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Many investors, either retired or approaching retirement, will have 
heard of a Self-Invested Personal Pension (SIPP) and some may even 
hold a SIPP, but how many truly understand how SIPPs work and the 
benefits of having a SIPP? 

Statistics show that in most cases investors rarely take full advantage 
of the tax relief that is open to them by not investing the maximum 
allowable amount each year. This may be simply down to not having the 
available funds to invest, however, in some instances it’s down to bad 
advice or commonly a lack of knowledge regarding these tax breaks. 

Similarly, when exiting a SIPP, it is quite often bad strategic decisions 
which can end up costing the individual a lot of money. When it 
comes to your investments, and particularly when it relates to your 
pension, you need to learn about the products fully so you can take 
full advantage of the offerings. If you don’t take your time to learn 
the rules, then you’ve lost the game before you have even sat down 
to play.

After all, don’t you agree that after having spent nearly all your adult life working hard for your savings to build up your nest egg, that 
it now deserves just a little bit of time and effort so that you can enjoy retirement.

Remember, like anything in life the more you put in into it, the more you will get out of it. Apart from perhaps the health and happiness 
of you and your loved ones, it’s hard to think of anything more important than having financial comfort and stability. Financial stability 
doesn’t mean being rich; it means having a reasonable and consistent income to allow you to live comfortably once you retire.

However, if you are in your 50s, 60s or 70s the stakes are much higher. If you are not careful and make a mistake with your pension 
you can’t just go back into employment and spend another 40 odd years trying to build it back up again. To put it bluntly, if you are 
not prepared to learn and understand pensions yourself, and you get it wrong, then there is no second chance and absolutely no way 
to turn the clock back.

Now, these carefully chosen words are not intended to scare you but they will hopefully prompt you into taking action; in other words, 
it’s time for you to learn about pensions, to find out which is the right one for you and to ultimately take ownership of your future – 
because if you don’t, nobody else will.

In summary, spending a little bit of time researching pensions will go a long way. This may appear daunting at first sight but remember 
that you shouldn’t make these decisions alone and you should always consult a financial advisor or tax specialist for expert advice. You 
don’t always need to take their advice but at least hear what they have to say so you can make an informed choice.

And if it’s apparent that a SIPP is the best course of action for you then of course you can always come to speak to us for more 
information. Firstly, let’s find out more about SIPPs and specifically the tax advantages.

LONDON STONE AND THE ROLE THAT WE CAN PLAY

Whilst London Stone Securities is fully authorised and regulated by the Financial Conduct Authority (479827) we do not offer advice 
on tax or pensions. Therefore, please do not take any of the information in this document as an invitation for you to make changes to 
your pension arrangements without speaking to your financial advisor first.

That said, let’s also be clear about this. 

You do not need to be a pensions specialist to know that ‘death and taxes’ are the only two great certainties in life and neither can be 
avoided. It’s unfortunate therefore that the Government has managed to find a way to alienate the entire population by combining 
the two and profiting from via Inheritance Tax. 

However, one of the major advantages of a SIPP is that it’s one of the best ways to safeguard your money from what is arguably the 
most hated tax in the UK today - the dreaded Inheritance Tax. 

Although that’s not the only reason to consider taking out a SIPP, it’s a pretty good start.

So, read on and find out what all the fuss is about. 

WHY A SIPP IS LIKE DRIVING A CAR  
(IN THE PASSENGER SEAT)
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WHAT IS A SIPP?

The question we must ask ourselves is ‘How can we ensure that we enjoy a comfortable lifestyle once we put away those well-worn 
working boots for the last time?’ 

Primarily there are three ideals we look for:

• our pot of cash to offer us capital preservation, 
• some income that we can drawdown if we wish, 
• and of course, it would be nice if we had a little capital appreciation (at least to keep up with inflation). 

It’s not quite as straight forward as that, but you get the picture.

Of course, now we must consider each of the many different options. When it comes to pensions, the policy can either originate from 
your employer or you may have sourced it yourself. 

Whatever the case, when choosing the right vehicle, you should explore what’s out there and find the one that best aligns with your 
wants and needs. There are countless instruments with varying levels of complexity and benefits to choose from, and so this choice 
should not be taken lightly.

A SIPP has its pros and cons like all pension products, but one of the major pros is that you gain control over your finances. The 
question therefore is ‘Are you ready to take that step?’

ARE YOU COMFORTABLE TO TAKE CONTROL?

As the name suggests a Self-Invested Personal Pension involves 
creating and managing a portfolio of your own unlike the pre-
packaged options offered by pension plan providers. If you feel more 
comfortable being in control over your investments, then this is a 
huge advantage but if you don’t then maybe a SIPP isn’t for you.

But it’s not quite as black and white as that. 

You see, the clever thing with SIPPs is that you can benefit from 
taking ownership without being the owner – so what do we 
mean by that? 

Well, think of it like this. The problem with most managed 
pensions is that you have pretty much little or no say as to the 
types of investments that fund managers and pension companies 
make on your behalf. Basically, you are leaving your future in the 
hands of somebody else -  and for a lot of people that can be 
quite unnerving.

To use a simple metaphor, it’s like giving the keys to your brand-new car to somebody else to take care of for a few years and then 
hoping that they will give it back to you in pristine condition (hopefully with a few extras). The problem is that there is a chance, 
however small, that they may crash your car. After all, even the ‘professionals’ can get their calculations wrong and so your pension 
pot may not be worth as much as you had hoped. And unfortunately, this is probably more common than you think.

Worse still, by the time that you discover your pension is not worth what you had hoped it may be too late. This may be the time 
that you are looking to put your weary feet up, play a bit of golf and relax. Now you have suddenly found yourself in this very difficult 
position of potentially having to go back to work to supplement your income. It sounds unlikely but you would be surprised by how 
many people each year are forced to do exactly that. 

The good news however is that there is a solution. You see a SIPP works differently.

A SIPP allows you full control regarding what goes in and out of your pension pot. This means that if you are feeling super cautious 
you can always sell, because one thing that is guaranteed not to go down in value is cash. Yes, of course it’s probably not a good idea 
to stay in cash for too long because inflation will slowly begin to erode it away, but at least if you are unsure about the stock or bond 
market (typically how most pensions are invested) you can just step away until you feel that the market is a little more stable.

Most people don’t know enough about stocks and shares to make those all-important investment decisions (about when to buy 
and sell) but that’s okay. Because one of the other key benefits of a SIPP is that you can use a professional to manage it for you. The 
difference this time is that you are still the person in charge and can intervene at any point - unlike other types of pensions where you 
have much less control. 
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To use the same analogy, it’s like giving your car keys to somebody whilst 
you sit in the passenger seat as a co-driver. As long as the chauffeur is driving 
smoothly you let them continue, but the moment they get reckless and 
perhaps clip your wing-mirror you kick them out and either take over the 
driving yourself or find more competent help.

The point is that with a SIPP you can have the best of both worlds; you take 
control over your pension pot and decide what goes in and out, or you simply 
pay a professional (with hopefully a good track record) to do it for you. Either 
way you are ultimately the person who makes the final decision about how 
your SIPP is handled and by getting regular valuations you can help to steer 
your pot of gold in the right direction without ever losing sight of it.

Make sense? Good. So, let’s delve a little deeper.

DEFINED CONTRIBUTION PENSION SCHEME

A SIPP is a type of Defined Contribution pension scheme within which you manage an investment portfolio to provide you with 
income on retirement. The amount of income will of course depend on how much you contributed, for how long, and crucially, 
how your portfolio performed. Just like other defined contribution instruments, it carries the same tax pension benefits and flexible 
retirement options.

So, why choose a SIPP as opposed to a stakeholder pension or personal pension? Well, a SIPP is one of the most tax-efficient ways 
of saving for retirement. Traditional pensions typically limit investment choice to a shorter list of funds, normally run by the pension 
company’s own fund managers, whereas a SIPP lets you invest almost anywhere you like and choose your own investments. In other 
words, you are making all the decisions about what goes into your pension. 

Pension companies generally manage their own funds, 
usually from a limited selection, so in some cases you have 
no say as to what they invest in or it may be that your 
options are very limited. In a SIPP you have the ability to 
choose a route most suited to you from a vast selection of 
government-approved schemes. 

You can have also use a SIPP running alongside your 
employment provided pension scheme to further increase 
your choice of investments and to further contribute to 
your pension pot. You can start it from scratch or transfer 
from your current pension plan, but remember you must 
always assess your situation to ensure that you don’t lose 
out on benefits from your current arrangement. If in doubt 
it is always a good idea to seek advice from an Independent 
Financial Advisor.

WHAT TYPE OF ASSETS CAN I HOLD IN A SIPP?

There are many types of investments, approved by HMRC, which you can use within a SIPP. These are referred to as permitted 
investments. The types of investment schemes you can choose within a SIPP are:

•  Collective – Funds, Investment Trusts, Exchange Traded Products and Real Estate Investment Trusts.

•  Equities – UK company shares (including AIM), warrants, and international company shares.

•  Fixed Income – Government bonds (Gilts), Company bonds and Permanent interest bearing shares.

•  Cash – Currencies

•  Exotic – Commercial Property, gold bullion, unquoted shares, futures and options.

A SIPP also allows you to have a portable Pension Plan, so if you change jobs or stop working you can continue contributing to your 
scheme.
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ADVANTAGES:

• Maintains your access to the basic, higher and top rate tax rate relief of 20%, 40% or 45%, depending on your circumstances. 
For example, if you want to add £1,000 to your SIPP and you are a basic rate tax payer (20%), then you can claim tax relief 
of 20% from the taxes you already paid. So, you will pay £800 and, depending on your arrangements, the SIPP provider will 
claim £200 on your behalf to make up the £1,000. Using the same example, a higher and top tax rate payer would only need 
to contribute £600 and £550, respectively, to put the same £1,000 into their pension. 

• Growth is free from capital gains tax (CGT).

• A tax efficient vehicle which can be utilised to invest in many types of investments with yearly contributions capped at £40,000 
for 2016/17 for all pension schemes (if you hold more than one, the limit applies to all of them collectively). However, this limit 
is reduced to £10,000 if you’ve started taking money from your pension.

• Ability to withdraw from your SIPP portfolio with no limits. This is subject to income tax but the first 25% would be tax free.

CHALLENGES:

Doing the work yourself, on the other hand, comes with a different set of challenges:

1. You will be taking control and making decisions regarding your pension. You must be comfortable with this responsibility as 
now the performance of your portfolio comes down to your choices. You are the master of your own destiny!

2. It might be the case that you have a comfortable Pension plan through your employer. If this is the case it is worthwhile 
considering which option suits you best, especially if you are transferring a final salary pension. A financial advisor would be 
able to provide advice on this.

3. Variety of investment options might be linked to higher costs SIPPs. If your investment interests remain within UK offerings, 
costs will be cheaper than if you go to a SIPP provider that offers access to foreign markets, or gives you access to commercial 
property investments.

RETIREMENT

When you reach that time in your life when you are ready to start 
reaping the benefits of your pension you can choose from a variety 
of options to receive your pension as income. Pension age is 55, 
and so this is the earliest that you can access your pension, and 
you can either do it gradually or in a lump sum. There are no limits 
but you do have to understand the consequences of each choice.

• Lump Sum: You can withdraw up to 25% of your SIPP 
tax free, while the remainder would be taxed as income 
to the appropriate tax rate depending on how much 
you withdraw. You can also opt to leave the rest of your 
investment on the SIPP and your income can come from 
your SIPP return, the sale of your holdings in the SIPP, or a 
combination of both.

• Annuities: You can opt to buy an annuity to secure income 
for the rest of your life. You can do this with either a portion 
or all your SIPP. The advantage of an annuity is that the risk 
rests with the provider (usually an insurance company). 
There are many schemes which offer an annuity and if you 
are unsure on what scheme to approach you should seek 
advice, especially since there is no guarantee that you will 
receive the same money you invested on the annuity or if 
it stops after your death.
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HOW CAN LONDON STONE HELP?

The first thing to note is that most SIPPs are easily 
transferred from one broker to another. In fact, it’s a 
regulatory requirement that firms do not put up unfair 
barriers to entry or exit. Therefore, a firm cannot 
prevent a client moving a SIPP from one provider 
to another if they are unhappy with the current 
arrangement for any reason. This unhappiness may 
stem from an issue with the fees, with the platform, 
or the overall service. Alternatively, it could be that 
they are either managing the SIPP themselves and 
feel that it could perform better with professional 
management, it is already being managed by another 
firm but the performance is less than desirable.

Whatever the case, if you want to transfer a SIPP or close an old SIPP and open a new one, then you have the right to do so. You won’t 
lose any of the tax benefits and apart from a bit of simple paperwork the process is usually very straightforward. There may be some 
administrative charges which you will need to consider but that’s something that your current SIPP provider will inform you of. 

If you are at the point where you wish to transfer a SIPP to London Stone, it’s good to know that this is something that we can facilitate 
very easily. We do not charge any fees ourselves in terms of annual management charges but you will incur the usual SIPP charges 
direct from the new SIPP provider.

Furthermore, London Stone currently deals with more than 50 
approved SIPP providers through our FCA regulated custodian and so 
the chances are that may be already dealing with your existing SIPP 
provider which means that transferring your portfolio across is easy 
and cost-effective to do. It also means that you have a wide selection 
to choose from and so you can tailor make a SIPP that suits your 
specific requirements and make sure that it’s at the most competitive 
cost.

If a SIPP sounds right for you then please come and talk to us for more 
information.

You have spent an entire lifetime working hard for your money so 
a small investment of your time could make all the difference. But 
remember, before making any decisions please speak to your financial 
advisor. 

Thanks for reading.

0203 697 1700
www.londonstonesecurities.co.uk
London Stone Securities Team


