






For most people, the choice will come down 
to striking a balance between minimising 
the risk to their capital and also retaining 
control over their funds. Individuals are no 

longer compelled to convert their benefits into an 
annuity but have a wide range of options, depend-
ing on what balance they wish to achieve. 

The majority of pre-retirees still opt for the 
security of a conventional annuity, in which your 
pension fund is exchanged for a guaranteed 
regular income for life, regardless of stock 
market movements. Annuities still remain 
popular as increasing life expectancy puts 
added pressure on pension savings.

Annuities are based on the concept of a 
mortality cross-subsidy, so annuities provide 
valuable protection against outliving your 
assets. Once bought, an annuity cannot 
normally be changed, transferred or cashed in. 
Index-linked and with-profits annuities have in 
recent years introduced a greater flexibility to 
this issue, bringing with them a wider choice of 
death benefits and investment control.

An alternative to annuities are unsecured 
pensions (USPs), or income drawdown. USP 
arrangements allow an individual to draw an 
income from their pension fund while the fund 
remains invested.

These funds are popular with people who 
have larger funds and other income streams 
and who require investment control over their 
benefits. The maximum level of income that can 
be drawn is approximately 120 per cent of the 
level lifetime annuity payable to a single person 
of your age and sex.

A lifetime annuity can be bought at any time, 
but by the age of 75 the remaining pension 
funds must be used either to purchase a lifetime 
annuity or enter into an Alternatively Secured 
Pension (ASP).

Aside from investment control, another 
attraction of a USP is that benefits can be 
passed on to heirs, minus a 35 per cent tax 
charge – although only until age 75, when you 
have to switch out of the USP.

Another option is phased retirement, or 
staggered vesting. This arrangement has been 
likened to taking lots of mini retirements, as it 
allows an individual to buy an annuity or go into 
drawdown in stages. You can use the tax-free 
cash each time you ‘mini retire’, as well as the 
annuity or USP, to provide income. 

This can be a very useful tool for those 
wanting to ease back gradually on work and 
start replacing earnings with pension income. 
It also provides more flexible help for your 
survivors if you die before converting the whole 
of your fund to annuities.

A further option is an ASP. This arrangement 
works in a similar way to a USP in terms of 
investment flexibility but allows those aged 75 
or over to bypass an annuity. However, measures 
in the previous Budget knocked this as a tax-
planning tool, as any lump sum death benefits 
will be taxed at up to 70 per cent and could also 
be subject to inheritance tax.

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

Making a 
life-changing 
retirement decision
You only have one chance to get it right  

If you would like to discuss your retirement  
provision, please contact us for further information.

A lifetime annuity 
can be bought 

at any time but by the 
age of 75 the remaining 
pension funds must be 
used either to purchase a 
lifetime annuity or enter 
into an Alternatively 
Secured Pension.

‘‘ ‘‘
Choosing how to take our pension savings is likely to be one of the most difficult 

financial decisions we will ever have to face in our later life. This is why obtaining 

professional advice is so crucial when there is a need to make complex and irreversible 

decisions. Often these will also determine how we make our savings last and protect 

our funds from unpredictable factors, such as inflation and increasing life expectancy.
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CREATING WEALTH

If you would like to discuss 
the saving or investment 
options available to you, 
please contact us for 
further information.

Q: What is an ISA? 
A: The acronym ISA stands for Individual Savings 
Account and from 6 April 1999 they replaced 
PEPs (Personal Equity Plans) and TESSAs (Tax 
Exempt Special Savings Accounts). ISAs are 
tax-efficient wrappers that provide income and 
capital gains free of tax. They don’t even have to 
be mentioned on your tax return. 

Q: What types of ISA are available? 
A: There are two types of ISA, a cash ISA and a 
stocks and shares ISA. Up to £7,000 (£7,200 from 6 
April 2008) can be invested each year per person in 
an ISA, of which £3,000 (£3,600 from 6 April 2008) 
can be kept as a tax-free cash deposit. The proposal 
to reduce these limits has been withdrawn and 
they will now continue to at least 2010.  

Q: Where can I save or invest in an ISA?
A: ISAs have two elements: 

Cash
This allows you to save money in a simple 
savings account. A mini cash ISA is a flexible, tax-
free savings account. 

Stocks and shares
There are few restrictions in the types of shares 
you can invest in through an ISA. For instance, you 
could invest just as much in US shares as in the UK 
and the EU. You could invest through Investment 
Trust Shares, a Unit Trust or an OEIC Index Tracker. 
In addition, you can also invest in Gilt Index-
Linked, Gilt Fixed Interest (provided these stocks 
have more than five years to run when bought for 
your ISA) or Loan and Debentures, either in a fund 
or an individual bond or stock (provided the bond 

or stock has more than five years to run when 
bought for your ISA).

Q: How much can I save and/or invest?
A: This depends on the type of ISA you select:
The most you can save and/or invest in this 
current tax year is £7,000. 

Q. Do I have to pay tax on dividends?
A: This will depend on your tax position:

n �if you’re a starting rate or basic rate taxpayer 
inside or outside an ISA, you pay tax at 10 per 
cent on dividend income. This is taken as a ‘tax 
credit’ before you receive the dividend and 
cannot be refunded for ISA investments

n �if you’re a higher rate taxpayer, you would 
normally pay tax on dividend income at 32.5 
per cent. In an ISA you won’t get 
back the 10 per cent dividend tax 
credit element of this, but you will 
save by not having to pay any 
additional tax 

Q: Who can open an ISA?
A: To pay into an ISA you must be:

n �a UK resident – with two exceptions: 
Crown employees, such as diplomats 
or members of the armed forces, who 
are working overseas but paid by the 
Government; and their husbands, wives 
or civil partners

n �over 16 for the cash component

n �over 18 for stocks and shares

An ISA must be in your name alone – you can’t 
have a joint ISA.

Q: Why would I want an ISA? 
A: Typically, cash ISAs could be a good choice 
if you are saving for a specific goal that is less 
than five years away. Stocks and shares ISAs 
may help you to boost your retirement savings 
in a tax-efficient manner, and could also be 
used later to generate a tax-free income to 
supplement a pension.  

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

ISA 
wealth check
Getting your money into shape

Maxi ISA - You can save up to £7,000 in a Maxi ISA, including stocks and shares and cash.

Type of Maxi ISA	 Savings limits (2007/08)

Stocks and shares only	 up to £7,000

or a combination of the following:

Type of Maxi ISA 	 Savings limits (2007/08)

Cash	 up to £3,000

Stocks and shares	 up to £4,000

Mini ISA - You can put money into just one type of Mini ISA, or both, up to these limits:

Type of Mini ISA	 Savings limits (2007/08)

Cash	 up to £3,000

Stocks and shares	 up to £4,000



A solution to this increasing problem 
could be for a married couple or 
civil partnership to purchase a 
whole-of-life policy that becomes 

payable on the second death. Currently,  
husbands and wives or civil partners are 
permitted to inherit assets without an IHT 
liability. It is following the second death that 
any tax could subsequently become payable.

The whole-of-life policy should be 
written in trust and should preferably be 
a discretionary trust, following the rule 
changes announced regarding trusts. Any 
life insurance payout made should then 
be outside the estate for the purposes of 
calculating IHT, otherwise the exercise is 
pointless. The current rules state that the 
trust has to be valued every ten years and 
could result in a tax charge of up to 6 per 
cent of its value.

Normally the trust is valued on the basis of 
the premiums paid. However, if a person died 
just before an anniversary review, the death 

could trigger a payout and the tax would be 
charged on the full value of the insurance.

The two main types of a whole-of-life 
policy are with-profits and unit-linked. You 
could either opt to make higher monthly 
premiums with a guarantee that they will 
not increase in the future. Or, you may wish 
initially to choose to make lower premium 
payments from the outset but with no 
guarantee that they will not increase when 
the policy is reviewed every five or ten years.

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

As it stands, any ASP funds remaining 
on death are used to pay an income to a 
spouse, civil partner or financial dependant 
subject to Income Tax. On their death - or if 
there is no spouse, partner, dependant- the 
remaining fund is paid as a lump sum subject 
to 70 per cent tax,  and inheritance tax, unless 
it is paid to a charity.

The tax charge on unvested funds could 
be reduced for those who have ASP funds in 
group self-invested personal pensions (SIPPs) 
or small self-administered schemes (SASSs). 
Funds must already be in an ASP when the 
scheme member dies for heirs to be eligible 
for the lower tax charge.

If an individual member’s personal funds are 
less than 25 per cent of the entire group fund, 
then some ‘unauthorised payment charges’ 
could be waived.  We are not sure how HM 
Revenue & Customs will react to these schemes, 
and it is essential to take advice before starting 
an ASP contract.

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

Alternatively 
secured pensions
Passing funds to heirs 
more tax-efficiently!
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Life assurance can provide one possible solution
Death and taxes are said to be life’s two great certainties but many people 
overlook how they can insure against the former of these and meet liabilities 
under the latter. One option is to use life assurance with a sufficient level of cover 
on death to repay the anticipated inheritance tax (IHT) bill and to protect what 
you have worked hard to build throughout your life.

Safeguarding your loved 
ones from a future tax bill

RETIREMENT WEALTH PROTECTION

To discuss your financial 
planning requirements, 
please contact us for  
further information.

If you would like further 
information about how 
to protect your wealth, 
please contact us.

Since March of this year, when former 
Chancellor, Gordon Brown, approved 
steep death taxes on pensions for 
the over-75s, pension providers have 
been looking for ways to entice clients 
to keep their money in alternatively 
secured pensions (ASPs) by offering 
solutions to reduce the high tax 
charges. An ASP is a scheme that 
investors enter into at the age of 75 if 
they choose not to buy an annuity. 



If you are in a position to gift or give away 
some of your wealth, this is one of the more 
straightforward solutions that is worth 
considering that could reduce a potential 

tax liability.
The limits on the amounts that you are 

permitted to give away without affecting IHT 
have been frozen for more than 25 years, and 
so the value of these gift allowances has also 
been severely eroded by inflation. Everyone 
can give away £3,000 each tax year to anyone 
they wish. The limit was last raised from 
£2,000 to £3,000 in 1981. If it had increased in 
line with the retail price indices (RPI), it would 
now be worth £8,319.

Husbands and wives each have their own 
allowance. You don’t have to give away the 
whole amount to one person – it can be divided 
among a number of people as long as it does 
not exceed £3,000. This allowance can be carried 
forward to the next tax year if it is not used.

There are also a number of marriage gifts 
that have remained unchanged for even longer. 
They were set in 1975. Parents can give £5,000 
(inflation would make it worth £31,383 now) to 
the bride or groom in the year their offspring is 
married. Grandparents or great-grandparents 
can give £2,500 (£15,691) and other family and 
friends can give £1,000 (£6,277). You can give 
away unlimited gifts of £250 to any number of 
people each tax year but you cannot combine 
this with one of the other gifts that are exempt.

Some gifts can also be made without any 
cap being set by HM Revenue & Customs. 
These gifts can be anything of value – for 

example, shares, antiques or collectibles 
as well as cash. Provided you survive for a 
further seven years, the assets are no longer 
counted as part of your estate and are known 
as potentially exempt transfers (PETs).

During the seven years, the tax burden 
gradually decreases. After three years, the tax 
on the gift is reduced by 20 per cent. Each 
subsequent year, it falls by a further 20 per cent 
until it disappears entirely after seven years. So, 
by the end of the fourth year it is reduced by 40 
per cent , then by 60 per cent after five years, 80 
per cent the next year and finally 100 per cent 
after seven years.

One advantage is that the value of a PET 
is set at the outset, and so any increase in its 
value during the seven years is disregarded for 
tax purposes. But, if the gift is in the form of 
investments or valuables that have increased in 
value since they were first bought, you could be 
liable to capital gains tax (CGT) of up to 40 per 
cent on your profit.

There is another type of gift you can make 
which avoids all these restrictions. There is no 
ceiling on the amounts and they immediately 
fall out of your estate. These are gifts of regular 
amounts from your income but they are not 
allowed to reduce your standard of living. 

You cannot give away lump sums from 
your capital. The amounts must come from 
the income you receive, perhaps from your 
pension, savings or investments, and they must 
be surplus to your requirements. The idea is 
that you are not allowed to impoverish yourself. 
People often use them to help with their family’s 
mortgage or school fees.

You can give these sums away monthly, 
annually or as frequently as you wish, and they 
will not be counted as part of your estate when 
you die. Gifts to charities, universities and certain 
national institutions such as museums are also 
free from IHT.

Everything left to husbands, wives and civil 
partners is exempt from death duties. Any assets 
given to other heirs over the £300,000 limit 
(2007/08) is taxed at 40 per cent.

Levels and bases of, and reliefs from, 
taxation are subject to change. 
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It’s good to give

TAX

If you would like to discuss the 
options available to plan for 
inheritance tax, please contact 
us for further information.

Cutting an inheritance tax bill
Consistently rising house prices over previous years have exposed many ordinary 
homeowners to a potential inheritance tax (IHT) bill as a growing number of 
estates exceed the current IHT threshold of £300,000 (2007/08). 



Perception is changing rapidly. Open 
any newspaper and the chances are 
you’ll find an item on issues such as 
climate change or freshwater scarcity. 

Faced with rising fuel prices, water shortages 
and concerns over food quality, consumers are 
changing their investment attitudes. 

The past few years have seen the emergence 
of ethical funds in a range of asset classes. You 
can now invest your money in ethical bonds, 
property and hedge funds and even spread 
betting. Dealing with climate change is likely to 
be the biggest global investment theme of the 
next few decades and beyond. 

Last year, several of the top-performing funds 
in the UK followed an ethical investment mandate. 
There is generally an increased awareness of ethical 
issues such as climate control and the depletion of 
natural resources, and so ethical funds are currently 
very high profile.

There is a broad definition of what constitutes 
an ethical fund. To some it means avoiding 
certain polluting industries, such as oil; to others 
it involves actively providing investment in 
clean, sustainable projects. Others view ethical 
investment as a commitment to using shares to 
vote against bad ethical practice in companies.

After some 20 years in the wilderness, ethical 
investment has now entered the mainstream. 

According to Ethical Investment Research 
Service (EIRIS), a charity that carries out 
independent research into corporate behaviour, 
the ethical retail fund market was worth £7bn at 
the end of 2006.

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

The future global investment theme! 
Taking responsibility for environmental and social issues has never been more popular in 
the investment world. Figures from the Investment Management Association (IMA) show 
that there has been a huge leap in the amount put into ethical funds in the last year. 

Socially 
responsible 
investing 

Long-awaited sellers’ 
packs launch with a 
new twist 

Anyone now putting a property with four or more 
bedrooms on to the market will be required to 
provide a home information pack (HIP). 

The latest twist to the controversial and long-
awaited sellers’ packs will become mandatory 
only for those marketing four-bed properties 
or larger, which it is estimated account for up to 
about 20 per cent of the market. 

An amendment to the original rules governing 
HIPs also means that sellers are able to market 
their property once they have commissioned a 
HIP, rather than having to wait until they receive 
it. The Royal Institution of Chartered Surveyors 
says this means that sellers or their estate agents 
only need to show that they have ordered a HIP 
when they market a property. If a buyer is found, 
and the property taken off the market before the 
HIP can be produced, the seller may never need 
to pay for it. 

The HIP pack no longer needs to contain 
a home condition report, the equivalent of a 
survey. It will have to include an energy efficiency 
certificate and the results of local searches. 

There is a broad 
definition of what 

constitutes an ethical 
fund. To some it means 
avoiding certain polluting 
industries such as oil; to 
others it involves actively 
providing investment in 
clean, sustainable 
projects. 

‘‘ ‘‘

Income tax 
overpayments
Approximately 1m people are being 
advised to check their tax returns because 
of widespread errors by HM Revenue & 
Customs (HMRC).

The National Audit Office recently 
said that in the 2006/07 tax year, HMRC 
miscalculated income tax in 5 per cent of 
cases, or 1m returns. 

Taxpayers underpaid by £125m, but 
overpaid by £175m. HMRC pay interest of 
only 3 per cent on overpaid tax against the 
7.5 per cent it charges if you underpay. The 
average underpayment was £250, and the 
typical overpayment was about £290.
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TAX NEWS IN BRIEF

1  �All of your income should be included, even 
if it has been taxed at source. So you should 
have details of any bank interest, dividend 
payments and state pension. 

2  �If you are an employee, you will need your P60 
and, if you have received taxable expenses 
or benefits, your P11D. If you are claiming 
for expenses, such as subscriptions to 
professional bodies or part of your household 
bills if you work from home, you will also need 
this information. 

3  �Tax returns consist of several different 
sections, so you will also need to check that 
you have been sent all of the relevant pages 
relating to your situation by completing 
page two of your tax return. If your tax affairs 
are deemed to be simple by HM Revenue & 
Customs (HMRC), you may have been sent the 
shorter tax return. 

4  �Ignorance of tax rules is no excuse for getting 
your tax return wrong. One area that people 
commonly overlook is capital gains, because 
they don’t know what to declare. The capital 
gains tax pages also need to be completed to 
claim a capital loss. 

5  �If you do not fill in your tax return correctly, 
it will be sent back and could lead to you 
missing the deadline. HMRC list five common 
reasons for tax returns being rejected, one of 
which is a failure to submit supplementary 

pages of the return. Failure to complete the 
self-employed pages is another.  
   The remaining three reasons are: detailing 
information on separate schedules instead of 
on the actual return; putting notes, such as 
‘per accounts’ and ‘information to follow’, on 
the return instead of actual figures; and failure 
to sign and date the return. 

6  �Once you have completed your tax return, 
keep a copy of the completed form and a 
copy of all the information on which you have 
based your replies. When the time comes to 
fill in next year’s return, being able to refer to 
what you submitted this year will be a useful 
starting point. 

7  �The filing deadline for paper self-assessment 
tax returns is being brought forward by three 
months – from the end of January to the end 
of October. Those who miss the deadline can 
expect to incur a £100 fine, plus interest on 
any tax owed.  
   This earlier deadline will take effect from 
the current 2007/08 tax year. Paper self-
assessment tax forms will have to be filed by 
31 October 2008. However, taxpayers who file 
their returns online will still have until the end 
of January 2009. 

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

Completing 
your tax return
Stress-busting tips to get you started

Advertising 
campaign aims to 
reunite savers with 
lost money

National Savings & Investments recently 
launched an advertising campaign to try to 
reunite its customers with £435m that is sitting 
in lost and forgotten accounts. 

It is the first time the Government-backed 
savings and investment provider has advertised its 
tracing service, which has already reunited 43,000 
people with £42m since its launch in 2001. 

So-called ‘dormant’ accounts are defined as 
current or deposit accounts where there has 
been no customer activity for at least 15 years.

Mortgage exit fees - 
some lenders have a 
change of heart!

Lenders have been reducing or even scrapping 
their mortgage exit fees prior to a deadline 
when they would have had to make their 
position clear on these controversial charges. 

Exit fees, charged as an administration fee when 
borrowers pay off their loans, have been rising 
steadily in recent years, with lenders often charging 
more than the original mortgage contract 
specified. Many borrowers have successfully 
claimed refunds for excessive charges. 

The Financial Services Authority announced 
a clampdown in January, demanding lenders to 
clarify their terms and conditions for the fees by 31 
July. The fees also had to be realistically related to 
the cost to the lender. However, some mortgage 
providers are taking a different tack by changing 
the name of the fee and the way it is charged. 
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RETIREMENT

Mind the gap

According to Government estimates, 
the gap between how much people 
are saving and how much they need 
to save to ensure a comfortable 

retirement is over £57bn. Around 13m people 
– equivalent to nearly half the working 
population – are currently not saving enough 
for their retirement.

Under Government proposals, from 2012 
every employee aged over 22 and earning 
more than £5,000 a year who is not already 

contributing to a pension will be automatically 
enrolled in a Personal Account, to make sure 
they save something for retirement. 

All contributions to pensions, whether 
company or personal schemes, are tax-
deductible. This means that a contribution 
of £1,000 will cost a basic rate taxpayer 
only £780, and a higher rate taxpayer £600. 
According to the Treasury, around £13bn a 
year is currently given away in tax relief and 
so it is crucial to get your share.

Even non-taxpayers can benefit from the 
current rules. It is possible to make contributions 
into a stakeholder pension on behalf of children 
and still receive tax relief. 

In the current tax year, investing up to a 
net figure of £2,808 with the inclusion of tax 
relief equates to a total gross investment 
amount of £3,600. 

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

Are you saving enough for retirement?

If you would like to discuss 
your retirement provision, 
please contact us for 
further information.

We all know that starting the savings cycle early on in our working lives is a 
logical decision and will ultimately make a significant difference to the amount 
of money we eventually end up with by the time we reach retirement. However, 
the simple truth is that many people don’t start thinking about their retirement 
until much later, when they have lost valuable years.

Millions of people could still be paying 
off mortgages when they are pensioners, 
experts believe, as spiralling property prices 
force first-time buyers to postpone their 
purchases and fund them over  
longer periods.

The trend for longer and later mortgages 
comes against a backdrop of fewer people 
climbing on to the property ladder. 
Home ownership in England fell last 

year for the first time since the 1950s, as 
fewer people took out mortgages to buy 
properties, according to the Department 
for Communities and Local Government. 
Meanwhile, the number of households that 
rent their homes increased by more than 1m 
between 1996 and 2006.

The likely driving factor behind the 
reduction is affordability and people buying 
later in life because they have to. Falling 

ownership may also in part reflect the 
changing lifestyle choices of younger people.

Reacting to these socio-economic shifts, 
banks and building societies are adapting 
their offerings to allow people to take out 
mortgages later in life or to spread the costs 
over longer periods.

YOUR HOME MAY BE REPOSSESSD IF YOU DO NOT 
KEEP UP REPAYMENTS ON YOUR MORTGAGE. 

Longer and later mortgages
A new backdrop to the property landscape!  



n	 Arranging a financial wealth check

n	 Building an investment portfolio

n	 Generating a bigger retirement income

n	 Off-shore investments

n	 Tax-efficient investments

n	 Family protection in the event of premature death

n	 Protection against the loss of regular income

n	 Providing a capital sum if I’m diagnosed with serious illness

n	 Provision for long-term health care

n	 School fees/further education funding

n	 Protecting my estate from inheritance tax

n	 Capital gains tax planning

n	 Corporation tax/income tax planning

n	 Director and employee benefit schemes

n	 Other (please specify)

Name
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				    Postcode

Tel. (home)		

Tel. (work)

Mobile			 

Email

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 below, include your personal details and return this Information Request to us.

You voluntarily choose to provide your personal details. Personal information will be treated as confidential by us and held in accordance with the Data Protection Act. You agree that such personal 
information may be used to provide you with details and products or services in writing or by telephone or email.

want to make more of your money?

Investing in commercial property can be 
particularly attractive for small business people, 
who may wish to buy premises through their 
pension fund. There are considerable tax 

advantages in using the fund to buy commercial 
property. Ordinarily, a business property will, 
assuming that its value increases, generate a tax 
liability for the shareholders or partners. Unless, 
that is, you sell the property to your SIPP. The rental 
income is received tax-free by the fund and when the 
property is sold, which must be before the pension is 
drawn, there is no capital gains tax payable. 

Someone with their own business could use 
the property assets, such as offices, factories, 
agricultural land and warehouses, as part of a 
tax-efficient retirement nest egg. In this case, 
they would pay rent directly into their own 
pension fund rather than to a third party.

SIPPs – Your questions answered
Q: What is a SIPP? 
A: A SIPP is a self-invested personal pension. It 
gives you complete control over your pension 
savings and where they are invested. SIPPs are 
sometimes also referred to as wrappers, because 
they can hold a range of pension investments 
tax-free, including cash. Despite their name, you 
don’t have to select the investments yourself – 
you can appoint a professional to do it for you. 
Q: Where can I invest my money? 
A: You can select from a wide range of assets, 
including stocks and shares, government 

securities, unit and investment trusts, insurance 
company funds, traded endowment policies, 
deposit accounts with banks and building 
societies, National Savings products and 
commercial property. 
Q: Who is eligible for a SIPP? 
A: Every UK resident under the age of 75 could 
contribute to a SIPP. You can open one for a child 
without it affecting your own tax status. 
Q: How much money can I invest? 
A: Due to the tax concessions within pensions, HM 
Revenue & Customs restrict the maximum annual 
amount on which you can receive tax relief. This is 
the greater of £3,600 p.a. or 100 per cent of your 
UK Relevant Earnings (subject to a maximum 
of the ‘Annual Allowance’). There are no specific 
limits on tax relief on employer contributions, 
but if your personal and your employer’s 
contributions exceed the ‘Annual Allowance’, you 
will be taxed on the excess. The ‘Annual Allowance’ 
is currently £225,000 in 2007/08.
Q: What tax relief can I receive? 
A: Employee contributions are made net of tax. So 
a net contribution of £780 would receive tax relief 
of £220 – equivalent to basic rate tax at 22 per cent. 
Higher rate taxpayers can claim a further 18 per 
cent tax relief via their tax return. This means, for a 
higher-rate taxpayer, a £1,000 contribution would 
cost just £600.  
Q: When can I take benefits? 
A: You can take benefits at any time after age 
50 (55 for those retiring from 6 April 2010).  

 
 
Benefits can be taken in stages. You can only 
draw benefits before age 50 (55 from 6 April 
2010) due to illness or accident which leaves 
you unable to work. If you defer starting to 
take benefits until after you are age 75 you 
will lose the option of taking a tax-free lump 
sum. At age 50 (but not later than 74) you can 
take up to 25 per cent of the value of your 
benefits as a tax-free lump sum provided 
there is provision in the scheme rules, to 
an overall maximum of 25 per cent of the 
‘Lifetime Allowance’. The remainder would be 
used to provide an income, which is subject 
to tax. You could do this via an annuity, or 
leave the fund invested and take income from 
it – this is known as income drawdown. You do 
not need to retire from work to take benefits. 
Q: Can I invest in residential property? 
A: No. This was outlawed by the then Chancellor, 
Gordon Brown, in his December 2005 Pre-Budget 
Report. You can, however, invest in property funds. 

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

SIPPs
A tailor-made retirement solution to suit your needs

RETIREMENT

If you would like any 
further information,  
please contact us.

Self-invested personal pensions (SIPPs) are increasing in popularity, with many investors being 
attracted by their sophistication and tailor-made investment offerings combining both choice 
and control. A SIPP can be used to hold a wide range of investments, from shares, gilts, unit 
trusts and investment trusts to insurance company funds and commercial property. 



The areas that are coming under the close 
scrutiny of HMRC range from the amateur buy-
to-let landlord to the online auction trader.  

Amateur landlords 
Anyone letting a property has to pay tax on 
the rental income, although you can offset 
interest you pay on the mortgage as well 
as some maintenance costs. However, some 
amateur landlords are simply offsetting their 
total monthly mortgage payments, which could 
include some repayment of the original loan, 
and as a result are under-paying the tax due.

HMRC are also chasing tax due from short-
term lets and are aware that many people rent 
their homes for short periods of time. This rental 
should be entered on an individual’s self-
assessment form as additional income and will 
be taxed at their marginal rate, although again 
it will be possible to reduce the tax owed by 
offsetting certain costs, such as mortgage interest 
paid during the period the property is let.

Offshore investors
This is one of the key areas where the Treasury has 
made moves to ensure that fewer people evade 
tax. They now have the authority to force banks 
to hand over details of UK residents with offshore 
accounts. Armed with this information, HMRC can 
cross-check how many people have declared these 
savings on their self-assessment form.

Inheritance tax (IHT)
The Treasury are concerned about the rise in the 
number of people looking to artificially reduce 
the value of their estates to minimise their 
overall IHT liability or to evade it altogether. As a 
result, the rules have been tightened on IHT and 
a number of loopholes closed.
At the same time, HMRC are becoming more 
vigilant in checking the value of estates. HMRC 
will, for example, check the value of goods 

insured under the household insurance policy 
and compare them against the furniture, 
paintings and chattels listed in an estate. HMRC 
are now far more likely to investigate such 
apparent discrepancies.

Online auction trading
Online auction sites have provided a revolution 
in the way many people buy and sell goods. 
But it is also causing concern at HMRC that 
many smaller traders are not paying tax on 
these profits. They have made it clear that they 
are looking at these sites and monitoring their 
‘premier’ traders. HMRC have even developed 
specialist software to help target and catch 
these individuals.

Traders should register their activities within 
three months of starting to trade, or face a £100 
penalty and interest charges on unpaid tax. They 
also need to pay income tax, National Insurance 
and, depending on their earnings, VAT, and it is 
their responsibility to tell HMRC.

The rules apply to all sole traders, whether they 
use the Internet or not, but with the growing 
popularity of these sites, HMRC are targeting 
those individuals buying and selling online.

However, HMRC have said that people 
making the odd trade online to get rid of 
unwanted Christmas presents or personal 
possessions will not be caught by these rules. 
But those buying and selling goods regularly or 
making goods to sell online should be aware of 
their tax liabilities.

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

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.
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TAX

Hidden wealth
Don’t fall foul of the rules!

Accountants estimate that there could currently be as many as 1m people who 
have undeclared tax bills. Given that HM Revenue & Customs (HMRC) can reclaim 
up to six years’ unpaid tax as well as being able to impose penalties and interest 
charges, this could mean some hefty tax bills for many individuals.

The areas that are 
coming under the 

close scrutiny of HM 
Revenue & Customs 
range from the amateur 
buy-to-let landlord to 
the online 
auction trader.  
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