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Groundhog Day For
Drawdown?
After changing the law last April to allow pension investors
not to buy an annuity at 75 and to preserve their pensions
estate for future generations, Gordon Brown announced in his
pre-budget statement in December that he will introduce
draconian new measures to stop anyone actually taking
advantage of the change.

Additional tax charges of up to 70% will make the preservation
of the retirement pot for following generations unworkable,
although the position on death before 75 is unchanged. These
new tax charges will not apply to pension pots being left to
charity.

This is the proverbial sledgehammer to crack a nut. The
Treasury’s vast over-reaction to a few hundred people having
the temerity to take advantage of the legislation for the benefit
of their own next of kin has been nothing short of breathtaking.
Some might even describe it as vindictive.

It appears that after paying Inheritance Tax on the retirement
fund, the passing down of what would be left to future
generations for their retirement is somehow not in the national
interest? Yes, that’s the argument! Which begs the question
(to which I am sure we all would really like an answer Gordon),
i.e. why did the government introduce the ASP legislation (IHT
charges et al) in the first place?

Surely it did not really believe that only those with particular
religious concerns over annuities would use the new freedom?
Such a view would at best be described as incredibly naive
and at worst just plain daft !  Which one is i t  Gordon?

So anyway, it looks like we will now have our pension drawdown
groundhog day, and we’re all going back to buying annuities
at 75, other than in some exceptional circumstances. Where
the spouse is significantly younger, or the client has limited
life expectancy, there may be grounds for using ASP to secure
a higher pension for the survivor, on single l i fe terms.

Nevertheless, even in these cases, the investment strategy
will need to be geared towards the eventual annuity purchase.
That means a progressive switch away from equities in the
years running up to 75 into lower risk asset classes, including
fixed interest funds and property.

As before, leaving the annuity purchase to the last moment is
highly risky. For the vast majority of clients, who probably
don’t want to leave their funds to charity, it will be a matter
of managing the transition from drawdown to annuity in the
safest and most beneficial way possible.

Sophisticated risk based strategies are now available to
minimise the chances of doing serious long term damage.
These evolve through retirement, taking advantage of favourable
market conditions and avoiding the effects of short term falls,
by employing a range of different asset classes in the pension
portfolio.

Steve Patterson, Managing Director



Donald Matheson, Angela Summers, Catherine Brown
& Kirsten Dyce

Revaluing Protected Tax
Free Cash
We have come across a quirk of the new
Simplification rules, which could cause
prob lems for  a  number  o f  c l ien ts .

Under the old ‘complicated’ rules tax free
cash was calculated at the date of leaving
service, and could then be increased in
line with increases in RPI up to the date
the cash was taken. For protected tax free
cash, the figure is calculated at 5 April
2006, and increased in line with increases
in the Lifetime Allowance. But whereas
RPI increases every month, the LTA only
i n c re a s e s  o n c e  a  y e a r,  i n  A p r i l .

So if a client has protected tax free cash
they should avoid retiring in February or
March if they can afford to wait until April.

Special rules apply to cases where the
full fund could be taken as tax free cash
at A-Day. These ‘standalone’ lump sums
can sti l l  be taken with fund growth –
providing that the insurer has spotted the
relevant paragraphs in the Registered
Pension Schemes Manual.

Yet More Exam Success

Following the success of the retirement
analysts in the April sitting of the CII’s
‘CF9’  S impl i f icat ion exam, and the
s u b s e q u e n t  s u c c e s s  i n  J u l y  o f
Administration Director Helen Glover and
Technical  Assistant Jenni fer  Speirs,
October saw four more passes for IP.

The successful candidates were Angela
Summers,  Cather ine Brown, Donald
Matheson and Kirsten Dyce, giving us a
score to date of 15 passed from 15 sat.

Simplification Seminars
We have been runn ing a  ser ies  of
Seminars, looking at some of the details
of the legislation and sales opportunities
arising from it,  and also considering
investment strategies which wi l l  be
suitable for Alternatively Secured Pensions
where it is appropriate.

To date  we have he ld seminars  in
B i r m i n g h a m  a n d  L o u g h b o r o u g h ,
Chelmsford and Cambridge, and these
have been well received by delegates.

Our next two seminars will be on 31st
January 2007 at the Cul loden Hotel,
Belfast and 1st  February at the Radisson
SAS Roe Park Resort in Limavady. Belfast
will begin at 12.30pm following a buffet
lunch from 12.00pm. Limavady will begin
at 11.00am following coffee at 10.30am.

Later in February we wil l  be at Best
Western The Compass Inn, Tormarton, by
Junction 18 of the M4, on the 20th and at
the Hilton Newbury North on February
21st. Both of these seminars start at 10am
following coffee at 9.30am.

All seminars will last for two hours and
speakers will include Les Shaw, who led
the Revenue pension simplification team.

Anyone interested in attending one of
these seminars should contact Murray
Waddell or David Trenner on 0141 332
0320.

Government Action to
Solve the Pensions Crisis
Never let it be said that this government
is slow to move on pensions. In 1997
Gordon Brown signalled the demise of
decent employers’ pension schemes with
a £5 billion tax raid through the abolition
o f  t a x  c r e d i t s  o n  U K  d i v i d e n d s .

In July 2002 we had the Pickering Report
 and in November 2005 and October 2006
we had the Turner Report, parts I and II.
Now we have a White Paper which
suggests that the new system of Personal
Accounts will be up and running in 2012
(maybe).  Presumably by the time these
accounts are set up there wil l  be no
voluntary occupational schemes left.
Pensions crisis … what pensions crisis?

Les Shaw
ex Team Leader HMRC



ASP - Wounded
by Gordon, but
not Killed
Following the Pre Budget Report it certainly
seems that ASP will not be viable as a way
of passing your pension fund to your
children, or other family members. Mr
Brown has not banned ‘transfer lump sums
death benefits’ but the total tax take of
82% will make them unattractive. However,
this does not mean that it will not be viable
for some clients.

Consider Douglas and June. Douglas will
be 75 shortly, but June, his wife, is only
62.  Douglas is in relatively poor health
and does not consider that an annuity will
be  good  va lue  when  i t  comes  to
crysta l l is ing h is  remain ing £300,000
pension fund.

He could buy a joint life annuity and obtain
income of about £18,000 p.a. gross, which
will continue until June’s death, or his own
if she predeceased him. He could also buy
an impaired life annuity, although if he
includes a widow’s pension this will not
offer much of an enhancement as June is
in good health. Alternatively, he could buy
an annuity with a 10 year guarantee, which
will pay about £27,000 p.a., but which will
cease when June is only 72, unless he is
still alive.

He will instead choose ASP because he
does not want to lock into any of these
options, and although he can still buy an
annuity at any time, ASP will still meet that
objective.  Douglas spent a fair part of his
working l i fe working for a well-known
charity, and as the couple’s children are
both f inancial ly independent,  he had
always planned to leave any remaining
pension fund to the charity. As Douglas
said, why leave money that will be subject
to 40% Inheritance Tax to children who
don’t need it, when you can leave it tax
free to children who do?

He will almost certainly need to increase
the amount he planned to draw from the

fund after next April, as the minimum
income will be 65% of the annuity rate
for a 75 year old whereas he was intending
to draw about 50% of the same amount.
I say ‘almost certainly’ because there is
a view that requiring investors to take
65% could lead to depletion of the fund
and before these changes become part
of the 2007 Finance Act the minimum
income will reduce.

Douglas may also
need to re-examine
h i s  i n v e s t m e n t
portfolio to reflect
t h e  c h a n g e d
c a s h f l o w
requirements, if the
minimum does end
up at 65%.

I n  t h e  e v e n t  o f
Douglas’ death in,
say, five years, June

would be able to secure an annuity of
about £20,000 p.a. or she could continue
taking withdrawals from the fund. Should
she predecease Douglas, he too could
buy an annu i ty  or  cont inue tak ing
withdrawals. If an annuity has not been
purchased, when the second of them dies
the remaining fund could still go tax free
to their favourite charity, which is what
they always wanted.

So if your client’s reason for going into
ASP was to avoid Inheritance Tax, he has
been rumbled by the Chancellor, who has
brought out his sledgehammer again and
changed the rules to catch the odd
individual who thought they could beat
him!

But if your client is seeking to keep his
options open, or is looking to achieve
further growth on his pension funds while
his wife is relatively young, he will be
largely unaffected. That is, of course,
un less  he  had  con f idence  i n  t he
government not to tinker with something
it introduced just eight months ago after
three years of consultation, when he will
need to take a serious reality check!

David Trenner, Technical Director

David Trenner
Technical Director



The Continuing Story Of
Our First Client - Rufus
T Firefly
In our last newsletter we described the analysis we had carried
out for Rufus to consider the feasibi l i ty of his staying
permanently in drawdown by adopting the Alternatively Secured
Pension (ASP) option at 75. Rufus had previously indicated
that he and his wife believed that after 75 their overall
expenditure would drop significantly and, in present day terms,
they thought that £20,000 p.a. would be about right. On that
basis our analysis indicated that ASP would be viable.

We had written to Rufus to explain that drawdown would
continue for his widow if he died first and the ASP fund would
be subject to Inheritance Tax, but that the residue could then
transfer to individual pension pots for his intended beneficiaries.
He appeared happy with that proposal and it was agreed we
should review the investment strategy to take account of the
fact that his fund would remain invested for a much longer
term.

Since then, we have had the announcement that, in addition
to Inheritance Tax, the ASP fund would be subject to other
tax charges as well, so much so that we have told Rufus that
if the legislation goes through, the ASP option is now unlikely
to be suitable.

His IFA suggested that at the next annual review the alternative
approach of gifting personal capital into trust should be
reconsidered. During an earlier analysis we had established
that he could consider transferring a significant proportion of
his capital into trust in his mid to late sixties. It was agreed
that we should now reassess that option, taking account of
the fact that he was now more likely to annuitise his pension
fund.

Graph 1 illustrates the position if Rufus keeps his existing
investments and the income from them. Because we have (for
the time being) reverted to assuming that an annuity be bought
at 75, rather than carrying on in drawdown, it is clear that
Rufus will have far more income after 75 than he needs. We
had calculated that under ASP an income of around 3.5% p.a.
should be sustainable in real terms. However, the annuity is
at present rates likely to provide nearer 6% p.a. on an index
linked basis.

Graph 2 shows the effects of him gifting around half his capital
away next year and thereby denying himself half the income
as well. From the analysis it is evident that outright gifting to
trust of a significant proportion of his personal capital should
be feasible.

The revised investment advice for an exit strategy based on
annuitising the fund, would involve progressively reducing the
equity content of the portfolio from its present level of about
65% down to around 20% over the next eight years or so.
During that period, any funds producing high gains would be
consolidated, and the profit taken to pay Rufus’s income.

Opportunities may also be taken to buy annuities, particularly
once Rufus has passed his 70th birthday. By making selective
annuity purchases on the back of healthy investment gains,
the risk on the balance of the drawdown fund will also be
progressively reduced.

Intelligent Pensions Ltd. is regulated by
The Financial Services Authority

www.inte l l igentpensions.com
For further information please contact

Murray Waddell or David Trenner on 0141 332 0320

However, if Rufus is going to gift away capital next year, it
will be essential that we firstly assess the impact of a stock
market crash, to ensure he doesn’t gift more than would be
prudent at such an early stage. The additional analysis we
carry out for Rufus at his annual review will be covered in our
next issue.


