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Self Assessment taxpayers have to meet
several important deadlines throughout the
year or else incur penalty charges. Here is
our handy guide to the year’s
Self Assessment deadlines.
Filing Your Tax Return
There are different deadlines for filing your
Self Assessment Tax return. The deadline
which you must meet depends on the filing
method you choose.
You must make sure that HM Revenue &
Customs (HMRC) receives your completed
return by midnight on 31 October 2013,
if you choose to file your return on paper
However, if you decide to file your tax
return online, it must reach HMRC by
midnight on 31 January 2014. Remember
that you will need a Government Gateway
username and password in order to file
online, and this can take up to a week to
arrive by post. So ensure you leave enough
time before the deadline before applying.
If you owe less than £2,000, and you
want HMRC to collect your tax through your
Tax Code, you will need to submit your tax
return online by 30 December 2013.
If however, HMRC is unable to alter your tax
code, you may still be required to file again
by 31 January 2014.
Making a Payment
Like filing there are also several payment
deadlines throughout the year. The best
known of these is 31 January 2014, on
which you may need to make several
different payments.
The first of these is the balancing
payment, which is the tax you owe for the
previous tax year. If you made payments on
account in the previous year, you will already
have paid some of this tax. You may also
have to make the first payment on account.
This will normally be equal to 50 per cent of
your previous tax bill; it excludes student
loan repayments and Capital Gains Tax.
The second payment deadline is 31 July
2014. On this date you will be required to
make your second payment on account,
which is normally equal to your first.

Financial Penalties
You are legally obliged to meet the Self
Assessment deadlines. If you fail to do so,
you will receive the following financial
penalties:
1 day late – You will be charged a £100
penalty.
3 months late – You will be charged £10 for
each following day, up to a 90 day
maximum of £900.
6 months late – You will be charged £300 or
5 per cent of the tax due, whichever is the
higher.
12 months late – You will be charged £300
or 5 per cent of the tax due, whichever is the
higher. In serious cases, you may have to pay
up to 100 per cent of the tax due instead.

The HMRC deadline
for paper filing is
31 October 2013 and
31 January 2014 for
filing online
You may not have to pay a penalty if you
have a reasonable excuse for missing the
deadline. These include:
• Your documents have been lost in a fire,
flood or theft.
• You have a life-threatening illness that
has prevented you from completing your
Self Assessment.
• Your partner has died shortly before the
deadline.
• You have experienced technical problems
with the online service.
Should HMRC feel favourable to your
reasoning for missing the deadline, they may
reduce or not pursue the fine at all.

The articles featured in this publication are for your general information and use only and are not intended to address your particular requirements. They should not
be relied upon in their entirety. Although endeavours have been made to provide accurate and timely information, there can be no guarantee that such information
is accurate as of the date it is received or that it will continue to be accurate in the future. No individual or company should act upon such information without
receiving appropriate professional advice after a thorough examination of their particular situation. Will writing, buy-to-let mortgages, some forms of tax and estate
planning are not regulated by the Financial Conduct Authority. Levels, bases of and reliefs from taxation are subject to change and their value depends on the
individual circumstances of the investor.
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AIM
for a new opportunity
From August the rules allowing Alternative
Investment Market (AIM) shares to be held in
an ISA came into effect. Many want to know
if these new rules will give this market the
focus it deserves.
It is true to say the FTSE AIM All-Share
Index as a whole has not performed
particularly well in recent years, this is mostly
due to the fact that AIMs are exposed to the
latest investment fads and they have a
signiﬁcant proportion of natural resource
companies that have dominated the listed
companies.
Investors need to recognise and understand
that the AIM market is not an index. AIM is a
wide and diverse range of companies, with
many displaying successes including
businesses that have been growing their
earnings year-on-year over many years.
Earnings growth is essential for the long-term
performance of a company of any size and
smaller businesses have much more potential
to achieve it than their larger companies. AIM
is a market that will reward expertise; this is
because fewer analysts combined with a wide
range of options means a specialist team with
experience in this area has the potential to
overperform signiﬁcantly.
Many shares invested in AIMs are eligible
for a form of tax relief called Business
Property Relief (BPR). This provides a very
good secondary reason to invest in AIMs,
BPR-eligible shares become exempt from
inheritance tax after two years. However,

it still takes skill, knowledge and research to
identify those shares which qualify for BPR
and this may be a very good reason to
consider instructing a team with expertise in
the sector.
So, just what does this BPR advantage in
AIM shares mean for ISAs? Despite tax
advantages which ISAs offer to an investor
during their lifetime, ISAs are normally subject
to inheritance tax. Many older investors have
built up large ISA portfolios over many years
and have faced a difﬁcult decision to either
enjoy the tax beneﬁts now, by remaining
invested in their ISA, or giving their families
tax beneﬁts later on, by selling out of the
ISAs, in order to gift the money or put it into
trust. Now with AIM you can do both.
Transferring ISA savings into an
AIM-focused ISA that’s built around BPR
genuinely appears to offer the best of both
worlds with tax-efﬁcient growth for as long as
possible, followed by signiﬁcant tax savings
when the investor passes away. Additionally,
they have the ability to pass the portfolio on
to beneﬁciaries, making it a real long-term
investment plan.
This means a reasonably sized portfolio of
AIM shares (around 30) should have the
diversiﬁcation to protect against stock-speciﬁc
risks, with the potential to grow signiﬁcantly
over the coming years, whilst at the same
time, offering a smart way to combat some
inheritance tax.

The value of your investment and the income from it can go down as well as up
and you may not get back the original amount invested. Past performance is not a
reliable indicator for future results. Please contact us for further information or if
you are in any doubt as to the suitability of an investment.

ISAs
An ISA is basically a form of tax
efﬁcient wrapper in which you can
place investments to give them tax
efﬁcient status.
For the tax year 2013/14 an
individual’s total annual subscription
limit to an ISA is £11,520 per tax
year, of which a maximum of £5,760
can be held in cash.
Subject to the overall limits, you
can split your ISA between the
following components:
STOCKS AND SHARES
You are able to hold stocks and
shares and managed investment
funds within an ISA.
It is possible to invest up to £11,520
into stocks and shares inside an ISA
in the tax year 2013/14.
CASH
You have the option of holding a
proportion of your ISA allowance in
cash, which will earn tax-free
interest. You are able to invest
£5,760 of that annual allowance in
to a cash ISA in the tax year
2013/14.
Due to new rules that came in to
effect in April 2010, as long as you
don’t exceed the maximum ISA
allowances in any one tax year, you
can now split your ISA investments
much more ﬂexibly.
You have just one ISA allowance
available each tax year (6th April to
5th April). Subject to the rules above,
you can, however, split your ISA
allowance between two different
providers, i.e. a Cash ISA with one
provider and an Investment ISA with
another.
With effect from April 2011, the
Government have conﬁrmed that
each tax year, it is their intention to
raise the amount that individuals
can put in to their annual ISA
allowance by inﬂation each April.
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Avoiding Inheritance Tax

Mistakes

Is Auto Enrolment

Working?

Millions of UK workers are now being
automatically enrolled into a workplace
pension, a process which commenced from
October last year. Larger employers were the
ﬁrst, with small and medium-sized employers
due to follow over the next six years.
A workplace pension is a means of saving
for retirement arranged by an individual’s
employer. It is sometimes called a ‘company
pension’, an ‘occupational pension’ or a
‘works pension’.

Automatically enrolling workers
Auto enrolment is the Government’s key
strategy to boost retirement saving among
UK workers.
Employers will automatically enrol workers
into a workplace pension if they are not
already in a qualifying pension scheme,
are aged 22 or over, are under State Pension
age, earn more than £9,440 a year (this
ﬁgure is reviewed annually) and work or
usually work in the UK

Legal requirement
For the ﬁrst time employers are required by
law to automatically enrol all eligible
workers into a workplace pension and make
a contribution to it. The Pensions Regulator is
responsible for ensuring employers comply
with the new law.
One of the employer duties relating to
automatic enrolment is that employers are
required by law to provide correct
information in writing, to the right individual
at the right time, so that people know how
automatic enrolment will affect them.
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Important Dates

Tax-free lump sum

The date on which workers are enrolled,
called a staging date, depends on the size of
their company and is being rolled out over
the next six years.
Large employers with 250 or more
employees started automatically enrolling
their workers from October 2012 to February
2014.
Medium employers with 50 - 249
employees will have to start automatically
enrolling their workers from April 2014 to
April 2015.
Small employers with 49 employees or
fewer will have to start automatically
enrolling their workers from June 2015 to
April 2017.
New employers (established after April
2012) will have to start automatically
enrolling their workers from May 2017 to
February 2018.

Most people will be automatically enrolled
into a Deﬁned Contribution scheme or
money purchase scheme. This means that all
the contributions paid into your pension are
invested until you retire.
The amount of money you have when you
retire depends on how much has been paid
in and how well investments have
performed. In most schemes when you
retire you can take some of your pension as
a tax-free lump sum and use the rest to
provide a regular income.
The Government has set a minimum
amount of money that has to be put into a
Deﬁned Contribution scheme by employers
and workers.

National Employment Savings Trust
(NEST)
NEST is a trust-based, deﬁned contribution
pension scheme. It was speciﬁcally
established to support automatic enrolment
and make sure all UK employers have access
to a suitable pension scheme for their
employer duties.
NEST members have one retirement pot
for life that they can keep paying into if
they stop working for a period or become
self-employed.

Contribution levels
Employers will be able to contribute more
than the minimum if they wish, and many
already do. Individuals can also contribute
more than the minimum if they want to.

Legislation
With new legislation comes new terms and
phrases which employers will need to
become familiar with such as ‘eligible
jobholders’ and ‘qualifying pension schemes’
when considering their duties.
We can help you through the challenges of
this new legislation and provide a full
analysis of your options, so that you can
identify and implement an agreed plan that
best suits your requirements.

Cash loans
A cash loan is a loan and not a gift. As such,
the value of the loan, whether £500 or
£50,000, remains within the donor’s estate
for IHT purposes. Parents often make a cash
loan, rather than a gift, when concerned
about the money if a child’s marriage fails.
However, they may be able to argue that the
loan was a partial gift and they did not
expect the whole sum to be repaid, therefore
obtaining a reduction of any IHT due.
To make a gift effective it should be an
outright gift, with no conditions. As such it
becomes a potentially exempt transfer (PET)
and when the provider has survived for
seven years from the date of the gift, there
will be no IHT to pay on it.
In addition to PETs, there are other ways
to cut your potential IHT liability. You can
give away up to £3,000 a year and make as
many small gifts as you like each year
providing the amount is no more than £250
per recipient.
Gifting assets
In the eyes of HMRC, you cannot be said to
have given away a property if you are still
living in it.
These sorts of ‘gifts’ are known as gifts
with reservation of benefit and do not count
as gifts for IHT purposes.
To make a gift that will be regarded as
having come out of your estate, you need to
ensure that it is irrevocable and has no

reservation of benefit attached. It is also
useful to make a formal record of the
transfer, including the date on which the gift
was made, and give a copy to your
executors.
An option where parents may wish to give
away their home to their children but
continue living in it is to agree on a licensing
arrangement. The children grant a licence to
their parents to live in the family home for a
fixed number of years, paying a commercial
rent to their children.
Joint investing
Many parents are now helping their children
by offering some money to buy a property. If
the parents’ stake is seen as an investment
rather than a gift then the money given will
be treated as a remaining part of their estate
and no transfer of wealth will have taken
place.
The way to ensure a transfer takes place is
to make clear that the money is a gift, not an
investment, by transferring before the house
purchase takes place. Then it is clear that it is
the children alone who invest money in the
home.
Yearly allowances
You can make regular gifts out of income on
top of the £3,000-a-year allowance as long
as the gifts are regular and come from any
surplus income and do not reduce your
standard of living.
Taper relief
Is a discount on the amount of tax due, not
the size of the gift. Taper relief applies where
someone gives away an asset but then
dies within the seven year qualifying
period for IHT exemption. There is a
variable discount running from
20 per cent after three years
to 80 per cent after six.

As an example, imagine you give away
£425,000 where the nil rate band
(the amount exempt from IHT) is £325,000,
but die six years later. The £425,000 is
added back to your estate because you died
within seven years of making the gift.
You will pay tax on your assets at death,
plus this £425,000. You first deduct the
nil-rate band of £325,000 from the
£425,000, leaving £100,000 on which you
can claim taper relief. The normal tax of 40
per cent on £100,000 would amount to
£40,000 but the 80 per cent taper relief cuts
that by £32,000 to just £8,000.
Gifting rules
Transfers between spouses and civil partners
are exempt from inheritance tax and the
surviving partner can claim any unused nilrate band exemption, which means the
maximum total exemption available is
£650,000 (tax year 2013/14).
You can make wedding or civil partnership
gifts of up to £5,000 to a child, £2,500 to a
grandchild and £1,000 to other people. This
is in addition to the basic annual exemption
limit of £3,000 for gifts, plus unlimited
numbers of small gifts of up to £250 per
recipient.
Take advantage of investments that carry
IHT exemptions, such as shares on the
Alternative Investment Market (AIM), most
of which qualify for business property relief.
This means that, after two years, holders of
the shares obtain 100 per cent IHT relief on
their investments.
Similarly, more wealthy people could put
money into Enterprise Investment Schemes,
which invest in budding businesses and most
of which qualify for the same IHT exemption
after two years.

You need to know how to
pass on your money to your
dependants while minimising
your estate’s liability.
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Workplace Pensions
With auto-enrolment now in force, employers are looking to improve and revamp
their workplace pension whilst at the same time, looking to renew focus on
scheme design, which has been encouraged by the Pensions Regulator.

Life styling
At the centre of many of the new
arrangements is a range of ‘lifestyle’ funds
and a system involving a switching process
that moves members from a higher risk
fund to a lower risk fund in the lead up to
retirement, in theory reducing the chances
of a fall in the value of a member’s pension
pot just before retirement. Employee
beneﬁt advisers say that all new scheme
arrangements should have default funds
based on the lifestyle principle.
Lifestyle funds do, however, buy into a
wide range of underlying investments
during a fund’s growth stage , which is
generally the longest stage in the pension
plan’s life, when the member is aged 25 to
55-60.
Multi-asset funds
A big change of direction over recent years is
that passive equity funds and managed funds
in the growth phase have been replaced by
multi-asset funds to beneﬁt from
diversiﬁcation. The thinking being is that
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when certain asset classes rise, others fall,
so diversifying reduces risk.
A solution is to move to so-called
diversiﬁed growth funds. These funds are
actively managed funds, often targeted at
achieving equity-like returns at bond-like
risk.
Diversiﬁed growth funds are beginning
to acquire a long track record, but are
considered to be the state-of-the-art funds
which the pension industry likes to talk
about.
To reduce ‘manager risk’, advisers
generally build a multi-asset fund for a
workplace pension scheme by blending the
passive funds of various asset classes.
Target-date funds
Another strategy is a target-date fund.
This is a structure where a scheme offers a
series of funds named by year or years.

The member selects the fund that best
matches the year he wants to retire in.
The system works well because the
manager of each fund can use the best
investment thinking in the growth period,
then later on the switch to less risky
investments is at the fund level, allowing
the manager to harness a whole array of
strategies to bring down risk in the fund.
Keep your employer informed about
when you would like to retire. You will be
disadvantaged if you are switched into
bonds prematurely. Since the abolition of
the long-standing retirement ages for men
and women, employers face legal
difﬁculties in asking their staff when they

Pension
want to retire. Many people who have
nominated a date when they ﬁrst joined
the pension scheme years ago may ﬁnd
this is now unsuitable.
Employees who are low earners may
have less need to buy an inﬂation-linked
annuity at retirement, because an earner
on, say, £20,000 paying the minimum
under auto-enrolment could easily ﬁnd
that half of their income in retirement
comes from the state pension, and that
is automatically index-linked. It needs to
be borne in mind though that the current
‘triple lock’ guarantee of state pension
increases (that is, the annual increase to
the state pension will be the higher of
inﬂation, average earnings increase or
2.5 per cent) may be removed in future.
As life expectancies rise, however, the
better off should pay more attention to
buying inﬂation-prooﬁng assets,
particularly those who choose the
drawdown route at retirement.
Those who plan to take income
drawdown at retirement instead of an
annuity will want to stay in growth

assets generally. If you want to go for
ﬂexible drawdown, to avoid the
restrictions applying to capped
drawdown, you may need to work out
the pot size you are likely to need to
accumulate to ensure it meets the
£20,000 annual minimum income
requirement.
What should young investors
do?
Some workplace schemes are adopting a
low-risk, low-return strategy for the
lifestyle fund in the very early years of a
member’s career. The government has
found in the NEST pension scheme roll
out that young people with little
experience of investment are highly
risk-averse and likely to stop contributing
to a pension if they lose money.
NEST has therefore adopted a
foundation phase for the ﬁrst ﬁve to
eight years of a member’s career, during
which the default fund’s prime remit is
capital preservation and matching
consumer prices index inﬂation.

Drawdown

BOOST
Pensioners who keep their pensions invested
have been given a well needed boost.
Pensioners who take an income from
pensions still invested in the stock market
have recently received some good news: the
cap on withdrawals has been increased.
The Government’s limit on income
drawdown policies has been raised with
effect from August 2013 and this could result
in an income increase of up to 3.5 per cent
for a typical 65 year old.
Many pensioners have chosen drawdown
at retirement rather than buy an annuity,
which provides a ﬁxed pension income for
life.
Pension drawdown is available from age 55
and keeps you invested in assets such as
shares, bonds, and property while you take a
steady income. Being “still invested” allows
your money a chance to continue growing,
but equally, it could reduce in value if the
market falls.
To prevent pensioners from exhausting
their savings rapidly, the Government
imposed a limit on the amount of money that
can be withdrawn every year. This cap applies
to anyone with less than £20,000 secured
pension income from elsewhere, such as a
separate annuity or a workplace ﬁnal salary
scheme.
The cap is set against the rates on
government bonds, know as gilts.
Drawdown customers are now forced to
review their income level every three years
rather than the previous ﬁve years.
As a consequence of the ﬁnancial crisis, the
Bank of England began printing £375bn in
their quantitative easing programme, this
action led to the fall of gilts yields. This was
compounded by a Government measure
which reduced the amount of income taken
from 120 per cent of the rate on government
bonds to 100 per cent.
This effectively forced customers to take a
compulsory review, with some suffering 60
per cent cuts in their income. Tthe
Government has since reinstated the higher
120 per cent rate.
Any customer who has suffered an income
cut can call an emergency withdrawal review
on the anniversary of their last assessment.
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An increasing number of divorcing couples are
raiding their pensions to help with the costs of
raising their children. A typical parent in their 30s
or 40s may now have little to no equity in their
home. This means that, on divorce, a pension fund
is the only substantial asset left to split.
Pension division
The two most common ways in which
pensions can be shared on divorce are
through an attachment order or a pensionsharing order.
Attachment Order: a proportion of your
spouse’s pension rights is earmarked for
you, so that you are entitled to a
proportion of both the lump sum and the
income. Some experts claim this method of
pension splitting should be avoided, as it
gives the spouse who is currently without
a pension no control over when they
receive their share.
You will not get your share until your ex
decides to retire. Equally they could make a
point of investing the funds in dreadful
investments, wiping out the value of the
fund.
Additionally, the income that is received
is taxed as if it was your spouse’s, meaning
that if they are still a higher-rate taxpayer
in retirement, you will lose 40 per cent of
your income.

Pension-sharing orders: are more
commonly used by the courts to sign a
proportion of one spouse’s pension fund
over to the other. They are widely
considered to be the fairest way to deal
with pension benefits on divorce.
The usual outcome is that the agreed
proportion of your ex’s pension fund will
be transferred out and you will need a
pension contract of your own to transfer
this into. This means you now have
complete control of this fund.
It is important for those getting divorced
to speak to a professional financial adviser
to get their pensions valued independently.
Property division
When a couple divorces, one person may
still reside in the family home, especially
where children are involved. This brings its
own complications.

In divorce, it is not a simple case of
ownership being transferred from joint
names into one. The mortgage lender will
need to be satisfied that the remaining
borrower will be able to afford the
mortgage.
Tax issues
Capital gains tax (CGT) is payable on gains
of £10,900 or more at a rate of 18 per cent
if you are a basic-rate payer, and 28 per
cent if you are a higher or top-rate payer,
when you sell assets such as shares or unit
trusts.
A spouse may decide to clear out bank
accounts and sell off stocks, bonds and
other investments, but people forget that
there are tax consequences to such
actions.
Couples could divide assets that are
liable to CGT before the end of the
financial year in which separation takes
place, to help minimise tax bills.
Before rushing to the divorce courts
consider that when you are married, all
assets can be passed to a spouse on the
first death IHT-free. The nil-rate band of the
deceased spouse also passes to the
survivor, thus maximising IHT exemptions.
Once divorced, this exemption is lost.
New rules
Since April 1 this year, legal aid has been
removed from many sections of the law,
including divorce and custody cases. It is
now restricted to only the most serious
cases.
More people are now moving into the
arrangement of their own divorce where
they can agree on the reasons for the split,
how they will look after the children and
how they will divide all the assets
including the family home.

The fund management industry
has an array of jargon that can
confuse both the novice and
well-seasoned investors.

Types of Funds
Funds exist to enable investors to pool their
money and invest as a group. This allows
them to achieve economies of scale when
buying stocks and diversify their exposure to
a variety of investments.
Funds are often known as ‘collective
investment schemes’. These come in many
forms and mostly fall into two main
categories: ‘open-ended’ or ‘closed-ended’.
In the UK, the most common types of
open-ended funds are unit trusts and
Investment Companies with Variable Capital
(ICVCs), also known as Open-Ended
Investment Companies (OEICs). Unit trusts
and OEICs have different legislation: one
operating under trust laws and issuing
‘units’; the other operates under company
law and issuing ‘shares’.
These two groups have common ground in
that the number of units (or shares) is not
fixed, but expands and contracts depending
on the level of investor demand, hence the
name ‘open-ended’.
Investment trusts are an example of
a ‘closed-ended’ investment scheme.
Their defining feature is that the number of
shares on offer does not change according to
investor supply or demand, but is limited to
the amount in issue. These investments are
traded on the stock market and can trade at
a premium or discount to the underlying
value per share of the portfolio depending on
the level of supply and demand for the
shares.

Investment concepts
The term ‘long only’ is the most common
investment styles in fund management.
It refers to buying a basket of stocks and/or
bonds with the goal of generating returns
through an increase in the price of the basket
and from any income generated by these
holdings.
‘Absolute return’ is a style of investment
which aims to produce a positive return in
all market conditions. It involves quite
sophisticated strategies, like shorting.
Asset classes
The asset classes are different types of
investments, such as stocks, bonds, currencies
and cash.
Multi-asset funds may adopt ‘long only’
or ‘absolute return’ strategies. They invest
across a number of different asset classes,
especially those that do not move in
correlation, and thereby attempt to reduce
the volatility of returns.
Active management is seeking a range of
investments which outperform a particular
benchmark index, where the investment is in
stocks that outperform the market and return
more than is expected given the perceived
level of risk the shares carry.
Passive management involves trying to
replicate the performance of a particular
index, such as the FTSE All-Share. Tracker
funds are a form of passively managed fund.

Diversification
Diversification is a key safety strategy.
In theory, stock-level risk can be reduced by
holding about 20 to 30 different stocks, so
that a downturn in the fortunes of one
holding may be reduced by the performance
of the others.
Additional diversification across countries,
sectors and asset classes is needed to reduce
macroeconomic and political risk.
Channelling investments
Asset allocation involves channelling
investments across asset classes, geographic
regions and market sectors.
Company shares
One approach is to focus on the prospects
and valuations of individual shares, a
secondary approach focuses on broad
economic issues or market themes that have
the potential to influence company share
prices.
Investment biases
A growth manager will look for stocks with
good earnings momentum, being careful not
to buy when stocks are highly priced. Small
and mid-sized companies from flourishing
industries tend to be good growth candidates.
A value manager tends to look at more
attractively priced businesses that have fallen
out of favour with the market and have been
neglected, but whose fortunes could change.

Past performance is not necessarily a guide to the future. The value of investments and the income from them can fall as well as rise as
a result of market and currency fluctuations and you may not get back the amount originally invested. Tax assumptions are subject to
statutory change and the value of tax relief (if any) will depend upon your individual circumstances.
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UK pension buyouts

Lifetime allowance

changes

HM Revenue & Customs (HMRC) has recently
announced two new forms of protection to help those
caught out by the fall in the pension lifetime allowance
from £1.5 million to £1.25 million on 6 April 2014.

Recently, 20,000 members of the world
famous music empire EMI Group’s ﬁnal
salary scheme were moved out of EMI’s
company pension fund and transferred into
an insurance company which will become
responsible for paying their pensions.
Such arrangements are known as
“buyouts” and have become more common
in the UK during recent years as companies
look for new ways to shed their large
pension liabilities.
Buyouts have big beneﬁts for employers
looking to reduce risk from pension
liabilities, but what does this mean for
pension members?

What happens in a buyout?
When a company decides to instigate a
buyout, the company winds up its pension
scheme and hands responsibility for paying
the pension promises to an insurance
company.
When the buyout is ﬁnalised, all links with
the former sponsor and trustees are severed
and the scheme member is issued with a
contract from the insurance company.

Why are employers changing?
Employers are moving this way because ﬁnal
salary pension schemes have become more
expensive for companies to fund as people
are living longer and returns from low-risk
assets have reduced. Changes to accounting
rules mean pension deﬁcits must be shown
on companies’ balance sheets.
The buyout ultimately enables the
employer to wind up the scheme and
therefore it will no longer feature in their
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accounts and removes risk, which some
analysts may be concerned about.

Do individual members benefit?
Scheme members should consider the
advantage of the change in the knowledge
that their pension will still be paid by an
insurance company, rather than their
employer. Over the past 20 years there have
been many hundreds of pension scheme
members who have experienced losses in
their pension scheme beneﬁts because their
employer has gone bust with a pension
scheme in deﬁcit. Capital requirements for
insurance companies are much higher than
for many employers, so there is more of a
safety net.

Do members have a say?
There is no legal requirement for employers
to consult members on a proposed buyout.

What changes will affect the
member?
When a buyout proceeds, members’
entitlements, such as the income and the
spouses’ beneﬁts, should remain intact as
they are written into the scheme rules.
The scheme trustees are required to secure
beneﬁts in full, and obtain funding if needed
for the buyout cost from the employer.
What may change are the terms that were
previously decided by the scheme actuary
and trustees. These include terms such as
how pension income is converted into a cash
lump sum or transfer valuations and
payments for those retiring before or after
the scheme’s normal retirement age.
With buyout, responsibility for terms
passes to the insurance company. Therefore,
these terms will usually be different to those

before, but the terms are often better than
before for most members. Insurance
companies do want to make a proﬁt on the
buyout overall, but are subject to the
requirements of Treating Customers Fairly on
setting such terms.

What if things go wrong?
Members of deﬁned beneﬁt schemes are
protected by the Pension Protection Fund
(PFF) which will pay most of the beneﬁts to
members if the employer goes bust.
On buyout, the protection regime switches
from PPF to the Financial Services
Compensation Scheme (FSCS).
Under the PPF, ﬁnal salary members who
are retired when their employer goes bust
can generally expect to continue receiving
100 per cent of their pension. Members who
had not retired will have 90 per cent of their
beneﬁts protected, up to a cap of about
£31,000 per annum.
The FSCS will pay 90 per cent of all
beneﬁts to all members, retired and not yet
retired, with no cap. Buyouts are more
common for schemes with retired, rather
than active, members.
While the PPF safety net appears more
generous for pensioners, annual increases
are restricted, with no increases on pre-1997
service.

Who deals with a problem?
Once a buyout is completed, all
communication about your pension will
move from your employer to the insurance
company. Members do have a course of
redress if they have a complaint with the
company; they have the right to take their
dispute to the Financial Ombudsman Service.

The lifetime allowance is a limit on
the value of benefits that can be
saved in a pension and any
additional value could be subject to
a tax charge of up to 55 per cent.
Now that HMRC has introduced
‘lifetime allowance protection’ for
those investors who have built
pension pots in line with previous
rules, they do not have to pay the
tax charge. This will allow them to
benefit from a lifetime allowance
higher than £1.25 million when
drawing their pensions.

What protection will be
available?
There will be two new forms of
protection, Individual Protection
2014 and Fixed Protection 2014.
A major difference is you can
continue to make pension

contributions with Individual
Protection 2014 but you can’t with
Fixed Protection 2014.
Individual Protection 2014
could benefit anyone expecting
further contributions, from an
employer, for example, or wanting
the flexibility to boost their pension
should it fall in value. Alternatively,
Fixed Protection 2014 might benefit
someone nearing retirement, who is
not looking to add more to their
pension pot but wants to protect
their pension up to £1.5 million.
The application process is expected
to open later this year for Fixed
Protection 2014 and in summer 2014
for Individual Protection 2014.

Fixed Protection 2014
How does it work?
Pension savers can apply to have a lifetime
allowance of £1.5 million, applicable while
this is higher than the standard lifetime
allowance.

Who can apply?
Anyone who already has a pension of more
than £1.25 million or think they are likely to
when they take their pension can apply.
They must not hold enhanced or primary
protection or Fixed Protection 2012.

When can you apply?
Applications are available via the HMRC
website.

When is the proposed deadline
for application?
The deadline for application is 5 April 2014

Can I continue to contribute and
keep the protection?
No, if you continue to make pension
contributions or build up further ﬁnal salary
pension beneﬁts, on or after 6 April 2014,
your Fixed Protection 2014 will normally be
lost.

What planning should you
consider?
HMRC has opened the application process for
Fixed Protection 2014, however, applications
for Individual Protection 2014 will likely open
on 06 April 2014.
You are able to download, complete and
return a form to HMRC to apply for Fixed
Protection. There is no charge for this
protection.

Individual Protection 2014
How does it work?
Pension savers can apply for a personal
lifetime allowance, up to £1.5 million, based
on the value of their pensions at 5 April 2014.

Who can apply?
Anyone with pension savings worth more
than £1.25 million at 5 April 2014 who does
not hold enhanced or primary protection

When can you apply?
The application date is yet to be conﬁrmed,
but is likely to be 06 April 2014.

When is the proposed deadline
for application?
The deadline for application is yet to be
conﬁrmed.

Can I continue to contribute and
keep the protection?
Yes you can continue to make pension
contributions and not lose your Individual
Protection.

This information is based on our understanding of proposed legislation which is still subject to consultation and so particularly
liable to change. It is a brief summary that cannot cover every case. Any tax benefits or charges will depend on your circumstances.
If you are at all unsure you should seek advice.
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Life Insurance
what are the options?

The options available
The simplest and cheapest form of life
assurance is term assurance. There is no
investment element and it pays out a lump
sum if you die within a specified period.
Level term assurance: this offers the
same lump sum payout throughout the life
of the policy, your dependants receive the
same amount whether you died on the first
day or the final day before the policy
expired.

These policies are normally used to run
parallel with an interest-only mortgage,
where the debt has to be paid off only on
the last day of the mortgage term.
Decreasing term assurance: with this
policy the payout reduces each year and it
finally ends up at zero by the end of the
term. Because the level of cover decreases
during the term, premiums on this type of
insurance are lower than on level policies.
This cover is often bought with repayment
mortgages, where the debt falls during the
mortgage term.
Increasing term assurance: allows the
potential payout to increase by a small
amount each year. This can be a beneficial
way of protecting the initial loaned
amount against future inflation.
Convertible term assurance: offers the
most flexibility as the policy allows the
option for switching to another type of life
assurance in the future, such as a
‘whole-of-life’ or endowment policy,
without having to submit any further
medical evidence.

Family income benefit: this policy type
offers the holder’s dependants a regular
income from the date of death until the
end of the policy term, instead of any lump
sum payment.

Lifetime protection
A “whole-of-life” assurance policy
provides cover throughout a person’s
lifetime. The policy only pays out once the
policyholder dies, providing the policyholder’s
dependants with a tax free lump sum.
Some policies require the policyholders to
continue contributing right up until they
die or they may be able to stop paying in
once they reach a stated age, with the
cover continuing until they die.
Other policies are available which offer
cover for additional benefits, such as a
lump sum that is payable if the policyholder
becomes disabled or develops a specified
illness. Whole-of-life assurance policies are
often reviewable, usually after ten years, at
which point the insurance company may
decide to increase the premiums or reduce
the cover it provides.

Protecting our family from financial hardship is very
important to all of us, so it is paramount to know which
products are the most suitable to choose, sum assured,
premium, terms or payment provisions.
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, include your personal details and return this section to us.
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Financial wealth check
Tax efficient investments
Pensions
Tax planning
Critical Illness cover
Protection
Off-shore investments
Healthcare
Director and employee benefit schemes

Name
Address
Postcode
Tel. (home)

Tel. (work)

Mobile

Email

Please return to:
KMI Consultants – Prague Office, Vladislavova 46/3, 110 00 Praha 1, Czech Republic
Checkmate Financial Services Ltd, 51 Moorgate, London, United Kingdom

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 personal information may
be used to provide you with details and products or services in writing or by telephone or email.

M8trix Media Limited, Basepoint Business & Innovation Centre,
Great Marlings, Luton, Bedfordshire, LU2 8DL

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.

