
 
 
 
 
 
Qualifying Savings Plans – commonly marketed as Maximum Investment Plans or 
MIPs - are enjoying a surge in popularity amongst high earners who face reduced tax 
relief on their pension contributions. 
 
What is a Maximum Investment Plan? 
 
A Maximum Investment Plan is a regular savings 
vehicle that is designed to run for a fixed term and 
can be used to invest in a wide range of collective 
investment funds from fixed interest and property 
to UK and overseas equities.  
 
What’s new? 
 
The renewed focus on MIPs has arisen as a result 
of changes to pension tax relief for high earners. 
 
From April 2011, the amount of higher rate tax 
relief available to those with income in excess of 
£150,000 per annum will reduce on a sliding scale, 
so that those with income of £180,000 plus will 
only benefit from pension tax relief at 20%. ‘Anti-
forestalling’ measures have been introduced in 
relation to the tax years 2009/10 and 2010/11, 
meaning that the opportunity for tax-efficient 
pension planning for high earners has already 
been significantly curtailed. 
 
Many individuals who have historically tolerated 
the inherent inflexibility of pensions in return for 
higher rate tax relief will now be seeking 
alternatives, particularly as the majority of those 
facing tax relief of just 20% on their contributions 
will continue to be higher rate taxpayers in 
retirement and pay 40% or even 50% tax on the 
pension income they draw. 
 
Why might I invest in an MIP? 
 
The primary tax benefit of an MIP is that 
investment returns are taxed at the rate applicable 
to life insurance companies, rather than the 
investor’s own personal tax rate. 
 
 

 

 
 
Income and gains are taxed internally within the 
plan at a rate of approximately 18%. The proceeds 
of the plan are then free of any further personal tax 
liability on the investor. 
 
This tax treatment is clearly highly advantageous 
to higher rate taxpayers, who otherwise face tax 
rates of 40% or 50% on interest and 32.5% or 
42.5% on dividends. 
 
An MIP can, therefore, provide a tax-efficient lump 
sum, or indeed be converted to provide tax-
efficient income at retirement. 
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Example 1  
 
Tricia invests £500 per month into an MIP. After 10 
years, she has accrued £75,000. She takes the 
proceeds, with no tax to pay, and uses the money 
to fund the purchase of a holiday home. 
 
Example 2  
 
Greg’s income – including salary, bonus, employer 
pension contributions and rental income on a buy-
to-let – is £185,000 p.a. 
 
From April 2011, he will no longer receive higher 
rate tax relief on pension contributions. Given that 
he expects to continue to be a higher rate taxpayer 
in retirement, he stops his pension contributions 
and invests £2,000 per month into an MIP instead. 
 
10 years later, at age 65, Greg’s MIP is worth 
£300,000. He has no tax liability on these monies. 
He uses the proceeds to supplement his pension 
income, as he is now retired. 
 
NB: Figures are purely illustrative. Returns are 
subject to investment performance and charges  
and are not guaranteed 
 
Additional considerations 
 
To qualify for the tax benefits described above, an 
MIP must have a term of at least 10 years at the 
outset. The policy must remain in force (and 
premiums paid) for at least 7.5 years.  
 
Those individuals that are still able to benefit from 
higher rate tax relief should consider maximising 
their pension contributions insofar as the limits 
allow. 

Individuals can invest £10,200 each per year in an 
ISA. Capital gains and interest are free of tax 
within an ISA and dividends are free from higher 
rate tax. 
 
Next steps 
 
For further information or to discuss whether this 
option may be appropriate for you, please contact 
us so we may refer you to our independent 
financial adviser. 


