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Background
The
pension
landscape
changed
dramatically on 6 April 2015 and now
offers pension savers aged 55 and
over significantly greater flexibility when
accessing their pension funds.
There is no longer a requirement to buy
an annuity and the range of choices now
available can be bewildering. Great care
should be taken, as the decisions you
make now could affect your standard of
living for the rest of your life.
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Withdrawing some or all of the accrued
benefits will mean the payment of
Income Tax for the majority of people. In
some cases this could be a substantial
amount, so careful planning is essential.
Most pension contracts allow you to
take up to 25% of the fund free of tax.
You can take this up front as a lump sum,
or as the tax free element of a pattern of
withdrawals. The remaining 75% is then
subject to income tax and the amount
you pay will depend on how you access
this.

There are broadly four options available
to savers in a Defined Contribution
(money purchase) pension arrangement.
Defined Benefit (final salary scheme)
members should contact their adviser
or scheme administrator for clarification
on how the new rules affect them, if at
all. Our view is that for many, Defined
Benefit schemes remain the most
appropriate choice for providing their
standard of living in retirement and only
when it can be clearly demonstrated to
be in the client’s best interests, will we
consider such a transfer.
It is worth noting that not all existing
arrangements
can
facilitate
the
retirement options now available, so
it’s worth checking with your existing
pension provider to clarify the options
available.
Those with existing capped drawdown
arrangements will remain subject to
the rules and restrictions limiting their
withdrawals. If these limits are breached,
the arrangement will be converted to
a Flexi Access Drawdown (FAD). All
existing flexible drawdown contracts
were automatically converted to FAD.

Your retirement options

Other Considerations
Tax

For all options, once your tax free payment has been made, the product provider is
required to deduct income tax which is processed via the Pay As You Earn (PAYE) system.
If they have been provided with your tax code, the tax payable on the income above your
personal allowance will be calculated and the net payment paid to you. Without a tax
code or P45, they will deduct tax at the emergency month 1 rate, and you’ll pay tax on
the whole amount above the tax free element. Any refund for an overpayment of tax
must be requested from HM Revenue & Customs using one of three new forms.

State pensions

A Scheme
Pension

Annuity

Flexi Access
Drawdown

Uncrystallised
Funds Pension
Lump Sum

Provides an
income payment
from the scheme
administrator
(or an insurance
company selected
by the scheme
administrator)

25% of the fund
prior to annuity
purchase is paid tax
free

No need to take
whole fund as one
lump sum

Full access to
pension fund not
yet brought into
payment

Future funding

25% of each lump
sum payment is
paid tax free

Income payable for
life

Pays an annual
income for the
lifetime of the
purchaser. This
can continue after
death if a spouse or
dependants pension
is selected

The Money Purchase Annual Allowance (MPAA) came into effect on 6th April 2015 – the
allowance itself is just £4,000. There’s also a limit set by the Government over how much
can be paid into a pension arrangement each year and upon which you can receive tax
relief. This is called the Annual Allowance and is currently set at £40,000 but this is linked
to your earnings. If you pay in more than the Annual Allowance in a tax year, you won’t
receive any tax relief on the excess and a tax charge will become due, so it’s important to
bear this in mind. For anyone who doesn’t fully utilise their allowance in the current or any
of the previous three tax years, you can legitimately pay in more than the annual limit by
utilising Carry Forward as it allows you to make pension contributions that exceed your
annual allowance and still benefit from tax relief.

Income cannot
usually reduce in
payment
Income is taxable
at marginal rate of
Income Tax

Income is taxable
at marginal rate of
Income Tax

Income can remain
level, increase or
decrease over time
Level of income
based on prevailing
annuity rates, which
have remained low
for some time
Generally no
investment risk
(unless investment
linked annuity
selected)
Level of security
provided as income
level is guaranteed

25% of fund can
be taken as a lump
sum tax free
Subsequent
income payments
taxed at marginal
rate of income tax
No restrictions or
caps on income
withdrawals
Risk of income
withdrawals
depleting fund
if they exceed
investment growth
Investment risk
as fund remains
invested
Underlying fund
value can fall as well
as rise

75% of each
payment taxed at
marginal rate of
income tax
Additional pension
savings are
essential to have a
sustainable income
later in life
Assessment of
your tax position
is strongly advised
before this route is
taken

Income from all sources, including State Pension is taken into account to determine the
rate of tax you pay. Those who decide to access their pension via a pattern of withdrawals
need to plan this carefully, as the timing can have a big impact. Professional financial
advice is strongly recommended at this point.
Accessing your pension funds via any of the options highlighted on the previous page
may restrict the level of future pension savings that you may be able to make, so care
needs to be taken especially if you wish to continue saving into a pension.

You must bear in mind that Carry Forward affects higher earners who will find that their
Annual Allowance could be reduced if their earnings exceed a certain limit. Since 6 April
2020, it will only affect people who meet both of the following income requirements; your
‘threshold income’ is above £200,000, and your ‘adjusted income’ is above £240,000.
Anyone who meets the income requirements above that will see their annual allowance
gradually reduce by £1 for every £2 of ‘adjusted income’ above £240,000.
For example, if your adjusted income was £280,000 your annual allowance would be
reduced to £20,000.
Working out your threshold and adjusted income can be complicated. Be aware that the
income definitions were lower between 6 April 2016 and 5 April 2020.
Restrictions also apply to those subject to Primary Protection and Enhanced Protection
and you must have an available Lifetime Allowance. The Lifetime Allowance is the limit set
on the total value of accrued benefits from all your pension schemes which can be paid
to you without triggering additional tax charges which depend upon how the payment
is taken. The Lifetime Allowance is currently £1,073,100 and has been frozen at this level
until the 2025/26 tax year.

Death

Treatment of benefits on death has changed too. Where death occurs before age 75, any
lump sum or income payments to the beneficiary or successor can normally be made
tax-free.
If death occurs after the age of 75, any lump sum or income payments will be subject to
the recipient’s marginal rate of income tax.
Rules now mean that anyone can benefit from your pension when you die, but it’s worth
noting that not all pension schemes actually allow this rule to be administered. You must
check with your provider and importantly, you should ensure that your death benefit
nomination (or expression or wish) has been updated to reflect who you would like to
benefit from your pension when you die. Whilst this may not guarantee the wish, it will
certainly help inform the pension trustees who you want to benefit.

We will make a personal recommendation to you based upon a comprehensive, fair and
unbiased analysis of the relevant market. We are not constrained by product providers
or solutions and our qualified advisers operate on a no surprises philosophy that puts
the needs of our clients first.
We will often use a cash flow modelling tool to help calculate the growth rate required to
meet your investment objectives. This rate is then cross referenced with your attitude
to risk to ensure your expectations are realistic and compatible with the asset allocation
of your investment portfolio. This may be a key consideration at the outset of your
investments and at future reviews.
Our usual process is to arrange an initial meeting for which we will not charge. This
enables our Financial Planning Consultant to establish your needs and objectives and
make an assessment of the work required, including any on-going work. We will explain
the costs that will be payable for our advice and services, but we will not charge until we
have agreed with you how much and how we are to be paid.

Our Approach
A free and impartial guidance service is available from Pension Wise which was set up by
the Government. You can visit www.moneyhelper.org.uk/en/pensions-and-retirement or
call them on 0800 138 3944. They won’t recommend any products or inform you what
to do with your money.

EGY
AT
R
ST

PLAN
UR
YO

E

LY
S

A

RS

TA N D

AN

ON

DE

TI

You don’t necessarily have the same level of protection through a guidance service as no
advice is being provided or taken.
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You have more protection when using a financial adviser due to the way that they are
authorised and regulated.
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Pension scams

You should contact your pension provider immediately if you’ve signed something which
you’re now unsure about as they may be able to stop the transaction. Be sure to report
it to the Action Fraud team on 0300 123 2040. If you aren’t sure what to do, you can call
The Pensions Advisory Service (TPAS) for help on 0300 123 1047 or visit their website
for information.
Armstrong Watson Financial Planning & Wealth Management is a Chartered firm of
independent financial advisers, with 17 offices across the North of England and the
Scotland.
We are experienced at dealing with retirement planning issues and are fully up to speed
with the changes and the increasing array of retirement options.
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If guidance alone is not enough for you to make an informed decision about your
retirement options, you should seek financial advice from a regulated adviser who can
make recommendations based upon your personal circumstances after assessing your
needs, requirements and objectives.
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The value of investments and the income from them can fall as well as rise. You may
get back less than you originally invested. Past performance is not a reliable indicator of
future results.

Your retirement options can be complicated so contact us:
T: 0808 144 5575
E: help@armstrongwatson.co.uk
W: www.armstrongwatson.co.uk
		
		

www.armstrongwatson.co.uk
Armstrong Watson
@ArmstrongWatson

ArmstrongWatson

®

Financial Planning & Wealth Management

...we’re with you.

Armstrong Watson Financial Planning Limited is authorised and regulated by the Financial Conduct Authority. Firm reference number 542122. Registered
as a limited company in England and Wales, number 7208672. The registered office is 15 Victoria Place, Carlisle, CA1 1EW. Armstrong Watson Financial
Planning & Wealth Management is a trading style of Armstrong Watson Financial Planning Limited.

AWFP OGTYRO v2 10/21

