
Sipps must adapt to Budget change
Even though the Budget proposals have 
taken the wind out of the sails, there is no 
doubt that the self-invested personal 
pension (Sipp) will have an important part 
to play for many individuals. 

Those who are able to control income to 
a degree such as owner-managed busi-
nesses established as limited companies 
will continue to undertake effective tax 
planning with a view to keeping income 
under £150,000 a year. Targeting funds 
towards the lifetime allowance is a 
realistic possibility in these circumstances.

In the larger corporate environment, 
reward is not going to be driven by 
individual tax considerations, especially 
for high earners, where it is more likely to 
be designed to drive the right short and 
long-term behaviours. While employers 
will undoubtedly seek to offer flexibility in 
their benefit programmes, manipulating 
income to suit personal tax situations is  
unlikely to happen.

Assuming the proposals are implemen-
ted as currently set out, there will need to 
be a big review of the structure of group 
Sipps, which will become products for the 
mid to high earners rather than the ultra 
high net worth individuals. This group will 
still be interested in share rollovers and 
relief at 40% on contributions. Even at 30% 
relief, the pension contribution appears 
worthwhile, but at 20% it becomes 
questionable. The Sipp market will be 
competing against other investment 
alternatives and won’t just be able to play 
on the tax breaks.

The Sipp industry will need to 
recalibrate its services and charges to meet 
this changing demographic. Consolidation 
needs to be made easier and individuals 
will need to have a facility that does not 
cost more than their previous 
arrangement, which may be a very lean 
group personal pension or stakeholder 
plan. If they choose to upgrade to a higher 
specification for more service or ‘better’ 
investment, then each decision can be 
justified on its merits.

Roger Breeden 
Principal
Mercer

Diversify share holdings
A single group Sipp platform accepting 
core pension contributions via payroll and 
facilitating transfers from share schemes 
represents the optimal position – where 
employees can clearly identify the wealth 
they have accumulated by virtue of their 
employment. 

Many employees have access to share 
schemes – the most common being the 
HM Revenue & Customs approved save as 
you earn (SAYE) scheme and share 
incentive plan (SIP). However, these only 
represent part of the solution. The other 
part is a pension, but only if employees 
permit transfers of shares and/or value 
from share schemes. Employees need to 
understand how to do this to be able to 
maximise their total value while also 
avoiding the pitfalls and therefore 
financial education is needed.

For example, employees holding a 
significant proportion of their wealth in 
the shares of one company (their 
employer) will suffer most on a fall in the 
share price. There is no clearer illustration 
of the dangers than the recent experience 
of those working in the financial services 
sector, where many employees have seen 
their life savings disappear. 

Employees therefore need to be made 
aware of the importance of investment 
diversification, not to deter people from 
participating in employee share schemes, 
but to ensure they manage the value 
derived from these schemes in a way  
that is likely to benefit them now and 
into the future. 

Employees should understand the 
wealth creation opportunities available  
to them and how these may now be 
combined to provide significant benefits. 

The flexible savings platform supported 
by an appropriate offline or online 
financial education programme enables 
employees to maximise the opportunities 
available to them as it could make a 
significant difference to their long-term 
financial wellbeing and their view of  
their employer. 

Jonathan Watts-Lay
Director
Wealth at Work

Drawdown within group Sipp
The vast majority of the focus on pensions 
is directed at the accumulation phase. 
Perhaps rightly so, as most defined 
contribution (DC) plans are not yet mature. 
But as decumulation is what this game of 
pensions is all about, employers perhaps 
should be shouting about the significant 
decumulation benefits available to their 
employees. Particularly those employers 
who want to put clear blue water between 
their benefits and personal accounts when 
2012 arrives.

In the initial years of retirement, 
sophisticated drawdown facilities can offer 
employees who meet the eligibility criteria 
the ability to easily integrate their DC 
funds with other sources of income while 
minimising their tax liabilities, such as 
income tax, inheritance tax (IHT) and 
capital gains. 

From the employee’s view, the 
communication and decision process is 
straightforward. They specify the monthly 
income that they require. The amount of 
income can be increased, decreased or 
stopped on request. 

The drawdown system does all of the 
complex work. It calculates the appropriate 
combination of tax-free cash and 
retirement income (which will be taxed) so 
that any payments do not inadvertently 
encroach higher rate tax levels. The system 
also determines the optimal amount of tax-
free cash that minimises the 
corresponding transfer from pre-pension to 
post-pension to minimise any IHT impact. 
Maximum GAD rates will automatically be 
applied to the post pension during this 
‘dripfeed’ phase, again minimising the 
transfer of pre to post-pension.

During all of this, within a group Sipp, 
the individual can continue to keep their 
funds invested in whatever asset class they 
require. This can also allow employees to 
hold company shares until their value 
reaches a point that they want to sell them.

Lots for the employer to shout about. And 
an ideal opportunity to create that clear 
blue water.

Ian Buchan
Senior business development manager
Standard Life	

28 September 2009 Pensions Week 3


