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Pension reforms –
Challenges and Opportunities
Give the Chancellor 8/10 for his April pension reforms
Continuously moving goalposts
Successive governments have always
tinkered with the pension regime.
Until George Osborne stepped
in, the nanny state - not trusting
someone to spend money from
their pot responsibly in retirement,
despite having been responsible
enough to save for retirement in
the first place – dictated how much
money could be withdrawn from a
pension, and forced retirees to hand
over their hard-earned pot of money
The British have had a love-hate to an insurance company (forever)
relationship with pensions for in return for an income for life in
many decades. After some years the form of an annuity. Enter the
in the doldrums, the cycle is on the Chancellors April 2015 reforms.
upswing – or certainly deserves to be
- largely due to recent changes made Let’s take a quick looks at the new
by the Chancellor.
rules introduced.
New pension reforms came into
being on 6th April 2015. The
materially greater freedoms that
now exist have much appeal, yet
they come with greatly increased
complexity both in understanding
and in execution. On balance these
reforms are welcome, but the need
for high quality advice has never
been greater, both to minimise
the risks, but also to maximise the
opportunities that they provide.
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Pension reforms - Challenges and Opportunities
Change 1: Freedom to take out as
much as you like, when you like
Prior to April 2015, the amount
that could be withdrawn from a
pension portfolio was limited by the
Government (using a calculation
related to 15-year gilt yield), unless
the individual had £12,000 of
secure income such as annuities,
state pension or defined benefit
pensions. This withdrawal limit has
now been abolished and, from age
55, retirees are free to take as much
as they wish, when they wish. They
will, of course, be required to pay
tax on these withdrawals - beyond
any 25% tax-free portion - at their
marginal rate of income tax, i.e. the
highest tax band that they fall into,
given all of the income they earn in
that tax year.

still be to buy an annuity now or
delay the purchase until a date of
their choosing. For others it will be
taking out money - drawing down in
pension jargon – from their pension
pot at a sensible rate. The important
issue is that retirees are now in
control of that choice, and can seek
guidance from their financial planner
on what the best course of action
might be for them. Another of the
new reforms is to allow those who
have already purchased annuities to
sell them, although how quite this
will work in practice (and without
another scandal) remains to be seen.

Change 3: Pension pots can be
passed on to anyone
Perhaps one of the most material
changes that the Chancellor made
was to allow pension pots to be
Talk of retirees depleting their pots handed on to anyone, on the death
and going wild with their cash is of the member. Prior to April 2015,
both condescending and laughable. a pension could only be passed on
Most people realise how important tax-free if death occurred before
maintaining their pot is for their 75 and the plan member had not
begun taking an income from the
future well-being.
portfolio or taken the tax-free cash
It is important that pension pots allowance. Outside of this narrow
are not seen as ATM machines! definition, any assets withdrawn
Once the 25% tax free pension suffered a usurious ‘death tax’ rate
commencement lump sum is taken, of 55%, unless donated to charity.
all withdrawals are taxed at the
pension holder’s marginal rate of tax. From 6th April 2015, if the plan
As such, the tax consequences need member dies before 75, any income
to be calculated carefully, before withdrawals or lump sums are tax
free, provided the plan has been
any money is withdrawn.
passed on to the ‘successor’ i.e. the
Change 2: No requirement anymore person inheriting the plan within
two years. If this transfer is delayed
to buy an annuity
Thankfully, another of the central beyond two years then they will have
pillars of nanny state influence has to pay income tax at their marginal
been abolished; retirees are no longer rate on any withdrawals.
required to buy an annuity. They will
be free to make the decision that is If the member’s death occurs after
right for them. For some that may 75, then the beneficiary can take
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either a lump sum or draw down the
money flexibly at any time. Where
income is taken, this will be taxed at
the successor’s marginal rate of tax.
Lump sum withdrawals will incur
a 45% tax in 2015/16 (previously
55%), but will be taxed at the
successor’s marginal rate of tax from
2016/17.
As pension pots usually fall outside
an individual’s estate for inheritance
tax planning, the astute reader
will quickly see that these new
arrangements allow for some sensible
and legal intergenerational tax
planning, in certain circumstances.
Professional advice should always
be taken as a matter of prudence
when making any such choices.
Change 4: Private sector defined
benefit pension transfers can
be made
The new regulations also allow for
those individuals with private sector
defined benefit pensions to transfer
the lump sum value of their pension
into a defined contribution pension
(e.g. a self-invested pension plan or
SIPP). However, they are required
to take professional advice before
they do, unless the fund is below
£30,0001. There is the potential for
another scandal here too, with poor

transfer values entirely possible.
Advisers may also be conflicted;
from a financial perspective they
may stand to benefit for the transfer,
whilst it may be in a client’s best
interest to remain in a plan with
an inflation-protected income for
as long as they live. It may seem
tempting to transfer assets, but
the preponderance of evidence is
likely to favour staying put in many
instances. Again, help from a trusted
adviser is essential.
Conclusion
These pension reforms should be
welcomed. Yet, despite their positive
contribution to flexibility, and
fairness, they also bring increased
choices for individuals around
contribution levels, the timing and
quantum of pension withdrawals
and their use as tax-efficient
intergenerational asset transfer
opportunities. These decisions are
complex and important to the future
financial well-being of clients and
their families and should not be taken
lightly. It is hard to think of a more
obvious area that a good financial
planning firm can add material value
to its clients than by empowering
them to make informed decisions on
what to do with their pensions.
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Indicators
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Equity Summary (%)
Index
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Fixed Income Summary
Index

Q1 2015

2014

2013

2012

2011

2010

IBOXX Liquid Investment Grade TR USD
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Risk Warnings
Past performance is not a reliable indicator of future results.
The illustrations are in US Dollars unless otherwise stated. Currency fluctuations may increase or decrease the returns of
any investment.
There can be no guarantee or assurance that a client’s portfolio will not incur a loss over any particular time period.
Fees and charges do not apply in respect of any index, indices are unmanaged, do no incur fees and cannot be invested
in directly.
Pro forma results such as those shown do not represent actual trading; returns will be affected by advisor and fund management
fees, trading costs, and other applicable charges.
This document is for illustrative purposes only and does not constitute a solicitation to buy or sell securities nor does it purport
to be a complete description of our investment policy, markets or any securities referred to in the material.
Please note that not all clients have exactly the same portfolios or the same investment vehicles. Depending on a client’s
risk appetite, time frame, implementation strategy, currency reference or other reasons, their portfolio may differ from our
Strategic Allocation.

Foreign Exchange
31/12/2014

USD/JPY
GBP/USD
GBP/JPY
GBP/EUR
EUR/USD
USD/CHF

31/03/2015
Change
		

119.7		
1.56		
186.4		
1.29		
1.21		
0.99		

120.1		
1.48		
178.0		
1.38		
1.07
0.97		

0.3%
-5.1%
-4.5%
7.0%
-11.6%
-2.0%
Source: FT.com

Real Assets (%)
Index

Q1 2015		

London Fix Gold PM PR USD
Bloomberg Sub WTI Crude Oil TR USD
S&P GSCI TR
S&P Global REIT TR USD

-1.6
-14.9
-8.2
3.9

2014		 5 years*		
		

0.1
-41.7
-33.1
22.8

0.0
-12.0
-6.5
12.5

10 years*

10.5
-5.6
7.3

Source: Morningstar (as of 30th April 2015)

*Annualised Return

Economic Indicators
Index

Unemployment
rate (%)

Current A/C
Balance*

Budget
Balance*

US
UK
Euro Area
Japan

5.5		 -2.2		 -2.5		
5.6		 -4.5		 -4.4		
11.3		
2.7		 -2.2		
3.5		 2.3		 -6.9		

*% of GDP 2014 estimate
**change on 1 year ago

Industrial **
Production (%)

Source: Economist (2nd May 2015)

Volatility Index (%)

Interest rates (%)
US
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Euro Area (DE)
Japan

2.0
0.1
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0.01
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-0.29
-

0.01
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-0.37
0.02

0.63
0.57
-0.22
0.01

2.19
1.95
0.55
0.37

Index
VIX
VDAX

Current

1 year
change

52 week
high

52 week
low

14.31
24.18

6.79%
40.66%

31.06
24.18

10.28
10.80

Source: FT.com (6th May 2015)

Source: FT.com (6th May 2015)

MASECO Private Wealth is a wealth management firm specialising in developing and implementing wealth planning and tax efficient wealth
management strategies for American Families living both inside and outside the United States and UK Families living in the US.
Having spent a combined total of over twenty years at one of the largest US banks looking after the needs of expatriate American clients,
the MASECO partners identified a gap in the provision of sound, practical and creative advice for US expatriate and inpatriate clients from
the UK.
We decided to use the expertise we gained at large institutions to create a partnership that bridges this gap and provides a first class service
within a wealth management firm – without the often conflicting demands of ownership by a large institution.
With this philosophy at its core, MASECO Private Wealth is focused, forward-thinking and, most importantly, puts its clients first.

All expressions of opinion are subject to change without notice and are
not intended to be a guarantee of future events. This document is for
information only and does not constitute a solicitation to buy or sell
securities nor does it purport to be a complete description of our investment policy, markets or any securities referred to in the material. Opinions
expressed herein are not intended to be a forecast of future events or a
guarantee of future results or investment advice and are subject to change
without notice or based on market and other conditions. Any reference to
model portfolios, which is used for internal purposes, is purely illustrative.
The value of investments and the income from them may fluctuate and can
fall as well as rise. Past performance is not a guarantee of future results.
You may not recover what you invest.
Although information in this document has been obtained from sources
believed to be reliable, MASECO LLP does not guarantee its accuracy or
completeness and accepts no liability for any direct or consequential losses
arising from its use. Throughout this publication where charts indicate that
a third party (parties) is the source, please note that the source references
the raw data received from such parties.

distortions or other disruptions due to various factors, including lack of liquidity, participation of speculators and government intervention.
The prices of real assets (for example, precious metals) tend to fluctuate
widely and unpredictably, and have historically experienced periods of flat
or declining prices. Prices are affected by global supply and demand, investors’ expectations with respect to the rate of inflation, currency exchange
rates, interest rates, investment and trading activities of hedge funds and
commodity funds, and global or regional political, economic or financial
events and situations.
REITs investing risks are similar to those associated with direct investments
in real estate: lack of liquidity, limited diversification and sensitivity to
economic factors such as interest rate changes and market recessions.
The indices are unmanaged, are shown for illustrative purposes only
and do not represent the performance of any specific investment. Index
returns do not include expenses, fees or sales charges, which would lower
performance.

MASECO LLP and its affiliates do not provide tax or legal advice and levels
and bases of taxation can change. To the extent that this material or any
attachment concerns tax matters, it is not intended to be used and cannot
be used by a taxpayer for the purpose of avoiding penalties that may
be imposed by law. Any such taxpayer should seek advice based on the
taxpayer’s particular circumstances from an independent tax advisor.

International investing entails greater risk, as well as greater potential
rewards compared to investing in your local stock market. These risks
include political and economic uncertainties of foreign countries as well
as the risk of currency fluctuations. These risks are magnified in countries
with emerging markets, since these countries may have relatively unstable
governments and less established markets and economics.

Neither asset allocation nor diversification assures a profit or protects
against a loss in declining financial markets. Currency fluctuations may
increase or decrease the returns of any investment.

Investing in smaller companies involves risks not associated with more
established companies, such as business risk, significant stock price
fluctuations and illiquidity.

Bonds are affected by a number of risks, including fluctuations in interest
rates, credit risk and prepayment risk. In general, as prevailing interest
rates rise, fixed income securities prices will fall. Bonds face credit risk if
a decline in an issuer’s credit rating, or creditworthiness, causes a bond’s
price to decline. High yield bonds are subject to additional risks such as
increased risk of default and greater volatility because of the lower credit
quality of the issues.

Interest on municipal bonds is generally exempt from US federal income
tax; however, some bonds may be subject to the alternative minimum tax
(AMT). Typically, state tax exemption applies if securities are issued within
one’s state of residence; if applicable, local exemption applies for issues
within one’s city of residence.

Bonds rated below investment grade may have speculative characteristics
and present significant risks beyond those of other securities, including
greater credit risk and price volatility in the secondary market. Investors
should be careful to consider these risks alongside their individual
circumstances, objectives and risk tolerance before investing in high
yield bonds. High yield bonds should comprise only a limited portion of a
balanced portfolio.
Finally, bonds can be subject to prepayment risk. When interest rates fall,
an issuer may choose to borrow money at a lower interest rate, while
paying off its previously issued bonds. As a consequence, underlying bonds
will lose the interest payments from the investment and will be forced to
reinvest in a market where prevailing interest rates are lower than when
the initial investment was made.
Alternative investments referenced in this report are speculative and
entail significant risks that can include losses due to leveraging or other
speculative investment practices, lack of liquidity, volatility of returns on
transferring interests in the fund, potential lack of diversification, absence
of information regarding valuations and pricing, complex tax structures and
delays in tax reporting, less regulation and higher fees than mutual funds
and advisor risk.
Investing in commodities entails significant risks. Commodity prices may be
affected by a variety of factors at any time, including but not limited to (i)
changes in supply and demand relationships, (ii) governmental programs
and policies, (iii) national and international political and economic events,
war and terrorist events, (iv) changes in interest and exchange rates, (v)
trading activities in commodities and related contracts, (vi) pestilence,
technological change and weather, and (vii) the price volatility of a
commodity. In addition, the commodities markets are subject to temporary

The initial interest rate on an inflation-linked security may be lower than
that of a fixed rate security of the same maturity because investors expect
to receive additional income due to future increases in CPI. However, there
can be no assurance that these increases in CPI will occur.
Changes in exchange rates may have an adverse effect on the value, price
or income of foreign currency denominated securities.
Investments or investment services referred to may not be suitable for all
recipients.
In the UK, certain services are available through MASECO LLP (trading as
MASECO Private Wealth and MASECO Institutional) which is registered in
England and Wales, number OC337650, with registered offices at Burleigh
House, 357 Strand, London, WC2R 0HS, telephone +44 (0)20 7043 0455,
email enquiries@masecopw.com. MASECO LLP is authorised and regulated
by the Financial Conduct Authority for the conduct of investment business
in the UK. The Financial Conduct Authority does not regulate tax advice or
offshore investments. Messages and telephone calls to and from MASECO
Private Wealth may be monitored to ensure compliance with internal
policies and to protect our business.
MASECO LLP is a FINRA/SEC Registered Investment Advisor in the United
States of America.
US Treasury Department Circular 230 disclosure: To ensure compliance
with requirements imposed by the IRS, we inform you any US federal tax
advice contained in this communication (including any attachments) is not
intended or written to be used, and cannot be used, for the purpose of
(i) avoiding penalties under the Internal Revenue Code or (ii) promoting,
marketing or recommending to another party any transaction or matter
addressed herein.

