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Investment

Divorce can be just as final when it
comes to valuable assets like your
pension. Getting some financial and legal
advice is a good idea, as pensions are
often overlooked during a divorce. There
are options to make a claim for some
of your former partner’s pension pot,
whether it’s by offsetting their pension
against other assets like the family
home, sharing a percentage of the other
party’s pension or one party paying the
other an agreed portion of their pension
once pension payments begin.
Pensions are complex at the best of
times, but during a divorce things
become extra tricky. It’s also important
to note that the laws are different in
Scotland. The main thing to do to ensure
you are not worse off in retirement is
to seek legal and financial advice during
the divorce process.

What happens to your
pension after you die?
It’s good to be aware of what will happen to your
pension after you die, and the tax implications for
your dependants.
Whether it’s a state, workplace, or personal pension, what happens to the
funds you’ve accumulated after you die depends on the type of pension and
whether you started taking payments.

State pension
State pensions can be complicated. Depending on whether your spouse or
civil partner reached the state pension age before or after 6 April 2016, they
could be able to claim your state pension, based on your National Insurance
contributions up until the time of your death. They would only be able to
make the claims once they started claiming their own pension, however. If
they reached pension age after 2016, they would receive the government’s
‘new state pension’ and could also inherit an extra payment in addition to
their regular state pension, due to their bereaved status.

Defined contribution pension
Defined contribution pensions can be either personal or work-based and
involve contributions from yourself (or if it’s a workplace pension, your
employer and potentially you, too). If you die before 75 and haven’t taken any
payments from your pension, your beneficiaries may be able to withdraw all
the pot as a lump sum. Alternatively, they could set up a regular payment
instead of a lump sum or choose a flexible retirement income (known as
pension drawdown.)
If you have started pension drawdown and then die, your beneficiaries can
either receive a lump sum, continue the drawdown, and receive the income
or use the remaining pension fund to buy an annuity. In all these examples,
if you are under the age of 75 when you die, your beneficiaries will not pay
income tax on the payment(s) but will pay tax if you die after age 75.

Defined benefit pension
In a defined benefit pension, the retirement income is based on your salary
and the length of time you worked for the employer (for example, ‘final
salary’ or ‘career average’ pension schemes). Within the rules of these
schemes are the sections and clauses around how much and when your
beneficiaries might receive an income or lump sum. It could be the case
that your beneficiaries will receive a percentage of the pension you were
– or would have – received – and be taxed on these earnings, too. You can
check with your scheme’s administrator to find out (and again, a financial
adviser can help you with the small print).

Death and a guaranteed annuity
If you buy an annuity, you will have decided the options of payments upon
your death, when you set it up. For example, if you arranged the annuity on
a joint life basis, your beneficiary would continue to receive a proportion
of the income you were receiving. But if you chose a single life annuity, the
payments would stop when you died. There might be further payments if
you had a ‘guarantee period’ with the pension provider and died within the
guarantee period. In this case, the income would carry on to your beneficiary
until the end of the guarantee period.
Speak to your financial adviser to ensure you are aware of where, and to
whom, your pensions will go to after you die.
The value of investments and any income from them can fall as well as rise
and you may not get back the original amount invested.
HM Revenue and Customs practice and the law relating to taxation are
complex and subject to individual circumstances and changes which cannot
be foreseen.
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Pensions after a divorce

Protection

The perks of protection
What support do insurers
offer after the event?

As well as peace of mind, many insurance providers
offer additional benefits that you may not know about.

Illness and bereavement help.
Many providers give free access
to services offering practical and
emotional support for those left
behind after the death of the
policyholder.

Whether we’re crossing the road or getting on a plane, we encounter risks
every day. For many of us, life has felt more uncertain than ever over the past
year as we continue to deal with the coronavirus pandemic. Although we can’t
always control what’s happening in our lives, we can plan for the unexpected.

issue, providers will continue to
cover counselling sessions for a set
period of time.

—L
 ife cover – pays out a lump sum if you die
— Health insurance – pays medical costs at a private hospital or private ward
—C
 ritical illness – pays a tax-free lump sum if you’re diagnosed with a
major illness
— Home contents and buildings – covers your home’s structure (including
fixtures and fittings) and contents (furniture)
— Income – pays out if you can’t work due to illness or injury
As well as peace of mind, protection policies often come with added extras.
We’ve highlighted examples of some of the perks you could receive when
you take out a policy, even if you don’t make a claim.

Welcome gifts
When you sign up for a protection policy, some providers offer a welcome gift.
For example, health insurers sometimes offer gadgets like an Apple Watch to
help you track your activity – with some even offering a discount based on the
amount of exercise you do each month.

Discounts
Many health insurers offer discounts on gym memberships and weight-loss
programmes to help you embrace a healthier lifestyle. Some also offer you the
option of taking a health check to reduce the amount you pay each month.
It’s worth noting that when you take out a protection policy, your provider is
likely to offer you discounts on other products such as pet or travel insurance.

Additional healthcare options
Some health insurers now cover complementary therapies such as osteopathy
and acupuncture, giving you more treatment choices. In addition, counselling
services are now included in most health insurance policies and many also
give you the option to upgrade your hospital room if you need treatment.

Will writing
Some providers of life insurance give new policyholders the opportunity to
draw up a will free of charge.

Cover for children
Many critical illness plans include free cover for dependent children.
Whatever type of protection you’re looking for, get in touch and we can help
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Rehabilitation.
Insurers usually offer back-to-work
support services, including
physiotherapy, careers guidance or
advice if you choose to go selfemployed. If you’re returning to
work following a mental health

By taking out a protection policy, you can safeguard your family’s finances if
your situation changes. The main types of protection include:

Mortgages

Unlocking
the value in
your home
The number of people
using equity release
schemes fell last year as
older homeowners grew
more cautious.

Older homeowners seemed to be more reluctant to
release cash from their homes in 2020, according to the
Equity Release Council. Data from the trade body shows
drawdowns from lifetime mortgages fell by 21% last year
and 10% fewer plans were agreed than in 2019.

there rent-free until you die, but you’ll have to pay to
maintain and insure it. You can ring-fence some of the
property for later use. At the end of the plan, the property
is sold and the proceeds are shared according to the
remaining proportions of ownership.

This drop suggests the coronavirus pandemic affected the
equity release market in 2020, with activity slipping to a
four-year low between April and June. Yet the end of the
year was a different story – a backlog of cases meant it
was unusually busy, with 11,566 new equity release plans
agreed between October and December.

Is equity release falling out of favour?

What is equity release?

In 2020, £3.89 billion of equity was released from property,
compared with £3.92 billion in 2019 and £3.94 billion in
2018, according to the Equity Release Council (5). These
figures suggest people are biding their time before
unlocking wealth from their homes, according to David
Burrowes, the trade body’s chairman (6).

Equity release enables homeowners who are aged 55 and
over to access some of the money tied up in their homes.
You can take the money as a lump sum or in several
smaller amounts. Many people choose this option to
supplement their retirement income, make home
improvements or help children or grandchildren get onto
the property ladder.

Yet interest rates for lifetime mortgages are now falling,
which could encourage people to take the next step. The
average equity release interest rate fell to around 4%
during the last three months of 2020, with the lowest
rates now at around 2.3% (7). This rate is less than many
of those available on 10-year fixed-rate mortgages, but
higher than a lot of products with shorter fixed periods (8).

The most common way to release equity from your home
is through a lifetime mortgage, which allows you to take
out a loan secured on your property, provided it’s your
main residence. You can ring-fence some of the property
value as inheritance for your family and you can choose to
make repayments or let the interest roll up. The mortgage
amount, including any interest, is paid back when you die
or move into long-term care.

Is equity release right for you?

A Lifetime mortgage is a loan secured against your home. A Lifetime mortgage may affect your
entitlement to state benefits, and it will reduce the value of your estate.
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Alternatively, you can take out a home reversion plan,
which enables you to sell all or part of your home for a
lump sum or regular payments. You can continue living

Deciding to release funds from your home isn’t a decision
to take lightly. While equity release means you have money
to spend now instead of leaving it tied up in your property,
it can be a complicated process. Remember that equity
release often doesn’t pay you the full market value for your
home and it will also reduce the amount of inheritance
your loved ones could receive. It’s important to talk to a
financial adviser who can help you decide whether the
process is appropriate for you.

