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On the 8 August 2018 the Bank of England 
raised interest rates from 0.5% to 0.75%. 

It is the first time in almost 10 years that 
interest rates have been over half a percent 
and although it was only a modest 0.25% 
increase, it could boost your retirement 
income.

WHAT DOES THIS MEAN FOR ANNUITY RATES?
An annuity remains the main way to turn your 
pension pot into a guaranteed income for life. 

Annuity providers, generally insurance 
companies, buy government bonds to 
generate returns. Low interest rates push 
these returns down. So, a rise in interest rates 
should see annuity rates increase.
Interest rates hit a record low of 0.25% in 2016 
and annuity rates soon followed after. 

But recently rates have risen steadily, with 
some now up 22% on where they were two 
years ago. 

This is a good time for a pension review, 
especially If you haven’t looked at what 
income your pension could provide you with 
for a while.                    

The above figures were gained from an 
annuity quote tool. It is set for a 65 year old. 
The annuity will pay for the client’s life only 
(single life), with a 5 year guarantee, the 
income will be paid monthly and remain the 
same each year (level). The income you could 
receive will depend on your circumstances. 
Quotes are only guaranteed for a limited time 
and rates change frequently. So, they could go 
up or down in the future.

HOW YOU CAN QUALIFY FOR THE HIGHEST INCOME
Providers are changing their rates constantly 
so shopping around is the key. You can get 
quotes from all the providers in the UK using 
an annuity quote tool.

First check what your current provider is 
prepared to offer you. Just in case there are 
any valuable benefits attached to your current 
plan. Usually the income they offer you will be 
much lower than you can get from another 
provider on the open market.
Taking this action could mean £1,000s more 
in income. 

Annuity providers decide your income 
using complex algorithms, but it is all 
based on how long they think you will live.               
The longer you are expected to live, the 
longer they’ll need to keep paying you.

So, anything that they might believe 
reduces your life expectancy will mean you 
could get more income. You can confirm 
health information when you request a quote 
to see how much more income is available. 

Many pensioners increased their annual 
annuity quotes by more than £1,000 on 
average last year due to medical or lifestyle 
conditions, such lifestyle conditions are related 
to your height, weight and alcohol intake. 

A good day for annuity rates

Annuity 
Pension

September 
2016 Today Difference

Annual 
income from 
£100,000

£4,495 £5,475 +22%

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. 
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.
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WHAT ARE YOUR OPTIONS?
The first thing to do is to make a list of 
the different pensions you and your                 
ex- spouse or civil partner have.                                                                       
Then you can start to discuss each as a 
separate option.

The UK has three core options of 
consideration when you are separating 
pension assets.
1. Pension sharing orders
2. Pension attachment orders (called 
pension earmarking in Scotland).
3. Pension offsetting

Some of these options need to be 
administered by the courts and not all 
of them will be suited to your individual 
circumstance.

PENSION SHARING ORDER
Pension sharing orders are put in place 
on the dissolution of a marriage or 
civil partnership. Each party will own a 
share of the pension fund and are able 
to decide what to do with their share 
independently. This provides a clean 
break between parties, as the pension 
assets are split.

PENSION ATTACHMENT ORDER (CALLED 
PENSION EARMARKING IN SCOTLAND)
Some or all of the pension benefit is given 
to your ex-civil partner or spouse at the 
time of payment. When the person who 
owns the pension receives their benefits, 
the pension provider makes a payment 
to their ex-civil partner or spouse.                   
With this option you don’t get the clean 
break as you would from the Pension 
sharing order and the % amount awarded 
to your ex could become contentious.

PENSION OFFSETTING
With pension offsetting the total assets 
are considered as one and then divided 
up. For example if your ex-partner has 
a large pension pot they may keep this 
as you may agree to receive an asset of 
similar value, such as the house for example.

The cost of a divorce can have a 
lasting impact on your plans for 

later in life.
A study undertaken in November/

December 2017 revealed that 
divorcees retiring this year can expect 
to receive up to 18% less in retirement 
income. * Research Plus conducted an 
independent online survey for Prudential 
between 29 November and 11 December 
2017 among 9.896 non-retired UK adults 
aged 45+, including 1,000 planning to 
retire in 2018.
Average expected annual income:
• Those who have not experienced a 
marriage breakup - £21,400.
• Those who have experienced a 
divorce - £17,600.

IS DIVORCE REDUCING?
Well not for now, in fact the Office 
for National Statistics confirmed that 
divorce rates are increasing for men 
and women over 55. Divorce is an issue 
likely to affect a growing number of the 
baby-boomer generation.

Whist it may never happen to you,      
a pension fund is likely to be one of the 
most difficult assets a couple will have 
to negotiate in the event of a divorce. 
So, it’s best to plan early, just in case.

Many people may not realise that the 
true cost of divorce can be and that it 
can well impact well into retirement,    
as divorcees expect retirement incomes 
of nearly £4,000 less each year than 
those who have never been divorced.

When divorce strikes it can mean 
people only focus on the immediate 
problems like living arrangements 
and childcare but a pension fund and 
income in retirement should also be on 
the radar. A pension fund is probably 

the most complex assets a couple 
will have to divide so anyone going 
through a divorce should seek legal 
and financial advice to help them with 
this complex issue. For many couples, 
the value of pensions mean that it is 
often one of their largest assets. 

Professional financial advice is crucial 
as early as possible where couples have 
pension interests.  

Divorce law is different across areas 
of the UK. Taking good legal advice in 
the early stages of separation is vital. 
Another port of call is the Pensions 
Advisory Service who can help you 
understand the rules surrounding 
divorce and your pension joint assets. 

Divorce can be a difficult and 
uncertain time and the retirement 
you have planned may differ from 
the reality ahead, the option of 
having pension equality maybe a 
consideration now rather than later 
when it becomes stressful.

Divorce and 
your pension
Divorce is one of the most 
difficult subjects to talk about.
When relationships come to an 
end there are so many things 
to consider, children, home 
and support are naturally the 
first things you focus on.

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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Since February 2017 the Consumer Price 
Inflation (CPI) has risen above the Bank of 

England’s (BOE) target of 2% in 2017.                
The combination of high inflation and 

limited wage growth as well as uncertainty 
about the withdrawal terms of Brexit planned 
for March 2019, is expected to mean Britain’s 
economy will grow less that other EU 
economies this year.

The BOE forecasts that consumer price 
inflation (CPI) will remain above 2% in each 
year until 2021. 

To ensure your money today has a similar 
value in future years, your savings need to 
grow at least as quickly as prices rise. So how 
can savers and investors protect the value of 
their money from its effects?

CASH IS NOT ALWAYS KING
Cash savings are generally very secure up to 
£85,000 in a bank or building society through 
the Financial Services Compensation Scheme, 
this is not the case with other investments 
where your capital will be less secure. 

But holding onto cash in an environment 
where the cost of living is rising faster than 
the interest rates given on cash, raises a 
danger that your savings will slowly become 
worth less and less, leaving you worse off later 
on in life.

INFLATION-LINKED BONDS
As a Bondholder you receive regular income 
payments, known as ‘coupons’, from the 
Government or a company that issued the 
bond. Where the coupons are fixed in value 
for the life of the bond, the real value of this 
income will be eroded should prices rise. 

The nominal value of the bond (known as 
the ‘principal’) will also be worth less when 
it matures several years later and the loan              
is repaid.

Inflation-linked bonds protect against 
this where the coupons and principal will 
track prices. By linking coupons to prices,                      
the income that investors receive will rise in 
line with inflation, unless, of course, the bond 
issuer fails to keep up with repayments.

The problem with inflation-linked bonds is 
if prices fall, so would the value of these bonds 
and the income from them, in contrast to 
regular bonds, whose principal and coupons 
are fixed, and so would then be worth more    
in real terms. 

EQUITY AND DIVIDENDS
The equation of beating rising inflation is 
simple, the total returns from any investment 
(being the combination of capital growth 
and any income) must be greater than the 
rate of inflation. Company shares, or equities, 
potentially offer long-term investors a degree 
of protection during inflationary periods,   
they simply ride them out and grow because 
of real hard assets, such as equipment, 
factories, products, which should appreciate 
in value if overall prices increase.

This means in theory, equity returns should 
be inflation-neutral, providing companies pass 
on any higher costs they face and maintain 
their profitability. In turn, a company’s ability 
to make money will be reflected in its share 
price and its ability to provide investors with a 
dividend income.

However, some companies may find 
it difficult to pass on these rising costs, 

thereby reducing profitability and, probably, 
investment returns. They may then choose to 
cut or stop paying dividends altogether until 
times change.

ACTIVE INVESTMENT FUNDS
Investing through a fund that pools your 
money with other investors can gain you 
access to professional expertise as well as a 
wider range of investments.

Professionally managed ‘active’ funds aim 
to achieve a specific objective by investing in 
certain assets, with an approach to risk and 
return that may align with your own.

Active fund managers consider inflation 
in pursuit of their objective, which could 
be providing their investors with a growing 
income stream or achieving capital growth 
over the long term.

Some funds even specifically aim to 
deliver total returns in line with, or greater 
than, a particular measure of inflation.                       
Active managers carefully select assets 
they consider to be less likely to fall foul of 
inflation, or are more likely to gain, from any 
change in the rate of inflation.

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. 

rising inflation



Why are Venture Capital Trusts 
on the UP?
During 2017-18 tax 

year, investors put 
around £728 million 
into Venture Capital 
Trusts (VCTs). That’s 33% 
higher than the year 
before, and the second 
highest increase since 
VCTs were launched in 
the 90s. 
These new, cutting edge companies 
might be developing advanced technology, 
introducing innovative products and services 
to existing industries, or responding to new 
trends and habits. Equally, they might be 
a manufacturer or retailer that just needs 
a little help to grow and market their new 
ideas or products. 

These acorn companies are important 
to the economy because they create jobs, 
teach people new skills, and drive growth. 
By investing in a VCT you can help these 
smaller businesses prosper. Not all will 
succeed though and this is the higher-risk 
element. Most are so small they’re not 
listed on the stock market yet, so their 
shares can’t be bought and sold easily. 

VCTs are sophisticated, high-risk long 
term investments and their value will fall 
as well as rise, meaning investors could 
lose money. So why are they gaining in 
popularity?

TAX BREAKS 
VCTs offer valuable tax benefits, including 
tax-free dividends and the potential to get 
an income-tax rebate of up to 30% when 
you buy newly issued VCTs. The maximum 
annual investment on which you can claim 
relief is £200,000 and a point to note is that 
the income tax rebate you receive is restricted 
to the amount of income tax you pay. 

This means they have become very popular 
with high-earners and experienced 
investors who have used up all of their    
ISA and pension allowances. 

You can only put a maximum of £40,000 
into a pension each year and this coupled 
with the lifetime allowance means they 
can be limiting for larger investors. So VCTs 
are increasingly used to boost retirement 
savings. It’s important to remember VCTs 
are usually less ‘liquid’ than standard 
investments, meaning they can be harder 
to sell at a given price. 

It is worth remembering that tax 
rules can change and the amount of 
any tax rebate will depend on your own 
circumstances. You’ll have to invest for a 
minimum of five years to keep the rebate. 

It’s also important not to forget that 
HMRC could withdraw the tax status of 
the VCT if it doesn’t continue to meet their 
requirements. In these instances, any tax 
rebate might have to be repaid. 

THE OUTLOOK
The Government has shown it wants to 
make things easier for small businesses, 
and VCTs could play a key role. They provide 
the long-term funding and expertise 
entrepreneurs need. 

But VCTs invest in smaller, sometimes 
fledgling, companies, some of which could 
struggle or fail, meaning possible heavy 
losses for investors. Always keep the risks 
in mind when you invest. 

Healthy profits are paid to investors as 
tax-free dividends. These are the main 
source of returns from VCTs, but like all 
things they are not guaranteed and past 
performance isn’t a guide to future profits. 

VCTs are generally very small companies 
with significant growth potential, which 
carry higher risks and they don’t have 
big cash reserves to see them through 
economic difficulties. 

A good VCT manager will invest across 
many different businesses to minimise the 
risks of single company or single product 
investing. Choose an experienced VCT 
manager who has knowledge of investing 
in a wide range of companies across 
different sectors. 

This article has been written for your 
interest, but it’s not personal advice or a 
recommendation to invest. If you’re not 
sure if an investment is right for your 
circumstances, you should seek expert 
advice. 

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. 

5



Bond investing
Bonds have always been a bit of a foggy 
issue for investors but they do hold a very 
important position as an alternative way 
to balance a portfolio and reduce stock 
market risks. The skill of bond investing is 
to mix assets to build a portfolio aligned 
to your investment outlook and attitude 
to risk, with both shares and bonds as the 
primary components. The advantage of 
bonds, is that they can provide a steady 
stream of income.
SO, WHAT IS A BOND?
A bond is an IOU, generally issued by a government 
or company (the issuer). Companies issue bonds to 
increase their cash holding or to settle outstanding 
debts. Governments issue bonds to settle any financial 
deficits they may create and also to raise development 
money. When issued by a company, they are referred to 
as ‘corporate bonds’. By buying a bond, you are lending 
the Government or company money. When you purchase 
a bond, it is often at an agreed rate of interest that the 
issuer must pay you at regular intervals (the ‘coupon’) and 
the date at when the issuer has to repay you the original 
amount loaned (the ‘principal’).

MEASURING A BOND
Bonds are bought and sold in the marketplace. Bond 
prices change constantly as people in the marketplace 
make different assessments, the main assessment being: 
the likelihood that the issuer will repay its debts (‘credit 
risk’), and the effect of interest rates (‘interest rate risk’).
When more investors want to buy a particular bond than 
sell it, the price normally increases. Similarly, if there are 
more sellers than buyers, the price will usually drop.     

The rising or falling price affects the yield of the bond. 
The yield is a good method of measuring the popularity 
of an individual bond. However, bonds are not always 
held until the principal is repaid, bonds are often bought 
and sold at any time until the principal is repaid, so there 
are many ways of calculating the yield. Probably the most 
common is the ‘redemption yield’, because it discounts 
the value of coupons received over time and adjusts for 
any difference in the price paid for the bond and the 
principal repaid at maturity.

BOND INCOME WITH STABILITY
Bonds provide investors with a regular income, and their 
prices normally remain stable. They are considered to 
be less risky than equities and are issued by reputable 
companies or governments. Should a company that 
has issued bonds run into financial difficulty, the bond 
holders are ranked above equity holders for repayment.

Remember that the price of a bond can fall as well 
as rise, and there are no guarantees that an issuer will 
not default. The effects of interest rate fluctuations and 
inflation can deplete the future values of returns.

Due to the added risk investors demand a premium 
when lending money to a less creditworthy government 
or company. Therefore, bonds from these issuers tend to 
be of a higher yielding. Well-financed issuers are known 
as ‘investment grade’, while the lesser secure issuers are 
known as ‘high yield’ or ‘sub-investment grade’. A point 
worth noting is that different types of issuers are affected 
in different ways. Government bonds are more affected 
by the change in interest rates, whilst corporate bonds 
are more affected by a company’s profit.

BOND TYPES AND RATINGS
There are various types of bonds which can be 
issued. These include ‘inflation-linked bonds’, where 
the payments are linked to the changes in inflation,                 
and ‘convertible bonds’, these are corporate bonds which 
can be converted into the company’s own equity. 
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Bond investing
The type of bond chosen depends on which is best, 
particular economic conditions or meeting particular 
investment objectives.

A credit rating can be given to an issuer, either to one of 
its individual debts or overall creditworthiness. The rating 
usually comes from credit rating agencies, like Moody’s,    
or Standard & Poor’s, which use standardised scores such 
as tripe ‘A’ (a high credit rating) or ‘B-‘ (a low credit rating).

CONSIDERING ECONOMIC AND TECHNICAL 
FACTORS
Bond fund managers research the issuers in the market 
and consider the economic and technical factors, this 
allows them to manage portfolios of bonds that suit the 
current investment conditions.

Bond fund managers performance is measured against 
an index of bonds in the region or type of issuer in which 
they invest. This is known as a ‘benchmark’. The fund 
manager will aim to outperform the benchmark, as well as 
protect investors’ capital when the wider market is falling.

If you would like to discuss bonds with one 
of our advisers, please contact us to book an 
appointment.

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. 

TALKING ‘BONDS’
COUPON
This is the annual interest amount as a percentage that 
you will receive for the face value of the bond.

YIELD
Bond yield is the percentage of annual interest that is paid 
to you for your bond holding, which will depend on the 
current market value of your bond.

MATURITY DATE
This is the date on which the bond validity expires,          
and when the company or government that issued the 
bond should pay you back the full-face value or par value.

FACE VALUE
Face value (par value) is a term to define the principal 
value of each bond, which is the amount you paid 
while purchasing the bond. The amount you paid when 
purchasing the bond is the exact value that you should 
expect in return once the lifetime of the loan is completed.

INVESTMENT GRADE
Investments in terms of bonds are generally made by 
taking the bond investment grade into consideration and 
how likely the company is to pay back your bond after the 
end of the maturity date.

The investment grade measure this for each company 
and is offered by different agencies such as Moody’s, 
Standard & Poor etc. In order to be considered trustworthy 
for the purchase of bonds, any company should have at 
least a rating of triple ‘B’. The companies with a triple 
‘B’ grade rating are very likely to pay you back your 
investment amount after the maturity date and are 
therefore safer bond investments. The companies that 
have a rating of double ‘B’ or lower are considered to have 
a higher risk grade and are not recommended for buying 
bonds from at that time.

7
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Taking income from
your drawdown plan
Once you are 55 or over, you can, in most cases, take up to 25% of your 

pension as tax-free upfront cash by moving it into drawdown. You then 
have the freedom to decide where the rest will be invested, making further 
withdrawals whenever you want. Drawdown is a higher risk option than an 
annuity because the income is reliant on the stock market’s performance,    
which means drawdown might not be for everyone. 

THE KEY QUESTIONS WHEN OPTING FOR 
A DRAWDOWN PENSION ARE:- 
1. How much to withdraw?
2. Where to invest the balance once the 25% 
tax free lump sum is taken?

Here we consider 4 options, which are 
shown with benefits and some risks 
to consider. It is important to base any 
options on your own personal financial 
circumstances. 

OPTION 1 – DRAW NO INCOME 
Once you have taken your tax-free cash, 
you don’t have to take any further income.        
You can keep your plan invested and take an 
income at a later date, should you die int his 
time you can pass it on to your loved ones. 

BENEFITS: 
1. Your options remain many, you can take 
some income or use some of your pension 
to buy a secure income for life (an annuity) 
in the future. 
2. Pensions are normally free 
of inheritance tax and you 
can sometimes pass them 
on completely tax free 
depending on personal 
circumstances. So, it can 
be very tax efficient to 
use up your other income 
resources before your 
pension. 

RISKS: 
1. The stock market is never predictable, 
investments may or may not grow.            
They could fall in value and you could get 
back less than you put in.
2. If you leave your plan in cash, inflation 
pressure may mean your cash is worth less 
than before. Should you consider to buy an 
annuity at a later date, annuity rates may be 
lower than at present.

OPTION 2 – TAKE ONLY THE INCOME 
GAINED 
Opting for this strategy, you only withdraw 
the income or dividends your investments 
have produced each year. 
Drawing from capital depletes the pot,       
but drawing from the growth of the capital 
does not deplete the pot. The income you 
gain might not always be enough for your 
needs as it is not guaranteed. 

BENEFITS: 
1. Increases the possibility of the size of your 
plan and your income growing over time.
2. Less risk of running out of money over the 
longer term and may even leave some to 
pass on to loved ones.

Drawdown is now 
considered to be 
possibly the most 
flexible way to access 
your pension. 

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. 
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.

RISKS: 
1. Your income has the potential to go up and 
down or stop for a period of time.
2. The value of your drawdown pension 
remains invested, so will still go up and 
down.
3. By not selling your core investments to pay 
for your income, you may limit your income 
and potentially be giving yourself a poorer 
standard of living.

OPTION 3 – TAKING THE CORE CAPITAL 
This method involves selling some of core 
investments to fund your withdrawals. 
Compared to only taking the natural yield,   
as with option 2, you may receive more 
money from your drawdown plan. 

BENEFITS: 
1. The income and the value of your 
investment could increase over time, 
especially if you’re cautious about how much 
you withdraw.
2. You could receive more income this way 
than you would have received by just taking 
the natural yield.

RISKS: 
1. Selling your investments at a time in the 
markets will damage your portfolio’s ability 
to recover and the value will be lower.
2. Drawing too much and taking too much 
income could deplete your fund and leave 
you short of income in the future. 
3. If the market falls you may not want to sell/
draw any investment cash.

We strongly recommend you understand 
your options and check your chosen option 
is right for your circumstances. Take advice or 
guidance if you are unsure. 
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So, what can you do to get yourself in 
financial control before March 2019.
Here we look at some tips from the 
experts. Please remember that all 
investments rise as well as fall in value,     
so even if you follow all our tips, you could 
get back less than you invest. 

1. DIVERSIFY 
Spreading your investments is good risk 
management. Having different and many 
varied investments can make a portfolio 
less risky and less likely to see those 
swings in value than a more centralised 
one. The hope is that when one part of 
your portfolio goes down, another part 
should pick up to help smooth out returns. 

2. REVIEW REGULARLY 
Investors often start their portfolios with 
an asset allocation, which is a mix of 
shares and bonds, to match their attitude 
to risk. 

The problem with this is that we often 
set up our portfolio and forget about it.         
But as we all know, markets move every 
day and this can completely change what 
your portfolio ends up looking like. 

Below is an example showing the 
effect of market movements on a £40,000 
portfolio, spread equally across a 4 funds, 
5 years ago. Fund 1, 2 and 3 have risen 60%, 
40%, and 20% while Fund 4 has fallen 10%. 

An investor in this example portfolio 
would need to rebalance, depending 
on their overall strategy, to recreate the 
original 25% equal balances which can 
help you get back to the risk levels you’re 
happy with. 

By not rebalancing your portfolio 
at least once a year, you’re likely to be 
exposing yourself to extra risk. And with 
Brexit just around the corner, it might 
be a good time to check up on your 
investments, and rebalance as necessary. 

3. KEEP CASH ON HAND 
Experience tells investors that you don’t 
have to always be fully invested. 

This is because having cash in your 
portfolio allows you to take advantage of 
any opportunities as they arise. With the 
potential volatility of Brexit, it’s possible 
that there could be some short-term 
falls in the market, which could bring 
opportunities to add to your favourite 
holdings at lower prices. Historically 
buying after markets have dropped,       
gives the best chance of achieving good   
long-term returns. 

After ensuring you’ve got enough 
money for emergencies, around 5% of 
your portfolio in cash is sensible, so you 
can react quickly to opportunities. 

If you are unsure of the suitability of an 
investment for your circumstances, please 
seek advice. 

Preparing yourself financially for Brexit

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. 

On 29 March 2019, 
Britain is set to 
leave the European 
Union and without 
a withdrawal 
agreement, the reality 
is that nobody really 
knows what is going 
to happen. 

There was plenty of doom and gloom guesses around the referendum which so far, have 
largely been wrong. Since Brexit day the UK stock market has risen almost 23%. Not many 

would have predicted that but as we all know this doesn’t mean it will continue to rise and 
past performance isn’t a guarantee to future returns. 

£40,000 
portfolio Fund 1 Fund 2 Fund 3 Fund 4

Total 
portfolio 

value
Invested value    
(% of portfolio)

£10,000 
(25%)

£10,000 
(25%)

£10,000 
(25%)

£10,000 
(25%)

£40,000

Value at 5 years 
(% of portfolio)

£16,000 
(31%)

£14,000 
(27%)

£12,000 
(24%)

£9,000 
(18%)

£51,000



It doesn’t matter whether you are the owner 
of a SME company or a sole trader, there are 

a number of ways for you to get your future 
secure and still be able to focus on growing 
your business at the same time. 

1. ARRANGE YOUR PENSIONS
SEEK OUT OLD PENSIONS 
The government provides a service,        
Pension Tracing Service, which can help you 
trace any old workplace schemes from your 
previous jobs. 
START-UP THAT NEW PENSION 
If you don’t have any old pensions, then 
you need to start setting up a pension plan.     
Most self-employed people use a personal 
pension for their savings. Two of the main 
options are a stakeholder pension or SIPP 
(Self-Invested Personal Pension). 
WHAT ARE MY PENSION CONTRIBUTION LIMITS? 
Residents in the UK who are under 75 can 
usually pay in as much as they earn and 
receive tax relief. The amount you can pay 
into a pension without paying a tax duty,      
this is the annual allowance. 

For most people, this annual allowance is 
£40,000. You may be able to pay in more if 
you have not used up your allowance from 
previous years. The money in your pension 
pot normally can’t be accessed until you 
reach55 (rising to 57 from 2028). 
WHAT COUNTS AS MY ‘EARNINGS’? 
Dividends, investment income, and income 
from other property you own, don’t generally 
count as earnings. When deciding how much 
you can contribute to a pension, you need to 
look at your earnings from the work you do. 
• Being a sole trader, this would be the profit 
before tax which you declare to HMRC in the 
current tax year. 
• Should you have your own limited company, 
this will be the salary you are paid, and any 
taxable benefits, before tax.

To get tax relief on your pension, personal 
contributions can’t be any higher than your 
annual earnings. 

2. MAKE TAX-EFFICIENT EMPLOYER PENSION 
CONTRIBUTIONS 
Even if you are the owner of a limited 
company, you could make employer 
contributions to your own pension from your 
company account. This would be deducted 
from the company’s annual profit, and so 
there would be no corporation tax. 

Because this money isn’t being paid to 
you as a dividend or salary, you personally 
wouldn’t pay any tax until the time comes to 
take the money out, possible from the age of 
55 (57 from 2028). Remember tax rules can 
change and benefits depend on personal 
circumstances. 

Business owners might prefer this 
approach, as contributions paid like this can 
be treated as an allowable business expense. 
You also won’t pay employer or employee 
National Insurance on the contribution. 

Such employer contributions are not 
limited by your own personal salary, but they 
are still subject to the annual allowance of up 
to £40,000. Equally, if your spouse or partner 
also works for your company, you can make 
employer contributions, and save tax. 

Doing this will boost your joint income in 
retirement, since you can take money from 
two pension pots. HMRC may randomly 
check on small businesses to ensure people 
are doing the jobs they are paid to do for the 
company. 

As an individual and outside of the 
company, you can even pay in £3,600 gross as 
a personal contribution (£2,880 net) and your 
spouse or partner will receive basic-rate tax 
relief, even if they’re a non-earner. 

3. HOW MUCH STATE PENSION WILL I GET?
Once you reach ‘State Pension Age’ (currently 
65, gradually rising over the coming years) 
the government will pay you a guaranteed 
income for the rest of your life, based on your 
National Insurance qualifying record. 

The number of qualifying years you have 
will depend on how many years you’ve been 
employed or worked for yourself and paid 
NI contributions.  The maximum weekly 
payment for 2018/19 is usually £164.35, to 
receive this you will need 35 years of full rate 
NI and 10 NI contributing years to qualify for 
minimum payment.

4. BOOST YOUR PENSION WITH AN ISA 
ISAs (Individual Savings Accounts) are a 
good way to boost your pension savings.       
Currently there are no capital gains taxes 
payable using an ISA and no tax on UK 
income. 

Not only are ISAs tax efficient, you can also 
access your money whenever you like, which 
is useful when your earnings change each 
month. 

In 2018-19 tax year your ISA allowance is 
£20,000. By choosing the right investments 
and keeping them for a long period, you 
could build a substantial sum. 

Additionally, an ISA can save you time. 
There’s no need to declare it on your tax 
return and you can use your ISA cash first 
during retirement, leaving your personal 
pension invested and growing. 

5. TAX RETURN ON YOUR CONTRIBUTIONS
When you complete your annual tax return, 
make sure you include any personal pension 
contributions for the previous tax year when 
you complete your self-assessment tax return 
by 31 January each year. 

If you pay tax above the basic rate, then 
you could reduce your tax bill by at least a 
further 20%. 

Consider working for yourself and make savings

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. 

10

Being the boss of your own business can mean financial independence but it also allows you to follow 
your dreams. With the number of people doing just this at record highs (4.8 million people in the UK 

now run their own business), only 14% of them are saving into a personal pension. 
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It is thought that as many as 3 in 5 people 
who are planning to retire this year 

are doing so before their state pension is 
available. 

This might sound idyllic to many, but there 
are a few good reasons why you should 
think very carefully before you give up your 
working life. 

Taking early retirement means your 
pension pot may not be maximised and 
could mean your state pension might be 
worth less.

How much state pension you receive 
will depend on how many years of national 
insurance contributions you’ve built up 
during your working life.

The full state pension is around £8,500 a 
year which is £164.35 per week but if you do 
decide to retire early and you haven’t built 
up enough years, your state pension may 
well be lower. So, it’s important to request a 
state pension statement before you make the 
decision about early retirement. 

EARLY RETIREMENT AND PERSONAL PENSIONS
The state pension for many won’t be enough 
on its own. So, you may need an additional 
pension scheme, it’s important to remember 
that the less you pay in, the less you will have 
at the end. 

Remember; the way in which you take 
your private personal pension can have an 
impact on your overall finances in retirement. 

It’s important to understand the rules 
of your pension scheme and how it allows 
you to take your money and if there are 
any alternatives which may suit you better.     
Some pensions are quite restrictive in this 
area so it’s important to know what to expect 
and plan in advance.

EARLY PENSION OPTIONS
ANNUITY
Annuities, sold to you by insurance 
companies, are a great option for those 
who want to have a steady regular amount 
per month of pension income. You are 
guaranteed an income for life and that 
stability is a key benefit, but should you 
choose to retire early, an annuity might not 
be the best option for you. 

An annuity provider is likely to estimate 
that they will have to pay you for longer 
which means you might not get as much 
monthly income as you expected. 

Another point regarding annuities is that 
they lock you in to a fixed income and it’s 
not possible to release extra cash for big or 
special purchases. 

DRAWDOWN
Drawdown is a more flexible option, but it is 
higher risk. The benefit of drawdown is that 
you have the flexibility to take as much as 
you like, when you like. The balance of your 
pension, which you haven’t taken yet stays 
invested and working for you. 

The negative aspect is that it can be 
tempting to take too much too soon.               
If you retire early, you will need to make your 
money last longer. 

It’s also worth remembering that 
investments can go up and down, so you 
may find that your pension loses its value 
over time. 

A LUMP SUM
What is attractive to many is to take your 
pension in one big lump sum or in smaller 
lump sums, should you want to. Instead 
of taking your tax-free cash at the start,            

like you do with an annuity or drawdown, 
lump sums normally provide 25% of each 
lump tax-free with the rest taxed. 

The danger again is taking too much and 
where you invest because you could end up 
running out of money. 

A good place to start is Pension Wise,      
the government’s free and impartial service to 
help you understand your retirement options.

SEEKING ADVICE ABOUT EARLY RETIREMENT
There’s a lot to think about before deciding 
to retire early. Having a solid retirement plan 
in place should help you avoid financial 
setbacks or at least be more prepared.             
A professional financial adviser can help 
you be retirement-ready and support you in 
making some of the most important financial 
decisions of your life. 

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.           
This article is not personal advice.

Early retirement,
should you?

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

Time to bring your investments together

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. 

If you have accumulated a number 
of Individual Savings Accounts (ISAs) 

over the years, keeping them all in one 
place could give you better control and 
help you save money. There’s a common 
misconception that you can’t move your 
existing ISAs from one provider to another. 
Transferring your ISAs doesn’t affect its 
tax-efficient status, but you should make 
sure that you don’t have to pay penalties 
or give up valuable benefits.

If you want to switch from an existing 
ISA provider to a new one, you’re 
perfectly within your rights to do so.             
Transferring your ISAs could allow you to 
widen your range of investment choices, 
as the range on offer can differ between 
providers.

EASIER TO MONITOR AND MANAGE
Another reason to switch is that you could 
find you’re better off because another 
provider is offering lower fees and charges. 
You may also want to move because 
you prefer to keep all your investments 
conveniently in one place, where they’re 
easier to monitor and manage.

You can transfer your ISA from one 
provider to another at any time. You can 
also transfer from one type of ISA to a 
different type of ISA, for example, you can 
move money held in a Stocks & Shares 
ISA into a Cash ISA, or from a Cash ISA to 
a Stocks & Shares ISA. Similarly, money 
held in an Innovative Finance ISA can be 
transferred into a Stocks & Shares ISA or 
into a Cash ISA.

NOT ALL ISA PROVIDERS ACCEPT TRANSFERS
Remember that not all ISA providers will 
accept transfers. Also, the ISA provider 
you are moving from might charge you 
for the transfer. If you transfer cash from 
an existing ISA into a Lifetime ISA, it will 
count towards your £4,000 Lifetime ISA 
allowance for the year and qualify for the 
government bonus, but will not count 
towards your overall ISA allowance of 
£20,000 in 2018/19. It is not advisable to 
transfer from a Lifetime ISA.

Transferring your ISAs won’t affect their 
tax-efficient status, provided you follow 
the correct process. You might think 
that to make a transfer from one ISA to 

another, you’ll need to close down your 
existing account, make a withdrawal, 
then open up a new account and pay in. 
But closing down your current ISA means 
you’ll immediately lose all the tax benefits,            
so never withdraw your savings to pay into 
a new ISA.

If you are looking to transfer ISA tax 
benefits following the death of your spouse 
or registered civil partner, the survivor can 
now inherit their ISA tax benefits. This will 
be in the form of an additional permitted 
allowance equal to the value of the ISA at 
the holder’s death and will be in addition 
to your own ISA allowance.

McPhersons Financial Solutions
c/o 50 Havelock Rd, Hastings, East Sussex, TN34 1BE. Phone 01424 730000


