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Pension Freedom:
Making the right decision

The freedom granted by these changes is good
news for all pension savers but could lead to
many people making bad decisions and paying
unnecessary tax. That’s why it’s important to
understand what the changes mean to you and
why professional financial advice can help you
make the right decisions with your pension.
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Greater freedom over how you
take tax free cash
Most people can now take up to
25% tax-free cash from their pension,
either by:

• Taking your Pension Commencement
Lump Sum in full, with subsequent
withdrawals taxed as income; or
• Making a series of withdrawals over
time, receiving 25% of each withdrawal
tax free.
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Flexible access from age 55

Up until April 2015, it was normally only
possible to pass a pension on as a
tax-free lump sum if you died before age
75 and you had not taken any tax-free
cash or income. Otherwise, any lump sum
paid from the fund was subject to a 55%
tax charge.
From April 2015 this tax charge was
abolished and the tax treatment of any
pension you pass on will depend on your
age when you die:

People over the age of 55 will have
greater power over how they invest their
retirement savings and more choice in
terms of the options available. You can
now:

• If you die before age 75, your
beneficiaries can take the whole
pension fund as a lump sum or draw
an income from it tax free, when using
income drawdown.

• Take the whole fund as cash in
one go

• If you die after age 75, your
beneficiaries can:

• Take smaller lump sums as and when
needed
• Take a regular income – via income
drawdown, or an annuity
Choosing to take your pension in stages,
rather than in one go, could help you manage
your tax liability.
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55% pension “death tax”
to be abolished

Restrictions on how much you
can contribute to pensions

Pension contributions are subject to a
£40,000 annual allowance and specific
contribution rules. This remains true under
the new rules.
However, if after 6 April 2015 you make
any withdrawals from your pension in
addition to any tax-free cash, contributions
to defined contribution plans will be
restricted to £10,000.

1. Take the whole fund as cash in one
go: the pension fund will be subject
to 45% tax. (From April 2016, lump
sums will be taxed at the beneficiary's
marginal rate).
2. Take a regular income through
income drawdown or an annuity
(option only available to dependants):
the income will be subject to income
tax at your beneficiary’s marginal
rate.
3. Take periodical lump sums through
income drawdown: the lump sum
payments will be treated as income,
and subject to income tax at your
beneficiary’s marginal rate.

If you’re looking to access your pension
in 2015, or you’d like advice on your new
pension choices, please get in touch.

Income drawdown carries significant investment risk as your future income remains totally dependent on your pension fund performance.
HM Revenue & Customs practice and the law relating to taxation are complex and subject to individual circumstances & charges which cannot be foreseen.
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During last year's
Budget announcement,
the Chancellor
introduced the prospect
of pension changes.
These changes were
confirmed in the Taxation
of Pensions Act 2014 and
have now taken effect.

Insuring your estate
against an IHT bill
Whole of Life policies can offer an
alternative to ‘gifting’, allowing you
to preserve your family home for the
next generation.
If you’re seeking to reduce or eliminate the burden
of Inheritance Tax (IHT) on your death, ‘gifting’
while still alive can often be the simplest and most
obvious solution.

An alternative solution

An alternative to gifting is to take out a Whole of Life
insurance policy. As the name suggests, rather than
covering your life for a fixed period of time, the policy
lasts until death, with a payment at the end.
The policy could be set up to pay an amount equivalent
to the IHT liability, thus preserving the estate.

Gifting involves giving away some or all of your estate
to your intended beneficiaries prior to your death.

Limitations of gifting

Given the huge rise in house prices in the last 20 years,
gifting can be invaluable in terms of reducing the tax
exposure of an estate. But there are limitations.
For instance, gifting your home may not be viable as
you may plan on living there well into your later life.
Even an informal arrangement with the beneficiaries that
allows you to continue living there indefinitely will remove
its ‘gift’ status and make the property liable
to IHT.

What's more, in normal circumstances, a life insurance
policy payout would itself add to the estate and be liable
to IHT. However, a policy ‘written in trust’ does not count
as part of the estate. This is because a trust is a distinct
entity that can keep assets in its own right, and needs no
human ‘owner’.

Other benefits

Whole of Life policies are often written on a ‘joint life,
second death’ basis. Given the estate will pass tax-free
to the surviving spouse, this potentially results in a lower
overall cost than a ‘joint life, first death’ plan would do.

Writing a Whole of Life policy in trust is a
reasonably simple process, but will require
professional guidance. If you’d like to discuss this
with us, please get in touch.
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HM Revenue and Customs practice and the law relating to
taxation are complex and subject to individual circumstances
and changes which cannot be foreseen.
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Investing for your
children’s future
We all want the best for
Common investment
our children, not only
options for children
Choosing the right type of investment will
now but in the future.
depend on a variety of factors, including
With the cost of providing what the money is intended for and when
for children continuing
it should be accessed. There are several
options available, which include:
to rise, careful financial
planning can make all
●● Collective funds – a fund that is
the difference.
operated by a trust company or bank
and handles a pooled group of trust
accounts

Parents spend £6,411 a year, on
average, supporting those aged 22+,
compared to £3,841 on younger
children.*

Whether you want to support your children
with education costs, travelling or saving
for their first home or car, in many ways
investing for children involves the same
considerations as investing for adults.

●● ISA/Junior ISA – UK resident children
under 18 who have never been issued
a Child Trust Fund voucher may be
eligible for a Junior ISA
●● National Savings and Investment
(NS&I) – NS&I has a limited range
of accounts suitable for children.
Its Children’s Bonds can accept
investments of between £25
and £3,000 and, once the child
is 16, they take responsibility for
their investment
●● Personal pension – There is no
minimum age for a personal pension.
Total contributions to a child’s plan are
usually limited to a maximum of £3,600
per tax year

*http://www.lv.com/openwork/working-with-lv/news_detail
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You will also need to decide on the
ownership of the investment, as this
will determine the tax that might be
payable on it. You can:
●● Invest in your own name
●● Invest in your child’s name – using
bare trusts or designated accounts
●● Invest in a discretionary trust
– set up for a number of potential
beneficiaries. The trustees can select
who will receive the income the
investment generates

Making the right choice

The sooner you start investing for
your children, the better - but you
should always take expert advice
before making any decisions. We
can advise you on tax efficiency,
ownership, and investment choices.
The value of investments and any
income from them can fall as well as
rise and you may not get back the
original amount invested.
If you’d like to explore the options
in more detail, please get in touch.
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The cost of raising a child in the UK
from birth until the age of 21 has
climbed to £229,251, an increase of
63% since 2003.*

●● Investment bonds – single premium
policies offered by onshore and
offshore life assurance companies

Ownership of
the investment

0845 833 1030

Business survival planning
If something happened to you,your
co-owners or employees,could your
business survive?

The role of business protection

A study by Legal and General1 shows:

As a business owner, you should know there are
three main types of business protection:

●● 40% of businesses would fold within 12 months after the
death or critical illness of a key person
●● 46% of new SMEs would fold immediately after the death
or critical illness of a key person
The loss of a key person within a small or medium-sized
business can cause unexpected costs at what would be a
difficult time. Not only would the business have to fund the
cost of recruiting and training a replacement, but it would
also risk suffering:
●● Loss of profits
●● Loss of important business contacts
●● Loss of knowledge/expertise

●● Shareholder Protection Insurance – provides a lump
sum that will allow remaining shareholders to buy the
shares of a deceased shareholder
●● Business Loan Protection – provides a lump sum to
help a business pay any outstanding business loans
There is also the option of relevant life insurance, placed
in trust. Although this is not technically business protection,
an agreement can be made which specifies the terms on
which proceeds can be used.

Protect your biggest asset

People are the biggest asset to any business.
Business Protection Insurance can help to keep
your business trading should the worst happen.

http://www.legalandgeneral.com/library/protection/sales-aid/W13220.pdf
http://www.metlife.co.uk/uk/Press_Room/20120517-EB_Health_Insurance.pdf
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●● Key Person Insurance – provides a lump sum on
the death of an important member of the business

Critical illness cover should also be a consideration.
Research from MetLife in 20122 showed 21% of people
have suffered long-term ill health for more than four weeks
at some point in their working life.

For further information or advice on setting up a
business protection policy please get in touch.
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Business protection insurance can help mitigate
or prevent these risks altogether.

