


� there is an impermissible transfer into the arrangement
� a transfer from a registered pension scheme is made

that is not a permitted transfer
� the member joins a new retirement benefit scheme

In respect of the contributions being paid, minimum
contributions and rebates invested in personal pension
schemes do not count as contributions. In addition,
contributions to group life schemes can be maintained
provided that no increases are made.

Future relevant accrual does not prevent any accrual. The
‘appropriate limit’ is the greater of two values the indexed
amount the earnings recalculation amount

So should you be looking at protection?

You can build up pension funds in excess of the lifetime
allowance. Although, there will be tax charges when benefits
are taken. Some people may be happy to pay the tax charges
on these funds. However, if there is a possibility of protecting
against tax then, where possible, it should be taken.

Whilst many clients may feel that they are not subject to any
protection issues, it must be remembered that the lifetime
allowance grows in line with the Retail Prices Index and any
outstripping of the Retail Prices Index could result in funds or
scheme pensions being in excess of the lifetime allowance.

It is important for those who feel they may be affected by the
lifetime allowance to look to see whether they should and can
apply for protection now. This is especially important for people
who have pension pots in different places, or have two (or
more) sources of income.

If it is not possible to apply for protection, all is not lost, as
there are ways of controlling the lifetime allowance into the
future, and this will be discussed in future editions of ‘Exploring
Pensions’ and ‘Exploring Group Pensions’.

There are other forms of protection whereby the lifetime
allowance is increased. Transfers from a recognised overseas
pension scheme may qualify for an enhanced factor to the
member’s personal lifetime allowance, known as a recognised
overseas scheme transfer factor. This factor must be claimed
within five years of 31 January following the tax year in which
the transfer takes place and the amount is registered with
HMRC.

Conversely people with protected retirement ages, ie
sportsmen, have their lifetime allowance reduced by 2.5% for
every year below the normal minimum benefit age (currently
50 and 55 from 2010)

Pensioners who have fully vested from
all their pension plans prior to
A-day, may not need to apply
for protection, but it is
important to check that
there are no small
forgotten pension plans,
as these could create
problems for pensioners
with large pots. Better to
be safe than sorry; it may
only be a small pension,
but it could create a big
tax charge!!
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Beer and Plastic Bags
Whilst the effects of the price of beer and a plastic bag are vitally important, part of
our job is to look at how the 2008 Budget affects pension legislation. There were no
real surprises in the 2008 Budget, much of the tax legislation having been covered in
the 2007 Budget and the pre-Budget report, but the alteration to the triviality rules
is welcomed (see our article ‘Dear Mrs Dibler’).

The Finance Bill 2008 brings into line the payment of scheme pensions with alternatively
secured pension funds, where payments are made from the fund after age 75. Exemptions
will be given to those charges for schemes where there are 20 or more members, where
at least 20 scheme members have their rights increased at the same rate because another
member has died. This effectively removes the ‘loop hole’ where unauthorised payment
charges were avoidable under SSAS where scheme pensions were made. This will be
covered in more detail in our ‘Exploring Pensions’ newsletters.

Benefit Crystallisation Event 3 has always been cumbersome to administer and changes
have been implemented to make this a little easier for administrators.

Just when you thought you had figured out how to calculate your protected pre-A-Day tax
free cash (sorry, pension commencement lump sum) the rules have changed, though for the
better. Previously those members with a protected PCLS, needed to have a ‘relevant’ accrual
to benefit from growth in the fund (the pay a £1 theory). This requirement has now been
removed, which means members can benefit if their fund value exceeds the increase in the
Life Time Allowance, from an additional lump sum amount (ALSA...yes more initials!).

HMRC has also made the step of confirming that as the changes are retrospective (to
A-Day) they can be implemented immediately, rather than wait for the legislation to be in
place, though this will be up to each scheme to decide. For those members about to retire
with a protected PCLS, it may be worth doing the maths and, if necessary, waiting.

Basic rate tax relief is reduced to 20% and the 10% tax rate has been abolished. For those
clients who make net contributions to pension, this effectively means that their pension
contribution reduces. However, for higher rate taxpayers who make contributions into
personal pension schemes it has become more important to claim their higher rate tax
relief. This writer still cannot believe that there are individuals out there paying large
contributions to pensions who do not claim the higher rate tax relief!!

Hidden in the small-print, however, is the increase to the higher rate limits for National
Insurance contributions whereby the National Insurance will be levied at 11% on earnings
up to £40,040 (an increase from £34,840).

Whilst the reduction in basic rate income tax was, initially, going to affect UK charities,
legislation will be introduced for a transitional period allowing UK charities and community
amateur sports clubs to claim tax at 22% for qualifying donations made in the next three
tax years to 2010/11.

Mattioli Woods is one of the UK’s leading and fastest growing consultancies
in its area of expertise, the provision of pension and wealth management
services for controlling directors, professional persons, owner-managed
businesses and small to medium-sized PLCs. In particular, the practice has
specialised in the application and provision of small self-administered
pension schemes (SSAS) and self-invested personal pensions (SIPP), and
Group Schemes.

Dear Mrs Dibler

I refer to our correspondence before Christmas in which you expressed

your concerns over the inability of the pension scheme to be able to commute

your small pension on the grounds of triviality.

I am pleased to confirm that, following announcements made in the March

2008 Budget, HMRC has announced new trivial commutation rules for small

pension pots. I am happy to inform you that it is now possible to commute a

small pension fund even though your pension benefits from other sources

exceed £16,500. It is proposed that there will be a new separate trivial

commutation limit of £2,000 for occupational pension schemes, which can

apply in addition to the current trivial commutation limit of 1% of the

lifetime allowance for those over age 60. This has come as welcome news to

the Scrooge and Marley Pension Scheme and, as you have yet to return your

forms to take a pension, I will be arranging with the scheme administrator to

provide some additional correspondence to you once the new legislation has

been finalised.

I do recall from our conversations that you also confirmed that Mr Dibler

also had a small pension fund from a personal pension scheme and he too

was in a similar situation. However, as your husband’s benefits are in a

personal pension scheme, these changes in legislation will not assist him at

this time, as the new small fund limit of £2,000 only applies to occupational

pension schemes.

It does seem that we are going backwards as, whilst trivial commutations on

occupational schemes have always been available in some format, they were not

introduced into personal pension schemes until 6 April 1996. I do find this

quite amusing myself as this new legislation to which we are all being made a

party is supposed to provide simpler rules, but as always the ‘devil in the

detail.

I hope this news is of assistance to you.

With kind regards.

Yours sincerely

Ebenezer Scrooge

For and on behalf of the trustees of the Scrooge and Marley Pension Fund

Dear
Mrs Dibler
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QUESTION
Why would I take a transfer if the penalties
are so high?

ANSWER
Members of pensions schemes often look at the ‘black
and white’ information that is relayed to them without
looking beyond the initial correspondence. An example of
this is fund values and transfer values from old style
pension policies.

The following is a true example of a client at Mattioli
Woods. The client is in their early 40s and has a personal
pension policy with a well-known insurer. The fund value
was £13,792, but on transfer there was a penalty reducing
the actual transfer value to £8,968.

On face value this may look like an immediate decision
not to transfer. However, the transfer value actually
reflected the insurance company’s deduction of the
charges between now and retirement that it had not yet
received but would have received between now and
retirement if the policy had not been transferred. It is like
taking everything in one big chunk as opposed to drip
feeding.

The charges on this particular plan were split between the
capital and accumulation units. Approximately 75% of the
fund was in capital units and these were subject to a
4.5% annual management charge. The remaining units,
the accumulation units, were subject to a 1% annual
management charge. There was also a monthly charge of
£3.64 which altered annually and, based on the current
fund value, represented approximately 0.73% of the fund.

This effectively meant that 75% of the client’s fund
was subject to a 4.8% charge and the remainder a
1.3% charge.

Our client had 18 years until his 60th birthday. Looking at,
say, a 7% growth of fund (this being the mid-range figure
for insurance company illustrations), of the insurer’s fund,
approximately £10,344 would grow at 2.2% (7% minus
4.8%), and £3,448 would grow at 5.7% (7% minus 1.3%).
This would result in a fund value in 18 years’ time, at 7%
growth, of £24,656.

As an alternative, if we took the transfer value of £8,968
and it too grew at 7%, assuming charges at 1%, the fund
value in 18 years’ time would be £25,597.

Obviously, if the alternative investment strategy produced
higher returns, then the figures would be higher. However,
this does indicate how the insurance company calculates
transfer penalties.

Each case should be looked at independently. There is an
argument for taking the penalty now and getting it over
and done with rather than continuing to drip feed these
charges to the insurer (they intend to get their ‘pound of
flesh’ whichever way the client proceeds). The penalty on
this case did seem high now; however, this was a
reflection of the client’s age. Whilst in five years’ time the
penalty will seem less, in reality the insurer will have
already recouped a proportion of the penalty.

One issue to take into consideration was that on death the
insurer would have paid out the fund value.

It is always worth keeping an open mind on transfer
penalties, and indeed a calculator.

Q A

BACK TO BASICS
Sometimes we do find that we concentrate on the more technical, complicated aspects of pensions legislation

and how it affects clients now and in the future. However, sometimes the simplest questions are still as
important to answer.

As an organisation we often get asked questions about the more basic aspects of pensions legislation and often,
having spent much time discussing the complicated, we have to stop and think about the basic questions.




