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Are you ready for the changes 
to pension legislation?

pensions bulletin

It will become much easier to access the funds tied up 
in a pension, and the higher rate of tax relief on pension 
contributions will remain in place, albeit with a significantly 
lower annual allowance.

Indeed, the annual allowance for tax relief on pension 
contributions will plunge to £50,000. This is a huge drop 
from the current limit of £255,000, although unused relief 
from the previous three years can be carried over.

There are, however, transitional rules in certain 
circumstances, and you may be able to make use of the 
current limit of £255,000 for the 2011/12 tax year as well.

Anyone regularly contributing over £50,000, or with 
earnings for the current tax year of less than £130,000, 
who is contemplating making substantial pension 
contributions should do so now in order to maximise their 
higher rate income tax relief.

In addition, April also brings the scrapping of the 
requirement to buy an annuity by the age of 75, which 
means pension funds can be invested for longer. Money 
can also be taken directly from these funds, rather than 
having to buy a policy to provide an income for life.

This is especially true with the introduction of flexible 
drawdown, which enables anyone aged over 55 with a 

guaranteed annual income, excluding dividends, of  
at least £20,000 to draw down unlimited amounts from  
their pensions.

Consequently, individuals can take their entire pension 
fund as a cash lump sum, if appropriate, although  
three-quarters of this would be taxed as income.

This increased flexibility is beneficial in a number of  
ways. Firstly, it provides a useful way to pass money on  
to heirs through gifts or to undertake other forms of 
inheritance tax planning. In the case of death,  
beneficiaries receive 65 percent of the assets, which  
does not apply to annuities.

Secondly, individuals with fluctuating earnings can now 
tailor their pension income to complement funds received 
from other sources.

As many pension schemes, particularly insured ones, 
currently require individuals to purchase an annuity, 
investors may wish to reconsider such schemes once the 
changes come into effect. 

Consequently, it is critical to review your current pension 
arrangements to ensure they are providing maximum 
benefit for minimum charges and take full advantage of  
the regulation changes.

At the beginning of the 2011-12 tax year, a number 
of changes to the legislation governing pensions 
are set to come into force, which could make these 
investments a more attractive choice.
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