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With around one-third of my clients having
direct exposure to commercial property
within their SIPP, I have yet to have a scheme
struggle in terms of investment returns.
Over the last couple of years commercial
properties have, in general, continued to
grow, and with yields of anywhere between
7% - 10% pension funds have benefited
massively. As a result, rather pleasingly,
I am often confronted with clients at
trustees’ meetings shaking their heads
questioning whether it is too good to be true
in terms of the tax breaks on the rental
income (no income tax) and capital growth
(no capital gains tax on sale).

However, with general concerns over a
gloomy short-term future
for the UK economy, I have
my first cautionary tale over
commercial property
investment.

By way of history, my story
involves two clients who
have a SIPP with another
provider, with whom they
became increasingly
frustrated due to the very poor levels of
administrative service and support they were
getting. The existing SIPP provider owned the
property in their own name (which is often tha
case), for which they held it for the member’s

benefit, although the rental payments accrued
in a bank account over which they had no
control. The clients became distrustful of the
SIPP provider and therefore held back rental
contributions and then arranged to transfer
their SIPP away from their existing provider.
Unfortunately the transfer became protracted,
in part due to delays with the bank preparing
the relevant documentation to transfer the
loans from the existing SIPP to the new SIPP.
This resulted in the existing SIPP provider
deciding that the transfer had taken too long.
The provider then closed its files and
instructed the sale of the pension fund’s two
properties, on the grounds that the provider
believes it is in the trustees’ best interests!

To make matters worse, the
tenants of the two properties
are the clients business, and
they now find themselves in
the unenviable position that
their SIPP provider is
currently telling them that the
properties are going to be
sold from
underneath them
and that it is in

their own best interests.
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As the SIPP provider
holds the properties
under its own
structure, for which
the members are
sole beneficiaries,
but not signatories or
trustees, the clients
can do little about it,
as they do not have
the power to refuse
the sale. Whilst I am
currently negotiating
with the existing
SIPP provider in
order to try and
defuse the situation,
the client is at the
whim of the provider.

This is an area of
control over which
we have long been
concerned, and
indeed one of the
benefits we often
champion regarding
our SIPP is the fact,
that not only is the
client a beneficiary
and member of his
scheme, he also a
named trustee and
co-signatory on all
transactions,
including any aspect
of property
investment – on this
basis, this scenario
would never arise
with a SIPP
administrated by us.
Whilst no doubt there
is always potential
for non-payment of
rent due to difficult
circumstances, we
always look to
negotiate a strategy
with the client in
order to rectify the
position; whilst at no
time could we ever
look to sell the
property against their
will. You never
know, it might be
worth just simply
checking who are
the registered
owners and trustees
of your SIPP
property!

Every client’s circumstances are different and
therefore the method by which they create a SIPP
also varies.

The majority of clients will have existing insured
pension arrangements, be they personal or
occupational schemes. As clients develop their
careers and businesses, they will often accumulate
a wide range of insured benefits, so that when they
come to the stage of considering a SIPP, they can
have from a couple and, in some cases, to over ten
different insured plans. These plans may well have
a considerable value in their own right, albeit
perhaps not utilised to its full advantage. The
change in pension rules in April 2006 has meant
that many plans, be they personal pension plans,
retirement annuity contracts or executive pension
plans, now operate under the same rules.
Therefore, the reasons behind consolidating
benefits into a SIPP become more apparent.
However, it is always important to ensure that
clients do not lose particular benefits, such as
guaranteed annuity rates or enhanced tax-free
cash by transferring their arrangements from an
insured plan to a SIPP. Having said this, the
benefits of utilising a SIPP for such a client are
considerable: cost-efficiency – particularly in
respect of older insured contracts, which may incur
penal charges; investment flexibility – a true SIPP
offers much greater investment options such as
direct property and shares compared with the

limited range offered by many insured contracts;
and finally flexibility in drawing benefits – the ability
to phase tax-free cash and avoid annuity purchase.

Many clients first consider a SIPP in order to
purchase a commercial property which can then be
leased back to their business. Although under the
new rules the amount a SIPP can borrow has been
curtailed, at the same time the level of
contributions permitted is much higher. The ability
to make significant ‘year-end contributions’ means
that many clients now have the option of building a
substantial pot from which to purchase a
commercial property. Furthermore, the new rules
have also allowed part-ownership of assets, so
clients who are not able to fund their SIPP in order
to purchase a property in its entirety can consider a
joint purchase, perhaps with the business or
personally. This last aspect is becoming
increasingly common for many of our clients, with
their ultimate intention to purchase the whole of
the property over a period of time.

Another opportunity generated by the change in
pension rules is the ability for clients to ‘contribute’
assets they own, either personally or through the
business, to their SIPP. This could be land,
property or even stocks and shares. Again, this is
particularly attractive with commercial property,
and as long as the client has profits/earnings to
justify a personal contribution or scope to justify an

When considering the wide range of planning opportunities offered by self-administered schemes, it
is often easy to overlook the basics behind how schemes are constructed. Over the past decade, the
SIPP has become a key tool in holistic financial planning. Given the April 2006 rule changes, now
more than ever a SIPP offers clients the opportunity to generate substantial tax-efficient pots
ultimately to provide tax-free lump sums and retirement income. Therefore, it is timely to consider
the various ways clients can structure a SIPP.
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Mark joins the MW Board
We recently announced the appointment of Mark
Smith to the Board as Operations Director. He
joins our existing Board of five directors and two
non-executive directors. Mark has worked for
Mattioli Woods since January 2000 and has over
20 years’ financial services experience. As the
Group’s Compliance Officer, he has been
responsible for direct liaison with the Financial
Services Authority on all regulatory issues,
including the impact of new products, and the
establishment and ongoing monitoring of
compliance systems and procedures.

As Money Laundering Reporting Officer, Mark
has also been responsible for ensuring
Mattioli Woods’ continued compliance with anti-
money laundering regulations. His additional
operational responsibilities include the Group’s
Information Technology systems and
recruitment.

We are delighted to welcome Mark to the Board.
His unrivalled knowledge of Mattioli Woods’
operations will be an
asset to the Group as we
continue to grow and
develop our business.

Mattioli Woods is one of the UK’s leading
and fastest growing consultancies in its
area of expertise, the provision of
pension and wealth management
services for controlling directors,
professional persons, owner-managed
businesses and small to medium-sized
PLCs. In particular, the practice has
specialised in the application and
provision of small self-administered
pension schemes (SSAS) and self-
invested personal pensions (SIPP).
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employer contribution, the transfer should obtain full tax-relief. This particular
opportunity has allowed clients who perhaps have not previously considered
the pension route to significantly enhance their pension position in a relatively
short period of time. Taking the previous point of being able to part own assets
in a SIPP, such ‘contributions’ can be split over two or more tax years
dependent on tax considerations to the client’s advantage.

Clients may also have final-salary scheme benefits, which nowadays will tend
to be from previous employment or schemes which have been frozen. This is
an area where detailed advice is required to ensure that the rationale to
transfer is appropriate. In many cases this may not be the case. However,
final-salary schemes are not always what they are made out to be and some,
for instance, may have relatively low death benefits compared with what the
transfer value may offer through a SIPP. Likewise, we are in a very different
economic climate today and many final-salary schemes will offer members an
enhancement to transfer their benefits out. Again, these points need to be
considered and it may be that a SIPP offers the client greater control and
flexibility when compared with what a final-salary could offer.

As you will appreciate, most clients will fall into more than one of
the above areas, and it is key to identify their objectives in order to
structure a SIPP in the most suitable manner. Many of these
areas can be complex and this demonstrates the importance of
detailed pension reviews and analysis to ensure that the client
makes the correct decisions and that the advice is properly
documented. In this way, clients gain considerable benefit and
we certainly find that, where before some clients did not have
much faith in pension planning, they consider their SIPP
arrangement an essential part of their financial solutions.

SSAS v SIPP
There is no doubt the SIPP has been in the media limelight over the last
few years, being regarded as the main vehicle to be considered when
orchestrating pension planning, with emphasis on self-management and
the preferential treatment of income planning and death benefits.

Accordingly, its occupational equivalent, the small self-administered
scheme (SSAS), has taken a back seat and is largely ignored within the
industry. Our own view is that a SSAS can offer a viable alternative to a
SIPP, as the scheme can be structured and established without the need
for a sponsoring employer, and membership is open to anyone.

Moreover, from a strategic consultancy planning perspective, whilst the
new A-day legislation gives the same planning options for SSAS and SIPP,
the SSAS does have the ‘upper hand’, with the ability to provide a loanback
to the sponsoring company (and therefore connected parties) of up to 50%
of the fund value - this ability is an extremely useful tool for tax and cash
flow planning within the company.

A further benefit of the SSAS is its structure. To elaborate, each SSAS is a
unique discretionary trust and is individually registered with HM Revenue &
Customs. In contrast, most SIPP operate through the setup of a
supplemental deed to a pre-registered existing trust, which may have
hundreds of members attached to one ‘individual’ scheme. As a result, the
SSAS has greater flexibility and can adapt its rules quickly to new and
changing legislation, as opposed to the SIPP which may be more
cumbersome, due to its overall membership and the impact changes may
have on individual members.

Whilst the above points are justified, when selecting either a
SIPP or a SSAS, the merits should be considered on a case-
by-case basis. We are still seeing developments within the
SIPP market, but before making a decision the SSAS should
be considered, and not necessarily disregarded, because no
doubt the SIPP is here to stay.
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Mattioli Woods has long been involved with assisting clients to draw pensions
directly from their schemes. In this respect it is often overlooked that a SSAS
was able to pay benefits directly and defer the purchase of an annuity (for a
maximum period of five years) long before the introduction of income
withdrawal in 1995. Since that time this method of drawing benefits has
become more popular, particularly in respect of high net-worth individuals
and business owners.

Based on the above, we thought it would be beneficial to provide an updated
comparison between unsecured pension (the new name for income
withdrawal) and the conventional annuity.

To keep things simple we will take the example of a 65 year-old male (who is
married and has two grown-up children) who has a pension fund, after tax-free
cash, of £300,000.

If this fund was used to purchase a traditional insurance company annuity, then
the main choices would be as follows:

Joint-life (50% widow’s pension), increasing at £15,156 per annum *
3% per annum
Joint-life (50% widow’s pension), level £21,024 per annum*
Single-life, level £22,932 per annum *

* sample rates based on current market conditions

From the above it can be seen that, by taking away some of the ‘optional extras’
such as inflation protection and the widow’s pension, a higher annuity can be
secured. However, if a single-life annuity is purchased, then on the annuitant’s
death there would be no payment to the widow (or issue) and the underlying
capital would be lost. The exception would be where a guarantee period had
been included. Normally, at least a five-year guarantee would be selected at
the point of purchase, so that if death occurred in the early years some of the
capital could still be extracted, i.e. the balance of five years’ worth of payments
in this case.

If the same individual had chosen to retain control of the capital and opt for
an unsecured pension, then the maximum payment in year one would be as
follows:

Maximum unsecured pension (minimum payment zero) £26,280

If death then occurred at the end of year five (and assuming an investment
return of 5%) the maximum widow’s unsecured pension (assuming same age
spouse) would be as follows:

Maximum widow’s unsecured pension £21,960

The above figure compares with a widow’s annuity
of £10,512 had a joint-life, level annuity been
bought, and a widow’s annuity of only £8,785 had a
joint-life increasing (at 3%) annuity been bought.

Upon the subsequent death of the widow there
would be no payment made to the children had an
annuity been purchased. However, under the
unsecured pension route, part of the capital
remaining would be available to the next
generation. Specifically, if the second death
occurred before the widow had reached age 75,
then the remaining capital could be paid directly to
children, less a one-off charge to income tax of
35%. Where the second death occurs post age 75,
tax of up to 82% may be applied to the remaining
funds prior to any reallocation to the next
generation, within pension (no lump sums can be
paid after age 75). However, this is still better than
the position we were in pre 6 April 2006 (when an
annuity had to be bought by age 75). Ultimately, we
think there will be further changes made to the
rules applying post age 75 (which do not have
cross-party support and are age discriminatory).

Of course the key trade-off where control of capital
is retained is that the investment risk remains. In
this regard we believe it essential to review the
level of unsecured pension on a regular basis (at
least yearly) in order to avoid any nasty surprises
when maximums have to be reviewed formally
(currently only once in every five years). In many
existing cases an amount less than the maximum
is drawn in order to take some of the pressure off
investment returns. Subsequently, if the amount
actually required is sustainable using only low-risk
investments, then a scheme in drawdown might
have no exposure to equities.

In the above example the maximum drawdown in
year one is £26,280. If the member decided that he
only actually wanted to take £23,000 per annum
and the investment return averaged 4% per annum,
then at the five-year review point the revised
maximum would be £22,214.

Naturally, there are many permutations of the
unsecured pension and annuity options. Each
client is different, and in some cases it will suit to
have a combination of unsecured pension and
annuity income (particularly where there are older
policies with attractive guaranteed annuity rates).
With that said, and in the case of high net-worth
individuals and business owners, it is quite often
the case that the unsecured pension route will
provide more flexibility with regard to the way
benefits are drawn (phased tax-free cash etc) and
greater benefits for dependants.

NB – All quoted annuity and unsecured pension
figures are based on current market conditions,
prevailing legislation etc.

Unsecured Pension v Annuity
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