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I t’s not you getting older 
– pensioners really are 
looking younger these 
days. Rises in the state 
pension age mean they may 
be more advanced in years 
than their predecessors, 
but those retiring now are 
younger in terms of health, 

lifestyle and how long they can 
expect to live than ever.

The cliché of a few “golden years” 
of gentle walks and evenings in front 
of the fire will still apply to many, 
particularly in late retirement, but 
before that may come world travel, 
starting small businesses and taking 
up long-desired leisure pursuits.

And that’s just the fun stuff. Added 
to that may be roles as childminder 
for grandchildren, supplier of house 
deposits and university fees and 
possibly as full-time carer for an 

Deciding what you want from life after 
retirement is the first step towards finding 
a reliable income, says Ed Monk 

Income 
strategies to 
fund your 
lifestyle

infirm spouse. In short, there will be as 
many different types of retirements as 
there are retired people. Everyone – 
even those fortunate enough to have 
decent retirement savings – will have 
to make important choices about what 
they prioritise in retirement.

Deciding what, if any, risk they take 
with their money to make it last will be 
key. Here we lay out three basic 
financial strategies to cater for a few 
broad groups. For each scenario we 
have taken a retiree with £100,000 of 
savings in a pension at the age of 65.
Our models were calculated with the 
help of Aegon, the pensions company.

The first will be for those who 
believe that their most active – and 
potentially most expensive – years will 
come at the start of retirement. They 
want to match their income with their 
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lifestyle and take more up front and 
then live on less in their later years.

The second group simply want to 
extract the maximum monetary 
value from their retirement savings, 
to balance investments and 
withdrawals so their pot runs out the 
day they die. It’s impossible, but they 
want to get as close as they can.

The third want to preserve their 
wealth for as long as possible, to 
provide an inheritance or to keep 
a pot ready to pay for large bills, 
including formidable care costs.

‘I’ll live on less when I’m very 
old, now’s the time to spend’
Financial sages might disapprove, 
but there is a strong logic behind 
this approach. It’s likely that your 
spending needs will be higher in 
early retirement than later. Not just 

Teresa Hunter explains how to take 
advantage of the latest changes to Isas

Budget 2016: 
new Isas hail 
investing boom

Chancellor George 
Osborne drove a horse 
and cart through 
British savers’ financial 
and pension planning 
when he announced a 

new “Lifetime Isa” in his Budget last 
week. The new Isas offer double-
bubble tax relief, a tax-subsidy for 
first-time buyers, and come alongside 
a big boost to the overall annual Isa 
allowance, which will raise from 
£15,240 to £20,000.  

Aimed at the under 40s, “Lisa”, as 
the Lifetime Isa was quickly 
christened, will pay an annual bonus 
of 25pc – equivalent to a rebate of 
basic rate tax - on savings used to buy 
a first home, or otherwise left 
untouched until age 60.

This makes it the first savings 
incentive ever to grant tax relief 
on the “way in” as well as the “way 
out”. And as such it will produce a 
higher income in retirement for 
basic-rate taxpayers compared 
with a pension plan, according 
to experts at actuaries Hymans 
Robertson. However, it found 
that higher-rate taxpayers are 

better off with pensions.
Hymans calculates that for every 

£5,000 net income a Lisa generates 
for a basic rate taxpayer, a pension 
will only pay out £4,250. This is 
because, while pensions attract tax 
relief when you invest – so effectively 
does the Lisa, through the bonus. 
However, withdrawals from pensions 
are taxed, whereas they are tax-free 
in a Lisa.

But the bigger upfront tax-relief 
available to higher rate taxpayers in 
a pension is more valuable than the 
25pc Lisa bonus.  For every £6,667 
post-tax income they can take from 
a pension in retirement,  Lisa would 
only pay them £5,000.

Even so pensions will continue 
to be valuable to basic rate taxpayers, 
because many also receive valuable 
employer contributions. 

Furthermore, Lisa has painful 
disincentives for taking money out 
early other than to buy a first home.

So, while the new Lisa might be 
great news for young would-be 
homebuyers, according to mortgage 
broker, David Hollingworth, of 
London & Country, there are risks. He 

The introduction of 
George Osborne’s 
new ‘Lisa’ means 
there are now six 
types of Isa for 
savers to choose 
from
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because you want to splash out on 
holidays and socialising while you 
are younger, but because you will be 
generally less active in old age and 
can live more cheaply.

Like most, these people will be able 
to rely on state pensions and some 
will have other income, for example 
from defined-benefit pensions or 
buy-to-let property, that they can rely 
on in the long term. Income from 
retirement saving is on top. Targeting 
a period of higher spending at the start 
of retirement makes sense to them.

Our scenario imagines a 15-year 
period at the start of retirement during 
which they are happy to run their 
pension pot down. After that, from 
age 80, they will rely on other income, 
including the state pension.

David Cummins, chartered financial 
planner for Saga Investment Services, 
said: “The key for someone with a 
finite amount they want to spend over 
a defined period is deciding what the 
appropriate income stream will be. 
They should be looking to withdraw 
their money as tax-efficiently as 
possible, making use of the full 
personal allowances.”

Mr Cummins said retirees should 
take money in chunks from their 
still-invested pension – known as 
“uncrystallised fund pension lump 
sums”. According to calculations by 

current annuities would pay them 
around £2,500 a year, according to 
the Money Advice Service.

To hit their target in the first 15 
years, experts recommend lower-risk 
assets to avoid steep falls in the 
early years that would erode their 
money more quickly. Weighting 
investments towards bonds, rather 
than riskier shares, makes sense. 
The Vanguard LifeStrategy range is 
low-cost and enables you to choose 
the bond weighting that suits you. 
Some investment trusts target 
capital preservation and these 
could fit the bill. RIT Capital and 
Personal Capital are highly regarded.

‘I want my pension to run out 
on the day I die’
There’s a saying that “the last cheque 
you write should be to the undertaker, 
and it should bounce”. If you apply this 
to your pension, you will be extracting 
optimum value from your retirement 
pot. The problem is, you can’t be sure 
when you’ll die, so in order to plan, 
you’ll have to make assumptions.

Men aged 65 are expected to live 
until 89, according to Aegon, so the 
group in our second scenario should 
be aiming to make their pension last 
around 25 years. Assuming 4pc 
investment growth, regular income of 
£6,277 a year or £523 a month can be 
taken and the pot will last until age 90.

Mr Cummins, from Saga, said: 
“Income-yielding investments that 
provide some form of capital 
preservation can be very helpful in 
these instances, as the natural yield 
can be used to top up the cash pot. 
But in the current environment, you 
can’t rely on natural yield alone.”

He recommends splitting savings 
into different buckets – one that offers 
longer-term growth, another that 
generates income and finally a bucket 
for cash to pay income when other 
investments are falling short. For 
long-term growth, Scottish Mortgage 
is an investment trust that invests 
globally and has a strong record. The 
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before 60, unless it is to buy a first 
home, will lose the bonus and be hit by 
a 5pc charge. Lisas are not as good at 
protecting against inheritance tax 
(IHT) as pensions.  Should you die, 
Lisa savings will go into your estate, 
and be liable for IHT.

By contrast, pensions provide 
an inheritance tax shelter, as 
money can be passed IHT free to 
beneficiaries, although they may face 
an income tax charge when they come 
to withdraw the funds. Pensions also 
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income could come from an equity 
income fund. Threadneedle UK 
Equity Income and Woodford Equity 
Income are popular with advisers.

‘I aim to keep as much as I can 
for a rainy day or pass it on’
For those facing a large inheritance 
tax bill, keeping money in a pension 
makes sense. No tax is paid if you die 
before 75, while the beneficiary will 
pay income tax at their marginal rate 
if you die after that. Others will want 
to keep their pension money intact to 
meet any large care bills. The fact 
that those in this scenario do not 
intend to erode their pot, taking only 
income produced naturally, means 
they can take more risk if they wish.

Mr Cummins said: “Investors 
should feel comfortable maintaining 
the asset allocation they had while 
they were building up their savings 
while they’re retired if they know 
they’re not going to be touching 
their pension. If it was good enough 
for 30 years of saving, it should be 
sufficient for the next 30 years.”

Saga recently launched the British 
Enhanced Income fund, which 
includes property, fixed income 
and equities. It targets a 4pc yield. 
If that is achieved, taking 4pc 
would mean income of £3,924 
a year, or £327 a month.

Aegon, a person with £100,000 
invested would be able to take £8,819 a 
year or £735 a month, and rely on their 
pot lasting until 80. This assumes 
investment growth of 4pc a year after 
fees. If returns fall to an average 2pc, 
then the amount they can safely take 
falls to £7,704, or £642 a month.

Were the investment return to 
average 6pc, they would have £28,000 
of their pension pot left at age 80. This 
would allow them to carry on at their 
higher level of spending, or purchase 
an annuity to raise their guaranteed 
income from that point forward.

Their income from this would 
depend on rates at the time but 

How your spending affects when your money runs out

said: “People need to be clear about 
what precisely they are saving for, or 
they could be stung with penalties.”

So which is the best tax shelter for 
you, a Lisa, pension or Isa? We weigh 
up the options.

How do Lisas compare to 
pensions and Isas? 
Lisas offer an effective basic rate 
income tax shelter both upfront, and 
on the way out. But penalties for early 
withdrawal are onerous. Money taken 

passed tax-free to your beneficiaries.
Traditional Isas are the most 

flexible with the added benefit they 
ae available now and to the over 
40s who can invest £15,240 in the 
current tax year, the same after April 
and £20,000 from 2017. There are 
no penalties for early withdrawal.

I want to invest today, where 
should I put my money? 
The traditional Isa or a pension 
remain your primary tax shelters 
as Lisa will not be available until 
April 2017. At that point, the 
standard Isa allowance climbs 
from £15,250 to £20,000.

Isas become even more flexible 
from April 6. As long as your Isa 
company permits, you can withdraw 
cash from Isas and repay it in the 
same tax year, without losing any 
historic allowance.

What else is happening to 
help savers?
From April,  basic rate taxpayers 
can earn £1,000 interest from 
their savings without paying any 
tax, thanks to a new savings 
allowance, which falls to £500 for 
higher-rate taxpayers and zero for 
top rate taxpayers. 

A new £5,000 dividend allowance 
means higher and additional 
taxpayers will no longer have 
to pay extra tax on dividends 
up to this amount.

Finally, the Chancellor will cut 
capital gains tax in April from a 
basic rate of 18pc to 10pc while the 
higher rate falls from 28 per  to 20 
per cent. Buy-to-let investments do 
not benefit from this reduction. 
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‘People need to be 
clear about what 
precisely they are 
saving for’

often attract generous employer 
contributions and are particularly 
valuable to higher rate taxpayers. 
Although proceeds are subject to 
income tax, most people are able to 
take 75pc of their funds tax-free.

Pensions are not particularly 
flexible either, as you cannot access 
your cash before 55. This is due 
to increase to 57 for younger 
investors. However, if you die 
before 75 without having touched 
your pot, the entire sum can be 

* * *

* * * * * *
* * *
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Provider

Prudential      £10k min   Within 5 working days	 
Aviva	        Normally within 3 weeks	  
L&G	      £50k min   3 weeks	  
LV=	        ‘A few days’	  
Scottish Widows	    £5k min   £10k min   5 days	 
Standard Life	        Up to 2 days	  
Phoenix    £5k min    £1k min  11 days	 
Friends Life	        Normally within 3 weeks	  
Aegon	        5 days	 
 

I t is nearly a year since 
British savers over the age 
of 55 were handed pension 
freedoms for the first time. 
Since being able to access 
up to 100pc of their 
pensions, hundreds of 
thousands of retired people 
have spent billions of 

pounds of their retirement funds on 
holidays, home improvements and 
paying off mortgages. 

At first there was huge uncertainty 
over which companies would allow 
customers to use the freedoms – 
and exactly what deals there would 
be. This is because there is no 
legal obligation for companies 
to offer the freedoms.

Initial fears that savers would be 
denied access to the new freedoms 
and face punishing charges became 
a frustrating reality for millions. 
Some were reluctant and refused 
to offer the full flexibilities.  

That is why Telegraph Money 
launched our ‘Make Pension 
Freedoms Work’ campaign to 
pressure companies to remove 
barriers to the flexibilities. 
Companies, including Friends Life, 
Prudential, Scottish Widows, LV= 
and Royal London, have reduced
fees and widened the scope of 
the freedoms they offer. 

Here we look at what has changed 
and how the major providers now 
line up.

How long will it take me to 
access my money?
A major frustration for savers has 
been the lengthy wait for their 
pension provider to hand over their 
money. Some savers waited months 
to access funds; others were charged 
hefty administration or exit fees. 
Processing times vary significantly, 
from a few days to a few weeks. But 
generally the waiting time has 
reduced with most aiming to transfer 
funds within five working days.

Who offers flexible pensions – 
and how much do they cost?

No provider surveyed now charges 
an administration fee to transfer a 
fund, but early-exit fees still apply in 
around one in ten cases. Early exit 
fees may apply for withdrawals 
before a certain date in the life of 
the product. In extreme cases these 
can be more than 40pc of your fund. 
In general, there are two types of 
penalty: contractual penalties and 
market value reductions (MVR).

Jonothan McColgan, a financial 
adviser at Combined Financial 
Strategies, says the first occurs with 
older schemes taken out in the 
Eighties and Nineties where the 
original adviser or salesman took 
commission and the product is 
“back-end loaded” with exit penalties 

James Connington investigates 
what flexibilities are available 
to savers - and at what cost

Pension freedoms: what’s on offer now

to cover the cost of that advice. 
MVRs, another type of exit fee, are 

a problem with older products, and are 
often applied to “with-profits” policies 
if investments do not perform as well 
as expected. If you have an exit fee 
applied to your fund, note that from 
2017 the Government has promised to 
cap this at a level yet to be set – 
but it could be as low as 0pc. It may 
therefore be worth waiting until 
this is announced before paying to 
withdraw your money. 

withdrawal), capped at a maximum 
of £1,250. Compared with other 
providers this only starts to look 
cheap if you have a pension pot of 
well above £1m, although it includes 
advice that may add to the value of 
your pension.

Standard Life does not charge for 
flexible withdrawals but carries 
annual fund management fees of up 
to 2.88pc. Aviva’s non-advised 
platform has annual management 
charges, excluding fund charges, of 
0.4pc up to £50,000, and 0.35pc up 
to £200,000. For larger pots this fee 
reduces. Legal & General only allows 
flexi-access drawdown for funds of 
£50,000 or more.

Will I have to pay for financial 
advice to access my money?
Standard Government regulations 
mean savers with defined benefit 
schemes and safeguarded rights 
policies such as guaranteed annuity 
rates are required to pay for financial 
advice if their pension is worth more 
than £30,000. But about half the 
providers surveyed still require you 
to pay for expensive advice, even 
where the law says it is not necessary. 

Legal & General requires you to 
take advice if you are buying a self-
invested personal pension (Sipp) as a 
new customer, as well as for defined 
benefit transfers with a value of less 
than £30,000. Savers moving 
pension money to one of LV=’s 
flexible retirement products is 
required to pay for financial advice.

Despite this, Jeremy Fawcett, head 
of direct at Platforum, an investment 
research body, says the tide is 
turning in the right direction. “The 
majority of traditional pension 
providers will now allow people 
to go into non-advised drawdown.” 

How much you can withdraw
All insurers surveyed said they do not 
apply a limit, meaning you can take 
100pc of your pension in one go if 
you choose. But some caveat that 
they do not expect frequent small 
withdrawals. Legal & General 
restricts UFPLS to two a year with a 
minimum value of £5,000. You also 
have to have a minimum of £5,000 
remaining in your account.

It has a slightly different policy 
for workplace pensions, with no 
minimum requirement to leave 
anything invested. But there is a 
£2,000 minimum for ad hoc 
withdrawals, with one free 
withdrawal every 12 months. The 
rest are charged at £20 each. Some 
providers also place restrictions on  
flexi-access drawdown for savers 
with smaller pensions (see table).

So where are the best deals?
Ultimately it depends on the policy 
type, the size of the pot and what
you intend to do with it. Use the 
tables to navigate the policies of 
some big providers to see what 
kind of charges or restrictions 
you might face.

Email:
James.connington@telegraph.co.uk

Survey results: Insurer’s charges and restrictions for pension freedoms 

Good outlook: a
year on, pensioners
have an easier view
of  what is on offer

directly from the pension fund, with 
25pc allowed as tax-free cash. The tax-
free cash and income portions must be 
taken at the same time, making it a less 
flexible option. The only provider not 
to offer UFPLS is LV=. 

In terms of charges there are major 
variances between providers for these 
two options. Phoenix offers UFPLS and 
flexi-access drawdown through its 
partnership with Just Retirement, an 
advice firm, where there is a 2pc 
advice fee (of net fund value after 
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All the insurers we surveyed now offer 
flexi-access drawdown, the most 
flexible type of pension, which allows 
you to take 25pc of the fund 
as tax-free cash, leaving the rest 
invested. You can then take as much 
or as little income as you choose; 
including taking the whole fund 
at once (subject to income tax). 
Another, less flexible alternative to 
flexi-access drawdown is UFPLS 
(uncrystallised fund pension lump 
sums). It allows you to take lump sums 

 No charge for taking
full fund as cash but
exit fees may apply
 Standard charge
of 0.25pc plus an
additional charge of
£175 (eg, £250 for a
£30,000 pot or £425
for £100,000 pot)

 No charge but exit
fees may apply
 Advice fee of 2pc
(max £1,250) applies
(eg, £450 for a
£30,000 pot or £1,250
for £100,000)
 £75 charge applies
in any year where
income is taken

 Frequent small withdrawals from a partial UFPLS are not expected
(but the provider does not attempt to limit unreasonably)
 Personal pensions: no more than two UFPLS per year at £5,000 min
– no charge, must leave £5,000 invested. Corporate pensions: £2,000 min
per ad hoc withdrawal, one free in 12-month period and others £20 each,
no min to leave invested. No limit on flexi-access income amount,
min £30k fund value at start, £250 set-up fee, no other charges apart
from management charges
 Limit within flexi-access drawdown product
 Income paid monthly or on request

 For transfer of
safeguarded benefits
 For opening a Sipp and
for safeguarded benefits
 For new customers
using LV= products to
make use of freedoms

Flexi-access 
in detail

Prudential Annual fees
of 0.75-1.5pc including
fund charges; no
charge for withdrawals
Aviva Consumer
platform management
charges (excluding fund
charges): 0.4pc up
to £50,000, 0.35pc
up to £200,000
(reducing thereafter);
adviser platform
portfolio charges
(excluding fund
charges): 0.4pc up
to £30,000, 0.35pc
up to £250,000,
reduce thereafter
L&G Initial fees £175
plus continuing fees
of 0.25pc plus fund
management charges
LV= Annual fees
0.25pc plus £175
additional charge
Scottish Widows
“Service charges”
of 0.7pc to 1.15pc
apply plus fund
management fees
Standard Life Annual
fund management
fees of 0.51pc to
2.88pc apply
Phoenix through JRS,
an advice firm; charges
of 2pc apply after
cash withdrawals
(max £1,250).
Friends Life yes;
management charges
(excluding fund
charges) 0.4pc up to
£50,000, 0.35pc up to
£200,000, reducing
thereafter; advised
platform portfolio
charges (excluding fund
charges): 0.4pc up
to £30,000, 0.35pc
up to £250,000,
reduce thereafter
Aegon yes; annual
charge of £75 if
withdrawals are made;
One Retirement
platform: 0.3pc annual
charge plus fund
charges; Retirement
Choices platform:
0.54pc charge plus
fund charges

Allows 100pc cash
withdrawals?

Allows UFPLS? Flexi-access
drawdown?
(see right)

Average time to
transfer funds

Needs financial advice
(above government
requirements)?

Annual
withdrawal
limit

* * *

* * ** * *

* * *
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Financial planning

Is financial advice  
worth the fees? 

traded funds) so customers pay just 
0.19pc in fund fees. By contrast, Rplan 
charges a 0.35pc fee for selecting a 
portfolio of funds, then 0.61pc in 
underlying investment costs. 

This is cheaper than a visiting a 
traditional adviser. But customers 
should remember the scope of 
the advice is more limited. Most robo-
advisers can only help customers build 
an investment portfolio; they won’t 
tell you whether you should be 
investing in an Isa or pension, or give 
guidance on retirement income.

And some companies are taking 
the idea of robo-advice a step further. 
Last year LV=, the insurer, launched a 
new tool called Retirement Wizard, 
which, for a one-off fee of £199, can 
recommend a retirement-income 
plan for the over-55s.

The advice is fully regulated, as 
decisions are based on the customer’s 
financial position and attitude to risk. 
For example, it might recommend 
taking a lower income to preserve 
someone’s fund for longer. This 
may sound astonishingly cheap. But 

there is a catch. To execute the 
recommendation there is a further 
charge of around £699.

Getting cost-effective and more 
focused advice isn’t easy, but this may 
be about to change. The Government 
is consulting to see if advisers can 
offer low-cost “simplified” advice. 

This is likely to be offered by banks 
and other providers offering similar 
online robo services in due course. 
�Top tip It’s important to think 
carefully about how you answer the 
questions: a slightly different response 
can make a significant difference to 
the investments recommended. 
Review and update your goals 
regularly – these robo-advisers may 
not automatically do this. 
�Will it pay for itself? It should be 
cost-effective for most investors, but 
those with more complex finances may 
need to pay for additional help.

Full financial advice
Independent financial advisers (IFAs) 
are authorised to give you advice and 

W ill handing 
hundreds 
or even 
thousands 
of pounds 
to a financial 

adviser boost your pension fund 
– enough to pay for itself? This is a 
question pondered by millions of 
savers as they enter the final years 
of their working lives.

Advisers justify their fees by 
claiming their services more than 
compensate for the cost. But as a 
major report on the financial advice 
market published by the Financial 
Conduct Authority found last 
week, a notorious history of mis-
selling in Britain has left today’s 
savers very sceptical about whether 
advice is worth taking. 

Many people are also increasingly 
confused about their retirement 
options, given the changes that 
have been made to pensions in 
recent years. There are a number of 
different “advice” options available, 
but the fees charged and the services 
offered vary enormously. We look at 
the most common options below, so 
you can find the service suited to 
your circumstance and your budget: 

Free guidance
Your first port of call in most 
circumstances should be free online 
advice. A good place to start are 
the Government’s free services, 
Pension Wise and the Pension 
Advisory Service. Pension Wise 
is specifically aimed at over-fifties 
approaching retirement. People can 
book a telephone, or face-to-face, 
appointment to discuss their 
retirement options.

The Pension Advisory Service 
will soon close as a result of funding 
being stopped by the Government. 
But for savers looking for help 
now it offers information online, 
and the option to set up a web chat 
with a specialist. 

Both are useful if you’re unsure 
about current pension rules. These 
advisers can set out the pros and 
cons of different options, such as 
drawdown versus annuities. 

However, these services have 
limitations. Don’t confuse them 
with “regulated” financial advice, 
in which you have recourse if 
something goes wrong. These 
advisers will not recommend 
products or suggest what course 
of action you should take. As both 
are free, customers have nothing 
to lose using these services as a 
starting point, then paying for any 
additional help, if it’s needed.
�Top tip: Do your homework first. 
If you don’t have all the relevant 
documents relating to your pension 
value and where it is invested, as 
well as a clear idea of your retirement 
goals you may be wasting your time 
with this service.
�Will it pay for itself? It’s free, so 
there’s no risk of losing money.

Robo-advisers
There’s a new type of pension adviser 
on the block – new ‘‘robot advisers’’ 
that use computer modelling to 
help you make important decisions 
about your retirement.  

Customers complete various 
online questionnaires: about 
attitude to risk, financial 
circumstances and how long they 
plan to invest. These answers are fed 
into computer programmes which 
will direct the customer to an 
appropriate model portfolio.

Companies offering these 
investment services include Nutmeg, 
Money-on-Toast, Rplan and Simply 
EQ.  The cost varies but most 
charges are less than 1pc – for this 
computer-driven advice, plus 
investment charges on top. 

Nutmeg for example charges 
0.75pc, but it runs its own portfolios 
(investing in low-cost exchange-

recommend suitable pensions 
products (such as annuities or 
drawdown products) and investment 
options (such as funds or individual 
shares). They can build you a full 
retirement plan incorporating 
tax planning, investment and 
long-term budgeting. You can 
also pay them to monitor your 
finances on a regular basis and 
adjust them accordingly.

Fully comprehensive services like 
this are offered by major reputable 
pension providers such as Tilney 
Bestinvest, Hargreaves Lansdown 
and Fidelity. You can also find a list 
of fully regulated IFAs through 
websites such as unbiased.co.uk. 
Financial advisers are now required 
to disclose advice costs in advance, 
and separate these from investment 
costs. But comparing costs isn’t 
always easy: some advisers charge 
hourly fees (usually around 
£200 per hour), others levy 
a one-off fee for specific tasks. 

According to Unbiased, an initial 
review costs £500 on average. 
Those looking for pension advice at 
retirement can expect to pay around 
£1,000 for help investing a £100,000 
pension fund. This fee doubles if 
they don’t have a clear idea what 
they want to do with their retirement 
savings, meaning the IFA has to 
spend longer helping them.

Billy Burrows, an independent 
pension expert, said the amount 
customers benefit from advice very 
much depends on what they could 
have done on their own. Some may 
make very poor decisions without 
advice, which could leave them 
worse off in the long run, he said. 
Customers buying products through 
an IFA sometimes get preferential 
rates on products such as annuities. 
Alternatively, an adviser may help 
them reduce their pensions tax 
bill significantly, in which case 
the advice will easily pay for itself. 

Mr Burrows said: “People may 
not have considered all the options 
open to them. An adviser will 
highlight those options, which 
won’t necessarily be the case with 
simplified robo services.’’

Rowena Griffiths, a chartered 
financial planner at Female First 
Management, says whether people 
will “break even” from advice 
depends on age and circumstances. 
She said: “Most 30-year-olds 
have access to a company pension, 
so won’t need advice.” 

But, she says: “It’s a different 
matter at retirement. We have people 
with complex ‘S32’ policies full of 
jargon like ‘GMP revaluations’ and 
‘cash equivalents’. A website is 
unlikely to explain what these are 
or what they are potentially worth, 
but an adviser can digest and 
clearly translate this for you.” 
�Top tip If you only want help with 
a specific issue, consider paying an 
hourly rate instead. Ask for an initial 
free meeting so you can discuss costs 
and get to know the adviser.
�Will it pay for itself? This is more 
likely to be cost-effective for those 
with more complex financial affairs 
and/or substantial savings.

‘Getting cost-effective 
advice isn’t easy – but 
change is on the way’

Robo advice is a new, cheaper type of financial advice. But it has limits
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Emma Simon 
looks at three 
different types of 
advice – and when 
you could use them

Advice could boost 
your pension by 
reducing your tax 
bill – or improving 
your investment 
growth

* * *

* * * * * *
* * *
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Pensions doctor
F iona Sheffield 

is 56 years old 
and currently 
unemployed. 
She is about 
to receive 

around £100,000 in cash 
from the sale of a house and 
she says she has been “going 
round in circles” thinking 
about how to invest it to 
“make more money” for 
her future.

She has two sons, 23 and 
18, with the youngest still 
living at home. The eldest 
lives in London and is 
planning to obtain a grant 
so he can go to university.

Ms Sheffield currently 
lives at her long-term 
partner’s home where 
she buys all their food 
but doesn’t pay rent. Her 
monthly outgoings are low 
at around £500, but this is 
because she is trying to be 
thrifty until she gets a job.

She used to manage a 
property business but now 
she wants to retrain as a 
digital illustrator. Once 
she has retrained on a 
short course, her earning 
potential could be around 
£15 an hour. She hopes she 
will be working full time 
from home by the summer, 
doing drawings for building 
services and architects, with 
her work ranging from 
multi-storey car parks 
to residential houses.  

Ms Sheffield’s main 
financial worry is about her 
future security, but she does 
not want to retire until she 
is at least 65, possibly later, 
giving her an extra decade 
of work and time to save.  

For now her main task is 
to invest the £100,000 as 
well as possible. The sum
is her only savings so, 
understandably, she is 
nervous about losing 
money. One option she is 
considering is spending it 
on a buy-to-let flat nearby. 
She would be prepared to 
manage the property and 
she would hope to get about 
£500 a month in rent. 
She’d also be prepared to 
look elsewhere in the 
country and pay an agent 
to look after it, if it meant 
that she could achieve a 
higher yield overall.

She is also considering 
investing part or all of the 
money, but she is worried 
about not being able to 
access the money if she 
suddenly needed it. She 
has thought about putting 
it into bank accounts but is 
turned off by the low rates 
available. Her brother 
holds premium bonds and 
has told her they are a 
good investment, so she 
also wants to know if this 
could be an option. 

Ms Sheffield has full NI 
contributions and so should 
receive a full state pension.

property is the least 
accessible of all assets. 

Even without earnings, 
Ms Sheffield could make 
a contribution to a pension; 
this would be particularly 
tax-efficient as she only 
needs to pay £2,880 
for £3,600 go into her 
pension – this is the 
maximum without earnings, 
and allows her to draw 
25pc tax-free in the future 
with the rest taxed as 
earned income.

Looking to her future, 
self-employment should 
see her bringing in a total 
of £25,000-£30,000 a year, 
based on a full-time role 
with the hourly rate she 
thinks is feasible. It would 
be efficient for her to 
consider paying anything 
above the personal 
allowance (which is 
£11,000 next tax year) 
into a private pension. 

This would only give 
her just under £1,000 
a month to spend, but 
any shortfall could be 
funded by the cash savings. 
This might sound perverse, 
but withdrawals from 
capital will not be taxed, 
and all the payments to 
the pension would also 
be tax-free.

She should also fund an 
Investment Isa. Both the 

Katie Morley helps a 
reader with 10 years 
before retirement 
decide where to 
invest £100,000 

Alison Treharne, 
chartered financial 
planner at Shore 
Financial Planning, said: 
Fiona needs to think about 
the security of her 
accommodation. If no legal 
arrangements have been 
made, she could find herself 
with nowhere to live one 
day in the event of death or 
separation. Sorting out this 
legal standing might be one 
of the most important 
financial decisions she ever 
makes, so she should 
consider this as a priority. 
Also, if her partner has 
pension benefits, she may 
miss out on these, too, 
unless she makes the 
necessary arrangements.

She should always keep 
cash as an emergency fund. 
As she does not have a job, 
she should would consider 
keeping as much as two 
years’ worth of living 
expenses. This would be at 
least £12,000 but ideally 
£20,000 or £30,000. 

The cash could be 
retained in an interest- 
bearing account. Fiona 
should consider Santander 
123, which looks attractive 
for a £20,000 sum. She’d 
need to pay £500 per 
month in but that could 
come from another account 
on a standing order. It pays 

3pc, which is a very good 
rate. She could also 
purchase some premium 
bonds as a “punt” – but she 
needs to know that this is 
not cash or an investment. 
Premium bonds are tickets 
to a lottery. There’s the 
chance to win big but on 
average the winnings 
work out at around 1.35pc 
a year, and are tax-free. 

Fiona is right to be cautious 
with her investment 
approach. As she currently 
has no income, I think 
buy-to-let would be 
inappropriate at this stage. 
She would probably have to 
take out a mortgage to 
afford a property, and that 
would add extra risk. 
Property is illiquid, which 
means it can take ages to
 sell if you need to. It is also 
potentially tax-inefficient 
on sale. The rental income 
might be tax efficient now 
as she is a non-taxpayer 
but when she starts work, 
Fiona will want to keep her 
personal tax-free allowance 

(£11,000 from 6 April) 
for her salary. Buy-to-let 
income could then be 
taxable at 20pc – eating 
into the gains. 

I would suggest she 
invests money in the stock 
market using a “phased 
approach” over 25 months 
and across four tax years, 
to be more cautious. She 
should use her Isa allowance 
each tax year (£15,240 a 
year) and put £2,880 into a 
personal pension. A total 
of £720 tax relief is added 
– even without any earnings 
she can contribute this 
amount). That’s £72,480 
over four tax years.

Alistair Cunningham, 
financial planning 
director at Wingate 
Financial Planning 
In 10 years’ time, Ms 
Sheffield will receive 
her state pension, and she 
could sensibly plan to retire 
then. She should currently 
expect a state retirement 
income, in today’s money, 
of £8,100 a year.

Applying all of her 
£100,000 savings to a single 
investment, especially 
something as illiquid as a 
property, is unlikely to be 
a good idea. Ms Sheffield 
has expressed a preference 
for accessibility, and 
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Forward planning: 
Fina Sheffield 
can pay into a 
pension while 
she’s not working

pension and Isa should be 
invested in a way that takes 
into account that 66 might 
be her state pension age, but 
she is highly likely to live for 
several decades, and her 
funds need to last this long.

Assuming a “balanced” 
(neither high or low) attitude 
to investment, Ms Sheffield 
should look for a portfolio 
that’s a little over 50pc in 
stocks and shares, with a 
UK and global focus, and the 
rest in more cautious assets, 
for example, corporate and 
government fixed interest 
(debt) securities.

On the above approach, 
and assuming she can live 
on £1,000 per month, and 
earns the lower expectation 
of £25,000, she would have 
a state pension of £8,100 
a year and a private pot of 
£165,000. This should 
comfortably give her £1,000 
a month left to spend from 
age 56 to 66 without 
touching her cash, and 
£1,000 a month for the rest 
of her life once she draws 
down on her cash capital.

In short, she is on target 
for a spendable level well 
in excess of her current 
monthly outgoings, and 
pensions, Isas and the new 
tax-free savings allowances 
will help improve the 
efficiency of this plan.

‘Fiona is right to 
be cautious with 
her investment 
approach’

* * *

* * ** * *

* * *
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After the storm: how shares beat cash 

Returns on UK equities have seen investors’ profits soar since 2009, while money held in cash accounts has languished

Equities have 
soared in the seven 
years since ‘QE’ 
began – but so have 
many other types of 
fund. Philip Scott 
explains why

I f you were brave enough 
to invest in the UK stock 
market at the height of the 
financial crisis in March 
2009, you’ll have reaped 
significant rewards, and 
then some. In the wake of 
the roaring bull market 
that followed the crisis, 

£100,000 invested in a FTSE 100 
tracker fund seven years ago would 
have rocketed to an impressive 
£221,370 today.

UK investments experienced a 
long and sustained bull run after the 
stock market crash of 2008/09, when 
shares took a nose dive. But in the 
years that followed, every asset class 
made substantial gains, as we explain 
below and as the chart shows. 

The extraordinary recovery of 
share prices was, in part, down 
to the Government introducing 
several rounds of “quantitative 
easing”, whereby it pumped billions 
of pounds of extra money into the 
economy. This money was then used 
to buy bonds from investors such as 
banks or pension funds, providing 
a major boost to the economy overall.

But in another attempt to prop 
up the economy the Government 
cut interest rates to 0.5pc seven 

years ago, meaning the picture has 
been far less rosy for cash savers 
ever since.

This means the difference in gains 
between those who invested and 
those who saved is huge. 

For savers who want their cash 
to work harder today, the backdrop 
remains bleak. Cash savers are 
estimated to have lost £160bn in 
interest since September 2008.

Here we look at how UK funds 
have done since the crisis, and reveal 
where the experts are recommending 
that investors put their cash.

UK equities: a bargain 
hunters’ paradise
Analysis from the IA shows that 
£100,000 invested at the nadir of 
the crisis into the average UK equity 
income fund, which invests in 
dividend-paying companies, would 
have since grown to £232,400. The 
same amount in a typical UK growth 
fund in the UK-All Companies sector 
would have grown to £233,000. 
At the riskier end, UK smaller 
companies funds, which mine for 
gems outside the blue-chip FTSE 100 
index, have surpassed expectations, 
where the average vehicle has had 
a 234pc gain, turning £100,000 
into £334,200.

UK equities bore the brunt of the 
financial crisis and were sold off 
heavily. But the sector benefited 
from the so-called “dash for trash” in 
2009 as many investors tried to get a 
bargain. Many bombed-out sectors, 
such as banking, have since enjoyed 
strong share-price rises. Barclays 
stock has risen by more than 200pc 
in the past seven years, while Lloyds 
has shot up by more than 220pc. 
FTSE-250 listed pharmaceutical 
group Croda International is up by a 
massive 640pc.

UK equity income funds also had a 
torrid time during the crisis as banks 
and insurers suffered. Both were big 
dividend-paying sectors in the UK. 
But while the initial recovery was 
partly down to investors looking for 
a bargain, over the longer term the 
merits of compounding reinvested 
dividends helped this sector to 
maintain a strong performance.

Research from Barclays shows that 
if someone had invested £100 in the 
UK market at the end of 1945 but had 
not reinvested the dividends, the 
sum would now be worth £8,919. But 
if they had reinvested the income, 
that £100 would now be worth 
nearly £182,000. 

UK smaller companies, after initially 
feeling the pain, recovered strongly 
in 2012 and 2013 as investors piled 
in, realising they could prosper in 
an environment of low rates. Given 
that smaller firms are much more 
susceptible to market swings, when 
the recovery got under way in the 
sector in 2012 and 2013, some firms 
experienced huge share-price gains, 
with online retailer Asos rising by 
more than 921pc since. Riding the 
wave of the housing market boom, 
property site Rightmove has since 
seen its shares jump by almost 1,750pc.

market’s performance, so if the index 
plummets your capital will follow. For 
investors looking for an active fund 
run by a stock-picking fund manager, 
Mr Haynes tipped the Miton UK Value 
Opportunities fund (0.83pc), which 
seeks stocks that are overlooked or 
undervalued by the market.

Given the dash for yield in recent 
years, dividend-focused UK equity 
income funds that look to deliver 
a rising income alongside capital 
growth have become very popular. 
The dividend sector has suffered a 
number of casualties of late, especially 
among miners – BHP Billiton recently 
announced a 74pc cut – but the widely 
observed UK Dividend Monitor from 
Capita Asset Services forecasts total 
payouts from UK plc should still reach 
£86.5bn in 2016. 

For an equity income play, most 
back the Woodford Equity Income 
fund, which charges 0.75pc a year. 
The portfolio is run by Neil Woodford, 
one of Britain’s best-known fund 
managers, who has a track record of 
delivering market-beating returns 
with impressive income growth.

While UK smaller companies funds 
have performed well recently, the 
promise of greater returns comes with 
bigger risk. The firms they invest in 
tend to be more domestically focused, 
which can help shield investors from 
international headwinds, but they are 
usually far more sensitive to market 
swings in comparison to their blue-
chip counterparts. 

Laith Khalaf, senior analyst at 
fund broker Hargreaves Lansdown, 
tipped Schroder UK Dynamic Smaller 
Companies, which has an annual 
charge of 0.91pc. He said: “Smaller 
companies can be volatile but the 
rewards from investing in this area 
can be enormous.”

Bonds bounce back
Bonds issued by the UK Government, 
called gilts, are widely seen as one 
of the lowest-risk investments. Gilts 
became a safe haven for many in 
the crisis and remained popular as 
investors repeatedly underestimated 
how far prices would rise as fears 
of a further collapse loomed 
over riskier assets. 

Savers who had invested in the 
average gilt fund in March 2009 would 
be sitting on a gain of more than 43pc, 

turning £100,000 into £143,400. But 
sterling corporate bond funds and 
high-yield bond funds have made far 
higher returns, of 68pc and almost 
97pc respectively, since March 2009.

Both types invest in bonds issued 
by companies but the latter seeks 
higher-paying investments in firms, 
which generally have a greater 
chance of default. 

Bonds, which are generally more 
defensive than shares, have delivered 
the goods since the crisis, according 
to the IA. Sometimes referred to 
as fixed-income investments, they 
are “IOUs” issued by governments 
and companies looking to drum up 
cash. Investors lend their money 
for a set period and the bond issuer 
pays interest. When the bond 
reaches maturity, the loan should 
be returned in full – the main risk 
is the issuer going bust. Bonds have 
performed well on the back of falling 
interest rates, to which they are 
very sensitive – when rates drop, 
the income offered becomes more 
attractive and prices rise. But when 
rates rise, prices tend to drop.

As higher-yield bonds are a higher-
risk asset class, they initially suffered 
more during the crisis but bounced 
back when the most pessimistic 
predictions about bankruptcies 

did not materialise and action from 
central banks meant they were 
attractively priced for adventurous 
investors, helping to boost 
performance as investors piled in.

But there is uncertainty as to 
where bond prices go from here. 
There are concerns over the amount 
of debt owed by companies due to 
their bond issuance, while monetary 
policy is on a knife-edge. The US 
raised its key interest rate for the first 
time in nearly a decade in December 
and if the economic clouds dissipate 
and central banks tighten things up, 
bonds are likely to suffer as a result.

Bond funds to consider
Despite the uncertainty, for risk-
averse investors and as part of a 
broadly diversified investment 
portfolio, holding bond funds makes 
sense, as they will help buffer losses 
when shares fall. Experts frequently 
recommend “strategic bond” funds 
to investors, which can invest in a 
variety of different fixed-interest 
types including high-yield, corporate 
and government bonds.

Given that they can invest in 
such a wide variety of fixed-income 
investments, strategic bond funds 
were very well placed to profit from 
opportunities the crisis created, as 
fund managers could invest where 
they saw fit, which pushed prices 
higher. The IA’s numbers show that 
since March 2009 the average fund 
has delivered a 73pc-plus return, 
turning £100,000 into £173,500.

Patrick Connolly, a certified 
financial planner at Chase de Vere, 
is a fan of strategic bond funds. “We 
believe bonds look expensive and 
have the potential to fall in value. 
Managers of strategic bond funds 
have greater flexibility so should 
avoid pitfalls and seek the best 
opportunities,” he said. 

A fund often recommended 
and backed by Mr Connolly is 
Jupiter Strategic Bond. It has broad 
international exposure to a variety 
of fixed-income investments and 
carries a 0.73pc annual charge.

Mixed investment funds: a 
one-stop shop for growth
Mixed investment funds, sometimes 
referred to as multi-asset funds, offer 
one-stop shop diversification as they 
can invest in a wide range of assets, 
such as commercial property and 
commodities, as well as shares and 
bonds. They have had the benefits 
of the rally enjoyed by the two latter 
assets, as well as property, over the 
past seven years.

The best-performing type since 
the crisis has been Mixed Investment 
40-85pc Shares, which as the name 
suggests can hold most of its assets 
in the stock market. This exposure 
to shares has seen the average fund 
achieve a gain of nearly 85pc since 
March 2009, turning £100,000 
into £184,800. 

Darius McDermott, managing 
director at Chelsea Financial 
Services, rates the Premier Multi 
Asset Growth & Income fund.

Like its peers, this fund has a 
higher charge of 1.63pc as it invests 
in other funds. But for the heavier 
price tag investors get exposure  
to international and UK shares as 
well as bonds and other investments. 

Mr McDermott said: “The 
management team have a 
demonstrable capability for  
growing income and capital.” 

However, the UK is facing 
headwinds. About 70pc of revenues 
earned by the biggest 350 UK-listed 
firms come from outside Britain, so 
international obstacles can weigh 
heavily on the British market. 
Slowing growth in China coupled 
with pressures on oil and commodity 
prices has caused the market to sell off 
sharply this year. The EU referendum 
on June 23 is also likely to create 
market uncertainty. 

But Gavin Haynes, managing 
director at wealth manager 
Whitechurch Securities, pointed 
out that consumer-focused areas 
of the economy are on a relatively 
firm footing. “In terms of a potential 
Brexit, any sterling weakness could be 
positive for UK exporters and provide 
a tailwind for multinationals, which 
generate the majority of their earnings 
overseas,” he said.

UK equity funds to consider
For investors looking for cheap 
access to UK shares, a tracker fund 
that simply replicates the market is 
a good option. The HSBC FTSE All 
Share Index, for example, follows the 
broader market and has an annual 
charge of just 0.07pc. Bear in mind 
that passive funds just mirror the 

‘Promise of greater 
returns comes with 
bigger risk’

Returns on UK funds vs cash over past seven years Investment assocIatIon
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Following the tumult of the 
financial crisis the stock market 
has offered better returns than 
the safety of cash, although falls 
in the price of oil have caused 
shares to tumble this year

£100k

£150k

£200k

£250k

£300k

£350k

£50k
2009 2010 2011 2012 2013 2014 2015 2016

Growth of £100,000
KEY
� UK smaller companies
� UK all companies
� UK equity income
� High-yield bonds
� FTSE All Share
� FTSE 100
� Mixed investment 40-85%
� UK index-linked gilts
� Strategic bonds
� Corporate bonds
� Savings accounts

£100k

£150k

£200k

£250k

£300k

£350k

£50k
2009 2010 2011 2012 2013 2014 2015 2016

Growth of £100,000
KEY
� UK smaller companies
� UK all companies
� UK equity income
� High-yield bonds
� FTSE All Share
� FTSE 100
� Mixed investment 40-85%
� UK index-linked gilts
� Strategic bonds
� Corporate bonds
� Savings accounts

your questions answered

Allowance rules 
 I am earning £100,000 and 
would like to use my full 
pensions allowance of 
£40,000 this year. If I put in 
£32,000, the Government 
would give me tax relief 
worth £8,000, taking my 
total contribution to 
£40,000. Do the rules apply 
to “after-tax” contributions, 
meaning I can only 
contribute £32,000, or can 
I contribute £40,000?
DB, via email

Olivia Rudgard said: If you 
pay tax at the higher rate, 
the amount that you put 
into a pension, including 
from an employer or the 
Government, cannot exceed 
£40,000. As a higher-rate 
taxpayer, you should pay in 
£32,000 and you would get 
£8,000 added directly to 
your pension at the basic 
rate of tax relief. A 
higher-rate taxpayer can 
claim an additional 20pc 
via self assessment, and an 
additional rate taxpayer 
can claim 25pc. So you could 
claim an extra £8,000, 
which would go directly to 
you, not into your pension.

The only way you can put 
more than £32,000 in 
would be if you had 
additional allowances from 
the last three years to carry 
forward. If you didn’t use 
your full allowance in any of 
the last three years you can 
use up the extra by paying it 
into your pension this year.
You must have had a 
pension in the years you’re 
carrying forward, and have 
had earnings of at least the 
amount you’re contributing.

If you were to pay in the 
full £40,000 yourself and 
had no previous allowances 
to carry forward, the 
pension scheme would 
claim £10,000 tax relief on 
your behalf, and you’d pay 
tax on that at extra £10,000 
at 40pc – which would 
mean a £4,000 bill. Most 
pension schemes have a 
safety net designed to stop 
you paying over the odds by 
asking if you have sufficient 
carry-forward allowance to 
warrant that payment.

Lump sum wanted 
I left my former employer 26 
years ago, at which point my 
final-salary pension was 
frozen. I have retired early 
and would like to draw my 
pension. In 2013, I asked the 
administrator for an early 
retirement quotation, which 
was supplied. I understood at 
the time that I should be able 
to take at least 25pc of my 
pension as a lump sum and 
wrote to the administrator on 
this basis. The reply said the 
pension plan was “contracted 
out” and therefore must, by 

future amount they have 
a duty to pay as a GMP.

Mr Walker said: “If a 
transfer value is available, 
then 25pc of that will be 
available as a tax-free lump 
sum if, when you decide to 
draw on that value, you 
have not exceeded your 
lifetime allowance.’’ But he 
warned the scheme may not 
be able to offer a transfer 
value if the cost of providing 
your GMP exceeds the 
current transfer value.

Should I opt out? 
My employer last year closed 
its final-salary scheme and 
we now have a “career 
average” defined-benefit 
scheme. Aside from being less 
generous,  the amount we 
have to contribute has gone 
up to 7.3pc and, importantly, 
we cannot claim the full 
pension until state pension 

Olivia Rudgard helps 
answer readers’ 
questions about the 
annual pensions 
allowance, taking a 
lump sum and 
whether to stay in an 
employer’s scheme

law, pay a “guaranteed 
minimum” pension. As my 
pension was lower than this I 
was unable to swap any of my 
pension for a lump sum. I am 
about to ask for the latest 
retirement quotation from 
the plan, and would like to 
know if there is anything in 
the new pension rules that 
would enable me to obtain a 
larger part of my pension as 
a cash lump sum?
SB, via email

Olivia Rudgard said: The 
responsibility of final salary 
schemes to provide a 
guaranteed minimum 
pension still stands. Your 
final-salary “contracted 
out” scheme is required 
to provide a pension at 
retirement age at least equal 
to the earnings-related 
pension you would have 
received, had the scheme 
not been contracted out.
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Do you have a financial question 
and need an answer? Email us at: 
moneyexpert@telegraph.co.uk or
write to: Telegraph Ask an Expert, 
111 Buckingham Palace Road, 
London, SW1W 0DT. 

If you would like a more 
in-depth analysis of your whole 
financial situation, please write 
to the above addresses marking 
your correspondence as “Pensions 
Doctor”, if you would like a pensions 
plan, or “Money Makeover” for a 
full money plan.

Contact us

provided from the value 
of benefit entitlement that 
exceeds the cost to the 
scheme of providing the 
guaranteed minimum 
pension at the scheme’s 
normal retirement age.”

One way around this is 
to see if the scheme will let 
you transfer out. You’ll need 
to speak to a financial 
adviser before you do this, 
and don’t take this decision 
lightly – transferring out of a 
defined-benefit scheme may 
well make you worse off. 

You also need to take into 
account your lifetime 
allowance, which will fall 
from £1.25m to £1m in April. 
If you exceed this through 
withdrawing a lump sum 
from this scheme after you 
have transferred it out, you 
will be taxed at 55pc. The 
scheme may still not be able 
to provide this transfer if it 
would be lower than the 

ask an expert
age. Recent news suggests 
this could be at around 
80 years old, though we can 
take it early at a reduced 
rate. My question is whether 
I would be better off 
withdrawing from this 
scheme and saving towards a 
private pension or even 
putting the money towards 
the two buy-to-let properties 
I own. I am 34, earn £52,000 
a year, am married, have a 
£100,000 mortgage on my 
residential property and 
was hoping to retire at 60.
ST, via email

Olivia Rudgard said:
Depending on your scheme, 
opting out is unlikely to 
get you a better deal. 
Gary Smith of Tilney 
Bestinvest, said: “The 
benefits of the career 
average defined-benefit 
scheme are still likely to be 
far greater than you would 
receive from a private 
pension arrangement”.

Relying on buy-to-let as a 
pension fund is likely to be 
much riskier in the light of 
recent tax hikes, including 
a stamp-duty surcharge and 
an increase in the taxation 
of rental income.

Be aware, too, that the 
conversion of a final-salary 
scheme into a career 
average scheme might mean 
you have to work fewer 
years to gain a larger 
percentage of your career 
average salary in retirement.

Even after the changes, 
transferring your pension 
elsewhere is unlikely to 
leave you better off.

“If you were to redirect 
7.35pc of your salary into a 
private pension and, if we 
assume that your salary 
remains constant, then the 
value of your pension fund 
on your 60th birthday 
would be circa £208,000, 
assuming an average annual 
investment return of 5pc. 
You could withdraw 25pc 
(£52,000) as a tax-free lump 
sum, with the remaining 
£156,000 available to 
provide a pension.

“While you could draw 
a flexible income in 
retirement, if you were 
to purchase an annuity, 
the current rates for a 
60-year-old are circa 2.5pc 
(including escalation) and 
the pension provided would 
be circa £3,900.

“Your career-averaged 
pension benefits are likely 
to be greater than this on 
your 60th birthday, even 
taking into account the early 
retirement factors that your 
scheme will apply.”

A big factor to take into 
account if you were to 
withdraw would be the 
impact on any employer 
contributions. Losing these 
would mean your pension 
pot could take a serious hit.

This is a guaranteed 
minimum pension (GMP), 
a promised income that 
schemes have a duty to 
provide. This is paid to you 
at your state retirement age, 
so you can’t claim it yet as 
you are retiring early.

The value of this will not 
have been frozen but could 
have increased significantly 
since you left, depending on 
the rules of the scheme. For 
example, schemes left 
between 1988 and 1993 that 
rise by a fixed amount will 
increase by 7.5pc annually, 
up to your state pension age.

The GMP rules can be 
complex, but essentially the 
scheme might not be able to 
give you the lump sum if 
there isn’t enough 
entitlement to also give you 
a GMP. As Adrian Walker, 
pensions expert at Old 
Mutual, explained: “A tax-
free lump sum can only be 
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