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Under Tory plans, from 2016,
men will have to wait an
extra year for their State
pension, with the pension
age rising from 65 to 66. 
The State pension age for
women is scheduled to rise
in stages from 60 to 65 by
2020, and the present
Labour Government plans to
increase the pension age for
both sexes to 68 by 2046. 
Such changes emphasise the
fact that for many people
there will be an 
ever-increasing gap to fill
between actual retirement
and State pension age. With
the State seemingly unable
to provide for retirees, this
problem is only set to
become more severe with
increased life expectancy. 

How to avoid the shortfall
Delay retirement and working longer is the
obvious answer, but this isn't always viable or
popular, so the solution should be that we take
retirement provisions firmly into our own
hands. 

If your employer offers a money-purchase, or
final-salary scheme, make sure you opt in,
particularly if it has a matched-contribution
element in which the employer matches, up to
a set level, every pound you pay in. It is
important to take an active interest in your
retirement plan. If you have personal or
company pensions ensure you review the
investment performance regularly. 

If your employer does not offer a pension
scheme, or you're self-employed, arrange one
yourself. You receive tax relief on your
contributions, increasing the money you put in
by an amount equivalent to basic-rate tax or
40 per cent if you're a higher-rate taxpayer. 

Take a more hands-on approach by
considering a self-invested personal pension
(SIPP). SIPPs are essentially flexible, do-it-
yourself pensions with a wide range of
investment choices, including the more
straightforward options such as cash and
Government bonds, or more complicated
investments such as individual shares, funds
and commodities. However, SIPPs are not 

suited to everyone, so ensure you evaluate
your individual requirements.

When you get into your sixties, if you have
lots of little pension pots from previous
employers, consolidating them may be a good
idea as many insurance firms won't offer
competitive annuities to people with a pot of
less than £10,000. However, another option is
to take the pensions as individual lump sums.
If those pots total less than 1 per cent of the
standard lifetime allowance, currently £1.75m,
it can all be taken as cash. So if you end up
retiring with a pension pot worth less than
£17,500, 25 per cent can be withdrawn tax-
free, with 75 per cent liable for income tax. 

Individual Savings Accounts (ISAs) play an
important role for retirees. Like pensions, ISAs
offer generous tax breaks and changes which
came into effect on 6 October, allow the over
50s to invest up to £10,200 tax free. For lower
age groups that allowance kicks in from the
start of the next tax year. Of this, up to half
(£5,100) can go into a cash ISA, with the
balance available to invest in a stocks and
shares ISA. 

Ideally you should have a mixed portfolio
and build income for your retirement from
private pensions, state pensions, employee
pensions and investments.

Levels and bases of, and reliefs from,
taxation are subject to change.

In your 20s and 30s 
Delaying the start of your pension savings
could put a large dent in your retirement
fund. 

If you start saving £150 per month
when you are 25, you could end up with a
fund worth £395,000 (assuming annual
growth of 7 per cent). But if you leave it
another five years, your fund would only
be worth £270,000. Source: Telegraph. Nov 2009

Retirement may seem a long way off,
but the reality is that if you hope to save a
fund large enough to provide you with an
income equivalent to two-thirds of your
final salary it is a good idea to start saving
as early as possible.

Consider an ISA to save while your
earnings are lower, and to transfer savings
to a pension once you qualify for higher
rates of tax relief, when more of your
financial commitments are behind you.
You can afford to take more risk with your
investments at this stage as you have
more time to make up any losses on the
way. Try to take the emotion out of it. Now
is a good time to invest if you think the
stock market will be higher in 10 years
time than it is now.

Consider using your age as a yardstick.
If you are 30, then have 70 per cent of
your investments in equities, and the rest
in cash or lower-risk fixed-interest
investments, such as gilts and bonds. 

In your 40s 
Your 40s is "the golden decade" when it
comes to retirement planning as you are
likely to be at the height of your earnings. 
This is when you should be putting as
much as possible into your pension. Your
contributions still have time to grow and
the expenses of a mortgage plus small
children are starting to fall away.

This may mean that you can lock up
assets, so consider switching ISA holdings
to pensions to benefit from your higher
rate of tax relief. Everyone can save up to
100 per cent of their income or £245,000,
whichever is lower each year. 

In your 50s 
Many people will be coming to the end of
a mortgage and children are leaving
home. Now is the time to get smart with
your investment strategy. The final decade
before retirement is often the most
important from an investment perspective. 

You could consider building even
greater levels of diversification into your
retirement funds, with around half of your
money in non-equity assets. These could
be cash deposits, bonds, or other fixed-
interest securities such as Government
gilts. 

In your 60s 
Start reducing risk more significantly in
your 60s. You will need to decide whether

you need to secure a fixed income, or if
you can withstand any investment
volatility after you have retired. 

If you need certainty now, you may wish
to buy an annuity with your pension
savings, although you do have the option
to take 25 per cent of your pension fund
as a tax-free lump sum.

If you are put off by low annuity rates,
one option is to use a drawdown facility.
You leave your pension invested, but
receive an income from the fund. However,
you must be absolutely certain that you
are happy with the additional risk and
costs of such plans.

In your 70s 
Most people commonly use their pension
savings to buy an annuity by the age of
75. Under current legislation your pension
fund must be used to provide an income
by age 75. Most people commonly use
their pension savings to buy an annuity,
but there is now the alternative secured
pension to consider. You can choose to
inflation-proof your annuity, or buy a
guarantee so that it continues to pay out
for at least five years. You might want an
income to continue for your spouse after
your death. 

Levels and bases of, and reliefs from,
taxation are subject to change.

No time like
the present
Start planning your retirement NOW

Bridging the

Pension
gap

Ways
to avoid the 
shortfall

To discuss how you can get the most out of your pension planning, please contact us for further information.To discuss how you can get the most out of your retirement planning, please contact us for further information.
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This magazine is for general guidance only and represents our understanding of the current law and
HM Revenue and Customs practice.  We cannot assume legal responsibility for any errors or
omissions it might contain.  Level and bases of, and reliefs from taxation are those currently
applying but are subject to change and their value depends on the individual circumstances of the
investor.  The value of investments can go down as well as up, as can the income derived from
them.  You should remember that past performance does not guarantee future growth or income
and you may not get back the full amount invested.

You voluntarily choose to provide your personal details. Personal inform
ation will be treated as confidential by us and held in accordance with the Data Protection Act. You agree that personal inform

ation m
ay be used to provide you with details and products or services in writing or by telephone or em

ail.

■■
Fin

an
cial w

ealth
 ch

eck

■■
Tax efficien

t
in

vestm
en

ts

■■
Pen

sio
n

s

■■
Tax p

lan
n

in
g

■■
C

ritical Illn
ess co

ver

■■
Pro

tectio
n

■■
O

ff-sh
o

re in
vestm

en
ts

■■
H

ealth
 care

■■
D

irecto
r an

d
 em

p
lo

yee
b

en
efit sch

em
es

■■
O

th
er (p

lease sp
ecify)

N
am

e

Address

Postcode

Tel. (hom
e)

Tel. (w
ork)

M
obile

Em
ail

Please return to:
Keith Low

den & Associates, Torrington Cham
bers, 58 N

orth Road East,
Plym

outh PL4 6AJ

Fo
r m

o
re in

fo
rm

atio
n

 o
n

 an
y su

b
ject th

at w
e h

ave co
vered

 in
 th

is issu
e, o

r o
n

 an
y o

th
er su

b
jects, p

lease tick
th

e ap
p

ro
p

riate b
o

x o
r b

o
xes, in

clu
d

e yo
u

r p
erso

n
al d

etails an
d

 retu
rn

 th
is sectio

n
 to

 u
s.

Death in service benefit?  Don’t waste
40 per cent of it.
Many people today have death-in-service
benefits through their employment or death
benefits via their pension scheme. These
benefits are generally given to the surviving
spouse or partner, so are not treated as assets
of the deceased’s estate. But there is a
massive potential Inheritance Tax (IHT)
problem which can destroy 40 per cent of
their value.

Because the benefit is not treated as an
asset of the estate, on the first death there is
no liability to IHT, but, IHT liability arises on
the second death. For example, on the death
of the first spouse, the death-in-service pays a
lump sum to the survivor. This is outside the
estate for tax purposes. Once the benefits of
the policy have been paid to the survivor they
become an asset of the partners estate.

Subsequently, when the survivor dies, their
estate which would include any death-in-
service benefit monies, is subject to IHT at 40
per cent on the value of the estate in excess
of the IHT threshold.

This tax problem can be avoided by sending
the death-in-service benefit or pension death
benefit into a special trust. The trust is held
outside the survivor’s estate, therefore not
subject to IHT on the survivor's death. 

The survivor can benefit from the trust and
receive cash or other benefits. Even more

beneficially, the trust can be drafted with
power to loan monies to the survivor.  As a
result the survivor will have the full use of the
funds to invest or spend, or live off the income
as they wish. Importantly, as a loan has been
made from the trust a liability has been
created which can be paid out of the
survivor's estate on their death thereby further
reducing the value of the estate for IHT
purposes.

Spousal by-pass trusts are not limited to
death in service benefits and pension
benefits. They can be used in conjunction with
life insurance. Therefore anyone with any type
of term life insurance or mortgage protection
insurance should consider placing the benefit
of the policies into such a trust. The surviving
spouse can still be a trustee and hence control
how the funds are used. 

A multiple spousal by-pass trust.
These trusts are mainly used to receive death
in service benefits, however, they can be
created to receive assets passed into them by
a Will, such as business or agricultural
property, and if you have a substantial estate
you may wish to consider multiple spousal 
by-pass trusts simply to increase the
availability of the nil rate bands across the
trusts.

… a by-pass worth having!
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