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Three years have now passed since 
the then chancellor, George Osborne, 

transformed the pension industry by 
granting retirees unlimited access to their 
own pension pots.

The consensus at the time predicted 
that people would go out and blow it all 
on Ferraris and villas in the sun. While 
the freedoms have been a big hit among 
retirees, the predicted lavish lifestyle 
spending has just not happened. In fact,    
on the contrary; the evidence suggests 
retirees are making more sensible decisions 
than ever before.

Many pension clients have been 
expressing their thoughts and views since 
the freedoms were launched and it appears 
that people’s attitudes are changing.    
Below are three of the main reasons 
pensioners seem happier than ever when it 
comes to their pensions.

1BETTER PROFESSIONAL ADVICE 
AVAILABLE

Back in 2015, over 40% of people were 
going it alone and not seeking help before 
deciding how to access their pension.       
That number has dropped to just over 30% 
as more people are seeking guidance from 
services like Pension Wise.

2EARLIER AWARENESS AND PLANNING
Planning ahead can make a huge 

difference to anyone’s retirement 
plans.                                                                     

The earlier someone becomes aware of just 
how much their pension might pay, and 
how much they might spend in retirement, 
the more time they have to address any 
shortfall before they retire and it’s too late.

Prior to April 2015, there was an absence 
of pre-planning retirees, but, three years 
on, more people are planning for their 
retirement earlier. With the introduction 
of no set retirement age, there is a more 
flexible approach for pension planning.

3PEOPLE HAVE MORE CONTROL OVER 
THEIR WORKING LIFE

There are nearly 1.2million people aged 65 
or over still working, however fewer people 
are uncertain about when they are likely     
to retire.

These freedoms have given retirees 
the option to take full advantage of the 
new and more flexible working practices.       
They can now access their pension earlier to 
top up their income as they make a gradual 
transition into retirement.

PENSION FREEDOMS: 
THE SUCCESS STORY 

What you do with your pension is 
an important decision. We strongly 
recommend you understand your options 
and check your chosen option is right 
for your circumstances. Take advice or 
guidance if you’re unsure.
The government provides Pension Wise, 
a free and impartial service to help you 
understand your retirement options.
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You should always consider taking 
professional financial advice when 
planning life changing financial 
situations. Your professional financial 
adviser will show you the steps to 
take when planning for IHT, such as:
• The basics to have in place before 
you start planning
• Three well-known ways to reduce 
your IHT bill
• Two lesser-known ways to reduce 
your IHT bill

Tax rules and benefits are constantly 
changing and depend on personal 
circumstances. Your professional 
financial adviser can check that you 
are up-to-date and are making the 
most of your personal allowances.

Contact us or give us a call and we’ll 
help you understand whether IHT is 
likely to affect you, and whether you 
could take action to reduce it.

Almost £4.9 billion was paid in 
inheritance tax in 2016/17, which 

is a record high. No wonder the 
Chancellor Philip Hammond has asked 
for a review of ‘simplification’. 
SO, HOW MUCH WILL YOU PAY?
The first step is to try and work 
out if you will be affected by IHT.                   
Under normal circumstances, IHT 
is paid at 40% of the value of your 
entire estate, which is your property, 
money, assets and possessions over 
£325,000 (the normal nil rate band).                   
There’s also an additional allowance 
if you pass on your family home to a 
direct descendant, which is currently 
set at £125,000. 

The simplest way to check if you 
might be affected is by using an online 
calculator, this will work it out for you. 
Although they won’t take into account 
all of your personal circumstances.
HOW TO REDUCE YOUR IHT TAX BILL
Making gifts
There are plenty of ways to reduce or 
remove IHT altogether and, the sooner 
you do this the better. One way is to 
make gifts.

Money towards house deposits or 
university fees, are great ways to give 
your loved ones that helping hand 
towards their future.

Gifts like this can also reduce the size 
of your estate and your potential IHT 
bill, though there are rules to follow 
and to adhere to.

WHAT TYPES OF GIFTS ARE AVAILABLE:

1Exempt gifts – these are IHT free 
immediately.

2 Potentially exempt gifts – these 
may become IHT free over time.

3 Chargeable gifts – these might 
mean an immediate IHT charge.

You should however be aware that 
once you make your gift you can’t take 
them back, so it is worth considering if 
the recipient will be responsible with it.                                                                        

The gift becomes the property 
of whoever you’re giving it to.            
Therefore, you will no longer benefit 
from any income and you won’t be able 
to access the capital in the future if you 
needed it.

Don’t pay what you don’t have to!
We have all heard the saying before ‘the only two certainties in 
life are death and taxes’, so when it comes to inheritance tax (IHT) 
this means they can turn up together. 



How to retire with more
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Make sure you gather all of your pension 
pot details, even those pots that you 

may have forgotten about. The Pension 
Advisory Service and the Pension Tracing 
Service can help you to trace forgotten 
pension pots. Also ensure you take your 
State Pension into account. Check your 
State Pension entitlement to determine how 
much you are likely to receive when you 
reach State Pension age, this will also show 
whether you need to top it up.

Think about topping up your pension in 
those years leading up to your retirement, 
every little bit extra could make a big 
difference. You might be eligible to top 
up your State Pension too. This could 
be particularly advantageous if you are          
self-employed or a woman, because it’s likely 
your State Pension may be lower than most. 

From age 55 you can draw your pension 
savings as and when you need it and still 
pay into your pension. You’ll continue to 
receive tax relief on your payments up to 
age 75, although taking benefits flexibly will 
limit how much you can put in.

MAXIMISE YOUR EMPLOYER’S 
CONTRIBUTIONS 
You and your employer must pay a 
minimum percentage of your earnings into 
your workplace pension scheme. 

Ask your employer about your pension 
scheme rules. In most automatic enrolment 
schemes, you make contributions based 
on your total earnings between £5,876 
and £45,000 a year before tax. When you 
increase your contributions to a workplace 
pension or private pension, some employers 
will increase their contributions too.

ENSURE YOU HAVE PAID THE QUALIFYING 
35 YEARS OF NATIONAL INSURANCE
National Insurance credits allow you to fill in 
any gaps on your National Insurance record 
when you didn’t work and were unable to 
make National Insurance contributions, for 
example, if you were unemployed or caring 
for children, ill or disabled. 

If you have a regular expense that ceases, 
you could boost your pension with that 
extra money. As an example, you finish 
paying your mortgage or a car loan.

SAVE INCOME AS YOUR SALARY 
INCREASES
For example, due to a pay rise or a new 
income stream, put some or all of the rise 
towards increasing your retirement pot.  
This can be done in a number of ways, 
including increasing the sum you contribute 
to a workplace or personal pension. 

REMEMBER TO GO BACK 3 YEARS AND 
CARRY FORWARD YOUR TAX RELIEFS   
Carry forward allows you to make use of 
any annual allowance that you may not 
have used during the previous three tax 
years, provided that you were a member of 
a registered pension scheme. The current 
annual allowance is £40,000, so you might 
be able to boost your pension considerably 
without incurring any tax.

CONSIDER CONSOLIDATING YOUR 
PENSIONS INTO ONE PLAN       
This will help you to keep track of your 
overall retirement sum and whether or 
not you’re on track towards your targets. 
Before you switch, it is essential to obtain 
professional financial advice. 

No plan means no money in retirement so 
the longer you put it off, the smaller your 
eventual income could be. Planning for 
retirement can be a daunting prospect, 
especially when it comes to your pension. 
Help is at hand by contacting your financial 
advisor, to see how you could give your 
pension a boost, please contact us.

A professional financial adviser will check 
that you don’t have any guarantees that 
you’ll lose by moving your pension savings 
to another scheme, and that the charges 
you pay aren’t higher in the new scheme. 
Not all pension types can or should be 
transferred. It’s important that you know 
and compare the features and benefits of 
the plan(s) you are thinking of transferring.

If you are thinking of deferring your 
retirement, it’s also important to check 
whether this will affect any state benefits 
you’re entitled to. Working part-time for 
a while after you finish full time work 
might enable you to delay drawing money 
from your State Pension or your personal 
pension, meaning your money may last 
longer when you do eventually retire. 

The value of your investment and the income 
from it can go down as well as up and 
you may not get back the original amount 
invested. Past performance is not a reliable 
indicator for future results. Levels, bases and 
reliefs from taxation are subject to change 
and their value depends on the individual 
circumstances of the investor. Please contact 
us for further information or if you are in any 
doubt as to the suitability of an investment. 

Whether retirement is near or far, there are steps you can take, which will 
potentially increase your retirement income. This also applies to your state 

pension as well as your personal or workplace pensions. Here we raise some 
important points to consider, which you could discuss with your professional 
financial adviser to help you meet your retirement goals. 



Understanding 
Growth Investing

WHAT IS GROWTH INVESTING?
Income investing focuses on the potential 
to reap a healthy crop of cash in the form 
of dividends, growth investing on the 
other hand focuses on the prospect of 
rising share prices. 

The logic of growth investing is simple, 
it is all about profit growth. If a company 
can consistently grow its earnings above 
the market average, the share price should 
grow accordingly. The success of the big 
5 ‘FAANG’ stocks (Facebook, Amazon, 
Apple, Netflix and Google) are very good 
examples of growth investing delivering 
handsomely.

To try and find growth companies,         
an investor will investigate the company’s 
earnings record and see if it can make 
above average earnings growth in the future.

Growth investors are more interested in 
the company capital gains. This may mean 
growth shares don’t pay a dividend or have 
a below average yield. 

Such a lower dividend return might 
seem to some as a negative to investors, 
but it might be, in the long run, the best 
thing that could happen. 

Take a company that makes £10m in 
profits and pays it all out in dividends.   
Here the shareholders get a nice dividend 
of income, but there’s nothing left over for 
the company to re-invest. 

This is not a good position, because 
there is no investment in growth, such as 
capital equipment, projects, or even in the 
maintenance of existing assets. This will 
hamper the company going forward. 

Instead of this £10m dividend distribution, 
the money could have been used to build 
the company up, invest in a big marketing 
push, or develop new opportunities. 
Reinvesting profits in this way has the 
potential to drive up future earnings.

Many of the big 5 FAANG companies 
have abstained from dividend payments 
so far and instead have reinvested into 
profitable ventures which have helped 
generate significant earnings and share 
price growth.

When you have invested in a business 
that has lots of high growth opportunities 
available and can make a return of 20% on 
their shareholders’ money, you wouldn’t 
necessarily want it to give you a dividend.

A focus on stocks with high earning 
potential means growth investing is 
usually associated with stocks on higher 
price to earnings ratios. 

For example, a company that grows 
earnings by 15% when the market has 
an average of just 5% sounds like a 
great investment, but if analysts forecast 
20%, the share price will likely drop,     
particularly in the short-term. 

A VIEW ON GROWTH INVESTING
While many believe adding the GARP 
(Growth at Reasonable Price) value 
element to a traditional growth strategy 
is the best way to maximise returns,              
the basic premise of growth investing 
should serve investors well. This typically 
leads GARP investors to growth orientated 
stocks with relatively low price/earnings 
(P/E) multiples in normal market positions. 

After all, it’s hard to knock a method that 
nudges investors to pick shares that have 
sustainable advantages and are capable of 
growing earnings over time.

But when earnings miss expectations, 
investors often don’t have the luxury of 
a stable dividend to fall back on. This can 
make for bigger swings in prices and leads 
many to believe that growth investing 
is particularly suited to those looking at 
longer investment time frames.

This article is not advice or a 
recommendation to buy, sell or hold any 
investment. No view is given on the present 
or future value or price of any investment, 
and investors should form their own view 
on any proposed investment. This article 
has not been prepared in accordance with 
legal requirements designed to promote the 
independence of investment research and is 
considered a marketing communication. 

The value of your investment and the 
income from it can go down as well as 
up and you may not get back the original 
amount invested. Past performance is 
not a reliable indicator for future results. 
Levels, bases and reliefs from taxation are 
subject to change and their value depends 
on the individual circumstances of the 
investor. Please contact us for further 
information or if you are in any doubt as 
to the suitability of an investment. 
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There are plenty of different 
ways to make investments 

and methods to choose from, 
we all know there is no theory 
which guarantees success, the 
challenge is deciding which is 
right for you.



The dual retirement strategy

The first thing to do is to consider how much income you 
will need, bearing in mind we are all living longer. UK life 

expectancy continues to rise, and a longer retirement means 
your pension will have to financially support you for some time.

Pensions and Individual Savings Accounts are popular ways of 
saving tax-efficiently, but they are very different from each other 
– particularly in how they are taxed.

PENSIONS – CRUCIAL, BUT CURTAILED 
Pensions should play an important part in everyone’s             
long-term financial planning, particularly now with                  
auto-enrolment, so ensure that you make the most of your 
employer’s contributions. Your own contributions are typically 
also tax-free on the way in, making them a very tax-efficient 
way to save and you can increase your own contributions as             
you progress over time.

However, when planning long-term savings, savers could near 
the annual allowance (currently £40,000) and also keep in mind 
the lifetime allowance.
The Lifetime allowance –  If your pension pot increases to above 
£1 million (2018/19), a tax charge can apply on accessing the 
monies which exceed this threshold. The tax rate on savings 
above your lifetime allowance will be either 55% if you take 
it as a lump sum, or 25% if you don’t. The pension funds will    
also be tested against the lifetime allowance at age 75.
The Annual allowance – When you contribute more than the 
allowable amount to your pension in any year, you usually 
have to pay tax on the extra amount. This cap is currently 
set at £40,000 a year for most people but is lower for 
those higher earners, where the annual allowance 
is reduced by £1 for every £2 earned above 
£150,000. For anyone earning £210,000 or 
more, the allowance is £10,000 a year.

These allowances may sound good, 
but they both include employer’s 
contributions. Remember that it is the 
value of your pension pot, including 
stock value increases, not the amount 
that you contributed, which will 
be counted towards your lifetime 
allowance and so investment 
growth over time could push 
you over this threshold.         

Also bear in mind that all of your pension income, including 
your State Pension is normally taxed like other income.             
This means that, even in retirement, annual earnings above 
£45,000 are subject to the higher rate of tax, currently 40%.

HOW TO BOOST YOUR PENSION IN THE RUN-UP TO 
RETIREMENT
In the run up to retirement there are steps you can take to 
increase your retirement income:
1. Maximise employer contributions  
Some employers increase the amount they contribute when you 
increase your contributions (which may only be up to a certain 
limit). If you put an extra percent or two of your salary into your 
pension plan, they may consider paying in a little more as well, 
and in the long run you could end up better off.  
2. Increase your regular pension payments 
The more you put in, the more you get out, so look to increase 
your monthly payments whenever you can. If you receive a 
pay rise, think about putting some of it into your pension plan.      
You can also use this approach any time a regular expenditure ends,    

for example; If you pay off a loan, for instance,     
you could pay the extra money into your 

pension. Small, regular increases do make a 
big difference to what you eventually get 

out when you retire. 
3. Pay a lump sum

Regular payments with a lump 
sum makes a big difference to your 

pension plan. And as with any personal 
payments you make into your plan, 
the Government will also top it up 

with tax relief, up to a certain limit.                                                                         
If you received a bonus from work 

and paid a personal contribution of 
£10,000 of it into your pension plan,                           
the Government would add £2,500              

in tax relief. 
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The biggest pension question is still, what kind of life would you like to have 
when you give up work? The answer is to have similar money to when you 
did work, so saving for your retirement is essential if you want the financial 
freedom to enjoy your later years. 



The dual retirement strategy
4. Review your investment choices
How and what stocks your pension plan is invested, can have 
a considerable effect on what you will ultimately receive when 
you retire. You should always regularly review your pension.       
As you get older, it may be appropriate to consider changing 
your investment strategy to reduce investment risk as retirement 
draws closer and look to turn some of the investments back into 
cash within the final 5 years.

OUTSIDE PENSIONS
Given the limits on just how much you can put in and take out of 
your pension without paying significant amounts of tax, it may 
be worth considering ways to complement your pension pot 
with other savings and investments.

The best tax efficient way is the Individual Savings Account  (or ‘ISA’), 
which can be used to hold any combination of cash savings and 
investments in stocks and shares. In the current 2018/19 tax 
year, up to £20,000 can be contributed towards your ISA.

Unlike a pension, while you will have paid tax on money that 
you save or invest into an ISA, any income that you receive and 
any capital gains from a rise in the value of your investments 
will be free from personal taxation, irrespective of any other 
earnings you have.

This is why an ISA should become part of everyone’s 
investment strategy, but it’s important to remember that tax 
rules could change in the future, and the tax advantages of 
investing through an ISA will also depend on your personal 
circumstances. Recent changes to pension rules mean you can 
access up to 25% of your pension pot as a tax-free lump sum 
from the age of 55. While you can choose how to spend your 
Pension Commencement Lump Sum, which is the ‘tax-free cash’,  
you should remember that any spending now is likely to reduce 
your potential income in retirement

Depending on your circumstances, it may be prudent to 
consider using this lump sum to pay off any debts like the 
balance of your mortgage or perhaps reinvest it for your future. 
If you choose to save or invest through an ISA, remember that 
any gains or income will themselves be tax-free, unlike in a 
pension. In the current economic and political climate, looking 
beyond pensions to put your money to work could give you 
more freedom in your retirement. 

The value of your investment and the income from it 
can go down as well as up and you may not get back the 

original amount invested. Past performance is not a reliable 
indicator for future results. Levels, bases and reliefs from 

taxation are subject to change and their value depends on 
the individual circumstances of the investor. Please contact 
us for further information or if you are in any doubt as to 

the suitability of an investment. 
The tax treatment of pensions depends on individual 

circumstances and may be subject to change. 
Please note that contributions being paid net of basic-rate 

tax relate only to personal pension contributions.  

PENSIONS & ISAS
ISA
• 0% relief on contributions
• Annual ISA allowance for 2018/19 is £20,000
• You can invest in any combination of cash or 
stocks and shares
Pensions
• 20% basic-rate tax relief is added to the 
contribution
• Higher or additional-rate tax relief can be 
reclaimed from HM Revenue & Customs
• Savers can obtain tax relief on up to 100% of                                
UK earnings every year. This is subject to an 
annual allowance (£40,000 in 2018/19)
• Savers may ‘carry forward’ unused allowance 
from the three previous tax years
• Those with no earnings get tax relief on the first 
£2,880 of contributions they make each year.

TAKING MONEY OUT
ISAs
• 100% is available tax-efficiently
Pensions
• 25% is available tax-free
• The balance is taxed at your marginal rate,              
so you could pay 20%, 40% or 45% tax on your 
pension or a combination of these depending on 
your circumstances

Pensions and Individual Savings Accounts are 
popular ways of saving tax-efficiently, but they 
are very different from each other, particularly in 
how they are taxed.

Professional financial advice is important before 
making decisions about pensions. Whether your 

retirement is a long way off or is fast approaching, 
it’s important to get a clear understanding of how 
you can achieve your aims. If you don’t think you’ll 

have enough money when you retire, there are a 
number of approaches you could take to build a 

bigger pot, but you’ll need to talk to a professional 
financial adviser as soon as possible. Please contact 

us and we will offer professional impartial advice 
best suited to your individual needs.
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5ways to protect your famiy
When it comes to our children, we will do 

everything to protect them, yet most of us 
forget the consequences if we were not around anymore, 
partly because it’s so uncomfortable to contemplate.

The good news is, it’s never too late 
and here we outline some simple 

steps you can take to help protect them,                  
from broaching the subject with your 
partner, to making a Will. Here we list five 
things to add to your family protection      
‘to do’ list:

1. IT’S GOOD TO TALK
Recent studies suggest that almost two in 
three people said they feel death is a taboo 
subject. Many also said they don’t want 
to talk about it because they just want to 
enjoy living their life and not think about it.

It’s perfectly understandable why people 
prefer to avoid this topic of conversation, 
but if you don’t talk about something, it’s 
impossible to make a plan for it. The best 
approach is to pick a time and place when 
you won’t be disturbed, and discuss things 
with your partner and/or close family.

Once you are objective about such plans, 
they become less of an emotional and 
more of a practical task.

2. SELECT THE BEST GUARDIAN
Surprisingly, research shows many parents 
have no plan written down of who would 
look after their children if they weren’t 
around anymore. That’s why appointing a 
legal guardian is something quite a number 
of us ought to consider, even when the 
possibility of it seems extremely unlikely.

A legal guardian is the person you appoint 
to take care of your child or children 
if there’s no-one else with parental 
responsibility to look after them. It can 
be anyone over 18-years-old, so a family 
member or a close friend who has a 
connection with your children could be a 
good choice.

However, it’s unlikely that they will ever 
assume the role, but choosing a guardian 
really is a must-do. If you don’t appoint one 
and both parents die, your child or children 
could end up in foster care while the courts 
appoint a guardian of their choosing.

3. HAVE AN UP-TO-DATE WILL IN PLACE
Once you have chosen a guardian, the 
appointment needs to be made official.
One of the best ways of doing this is to 
make a Will, where you can also state where 
your money, property and possessions will 
go when you die (commonly known as    
your ‘estate’).

Remember should you be unfortunate 
and die without a Will, the law decides who 
gets what, and once again it may not be 
the people you really wanted. A Will can 
also help reduce the amount of inheritance 
tax that may be payable on the value of the 
money and property you leave, good Will 
planning like this, does have the effect of 
potentially leaving more for your children 
to benefit from.

4. SHORTFALL PROVISIONING
You don’t want to see your children go 
short and to gain peace of mind, consider 
taking out a life insurance policy just as four 
in 10 UK families have done.

In the same way that home insurance 
covers your property, life insurance covers 
you, and pays out if you die while you have 
the plan. This means that if the worst does 
happen, your family may be able to use the 
money to pay for everyday bills and other 
expenses, providing them the means to 
continue the lifestyle they currently enjoy.

5. SEEK EXPERT ADVICE
When it comes to making the sorts of plans 
mentioned above, the help of an expert can 
be invaluable.

A solicitor or specialist service can help 
you write your Will and may be much 
cheaper than you thought. According to 
the Money Advice Service, using a solicitor 
usually costs between £150 and £300, while 
a specialist Will writing service will typically 
set you back around £75 to £150.

A financial adviser may also be worth 
speaking to, particularly if you want to set 
up a life insurance policy ‘in trust’, which 
essentially allows you to choose who you 
want to benefit from your estate. 
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When it comes to taking an income 
from your pension, your main options 

are buying an annuity or moving your 
pension into drawdown. Both options 
provide the chance of taking up to 25% 
of your pension as a tax-free lump sum.       
After that, any income will be subject to 
income tax at your nominal rate. 
So, which is best?  Can you get the best of both 
worlds by taking a mix and match approach?

WHAT’S ON OFFER?
The Annuity Offer
If you use some of your pension to buy 
an annuity, you will receive an income for 
life from your annuity provider, so your 
income is guaranteed. And even if you go 
on to live until well into your 90s or beyond, 
your annuity will continue to pay you a set 
income. 

There is however a trade-off, in exchange 
for security, you have to give up flexibility. 
If you need more income for whatever 
reason, you won’t be able to change the plan. 
Once set up an annuity can’t normally be 
changed. 

The Drawdown Offer
Unlike the annuity option, drawdown 
offers you control and flexibility. You can 
take income as you see fit and change the 
amount at any time. You can even withdraw 
your whole pension at any time if required.
Any money you move into drawdown can 
be re-invested, which allows your pension 
the opportunity to grow. 

The trade-off with drawdown, is in return 
for this flexibility you don’t get the security 
offered by an annuity. If you draw too much 
income or your investments perform poorly, 
you could have no funds left to drawdown on. 
You need to be aware that your retirement 
could last for decades and the guarantee of 
lifelong income offered by an annuity isn’t 
offered by drawdown.  

The best of both worlds
There is no rule saying you have to choose 
just one option. You can buy an annuity 
with a part of your pension and move the 
rest into drawdown.

This dual pension approach could help you 
to find the correct balance between security 
and flexibility in retirement. 

You can divide your pension between the 
secure annuity and the flexible drawdown 
income as you require. It’s entirely your choice.

The table above, uses 3.5% of drawdown 
a year (as an example), because recent 
research from the Institute and Faculty         
of Actuaries, shows the chances of 
running out of money are lower if only 
3.5% is withdrawn a year, although it’s not 
guaranteed. You can of course take more, 
but this could mean that you are more likely 
to run out of money before you die.

The example is based on the annuity 
income as generated using annuity quote 
tools in May 2018. The quotes are all based 
on a single life annuity for a 65-year-old 
with a £100,000 pension, with no annual 
increases, no guaranteed period and paid 
monthly in advance. Remember this type   
of annuity offers no protection against 
prices rising in future.

Annuities pay a higher income the 
older you are, because ‘life-term’ is shorter, 
meaning you could hold off from your 
annuity purchase, but the cost of delaying 
could be significant in the long run. 

Pension purchasing is a very important 
decision. We strongly recommend you 
understand your options and check 
your chosen option is right for your 
circumstances. You should always seek 
professional advice or guidance in such life 
changing decisions.

The government provides ‘Pension Wise’ 
a free and impartial service to help you 
understand your retirement options.

 

Annuity, Drawdown or both?

The value of your investment and the 
income from it can go down as well as 
up and you may not get back the original 
amount invested. Past performance is 
not a reliable indicator for future results. 
Levels, bases and reliefs from taxation are 
subject to change and their value depends 
on the individual circumstances of the 
investor. Please contact us for further 
information or if you are in any doubt as 
to the suitability of an investment. 

£100,000 pension 
(after any tax-free 

cash)

Amount in 
drawdown

Drawdown 
income 
(3.5% 

withdrawn)

Amount 
used to buy 
an annuity

Annuity 
income

Total income             
a year

100% drawdown £100,000 £3,500 £0 £0 £3,500

75% drawdown,         
25% annuity

£75,000 £2,625 £25,000 £1,374 £3,999

50% drawdown,          
50% annuity

£50,000 £1,750 £50,000 £2,771 £4,521

25% drawdown,          
75% annuity

£25,000 £875 £75,000 £4,141 £5,016

100% annuity £0 £0 £100,000 £5,497 £5,497



Income investing focuses on companies 
that pay dividends to you. Over the long 

term, dividends account for the majority of 
stock market returns.

By reinvesting income units as dividends, 
investors could benefit from compound 
growth, which would have seen investors 
in the FTSE All-Share turn £1,000 into 
£18,620 over 33 years, compared to just 
£5,702 for those who didn’t reinvest their 
dividends.

Steady growth
The other key benefit of an investment 
approach centred on re-investing income, 
is that dividends are more stable in their 
rate of return than capital growth.

During tough times, investor sentiment 
equals a change to share price. Sentiment 
can soon change and investors in 
companies that pay no dividends often feel 
the full force of sentiment.

But whether a dividend is paid or not 
depends on economic fundamentals,      
and these don’t usually change as quickly. 
Which means dividends will usually be 
paid even when share prices fall, although 
they’re not guaranteed, so can be cut when 
times are tough.
So how can you pick an income stock?
There is always much to consider when 
investing in a dividend paying company, 
but the three fundamentals are: yield, 
growth and sustainability.

1. YIELD
The sterling amount of a company’s dividend 
doesn’t reveal much about that company. 

Dividends are often more stable than 
share prices, but they are not guaranteed 
and can still be cut when a company is 
struggling. If investors believe a dividend 
cut is likely, the share price will generally fall.

A lower share price increases the historic 
yield and can make struggling companies 
look more attractive.

This makes companies showing very 
high yields a potential warning sign. As a 
general rule of thumb “nothing yields 8%”. 
This means when companies yield 8% or 
more it can be a sign that investors don’t 
believe in the dividend and that it could 
be cut.

Searching for companies with the 
highest yield can be a risky business, 
investors believe it makes sense to look 
for companies with the potential to grow 
dividends progressively over time and 
you should always remember yields are 
variable and are never guaranteed.

2. GROWTH
Companies do their best to grow their 
dividends over time, and some companies 
have grown their payments each year 
for decades. Sustained growth generally 
means a company with a low initial yield 
will pay out substantial dividends to 
investors as income.

A strong track record of dividend growth 
may be reassuring, but dividends have no 
guarantee that they will continue in the 
future. It’s therefore important to decide if 
such dividend payments are sustainable.

3. SUSTAINABILITY
Dividends are paid from profits; therefore, 
profit growth drives sustainable dividend 
growth. The difficulty is knowing what 
future profits will look like and one way of 
doing this is to look at how comfortable a 
company is paying its current dividend.

The measure is to compare a company’s 
earnings (or profits) per share with its 
dividend per share. Earnings divided by 
dividends gives you the dividend coverage 
ratio, which is a measure of how many 
times the particular company can pay its 
dividend from the year’s profits.

A coverage ratio of less than, or near 
to, one is of concern, as it implies the 
company is possibly selling assets or taking 
on debt to cover the dividends.

Another indicator is if the stock market is 
a cyclical stock, because, the more cyclical 
the stock, the higher the dividend cover 
investors should look for. If the company 
is exposed to unexpected falls in earnings, 
then a low coverage ratio could mean the 
dividend is now at risk.

Income Investing 
explained

The value of your investment and the 
income from it can go down as well as 
up and you may not get back the original 
amount invested. Past performance is 
not a reliable indicator for future results. 
Levels, bases and reliefs from taxation are 
subject to change and their value depends 
on the individual circumstances of the 
investor. Please contact us for further 
information or if you are in any doubt as 
to the suitability of an investment. 
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A study carried out by Citizen’s Advice 
recently found 90% of people would fail 
to spot the warning signs of a pension 
scam, along the lines of high investment 
returns, cold calling and offers of free 
financial advice. It’s very important to 
remain vigilant when you are looking 
to access the money you have invested.                                            
Last year, it is thought that victims of 
investment fraud lost on average £32,000, 
as fraudsters used increasingly innovative 
psychological tactics to persuade victims    
to invest.

People need to know that investment 
scams are a form of fraud where there 
is a high risk you could lose some, or all, 
of your money. Often, the investment 
opportunities that these fraudsters 
offer don’t really exist, or don’t carry 
anything like the rewards being offered. 
These fraudsters appear professional 
and trustworthy, so even experienced   
investors can fall victim to these people.

HOW DO YOU SPOT AN INVESTMENT SCAM? 
Fraudsters are always changing their mode 
of operation, so here we highlight some 
of the alarm bells you can look out for that 
could help you spot an investment scam:
Always be vigilant, if contacted through 
a phone call or voicemail, email, or text 
message or anyone asks you to make 
a payment, log in to an online account 
or offers you a deal, when you have not 
requested such, then you should be 
extremely cautious. 

Financial institutions, banks and 
online retailers will never contact you for 
your passwords or any other sensitive 
information by requesting that you click 
on a link and visit a website. If you get 
a call from anyone who claims to be 
from your bank, NEVER give away any 
personal details. Fraudsters often use very 
convincing tactics to get you to sign up. 
Beware of anyone trying to pressurise you 
into making a decision. Fraudsters will 
make an investment sound incredible and 
will often suggest that it’s less risky than it 
is and that you have to act fast.

As an example, you might be offered 
better returns or interest rates than you’ve 
seen or are getting elsewhere. Fraudsters 
are persistent and will often try to form 
a friendly relationship with you to make 
you feel comfortable. Beware of anyone 
who calls you repeatedly or tries to 
keep you on the phone for a long time.                                                                                     
It might be suggested that you are 
receiving a very special and/or limited 
offer and not to tell anyone about it. 

Fraudsters are known to target previous 
victims of investment fraud, claiming that 
they can recover lost money. Be aware that 
you might be asked to pay an upfront fee, but 
these companies will not recover your money. 

Many fraudsters are based overseas in 
order to avoid regulatory requirements. 
Be cautious if a company that is based 
overseas contacts you.

The Financial Conduct Authority 
ScamSmart website offers support 
about what you can do to spot 
investment fraud. More information 
about pension scams can be found at:                                              
www.pension-scams.com. Also, make 
sure that the company or financial adviser 
you are working with is authorised by the 
Financial Conduct Authority (FCA). You can 
check the Financial Services Register and 
get more information on unauthorised 
firms overseas. The FCA also have a 
warning list that you can check before you 
go ahead with any investment. 

Useful information about fraudsters and 
scammers can be found on The Pensions 
Regulator website. You can report fraud 
and cyber crime via ActionFraud, the UK’s 
national fraud and cyber crime reporting 
centre. 

Remember to trust your instincts.        
If you think the offer sounds too 
good to be true, it probably is.

 Fraud on investments 
How to be aware
We’ve all read the stories 

of how the new wave of 
financial fraudsters use increasingly 
advanced tactics to persuade victims 
to invest with them.

It is thought an estimated £1.2bn 
is lost to investment fraud and scams 
every year, with credit cards, share 
sales, land banking, wine investments, 
and even carbon credits, all of which 
are now used by fraudsters to target 
potential investors.
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The current pension rules say, you can 
usually access your personal pension 

savings at age 55 and take up to 25% tax 
free and the rest will be taxed as income.

But you may be able to save tax by 
taking your pension in stages at strategic 
times and possibly work less hours for the 
same income. There are two ways you can 
possibly do this:

1. TOP UP YOUR INCOME WITH TAX-FREE CASH
If you plan to reduce your hours before 
giving up work completely, staggering 
your tax-free cash withdrawals could help 
you to top up your income as and when 
you need to, whilst staying within certain 
tax bands and allowances.

As an example, you currently work 
full time and have an annual income of 
£35,000 after tax and you have a pension 
worth £200,000 (of which £50,000 can be 
taken as tax-free cash). 

You decide to reduce your hours 
which means your salary will reduce to 
£30,000. You pay basic-rate tax at 20% on 
everything above the personal allowance 
of £11,850 - which means you receive 
£26,370 gross cash after tax assuming 
there are no other deductions, (because 
you are now over the State Pension age 
you don’t pay National Insurance, for 
instance.)

You could top up your reduced hours 
salary by choosing to access £8,630 of your 
tax-free cash to make up the difference 
to £35,000. You could do the same again 
each year.

2. SPLIT WITHDRAWALS OVER TWO TAX YEARS 
AND PAY LESS TAX
Once taxable income is withdrawn from a 
pension, it’s added to your other income 
which you received in the same tax year, 
so it’s important to know what income you 
have received and when. Failure to do this 
could see you pushed into a higher tax 
bracket overnight, where 40% tax could be 
payable or even higher.

For example, you are a basic-rate (20%) 
taxpayer who has a total annual income of 
£27,000 and you want to make a taxable 
pension withdrawal of £20,000 in the same 
tax year, you would effectively become 
a higher-rate (40%) taxpayer overnight, 
as your total annual income would be 
£47,000 (2018/19 higher rate tax band is 
£46,351 to £150,000).

Alternatively, if you split the withdrawal 
and took £10,000 in one tax year and the 
other £10,000 in the next tax year you 
would remain within the 20% basic-rate tax 
band in both years, assuming your other 
income doesn’t increase the following year.

These are just simplified examples, 
taxation depends on personal 
circumstances. Tax and pension rules can 
change. The examples above assume 
you are not a Scottish rate taxpayer, as 
different rates and bands will apply.
Factsheets and calculators could be 
a good place to start when planning 
your finances, but they, like this article, 
shouldn’t be taken as personal advice.         
If you’re unsure about your tax situation 
you should contact HMRC directly or 
consider speaking to a tax specialist.
What you do with your pension is 
an important decision. We strongly 
recommend you understand your options 
and check your chosen option is right 
for your circumstances. Take advice or 
guidance if you’re unsure.
The government provides Pension Wise 
a free and impartial service to help you 
understand your retirement options.

For more information on any subject that we have covered in this issue, or on any other subjects, 
please tick the appropriate box or boxes, include your personal details and return this section to us.

pension withdrawals

Work less hours
for the same income 

by spreading your

The value of your investment and the 
income from it can go down as well as 
up and you may not get back the original 
amount invested. Past performance is 
not a reliable indicator for future results.       
Levels, bases and reliefs from taxation are 
subject to change and their value depends 
on the individual circumstances of the 
investor. Please contact us for further 
information or if you are in any doubt as    
to the suitability of an investment. 
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