What Is A SIPP?
A self-invested personal pension (SIPP) is a pension ‘wrapper’ that allows you to save for retirement
in a highly tax efficient manner. It is a type of personal pension but with more flexibility in the
investments you can select.
A SIPP allows you to choose and manage your own investments but most people pay for an
authorised professional to do it for them.

What you can invest in?
Most SIPPs allow you to select from a range of assets, such as: »» Unit trusts.
»» Investment trusts.
»» Government securities
»» Insurance company funds.
»» Traded endowment policies.
»» Some National Savings and Investment products.
»» Deposit accounts with banks and building societies.
»» Commercial property (such as offices, shops or factory premises).
»» Individual stocks and shares quoted on a recognised UK or overseas stock exchange.
The above is list is not extensive as different SIPP providers offer alternative investment options.
The commercial property option is very attractive to people who run their own business as the
rent they charge the business is tax deductible and funds their pension scheme.
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What determines the value of your SIPP?
SIPPs are money purchase schemes so the value of your retirement benefits are determined by: »» The total amount of contributions.
»» The investment growth over the term.
»» The level of charges applied to your fund.

What options do I have at retirement?
You can draw benefits from age 55 even if you are still working.
Up to 25% of your accumulated fund can be withdrawn as a tax-free cash with the balance used
to provide an income which is taxed at your highest rate. Many people choose to delay taking an
income to avoid paying higher rates of tax.
The amount of income you receive depends on the options that you select. These include: »» Income continuing to be paid to a dependant in the event of your death.
»» Income increasing each year to offset the effects of inflation.
»» The frequency at which the income is paid.
The main ways of taking an income are buying an annuity or utilising flexible drawdown.
The advantages of an annuity are: »» It can never run out.
»» It maintains the same level of income (or increases).
»» Once set up, it needs no managing.
The downsides of an annuity are: »» Your income is limited by the annuity rates on offer.
»» Your income is inflexible.
»» An annuity can’t be inherited on your death.
»» Once you’ve bought an annuity it can’t be changed.
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The Flexible Drawdown facility allows you to take an income from your pension and retain control
of the invested funds.
The advantages of drawdown are: -

The downsides of drawdown are: -

»» You can increase (or decrease) your income
whenever you like.
»» Your beneficiaries can inherit any remaining
funds tax-free.
»» You keep control of your pension pot.
»» The invested funds can grow.

»» Your money can run out completely.
»» Your pension pot stays invested so is
vulnerable to stock market falls.
»» The scheme needs ongoing management.
»» There is no guarantee you will get a better
income than from an annuity.

Retirement is an important decision. Our advisers at Scottish Pension Advice will explain all the
options available and recommend the most tax efficient way to retire based on your personal
financial circumstances.

The main reasons to choose a SIPP
Choice - Have your pension savings managed by an expert with advice from an adviser or choose
from thousands of investments and manage them yourself.
Flexible - Buy, switch and review your investments easily. Choose exactly how to take an income
from your pension when you retire.
Price - You could pay less money in fees over the long term if you have a cost-effective SIPP
provider. The savings can be massive over the medium to long term.
Consolidate - Get more control and a clear view of your overall retirement savings by consolidating
all your pensions, investments and savings on one platform. Our advisers at Scottish Pension
Advice can recommend a platform that will reduce your costs.
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How much can you contribute?
You can contribute up to 100% of your earnings to your pension each year or up to the annual
allowance. This means the total sum of any personal contributions, employer contributions and
government tax relief received, can’t exceed £40,000 (2020/21).
The annual allowance is reduced to £4,000 if you are already drawing benefits from a private or
certain types of employer pension schemes.
The Lifetime Allowance is the total amount you can have in all your pensions and is currently at
£1,073,100 without incurring a tax charge.

What level should I contribute?
This depends on your personal circumstances. As a rule of thumb, if you want to retire at 65, you
should consider saving an annual percentage of your salary that’s equal to at least half your age.
So, if you start saving at 30, you should consider putting at least 15% of your salary in your pension
each year until you retire.

What is tax relief?
One of the benefits of a SIPP is that the government provides 20% of your contribution via basicrate tax relief provided you are UK resident and under 75. Your pension provider claims it and adds
it to your pension automatically. Higher-rate tax (40%) payers can claim a further 20% via a tax
return and additional-rate taxpayers (45%) can claim a further 25%.
In Scotland because income tax is banded differently this means that pension tax relief is applied in
a slightly alternative way.
»» Starter rate taxpayers pay 19% income tax but get 20% pension tax relief.
»» Basic rate taxpayers pay 20% income tax and get 20% pension tax relief.
»» Intermediate rate taxpayers pay 21% income tax and can claim 21% pension tax relief.
»» Higher-rate taxpayers pay 41% income tax and can claim 41% pension tax relief.
»» Additional-rate taxpayers pay 46% income tax and can claim 46% pension tax relief.
For example, if you make a £10,000 contribution to your pension.
»» You’d only need to pay in £8,000, and the government would pay £2,000.
»» Higher/additional rate taxpayers can claim back a further £2,000/2500.
Tax rules can change over time, and any benefits will depend on your circumstances.
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What happens to your SIPP if you die before
you retire?
Most of our clients want to pass their pension on
tax-efficiently. One of the benefits of a SIPP is that
it can be passed to your beneficiaries, in most
cases free from inheritance tax.
If you were to die before age 75, all proceeds from
your SIPP are paid tax free to your nominated
beneficiary either as a lump sum or as an income.
You can nominate one or more beneficiaries. This
is usually a spouse or child, but it can be anyone
you like and any number of people. You can
change your beneficiaries at any time.

Why use an adviser?
Throughout your life, you will have to make big
financial decisions that will affect your future.
Planning for your retirement is one of these
decisions and this is where our advisers at
Scottish Pension Advice can help. We work with
you to ensure your plans are on track so that you
can access your benefits in a tax efficient manner
when you are ready.
As an example of the value of advice, research
shows that the average retirement income for
people who have never used a financial planner
is £17,168. Those who set an income target
and worked with a financial planner receive an
average annual income of £24,175 in retirement.
Put another way, by not working with a financial
adviser, a client can potentially lose out on an
extra 41% or as much as £147,147 over the course
of a 21- year retirement.
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