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During the 2014 Budget announcement, the Chancellor 
introduced the prospect of far-reaching changes to 
how you access your pension savings when you retire. 

The government has since clarified the details of those  
changes, which take effect from April 2015. In general  
terms, the changes comprise:

•  greater freedom over what you can do with your pension 
savings in retirement

• new restrictions on how much you can contribute
• changes to the death benefits of a pension fund

Four choices on retirement

Withdraw your entire pension fund in one go

This option generated some attention-grabbing headlines  
after the Budget, but it's unlikely to be the best option for  
most people.

Withdrawing all of your money in one go without careful tax 
planning could mean you miss out on the tax advantages 
that pension products benefit from. What’s more, any 
money you take out of your pension, over and above the 
25% tax-free Pension Cash Lump Sum amount, would be 
taxable as part of your income in that tax year1.

Take an annuity

Before the budget announcement, the vast majority of retirees 
bought an annuity with their pension fund, in order to get a 
regular income in retirement. The downsides of annuities are 
that they can be inflexible and, if your circumstances change or 
you die shortly after taking your annuity, it’s often the annuity 
provider who benefits rather than your loved ones. 

Taking an annuity after April 2015 will still be an option, and  
the good news is that these products will be far more flexible  
in future, thanks to a number of changes. For instance:

•  you could be allowed to withdraw lump sums from your annuity, 
or take a larger income in the early years of your retirement

•  annuities may include enhanced death benefits or ‘lifelong’ 
guarantees. This would mean your spouse would receive an 
income if you died within the annuity period

•  providers may also have the freedom to hand back smaller 
annuities as lump sums to your beneficiaries, instead of 
continuing to make regular payments to them

Drawing down your pension savings 

This enables you to enjoy the tax benefits of a pension and 
gives you the freedom to withdraw money as and when you 
need it (just like a bank account). However, you should be 
careful not take too much out in the early years or your  
money could run out. If you choose this option, we can 
help you manage your pension savings over time. Income 
Drawdown carries significant risk and may only suit a limited 
number of people.

Annuity / drawdown combination 

This may be a good solution for many people because it 
enables you to secure a guaranteed level of income for the 
rest of your life (to cover household bills etc.), leaving the 
balance available for you to spend as and when you want to.
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Restrictions on how much you 
can contribute
After April 2015, if you take any income from your pension  
(in addition to any Pension Cash Lump Sum amount) you  
might still be able to make pension contributions but only  
up to a reduced annual allowance of £10,000 a year  
(normally £40,000 a year)2. 

This includes employer contributions and pension benefits 
being built up in final salary schemes, which can sometimes  
be surprisingly large.

The restriction is being introduced to stop people having  
their salary paid directly into a pension, effectively  
receiving 25% tax-free and avoiding National Insurance  
on employment income.

There are two exceptions to this restriction:

1.  If your pension is worth less than £10,000: you will be 
able to make withdrawals from three small personal pots and 
unlimited small occupational pots worth less than £10,000 
each, without being subject to the new £10,000 allowance.

2.  If you go into capped drawdown before April 2015  
and your withdrawals after April 2015 remain within  
your drawdown limit: you will not be subject to the new 
£10,000 allowance.

A possible fall in the death benefits 
of your pension fund
The Chancellor also promised to review the tax paid on pension 
lump sums when you die. If you are in drawdown, or you are 75 
or older, any lump sum paid to your beneficiaries is currently 
taxed at 55%3. We expect further details of the new tax payable 
to be announced in the Autumn Statement (3 December 2014).

Remember that if you die before you go into Income Drawdown 
or buy an annuity, and before age 75, the entire pension fund 
can normally be paid to your beneficiaries without incurring a 
tax charge.

Talk to us about the changes

These changes give you far greater freedom in your retirement 
because you will be able to control how you want to spend your 
hard-earned pension fund. However, this makes it even more 
important to get quality financial advice to ensure you fully 
understand your options, and make a decision that best suits 
your needs. 

HM Revenue and Customs practice and the law relating to 
taxation are complex and subject to individual circumstances 
and changes which cannot be foreseen.

1 www.gov.uk/government/uploads/system/uploads/attachment_data/file/301563/Pensions_fact_sheet_v8.pdf

2 www.citywire.co.uk/new-model-adviser/news/gov-t-cuts-annual-allowance-to-10k-for-retirees/a762826

3 www.pensionsadvisoryservice.org.uk/tax/other-times-when-you-might-get-a-tax-charge-
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If you are over 55, and considering taking your 
pension benefits, please get in touch to discuss 
your options.  
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Portfolio investments 
The benefits of regular  
rebalancing
A crucial aspect of investment  
is knowing how much risk you're 
prepared to take with your money 
in order to reach your goals. 

It is equally important that your 
investment portfolio is finely 
calibrated to deliver on the risk 
profile you’ve decided – both at  
the outset and for the longer term.

According to BlackRock, a leading 
investment manager, rebalancing 
a portfolio back to its original asset 
allocation on a regular basis can help 
generate improved returns and decrease 
risk over the medium to long term.

This is a principle of the Openwork 
Graphene Model Portfolios, which 
invest in seven funds covering different 
types of assets and rebalance back to 
their original asset allocations twice  
a year.

Rebalancing:  
Positioning for the future

Over time, the funds in an investment 
portfolio will move up and down in value, 
as some asset classes outperform and 
others underperform relative to each 
other. If left alone, this could result in a 
portfolio that no longer reflects your risk 
profile and throws your investment goals 
off track.

‘Rebalancing the portfolio’ effectively 
means selling the part of your holding  
in funds that have risen in value, in order 
to purchase more shares in funds that 
have gone down in value. This might 
seem counter-intuitive but it enforces  
the discipline of what some investors  
refer to as ‘buying low and selling high’.

The effect of rebalancing

Using several hypothetical portfolios  
as examples, the graph below shows  
how annual rebalancing over the last 
20 years would have changed each 
portfolio’s risk and return characteristics.

For example, annual rebalancing of 
Portfolio I (which holds 50% in shares  
and 50% in bonds) improved average 
annual return by almost 1% each year, 
while also reducing risk. Similar results 
can be seen for other portfolio allocations. 

This graph demonstrates the concept of annual rebalancing in action. It does not relate to the performance of the Openwork Graphene 
Model Portfolios, which rebalance twice-yearly. You should not use past performance as a suggestion of future performance. It should 
not be the main or sole reason for making an investment decision.

Source: BlackRock; Thompson Reuters Datastream. Past performance is no guarantee of future results. The information shown does not reflect the past 
performance of actual accounts, but rather the past performance of portfolios of indices. The return on actual funds would be lower due to the effect of 
charges. The ‘rebalanced’ portfolios assume rebalancing of their component indices to their established percentages on January 1 of each year. Stocks are 
represented by an equal allocation to the FTSE 100, FTSE 250 and FTSE Small Cap indices. Bonds are represented by the CitiGroup World Government 
Bond Index Europe. The returns of the CitiGroup World Government Bond Index Europe are influenced by changes in exchange rates.
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Portfolio I 
50% Stocks 
50% Bonds

Portfolio II 
60% Stocks 
40% Bonds

Portfolio V 
90% Stocks 
10% BondsPortfolio IV 

80% Stocks 
20% Bonds

Portfolio III 
70% Stocks 
30% Bonds

The effect of annual rebalancing on diversified portfolios over the last 20 years (1993-2013)

Rebalanced Not Rebalanced

16

Portfolio VI 
100% Stocks

Please get in touch 
to discuss the 
potential benefits 
of the Openwork 
Graphene Model 
Portfolios and how 
rebalancing may 
help support your 
investment goals. 

Bright Blue Wealth hello@brightbluewealth.com 0845 833 1030 



Putting a price on parenting

No matter what role you play in 
a family, you’re bound to make a 
valuable contribution. But have  
you ever calculated the financial 
value of that contribution?  

If you’re a parent, you’ll know how much 
hard work goes into running a household,  
not to mention how expensive it can be. 
You’ll also know your value as a parent  
is much more than just the income you might 
bring into the home. Each contribution you 
make – whether it’s childcare, housekeeping 
or any other activity – is worth something, 
regardless of whether you’re in paid 
employment or not. 

The value of parenting

Insurance provider Legal & General has 
published research1 that attempts to put a 
financial value on your contribution to your 
household. It estimates that it would cost:
 
• £31,627 a year to replace a Mum
• £23,971 a year to replace a Dad

Replacing either parent’s input – financial  
or otherwise – would be a real challenge  
for any family. 

Don’t forget the grandparents

But it’s not just the value of a parent’s 
contribution that can be measured in this 
way. Legal & General found that 66%2  
of parents questioned said they can only 
work because of help from a grandparent.  
If you’re a grandparent, you may be:
 
• contributing to the care of a grandchild
•  paying towards the education of your 

grandchildren
•  helping cover mortgage payments for  

your grandchildren
•  investing to meet future costs of  

private education, higher education  
or a first home purchase

If you're doing any one of these, you may 
want to consider what would happen if you 
weren't able to continue those payments or 
ongoing investments because of ill health 
or death. It’s worth bearing in mind that the 
Money Advice Service estimates it costs: 

• £266 a week for a full-time nursery
• £256 a week for a childminder
• £495 a week for a live-in nanny3

Is your family protected? 

If the worst were to happen, you’d be losing 
more than a loved one. As a parent or a 
grandparent, you should regularly review 
your personal protection plans to make sure 
you have sufficient cover in place. Doing so 
will help ensure your family has the financial 
strength to overcome the worst type of 
upheaval, should it ever occur.

1   www.legalandgeneral.com/life-cover/confused-about-life-cover/articles-and-guides/value-of-a-mum.html  
Research carried out on Legal & General's behalf between 18 and 25 January 2013.

2 www.legalandgeneral.com/library/protection/sales-aid/W13413.pdf 
3 www.moneyadviceservice.org.uk/en/tools/cost-of-childcare-calculator
4 www.legalandgeneral.com/life-cover/confused-about-life-cover/why-life-cover-matters/

How much does your 
childcare cost you? 

Visit the Money  
Advice Service 'Cost of 
childcare' calculator

Search 'MAS childcare  
calculator’ or visit www.money 
adviceservice.org.uk/en/tools/
cost-of-childcare-calculator

Want to know the  
true value of your 
contribution to a 
household? 

Try using the Zurich  
'Running a family' 
calculator
Search 'Zurich family calculator', 
or visit www.zurich.co.uk/life/
lifeinsurance/understanding-
life-insurance/running-a-family-
calculator.htm

Please note that while we have 
included Zurich’s calculator,  
we are able to offer protection  
products from a number of  
providers and once we have  
discussed your requirements in 
detail we will recommend the most 
suitable product and provider.
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Bright Blue Wealth 
11 Windsor Street 
Chertsey 
Surrey 
KT16 8AY 

0845 833 1030 
hello@brightbluewealth.com 
www.brightbluewealth.com 

Please get in touch to discuss your family protection needs. 


