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Pension Rule Change Guide

New pension rules
New pension rules come into affect on April 6th 2015, which mean that over-55s will be given
unfettered access to their pensions. However, these freedoms are peppered with new and
complicated rules, which could cost retirees dearly if misunderstood.
We have produced this booklet to share some valuable information as we believe it is sensible
financial planning to consult a Chartered Financial Planner so that personal, tailored advice is
received and understood by retirees, prior to making any potential life changing decision.
If, after reading the details below, you are unsure of the new pension rules, or you would like to
seek clarity regarding what alternative options will become available to you by speaking to us
instead, please call Tim Norris or Alan Clifton on 0800 731 7614 and we can arrange an
appointment at our office in the heart of Teddington.

Changes to benefit options

Capped drawdown

There are a number of ways to take your benefits from your pension fund. This is known as
Benefit Crystallisation. The reforms have introduced some new options and removed or restricted
the use of others. There is no change to the level of pension commencement lump sum, the taxfree part you will be entitled to when you draw your benefits or the age at which you can take
them. However the minimum age at which benefits can be accessed will be changing in 2028 from
55 to 57. After this date it will always be 10 years less than the state pension age.

From April 6th 2015, this option will only be available to those already in capped drawdown on
that date. With capped drawdown you take an income directly from your pension fund, but it is
not secure or guaranteed. The amount of income is limited to a maximum, which is recalculated
at least every three years. You can select any level of income from nil up to the cap and this can
be varied each year. In most cases it is possible to crystallise further funds into capped drawdown
and recalculate the maximum income. The income calculation is based on a number of factors.
It is possible to only crystallise part of your pension fund into capped drawdown. If you are eligible, this will restrict the amount of pension commencement lump sum you are entitled to at this
point and the maximum income you can withdraw.
Any income withdrawn will be treated as income for tax purposes and will be added to your total
income in that year to determine the tax rate you will need to pay on the pension income. Therefore income levels should be closely monitored to maximise tax efficiency.

Flexi-access drawdown

Uncrystallised funds pension lump sum

This is available for the first time to anyone from April 6th 2015. It is similar to capped drawdown
with any lump sum and income being withdrawn directly from the fund. Unlike capped drawdown, there is no limit to the amount of income that can be withdrawn in any year. Like capped
drawdown, any withdrawal made in excess of your permitted tax free lump sum allowance will
be added to your income for tax purposes and will determine the rate and amount of tax you will
be required to pay on that income. It is possible to partially crystallise your fund into flexi-access
drawdown, leaving further amounts of pension commencement lump sum and/or income to be
taken at a later date.

This option is available to most people from April 6th 2015. There are some restrictions as to who
can use this. A lump sum is paid from your pension fund, made up from the 25% tax-free lump
sum entitlement and 75% taxed income. It is similar to the flexi-access drawdown option and may
be appropriate if you require ad hoc lump sum payments.
You can take the whole of your pension fund as one payment or in stages over time, but it can
only ever be paid in the set proportions – 25% tax free, 75% taxable. If you are entitled to more or
less than the standard 25% tax free lump sum or if you have lifetime allowance or enhanced protection, then you will not be allowed to use this option.
You can choose to only take part of your pension fund as an UFPLS and still decide to take your
remaining benefits based on one of the other options. Your payment in excess of the tax-free lump
sum element will be treated as income for tax purposes and added to your total income in that
year to determine the tax rate you will need to pay on that income.

Scheme pension

Money purchase annual allowance rules

Scheme pensions are not changing under these reforms and are available pre and post April 5th
2015. A scheme pension is a secured pension paid directly from the pension fund. The income is
calculated based on your personal circumstances, including health, age and fund value. The level
of income paid can only be reduced or increased in certain circumstances. A scheme pension is
treated as income for tax purposes, added to your total income in that year to determine the tax
rate you will need to pay

The increased flexibility has meant that additional restrictions have been put in place to ensure that they
are not used to gain additional tax relief and pension commencement lump sums. When you access your
benefits in certain ways, your annual allowance, which is currently £40,000 will be reduced to £10,000 each
year, these are called the Money Purchase Annual Allowance rules (MPAA rules). This means that any contributions in excess of this amount made by you and/or your employer will incur tax charges. The triggers
for these rules are as follows:
• April 6th 2015 for those already in flexible drawdown on this date.
• Conversion from capped drawdown to flexi-access drawdown, either by request or when income limits
are exceeded.
• Taking an uncrystallised funds pension lump sum.
• Entering flexi-access drawdown and taking an income,
• Starting a scheme pension where there are less than 12 members after 5th April 2015.
• Purchasing a flexible annuity.
By triggering these rules you will be provided with a certificate, you must pass this to all pension providers
you are making contributions to, within 90 days of receiving the certificate.

Death benefit changes?

Uncrystallised funds and Drawdown

The Chancellor of the Exchequer has also changed the tax treatment and benefit options payable
after your death, removing some tax charges and giving greater flexibility to the nominations you
can make in the event of your death.

Death before age 75
The value of your pension fund at the date of your death will be payable. You will be able to nominate any
beneficiary and payments to that individual will be made free of tax, whether it is taken as a lump sum
or accessed through flexi-access drawdown or an annuity. On the death of your beneficiary any remaining
fund may be payable to their own nominated beneficiary which will follow the same rules applicable on
your death. Any uncrystallised funds will be tested against your lifetime allowance on your death, previously only benefits paid out as a lump sum death benefit were tested. However, the reforms have introduced tests that now catch money used for beneficiary’s flexi-access drawdown and annuities purchased
with residual funds.

Annuity (Lifetime, Fixed Term or Investment Linked)
Whether there is any benefit entitlement to your family or beneficiaries will depend on the basis
of how the annuity was set up, including how long the annuity was in force at the time of your
death.

(capped or flexi-access)

Death age 75 and over
The value of your pension at the date of your death will be payable. You will be able to nominate any
beneficiary to receive the death benefit. Payments to the chosen beneficiary will be subject to income tax
at the beneficiary’s marginal rate. On the death of your beneficiary any remaining fund may be payable to
their own nominated beneficiary which will follow the same rules applicable on your death.

Scheme pension

Making the right choices

Any benefit payable will depend upon the basis of the scheme pension and how long it has been
in force. Any remaining fund can be used to provide benefits for your dependants which will be
taxable.

We have over 20 years’ experience in helping individuals, families and businesses to place their
financial affairs in context with their future goals and aspirations. We provide a simple, structured,
disciplined and reviewable planning service. We will change the fundamental relationship people
have with their money to give them confidence and clarity in their own future. We want our clients
to value our service, as much as we do.
If you would like to seek clarity regarding what alternative options will become available to you by
speaking to us instead, please call Tim Norris or Alan Clifton on 0800 731 7614 and we can arrange
an appointment at our office at the heart of Teddington.

Chartered Financial Planners

The Financial Planning Group are proud to announce that the
company have attained Chartered Financial Planner status –
recognition that we adhere to a strict code of conduct and a
commitment to ongoing professional development. The object
of the ethical code is to ensure that all our members act in the
best interests of clients, of the society and the profession.
All Chartered Financial Advisors have completed degree level
professional qualifications and have at least five years experience –
Chartered status is the profession’s gold standard for financial
planners.
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