
Turbocharge your pension 
Will you be able to afford the retirement lifestyle you want?

If you’re still working, what kind of life would you like to lead when you’ve said goodbye to the 9-to-5? Saving for your 

retirement is essential if you want the financial freedom to enjoy your later years. After all, you’ll still want to do all the 
things you love now – and probably a few others too. 

With that in mind, it’s a good idea to consider how 
big an income you’ll actually need. But at the heart of 
today’s challenge is rising longevity. UK life expectancy 
continues to rise, and a longer retirement means your 
savings will have to stretch further.

Pensions and Individual Savings Accounts are 
popular ways of saving tax-efficiently, but they are 
very different from each other – particularly in 
how they are taxed. 

PENSIONS – CRUCIAL, BUT 
CURTAILED
Pensions should play an important part in 

everyone’s long-term financial planning, so ensure 
that you make the most of any employer’s 

contributions. Your own contributions are typically 
also tax-free on the way in, making them a very 
tax-efficient way to save.

However, when planning long-term savings, 

savers with big aspirations for their retirement 

need to bear in mind the lifetime allowance and 
annual allowance.

Lifetime allowance – if your pension pot is 

valued above £1 million, you usually have to pay 

tax when you take money above this threshold 
from your pot. The tax rate on savings above your 
lifetime allowance will be either 55% if you take it 
as a lump sum, or 25% otherwise.

Annual allowance – if you contribute more 
than a given amount to your pension pot in any 

year, you usually have to pay tax on the extra 
amount. This cap is currently £40,000 a year for 
most people, but is lower for higher earners. 
The annual allowance is reduced by £1 for every 
£2 earned above £150,000. For anyone earning 
£210,000 or more, the allowance is £10,000 a year.

These allowances may sound higher than they 
are, considering that both include an employer’s 
contribution. Remember that it is the value of 

your pension pot – not the amount that you 

contributed – that counts towards your lifetime 
allowance, and so investment growth over time 
could push you over this threshold.

Also bear in mind that all of your pension income 
– including from a State Pension – is normally 
taxed like other income. This means that, even in 
retirement, annual earnings above £45,000 are 
subject to the higher rate of tax – currently 40%.

WAYS TO BOOST YOUR PENSION 
IN THE RUN-UP TO RETIREMENT
Even if retirement isn’t far away, there are steps 

you can take to increase your retirement income.

1. MAXIMISE ANY CONTRIBUTIONS 
FROM YOUR EMPLOYER
If your employer contributes to your pension plan, 
they might pay in a bit more if you do too. Some 
employers increase the amount they contribute 
when you increase your contributions (which may 
only be up to a certain limit). 

If you put an extra percent or two of your 
salary into your pension plan, they might pay in 

more as well, and in the long run you could end 
up better off. Ask your employer for details of 
whether they contribute to your pension plan, and 
by how much.

2. INCREASE YOUR REGULAR 
PAYMENTS WHENEVER YOU CAN
Another way of boosting your pension pot is to 
increase your monthly payments whenever you 
get the chance. For example, if you receive a pay 
rise, why not arrange to pay some of it into your 

pension plan? You can also take this approach any 
time a regular expenditure comes to an end. If 
you pay off a loan, for instance, you could pay the 
extra money into your pension plan.

Small, regular increases like this can make a big 
difference to what you eventually receive when 
you retire. Over the long term, your pension plan 
will have a better opportunity to grow.

3. PAY IN A LUMP SUM
In addition to making regular payments, you could 
also pay lump sums into your pension plan. And as 
with any payments you make into your plan, the 

Government will top it up with tax relief, up to a 
certain limit.

If you received a bonus from work and 
paid £10,000 of it into your pension plan, the 
Government would add £2,500 in tax relief. The 
tax treatment of pensions depends on individual 
circumstances and may be subject to change.

4. REVIEW YOUR  
INVESTMENT CHOICES
Where your pension plan is invested can have 
a considerable effect on what you’ll eventually 
receive when you retire. You should regularly 
review how it’s invested. As you get older, it 
may be appropriate to consider changing your 
investment strategy to reduce investment risk as 
retirement draws closer.

LOOKING BEYOND PENSIONS
Given the limits we’ve mentioned on how much 
you can put in and take out of your pension 
without paying potentially significant amounts 
of tax, it might be worth considering how to 
complement it with other savings and investments.

An important tool is the Individual Savings 
Account (or ‘ISA’) which can be used to hold any 
combination of cash savings and investments in 
stocks and shares, as well as peer-to-peer loans. In 
the current 2017/18 tax year, up to £20,000 can 
be contributed towards your ISA.
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Unlike a pension, while you will have paid tax 
on money that you save or invest into an ISA, any 
income that you receive and any capital gains from 
a rise in the value of your investments will be free 

from personal taxation, irrespective of any other 
earnings you have.

Your ISA should become part of your 
investment strategy, but it’s important to 

remember that tax rules may change in the future, 
and the tax advantages of investing through an ISA 
will also depend on your personal circumstances.

Recent changes to pension rules mean you can 
access up to 25% of your pension pots as a tax-
free lump sum from the age of 55.

While you can choose how to spend your 
Pension Commencement Lump Sum – better 

known as ‘tax-free cash’ – you should remember 
that any spending now is likely to reduce your 
potential income in retirement.

Depending on your circumstances, it may be 
prudent to consider using this lump sum to pay 
off any debts or perhaps reinvest it for your 

future. If you choose to save or invest through 
an ISA, remember that any gains or income will 
themselves be tax-free – unlike in a pension.

In the current economic and political climate, 
looking beyond pensions to put your money to 

work could give you more choices in retirement. 
The right solution will be unique to your goals 
and needs, but there are a number of investment 

strategies that could help grow your money in 
time for life after work. n

TALK TO US SOONER 
RATHER THAN LATER
Whether your retirement is still some time 

away or it is fast approaching, it’s important 
to get a clear view of how close you are to 
achieving your aims. If you don’t think you’ll 
have enough money when you retire, there 

are a number of approaches you could take to 
build a bigger pot, but you’ll need to talk to us 

sooner rather than later. Please contact us – 
we look forward to hearing from you.
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