 or 30 year timescale, you 
need to be in investments 
that are well diversified 
across global equity 
markets, rather than 
narrowly focused.” 

The temptation for 
investors trying to beat 
tracker funds over 30 years 
is to back a “star” fund 
manager. Most, however, 
“almost certainly won’t be 
in the job that long”, 
Mr Hollands warns.

Tim Cockerill, investment 
director at wealth manager 
Rowan Dartington, says the 
average tenure is just three 
years. “The risk is that you do 
your homework and find a 
good fund and manager but 
after a few years they leave 
and the fund is no longer the 
same,” he says.

He recommends funds 
focused on large, UK-listed 
shares that pay regular 
dividends – companies such 
as Vodafone, British Gas and 
BP. Artemis Income, managed 
by the experienced Adrian 
Frost, or Neil Woodford’s new 
fund, Woodford Equity 

Income, is top of his list. In 
26 years running Invesco 
Perpetual High Income, Mr 
Woodford turned each £1,000 
of customers’ money into 
£25,349; in his first year 
running his own business, 
he has doubled the average 
return for his type of fund.

This type of extended 
growth record is a positive 
sign for investors making 
long-term decisions. As such, 
the experts say, it’s worth 
considering investment 
trusts. This type of fund gives 
a manager greater control 
and is often judged on its 
long-term payout record. 

Mr Cockerill tips Bankers 
Investment Trust, which 
has been running since 1888 
and has increased dividends 
for 48 years without fail. 
“I can’t guarantee anything 
for 20 or 30 years, but I 
guess Bankers will still be 
here,” he says.

Mr Hollands suggested 
the Foreign & Colonial 
Investment Trust, where each 
regional portfolio of shares is 
run by a different team. It has 
returned 70pc in five years, 
beating the 63pc average for 
similar global funds. None 
of its holdings accounts 
for more than 1.6pc of the 
fund, making it highly 
diversified.

Ben Yearsley, head of 
investment research at 
broker Charles Stanley, 
recommends Scottish 
Mortgage. The trust has 
returned 136pc in five years 

Key to the future: hi-tech 
manufacturing in the Far East 
may be a good long-term bet 

insurance on their behalf. If 
you don’t have this, you will need 
to get in touch with HMRC.

Your staff will qualify for 
auto-enrolment if they are 
aged 22 and over, and they 
earn more than £10,500 a year 
before tax.

This means you must set 
up a pension scheme and 
make contributions on their 
behalf. They can opt out — 
which means you don’t have 
to pay – but it is against the 
law to encourage them to 
do this. 

It is also against the rules 
to offer them a pay rise if they 
opt out – even if they say they 
would prefer this option. This 
is because the Government 
wants to make sure everyone 
is saving into a private pension, 

which should give them 
some financial independence 
in later life. 

How much will it cost you?
You will need to contribute an 
amount equivalent to 1pc of 
their salary and collect a further 
1pc from their wages and invest 
these in a pension. 

However, contribution levels 
are rising: from October 2017 
employers will pay 2pc and the 
employee 2.4pc. From October 
2018 this will rise to 3pc for 
employers and 4pc for 
employees. (The employees’ 
contribution includes tax relief.)

These are minimum 
contribution levels and you can 
pay more if you would like to 
provide a more generous benefit.

This process is being phased 

in over the next two years. 
The Pensions Regulator, the 
watchdog for pension schemes, 
is currently writing to all the 
1.4m businesses affected 
(including those employing up 
to 30 people), with details of 
their “staging date” — the date 
by which you have to have set 
up a pension. 

There’s an option to postpone 
contributions for three months, 
but you still need to have the 
pension in place then. 

If you’ve employed a nanny 
or carer more recently, your 
staging date is likely to be 
towards the end of this period. 
Otherwise, dates will be 
randomly allocated. 

If you haven’t received a 
letter by the end of July, contact 
the Pensions Regulator at 

thepensionsregulator.gov.uk or 
by telephone on 0845 600 1011.

Thanks to a historic quirk, 
many nannies are employed on 
contracts which stipulate they 
must be paid net, which means 
you pay your nanny’s income 
tax and national insurance, on 
top of their agency’s tax and 
national insurance. 

Kirsty Wild, the marketing 
manager of payroll agency 
Nannytax (nannytax.co.uk), 
says more of their customers 
are now moving to contracts 
where nannies are paid gross, 
which means they are 
responsible for their own tax 
and pension contributions. 

She said: “Initially, paying 
an extra 1pc may not seem 
significant. But when 
contribution levels rise, you’ll 

be paying 7pc, rather than 3pc 
of their salary into a pension. 
This can be a more significant 
difference to the overall cost of 
employing a nanny.” 

Choosing a pension provider 
Once you’ve established you 
need to pay your employee a 
pension, you will need to choose 
a provider with which to set it 
up. Back in 2012, there were 
23 providers offering auto-
enrolment options. Today there 
are 80 — so it isn’t always easy 
choosing the most appropriate 
scheme. You can consult an 
independent adviser, but they 
will charge for this service. 

Keep costs to a minimum
Sean McSweeney, of Chase de 
Vere, says those employing a 
nanny or carer need to think 
about costs, investment options, 
and how easy these schemes 
are to run. 

“The least risky option for 
many is to go with the National 
Employment Savings Trust 
(Nest), which is run by the 
Government,” he said. 

The annual charges on Nest 
are low, but there is an 
additional levy to pay to recoup 
set-up costs. Mr McSweeney 
says this means it may not 
be as cost-effective for older 
workers, who many only be 
in the scheme for a few years. 

Other big providers to 
consider include Now Pensions, 
The People’s Pension, Fidelity 
Life Master Trust and the 
Standard Life Master Trust. 
These schemes typically have 
competitive charges and accept 
customers contributing fairly 
small amounts each month. 

You can contact pension 
companies directly, or 
alternatively, if you employ 
a payroll agency such as 
Nannytax, most will have 
systems in place to 
automatically deduct these 
pension contributions and 
invest them in your chosen 
scheme. Accountants may 
offer this service, too. Ms Wild 
says: “We can’t recommend a 
pension scheme, but once you 
nominate one, we can handle 
the rest of the process.” 

Those that have taken direct 
payments from their local NHS 
authority may be able to get 
additional assistance from this 
service if this payment doesn’t 
cover additional pension 
contributions. After you’ve 
received your letter, with 
details of your staging date, 
you need to register up-to-date 
details online with the Pensions 
Regulator. If you are using 
an accountant or payroll 
company you need to register 
their details as well.
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and costs a relatively low 
0.3pc. Among its notable 
shareholdings are the online 
retailer Amazon (8.8pc of the 
fund), Chinese search engine 
Baidu (5.9pc) and electric car 
maker Tesla Motors (3pc).

For adventurous investors, 
Mick Gilligan, the head of 

fund research at Killik & Co, 
suggests Patient Capital. 
Neil Woodford is again in 
charge, this time aiming to 
buy young companies with 
“intellectual property” 
from British universities. 
The commercial benefits 
can take years to materialise, 

but could be significant 
when they do. However, 
the fees are somewhat 
complex, including a 
0.35pc administration 
fee based on stock market 
flotation values and a 15pc 
“performance fee” on 
annual growth above 10pc. 
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I am a 37-year-old UK citizen 
living in South Africa and have 
no intention of returning to 
the UK. Before I left the UK in 
2005 I was contributing to a 
number of different pension 
schemes and I have since 
consolidated them all into one 
scheme with Scottish Widows.

During my time in South 
Africa, I have not made any 
contributions and each year I 
get my annual statement 
informing me of its current 
value. It is growing slowly and is 
currently worth £15,000.

With the new pension laws 
introduced this year, I want to 
know if I can transfer this 
pension to South Africa and 
cash it in. Given the small 
amount and my age, I do not 
see how a UK pension will 
benefit me as the eventual 
pension amount is projected 
to be very little. 
MC, Port Elizabeth

Shannon Currie, of financial 
advice firm Perceptive Planning, 
says while a UK pension might 
seem irrelevant, there are a 
number of factors to consider 
before you act. “You can move 
your pension pot to South Africa 
via an approved scheme, known 
as a qualified recognised 
overseas pension scheme,” 
Ms Currie says. “And, as 
someone who made the reverse 
journey a few years ago, I know 
it will buy a lot of rands.

“But beware of inflation and 
taxation. South Africa does 
experience higher growth than 
the UK, but also has higher 
inflation. This can be reflected 
in changes in exchange rates. So 
the money may grow faster, but 
not increase its real purchasing 
power in either pounds or rands 
over time. In other words, there 
may be little real gain.”

Ms Currie says you should 
check how much tax you would 
have to pay before taking action. 

She says it is wise to speak to 
a local highly qualified financial 
planner about any transfers. 

“There have been more than 
a few instances of advisers in 
this area not giving the best 
advice to clients,” she says. 
“A list of qualified advisers is 
available from the Financial 
Planning Institute of Southern 
Africa [fpi.co.za]. After all, while 
it’s a relatively small amount, 
there is no point in moving it 
only to lose it.”

You should also consider very 
carefully if you might return to 
the UK. “Many who leave South 
Africa to return to the UK wish 
they had kept more of their 
UK assets, as the changes in 
exchange rates in recent years 
have made the transfer of assets 
to the UK more expensive,” Ms 
Currie says. “After 10 years you 
sound settled, but I suggest you 
make this a conscious call to 
sever one more link with the UK 
before you change anything.”

If you leave the money in the 
UK, even for a while, it is worth 
reviewing the existing scheme 
to ensure you have taken as 
much cost out of the system as 
possible. Higher costs will 
diminish your eventual returns.

“Lastly, while retirement 
seems a long way away, the day 
will come,” Ms Currie says. “So 
I would encourage you to regard 
this small pot as the seed of a 
larger one in the future, and 
urge you to save for retirement 
in the most disciplined and tax- 
efficient way you can find, using 
both pension arrangements and 
the new tax-free savings plans 
in South Africa.”

I have a pension with Prudential 
worth about £52,000. I want to 
withdraw 25pc but I was told I 
need to transfer into a 
drawdown fund first. They want 
to charge me £1,300 to do this. 
Is that typical of the price I 
should pay or would I be better 
off switching to another 
pension provider? 
ENW, via email

Tom Kean, of Thameside 
Financial Planning, says if the 

New dawn: how do 
the new freedoms 
affect a reader living 
in South Africa?

Should I 
move my  
pot abroad?

fee is a simple administration 
charge then it is “eye-wateringly 
high”. But if it includes a 
full financial advice service 
then it could save you 
thousands in lost value. 

“This is because you could 
have valuable benefits such as 
a guaranteed annuity rate 
attached to your pension which 
would be lost if you transferred 
your money away,” Mr Kean 
says. “This feature typically 
gives you a guaranteed rate of 
around 10pc, so it is worth 
holding onto in many cases. But 
there are strings attached. 
Usually you only get the 
guaranteed annuity rate at the 
plan’s original maturity date 
and it normally only comes in 
one flavour – single life with 
no escalation in payment.”

If you are considering 
transferring to another provider 
you also need to consider 
whether you would be giving up 
a guaranteed rate of return. 
“Some funds still have a 
guaranteed return of 4pc per 
annum,” Mr Kean says. “Also 
check if there is a financial 
penalty for transferring.”

If these issues are not a factor, 
then it could be sensible to 
move your funds into a decent 
plan that will enable you to do 
what you want under the new 
pension freedoms.

“There are plenty of things 
private investors can do for 
themselves, but this sort of 
transaction really does warrant 
professional advice. You can 
limit the cost of this by agreeing 
a fixed fee with your adviser in 
advance so that there are no 
surprises. Expect to pay around 
£500 for a very basic service.”

If your pension pot takes you 
over the lifetime allowance and 
you don’t need all the funds 
immediately, what is the best 
way to manage the part in 
excess of the allowance limit? 
Also, what are the different tax 
rates applicable to the part 
over the lifetime allowance? 
DE, via email

Alan Higham, retirement 
director at Fidelity Worldwide 
Investment, says that your 
pension pot will be assessed 
against the lifetime allowance a 

number of times, including 
when you access your money 
for the first time, if you buy 
an annuity and when you 
turn 75, for example. 

“Generally, the best way to 
reduce the lifetime allowance 
charge is to access your pension 
as soon as possible,” he says. 
“That way the fund is assessed 
before it has chance to grow any 
further. You do not have to take 
the entire fund to trigger an 
assessment; you can just 
designate the funds for 
drawdown without drawing any.  

“You will be assessed again at 
the age of 75 (or earlier if you 
buy an annuity) but only on 
the investment growth of the 
funds since the previous 
assessment. So one way to avoid 
paying extra tax is to withdraw 
money from your pension 
fund so that you remain 
underneath the limit.”

The penal tax charge is 25pc 
on the funds in excess of the 
lifetime allowance that are kept 
within the scheme to pay a 
pension later on. If the scheme 
rules permit, the excess benefits 
over the lifetime allowance can 

be paid as a lump sum instead 
with a tax charge of 55pc.

“If you are a 40pc taxpayer 
then the two are the same,” 
Mr Higham says. “Consider 
£100,000 subject to the lifetime 
allowance, then after the 25pc 
tax charge there is £75,000 left 
which, when paid as income 
with 40pc tax deducted, leaves 
£45,000. If you draw the pension 
when you are a basic rate 
taxpayer, then you would be 
left with £60,000.”  

Set against this strategy 
though, money taken from a 
pension then comes into your 
estate for inheritance tax 
(IHT) purposes, thus possibly 
suffering 40pc further tax. 
Money in a pension is currently 
paid free of IHT. 

If you die before taking any 
benefits, then your pension fund 
is assessed for the lifetime 
allowance charge on any lump 
sum paid out. No assessment 
occurs on death where income 
from the fund is paid to a 
dependant or on a pension fund 
that has already been put into 
income drawdown, even if no 
money has been taken from it.
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