Reducing Your Tax Liability
With the October 31st tax deadline fast approaching, reducing the amount of tax owed to the Revenue Commissioners should be a priority for those self employed individuals completing tax returns. 
Many of you are probably aware that it is possible to reduce the tax due now by making a contribution to a pension plan.  However, many people will not take up this very attractive offering, because pensions are thought to be either poor value for money, or they have not been sold properly.  

There are a number of factors why pensions are thought to be poor value for money. Firstly, I suppose when we judge pension plan returns we look to those investments that we know best i.e. property.  It is very easy to say house no. 25 sold last week for €280,000 and it was bought for €200,000 i.e. a profit of €80,000 was made. However, as people do not willingly talk about how much their pension fund has grown we don’t have an easy comparison. A closer look will reveal pension funds have appreciated significantly over the last number of years also.  
Because people can borrow to fund the purchase of property the capital appreciation on same is easier to see because the more we invest the greater the return will be.  As pensions are done on a drip feed basis for most people, we have to consider the two investments using the analogy of the tortoise and the hare. The pension tortoise however, over the longer term does have very significant advantages over the hare in that great uses can be made of the tax reliefs available at 41% and 20% depending on your income.
We also assume they are expensive due to the management fees charged for administering pension funds.  However, when one considers solicitor and auctioneering fees on a house purchase and sale, and interest charges of 5.0% on average for mortgages, they are not that different or any more expensive.  So I would say there is good value to be had out there but one has to be wise where investing.

On the point of where to invest, independent advice is the key.  It is always better to talk to someone with a choice of 300 plus funds than an institution/advisor/bank that can only offer its own 15 funds. When talking to any financial advisor it is important to ascertain his or her regulatory status. A tied agent can only offer the products of one provider thus limiting your choice, whereas a multi agency or an authorised advisor can offer a whole range of products from many different providers. 
Those companies that are providing pensions have, in the last number of years experienced a huge change in the type of product they can offer.   Not only due to legislative changes but also because ‘we’ the investor are demanding more transparent pension plans, with better returns.  Also, in competition to the booming property market, pension fund investment mangers have realised that people are attracted to the guarantee a house appears to offer. Most companies offering pensions now offer products with guarantees of between 80 to 100% on the capital invested. Some of these guarantees are point in time guarantees which need to be studied in greater detail and some offer guarantees which lock in growth either daily or periodically.  Significant returns can be made through these investment vehicles, however, it is important to ensure your investment suits your needs and your appetite for risk/returns.  For the more adventurous individual there are funds which have gone up 30% in only four months. If this were replicated over twelve months, would realise a return of 90%.  On a fund of €100,000 this type of growth would represent a return of €190,000 despite the much publicised stock market crisis!! However this is a very volatile fund and not one for the faint hearted.  A more conservative fund has risen 8.54% even with an inbuilt guarantee.  A significant return in any mans language.  
For those on the higher rate of tax the savings can be easily seen. For every €1 you contribute to your pension the Government will refund you 41 cent in tax.

Therefore if you contribute €20,000 towards you retirement you will receive a refund of €8,200 (subject to revenue limits).

Also, the pension fund itself is not subject to DIRT like all other investment vehicles. 
It is not at all like the SSIA where the government topped up your contribution and comparisons between pension planning and the SSIA scheme can be misleading. Clarification on this can be received from the Financial Regulator on www.itsyourmoney.ie. 
Remember whether €100 or a €1000pm towards a pension plan, it will all help when it comes to preparing for your retirement.

If you have any questions regarding any of the above please do not hesitate to contact either Donal Carey or Tommy Corbett on 065 6893540 or email on info@careycorbett.com.

Remember to keep your questions coming as there is a €200 voucher up for grabs to the person with the best question.

Carey Corbett Financial Solutions Ltd t/a Carey Corbett Financial Solutions is regulated by the Financial Regulator.

