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Ten years of pension freedoms

Research reveals worrying trends among savers

Pennymatters Ltd

Building 329, Doncastle Road
Bracknell, Berkshire RG12 8PE

T: 01344 988390 F: 01344 988394
E: enquiries@pennymatters.co.uk
W: www.pennymatters.co.uk

Ten years ago, pension freedoms revolutionised how people access their retirement savings. These changes

offered savers over 55 greater options to withdraw and manage their pension pots. However, a decade later,

research indicates that many individuals are making critical financial decisions without seeking advice or fully

understanding the tax implications!'.

The survey of UK adults aged 50 and older

found that only 37% of individuals with defined
contribution (DC) or personal pensions considered
how a lump sum withdrawal might impact their tax
rate or could potentially push them into a higher
tax bracket.Additionally, only 39% of respondents
consulted a financial adviser before withdrawing
money from their pension.

MAKING RASH DECISIONS AT 55

Worryingly, the research highlights a trend of
individuals hastily accessing their pension funds as

soon as they reach the minimum qualifying age of 55.

Nearly | in 12 (8%) withdrew their tax-free lump
sum within six months of their 55th birthday.

Since the introduction of pension freedoms in
April 2015, retirees have been able to choose from
a variety of options.These options include taking
lump sums directly, withdrawing the entire pension
pot, drawing a continuous income through income
drawdown or purchasing an annuity for guaranteed
lifetime income. Many even combine these choices
to suit their circumstances. However, with so many
possibilities, deciding on the best approach can be a
daunting and complex task.

ALLURE OF TAX-FREE LUMP SUMS
The allure of tax-free cash remains compelling, as
over half (55%) of eligible individuals choose to take
the maximum 25% permitted. However, questions
emerge regarding how this money is being utilised.
The research found that 32% of those withdrawing
tax-free sums used the funds to clear debts,
including 15% who paid off a mortgage and 18%
who tackled other borrowing, such as credit card
balances or car finance.

Others took a more cautious approach, with 26%
depositing their lump sum into a savings account or
bank account. On the other hand, some chose to
spend their money on home improvements (19%)
or to support family members (8%).

COMPLEXITIES OF
RETIREMENT PLANNING

One of the most striking revelations is how few

people seek financial guidance when making these
significant decisions. Alarmingly, 18% of those eligible

to withdraw from their pension did so without
consulting anyone — not even family or friends.

Meanwhile, only 20% of those aged 50 or over with
a DC or personal pension utilised the government-

backed Pension Wise service for advice.

The research also uncovered widespread
concerns about the long-term impact of these
decisions. Over two in five (42%) people aged
50 or above admitted they fear running out of
money during retirement. B

NEED PROFESSIONAL
ADVICE TO TAKE
CONTROL OF YOUR
PENSION DECISIONS?

Making the right choices regarding

your pension is essential for ensuring a
comfortable retirement.Whether you are

considering taking a tax-free lump sum,
planning for future income or are simply

unsure where to begin, professional guidance

can help you make informed decisions
that align with your unique circumstances.
Don’t leave your financial future to chance.

Contact us to discuss your pension options.

Source data:

[1] Survey data collected between | 7—19 December
2024 by YouGov plc on behalf of Royal London. All
figures, unless otherwise stated, are from YouGov Plc.
Total sample size was 2,012 adults aged 50+, of which
311 have done something related to their workplace
defined contribution pension or Personal pension/ SIPP.
Fieldwork was undertaken between |7—19 December
2024.The survey was carried out online.The figures
have been weighted and are representative of all UK
adults (aged 18+).

THIS ARTICLE DOES NOT CONSTITUTE
TAX, LEGAL OR FINANCIAL ADVICE AND
SHOULD NOT BE RELIED UPON AS SUCH.

AND SHOULD NOT BE RELIED UPON AS
SUCH.TAX TREATMENT DEPENDS ON THE
INDIVIDUAL CIRCUMSTANCES OF EACH
CLIENT AND MAY BE SUBJECT TO CHANGE
IN THE FUTURE. FOR GUIDANCE, SEEK
PROFESSIONAL ADVICE. THE VALUE OF YOUR
INVESTMENTS CAN GO DOWN AS WELL

AS UP,AND YOU MAY GET BACK LESS THAN
YOU INVESTED.
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New rules of Inheritance Tax on businesses and land

What families need to know and how to plan for the future

The October 2024 Budget proposed sweeping changes to Inheritance Tax (IHT), significantly tightening the

laws that were previously more forgiving for families with trading businesses and farmland. Effective from

April 2026, these types of assets will have reliefs capped at 100% for the first £1 million of qualifying assets.
For valuations exceeding £1 million, the relief will reduce the IHT payable by 50%.While this is lower than
the standard 40% rate, the inclusion of businesses and farms within the IHT net has sparked fierce debate,

leaving many families scrambling to reassess their estate planning strategies.

This article looks at the implications of these
changes, outlines steps to minimise their impact and
explains why early planning is essential for securing
financial peace of mind for future generations.

LIFETIME GIFTING IS A
STRAIGHTFORWARD SOLUTION
For families affected by the new rules, lifetime gifting
offers one of the simplest and most tax-efficient ways
to minimise IHT liabilities. Assets gifted during your
lifetime fall outside your estate for IHT purposes if
you survive for seven years after making the gift. For
business owners, additional planning strategies like
holdover relief could address potential Capital Gains
Tax (CGT) consequences when transferring shares
or other assets.With holdover relief, the recipient
inherits the assets at the donor’s original base cost,
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thus avoiding CGT at the time of gifting.

However, gifting does present its challenges. Most
importantly, these strategies are only practical if you
can afford to give away assets without jeopardising
your financial security. Detailed cash flow planning
will help you understand how to ensure your
income and future lifestyle needs remain intact.
Encouragingly, the £1 million IHT relief for
businesses and farms is now set to renew every
seven years, similar to the nil rate band, allowing for
multiple gifts over time while maintaining flexibility.

SELLING ASSETS AND PREPARING
FOR TAX LIABILITIES

If gifting isn’t a viable option, you might consider
selling your business or land. However, this approach
requires careful preparation, as the proceeds from

a sale after April 2026 will attract the full 40%

IHT rate on death instead of the reduced 20%.To
mitigate this, families may think about placing assets
in trust before a sale to shield the proceeds from
the higher rate. Keep in mind, though, that the cost
and administrative burden of trust arrangements are
expected to increase after April 2026.

Additionally, selling assets triggers immediate CGT
liabilities, so it’s vital to plan for how to meet these
costs.With the current economic climate of higher
interest rates, there’s growing popularity in utilising
tax-efficient products like gilts or qualifying corporate
bonds to generate post-sale income.These products
can help preserve wealth and provide stability,

especially in times of economic uncertainty.The
effectiveness of this approach depends on individual
circumstances and financial goals.
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