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Many of us it seems aren’t 
great at managing our finances; 
according to a recent survey1, 
putting away money for the future 
never quite makes it to the top of 
the ‘to-do’ list for one in ten of us. 

And that’s not all; many never find the time  
to plan pensions, review their mortgage or 
make sure loved ones would be provided  
for financially if an accident or illness were  
to strike. So how can we put this right?

AIM TO SAVE MORE
At some stage in our lives we are all going to 
need savings to fall back on. ISAs are a great 
way to save tax-efficiently, and the annual 
allowance for 2018-19 is a generous £20,000. 
Even small amounts saved regularly will mount 
up over time.

REVIEW YOUR MORTGAGE 
REGULARLY 
With the continuing uncertainty about the 
future level of interest rates, it’s easy to overlook 
the need to review your mortgage. Those on 
standard variable rate mortgages often end 
up paying this rate by default once their fixed 
or tracker deal ends. If your current deal is 
about to end, or you’ve had the same deal for 
a while, ask us to review your options.

PLAN FOR YOUR FAMILY’S FUTURE
It’s worth keeping life policies under review,  
as over the years your needs change.  
Check you have enough cover for your  
current situation. Should you be thinking 
about inheritance tax planning? With  
the rise in property prices, more families  
are finding themselves drawn into the  
tax net. 

START YOUR PENSION  
PLANNING AS EARLY  
AS POSSIBLE 
It seems unlikely that the state pension will 
ever represent more than a basic safety net, 
and this should be a strong incentive for all  
of us to make adequate pension provision.  
It makes sense to review your pension 
regularly, and aim to contribute as much  
as you can comfortably afford and are  
allowed to under current legislation. 

MAKE A WILL 
Anyone with a family should have a valid  
Will in place. If you die without having  
made one, your wealth will be distributed 
under the rules of intestacy. This can  
mean that those you might have wanted  
to inherit could receive nothing. If you  
already have a Will, it’s worth considering  
if it needs updating.

1PiggyBank, 2018

YOUR MONEY SUMMER 2018

DIVIDEND ALLOWANCE 
– FINDING A SHELTER  
From the start of this tax year, the amount 
of unsheltered dividend income paid out 
by companies to shareholders, that can be 
earned tax-free, was reduced from £5,000 
to £2,000 per year. This reduction comes 
just two years after the allowance was first 
introduced, and leaves many investors 
considering their options.

The government estimates that in the 
2018–19 tax year, the dividend cut will affect 
around 2.27m investors with portfolios 
not sheltered within tax-efficient savings 
vehicles such as ISAs and pensions. 

It will also have tax implications for small 
business owners who have in the past 
typically taken a low salary which they 
have topped up with dividends, as this 
represented a considerable saving in income 
tax and National Insurance contributions. 

Any dividend income above the £2,000 
limit will be taxed at 7.5% for basic rate 
taxpayers, 32.5% for higher rate tax payers 
and 38.1% for additional rate taxpayers.

Tax-efficient wrappers such as ISAs 
and pensions look set to become more 
important for investors with dividends in 
excess of the allowance who are looking to 
mitigate their increased tax exposure. A pension is a long-term investment. The fund value may fluctuate and can go 

down. Your eventual income may depend on the size of the fund at retirement, 
future interest rates and tax legislation.

INVEST SOUTHWEST

12 Hammet Street, Taunton TA1 1RZ

T: 01823 353970

E: info@investsouthwest.co.uk

W: www.investsouthwest.co.uk



YOUR MONEY SUMMER 2018

SIX MISTAKES PEOPLE 
MAKE ABOUT LIFE 
INSURANCE – AND WHY 
GETTING THE RIGHT 
COVER MATTERS 

WITH PRIVATE SCHOOL FEES TOPPING £17,000,  
HOW CAN PARENTS COVER THE COST?

Sadly, many people get put off the idea 
of taking out an insurance policy for a 
variety of reasons, overlooking the valuable 
security and peace of mind that having the 
right cover in place can provide. 

IT WILL COST TOO MUCH 
The good news is that life insurance 
isn’t nearly as expensive as many people 
assume. Making a monthly premium 
payment is a small price to pay. Having 
no insurance would cost your family 
considerably more, and could result in 
them struggling for money at a sad and 
difficult time.

I’M FIT AND HEALTHY  
SO DON’T NEED COVER 
The younger and fitter you are when 
you take out a policy, the cheaper the 
premiums are likely to be. If you wait until 
you’re older and have health problems, 
your premiums will be higher.

IT WON’T HAPPEN TO ME 
It’s estimated that 1 in 291 children  
will lose a parent before they finish  
full-time education. Unfortunately, 
accidents and illness can occur at any  
age, and no-one would want to risk  
leaving their family with money worries  
if disaster were to strike.

I’M A STAY-AT-HOME PARENT,  
I DON’T NEED COVER 
Just think of all the tasks you carry out. 
Everything from cleaning, cooking and 
childcare might have to be paid for if you 
weren’t there; a payout from a policy could 
help provide the care your family needs.

I GET COVER THROUGH MY JOB 
You may get insurance as part of your 
employment package, but it may not be 
enough for your needs, and the chances 
are the policy won’t move with you if you 
change jobs.

I JUST DON’T HAVE THE TIME 
TO FIND A POLICY 
That’s where an adviser can really help. 
They can find a cost-effective policy that 
will meet your needs. What’s more, if 
your life changes they’re on hand to help 
ensure you always have the right protection 
policies in place.

1Childhood Bereavement Network

With pupil numbers at their 

highest since records began in 

1974, it’s clear an independent 

education is the preferred choice 

for many families. Parents choose 

independent schooling for their 

children because they value the 

broad all-round education on offer, 

the high academic standards and 

the learning opportunities offered 

outside the classroom.

However, after buying a home, school fees 
could be a family’s largest expense, especially if 
there are several children to put through school 
and college. 

PLANNING PAYS
In order to put aside the money needed to 
cover fees, parents and other family members 
who want to help out can make use of their 
annual ISA allowance (£20,000 for the tax year 
2018–19). Money invested in an ISA grows in 
a tax-free fund and can be withdrawn to meet 
fees without incurring tax.

Consider starting to save from the day the 
children are born, and encouraging family 
members to contribute to accounts. If there’s 
more than ten years to go before schooling 
starts, then it’s worth thinking about stock 
market investments. Your money will be 
exposed to risk, but has the potential to 
outstrip the returns available on an average 
savings account. 

Increasingly, grandparents are helping out with 
education costs too. Many are choosing to pass 
wealth to their families during their lifetime as 
a way of reducing the value of their estate for 
inheritance tax purposes, either by giving a 
lump sum or setting up a trust for the benefit 
of the child or children.

SCHOLARSHIPS AND BURSARIES
Scholarships are not usually means-tested, but 
can reduce fees considerably. They are often 
awarded by schools for academic achievement, 
art, sports or music. Bursaries may also be 
available, but they tend to be means-tested.

If you’re considering a child’s education, we can 
help you plan effectively for the years ahead.

The value of investments and income from 
them may go down. You may not get back 
the original amount invested.
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HOW MILLENNIALS ARE PREPARING FOR RETIREMENT – BUT WILL IT BE ENOUGH?

DON’T LET JARGON PUT YOU OFF SAVING FOR YOUR RETIREMENT

We can all be guilty of applying 
labels to age groups, and this 
can be particularly true when it 
comes to millennials. This group, 
which spans those aged 22 to 37, 
is commonly thought of as the 
generation that suffers most from 
the effects of rising house prices, 
student debt and a low-wage 
economy, all of which means that 
saving adequately for retirement 
assumes a low priority.

However, data from the Intergenerational 
Commission1 shows that a decent pension ranks 
as the second biggest area of concern for young 
people’s prospects, second only to housing.

If you’re feeling perplexed by 
pensions, here we explain a few 
commonly-used terms.

DEFINED BENEFIT PENSION
A type of pension that pays a retirement 
income based on your salary and how long 
you’ve worked for your employer. Final salary 
pension schemes are probably the best-known 
type of defined benefit pension scheme – but 
many have now been phased out.

DEFINED CONTRIBUTION PENSION
With this type of pension, the idea is that you 
build up a pension pot based on contributions 
from you and your employer, plus any investment 
returns. You then use this money to provide 
yourself with an income when you retire.

ANNUITY
At retirement, you can choose to take some 
or all of your pension pot as an annuity, an 
insurance product that provides a guaranteed 
income for life. Annuities provide security, and 
unlike other retirement income products, with 
the exception of investment-linked annuities, 
you aren’t exposed to stock market risk which 
could erode your income. However, should you 

RETIREMENT PLANNING  
STARTING EARLIER
Employers are now required to provide  
most of their employees with a workplace 
pension scheme, and auto-enrolment  
has been a great success in creating a  
new cohort of pension savers. This is 
particularly true among the younger age  
group, where participation levels have 
increased significantly. 

However, it is vitally important that those  
being auto-enrolled into pension schemes  
for the first time do not consider it ‘job done’ 
and disengage from their savings. The advice 
to this and every age group is to ensure that 
they regularly review their pension plans 
to ensure they are saving enough. Life and 
pensions company Royal London has come 
up with a useful way to help workers get their 
pension savings on track. Everyone should 
remember to do their SUMS. 

die early, the residual value of the annuity dies 
with you; there is usually no return of capital to 
your estate, though a joint annuity will continue 
paying income to the survivor. 

INCOME DRAWDOWN
This is a way of using money accumulated in 
your pension pot to provide you with a regular 
retirement income by reinvesting it in funds 
specially designed for this purpose. The income 
you will receive will vary depending on the fund’s 
performance, and isn’t guaranteed for life.

KEEPING PENSION PLANNING 
UNDER REVIEW
Millennials have time on their side, but will need 
to think about contributing more than auto-
enrolment provides. Hopefully, receiving regular 
pension statements from their workplace 
scheme will serve as a timely reminder to  
keep their pension planning under review.

1Intergenerational Commission, 2017

PENSION TAX RELIEF
This is one of the biggest benefits of paying 

into a pension. For every £80 you pay in, the 

government gives an extra £20 in tax relief 

if you’re a basic rate payer, boosting your 

contribution to £100. If you’re a higher or 

additional rate taxpayer, you should be able to 

claim even more tax relief through your self-

assessment tax return. 

It makes sense to review your pension regularly.

A pension is a long-term investment. The fund value may fluctuate and can go down. Your eventual income may depend on the size 
of the fund at retirement, future interest rates and tax legislation.

 S tart saving as soon as they can,  
no matter how small the amount 

U p their pension contributions if they  
get a pay rise 

M ax out on any employer pension 
contributions that are available to them 

 S peak to a financial adviser to get help 
with their pension planning.
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According to analysis by Aviva1, 
the number of people retiring 
before they reach age 65 is set  
to continue decreasing rapidly. 
The insurer calculates that by  
2035 almost no one will be able  
to afford to retire early. 

Higher life expectancy, the demise of final 
salary pensions and a rising state pension  
age are contributing factors. Figures from the 
Office for National Statistics show a record  
10.1 million over 50s remain in work, with 1.2m 
of these workers aged over 65. Ten years ago, 
less than 700,000 over-65s were in work. In 
1998 the figure was much lower at 434,000. 

PLANNING PAYS 
Have you ever wondered if you’re on track for 
a comfortable retirement? The stark reality is 
that putting something aside for old age has 
become an unavoidable necessity these days. 
As life expectancy rises, many of us can expect 
45 years in employment followed by 30 years 

of retirement. No one wants to face financial 
worries in retirement, so keeping an eye  
on your pension throughout your working  
life makes good sense; even if retirement 
currently seems a lifetime away, it will come 
around quicker than you think. 

You can keep focused on your  
retirement planning by:
•	 Arranging a regular review to ensure you’re 

keeping your retirement savings on track

•	 Making pension saving a priority. Think 
about topping up your contributions 
whenever your financial circumstances 
permit; remember, within limits they attract 
valuable tax relief

•	 Knowing your state pension age and getting 
a forecast of how much you’ll receive.

WORKPLACE PENSIONS
As part of the government’s drive to ensure 
we all make adequate provision for retirement, 
employers are now obliged, subject to age and 
earnings thresholds, to automatically enrol their 
employees into a qualifying pension scheme, 
where employees and employers make monthly 
contributions. More younger workers than ever 
before are now saving for retirement and will 
receive regular statements enabling them to 
track their pension savings over the years.

PERSONAL PENSIONS
Personal pension plans also offer tax breaks  
to encourage us all to provide adequately  
for retirement.  

If it’s been a while since you looked at your 
pension, why not arrange a review?

1Aviva, 2017

A pension is a long-term investment. The 
fund value may fluctuate and can go down.  
Your eventual income may depend on the 
size of the fund at retirement, future  
interest rates and tax legislation.

EARLY RETIREMENT?  
IT MAY SOON BE A THING OF THE PAST!

Many investors make a last-minute dash 
to put money into their ISA before the 
end of the tax year so that they don’t 
lose their annual allowance. However, 
it makes good sense to invest into your 
ISA in the early months of the tax year, 
giving it extra months during which to 
grow, though growth in share values is 
not guaranteed.

The sooner you use your ISA allowance 
the higher the tax benefit. You’ll be 
sheltering your investments from 
capital gains tax and income tax, and 
benefiting from tax-free returns for 
longer. You could also start to feel the 
effects of compound interest (which 
also apply to reinvested dividends); the 
eighth wonder of the world, according 
to Albert Einstein!

If you’re concerned about the way shares 
can go up and down in response to 
political events and economic data, then 
you might want to consider investing a 
regular sum of money each month. That 
way, you will buy into funds at different 
prices and limit your exposure to stock 
market volatility. Over the course of the 
year, in some months you’ll get more 
shares/units than in others for your 
chosen monthly investment. 

The value of investments and income 
from them may go down. You may not 
get back the original amount invested.

YOUR ISA –  
WHY SAVING EARLY IN  
THE YEAR MAKES SENSE

IF YOU WOULD LIKE ADVICE  
OR INFORMATION ON ANY OF 
THE AREAS HIGHLIGHTED IN 
THIS NEWSLETTER, PLEASE  
GET IN TOUCH.

It is important to take professional advice before making any decision relating to your personal finances.

Information within this document is based on our current understanding and can be subject to change without notice and the accuracy and 
completeness of the information cannot be guaranteed. It does not provide individual tailored investment advice and is for guidance only.

Some rules may vary in different parts of the UK. We cannot assume legal liability for any errors or omissions it might contain. Levels and 
bases of, and reliefs from, taxation are those currently applying or proposed and are subject to change; their value depends on the individual 
circumstances of the investor. No part of this document may be reproduced in any manner without prior permission.

Information is based on our understanding of taxation legislation and regulations. Any levels and bases of, and reliefs from taxation are 
subject to change.

Tax treatment is based on individual circumstances and may be subject to change in the future.


