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When it comes to paying tax, none of us like to pay more than we should.  So when it comes

to planning your income in retirement you need to think tactically about reducing what you

have to pay.  If you are likely to receive State pension at any level, this income is taxable as

earned income.  Anything else you earn in a tax year is added to this income and taxed at

your marginal rates.  When you get your state pension forecast, you will be able to plan

effectively to take income from other sources and plan how to pay less tax.  Lets take a look

at some of your options:

 

���

Savings into an ISA attracts NO tax, either on going in or taking money out.  Any growth you

make on these savings are NOT subject to capital gains or income tax.  Are your ISA savings

up to date?  Have you used your maximum ISA allowance this year for both you and your

spouse/partner?

 

�������

This is paid as earned income and will be taxed at source by your annuity provider.  Check

to ensure they have been given your correct PAYE tax coding for the current year.  This will

allow them to reduce any tax that is not due to be paid, by claiming some of your allowance

at source.  You will pay tax at 20% on all income up to the high tax rate band for the year. 

 

���������������

Depending upon how you take income from your pot, you may not have to pay any tax

at all in the year in which you draw it.  You are allowed to withdraw 25% of the value of your

pot tax free, whilst the balance is taxable at your marginal rates.  What some people overlook

is the ability to take some tax-free and some taxable income each year and still stay under

their personal tax allowance for the year and therefore pay no tax at all. 

�������������������������������������������
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State pension

Drawdown income (paid tax-free)

Drawdown tax free cash (25% TFC)

ISA                                               

TOTAL income

Tax payable    

£8,545.68

£3,304.80

£1,652.16

£11,497.26

£25,000

Zero

Richard is aged  and in receipt of full state pension of ��
	
 per week (£8,545.50 per

annum).  His personal allowance for this tax year 2018-19 is £11,850.  He has ISA’s worth

����� in several investments and has a Self-Invested Personal Pension (SIPP) in an

investment portfolio, worth �����	

 

His net income needs this year (2018-19) is ����	

A suitable plan for him to meet his income needs, whilst paying no tax, would be:

His SIPP has crystallised �
��	
�, leaving ������
�	�� un-crystallised.  Or he has

crystallised �	�% of his ����	�

 

If you believe you have overpaid tax in any year, then contact your local tax office for advice.
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Whilst a pension may give you tax relief on your contributions and tax-free growth whilst invested,

they are subject to income tax when you take the benefits, as outlined in the example (in section 7).

There are other savings vehicles in addition to an ISA that can help to produce a tax-free income in

retirement.  One such investment type is an onshore or offshore investment bond.  These are

regulated by the FCA and are issued by the big insurance companies operating in the UK (onshore)

and Dublin and the Isle of Man (offshore).  Both have different tax characteristics whilst invested,

but importantly, you are able to take back up to 5% each year of your original investment tax

efficiently.  Lets look at how these bonds work:

For example purposes only. ������������������������������������ ���	

You will pay a fee to your adviser for setting up the bond and giving you suitable advice. 

We have assumed this was paid directly to your adviser for the advice.

£100,000 is invested and grows by 5% net of all charges in year one.  You take 3% return of

your original capital (£3000) in year one and this is paid monthly to you.  No tax is payable

on these payments, as it is the return of your original investment and therefore not taxable.

The balance of your bond at the end of year one is £102,000.  Again you take £3,000 in year

two and the bond grows by 5% that year.  The balance of your bond at the end of year two

is now £104,100.

Depending upon the investment(s) you and your adviser have selected for you and the

underlying charges being levied by the bond provider, you may get back less than what you

invest.  Some investments come with a capital guarantee, but the charges for those will be 

ore expensive than non-guaranteed investments.  

�����������������������������������������
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£164.34 per week (2018-19 rates),
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Having an up to date and valid will is key to ensuring your loved ones benefit on your death. 

Without a valid will, you will die intestate and the laws of intestacy will decide who receives

the value of your estate.  Consider who should be your executor and trustees and who

should benefit (beneficiaries) when you have gone.  Have you put in place who should

receive a child’s share if they were to die before you?  A well drafted will should also have a

backstop beneficiary.  The backstop is the person/persons/charity who would benefit in the

unlikely event that everyone in your beneficiary list dies before/with you.

The documents that helps you and your family whilst you are alive. Consider if you were to

become ill or incapacitated and were unable to look after your own affairs.  Your family

would be unable to pay bills, deal with the taxman on your behalf, obtain money from your

bank accounts, renew insurance on car and house etc.  They would have to apply to the

courts to take over your affairs via a deputyship application, which is expensive and takes

time.

There are two LPA’s

i) Property and affairs – Looks after all of your financial arrangements.

ii) Health and Welfare – Looks after your medical situation, life support

           questions and possibly dealing with care providers on the best care package

           you may need. 
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