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GENERAL OVERVIEW
We all have a need to plan for our retirement, and we should take responsibility to ensure this
happens with an acceptable predicted outcome.
In its simplest format a Pension Plan is a certain type of Savings Account, where the intention is to
set aside some of your Earned Income to provide a Retirement Income in the future.
Pension Plans are also currently the most tax efficient Savings Scheme available in the UK. In
favour of encouraging the nation to save for retirement, the Government afford full Income Tax
Relief for whatever you put into your Pension Plan. So, for a Basic Rate Taxpayer (20%), a Personal
Contribution of £80 will be uplifted to £100 by virtue of a £20 Tax Rebate. Higher Rate Taxpayers
(40% or 50%) can reclaim a further £20 or £30 amounting to a total Personal Contribution of just
£60 or £50 per £100.
A further advantage is that once a Pension Plan has been set up, the Contribution Payment tends
to becomes a routine habit, and has a good chance of surviving alongside any other financial
commitments.
The downsides are that you can only access your Pension Fund from the age of 55; and even then
you are limited as to what you can do with it.
A quarter of it can be taken as a Tax-Free Cash Sum (25%), if you can afford this luxury; but the
rest you must take as Retirement Income.
Most people choose to buy a conventional Pension Annuity to provide a secure income for the
rest of their lives.
Today however, there are some other very good alternatives, particularly a Pension Drawdown
Plan, which is appeals to many people now by virtue of affording enhanced control, flexibility, and
longevity.
All Pensions are a long-term investment in your own future; and should be considered very
seriously.
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PERSONAL PENSION RETIREMENT BENEFITS
All Pension Plans can now pay up to 25% of the total value as a Tax-Free Capital Sum. If you were
previously entitled to more than 25% you may still qualify for that higher amount. The Tax Free
cash is paid directly to the Retiree to use as they wish – including using it to generate further
Retirement Income.
The remaining balance of between 75% and 100% is used to provide some form of Pension
Income, which is taxed at source by the Pension Scheme Administrator under the PAYE system.
Therefore, in accordance with your total Personal Income, your Pension Income will be paid net of
either 0%, 20%, 40% or 50%. The only good piece of news here is that once you reach your
Individual State Retirement Age, which is currently 65 for Men and from 60 to 65 for Women until
5th April 2015, you no longer have to pay any National Insurance.
Traditionally, most people tend to buy a Pension Annuity with the proceeds of their Retirement
Savings. All too often this happens simply because they do not otherwise exercise their wider
options; and in other instances the decision is deliberate because a Pension Annuity is the only
arrangement that will guarantee a certain income for the rest of their life. The flip side of this
certainty is that unless the Annuity is set-up on a Joint Life basis, which comes at a considerable
price in the form of less income for you, then your Pension Annuity will die with you. Furthermore,
there is little or no additional scope for Inheritance Planning.
More recently however, many retirees are choosing Pension Drawdown Plans as a more attractive
alternative to conventional Pension Annuities. Pension Drawdown Plans are simply a continuation
of the original Personal Pension Plan, but having a slightly different formal status by virtue of the
fact that they are now in a decumulation status rather than accumulation.
Pension Drawdown Plans enable retention of ownership by the Retiree because any residual
capital value is retained within the Pension Plan rather than being spent on the purchase of an
Annuity. This affords both control and flexibility in favour of both the capital account and future
income receipts. It also provides the opportunity for income tax mitigation by way of deferring
benefits according to a more favourable tax liability. Furthermore, it typically yields considerably
better results for any Dependant's Benefits following the death of the Pensioner; and affords a
welcome potential for any residual value to be inherited by the Beneficiaries of the Pensioner's
Estate.
Whatever your choices and preferences, the greater flexibility now available within the Pension
Planning arena, should enable you to plan for a better retirement.
The following page details a short summary of the main Pension Capital & Income Benefit options
available to you at retirement:
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PENSION ANNUITY
Guaranteed Contractual Benefits
Age 55 +

PENSION DRAWDOWN
Variable Pension Investment Benefits
Age 55 +

An Annuity Contract is purchased
with the Capital Value of your
Pension Plans to provide the
following Retirement Benefits:

A Pension Drawdown Plan provides access to
your Pension Capital as and when required to
provide the following Retirement Benefits:

Upto 25% of the Capital Value may
be taken as a Tax Free Cash Sum.
Any such amounts not taken are
used to buy the Pension Annuity

Upto 25% of the Capital Value may be taken
as a Tax Free Cash Sum. Any such amounts
not taken are preserved for future use.

A Retirement Annuity is purchased
with the remaining Pension Capital
to provide a pre-determined and
guaranteed Retirement Income at
the best Annuity Rate available. All
Pension Income is taxed as
Personal Income under the PAYE
system

A Retirement Income is withdrawn from the
Capital Value of your Pension Drawdown
Plan. Minimum Income is Nil. Maximum
Income is 100% of comparable Single Life
Annuity Rate if Total Pension Income from all
Pensionable Sources is less than £20,000 or
Unlimited if Total Pension Income is at least
£20,000. All Pension Income is taxed as
Personal Income under the PAYE system

Annuity Options include: Fixed or
Increasing Income, Payment
Guarantee periods, and 1st Death
Dependants Income.

All above options remain open indefinitely;
and their values are dependent upon the
value of your Pension Plan

Once you have bought your
Annuity, you cannot change your
mind. Therefore you cannot
recover your Pension Capital or
amend the Income Benefits.
Consequently there are no
Inheritance benefits or Inheritance
Taxation issues.

On death, the residual balance of your
Pension Plan is passed on to the Beneficiaries
of your Estate in accordance with your Will.
Any Capital Death Benefits in excess of the
Lifetime Allowance, or which have been
Crystallised, or if you are Aged 75+, will be
subject to a Tax Charge of 55%
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PENSION ANNUITIES
Pension Annuities provide contractually guaranteed Pension Income and associated Death
Benefits throughout the whole of the Annuitant’s Lifetime.
A Pension Annuity is simply a series of payments made at selected intervals during your
retirement years in return for a capital purchase sum. The level of payment is dependent primarily
upon the purchase sum available; but also upon age, sex, annuity rates, and annuity options
selected. Annuity Rates tend to mirror Cash & Gilt Interest Rates; and so what you get from your
Pension Annuity may depend upon the Rates of Interest at the time of your Retirement.
Tax Free Cash
All Pension Plans now provide the option of taking a Tax-Free Cash Sum before exchanging the
residual Pension Capital for an Annuity. Once an Annuity has been purchased there is no further
entitlement to Tax-Free Cash, and so this decision must be made at outset.
Pension Income
Annuity Income payments are taxed at source as personal Income under the PAYE system.
Payments can be made monthly, quarterly, half yearly or yearly and can be in advance or arrears.
Payments can remain level or can increase at a set rate or in line with an index e.g. Retail Price
Index.
Death Benefits
The option of what type of death benefits to include must be made at outset. The available
options are as follows:-





A Dependents Pension of upto 50% of the Pension Income you had received
A guaranteed period of up to 10 years, which will ensure that on death within the first 10
years, the remaining payments you would have received continue to be paid to your
Estate.
Capital Protection can also be included to ensure that upon death the original Capital
Value, less the gross income payments received to-date, are paid to your Estate.

These options come at a price however, and may significantly reduce your own pension Income.
Advantages
 All of the Annuity Income and any Death Benefits are contractually guaranteed at outset.
 There are no additional charges applied to the contract once in force. All charges are
taken at outset and are reflected in the annuity rate offered.
 The contract is simple to understand; there is no need to review the contract and there is
minimal administration.
Disadvantages
 All Income and death Benefits are fixed at outset and cannot be amended thereafter.
 There is no opportunity of participating in future Pension Investment returns.
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PENSION DRAWDOWN PLANS
Pension Drawdown Plans are essentially a variable investment based arrangement, and do not
therefore provide any guaranteed Retirement Benefits as a Pension Annuity does. They do
however enable you to continue to participate in the Pension Investment arena with the potential
to benefit from any future Pension Investment Returns.
Pension Drawdown Plans also provide total flexibility of both Retirement Income and Death
Benefits; and allow you to decide how and when to draw upon these assets.
Upto 25% of the value of your Pension Plan can be withdrawn as Tax Free Cash whenever you
choose and as many times as you wish; and any amount of the residual capital value can be used
to withdraw a Pension Income whenever you require it.
Tax Free Cash
All Pension Plans now provide the option of taking a Tax-Free Cash Sum from Age 55 onwards; and
your Pension Drawdown Plan allows you to choose how and when to take it. Any unused
allowance can be used at your discretion at any time in the future.
Pension Income
Pension Drawdown Income is also taxed at source as Personal Income under the PAYE system.
Payments can be made monthly, quarterly, half yearly or yearly; and can remain level or increase
at any rate you choose.
You can choose any amount of Pension Income from a minimum of Nil through to a maximum of
100% of a comparable Single Life Pension Annuity. You can also start, vary, stop, and re-start
these Pension Payments as and when you choose.
Furthermore, if your total Pension Income from all Pension sources is at least £20,000 then you
can choose to receive Drawdown Income in excess of the comparable Single Life Annuity Rate
upto any amount you wish. Whilst this may not be sustainable throughout the long term, it can be
a useful planning tool for shorter term interests.
Otherwise, there are no predetermined rates of income as with an Annuity, but there are also no
guarantees. In practice, this means that your Drawdown Income is largely controlled by you, and is
subject to the Investment Performance and consequent remaining Capital Value of your residual
Pension Fund.
Death Benefits
In simple terms, your Pension Drawdown Plan can be passed on to your Dependants or any other
Beneficiaries of your choice; and unlike an Annuity this can be decided upon at any time during
your lifetime, and may be varied at will.
In this respect, a Pension Drawdown Plan is also a certain type of Inheritance Plan; and may
continue to be used by your Beneficiaries as a Pension Drawdown Plan or as a Capital Death
Benefit after your own death. Any Un-Crystallised Benefits, this being Pension Capital which as not
been utilised in any way, and which are within the Lifetime Pension Allowance of £1.5 Million, will
not be subject to Inheritance Taxation prior to Age 75. However, all Crystallised Benefits and all
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Capital Benefits in excess of the Lifetime Allowance, and all Pension Benefits from Age 75
onwards, will also be subject to a 55% Tax Charge.
Advantages
 You decide and control how and when your Pension Drawdown Benefits are taken
 Your initial decisions are not an ultimatum to yourself, so that you are at liberty to make
any permissible changes at any time in the future.
 You retain control of your Pension Investments, and the potential to benefit from any
future Pension Investment Returns.
 You may also be able to control your liability to Personal Income Tax
 There are considerable Inheritance
Disadvantages
 There are no guarantees with this type of arrangement, and you may feel the prospect of
Pension Investment Benefits does not compensate for the known Income benefits
available from an annuity
 Pension Withdrawals may erode the residual Capital Value if Investment Returns are less
than expected.
 There is an ongoing need for Pension Administration and Investment Management which
requires time, expertise, and expense.
 The costs are ongoing, and are explicit, whereas with a Pension Annuity they are inherent
within the Annuity Rate offered.
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