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Meet the author


With 30 years’ experience in advising others on planning for their retirement, I was one of the first advisers in the UK to be awarded the title of Chartered Financial Planner.


As well as advising clients in my own IFA Practice, I run retirement planning seminars to prospective clients and professional groups and have broadcast on BBC Radio Norfolk, providing expert advice on a wide range of money-related issues.


I also write and deliver training on retirement issues for other financial advisers, with my current focus being on running exam revision courses. The combination of both training others and advising helps me to combine the theoretical with the practical aspects of retirement advice, as well as keep me up to date.


Although I have an in-depth understanding of pensions, I firmly believe that a pension is a means to an end – not an end in itself – and I always use a range of solutions to ensure that my clients will be able to enjoy the retirement that they deserve.


I live in Norwich with my partner and two children and, like most parents, spend much of my spare time running the kids back and forth to rugby, hockey, ski clubs and scouts, and I must also confess to an interest in model railways.


Trevor Goodbun





1: Only got a minute?




What does retirement mean to you?


What does the word ‘retirement’ mean to you? For some it conjures up an image of having to watch every penny, for others a Caribbean cruise or achieving a lifetime’s ambition. For most it will not mean either of these things, but what is true for many is that the traditional image of the pensioner is not one they recognize in themselves.


Increasingly, retirement is not a single event, when the world as you know it suddenly ends, but a change of lifestyle that will continue to change over the years. Even the word is open to question, with many over retirement age working not because they have to but because they want to.


This means that before thinking about money, the first stage in preparing your retirement finances is to ask yourself what retirement will mean to you.



How much money will you need?


This is an easy question to pose but is much more difficult to answer, especially if you haven’t answered the previous question about what retirement means to you. Nonetheless, making some attempt to calculate your expenditure can go a very long way to reassuring you about the income you need and what to do with your money.



Understanding pensions


Pensions can be incredibly complex, often unnecessarily so. The good news is that there are really only three types of pension, and having a basic understanding of how each of these works can go a long way to helping you make the right choices when you retire.



Pension choices


Depending on the type of pension you have, you may be able to secure a higher income if you shop around when you come to take your pension. Yet six out of ten people who could be better off by doing this stay with their existing pension company and lose out on an increased income for the rest of their lives.



Investing in retirement


When you are retired you will often have two conflicting needs, one to create as much growth or income as possible from your savings, the other to preserve the capital you have built up over the years. Unfortunately there is no perfect answer to this, but more often than not it’s possible to find a compromise that is right for you.



Tax and NI


A recent Audit Office report in 2009 found that 1.5 million pensioners have overpaid a total of £250 million in tax since 2002. Another 3.2 million did not claim all of the allowances they were entitled to. There were a number of reasons for this, but the common thread was they did not realize and capitalize on the advantageous tax treatment that exists for those who are not working and/or are over the age of 65.



Getting advice


One of the dilemmas I had when writing this book was how to strike the balance between giving enough information to live up to the Teach Yourself title whilst conveying the intricacies of a subject that has taken me most of my working life to learn. Inevitably this means that I cannot cover every circumstance or give precise details for everything – you may need to seek professional advice to further your investigations. However, if you do need more advice then the contents of this book will at least point you in the right direction.





5: Only got five minutes?




Your five-minute jargon buster


One of the problems in dealing with any aspect of money is the jargon that is used. Whilst much of this can seem unnecessary, understanding the language can cut through the mist of confusion that can often surround the subject.


Age Allowance An additional amount of income you are allowed if you are over the age of 65 before you have to pay tax.


Annual Equivalent Rate (AER) The true rate of interest paid (usually on a deposit account) taking into account the rate of interest and how often the interest is paid. When comparing interest rates you should always compare the AER and not the headline rate.


Annuity An income, usually for life, that you buy with a lump sum. If you have a personal pension when you take the pension you will usually buy an annuity.


Asset class A way of describing the common characteristics of a particular type of investment. The main asset classes are: cash, fixed interest, property and equities. Most investments will fall into one of these asset classes.


Bond The most over-used word in financial services and one that seems to be used if no other description can be thought of. This means there can be no single definition, so whenever you see it make sure you investigate further to see what is actually on offer.


Cash One of the four main asset classes. As well as cash in your pocket it includes other items, such as Treasury Bonds.


Collective investment A way of joining with others to invest in a range of investments far wider than you could achieve on your own. Usually a professional fund manager will be appointed to manage the funds on a day-to-day basis. Open-Ended Investment Companies (OEIC) and Unit Trusts are examples of this type of investment.


Compulsory Purchase Annuity (CPA) An annuity bought with funds from a pension.


Contracting out If you are employed, instead of building up a second state pension you can contract out and build up a pension through your employer or a personal pension.


Coupon The interest paid on fixed interest investments. The coupon rate refers to the rate paid on the face value of the investment, not the effective interest rate based on the price you paid.


Defined benefit pension A pension where the amount of pension paid is based on your salary and the number of years you have been a member of the pension scheme. The pension scheme has to provide the benefits promised irrespective of cost. Final salary pensions are the most common example of this type of pension.


Defined contribution pension A pension where money is invested to build up a lump sum that is then used to buy a pension. The amount of pension you can buy will largely depend on how much money has been saved, how much it has grown and pension rates when you come to take benefits. A personal pension is a type of defined contribution pension.


Drawdown A way of drawing income directly from your pension without having to buy an annuity.


Equities More commonly called stocks and shares, although technically in the UK only shares are equities. One of the four main asset classes.


Fixed interest investments One of the four main asset classes. Fixed interest pay a fixed rate of interest based on the face value of the investment. They can usually be traded after they have been issued and you may pay more or less than the face value.


Fund A description of where money is actually invested, e.g. UK Equity will be invested in shares in the UK. Not to be confused with an investment wrapper or vehicle.


Gross income The amount of income you receive before tax has been deducted.


Guaranteed Minimum Pension (GMP) The amount of pension built up in a defined benefit pension through contracting out until April 1997. Since that date the contracting out benefits are included with other benefits and cannot be separately identified.


Investment bond An investment where you choose an investment fund that is then managed by a professional fund manager. It works in a similar way to a Unit Trust or OEIC but is treated differently for tax.


Investment Trust A company set up to invest in other companies. The value of the Investment Trust’s shares may trade higher or lower then the value of the shares it owns.


Level pension A pension that stays at the same level throughout and does not increase.


Lifetime Allowance The amount of money that an individual can build up in pensions before the favourable tax treatment is removed. The limit applies to the individual, not the scheme, so all pensions are included. Until 2015 this will be £1.8 million so will only affect a very small number of people.


Liquidity An expression used to explain how easy it is to access your money, or buy or sell an investment. Cash will usually be highly liquid, property highly illiquid.


Money Purchase Pension An alternative name for a defined contribution pension. You save in order to build up a fund that is then used to buy a pension.


Net income The amount of income you receive after tax and other deductions. Knowing the net income you receive is far more important than knowing the gross income as this is the amount you have available to you.


Non-Protected Rights The amount of pension built up in a defined contribution pension through your contributions, or your employer’s, as opposed to Protected Rights, which is built up through contracting out.


Normal Retirement Date (NRD) The date a pension scheme sets for when you are expected to take your pension. You may be able to take benefits before or after this date, but there may be a penalty for taking benefits early and no advantage in delaying.


Open-Ended Investment Company (OEIC) A type of collective investment where shares are issued every time a person invests and cancelled when a person withdraws their money. The value of the shares directly relates to the value of the investments held. Apart from the legal structure they operate in the same way as a Unit Trust.


Pension Commencement Lump Sum (PCLS) The amount of lump sum that can be paid when you take your pension. It used to be known as tax-free cash and in the vast majority of cases is still not subject to tax.


Personal Allowance The amount of income you can have before you have to pay Income Tax. Everyone with an income of less than £150,000 a year has a Personal Allowance. If your income is greater than the Personal Allowance you only pay Income Tax on the amount over the Personal Allowance.


Property One of the four main asset classes. When included in an investment it will tend to be commercial as opposed to residential property.


Protected Rights The pension built up in a defined contribution pension scheme through contracting out. The key difference from Non-Protected Rights benefits is that if you are married or in a civil partnership you must take a spouse’s pension.


Provider The expression used throughout this book to indicate the company providing your pension, investment etc.


Purchased Life Annuity (PLA) An annuity bought with your ‘own’ money, as opposed to an annuity purchased from a pension fund.


Single-life pension A pension paid to one person, i.e. it will not continue when that person has died.


Spouse’s/dependants’ pension A pension that will continue to be paid to a spouse or other dependant after the person originally taking the pension has died. The maximum age for a dependant child is usually age 23.


Top slicing The way of calculating if any higher rate tax has to be paid on an investment bond. The profit is divided by the number of years the bond has been in force and then added to your income. If the two added together take you into higher rate tax then you will probably have to pay some tax.


Underlying investment The term used to explain where money is actually invested as opposed to the investment wrapper. For example, if you invested in a Unit Trust investing in UK Equities, the Unit Trust is the wrapper and the UK Equity Fund is the underlying investment.


Unit Trust A type of collective investment where units are issued every time a person invests and cancelled when a person withdraws their money. The value of the units directly relates to the value of the investments held. Apart from the legal structure they operate in the same way as an OEIC.





10: Only got ten minutes?




What will retirement mean to you?


Retirement is changing. No longer does it mean leaving a job in order to spend the last years of your life doing very little other than waiting for the grim reaper. For the vast majority of people it is as much about beginnings as endings, representing up to a third of their life. So what does retirement look like in the twenty-first century?


There are as many answers to that question as there are people. For some it means increased leisure time to travel, pursue a hobby or do things they simply didn’t have time to do when working. For others it doesn’t mean the end to work but a career change or the opportunity to start a new business. For some it is nothing but an artificial date that will make no difference other than they can draw their pension and get a bus pass.



Pensions and stopping work


Retirement usually coincides with drawing your pension, but if retirement means different things to different people this is no longer a certainty.


The timing of drawing your pension is now legally governed by your age, rather than whether or not you are working. With a few minor exceptions, you can draw your pension between the ages of 55 and 75 and, generally speaking, the earlier you draw your pension the less you will receive.


You can work and draw your pension, or work and delay taking your pension in order to take a higher income when you do stop working. Before deciding whether or not to take your pension, you need to decide if you need the income. If the answer is no, then it may be worth delaying in order to obtain a larger income a little later.



The three stages of retirement


It is tempting to think of retirement as a single stage in our lives, but for most of us it is not. I tend to think of retirement falling into three stages, each of the stages merging into each other but characterized nonetheless by distinct features.


In stage one, early retirement, most of us will be fit and healthy, reasonably active and may still work in some shape or form or another.


Stage two, the middle years, conforms closest to the traditional view of retirement where we will still be reasonably healthy but beginning to slow down.


In stage three, the later years, we may need help or indeed full-time care.


These three stages will be defined more by the way we feel rather than an arbitrary age. However, our monetary needs for each of these three stages will probably be different, with stages one and three having higher costs than stage two. At the same time, in stage one we may still be able to generate an income from working, so we need to bear this in mind when structuring our finances.



Understanding pensions


Having a basic understanding of pensions can make an enormous difference in helping you to decide what you will do with the choices you have when you come to take the benefits.


The basics are not that difficult to understand and, despite all the variations on a theme, there are only really three different types:


 




	
final salary type schemes


	
money purchase schemes


	
state pensions






FINAL SALARY PENSIONS


With a final salary type scheme, the amount of pension you will receive is linked to your salary and the number of years you have been a member of the scheme. Every year you are a member you will earn a fraction of your final salary as a pension. For example, if your scheme paid a 60th for each year, you were a member for 20 years and your final salary was £30,000, you would receive a pension of £15,000, i.e. 20 × 1/60 × £30,000.


If you used to be a member of a final salary scheme but have now left, your pension will be based on your leaving salary and teh number of years you were a member of the scheme. In most cases the pension will be increased to allow for inflation between the date you left and the date you take your pension, but the amount of increase will depend on the type of scheme and the date you left.


All final salary schemes have a Normal Retirement Date (NRD) when the benefits promised will be paid. It will usually be possible to take benefits before this date, in which case the amount paid will be reduced, or delay taking benefits, in which case the amount paid may be increased.


Most final salary schemes will pay a proportion of your pension to your husband or wife if you die before them, and most will allow you to take a lump sum, but this will mean your pension is reduced.


In fact, whether or not to take the lump sum will tend to be the only choice you have in the way you take benefits from a final salary pension and most people do even if, from a purely financial point of view, it may not always be the best value. There are variations on this type of scheme, such as average salary pensions where your pension will be based on your average salary whilst you were a member rather then your final salary.


A pension that is directly linked to your salary and the years you have been a member of the scheme is technically called a defined benefit pension.



MONEY PURCHASE PENSIONS


The second type of pension is called a money purchase or defined contribution scheme. Personal pensions are an example of this type of scheme although many company pension schemes also work in this way.


The best way of understanding a defined contribution pension is to think of it in two distinct parts:


 




	
firstly, a savings plan to build up a lump sum (often known as a fund)


	
secondly, that fund is then used to buy an income for life.





You can only take 25% of the money you have accumulated in the fund as a lump sum (if you have been a member of the scheme before 2006 you may be able to take more than 25%), the rest must be used to buy an income.


The amount of pension you will receive will largely depend on:


 




	
how much is saved into the pension


	
how much that money grows


	
how much pension you can buy with your pension fund.





When you come to take your pension you will have a number of other choices, including whether to take a lump sum or increased income.


You will also be able to choose between buying an annuity or drawing an income directly from the pension fund, but most people will buy an annuity. An annuity is simply an income that will be paid for life no matter how long you live.


The amount of income you will receive from an annuity for a given purchase price will depend on what options you select, the main ones being:


 




	
whether the income stays the same throughout your lifetime or increases


	
whether the income will continue to be paid to your spouse if you die before them (a spouse’s pension).





A level annuity that doesn’t pay a spouse’s pension will pay the greatest amount; an increasing annuity that pays a spouse’s pension will pay the least.



STATE PENSIONS


The third type of pension is the state pension, which in turn subdivides into two types: the basic state pension and an earnings-related pension.


Provided you have paid or been credited with National Insurance contributions for 30 years or more you will receive the full basic state pension. If you have less than 30 years your pension will be reduced proportionately.


Currently men can take their state pension from age 65 and women, depending on their date of birth, between 60 and 65.


The second type of state pension is earnings related. The most well known version is SERPS. This will pay a pension based on your earnings between an upper and lower limit. You will only receive benefit for the years you have been employed and had earnings between the two limits.


It is possible to contract out of the earnings-related state pension (but not the basic state pension) and for the years you are contracted out you will earn benefits in the pension scheme used for this purpose instead of the state scheme.


You have to take benefits from the basic and earnings-related state pensions at the same time but you can delay taking both in return for an increased pension for up to five years. Each year you delay taking your state pensions will mean they will increase by just over 10%.



Shopping around for a pension


With very few exceptions you have a legal right to move your pension from your existing pension provider to a different one.


If your pension is a final salary or any other form of defined benefit pension, it is unlikely that you will be able to obtain a better pension than the one offered by your existing pension scheme. If, however, you have a defined contribution pension, either in the form of a company pension or personal pension, you should always shop around to see if you can obtain an increased pension elsewhere.


The likelihood of achieving this is even higher if you smoke or have a medical condition. The type of medical condition need not be that serious and it has been estimated that four out of ten people would be able to obtain a higher pension on medical grounds.


The easiest way of checking if you might be better off taking your pension elsewhere is to ask your existing pension provider for a transfer pack and transfer value. This will include examples of the pension they are offering and a transfer value which is the amount you could use to buy a pension elsewhere.


The biggest challenge you will face is the sheer number of variations on a theme: a pension with or without a lump sum, a level or increasing pension, a pension with or without spouse’s benefit could all be quoted.


The solution is to identify the one closest to your requirements and then compare it with what is on offer elsewhere by checking the Financial Services Authority’s (FSA) annuity comparison table. The easiest way of finding these tables is to enter ‘FSA pension annuity comparison’ into an internet search engine. This will show you if you are likely to be able to obtain a higher pension elsewhere and whether or not it is worth exploring further.


Finally, just to encourage you to do this, at the time of writing the best pension annuity rate for a 65-year-old man in good health paid nearly 10% more a year than the tenth best. If that 65-year-old was in poor health the difference was over 50%. This difference just covers the best ten rates – your existing pension may not even be in the top ten. Furthermore, the difference is not just a one-off but an increase that will literally last a lifetime.



Tax and National Insurance


If a 60-year-old man had an income from working of £30,000 a year, he would take home £1,885.30 a month.


A couple over the age of 65 equally sharing an income of £30,000 a year would take home £2,314.34 a year a month. This extra £431.04 is due to tax and National Insurance.


If a basic rate taxpayer placed £50,000 a year in an investment that paid 5% a year interest, they would pay £7,433 in Income Tax. (If they were a higher rate taxpayer they would pay £14,249.)


If that same person placed £50,000 a year in an investment that also grew at 5% a year, but was subject to Capital Gains Tax, they would only pay £5,660.01. With some simple, totally legal planning, they may avoid having to pay any tax at all.


A 65-year-old man earning £25,000 a year would take home £209.53 a month more than a 64-year-old because he would pay less tax and no National Insurance.


Tax may be boring and seem too difficult to try to understand, but as you can see a basic understanding can make a big difference to your standard of living.


Note: these figures are based on the tax year 2009/10 but unless there is a radical change in the tax system the fundamental principles will remain true.



Income Tax


Every UK resident with an income of less than £150,000 a year can have an income of a certain amount before they pay Income Tax. This is known as the Personal Allowance. In the tax year 2009/10 it was £6,475, although this amount is reduced for those incomes over £100,000 a year.


If your income exceeds your Personal Allowance you only pay tax on income over that allowance. The rate of tax is levied in bands and you pay tax at the rate applicable to the band. For example, if someone had an income of £25,000 they would pay tax as follows:


[image: Image]


If they had an income of £50,000 their tax bill would be:


[image: Image]


One common misunderstanding of the UK tax system is that if you fall into another tax bracket the amount of income you will receive after tax will be reduced. Although the greater your income the higher percentage you will pay in tax, your net income can never reduce.


If you are over the age of 65 (the age limit of 65 applies to men and women) an additional allowance known as the Age Allowance means you are allowed more income before you pay tax, although if your income is over a certain level this additional allowance is gradually reduced until the Personal Allowance level is reached.


The Age Allowance means that if a couple over the age of 65 can split their income equally between them, they can have an income of £18,980 without paying a penny in Income Tax.


Income Tax is usually deducted at source which means tax is taken by the organization paying the income. Tax on savings interest is deducted at basic rate. If you are a higher rate taxpayer you will have to pay the difference between basic rate and higher rate.


If you don’t pay any tax, you will not usually be able to reclaim the tax paid. This varies from product to product, although on deposit accounts you can ask for any interest to be paid without deduction of tax by completing a form known as a R85 which can be obtained from the product provider.



Capital Gains Tax


Often thought of as a ‘rich man’s tax’, Capital Gains Tax is the biggest open secret when it comes to saving tax for the following reasons:


 




	
it is charged at a lower rate than basic rate Income Tax


	
there is only one rate so if you are a higher rate income taxpayer the tax saving is significant


	
UK residents have a Capital Gains Tax allowance in addition to their Income Tax allowance and very few people use this allowance


	
it is often relatively easy to move investments around to use the Capital Gains Tax allowance every year.





Capital Gains Tax is charged on any capital gain an investment makes as opposed to the income it generates. Usually it is easy to identify the difference between the two. For example, dividends from shares are income and are subject to Income Tax, whereas the increase in the value of the share is a capital gain and may be subject to Capital Gains Tax.


A gain is the profit that is made when an investment is disposed of; usually this will be when it is sold but can include other circumstances such as giving it away. The amount of the gain is usually the difference between the price paid and the sale price, less the cost of buying, selling and maintaining the investment.


In some circumstances the market price is used rather than the sale price in order to determine the gain and this is the valuation that would be used if you gave away an asset or sold at less than the market value.


As well as a Personal Allowance for Income Tax you have an Annual Allowance for Capital Gains Tax. In the tax year 2009/10 this was £10,100. This allowance applies to all gains on investments sold or disposed of in the year. Therefore, if you sold two or more investments you would only have one allowance, although of course if the gain from both was less than the allowance you wouldn’t have any tax to pay.


Depending on the type of investment, it can sometimes be easy to sell it and buy another in order to use the Capital Gains Tax allowance every year. Obviously this isn’t so easy if the investment is a buy-to-let property, but very easy to do with shares and many other types of investment. You have to wait 28 days before buying back the same investment for it to count as a disposal but there is nothing to stop you, say, selling BP shares and buying Shell instead, in which case you could use your Annual Allowance.



National Insurance


National Insurance is a tax by any other name which is charged on income from employment and self-employment.


The important point about this tax for readers of this book is that it is not paid on income from savings, investments and pensions, nor is it payable by anyone over state retirement age on any income.


What this means is that you need less gross income when you are retired in order to have the same net income as when you are working. If you combine this with the additional Income Tax Age Allowance this can be a significant difference.



Tax returns and forms


When you retire you will almost certainly start receiving forms from the tax office. It is worth taking time to complete these forms as accurately as possible to avoid paying any more tax than you need to. The main reason this can occur is that when you are retired you are more likely to have multiple sources of income and, unless the correct tax code is applied, too much tax may be deducted.


In fact, an Audit Office report in 2009 estimated that 1.5 million people over state retirement age overpaid tax by an average of £171 each, and a further 3.2 million did not fully claim their age related allowances.



Investments


The word ‘savings’ is usually used to describe regular saving into a low-risk product such as a deposit account. The word ‘investing’ is used to describe a lump sum being put into a riskier area such as shares, but this doesn’t cover all circumstances. For example, is buying shares on a monthly basis saving or investing? And where does low risk stop and high risk start?


The key is not to worry about the language used, whether you are putting money away on a regular basis or as a lump sum. Whether that money is placed in a high-risk or a low-risk investment, the basic principles are the same.


Another issue is not to confuse the investment type and the investment itself. For instance, many perceive pensions to be risky and deposit accounts to be safe, but a pension is only an example of an investment wrapper and it is possible to invest in a deposit account through a pension. The word used for the investment type is ‘investment wrapper’ or ‘investment vehicle’.


The secret with saving and investing is:


 




	
firstly decide what you want or need


	
then decide on the saving or investment most likely to meet that need


	
only then choose the investment wrapper.





Too many people approach (or are often sold!) this the other way round, dismissing Unit Trusts and similar investments as being too risky when it is the actual investment that is placed in the investment wrapper that carries the risk and not the wrapper itself.



DECIDING WHAT YOU NEED


Before even thinking about where to save or invest your money, ask yourself what you want from it.


 




	
Do you need income, growth or both?


	
How long are you saving or investing for?


	
Will you need access to your money at short notice?


	
How much could you afford to lose assuming you kept the investment for the intended time?


	
How much fall in value could you tolerate before you started losing sleep?





There are no perfect answers to these questions and nearly always a compromise has to be made. A deposit account may be relatively safe but may not generate the income you need. On the other hand, an investment that produces the income you need may involve a risk to your capital.


More than anything else, be very wary of anyone who tries to recommend the perfect solution because it just doesn’t exist – or at least after 32 years I have yet to find it despite looking very hard!



DECIDING ON THE INVESTMENT


If you need instant access to your money, only want the lowest level of risk or will access your money within a relatively short time, say five years, then you really only have one choice which is a deposit account or similar investment.


Once you go beyond this, things get more complex, but there is a wide choice available covering most requirements.



DECIDING ON THE INVESTMENT WRAPPER


Only when you have decided what type of investment will meet your needs should you decide on the investment wrapper.


It is hard to disagree that everyone should use their ISA allowance but once this has been used there are a number of choices. The most suitable investment wrapper will largely be determined by which one will result in you paying the least tax, but other factors can also come into play.



Equity release


Equity release is a method of using the capital built up in your home in order to release capital or generate an income.


When they were first introduced, many equity release products turned out to be a very poor buy. In some extreme cases people ended up paying more in interest than the income they received and ended their lives owing more than the value of their home. This resulted in a bad reputation that has lingered to this day.


However, today’s products bear no resemblance to those early products and sales are regulated: anyone who advises on them has to be specifically qualified and authorized to do so. They should also not be confused with lease-back schemes where you sell your house and then pay rent.


With a reputable equity release product:


 




	
you can never owe more than your house is worth


	
you do not pay rent or interest until you die or permanently move into care (in the case of a joint plan this is on the death etc. of the second person).





There are two main types of equity release plan:


 




	
where you sell all or part of your home in return for a lump sum


	
where you mortgage your home.





Plans where you sell your home are known as Home Reversion Plans and the company providing the plan will provide you with a capital sum in return for complete or partial ownership.


The provider will then benefit from the increase in value of the home in direct proportion to the amount they own. For example, if you sell 50%, the equity release provider will receive 50% of the proceeds when the house is sold following your death or when you permanently move into care, and you or your estate will receive the other 50%.


The other type of equity release is known as a lifetime mortgage. Unlike most other mortgages, with a Lifetime Mortgage you do not make any interest or capital payments while you remain in your home. Instead the interest is ‘rolled up’ and repaid as a single amount along with the capital when you die or move into care.


There are various types of Lifetime Mortgage available. Some will pay you an income, others will release a lump sum.


Because the longer the interest ‘rolls up’ the greater the amount that has to be repaid, the economics of equity release don’t really stack up for most people until they are about 70 or 75 years old, so it is not really suitable for most people when they first retire.


That being said, when you first retire it is worth thinking about whether it may be an option later in life. The reason for this is that knowing you may be prepared to release capital from your home may influence the decisions you take initially. For instance, you may be prepared to take a pension that starts at a higher level but will be eroded by inflation, or to take a slightly higher investment risk in the knowledge that if the value of your investments fall you have a back-up.



Getting advice


It is impossible in a single book to cover every aspect of financial planning in retirement, partly because of the complexities involved and partly because everyone will have different requirements.


As a result it may be that you decide to seek professional advice, in which case reading this book will at least have prepared you to look for the right thing, ask the right questions and understand the answers.


The main area where advice may be required is finding the specific product or solution for your individual needs. This may include shopping around for the best pension rates, deciding on a specific investment or advice if you are considering equity release.


There are thousands of highly qualified, competent and honest advisers out there – it is finding them that is the issue. There are listings of advisers and you only have to mention the fact you are looking for financial advice to your bank and they will almost jump over the counter to embrace you!


The following may help you find an adviser:


 




	
Use an Independent Financial Adviser. They are not tied to one company and are legally obliged to act for you. You can find an adviser near you by visiting www.unbiased.co.uk or look in the Yellow Pages.


	
Shop around and ask several different advisers what they can offer, but be wary of anyone who offers a perfect solution.


	
Ask the adviser for their qualifications and experience, specifically in dealing with the area where you want help.


	
Ask the adviser if you can talk to other clients about what they have done for them.


	
Ask to see examples of reports they may have written covering similar circumstances to yours.
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