REMOVING THE REQUIREMENT TO ANNUITISE BY AGE 75:
COMMENTS OF SACKER & PARTNERS LLP

1.

Introduction
The purpose of this document is to set out our comments on the HM Treasury
consultation (published on 15 July 2010 1) on the removal, from April 2011, of the
effective requirement to purchase an annuity by age 75 (the Consultation).
Sackers is a firm of solicitors specialising in pensions law. We act for in excess of
800 pension schemes, including household names and a number of FTSE-100
clients. The views expressed in Sackers’ response to this Consultation have been
collated following discussions with a sub-group of the firm’s solicitors.

2.

Background
Due in part to increasing longevity and the fact that people are working for longer, the
Government intends to remove the effective requirement to purchase an annuity by
the age of 75 from April 2011.

The Consultation sets out the Government’s

proposals for developing a new tax framework for retirement, namely by allowing:
•

capped drawdown: a flexible drawdown model enabling individuals to choose
how much to draw down annually from their pension pot throughout retirement
(subject to a capped limit), or whether to draw any income at all; and

•

flexible drawdown: allowing individuals to draw down unlimited amounts from
their pension pot, provided they can demonstrate that they have secured
sufficient minimum income (the minimum income requirement or MIR) to prevent
them from exhausting their savings prematurely and falling back on the state.

We set out below our comments on a number of practical issues arising from the
Consultation. However, given that many of the questions posed by the Consultation
are actuarial in nature (such as the promised annual drawdown limit for capped
drawdown or the MIR in the case of flexible drawdown), or aimed specifically at
annuity providers and independent financial advisers, we have only addressed those
issues which are relevant to our legal practice.
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3.

General Comments
We support the proposed introduction of additional options for members on
retirement. However, we consider that take-up of these options is likely to be limited
to high earners, in particular given the MIR for flexible drawdown. High earners
make up the most likely category of individuals who might wish to take advantage of
the proposed drawdown options.
It is also likely that the drawdown facilities will be most frequently implemented via
individual defined contribution (DC) personal pension schemes, such as self-invested
personal pensions (SIPPS), rather than occupational schemes.

4.

Design of the new tax framework for retirement
We note the continued use of age 75 as a proxy for the end of an individual’s working
life. 2 However, given continued, and projected future improvements to life
expectancy, is this something that the Government intends to keep under review?

5.

Availability of the drawdown options
In our experience, the majority of schemes have yet to implement an income
drawdown facility for members. It is unclear from the Consultation whether schemes
will be required to offer income drawdown after retirement if they do not already.
We anticipate that the imposition on DB schemes of a requirement to offer income
drawdown is likely to be unpopular and onerous.
Although it would be possible, in theory, to apply the proposed new drawdown
facilities in defined benefit (DB) arrangements, in practice they would be very
complicated to administer. If a DB scheme member took advantage of one of the
drawdown options, there would be a concern as to who would become responsible
for investment of the member’s remaining fund – in other words, schemes would not
wish this responsibility to fall on the trustees. It would also create an additional layer
of complexity in terms of scheme administration, particularly if a significant proportion
of scheme members take up the option.
Therefore while increased member choice is to be welcomed, schemes which offer
internal annuitisation (both DB and DC) should not be obliged to offer these options

2

At paragraph 2.25 of the Consultation

2

1322655_1

within the scheme. In any event, members would remain free to select an alternative
option at retirement on the open market.
As noted above, the drawdown options will be most easily implemented in personal
pension schemes.
6.

Minimum income requirement
One of the issues to be considered as part of the consultation process is the way in
which the MIR should be assessed. 3 In our view this is something which could be
difficult and potentially expensive for schemes to monitor. It should therefore remain
the responsibility of the individual who has taken advantage of the flexible drawdown
option (through their tax return, or similar reporting requirements).

7.

Transitional arrangements
Consideration also needs to be given to individuals who are currently using existing
drawdown arrangements. We assume that members will be permitted to keep their
existing arrangements or switch to the new style arrangements.

8.

Flexible retirement
On a positive note, the introduction of these options, in addition to the Government’s
present review of the default retirement age, may be the springboard for
implementing a broader range of options for members approaching retirement.

Sacker & Partners LLP
9 September 2010
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Schroder Investment Management Limited
31 Gresham Street, London EC2V 7QA
Tel: 020 7658 6575 Fax: 020 7658 6400
www.schroders.com

31st August 2010
Age 75 Consultation Pensions and Pensioners Team
Room 2/SE HM Treasury
1 Horse Guards Road
London SW1A 2HQ

Dear Sirs,

Removing the Requirement to Annuitise by age 75
Schroders plc is an independent asset management house managing £164 billion on behalf of
institutional and retail investors, financial institutions and high net worth clients from around
the world, invested in a broad range of asset classes across equities, fixed income and
alternatives.
We welcome your proposals to bring extra flexibility to people saving for their retirement. This
is particularly important in an era where annuities are increasingly perceived to be offering
poor value, and the cost of inflation protection is high. Giving retirees over seventy five the
opportunity to draw income whilst leaving their pension assets invested will be an important
way to deliver a better funded retirement for many pensioners as well as making savings in a
pension more attractive generally.
Our responses to your specific questions are in the appendix, but we wanted to summarise
our key thoughts here:
1) Minimum Income Requirement (MIR)
We believe there should be more flexibility in what constitutes secure income. Your current
proposals would compel many retirees to purchase an annuity to top up their secure income to
the MIR before they could enter flexible drawdown arrangements. The cost of providing
‘guaranteed’ income is very high from a provider’s perspective, this translates into poor returns
for many annuity purchasers. For this reason, we feel that there should be an option to have
non guaranteed income count towards the MIR, subject to a suitably large buffer and regular
reviews to ensure that the MIR is met on an ongoing basis. We explain how this might work in
the appendix.

Cont/…..
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2) Tax Framework for Retirement
We believe there should be more flexibility in respect of any residual assets left on death.
Specifically, there should be an option to rollover the deceased’s remaining pension assets
into the pension plans of any specified beneficiaries (rather than restricting to dependents,
with an upper limit on the ages of eligible children). Giving more flexibility in this area would
help build up the pension assets of future generations which we know are at risk because of
the generally low contribution rates into DC pension plans together with the widespread
decline of final salary schemes.
We would welcome the opportunity to discuss these ideas in more detail should you consider
this to be useful.
Yours faithfully

Alan J. Brown FSIP
Group Chief Investment Officer
Schroder Investment Management Limited
Tel: 020 7658 6575
Fax: 020 7658 6400
Authorised and regulated by the Financial Services Authority
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APPENDIX
Detailed Feedback on Removing the Requirement to Annuitise by age 75
Developing a new tax framework for retirement (Chapter 2)
A.1 The level of an appropriate annual drawdown limit for capped drawdown.
Schroder Response - No view
A.2 Its intended approach to reforming the pensions tax framework, in line with its commitment to end
the effective requirement to purchase an annuity at age 75.
Schroder Response:
We generally agree with the principles underpinning the new tax framework as set out in Box 2A, save
for principle 5 where we think a little more flexibility should be considered. Specifically, there should be
an option to rollover the deceased’s remaining pension assets into the pension plans of any specified
beneficiaries (rather than restricting to dependents, with an upper limit on the ages of eligible children).
Giving more flexibility in this area would help build up the pension assets of future generations which
we know are at risk because of the generally low contribution rates into DC pension plans together with
the widespread decline of final salary schemes.
The pay as you go state pension benefit represents a generational transfer of income from workers to
retirees. Allowing residual pension assets to be left to ones heirs provides a transfer of assets in the
other direction. By requiring that these assets be available only to provide pension benefits and still
subject to the Lifetime Allowance ensures that tax advantaged savings are not abused. Assets held
potentially for several decades, with income being reinvested could make a meaningful contribution to
the next generation’s pension needs.

Minimum Income Requirement (Chapter 3)
A.3 What income should be considered ‘secure’ for the purposes of the MIR and whether proposals for
the life annuity income that can be considered for the MIR are practical and appropriate.
Schroder Response:
We appreciate the need for balance as set out in paragraph 2.9 of the consultation but we believe
there should be more flexibility in what constitutes secure income. Your current proposals would
compel many retirees to purchase an annuity to top up their secure income to the MIR before they
could enter flexible drawdown arrangements. The cost of providing ‘guaranteed’ income is very high
from a provider’s perspective, this translates into poor returns for many annuity purchasers. For this
reason, we feel that there should be an option to have non guaranteed income count towards the MIR,
subject to a suitably large buffer and regular reviews to ensure that the MIR is met on an ongoing
basis.
A simple example illustrates how this might work in practice:
Say the minimum requirement is £15,000 p.a. An individual has £7,000 income guaranteed
through a combination of state and occupational pensions. An extra secured income of £8,000
would therefore be required.

Schroder Investment Management Limited
31 Gresham Street, London EC2V 7QA
Tel: 020 7658 6575 Fax: 020 7658 6400
www.schroders.com
Under the proposed approach, an annuity would have to be purchased. For a single male aged
65, securing this £8,000 p.a. through an annuity escalating at 3% p.a. would cost approximately
£165,000.
The UK Equity Income sector, as classified by the IMA, currently has an average yield of 5%, so
to generate the same £8,000 income would require £160,000 investment in an average fund from
that sector. This income is not guaranteed though, so it is appropriate to require a buffer to
protect against fluctuations in future income. Using a margin of say 20% would require a ringfencing of £192,000 to meet the minimum income requirements.
While more expensive than an annuity, income in most scenarios is likely to grow more quickly
than 3% p.a. Over the twenty years to end 2007, dividends on the All Share index grew at a
compound rate of 5.0% p.a. Even if we include the financial crisis, dividends in the 20 years to
end 2009 grew at 2.9% p.a. A further crucial advantage is that the asset is not consumed on
death, but remains available to provide further pension benefits in the future (as described
above).
The administrator of any flexible drawdown approach would need to validate periodically that the
minimum income requirement was being met, with any shortfall being addressed via a transfer from a
retiree’s flexible drawdown pot into the ring fenced secure income pot.
Permissible holdings for this ‘investment’ part of the secure income portfolio should be limited to
UCITS, NURS and Life funds to ensure a reasonable level of diversification. Assets assigned to meet
the MIR should be designated as Locked Away Products (LAPs) not available for any other purpose.
Investments in LAPs should be available for switching into other funds provided that they remain LAPs
and continue to meet the MIR standard. Also there should be a deemed maximum yield (say 7.5%) for
each fund in the investment portfolio to stop funds with potentially very high running yields skewing
decisions towards funds where there could be unduly high risks of capital loss. For the purposes of
calculating the secure income, the income of the investment portfolio would be calculated as the lower
of the actual funds yield, and the deemed maximum yield.
Whilst giving this flexibility does create some extra administration requirements, it offers significant
benefits in that:
• It offers the potential to extend the period of investment into retirement, thereby increasing the
potential for much better returns
• It offers a practical alternative to individuals wanting to avoid the perceived poor value offered
by annuities

A.4 What an appropriate level for the MIR should be and how the MIR should be adjusted for different
ages.
Schroder Response:
We believe it should be set as a proportion of the average wage, subject to periodic reviews. We have
no view on how it should be adjusted for different ages.
A.5 Whether a different MIR should be set for individuals and couples.
Schroder Response:
A higher rate for couples seems intuitively attractive, however it would introduce potentially significant
complexities, from an administration perspective, when both parties have their own pension assets.
For this reason, we would set a rate just for individuals but err on the higher side as to the absolute
level of the MIR.
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A.6 How often the MIR level should be reviewed.
Schroder Response: Every year as with the state pension.
A.7 How to minimise unnecessary burdens for individuals and industry in the assessment of the MIR.
Schroder Response:
DC Fund administrators will need evidence to demonstrate that MIR
requirements are being met. We believe that this can best be served by the submission of annual
statements showing income derived from other eligible sources, state pension, defined benefit
entitlements and annuities. Platforms will no doubt need to charge an annual administration fee to
cover the costs of policing the system.

The UK Annuity Market (Chapter 4)
A.8 Whether other legislative or regulatory barriers remain whose removal would enable industry to
provide consumers with more attractive products without incurring fiscal or avoidance risks.
Schroder Response:
Giving more flexibility to allow non guaranteed income count towards the MIR limit together with the
ability to pass down residual pensions assets to future generations are the two most important areas to
improve your proposed arrangements. In so doing the attractiveness of saving in a pension will be
further enhanced.
A.9 How the industry, Government and advice bodies such as CFEB can work to ensure that
individuals make appropriate choices about what to do with their retirement savings in the absence of
the requirement to purchase an annuity by age 75.
Schroder Response:
General education can help, but we see advice from a professional adviser as being critical for most
people to reach the right decision for their own specific circumstances.
A.10 Whether the proposed reforms have unintended consequences that may affect the market’s
ability to supply annuities at attractive rates or prevent the annuity market being able to meet likely
demand for annuities.
Schroder Response:
We feel that your proposals, together with our suggested changes, should help avoid the dependency
on annuities as the only way to secure income in retirement. This should mean better value for money
for pensioners and the cessation of a somewhat distorted market sustained by the existing
annuitisation rules.

Removing the requirement to annuitise by age 75
Introduction
Scottish Life is the pensions specialist arm of the Royal London Group, the UK's largest mutual life and
pensions company with a multi-award winning income drawdown proposition which currently holds
19.1% of the total income drawdown market and 40.9% of the external unit-linked category 1.
This means we are extremely well placed to provide information and feedback on this market.
We have a reputation for innovation in the market, and are committed to constantly improving our
proposition, both in the individual and group pensions markets. In 2009 this was recognised by Scottish
Financial Enterprise who named us as overall winner in the category of Innovation in customer focus.
As a specialist in this area we very much welcome the government’s proposals to provide more
flexibility and choice to retirees.
Our specific responses are as follows.

Developing a new tax framework for retirement (Chapter 2)
A.1 The level of an appropriate annual drawdown limit for capped drawdown.
We do not believe there is a strong case to change the existing limits applicable to unsecured pensions.
Any change to these limits would result in system changes for providers, particularly if the link to the
GAD tables is removed. This should not be a major factor if consumers were suffering disadvantage,
however we do not believe this is the case and would oppose change for change sake.
Basing the limits on the GAD tables provides consistency with the income range which could be
provided by a conventional annuity. This in turn prevents individuals from withdrawing too much income
and draining their retirement fund, especially in the early years after retirement when individuals are
relatively active.
There may be benefit in reducing the upper limit to 100% of GAD for simplicity however we would
prefer to leave the additional flexibility of 120%.
We would advocate however that the table be extended to provide age-related limits past age 75.
Whilst this does allow much higher withdrawal rates for older lives we believe the argument to treat all
ages consistently is stronger. We would be happy to facilitate more regular reviews for this age group in
order to mitigate the risk of too high withdrawals.
Likewise we believe the GAD tables should be regularly updated to reflect changes in mortality.

A.2 Its intended approach to reforming the pensions tax framework, in line with its commitment
to end the effective requirement to purchase an annuity at age 75.
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We applaud the proposal to allow PCLS to be taken after age 75 and the removal of the frankly heinous
tax of 82% which applied to lump sums paid from Alternatively Secured Pensions in the event of the
member’s death after age 75.
We agree that 55% is a fair deduction for those individuals who have received higher rate tax relief on
their pension savings, however we believe it is disproportionate for those who received only basic rate
relief and a rate of 40% would be more equitable. This would also be consistent with the current rate of
inheritance tax, and would preclude savers moving their money away from pensions in order to avoid
the higher charge.
We are a little surprised that the restriction on contributions after age 75 has not been removed. This
would seem to act against the government’s stated intention to support saving and encourage
individual choice.
In contrast imposing the 55% recovery on uncrystallised funds after age 75 and treating this as a BCE
seems to be a sensible move which strikes a balance between incentivising people to start drawing
their benefits without unfairly penalising those who don’t. The primary purpose of pensions should be to
provide an income in retirement however allowing those who have saved hard some scope to pass on
their money to their heirs is a powerful incentive to keep saving.

Minimum Income Requirement (Chapter 3)
A.3 What income should be considered ‘secure’ for the purposes of the MIR and whether
proposals for the life annuity income that can be considered for the MIR are practical and
appropriate.
We believe the definition of secure income should be any income which is payable for life, which for
most people is likely to mean annuity income, but should also include scheme pensions from DB
arrangements.
A.4 What an appropriate level for the MIR should be and how the MIR should be adjusted for
different ages.
This is a crucial point. If the MIR is set too low then there is a risk that some individuals will spend their
retirement savings too soon and run out of money to support themselves in later years (i.e. they will end
up back on state benefits). If it is set too high relatively few people will be able to take advantage for the
Flexible Drawdown option.
We believe that the first of these risks is the greater and must be avoided at all costs. Some
commentators have suggested that the MIR should be set at the level of state benefits. This would be a
mistake on two counts:
1. State benefits are designed to provide a subsistence level of income. Most pensioners would
require a higher level of income to be considered “comfortable”. The Pensions Policy Institute
suggests an income of at least £280 per week (£14,560 a year) is required to provide an adequate
standard of living in retirement 2, at age 65 however this varies over the course of retirement.
2. It does not take into account potential need for increased income in later life to fund long term care.
The Government estimates that the average 65 year old will need care that costs over £30,000
during their retirement, and that around 20% of today’s 65 year olds will need care costing over
£50,000 during their retirement. Pensioners who enter residential care homes could incur costs at
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around £26,500 per year for care and accommodation during an average stay of 2 years 3. Given the
government’s current concern regarding how these costs will be met it makes no sense not to
ensure pensioners utilise their existing savings.
We would therefore suggest that the MIR must be set well above the level of means tested benefits. A
limit of £25,000 would be just above the average wage and consistent with care home fees.
Whilst this may limit the number of people who can pass the test, the mere possibility of being able to
recover one’s whole pension fund should still be a positive influence on saving for retirement.
The use of age-related factors to calculate the MIR is logical however it would lead to more complexity.
We strongly suggest having a higher single value which could apply to all ages rather than a scale of
different values.
A.5 Whether a different MIR should be set for individuals and couples.
It should be set at individual level. A joint life basis would be extremely complicated to administer.
A.6 How often the MIR level should be reviewed.
We suggest that the level of the MIR is linked to increases in the state pension to avoid the need for
frequent reviews. Based on this premise a review of the limit every 5 years should be sufficient.
A.7 How to minimise unnecessary burdens for individuals and industry in the assessment of the
MIR.
It is essential that the MIR is simple to understand and implement. It seems likely that task of verifying
that the MIR has been met will fall to the Flexible Drawdown provider. This will require the
developments of new systems, for a relatively few number of individuals. If the requirements are too
onerous providers will choose not to offer this option.
We would prefer either self-certification (via the application form) from the individual or some form of
certification from the local tax office/DWP.

The UK annuity market (Chapter 4)
A.8 Whether other legislative or regulatory barriers remain whose removal would enable
industry to provide consumers with more attractive products without incurring fiscal or
avoidance risks.
We would strongly advocate the removal of the restriction on amalgamating separate pension plans
after benefits have been taken. There is currently a condition, under The Registered Pension Schemes
(Transfer of Sums and Assets) Regulations 2006, which prevents the transfer of crystallised pension
funds into another existing pension arrangement. This means the customer needs to maintain separate
policies, usually at a higher cost than if the assets were held within a single plan. This is particularly
onerous because of the structure of some pre A-Day drawdown plans which are designed as a cluster
of separate policies.
If these individuals were allowed to transfer all their existing pension arrangements, both crystallised
and uncrystallised, into a single arrangement it would be easier for them to track the performance of
their plan. Moreover while the saver is likely to benefit from the more favourable charging structure
applicable to larger find sizes, it would have no effect on government revenues.
3
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A.9 How the industry, Government and advice bodies such as CFEB can work to ensure that
individuals make appropriate choices about what to do with their retirement savings in the
absence of the requirement to purchase an annuity by age 75.
More information should be available to individuals at specific stages in their lives. Providers can and
should play their part by ensuring that pre-retirement information is sent out well before the client’s
planned retirement date. The government and advice bodies also need to recognise the value of
financial advice and encourage consumers to use it.
A.10 Whether the proposed reforms have unintended consequences that may affect the
market’s ability to supply annuities at attractive rates or prevent the annuity market being able
to meet likely demand for annuities.
According to ABI figures 99.6% of annuitants purchase their annuity before age 75. The new flexibility
is likely to be attractive to many savers but we believe few will use it in practice. The impact on annuity
providers should therefore be minimal, and certainly less than the effect of Solvency II and falling
interest rates.
If the MIR becomes an ongoing test and is linked in some way to increases in the cost of living there
may be an increase in the demand for index-linked annuities. We therefore suggest the MIR test should
be a one-off event.
Additional comments
In the impact assessment (in paragraph 28) estimates are given on compliance costs. It is our view that
the one-off cost of compliance has been underestimated. We expect the one-off compliance cost to be
somewhere in the region of 10 times these figures.
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Scottish Widows response to HM Treasury consultation document on removing
the requirement to annuitise by age 75
Scottish Widows, which is part of Lloyds Banking Group, welcomes the opportunity to
provide input into this consultation. When combined with the heritage brands of
Clerical Medical and Halifax Life we are the UK’s largest investment, pensions and
savings provider. In particular, we are a leading provider of unsecured pension.
Scottish Widows welcomes the proposals to relax the restrictions on pension income
after age 75. Although annuities offer good value and are the best option for most
consumers, the need to annuitise appears to be a deterrent to pension contributions
for many people. Research for the Scottish Widows UK Pensions Report in 2010
revealed that two out of five (41%) of those who expressed a view would increase the
amount they paid into a pension or their overall savings if there was greater flexibility
in how they could access their pension in retirement.
If you have any questions or would like us to expand on any aspect, please do not
hesitate to contact me.

John Taylor
Market Director, Corporate Pensions and Retirement Income & Planning
Scottish Widows
69 Morrison Street
Edinburgh
EH3 8YF
Telephone 0131 655 3922
e-mail john.taylor@scottishwidows.co.uk

As part of the Lloyds Banking Group, Scottish Widows is proud to be an
Official Provider of the London 2012 Olympic and Paralympic Games

Key points
1. We welcome the proposals to relax the rules on drawing of pension income after
age 75. The current regime is too inflexible, and the narrow income limits and
penal taxes on death make alternatively secured pension unattractive.
2. We do not see the benefits in allowing a pension commencement lump sum to be
drawn after age 75, and there are significant practical drawbacks.
3. We are not in favour of flexible drawdown. It introduces great complexity, will be
very difficult to monitor and will only be available to those with very large pension
funds.
4. We believe that the proposed tax charge on death of 55% is too high, especially
below age 75.
5. We would like to see the current ASP option to leave money to charity on death,
tax-free, retained under the new regime for all drawdown arrangements.
6. We would like more flexibility to be available in income levels from annuities.
7. We believe that April 2011 is too tight a timescale for legislation to be agreed and
for providers to implement it. We suggest implementation in April 2012.
Our detailed response follows the numbering of questions in Annex A.

Developing a new tax framework for retirement (Chapter 2)
A.1 The level of an appropriate annual drawdown limit for capped drawdown.
As a general point, the published ‘GAD’ rate tables should be constructed so that they
can be applied to the drawdown fund without further adjustment. So, for example, if
the maximum is 120% of an annuity rate this would be the factor published, rather
than the annuity rate. This approach would be simpler for providers, advisers and
consumers. It would also, if desired, allow the Government to set principles to be
used in setting the limits, with the Government Actuary making proposals on how the
principles should be implemented and calculating the resulting factors.
Setting an appropriate income limit for capped drawdown involves balancing the
danger of a rapidly reducing income in later retirement against allowing individuals
flexibility in their retirement income. We suggest two possible approaches depending
on where the balance is set:
1. Set the limit at 100% of the amount of level annuity based on the age of the
individual. Drawdown is an option that it invariably sold with financial advice, and
sustainability of income is a key part of the advice process. Advisers should not
recommend high income levels unless clients are able to sustain a reduction in
drawdown income because they have other resources to fall back on. This

approach recognises the income level as principally an advice issue, with
regulatory limits only needed to prevent abuse. Setting the maximum at 100%,
rather than 120%, of the equivalent annuity increases protection against abuse, as
well as being simple and easily understandable.
2. Multiply the age-related annuity rate by a factor depending on the age at the
review. This factor could reflect the likelihood of income having to be substantially
reduced at subsequent reviews if the individual is still alive, which would mean that
it would reduce with age as the effect of ‘mortality drag’ (loss of the cross-subsidy
inherent in annuities) increases. As suggested above, the factor would be
incorporated into the published tables.
Our preference is to retain the simplicity of option 1.
Consideration should also be given to the frequency of income reviews. One
drawback of the current ASP regime is that having yearly reviews of maximum income
makes it inherently unstable and vulnerable to short-term market movements. On the
other hand, five year gaps between reviews make them too infrequent to respond to
longer-term changes. We suggest that triennial reviews throughout retirement would
be appropriate. We do not believe there then needs to be a facility for annual reviews
of maximum income on request, particularly if flexible drawdown is introduced.

A.2 Its intended approach to reforming the pensions tax framework, in line with
its commitment to end the effective requirement to purchase an annuity at age
75.
As a general principle, we are happy that pension income should continue to be taxed
at income tax rates.
We believe that applying a 55% tax charge is unduly penal, especially before age 75.
It does not seem fair that where pension is uncrystallised there is no tax charge at all,
while if the pension commencement lump sum has been taken, but perhaps no
income, the rate jumps to 55%.
There should also be an appropriate balance between the rate of tax payable on
death benefits and the rate payable on lifetime income. If there is not, consumers
have an incentive to reduce the fund value as quickly as possible, which increases the
danger of inadequate income in later life. Again, we suggest two possible options:
1. A flat-rate tax on death, perhaps at 40% which is both consistent with the rate of
inheritance tax and the highest rate of tax relief most consumers will have received
on contributions.
2. A 35% tax charge on death before age 75, and 55% after that. As well as
reducing the differential with uncrystallised arrangements, this reflects that basic
rate taxpayers will often invest in drawdown at younger ages, especially if they
draw the pension commencement lump sum but no income initially, whereas at
older ages drawdown is much more likely to be appropriate for higher-rate
taxpayers.

Our preference is the simplicity of option 1.
A welcome innovation to pensions legislation with ASP was the ability to leave funds
remaining on death to charity, tax-free. We suggest that consideration should be
given to allowing this facility for all funds in drawdown, regardless of age.
We are not in favour of allowing the pension commencement lump sum to be drawn
after age 75, except for the existing 12 month window for payment after entitlement
arises. There are a number of reasons for this:
-

It is much simpler if the lifetime allowance test coincides with crystallisation,
which implies a maximum age of 75.

-

It is difficult to see any consumer benefit in deferring, especially if a 55% tax on
death is applied. If the lump sum has been taken the maximum tax liability is
40% inheritance tax.

-

We believe that having a cut-off point at age 75 is a useful constraint in
encouraging individuals to draw retirement benefits, including giving the ability
to start payments to those who refuse to respond to our communications.

-

From an administrative viewpoint, it will be much more complicated to make
changes if the PCLS can be taken after age 75. It will mean making significant
changes to processing for pre-retirement contracts as well as for drawdown
ones. The cost of this will be substantial.

Similar considerations apply to trivial commutation lump sums, with the added
issue that those eligible for them generally need the money anyway. We would
like the age 75 limit to apply for all lifetime lump sum payments.
Finally, we believe it is dangerous to rush in the changes, especially because an
April 2011 introduction would mean that legislation would not be finalised until
around three months after implementation. It would also be extremely challenging
for providers to change systems by April, especially to cater for flexible drawdown.
We suggest implementation in April 2012 with the current provisions allowing
unsecured pension to continue to age 77 applying until then.

Minimum Income Requirement (Chapter 3)
We do not support the introduction of flexible drawdown. It introduces a great
deal of complexity, will be extremely difficult to monitor and will only benefit the
better-off. It also goes against the principle that pension savings are designed
to provide retirement income and introduces dangers of abuse, including
through short-term investment by higher-rate taxpayers. This could require
subsequent anti-avoidance measures. In addition, a substantial proportion of
provider revenue coming from long-term investment in large pension
arrangements, and if these were largely withdrawn it could affect charges for
lower-value plans. Finally, developing flexible drawdown for April 2011 will be
extremely challenging for providers.
.

With these reservations, we answer the following questions on the assumption
that flexible drawdown will go ahead.
A.3 What income should be considered ‘secure’ for the purposes of the MIR and
whether proposals for the life annuity income that can be considered for the
MIR are practical and appropriate.
Given that the majority of annuities bought are level in payment and the individual may
already have purchased one before choosing flexible drawdown, we believe it should
be possible for a level annuity to count towards secure income. This would need to be
at a higher level than if there was escalation built in. We suggest that the Government
could produce tables of equivalent income levels required for different escalation
bases. This would also allow distinction to be made between LPI annuities and ones
guaranteeing RPI or CPI increases.

A.4 What an appropriate level for the MIR should be and how the MIR should be
adjusted for different ages.
We believe that the MIR needs to be set high, especially because there is uncertainty
about how means-tested benefits will apply in the future and because there is an
inflation risk if an LPI or fixed-rate escalation annuity is used. Even with a fully priceindexed annuity there is a risk if means-tested guarantees continue to rise in line with
average earnings.
As a rough guide, the benchmark might be around £300 a week for individuals, which
is well clear of current means-testing, but with higher levels where inflation-proofing is
not guaranteed. This might mean that a 65 year old male with full basic state pension
would need to have secured income using a fund value of around £250,000 before
flexible drawdown would be possible.
While we recognise that the risks are higher at younger ages, for simplicity we would
prefer MIR to be the same at all ages. There might need to be some extra weighting
built in to allow for the risk.

A.5 Whether a different MIR should be set for individuals and couples.
On balance, we would favour this, but giving couples the option to be treated as
individuals if they chose to.

A.6 How often the MIR level should be reviewed.
We suggest that the MIR level should increase automatically in line with average
earnings.

A.7 How to minimise unnecessary burdens for individuals and industry in the
assessment of the MIR.
We believe that MIR should be evidenced through self-certification, with no
requirement for the pensions industry to police it. If it turns out that false information
was deliberately provided, it should be possible for any claim for means-tested
benefits to be adjusted, perhaps through the deliberate deprivation rules.

The UK annuity market (Chapter 4)
A.8 Whether other legislative or regulatory barriers remain whose removal
would enable industry to provide consumers with more attractive products
without incurring fiscal or avoidance risks.
We would like to see more scope for flexibility in annuity payments. For example:
-

Annuities that start at a higher level and reduce at state pension age. This
would help those who are made redundant late in their careers and need
additional income to tide them over until SPA.

-

Annuities that increased at a set age, such as 85, or when long-term care is
needed. This would reflect the need many people have for increased income
as their health deteriorates.

-

Annuities where consumers can choose to take a reduced income in certain
years and ‘reinvest’ the balanced to increase their income in future years.

This would require changes to the circumstances in which a lifetime annuity can
decrease, as laid out in The Registered Pension Schemes (Prescribed Manner of
Determining Amount of Annuities) Regulations 2006 (SI 2006/568).
A.9 How the industry, Government and advice bodies such as CFEB can work to
ensure that individuals make appropriate choices about what to do with their
retirement savings in the absence of the requirement to purchase an annuity by
age 75.
The pensions industry has put considerable effort in recent years into ensuring that
consumers are aware of the options available to them at retirement, including the
open market option. ABI research has shown that a sizeable majority do consider
these options, although many then choose to remain with their existing provider. It is
also much easier for consumers to exercise the open market option following the
introduction of the ABI’s Options initiative.
With drawdown available beyond 75, there will be an increasing need to reinforce the
benefits of annuities, including explanations of how they deliver value for money and
the cross subsidy involved. The industry can work with CFEB and others on this.
There will also be implications for ‘lifestyle’ investment strategies, with appropriate
communications needed for customers.

As a result of the proposed changes, FSA COB rules for income drawdown and the
basis for critical yield calculations will also need to be reviewed.

A.10 Whether the proposed reforms have unintended consequences that may
affect the market’s ability to supply annuities at attractive rates or prevent the
annuity market being able to meet likely demand for annuities.
In general, increased use of drawdown is likely to make ‘standard’ annuity rates more
expensive because those in poor health are more likely to choose drawdown.
However, the rise in annuities with ill-health enhancements was already having this
effect, so the additional impact may be relatively small. In general, increased usage of
drawdown should improve the industry’s ability to provide suitable annuities where
they are the appropriate option.

Age 75 Consultation
Pensions & Pensioners Team, HM Treasury
Room 2/SE, 1 Horse Guards Road
London
SW1A 2HQ
10th September 2010

To whom it may concern,
Re: Age 75 Consultation
I write on behalf of SHIP Equity Release following HM Treasury’s invitation to submit evidence
on its proposals to remove the requirement for pensioners to annuitise by age 75.
SHIP is the UK trade association for responsible providers of equity release products. Launched
in 1991, SHIP is dedicated to upholding a strict code of conduct for its members that is designed
to protect consumers and ensure safe, regulated growth of the industry. SHIP now represents
around 90% of the UK equity release market.
Equity release products are being increasingly used as an option to fund retirement and
supplement pension savings. As the UK trade association for this sector of the retirement
market, SHIP welcomes the Government’s intention to engage with interested parties to reinvigorate pension saving and we wish to comment on the impact that these specific proposals
will have on the broader retirement funding sector.
In particular, SHIP wishes to comment on the steps that Government and industry can take to
support sustainable mechanisms for retirement funding.
5) What steps can the Government and industry take to ensure that individuals make
appropriate choices about what to do with their retirement savings in the absence
of the requirement to purchase an annuity by age 75?
SHIP welcomes the Government’s decision to remove the requirement to annuitise by age 75
and strongly agrees with the principles of giving individuals greater flexibility to choose
retirement options that are best for them providing that the individual meets the yet to be defined
MIR and therefore will not exhaust retirement savings and return to relying solely on the state.
Recent research conducted by Age UK has found that pensioners are not using one option to
finance retirement, but a funding portfolio including private pensions, savings, investments and

equity release. 1 Against the backdrop of severe challenges to state finances and restrictions to
both public and private sector pension schemes, SHIP also recognises the need to limit the
burden on the state and the needs for individuals to use their assets as effectively as possible.
Housing statistics from the Department for Communities and Local Government reveal that
more than two thirds of over 65s are homeowners without a mortgage, dependent on low to
modest incomes. 2 As a greater proportion of wealth is now held in residential property assets,
equity release is becoming an ever more viable and sustainable option that can be realised
alongside other funding arrangements for a greater range of people in retirement.
By giving investors more freedom to choose how they secure funding for retirement will
inevitably lead to an even more complex and confusing financial retirement landscape. SHIP
therefore welcomes the initiative to simplify the annuities scheme to make it less restrictive, thus
ensuring that individuals have access to a wider range of retirement planning and will have
greater choice over how they can plan for retirement.
SHIP believes that transparency and simplicity must be a fundamental principle of any revised
tax relief regime so as not to engender mistrust in people of the benefits of saving or in their
pension schemes. Confidence and trust is paramount to encourage regular saving throughout
employment, which in turn should be the bedrock of all retirement planning.
Independent research commissioned by SHIP has found that 70% of people would like the
Government to do more to educate them about retirement financial planning. Consequently,
SHIP believes that Government should take a lead in providing transparent and unbiased
advice on the widest range of opinions available to those planning for retirement. Government
and industry should work together to encourage individuals to take advice from regulated
advisors that specialise in at/post retirement planning.
SHIP would also urge Government to work together with business and the financial sector to
ensure that consumers trust their pension plans and encourage regular saving. SHIP believes
that a key facet of this work can be achieved by Government taking steps to counter low
awareness and understanding of the benefits, potential risks and subsequent safeguards of the
full range of retirement funding products, including equity release.
SHIP has already begun to analyse how equity release and state benefits interact and the level
of understanding amongst consumers and I would like to draw your attention to the working
group, chaired by Baroness Hollis that will include market providers, advisors and consumer
organisations to analyse the implications of equity release on people’s eligibility to state benefits
and ensure they are receiving correct information to enable them to make informed decisions.
1

Overton, Louise (University of Birmingham for Age UK: 2010), Housing and Finance in Later Life: A
study of UK equity release customers, p.4
2

Department for Communities and Local Government (2008), Housing in England 2006/07

Collaborative working and industry-government interaction will be increasingly important as the
current working generation approach retirement. If current trends continue, there will be
increasing pressure on individuals to save for retirement independently and make use of their
assets. It is therefore paramount for pensions policy to allow people to build a broad retirement
portfolio without financial penalty.
Yours faithfully,
Andrea Rozario
Director General, SHIP Equity Release
For further information please contact:
Andrea Rozario
SHIP Equity Release
222 Southbank House
Black Prince Road
London
SE1 7SJ
Tel: 0207 089 2607
Email:emma.carr@whitehouseconsulting.co.uk

Response to Consultation Documents
- Restriction of Pension Tax Relief
- Removing the requirement to annuitise by age 75
Introduction to Skandia
Skandia in the UK is a leader in the new model of long-term investments, offering
flexible and tax efficient solutions that enable intelligent investment choice and serve
the lifetime needs of its customers. Launched in 1979, Skandia UK has grown to
become the top UK fund platform provider by funds under management - £29.2
billion as at 30.06.2010. A significant amount of these funds are represented by
pension assets. In particular £3.5 billion of funds are held on behalf of 15,000 clients
who are drawing income from their pension assets.
Skandia’s products are solely distributed through the advice channel as it believes that
financial advisers are best placed to lead the way on the journey from traditional
products towards investment solutions.
Skandia response to the consultation documents
The Government have published two consultation documents which in their current form
could lead to an increase in complexity in the pension tax regime. As the pension savings
regime becomes more complex the more difficult it becomes to get consumers engaged with
pension savings. This is particularly important when considering the reduction of the annual
allowance to £40,000 as this will impact on many more individuals than the alternative
Higher Rate Tax Relief Charge, particularly among the self employed.
Skandia believes that the Government have a choice. They can either achieve their policy
aims with minimum impact on the existing regime, or use their policy objectives to deliver a
much more simplified regime which should deliver more consumer engagement.
The minimal impact solution would•

retain the Higher Rate Tax Relief Charge,

•

Capped Income to reflect the existing Unsecured Pension Scheme rules,

•

GAD tables for USP to be extended until age 85, where they would become constant

•

Flexible income to be subject to a minimum residual Capped Income Fund, instead
of introducing complexities through having a Minimum Income Requirement

We believe however that the Government is opening the door to a radical simplification of the
pension tax system that could create a win, win, win, win situation.
•

The Government will win because it will deliver the reduction in tax relief provided
by pension savings.

•
•
•

HMRC will win because there will be less complexity making control of the system
less onerous, and less contact from tax payers and advisors for clarification,
Pension providers will win as a result of being able to reduce administration and the
abolition of many complicated rules that lead to errors and reworks,
The Pension Saver will win because they will be able to better understand the system
and the options available to them that may then encourage them to save more for their
retirement providing less long term reliance on the State.

The main points of such a regime would be•

Annual Allowance of £40,000

•

No Lifetime Allowance

•

Flexible retirement options

•

Maximum tax free cash capped at 25% of £1.8m

We set out in the Appendix the detail of how we see such a regime operating.
Skandia would urge the Government to go for the radical approach we detail. However if
there is no appetite for this approach at this time, we would strongly recommend that the
Government does no more than make the minimal changes we have described above.
Whatever route the Government takes, Skandia has serious concerns about the timing of the
requirement to annuitise changes. The measures contained in Finance Act (No 2) 2010 are
durable until June 2012. Even minimal proposed changes require extensive literature and
system revisions that will have to be in place before the effective date. Providers will have
great difficulty in complying with these requirements from April 2011, when in August 2010
they have next to no detail of what the changes will be. We therefore strongly recommend
that these changes are not introduced until April 2012.
Skandia
August 2010

Detailed Response to Questions raised in the Restriction of pensions
tax relief discussion document.
We believe the alternatives suggested in the discussion document are more complicated than
the introduction of the Higher Rate Tax Relief Charge. We therefore would recommend not
introducing the alternatives suggested unless they are part of a simplification process that
would include the abolition of the Lifetime Allowance. Our responses below should be read
with that in mind.
Q. The Government would remove the exemptions from the Annual Allowance test in
the year benefits come into payment. We welcome views on any other changes that
might be necessary to ensure the Annual Allowance operates effectively and to address
the risk of avoidance that could lead to further significant and potentially adverse
changes to the regulatory regime
Removing the exemption for the Annual Allowance test in the year benefits are taken is key
to ensuring a reduced Annual Allowance functions effectively. Our views on the other
exemptions from the Annual Allowance are provided in reply to the relevant question below.
For the Annual Allowance to function effectively there must be a method of exempting, to
some degree, those unfortunate hard cases caused by one-off spikes in pension accrual. A
‘spike valve’ is required that enables individuals to utilise unused annual allowance in the
three previous tax years to alleviate any excess charge that would ordinarily apply. This
would avoid having to consider complex methods of Defined Benefit scheme design that seek
to smooth or cap accrual for scheme members, and would provide a consistent approach for
Defined Benefit and Defined Contribution pension schemes.
We agree that there will need to be rules enabling individuals to transition to a reduced
Annual Allowance where they may have already exceeded it by virtue of an input period that
began in 2010 -11 tax year ending in 2011-2012.
Q. By only taking newly accrued amount of annual pension in a Defined Benefit pension
into account, the use of flat rate factors potentially creates an opportunity for Defined
Benefit pensions to be used to grant additional pension value without this counting
toward the Annual Allowance test. We welcome views for limiting this, including the
option of requiring a CETV calculation, age related factors, in specific circumstances to
capture the value of certain pension enhancements
It is important that past service is included for the purpose of assessing Defined Benefit
pensions against a reduced Annual Allowance, otherwise the full value of Defined Benefit
accrual would be understated and create a disparity between Defined Benefit and Defined
Contribution schemes.
We agree that a flat rate factor is the simplest and most cost effective method to administer
and straight forward to understand.
Q. We welcome views on whether exemptions from the Annual Allowance limit should
be granted in particular cases including the cases of death, serious ill health,
redundancy, ill health, transfers and divorce
We agree that there should be an exemption from the Annual Allowance test where a member
draws a serious ill-health lump sum, and in the event of death.

We do not believe that significant abuse would result from exempting the Annual Allowance
test where benefits are taken early on the grounds of ill-health. However, we cannot see why
there should be an exemption from the Annual Allowance in cases of redundancy, transfers or
divorce. We would urge the Government to resist creating complexity through creating partial
exemptions for these latter cases.
Q. We welcome views on the appropriate level of the Lifetime Allowance, other issues
associated with its operation in the context of a reduced Annual Allowance, and on the
trade-off between these and the level of the Annual Allowance
We are concerned with the Government proposal to reduce the Lifetime Allowance. We
believe such a proposal will increase complexity as a further level of transitional protection
would be introduced for those with pension saving above a reduced Lifetime Allowance.
A reduced Annual Allowance takes on the role of limiting the tax relieved funds that can
accrue under a registered pension scheme, so that the Lifetime Allowance ceases to have the
relevance it once had. We therefore feel that the natural consequence of a reduced Annual
Allowance is that the Lifetime Allowance should be abolished. This would simplify
administration, and remove a complexity that for the majority of individuals has little or no
bearing. We provide detail on how the regime could operate without a Lifetime Allowance in
the Appendix.
Q. We welcome views on the merits of capping relief at 40% as an additional means of
restricting pensions tax relief and the trade-off between this and the level of the Annual
Allowance
We agree tax relief on pension contributions under the Annual Allowance should be capped at
40% rather than at the individual’s marginal rate. This comment is made on the assumption
that the Government is minded to remove the 50% rate of tax once economic conditions
improve. It would not be justifiable to provide 50% tax relief on benefits in payment could
only be subject to a highest rate of tax of 40%.
Q. We welcome views and evidence on the benefits and burdens associated with aligning
the pension input period to the tax year
We believe the argument for moving the pension input period in line with the tax year has
merit and in so doing negates the need to refer to pension input periods.
Currently, a scheme with multiple arrangements can have multiple input periods. The system
is complicated to understand for the individual, creates additional administration for Defined
Contribution scheme administrators and difficult for the Revenue to monitor effectively. A
reduced Annual Allowance will mean that more people will have to assess whether they have
exceeded the Annual Allowance with multiple reference points to consider. Such complexity
is unworkable in practice. A combination of a pension input period aligned to the tax year
with a ‘spike valve’ as described Q1 above is a solution to this issue.
Q. We welcome views on the appropriate reporting requirements on pension schemes to
provide statements of the total pension input amount over the pension input period
We do not believe there is an issue for Defined Contribution schemes as members will be
reasonably aware of the contributions that have been paid into the scheme (the current annual
disclosure statement, required by regulations, provides details of the contributions paid during
the previous 12 months).

However, there is a greater argument for Defined Benefit schemes to provide a pension input
statement for all active members after the end of a tax year because it will not be immediately
obvious to an individual what their pension input is in respect of the scheme.

Detailed Response to Questions raised in the Removing the
requirement to annuitise by age 75 Consultation Document

Removal of the effective need to purchase an annuity at age 75
We welcome the proposals to remove the current rules that effectively require individuals to
purchase an annuity at age 75. We would urge the Government to go further and introduce
further simplifications to the income drawdown regime. This could be achieved if the
Lifetime Allowance was abolished. We set out full details of our proposals in the Appendix.
Our responses below should be read with that in mind.
A. The level of an appropriate annual drawdown limit for capped drawdown
If the Government is not minded to simplify the tax regime, Capped Income should be
determined by the existing USP rules with GAD tables extended out to age 85.
However, we would strongly urge the Government to simplify the regime. If they are
prepared to go down this route much simpler rules could be adopted.
Income drawdown has evolved as an annuity substitute. To reflect annuities maximum
income determined by reference to long-term gilt yields. We believe that this should not be
the case. Unlike annuities, drawdown funds tend to have a small proportion invested in such
assets. Drawdown income limits are also of short-term relevance, accurate at the point of
calculation but effectively out of date within a month if gilt yields change.
Drawdown should be considered as a completely separate product to a lifetime annuity and its
maximum income calculated to ensure funds are not eroded prematurely. It would be more
appropriate and simple if there was one consistent table, which determined capped income,
calculated on the basis that the drawdown fund increases at a prescribed rate (for example 5%
per annum) and income had to be sustained over the expected lifetime of the individual, using
standard mortality tables. At older ages where life expectancy is less than 5 years the
expected lifetime should always be 5 years. We believe an assumed rate of 5% p.a. growth of
the drawdown fund will produce an income equivalent to the existing 120% drawdown
calculation with a Gilt Yield of 4.5%.
Capped income would be reviewed annually and the mortality assumption in the standard
table should be reviewed every five years.
As a matter of interest, our experience of approximately 15,000 people with unsecured
pension funds is that roughly one-third draw no income, one-third draw maximum income
with the balance drawing somewhere in between. The one third who are drawing maximum
income include a large number who are in the process of phasing their income and have only
crystallised sufficient funds to provide their immediate annuity income. To us this indicates
that most individuals who enter income drawdown manage their funds and income
responsibly.

A. What income should be considered ‘secure’ for the purposes of the MIR and whether
proposals for the life annuity income that can be considered for the MIR are practical
and appropriate
We do not believe MIR is the correct route to follow, please refer to our proposals in the
Appendix.
However if the Government is minded to go down this route, we agree that secure income
should include lifetime annuities and scheme pensions. There are instances where such
pensions can fall in value and these may not be able to meet the ‘secure income’ requirement.
For example, we anticipate that investment linked lifetime annuities would not meet the
secure income requirement. Similarly, a scheme pension under a small money purchase
scheme, is not that much different to income drawdown, i.e. poor investment performance
could lead to a reduction in the pension being paid.
A. What an appropriate level for the MIR should be and how the MIR should be
adjusted for different ages
The benefits system is complex so that defining a specific level of MIR to meet the policy aim
is extremely difficult. Consequently, we believe that instead of having complex rules to
determine MIR there should be a minimum residual fund set in regulation and reviewed from
time to time. This would limit flexible income so that the individual would always have a
residual pension fund to provide pension benefits. A residual fund of £150,000 should be able
to provide an income that when added to the state pension entitlement should be sufficient to
avoid dependency on the state. .
A. Whether a different MIR should be set for individuals and couples
We believe the MIR should not differentiate between couples and individuals. It would add
complexity and inflexibility where income requirements change following death or divorce
that could not be reflected as securing a guaranteed income is a one-off event. However, these
complications are avoided if the residual fund approach is taken.
A. How often the MIR level should be reviewed
Assessment of the MIR (or a minimum residual fund amount) should not create an
unnecessary burden on individuals or Administrators. Consequently, reviews should not take
place more frequently than every 5 years.
A. How minimise unnecessary burdens for individuals and industry in the assessment of
the MIR
If the Government does go down the route of MIR, the annuity market can play an important
role in designing products to meet the MIR. Consideration should be given to allowing a
lifetime annuity to be reduced by the equivalent of the State Pension once it comes into
payment. This would reduce the cost of securing the annuity at outset enabling more
individuals to benefit from the flexible drawdown option, without increasing the burden on
the State.
Individuals should be able to self-certify that they meet the MIR with the drawdown provider.
Any flexible drawdown taken could be a reportable event, to help HMRC monitoring.

MIR also needs to be considered in the context of a QROPS. Where an individual is subject to
the member payment provisions, a QROPS wanting to provide flexible income would have to
assess whether the member met the MIR. This may be an irrelevance for an individual who is
resident in another country and unlikely to become a burden on the UK. This creates a moral
dilemma. However a QROPS should reflect UK legislation and if a minimum requirement
does not apply people will transfer to QROPS and then drain their funds using Flexible
Income. We believe a minimum residual fund requirement would avoid such issues.

APPENDIX
A Simplified Pensions Tax Regime
Our Proposals are as followsAnnual allowance
The Annual Allowance should be £40,000 indexed linked to the increases in Average Weekly
Earnings.
Defined Benefit accrual should be valued using a flat rate that reflects the full actuarial value
of Defined Benefit Accrual. On this basis separate cash accrual in a Defined Benefit scheme
should be discounted at an equivalent rate.
Where a low annual allowance applies there is a danger that members of Defined Benefit
Schemes who have additional Defined Contribution regular savings could accidentally incur
an annual allowance charge. Similarly many with highly fluctuating earnings may be unable
to determine what they can put aside as pension savings until long after the tax year end and
will be unable to maximise savings, or will overestimate their earnings and create unintended
excess contributions.
Therefore it should be possible to utilise any unused annual allowance from the previous 3 tax
years to avoid spikes.
We have no objections to input periods being aligned with tax years, provided unused annual
allowance can be carried forward as we have described.
Lifetime Allowance and Tax Free Cash
A notional Lifetime Allowance of £1.8m should be retained. However, only tax free cash
should be measured against the Lifetime Allowance. The lifetime allowance charge should
be abolished except where primary protection limits as described below, have been breached.
By restricting tax free cash to 25% of the notional Lifetime Allowance the advantages of
funding beyond that amount are greatly reduced. This would lead to a behavioural change that
would remove any incentive to create funds above the Lifetime Allowance. We believe that
this is a far more efficient way of achieving the same aim.
The above proposals will lead to some transitional issues, seeing that there is no need to track
Tax Free Cash paid at benefit crystallisations except where the member has Primary
Protection.
To overcome this we would suggest the following transitional arrangements.
Primary Protection with Cash Rights at A Day over £375,000 – No change would be required
as the notional Lifetime Allowance would apply.
Enhanced Protection with cash rights at A day over £375,000 – No change would be required
as tax free cash is a percentage of the crystallised value in these situations.

Scheme Specific Tax Free Cash protection – The protected amount at A Day should be
increased by 20% (increase in Lifetime Allowance since 2006) until the date these reforms
are introduced. Thereafter the amount should increase by Average Weekly Earnings. The
same increases should apply to the value of the member’s rights at A Day. 25% of any excess
crystallisation value should also be able to be taken as tax free cash. However this is subject
to a restriction of 25% of (£1.5m less value of member’s rights at A Day) increased as above.
Individuals who have partially crystallised their benefits – Pensions in payment will be
multiplied by 25 times their current amount at the first crystallisation event after introduction
of these reforms. 25% of that amount will be deemed to be the tax free cash taken to date and
carried forward to future crystallisations.
Other transitional issues
Primary protection – No change will be required as a result of the abolition of the Lifetime
Allowance Test. Existing rules can continue using the notional Lifetime Allowance of £1.8m
Enhanced Protection – again no changes would be made to the existing rules.
Block transfer restrictions - we believe these are an unnecessary complexity and act as a
barrier to consolidation of small pension funds.
The pull of protected tax free cash sums which is easily understood by members acts as a
counter balance to being able to be able to take best advantage of the annuity market by
consolidating funds in one place which is not well understood by the average pension scheme
member. Individuals should be able to consolidate under the one scheme all their protected
tax free cash sums. That scheme would then apply the aggregate of the calculations above,
when determining the tax free cash sum available to the member.
Protected Retirement Ages should in our opinion be phased out. If effect has not been given
to a protected retirement age by 2020 then the right will be lost. For those with a protected
right to retire at 50 the only individual affected by our proposal would be those aged under 36
in 2006. This would be a very small segment of the overall pension market and would largely
be professional sportspersons and those in similar occupations who would have already taken
advantage of crystallising benefits at their protected pension age well before 2020. Phasing
out of the protected pension age will also remove the ability to augment those funds from
contributions or transfers of normal scheme benefits and access the benefits before age 55
using the protected pension age legislation.
Until 2020, block transfer rules should remain in respect of protected retirement ages.
Higher Rate Tax Relief
Higher rate tax relief should be restricted to 40%. Government has an objective to remove the
50% tax band when economic conditions improve. Therefore, it is unlikely that 50% tax will
be paid on the emerging benefits.
Crystallised Benefits
Our proposals above concerning the Lifetime Allowance would mean that all BCE Tests
would be removed from the system except BCE 1, taking tax free cash. This would facilitate
being able to take tax free cash beyond age 75.

All rules specific to age 75 could therefore be removed from the regime, other than that being
the age at which pension inputs must cease.
Income drawdown has been designed as an annuity substitute, which it is not. Annuity
principles do not apply to drawing income from a portfolio of assets. Therefore the rules
should reflect the product it is and not the product it is an alternative to.
The limit on Capped Income should be fixed at a level that income should be drawn at a level
amount over the expected life expectancy of someone the same sex of that age. It would be a
great simplification for all concerned if a standard table was produced showing by age the
permitted percentage of fund that could be drawn as capped income. We would suggest that
assumed rate of interest to be 5% per annum..
Reference to returns on 15 year gilts are not relevant to the product. Those who choose
income drawdown, do so, in the main because they believe a portfolio of assets including
equities will over time produce a higher income stream than conventional annuities.
Simplification on this basis would enable many rules that require the tracking of money at
arrangement level to be removed from the regime. This would enable more efficient
consolidation of drawdown funds, particularly where clients have USP contracts with many
providers that reflect their arrangement structures and are a mixture of pre and post A day
crystallisations.
Flexible drawdown is a welcome proposal. It enables those with income drawdown to meet
unexpected demands for capital during retirement. A simple method of protecting the state is
required.
Flexible income must be accompanied by protections to the state. We believe the MIR
proposals are over complicated when trying to meet this aim. It would be far more
straightforward to insist that a residual fund of £150,000 remains in the drawdown fund after
the payment of a Flexible Income amount. This should provide a capped income amount, that
when added to the state pensions should be sufficient to provide income for the individual to
avoid state dependency.
Death Benefits
We agree with the single tax charge on all crystallised benefits at around 55%. This would
create a behaviour whereby individuals do not take benefits just because they are available,
but when they are required. This could encourage people to work longer and retire with larger
retirement income.
However coupled with our proposals for the effective removal of the Lifetime Allowance an
anomaly will be created. Where a member has a scheme pension any lump sum payment
connected to that scheme pension is currently treated as a defined benefit lump sum death
benefit, (unless the member has elected for it to be treated as a pension protection lump sum
death benefit).
We believe that all defined benefit lump sum death benefits where the amount is determined
by reference to an amount of scheme pension being paid should be treated as pension
protection lump sum death benefits.
Also any Defined Benefit Lump Sum Death benefits paid on death after age 75 should be
taxed at the same rate as death benefits from crystallised benefits.

We appreciate that the Government could be concerned that excessive sums could be paid on
death from uncrystallised benefits. We do not believe this is a great risk as such benefits have
to be employer funded and usually insured. Market constraints will therefore apply. However
if this is a great concern a tax charge could apply to any amount of uncrystallised benefits
paid on death in excess of £1.8bn.
Tax relief
The above measures will achieve the Governments aim to restrict the cost of pensions tax
relief. The need to do this is temporary as a result of the position of the country’s finances.
We would urge the government to commit to reverse these savings as financial conditions
improve.
We believe that the need to encourage individuals to save for their retirement is essential for
the long term future of the country. We feel that the best way to do this is to provide more
than basic rate tax relief on pension contributions paid by the lower paid. This could be done
by increasing the rate of tax relief on contribution above the basic rate, or by reducing the
National Insurance Rate in respect of pension contributions paid. This may support other
pension reforms being introduced.

Email: age75@hmtreasury.gsi.gov.uk
Age 75 Consultation
Pensions and Pensioners Team
Room 2/SE
HM Treasury
1 Horse Guards Road
London SW1A 2HQ
th

September 9 2010

Our Ref: JM/JB/4.22

Dear Sir or Madam,
TREASURY CONSULTATION: REMOVING THE REQUIREMENT TO ANNUITISE BY AGE 75:
COMMENTS BY SPC
We welcome the opportunity to contribute to the above consultation.
INTRODUCTION TO SPC
SPC is the representative body for a wide range of providers of advice and services to work-based
pension schemes and to their sponsors. SPC’s Members’ profile is a key strength and includes
accounting firms, solicitors, insurance companies, investment houses, investment performance
measurers, consultants and actuaries, independent trustees and external pension administrators.
SPC is the only body to focus on the whole range of pension related services across the private
pensions sector, and through such a wide spread of providers of advice and services. We do not
represent any particular type of provision or any one interest - body or group.
Many thousands of individuals and pension funds use the services of one or more of SPC’s Members,
including the overwhelming majority of the 500 largest UK pension funds. SPC’s growing
membership collectively employs some 15,000 people providing pension-related advice and services.
This consultation document has been considered by SPC’s, Actuarial, Administration, Legislation and
Money Purchase Committees, which comprise representatives of actuaries and consultants, pension
administrators, pension lawyers and product providers.
RESPONSES TO THE CONSULTATION QUESTIONS
Paragraph 2.17: The Government welcomes views on the level of an appropriate annual
drawdown limit for capped drawdown.
We see no strong reason to depart from the current annual USP limit.
Paragraph 2.25: The Government welcomes views on its intended approach to reforming the
pensions tax framework, in line with its commitment to end the effective requirement to
purchase an annuity by age 75.
1. The intention to continue to use age 75 as the point at which the lifetime allowance is tested is
appropriate, but changes to the rules would be needed. For example, where funds exceeding the
lifetime allowance are taken as income rather than as a lump sum, the lifetime allowance charge
can be paid by the scheme administrator on funds at a rate of 25%, with the member being
subject to income tax on the income.
The Society of Pension Consultants
A company limited by guarantee. Registered in England and Wales No. 3095982
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Age 75 Consultation
Page 2

If there is no requirement to take an income at age 75, or indeed at any age, it will need to be
clarified how the lifetime allowance charge will be paid on the excess crystallised funds.
2. There would appear to be little purpose in retaining the age 75 limit for tax relief on contributions.
The relief would be capped at £3,600, unless the individual is in employment. We recognise the
trend to work beyond the state pension age, but very few people will be in employment at age 75,
so we would not expect the costs of tax relief to be high.
3. We agree with the suggestion to remove the age 75 limit for pension commencement lump sums,
trivial commutation lump sums and value protection lump sums.
4. The aim of a tax charge on death is to recoup the tax relief granted, since it will not produce an
income on which tax would have been levied. The concept of the MIR seems to indicate that the
government is less concerned at income taking the form of a lifetime stream. This would point to
a lower tax rate on death, which more closely reflects the tax relief received and takes account of
the opportunity, which is nearly always taken, to have a tax free lump sum. The tax relief given
on contributions to a fund will not all have been at the higher rate during the accumulation stage,
but, even using 40% and reflecting a tax free lump sum, a rate less than 55% would be indicated.
Taking HMRC’s indication from their published statistics of average tax relief of 30%, the rate
should be 40% (i.e. 30 over 75). This focuses only on the relief on contributions, but the relief
within a fund is not unique to pensions, since an individual can get the same relief in other ways,
for example in an ISA.
A higher rate on death than on withdrawals encourages funds to be drawn, which might not prove
to be in the interests of individuals or, indeed, the State.
Paragraph 3.9: The Government welcomes views on what income should be considered
“secure” for the purposes of the MIR and on whether proposals for the life annuity income
which can be considered for the MIR are practical and appropriate.
We suggest that any income, which is secured for life, should count towards the MIR.
We are not clear why an annuity should invariably need to build in annual increases for it to qualify. It
should be possible to set the MIR in terms of a level of escalating pensions or a higher level of overall
pensions. That is, if the overall pension payments (escalating and non-escalating) are sufficiently
high, flexible drawdown should be permitted.
Paragraph 3.15: The Government welcomes views on what an appropriate level for the MIR
should be and how the MIR should be adjusted for different ages.
SPC does not have a view on the appropriate level for the minimum income requirement.
We accept that there may be greater uncertainty at younger ages as to future needs over the
remaining lifetime, which leads to a higher risk that funds could be depleted sooner, and which would
support a higher MIR at younger ages.
Age-adjusted MIRs would naturally introduce some additional complexity, which may not necessarily
be welcomed or conducive to the effectiveness of the reforms. This may need to be borne in mind.
Paragraph 3.17: The Government welcomes views on whether a different MIR should be set for
individuals and couples.
We question whether MIR should always contain a contingent spouse’s benefit in the case of a
couple. We would suggest there should be some leeway. If both parties in a couple have pensions
and the couple’s rate of MIR is higher, then both collectively will be subject to a higher bar than if both
were single. This seems to be penalising those in marriages and civil partnerships.
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Paragraph 3.18: The Government welcomes views on how often the MIR level should be
reviewed.
We have no comment on this question.
Paragraph 3.20: The Government welcomes views on how to minimise unnecessary burdens
for individuals and industry in the assessment of the MIR.
We suggest that the initiative should lie with individuals to provide the necessary evidence, possibly
on the basis of standard official wording, that they have the necessary resources to meet the MIR.
Paragraph 4.8: The Government welcomes views on whether other legislative or regulatory
barriers remain, whose removal would enable industry to provide consumers with more
attractive products without incurring fiscal or avoidance risks.
SPC has no collective views on this question.
Paragraph 4.12: The Government welcomes views on how the industry, Government and
advice bodies such as CFEB can work to ensure that individuals make appropriate choices
about what to do with their retirement savings in the absence of the requirement to purchase
an annuity by age 75.
We suggest that the development of CFEB’s work will be an important foundation for the development
of advice and information.
Paragraph 4.13: The Government welcomes views on whether the proposed reforms have
unintended consequences, which might affect the market’s ability to supply annuities at
attractive rates or prevent the annuity market being able to meet likely demand for annuities.
The practicalities of introducing greater flexibility in the intended time period might prove to be more
demanding than expected. The timescale is very short in comparison with the introduction of the
Finance Act 2004 Pension Taxation Regime.
Finally, it may be worthwhile exploring greater flexibility within capped drawdown, so as to allow
access to funds in a more flexible way, which would help to encourage long term saving. Examples
would be a one off option to take an additional 25% taxed lump sum and a lower rate of death tax if
funds are transferred to another person’s pension fund, i.e. other than a spouse or dependant. Other
options to consider could be a more generous tax rate if using pension savings to secure a long term
care package.

Yours sincerely

John Mortimer
Secretary

UNCLASSIFIED
Hello, I am a SIPP, cash ISA and Stocks and shares ISA holder and future pensioner.

I welcome your desire to add flexibility to current pension system.

However I have a concern that your proposals will affect barely 1% of the population.

Clearly it all depends on what level you set the minimum desired secure income - I saw
one figure of £420 a week quoted as the maximum needed by a pensioner.

That equates to £22K a year (net of income tax !) and presumably you will be wanting
this to be index linked.

Assuming a 3% pension pot will provide this, then one would need a pension pot of
£733,333 to provide this index linked pension and that is before factoring into taxing
this income at 20%!!

Then you state that the only other income that can be taken into consideration (in
assessing whether an individual can provide a basic guaranteed sum in perpetuity) is
pension income - what about income from Cash and Stocks and shares ISAs. The
Treasury have encouraged us to save using these options as well and it is entirely
plausible that an individual will have built up sums from £300K- £500K in both if one had
been putting the maximum amounts into these sources for a period of 30 years. Why
ignore them????? I agree that no other assets should be taken into account as the
system would become unwieldy if factoring into the equation such issues as large equity
available in property.

If you ignore these other sources and set the minimum pension income from purely
pension sources too high, then one will need a gargantuan pension pot to fulfil your
requirements (around £1M) before it would be possible to start using this additional
flexibility.

Once those sorts of figures come out, it will generate negative publicity and actually
turn people away from pensions more than ever!

UNCLASSIFIED

UNCLASSIFIED

So the minimum income level needs to be pretty low, certainly nowhere near £22K index
linked and other legitimate government encouraged savings vehicles need to be brought
into the calculation as well. It is not difficult to require an individual to forward a note
of the balances on their cash or shares ISA to the relevant pension provider when
setting the level of pension drawdown allowed.

Kind regards

-Fergus Kerr
Partner
SPRINGFORDS LLP,
Chartered Accountants, Business Advisers and IT Consultants, Dundas House, Westfield
Park, Eskbank, Edinburgh. EH22 3FB
Tel: 0131 440 5000
Fax: 0131 440 5001
For more information, visit our website: http://www.springfords.com
<http://www.springfords.com/> .

P SAVE PAPER - Please do not print this e-mail unless necessary
Springfords LLP is a limited liability partnership, formed under the Limited Liability
Partnerships Act 2000 (registered in Scotland No. SO300210) and whose registered
office address is shown above. Springfords is a trading name of Springfords LLP. Any
communication on the part of a named individual is given for and on behalf of
Springfords LLP and, as such, the individual shall have no personal liability arising out of
such communication, any liability or obligation resting with Springfords LLP. When
addressed to our clients any opinions or advice contained in this email are subject to the
terms and conditions set out in the relevant terms of business or client engagement
letter.
This email may contain confidential information and is intended for the addressee only.
Unauthorised recipients must preserve this confidentiality and if you have received it in
error please notify us and delete it from your computer. Internet communications are
capable of data corruption and therefore we accept no responsibility for any changes to
this email after it was sent. It may therefore be inappropriate to rely on advice
contained in this email without obtaining further confirmation.
We have taken all reasonable precautions to ensure that no viruses are transmitted
from Springfords LLP to any third party. Springfords LLP accepts no responsibility for

UNCLASSIFIED

UNCLASSIFIED
any loss or damage resulting directly or indirectly from the use of this email or the
contents. It is your responsibility to satisfy yourself that this email or any attachment
is free from viruses and can be opened without harm to your systems.

Springfords LLP is an associate firm of Praxity AISBL, a global alliance of independent
accounting firms.
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Standard Life plc

Response to:

HM Treasury consultation document
Removing the requirement to annuitise by age 75

September 2010

Introduction & Executive Summary
We are supportive of your policy aims of removing unnecessary restrictions, increasing
choice and improving flexibility. We agree that pension saving needs to be made more
attractive, and have long argued for greater flexibility over how people are allowed to take
retirement income.
Our view is that a capped drawdown regime, with a reduced rate of tax on death, introduces
the flexibility and choice which consumers desire. Further options might be added to cater
for residual concerns. For example, remaining funds could be passed down to other nondependant family members’ pensions at a lower rate of tax than the rate payable where the
fund is paid to the estate. Or perhaps tax breaks applied where the fund is used to meet
long-term care costs. The main reforms which we would support are:
•

Capped drawdown with greater flexibility that better fits the needs and preferences of
consumers. We make a number of suggestions about how this might work

•

A fixed rate of tax on death of 40% or tax should apply at the marginal rate of tax in
the year of death. This represents a fair reclaim of tax relief and ensures that there is
no incentive to either draw funds too quickly or use pensions as an estate planning
tool

•

A limit on capped drawdown of 120% of the amount of an equivalent annuity, with
additional withdrawal flexibility

•

Permitting income drawdown funds to be used as an alternative to guaranteed
income in meeting the MIR, either at a fixed lump sum equivalent or as a percentage
of the maximum withdrawal

•

Removing the upper age of 75 for tax relief

In our view the flexible drawdown regime, as proposed, is not necessary. The concern of
people saving for retirement is not that they need to get all their money back out of their
pension fund, but that the money that is in the pension fund is not lost, particularly on
premature death. There is also a strong customer objection relating to the fairness of the
current high tax charge on death.
Whilst our response addresses many of the questions raised by the introduction of the
flexible regime, we are clear that it would be our preference to have only the capped regime
but with additional flexibility. The following points summarise our key concerns:
•

The flexible drawdown regime creates the opportunity for widespread tax avoidance.
We strongly recommend that HM Treasury reconsider its decision to proceed with
flexible income drawdown

•

Overall, the proposed reforms add unnecessary complexity when greater simplicity is
needed to aid consumer understanding of and engagement with retirement saving

•

Introduction of all elements of the proposals might prove challenging by 6th April 2011
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Section 1- The reforms which we support

A workable alternative – capped drawdown with greater flexibility
As noted in the introduction to our response, we do not believe that flexible drawdown is the
solution to the public’s concerns. Whilst we argue strongly against the flexible drawdown
regime, we are also sympathetic towards the general aim of providing greater flexibility to
those approaching and in retirement. We therefore make some suggestions where we think
flexibility might be improved without introducing the opportunity for widespread tax
avoidance.

Allow those with capped drawdown to exceed the limit once in every 5-year
unsecured income review period
Those with funds in income drawdown may feel frustrated at being unable to access more
than the upper income limit, particularly where they need funds to meet a capital expenditure
need such as a large value purchase or home improvements.
Allowing those in capped drawdown to withdraw twice the capped limit once in each 5-year
review period would allow significant additional withdrawals and thus give people the
flexibility to manage their expenditure needs.
For example, in years 1, 2 and 3, X draws 120% of the basis amount, in year 4, 240% of the
basis amount and in year 5, 120% of the basis amount.
An alternative would be to simply set the capped withdrawal limit at a higher percentage of
the basis amount for all years and not allow this to be exceeded at all. This would have the
benefit of greater simplicity.

Apply a lower rate of tax on death if funds are transferred to another person’s pension
fund (other than spouse or dependants)
In general terms, we think that the tax system should encourage people to use their savings
in a way which reduces the tax burden of others. The proposed death tax is calculated on
the basis that funds are removed from the pension wrapper and placed directly into the
estate of the deceased. The death tax rate therefore reflects tax relief originally given that
needs to be reclaimed.
The beneficiaries of the estate are then free to reinvest their inheritance in a pension fund.
For example, if A bequeaths the net value of their £10,000 pension fund to their daughter B,
she will receive £4,500 on A’s death based upon your proposed tax rate of 55%. However, if
B is a higher rate taxpayer, she can reinvest the £4,500 in a pension which grosses back up
to £7,500. It can therefore be seen that the effective tax rate on A’s pension fund, taking
both transactions into account, is 25%.
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We would suggest that rather than force people to transfer their pension fund to their estate
on death, they are simply allowed to bequeath it to their beneficiaries’ pension pots but with
a lower rate of tax than the death tax.
Many of our customers and their financial advisers have expressed a strong interest in such
an option and we believe that it would be a popular change.

Greater flexibility and a reduced tax rate if withdrawals are used to secure long-term
care costs
Another use of retirement funds, which is in the national interest, is to pay for long-term care
costs.
According to the financial services provider, LV=, the average period spent in nursing care is
30 months at an average cost of £88,140. In many instances, the cost is much higher.
Capped drawdown is inflexible when used to meet nursing home care costs because the
maximum withdrawal is capped, let’s assume at 10% of the fund for someone of the age
most likely to require long-term care. Therefore, even someone with a fund of £200,000 can
only withdraw £50,000 over a 30-month period. The remaining £150,000 would pass to their
dependants or estate if they died at the end of this 30-month period.
This limitation means that, in the absence of any other income or capital, the local authority
is unable to obtain a contribution from the individual of any more than the capped drawdown
limit.
We would suggest that in this situation, the local authority is allowed recourse to half of the
capped drawdown fund in order to pay care fees where the individual is married or has
dependants, and the whole fund where the individual is single.
Whilst this may not prove popular, it could be made more acceptable by introducing another
option. Rather than wait until the point at which they require care, individuals in capped
drawdown could be allowed to withdraw up to say 120% of the capped limit each year, of
which 20% could be used to future fund long-term care provision. The 20% withdrawal could
be taxed at say 10% or even nil to encourage people to pre-fund their own care needs.
The second part of this suggestion (pre-funding long-term care) could be introduced on its
own.
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The rate of tax on death
The proposal is to levy a 55% tax charge on death, in order to recoup tax relief already
received, and in recognition of the fact that the fund is not being used to provide income.
Therefore, the appropriate tax rate should reflect the tax relief received and the tax-free lump
sum.
For someone having received tax relief at the basic rate the appropriate reclaim charge is
26.67% i.e. 20%/75% (75% = 100% less 25% tax-free cash)
At the average rate of tax relief received of 30% - see HMRC statistics Table 7.9 (Note 4) –
the reclaim rate should be 30%/75% = 40%
At the higher rate of income tax, the charge should be 40%/75% = 53.3%
The current tax charge on residual funds returned to the estate on death whilst in unsecured
pension or value protection is 35%. This tax rate was set when income tax rates and
therefore rates of tax relief were broadly similar (they were in fact slightly higher) to what
they are today. If this tax rate was seen as a fair rate of reclamation in 1997, why is this rate
seen as insufficient now?
Whilst the proposed charge also reflects the reclaim of gross investment income and nil
capital gains, there are strong arguments for not taking this into account:
•

•
•

It makes the reclaim charge excessive for basic rate taxpayers. Even taking into
account the relative cost of gross roll up to upfront relief for year 2008/09 (see Table
7.9), the total reclaim for a basic rate taxpayer should be around 38%.
The bulk of the tax relief cost of gross roll up is in respect of £1tn of defined benefit
assets
People who have saved in a pension could have had gross roll-up anyway by either
investing in an ISA, investing in a nil-taxed spouse’s name, investing in gainstargeted assets and using annual capital gains tax allowance or investing offshore
and encashing investments whilst a nil-rate taxpayer or by assigning investments to a
nil-taxed spouse.

We suggest that the rate of tax charge on death should be set at 40% to coincide with the
rate required to reclaim the average rate of tax relief.
The behavioural implications of setting a high rate of death tax
By setting a higher rate of tax on death (55%) than on lifetime withdrawals (0% to 50%),
lifetime withdrawals are encouraged. Whilst it is currently the case that the tax rate on death
(70%) is also higher than the tax rate on lifetime withdrawals, and therefore lifetime
withdrawals are encouraged now, the current cap on lifetime withdrawals prevents
retirement savings from being quickly depleted.
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But by removing limits almost completely, funds saved for retirement can be withdrawn
immediately. This is not in the long-term interests of the UK if these withdrawals are spent or
given away. Those who can afford to should be encouraged by the tax system to:
•
•
•
•
•

Fund their own long-term care costs
In some circumstances their health costs
Use excess savings to the greater benefit of others – for example through gifts to
charity
Pass pension funds onto the next generation which further fosters a culture of selfreliance
Maintaining their property in good order so that the next generation does not face
excessive restitution costs

Yet the proposed flexible regime encourages the opposite behaviour. It encourages people
to take a short-term view, rather than one which will better serve the long-term national
interest.
In Canada, withdrawals and the residue on death are subject to income tax at a typical rate
of 35% to 40% depending upon the Provincial residence of the individual. In Canada, there
is also a greater sense of personal responsibility to meet one’s own costs for health and
care.
The Canadian system also has an additional safeguard in that it is not possible to take
withdrawals above the capped level from any pension funds that originated in company
pension plans (both DB and DC), even if these have subsequently been transferred to an
individual plan. Therefore, only voluntary savings built up in individual plans (third pillar
pensions) can be disinvested as a lump sum.
Monitoring the origin of drawdown funds (to prevent withdrawals originating from company
plans) is likely to prove administratively cumbersome, so we do not suggest that the UK
replicates this aspect of the Canadian system. However, we think that the equal tax rates in
Canada for lifetime and death withdrawals strikes the right balance.
A tax rate on death of 40% would be broadly equivalent with the current rate of higher rate
tax, and therefore neither encourage or discourage early withdrawal. An alternative would be
to include any residual fund in the final income tax assessment and apply tax at the
deceased’s highest marginal rate.

Using income drawdown to meet the MIR
We think that it should be possible to meet the MIR with income drawdown capital as well as
income. The Irish flexible drawdown rules cater for this possibility by allowing people to hold
capital in an Approved Minimum Retirement Fund rather than force them to buy an income
to meet a minimum income requirement.

Page 6 of 25
Standard Life response to
Removing the requirement to annuitise by age 75
September 2010

Forcing people to buy annuities, which are essentially portfolios of gilts and investmentgrade corporate bonds, is unlikely to be well received by the wealthier customers who might
take advantage of flexible drawdown. In our experience, these are the customers most likely
to attempt to maximise the investment return from their savings by investing in equities and
property.
Policies that increase demand for index-linked annuities will exert further pressure on the
market for index-linked gilts. Demand for long-term index-linked assets already causes price
distortion and further demand will exacerbate this problem. Benefits arising from post-1997
defined benefit accrual also need to increase in line with price inflation. As DB schemes
continue to mature, fewer schemes will seek to match indexation with equities or property
and instead seek to match assets more closely to the liability. There is already a strong trend
in DB assets moving from equities to bonds.
Given the potentially adverse implications on bond markets by forcing the purchase of
escalating annuities, allowing people to use drawdown funds relieves this pressure and
helps people optimise the return on their retirement savings in line with their attitude to risk.
Retaining pension capital, rather than locking it up in an annuity also allows people to use
their fund more flexibly in later life such as paying for care home fees. Once bought,
annuities are extremely inflexible.
The following suggestions show two ways in which income drawdown funds can be taken
into account in meeting the MIR:
1) Income drawdown income (whether drawn or not) could be used to meet the MIR.
We recognise that drawdown income is not secure for life if drawn at or near the
maximum level allowed. However, drawdown income can be sustainable if set at an
appropriate level.
We suggest that income drawdown income should count towards the MIR at up to
75% of the maximum allowed under capped drawdown. For example, if the capped
drawdown limit is set at 120% of the basis amount, drawdown income counting
towards the MIR would be limited to 90% of the basis amount.
The fund backing drawdown MIR would remain in capped drawdown and income
withdrawals limited to the lower figure.
2) A pension capital equivalent could be used to meet the minimum income
requirement. No income withdrawals would be permitted from such MIR capital.
Income from state pensions (and contracted out elements of DB schemes) should be
at least £7,500 a year for most individuals. A capital requirement equal to the
difference between the MIR and £7,500 could be set based on an index-linked
annuity rate of say 4% (a proxy for index-linked annuity rates somewhere between 60
and 65). For example if the MIR is set at £14,000, the capital requirement would be
£14,000 less £7,500 = £6,500/4% = £162,500.
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Although the MIR capital requirement would be met at the point flexible drawdown
begins, that capital might fluctuate with market movements, so a safety margin
should be built in. To allow reasonable leeway for investment movement, we suggest
that only if funds fall below say 70% of the MIR capital requirement, that the
individual is forced to buy an index-linked or fixed escalating annuity at that point.
The MIR capital requirement should be set in expectation that MIR capital might fall.
This is why we suggest a figure of £200,000 – even if this fell by 30% to £140,000,
there is still sufficient fund to buy an index-linked income of around £6,000.
Allowing people to retain a fund MIR also allows for greater future flexibility than
annuities which, once bought, cannot be restructured or encashed. For example, this
could be useful to allow capital to be extracted to meet long-term care costs.

A suggested simplification
If someone with income drawdown has taken annual income in advance and then
designates/adds further funds into the drawdown pot, the maximum income limit (GAD limit)
is recalculated.
If the new limit is lower than the previous annual income, the excess above the new GAD
limit is treated as an unauthorised payment.
We suggest that any in such circumstances (where the new designation triggers a new GAD
limit review downwards) that the limit previously determined at the 5-year review should
remain in place until the next 5-year review or until a further designation of funds results in
an upward movement of the GAD limit.
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Section 2 – Reforms which we are not in favour of

Unnecessary complexity created by flexible drawdown
Flexible drawdown adds unnecessary complexity to the retirement rules, yet is only useful
(or at least intended for use) by a very small proportion of savers. As we explain below when
we examine gaming dangers, we think its use will be much more widespread than perhaps is
intended.
As noted earlier in our response, there is no customer demand for the proposed flexible
drawdown option. This is reinforced by our experience in Ireland where Standard Life is a
leading provider of Approved Retirement Funds (ARF) and Approved Minimum Retirements
Funds (AMRF). Of the 5,000 customers with ARFs, fewer than 10 have chosen to liquidate
their ARF and leave the required 63,500 Euros in an AMRF. Those liquidating their fund
have done so because of financial hardship.
Flexible drawdown would also appear to run contrary to the general principle of pension
saving. Tax relief is given in return for doing the responsible thing and saving up to meet
one’s own retirement income needs. Flexible drawdown, whilst only useful for a tiny minority
of savers, sends out a confused message to all savers that this principle no longer applies.
The two main existing tax incentivised savings regimes, ISA and pension, are capable of
meeting the needs of virtually all savers. Savers looking for greater flexibility over how they
use the product of those savings can clearly choose ISA over pension. Allowing pension
savings to be withdrawn as a lump sum blurs the helpful distinction, which consumers
already associate with each of these tax wrappers.
A general theme of Standard Life’s consultation responses and work with government has
been to promote greater simplicity. We think that greater simplicity aids communication and
ultimately improves levels of engagement with retirement saving. The added complexity
introduced by flexible drawdown, especially when it can only be used by a few people is, in
our view, unwelcome.

Deliberate gaming dangers
The flexible regime introduces many opportunities for those seeking to avoid tax. We
illustrate some of the potential loopholes below. These examples seek to highlight tax
planning using the flexible drawdown regime that will be widely used and therefore result in
high levels of tax leakage.
Despite not having spent a great deal of time exploring tax avoidance opportunities, we have
come up with four examples. The market will come up with many more.
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The desire to retire abroad has been increasing in recent years with those leaving the UK
being our wealthiest pensioners, and therefore those most able to exploit advantages from
using flexible drawdown. Our estimates from official figures (Long-term International
Migration statistics) suggest that even without the new incentives presented by flexible
drawdown, around 20,000 people each year choose to permanently relocate to another
country at retirement. Over 1.1m British nationals now receive their state pension abroad –
around 10% of all people receiving state pensions.
Qualifying recognised overseas pension schemes (QROPS) are used as tax avoidance
schemes, but many investors have been reluctant to use them because of lack of trust of the
providers involved. The tax advantages gained by using QROPS are also marginal.
Despite their limited usefulness and the reluctance of many to transfer their pension to
unheard of pension providers, QROPS have been extremely successful. An article published
earlier this year by Financial Adviser revealed that 7,300 people transferred pensions worth
£0.5bn to qualifying recognised overseas pension schemes (QROPS) in the two years
following A-Day on 6th April 2006.
The proposed flexible regime allows significantly improved tax avoidance opportunities over
QROPS, without the need to transfer away from a trusted pension provider. Therefore, we
would expect flexible drawdown to attract a much greater number of customers than QROPS
has, but as we explain in the first example below, this will not result in any new revenue for
HMRC – quite the reverse in fact.
It should also be borne in mind that people who have large enough pension funds to opt for
flexible income drawdown will also have financial advisers. Therefore, tax-planning
techniques, such as income recycling, will be widely used by wealthier people approaching
and in retirement.
Although those marketing these avoidance techniques (accountants, financial advisers,
providers) are required to report them to HMRC, in practice, it will be very difficult to prevent
abuse. A huge volume of unnecessary anti-avoidance legislation will also be generated.
For example, the tax-free lump sum recycling rules introduced by the previous government
are highly complex yet virtually impossible to enforce. We are not aware of any case that has
been successfully challenged by HMRC under these rules.
It will be equally difficult for the Government to prevent the tax avoidance opportunities we
highlight below.
The Government should be very concerned about this type of behaviour as any expected
increase in tax receipts from people using flexible drawdown rules could prove illusory.
We strongly recommend that the Government reconsider the wisdom of proceeding with the
flexible drawdown regime.
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Gaming examples
Example 1 – take pension whilst non-resident
Mike is age 65 and has recently stopped work. He qualifies for a state pension of £8,000 a
year (a combination of basic state pension, SERPS and state second pension) and has
£1.4m in a SIPP. Mike is also in receipt of a defined benefit pension of £12,000 a year,
giving him a total guaranteed lifetime income of £20,000 towards meeting the MIR.
The MIR is £14,000, so Mike can take the whole value of his SIPP as a lump sum, threequarters of which will be taxed. Mike is also considering moving abroad, at least for part of
each year.
Mike’s adviser has told him that for tax residents of Cyprus the tax rate on pensions received
from overseas is just 5%.
The UK has a Double Taxation Treaty with Cyprus meaning that Mike will not be taxed on
the same pension income twice if he is deemed tax resident in Cyprus when he draws
income from his pension. In other words, if he is tax resident in Cyprus and pays 5% income
tax in Cyprus, he will not have to pay any UK income tax on any income taken, even
although the UK rate is much higher, and the pension income is paid from the UK.
His adviser also tells him that HMRC may still attempt to tax him on income arising in the
UK, but that he can transfer his SIPP fund to a Cypriot Qualifying Recognised Overseas
Pension Scheme (QROPS), of which there is currently a choice of four schemes, if this
becomes an issue. If he does this, the Cypriot QROPS benefits must still be taken in
accordance with UK flexible drawdown pension rules, unless he has been non-resident for
five or more complete tax years, but the income will arise in Cyprus and not in the UK.
After considering the QROPS option, Mike and his adviser believe that he will still avoid UK
income tax under double tax treaty rules even if he draws income from his UK SIPP.
Mike takes a tax-free lump sum of £350,000 from his SIPP and places the remainder in
flexible drawdown. He sells his house in the UK and moves permanently to Cyprus on the 5th
of January 2012. By early July 2012, Mike has been in Cyprus for 183 days. Under Cypriot
tax law, this establishes Mike as tax resident in Cyprus, and he now has to pay Cypriot tax
on his pension income. But he can also now claim double tax treaty relief on his UK pension
income in accordance with the UK/Cyprus Double Tax Treaty. Mike completes a UK
DT/Individual form and applies for exemption from UK tax on his UK arising income, and this
is granted in December 2012, when the HMRC confirms that it is happy that Mike has
established that he is no longer resident in the UK.
In January 2013, Mike takes the remaining £1,050,000 out of his SIPP under the flexible
drawdown rules and pays £52,500 in Cypriot tax on this withdrawal. Had he withdrawn this
sum whilst resident in the UK he would have paid ten times more tax - about £500,000.
HMRC collects no tax revenue from Mike’s pension.
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Having already been taxed on his flexible drawdown withdrawal, Mike is now free to return to
the UK, without facing further UK tax on the income withdrawal, should he decide that he no
longer wants to stay permanently in Cyprus.

Example 2 – Recycling of income
Peter is 55 years old and earns £180,000. He has been with his current employer for 15
years, building up a defined benefit pension of £45,000 payable from age 60. Peter also
expects a state pension of £5,000 a year at age 65. He also has a revalued defined benefit
pension of £20,000 from previous employment payable at age 60. The rules of this scheme
allow Peter to draw his pension early subject to an actuarial reduction of 5% a year – if he
takes it now, at age 55, he is entitled to a pension of £15,000 a year for life.
His wife Joanne, who is 56, spent many years out of the workplace caring for their two
children. Joanne has no private pension and expects to receive a state pension of £2,000 a
year from age 63, in seven year’s time. Joanne is now back in full-time work and earns
£40,000 a year but with no pension entitlement. She intends to work through to state
retirement age.
Peter’s employer is in financial difficulty and has offered Peter an enhanced transfer value
(ETV) to persuade him to rescind his right to the defined benefit pension. He has been
offered £746,667.
He is also being made redundant, but has been engaged by his current employer on a parttime consultancy basis for a payment of £45,000 a year.
Peter realises that the ETV is probably less than the value of the pension but he has total
pension entitlement of up to £70,000, which far exceeds his expected retirement income
need. He also realises that when this comes into payment he will have to pay 40% tax on
about £25,000 of it, when all his pensions are in payment at age 65.
Following advice, Peter decides to take the ETV of £746,667 which he puts into drawdown
immediately, taking a quarter of the fund (£186,667) as a tax-free lump sum. He also draws
the deferred defined benefit pension of £15,000 a year, which meets the MIR. These vested
pensions use up £1.046m of his lifetime allowance.
From the remaining £560,000 in his drawdown fund, Peter draws £80,000 a year under
flexible drawdown (as this withdrawal is more than the maximum allowed under capped
drawdown) taking his total taxable income up to £140,000 (£45,000 consultancy income plus
£15,000 income from the deferred defined benefit scheme plus £80,000 flexible drawdown
withdrawal).
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From his income, Peter pays £40,000 into a self-invested personal pension. This is within
the annual allowance. He gets 40% tax relief on this but it also restores his personal
allowance, adding extra tax relief of 20% on £12,950 of the £40,000 payment. In total Peter
has gained relief of £16,000 on the pension payment and recovered £2,590 by keeping his
personal allowance intact – an effective rate of tax relief on his pension contribution of over
46%.
He gives the other £40,000 to Joanne who invests it in a personal pension with 20% tax
relief. Over Joanne’s seven final years of working, Peter transfers £280,000 of pension
withdrawals to Joanne. He also continues to put £40,000 a year into his SIPP.
Ignoring investment fluctuations, Peter’s flexible drawdown fund is now zero but has been
replaced by a new SIPP fund of £280,000 and Joanne’s personal pension fund is also
£280,000. Each is entitled to a tax-free lump sum of £70,000.
When she retires, Joanne does not qualify for flexible drawdown as she does not meet the
individual MIR, but capped drawdown allows her to draw up to 7% of her fund as income.
After taking her tax-free lump sum, Joanne draws £4,500 a year from age 63, which keeps
her pension income within her personal allowance. She increases withdrawals to £7,400 a
year when she reaches 65, again within the personal allowance for those aged 65-74. So
Joanne pays no tax on her pension.
Peter also retires at age 62, before his state pension is payable. He already has the DB
pension of £15,000 a year in payment and draws another £15,000 a year from his remaining
£210,000 SIPP drawdown fund. He has the flexibility to draw around £30,000 from his SIPP
fund without paying higher rate tax until his state pension begins in three year’s time.
By reinvesting income withdrawals in Joanne’s pension, Peter has almost certainly avoided
paying 40% tax on his pension. £280,000 of his fund has been transferred to his own SIPP
on a tax-neutral basis and another £280,000 to Joanne at a tax cost of 20% (40% tax on
income out, 20% tax relief on contributions in).
Joanne avoids paying tax on both the lump sum and income she takes from her pension pot.
In this way, they have avoided paying 40% tax on the £20,000 of annual income exceeding
the basic rate tax band, had Peter retained his DB pensions. This more than offsets the 20%
tax cost of transferring funds to Joanne.
Were it not for the higher withdrawals permitted by flexible drawdown, Peter would not have
been able to recycle pension income so quickly.
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Example 3 – NICs avoidance
Joe runs a private security firm and employs three former police officers, Tom, Dick and
Harry. Each of them earns £20,000 a year, but this is supplemented by their police pensions,
which are already in payment. They pay tax at 20% on their whole earnings because their
police pensions use up their personal allowances. They also pay national insurance
contributions (NICs) of £1,571 a year each and Joe pays employer’s NICs of £1,828 for each
(£5,484 in total). Each takes home £1,202 a month after tax and NI.
Joe’s financial adviser has thought of a great trick to avoid paying NICs using flexible
drawdown. This works if Joe sets up a small pension scheme, using an off-the-shelf trust
deed and rules, which his adviser can set up for £2,000.
If Tom, Dick and Harry are prepared to sacrifice their salaries in return for a pension
contribution, their monthly salaries can be paid into the pension instead. All three are over
age 55, so can take the pension contributions straight back out of the pension under the
flexible drawdown regime.
Joe speaks to Tom, Dick and Harry and explains that although he has previously told them
he can’t afford to give them a pay rise this year, he has found a way to increase their pay by
£1,571 (nearly 8%) if they agree to wash their pay through a pension.
Another condition for this scheme is that each has sufficient income to meet a minimum
income test, the MIR, which all three pass using their police pensions. All agree to go ahead
with the proposal.
So, Joe sets up the pension scheme, with all four of them the trustees. The scheme sets up
a single bank account as its sole asset and Joe makes monthly payments into the scheme
bank account of £5,000 a month. The scheme bank account deducts 20% income tax
(£1,000) a month and pays this directly to HMRC. As NICs are not payable on pension
income, the other £4,000 is distributed immediately as income to Tom, Dick and Harry, each
receiving £1,333 a month (a £131 a month rise on what they were receiving before).
Joe also sees his employer’s NICs cost fall by nearly £5,500 a year, which more than offsets
the cost of setting up the pension scheme.
The total revenue lost to HMRC is around £10,200 a year.
This type of NICs avoidance scheme is not possible with capped drawdown since income
withdrawals would be limited to less than 10% of the fund built up from contributions.
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Unintended consequences
As well as people who deliberately use the flexible drawdown rules to their advantage, there
is another group of people who might start with more innocent intentions, but end up costing
the taxpayer more.
Example 4 – Inadvertently requiring state support to pay care home fees
John and Mabel have a house in the UK valued at £500,000, John has a state pension of
£6,200 a year (a combination of basic state pension and SERPS), a private DB pension of
£6,000 a year and £291,000 held in a personal pension. Mabel has a state pension of
£4,800 a year and a defined benefit pension of £1,000 a year. John and Mabel have other
savings of £130,000 mainly held in bank deposits and cash ISAs. They currently use the
personal pension to supplement their income - they need around £27,000 of income a year.
The MIR for an individual is set at £14,000.
John and Mabel have just turned 75 and their health is beginning to deteriorate. They are
keen to pass on as much of their wealth to their children and grandchildren as they can
reasonably afford to, and minimise inheritance tax.
John has £12,200 of pensions counting towards the MIR, leaving him to buy a further £1,800
of index-linked pension which he buys on a joint-life 100% reversionary pension basis with
£36,000 of his personal pension fund. John can now take the remaining £255,000 from his
drawdown fund. He will take this at a rate of £85,000 a year, using flexible drawdown, to
avoid losing his personal allowance by exceeding £100,000 of income (although he loses
age allowance for these years). He pays an average rate of tax on each £85,000 withdrawal
of 33%. Had John planned earlier – say from 60 or 65, he could have withdrawn funds at a
lower rate of up to £30,000 a year to avoid having to pay higher rate tax.
Ignoring investment fluctuations, John is able to withdraw his excess fund (£255,000) over 3
years. He continues to use some of this to top up their joint income. After tax is deducted, he
now has £140,000 in cash to add to the £130,000 in bank deposits and ISAs, a total of
around £270,000.
They buy a single life purchased life annuity in Mabel’s name with £150,000 of their bank
deposits and ISAs which generates an income of 5% (£7,500 a year). This gives them the
total income they need of £27,300 a year. With the remaining £120,000, they carry out
maintenance on their house and gift most of the remainder to their children and
grandchildren in equal shares, but retain £20,000 on deposit for emergencies.
John now has income of £14,000 a year from which Mabel will receive a reversionary
pension of £9,000 should John pre-decease her. Mabel has income of £13,300 from which
John will receive a reversionary pension of £2,000 a year should Mabel pre-decease him.
They are both happy that their income need is covered and that they have managed to pass
assets to their children and make provision for their house to pass to the children too, whilst
avoiding inheritance tax completely. As far as they are concerned, they have fully met their
objectives.
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A few years later, John’s health deteriorates further and he has to go into a nursing home
because Mabel and their family are unable to care for him at home.
The only substantial funding he has is his £14,000 of pension. This will meet only about 30%
of the care cost. Mabel needs her own £12,300 of income to meet her living expenses – in
fact she probably needs more than this, as their joint income was previously £27,300.
Based upon the £20,000 in the bank, John and Mabel also have to pay around £1,200 a
year to the local authority towards John’s care.
The value of the house is unlikely to be taken into account whilst Mabel continues to live
there.
Had John not been allowed to withdraw his income drawdown fund so quickly, the local
authority would have had recourse to John’s drawdown fund to help meet his care costs.
Had they not spent or given their liquid assets away, John and Mabel would have been
forced to meet John’s whole care costs as their liquid assets would have exceeded £23,000.

Administrative difficulties
The flexible regime will be difficult to administer because of the requirement to check the
guaranteed lifetime income MIR. Pension providers are not in a position to do this because
we do not know what other permanent lifetime income that our customers have, nor do we
have any legal right to obtain or hold that information. There is also no way for providers to
verify that what we are being told is in fact correct.
Therefore, we can only administer this through either:
•

Self-certification; or

•

Confirmation from HMRC (which does have a complete view of each individual’s
income) that guaranteed lifetime income meets the MIR

Our view is that the customer should self-certify MIR income and the MIR capital alternative.

Tight timetable for introduction in April 2011
The timescale for introducing these changes looks optimistic. The consultation closes to
responses in September, and it is unlikely that draft legislation will be published before early
December. Even then, these will be draft rules and, therefore, providers are unlikely to
commit expensive and scarce IT resource, until they have near certainty of the final rules.
In practical terms, providers will have a maximum of three months to analyse and scope the
change requirements, build and test systems, which is not long enough. In addition to IT
systems, administration processes will need to be changed, literature changed and staff
trained (both administration and advisers) and tested.
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However, if the changes are less far-reaching, such as the proposed changes to the capped
regime only (i.e. the merger of unsecured and alternatively secured pensions) then this could
be delivered in a shorter timescale.
We make a number of suggestions below which we think could be introduced on a phased
basis. For example, in relation to one suggestion we make about pension funds being used
to fund long-term care costs, it might be better to wait for the outcome of the review being
carried out by The Commission on the Funding of Care and Support, before proceeding with
any changes to pension rules
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Section 3 - Our answers to your set questions

A.1 The level of an appropriate annual drawdown limit for capped drawdown.
The appropriate level of the capped drawdown limit is in line with the current USP limit of
120% of the basis amount. This limit should continue after age 75.
Limits after age 75 should be calculated in accordance with mortality data for actual age
rather than current alternatively secured pension rules which require post age 75 limits to be
calculated in accordance with mortality data for a 75-year-old.
This means that the government will need to publish tables for over 75s. The regular reviews
of maximum permitted drawdown levels will prevent retirement funds from being exhausted.

A.2 Its intended approach to reforming the pensions tax framework, in line with its
commitment to end the effective requirement to purchase an annuity at age 75.
Calculation of the lifetime allowance
We agree with the intention to continue to use age 75 as the point at which the lifetime
allowance is tested but changes will need to be made to the rules. For example, the current
rules allow the lifetime allowance charge to be paid by the scheme administrator from
income at a rate of 25%, which is then subject to income tax in the hands of the member.
This gives an effective rate of tax of 55% assuming an income tax rate of 40% i.e. £100 less
£25 = £75, £75 less 40% (£30) = £45. Therefore tax is £55.
If there is no requirement to take an income at age 75, or indeed ever, how will the lifetime
allowance charge be paid? What if benefits are passed to a spouse or dependant without
income having been taken by the member? Or is the 25% option unavailable at age 75? Will
the tax charge simply be 55% of any excess over the lifetime allowance at age 75 and be
payable at that age? Or will the tax charge on all benefits at death be regarded as collection
of the charge?
Age 75 limit for tax relief
Age 75 is also the current limit for pension tax relief. Our view is that this limitation can be
safely removed. In order to make pension contributions above the deminimis level of £3,600,
you must be in employment and although there are a few people working after age 75,
numbers are low.
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Some people over age 75 may make use of their deminimis limit to buy further pension
income, because their pension income is insufficient to meet their needs. Although tax relief
is available on these contributions, government should welcome greater self-provision as it
reduces dependency on state support. In this case, it could increase the contributions of
individuals towards their own long-term care costs. If the individual simply gives their capital
away (before care needs arise) rather than buy an income with it, that capital is not available
to local authority to assist with funding care costs.
In any event, the number and size of contributions after age 75 will be low and, therefore, the
tax relief costs will also be low. We therefore think that there is no need to retain this
restriction.
This would be in keeping with the general move towards allowing greater flexibility for people
in transition from work to retirement.
Such a change would be in line with plans to remove the default retirement age. The age 75
limit for tax relief appears age-discriminatory when viewed in this context, particularly when
children are allowed to contribute to a pension from birth.
Pension commencement, trivial commutation and value protection lump sums
We agree with the proposal to remove the age 75 limitation for these benefits.

A.3 What income should be considered ‘secure’ for the purposes of the MIR and
whether proposals for the life annuity income that can be considered for the MIR are
practical and appropriate.
Lifetime income not capable of assignment should count towards the MIR. Income
drawdown (capital and/or income) should also count towards the MIR. This should include
income in payment from:
•
•
•
•

State pensions
Defined benefit pensions
Income drawdown as a fixed capital requirement or as a percentage of the capped
drawdown limit
Annuities with fixed escalation of 3% or above, linked RPI, LPI (RPI with a 2.5% cap)
or in future CPI or LPI annuities with a CPI reference
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A.4 What an appropriate level for the MIR should be and how the MIR should be
adjusted for different ages.

The people who will take advantage of the flexible drawdown regime are likely to be
relatively wealthy. Therefore, we would not expect these people to deliberately fall back on
the state for benefits such as pension credit. However, they might deliberately seek to
achieve maximum support towards long-term care costs by giving capital away.
We note your comments about the requirement falling with age as greater certainty arises,
but would also draw attention to your previous comments about long-term care costs.
Requiring a MIR of say £14,000 could result in significant funding costs for local authorities
as current long-term care costs average £36,000.
In truth, it is difficult to set the MIR at any level. If you aim for completely risk-free (of falling
back on the state) then the number of people capable of using flexible drawdown will be very
small. On the other hand, setting a MIR below means-testing thresholds would be a high risk
but more inclusive strategy.
We suggest an appropriate balance point is a measure of minimum living expenses. The
Joseph Rowntree Foundation recently said that a single person (working age) needs at least
£14,400 before tax a year to live to an acceptable standard.

A.5 Whether a different MIR should be set for individuals and couples.
A MIR should be set for individuals and couples, however, one partner within a couple
should be able to use the individual MIR without having to meet the couples MIR. The
Joseph Rowntree Foundation report indicates that an appropriate gross earnings figure for a
retired couple is around £21,000 (£407 per week).

A.6 How often the MIR level should be reviewed.
We suggest that an initial review is taken after one or two years and that further regular
reviews are taken at five-yearly intervals.
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A.7 How to minimise unnecessary burdens for individuals and industry in the
assessment of the MIR.

HMRC is better placed than the pensions industry to assess whether the MIR is met. People
may be reluctant to share information with insurers, other pension schemes and their
financial adviser about their sources of income and pension savings.
On the other hand, HMRC should have a complete picture of any individual’s pension
income, the amount of that income and whether it is fixed or increasing.
Alternatively, self-certification with penalties for false declaration is a workable alternative.

A.8 Whether other legislative or regulatory barriers remain whose removal would
enable industry to provide consumers with more attractive products without incurring
fiscal or avoidance risks.
The greatest risk of fiscal or avoidance risk will lie with the flexible regime rather than the
capped drawdown regime. We would suggest that you reconsider the extent of the flexibility
allowed.
The industry has already been hugely innovative in the post retirement market during the last
few years. Developments include, impaired life annuities, postcode annuities, short-term
annuities, variable annuities, money back guarantees, flexible annuities that allow review at
a given age or after a given period. The removal of ASP minimum and maximum income
limits will allow further innovation.
The current pension tax rules are unnecessarily prescriptive in insisting that once bought,
pension income (lifetime annuities and scheme pensions) can only be reduced in very
specific circumstances.
Yet a flat or increasing level of pension is not the ‘shape’ of income which best suits people’s
needs. Advisers and our own customers tell us that many people would prefer a higher level
of income in the early years of retirement, followed by a lower rate thereafter, with a very
high income needed by some in the later stages of their lives to pay for care needs.
Matching income with a U-shaped income need or ‘retirement smile’ is impossible under
current pension rules (Finance Act 2004). Yet the industry is capable of creating solutions to
meet this need using a combination of term, immediate and deferred annuities.
We would welcome further discussion with the Government to explore some of the possible
options.
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A.9 How the industry, Government and advice bodies such as CFEB can work to
ensure that individuals make appropriate choices about what to do with their
retirement savings in the absence of the requirement to purchase an annuity by age
75.

The people who will take advantage of the new flexibilities will have a financial adviser, who
will help them make appropriate choices.
The industry has already made significant advances in recent years in ensuring that
individuals are well informed. The ABI introduced the idea of wake-up packs, which the FSA
subsequently formally adopted. These have been the subject of continuous improvement
and guidance for providers has been developed. These now contain sufficient information to
alert people to the variety of options available.
However, we would note that not all providers abide by the guidance. We have appealed
directly to FSA to force these providers to improve via Treating Customers Fairly, but the
FSA appears reluctant to take action.
Recent ABI research reveals that two-thirds of people shop around for an annuity, which is
near to optimal given that around 40% of annuity purchase prices are less than £10,000,
where no or a very limited open market exists. Whilst a strong lobby has suggested that
shopping around is limited, notably the Pensions Income Choice Association (Pica), the facts
suggest that consumers are already using the OMO where appropriate. It should also be
noted that Pica acts out of self-interest rather for the benefit of the consumer.
Many customers – more than 25,000 (out of 122,000) who bought annuities in the second
quarter of 2010 are unable to shop around because no market exists under £5,000 purchase
price. Standard Life’s minimum is £5,000, but many providers start at £10,000.
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ABI figures for Q2 2010 show that over 20% of people have pots which are too small (less
than £5,000) to allow them shop around. See following graph for market breakdown:

Less than £5,000 cannot shop around no market
20.52%

40.45%

15.95%

£5,000 - £9,999 - limited
market available - gains
from shopping around
minimal
£10,000 - £19,999 - full
market but gains from
shopping around small
£20,000 + - full market gains from shopping
around meaningful

23.07%

Between £5,000 and £10,000 purchase price, whilst a few providers enter the market, choice
is still limited and gains to be made from shopping around are small – typically £1 or £2 a
month at best.
Equally, advisers are not interested in small purchase prices because the typical commission
is 1.5%, which would yield only £150 income on a £10,000 purchase price. This is
insufficient to cover the cost of advice and administration involved in helping customers
exercise the OMO.
Despite these drivers working against shopping around, the recently published ABI research
‘Annuity Purchasing Behaviour’, reveals the following information:

3%
Shopped around
30%
Bought annuity from
existing provider without
shopping around
Don't know what they did
67%
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This shows that two-thirds of customers do shop around (the same as in a 2008 FSA
survey). In the second quarter of 2010, nearly 82,000 out of 122,000 customers shopped
around.
With 25,000 people unable to shop around (because their annuity purchase price was less
than £5,000), this suggests that only 15,000 people who might achieve a better rate fail to
shop around. The reason for this might be due to the extremely limited market and/or the
limited benefit of shopping around.
The industry has also made significant advances in helping people exercise the OMO
through the Options initiative. This ensures that funds are transferred quickly between
providers. However, not all pension providers have signed up to Options including, notably,
some high-profile members of Pica.
One area for improvement is the use of impaired-life (smoker and underwritten) annuities.
Take up of such annuities by eligible customers can be improved through changes to wakeup packs. However, we would note that these annuities are not available to those with a
small purchase price.
New tools have also been developed to help people make the right choices including The
Pensions Advisory Service’s Annuity Planner. Further promotion of these tools will help
people who can’t access advice (because their fund is too small) make appropriate choices.
The Association of British Insurers has a number of plans to further improve the retirement
experience, which we support, but we would emphasise that this process is already working
well for most people despite the claims of some self-interest groups.

A.10 Whether the proposed reforms have unintended consequences that may affect
the market’s ability to supply annuities at attractive rates or prevent the annuity
market being able to meet likely demand for annuities.
As noted above, the requirement to provide index-linked income and even fixed indexed
income will put further pressure on underlying assets, principally long-dated gilts. Our
suggestion of an alternative drawdown income or capital requirement would ease these
pressures.
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About Standard Life
Standard Life is the leading provider of workplace and self-invested personal pensions in the
UK. Founded in Edinburgh in 1825, the company provides pensions, life assurance and
investment management to over 6.5 million customers worldwide. Group assets under
management currently exceed £179bn (as at 30 June 2010).
In 2006, after 80 years as a mutual company, the Standard Life Assurance Company
demutualised and Standard Life plc was listed on the London Stock Exchange. We now
have 1.5 million individual shareholders in more than 50 countries.
The Company currently has around 10,000 employees across the UK, North America,
Europe, India, and China. Scotland remains very much at the heart of Standard Life’s
operations: the company employs nearly 6,000 staff in Scotland, the majority based in
Edinburgh.

For further information contact:
John Lawson
Head of Pensions Policy
Direct: 0131 245 7548
Mobile: 0771 248 6752
E-mail: john_lawson@standardlife.com
Andrew Tully
Senior Pensions Policy Manager
Direct: 0131 245 4051
Mobile: 0773 497 4095
E-mail: andrew_j_tully@standardlife.com
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Age 75 consultation
Pensions and Pensioners Team
Room 2/SE
HM Treasury
1 Horse Guards Road
LONDON SW1A 2HQ
6 September 2010
Dear Sirs
REMOVING THE REQUIREMENT TO ANNUITISE BY AGE 75
ACCA welcomes the opportunity to respond to HM Treasury’s consultation paper
on the future of annuities. This response has been compiled with the input of
ACCA’s Pensions Committee, which comprises senior members of ACCA with long
experience of pensions matters from the perspectives of employer, trustee,
auditor and financial advisor.
ACCA strongly supports the Government’s decision to end the obligation for
individuals to convert their defined contribution (DC) pension fund into an annuity
by the age of 75. We have long considered that the blanket requirement on this
issue is unfair on pensioners, primarily since it makes them and their future
retirement income dependant on the annuity rates which are available at the time
of annuitisation. To impose a deadline by when they have no choice but to
annuitise unreasonably restricts their financial choices and condemns many to a
poor rate of return. A further significant drawback with the current requirement is
the loss to the annuitant’s estate, on death, of the residual value of his fund.
We accept that annuities do have and will continue to have the compelling virtue
of providing a guaranteed income for life, and agree that there will remain a
prominent place for them in the framework of UK retirement provision. But the
introduction of more flexibility into the rules relating to DC pensions will provide
the opportunity, for those individuals who wish to exercise it, to exercise more
control over how their pension savings are used, both during their retirement and
after their death.

This initiative by the Government is especially welcome and logical given the light
of the seemingly definitive swing away from defined benefit schemes to DC
schemes.
Q1 The level of an appropriate annual drawdown limit for capped drawdown
The appropriate level will need to take into account the possibility, under the new
arrangements, that individuals will retain their capped drawdown plans for the rest
of their lives. It will also need to take into account the additional freedom to be
afforded to those with larger funds who can demonstrate additional regular
sources of income.
In then light of these factors, we consider there is an argument for setting the
drawdown cap at a lower level than that which currently applies to USPs; we
suggest 100% of the value of an equivalent annuity.
Q2 The Government’s intended approach to reforming the pensions tax
framework
As stated above, we fully support the policy decision to remove the requirement to
annuitise by the age of 75. We also endorse the rationale of continuing with the
EET approach, whereby the recovery of tax on pensions is deferred until after
retirement.
We believe that the new arrangements offer a very significant benefit to savers in
that they will have greater freedom to bequeath the residual value of their funds to
their dependants. The opportunity they will have under the proposals is to use
their residual funds to provide a pension for those dependants. We see this as a
significant opportunity to encourage pension saving and to make it attractive both
to the current generation of savers and the next. Savers should be able to
bequeath their residual funds to their surviving spouse, who should in turn be able
to pass those funds on to their children.
The taxation of residual funds which are not bequeathed will be less attractive to
savers since it is proposed to levy a tax recovery charge of around 55%. This would
represent a significant increase on the current recovery charge, although it would
act as an additional incentive to bequest funds.

Q3 What income should be considered ‘secure’ for the purposes of the MIR?
We agree that income from state pensions and inflation-linked occupational
pension schemes can be regarded as ‘secure’ income for the purposes of the
proposed MIR.
We consider that there is an argument for recognising, additionally, additional
sources of wealth. Given the rises in property values in recent years, many
pensioners will be in the position of having substantial amounts of equity in their
property, yet may be in receipt of only modest levels of state or occupational
income, and thus will not qualify for the additional flexibility discussed in the
paper. We suggest therefore that consideration be given to recognising equity
values in respect of one off excesses of the standard drawdown cap. This could be
made conditional on the pensioner demonstrating his need for funds in relation to,
for example, urgent medical treatment.
Q4 The appropriate level for the MIR
Setting a uniform figure for the MIR is problematical since different people will
have different needs and differing entitlements to state support. It would be unfair
not to recognise, for example, the special needs of disabled people. The
alternative, though, to assess the MIR on an individual basis is likely to be
unworkable. Therefore, an approximation of the spending needs of an individual or
couple needs to be made which enables higher needs to be factored in.
Providing for an age-related differential would be in keeping with the data on
patterns of retirement expenditure and with the principle of flexibility. Any such
calibrated approach will need to take into account, though, that people will retire
at different ages and many individuals will already be drawing their pension while
continuing to work under ‘flexible retirement’ arrangements.
Additional comments
Under paragraph 1.4, the paper suggests that the Consumer Financial Education
Body will be directed to provide a national financial advice service which will also
offer individuals and families an annual financial health check. There is nothing
wrong with providing as wide a range of information as possible on investment

choices. But the point needs to be made that there is no substitute for financial
advice provided by a qualified and regulated adviser who is in full possession of the
client’s circumstances.
One additional point which suggests itself, following the removal of the agerelated requirement on annuities, and also the Government’s current consultation
on the default retirement age, concerns the restriction on tax relief on pension
contributions once an individual has reached the age of 75. If there is to be no
upper age limit on employment, and indeed if it is Government policy to
encourage individuals to remain in the workforce for as long as they are able to
(and to defer the drawing of their pensions), there would seem to be no convincing
reason why older workers should be prevented from continuing to make pension
contributions on the same basis as their younger colleagues.
I hope these comments will be of help.
Yours faithfully

J P Davies
Head of Business Law

TISA RESPONSE TO HM TREASURY
CONSULTATION PAPER
REMOVING THE REQUIREMENT TO
ANNUITISE BY AGE 75

September 2010

The Tax Incentivised Savings Association – TISA - (until July 2007,
the PEP and ISA Manager’s Association, PIMA) has a growing
membership of over 110 organisations interested in the UK market
for retail financial services products, from Child Trust Funds, through
Individual Savings Accounts to Pensions. We have an Advisory
Council in Retirement Saving whose observations and thinking have
contributed to this response. We are distinguished by the very wide
scope of our membership, from banks, though investment houses
and life and pension providers, to distribution organisations and
IFAs. We are not, therefore, restricted to representing a sector
approach, but rather the views of a very broad church indeed. We
also, as an organisation, start from the principle that what is good for
the consumer must, in the long term, be good for the business of our
membership.
INTRODUCTION
We welcome the opportunity to respond to this consultation,
proposing as it does considerable liberalisation of the way in which
people can draw funds from their accumulated pension assets. We
have long believed that the current inflexible rules around retirement
income provision have been a major disincentive to save for the long
term in a pension, and would particularly welcome further
development of the idea of inter-generational transfer of pension
assets.
However, we also think that the current proposals carry flaws and
risks. In particular, we believe that the provisions seeking to avoid
pensioners becoming reliant on the “state” point up that reform and
simplification of the current state retirement benefit architecture must
be the starting point for worthwhile reform of all other aspects of the
system. We think that we need to work towards the abolition of
means tested state retirement benefits and provision of a decent,
universal, basic state pension as a right. If this were put in place,
much greater liberalisation of the retirement income regime from
private saving would be possible. We believe that people, where
they have a choice and the knowledge to do so, are already using
other vehicles, such as ISAs, for retirement planning and we are not

necessarily convinced that the current proposals will go far enough
to make pension saving attractive again.
RESPONSE
We would not propose to answer the questions posed in detail, but
would make the following observations:
• We welcome the “direction of travel” this Paper sets out. We
think that, as far as possible, we should not prescribe how
people access their retirement funds and believe the evidence
from other jurisidictions suggests that the vast majority of
people are not profligate with their retirement funds, even
where annuitisation is not absolutely required. The Australian
experience is relevant here, as is the experience of 401K
pensions in the United States. We know from published
research that the requirement to buy an annuity, when the
workings of that annuity are understood by consumers, is a
deeply unpopular aspect of the current pension regime. This is
irrespective of what we might think of in terms of a
“guaranteed” income for life being available. The “death” of the
pension fund on the death of the pensioner is especially
disliked and annuities make little worthwhile impact on issues
such as long term care costs.
• We also welcome the Principles for a new tax framework for
retirement set out on page 8. of the Paper and would
particularly welcome further exploration of Principle 5. which
appears to propose the future capacity for inter-generational
transfers of pension assets, subject to tax. We would think that
where such a transfer is from one pension fund to another,
there should be no need for a tax charge at all.
• The proposal for Flexible Drawdown is welcome, though the
trigger to show a Minimum Income Requirement at that stage
we believe needs further work. We suspect that the current
proposals could be complex in implementation and difficult to
police in terms of keeping people from being reliant on “state”
benefits. It might well be easier to require a “capital” value to
be kept in the remaining fund – perhaps £150,000 – rather

than attempting to specify an income level. This requirement
will also tend to mean that these proposals are of use, in
practice, only for the largest fund holders. The received
regulatory wisdom from the Financial Services Authority is, in
any case, that Unsecured Pension as we currently know it is
unlikely to be “suitable” for anyone with a fund of less than
£100,000. We also think that the proposals as cast presently
might well be subject to abuse and think further work will need
to be done to prevent this. However, as indicated earlier, we
fully support the direction of travel.
• The need for the Minimum Income Requirement (MIR) is
triggered by the perceived need to keep those who are better
funded in retirement off state means-tested retirement
benefits. We believe that the current system of Pension
Credits and Savings Credit can act as a disincentive to save
and triggers precisely the sort of complexity potential in the
MIR. We think that provision of a decent, universal, basic state
pension at or above the current Pension Credit level would
provide the clearest possible incentive for further saving whilst
radically clarifying and simplifying the surrounding pension
architecture. Such a system would remove the requirement for
MIR altogether.
• We note that the age of 75 will remain the point at which
various events kick in, such as the inability to claim tax relief
on further pension contributions. Given the increases in
longevity, we think this age should be raised to 80 at least and
kept under review. In particular, given the proposed restriction
of tax relief for higher earners via the Annual Allowance route,
we are rather mystified as to why the Lifetime Allowance
remains in existence, never mind a test for it at 75.
We hope these observations are helpful and look forward to further
engagement to help make a success of this policy initiative.
MALCOLM SMALL
DIRECTOR OF POLICY
TISA

Liz Peacock
Consultant
Watson House
London Road
Reigate
Surrey RH2 9PQ
UK

T +44 1737 241144
D 01737 274561
F +44 1737 241496
elizabeth.peacock@towerswatson.com
towerswatson.com
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Pensions and Pensioners Team
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Dear Sir or Madam
Removing the requirement to annuitise by age 75

Towers Watson is a leading global professional services company with 14,000 associates around the
world. In the UK we have particular strength in the area of pensions and we advise over half of the 100
largest corporate pension schemes.
We welcome the proposals to remove the effective requirement to annuitise by age 75 and the increased
flexibility afforded by the new rules for defined contribution arrangements. We believe that the proposed
changes could bring about increased choice and flexibility for both individuals and pension providers.
However, we have some concerns as to the timescale for introducing such changes.
Our answers to the specific questions asked are set out below.
A.1. The level of an appropriate annual drawdown limit for capped drawdown
We believe that the current annual limit of 120% of the basis amount is appropriate under the new regime,
for withdrawals made before and after age 75. However, it might be appropriate to make some changes
to the way this is calculated.
Currently the GAD rate used to calculate the maximum limit is determined by reference to the yield on 15
year gilts, which is currently only 3.5 per cent. We suggest that this is reviewed, for example the new
capped drawdown rate could be linked to the return on a different index, such as corporate bonds.

We suggest that for individuals aged 75 or over, the maximum level of income withdrawn should be
reviewed triennially. This is less frequent than currently applies to alternatively secured pensions (ASP).
The maximum level of income for those aged under 75 should continue to be reviewed every five years,
as at present.

A.2 The Government’s intended approach to reforming the pensions tax framework, in line with its
commitment to end the effective requirement to purchase an annuity by age 75
It is unclear whether flexible drawdown will only be available within a capped drawdown arrangement.
There are many occupational defined contribution (DC) arrangements that do not wish to provide income
drawdown to members, as the cost of doing so is prohibitive. Under the new regime schemes are likely to
want to offer members the facility to drawdown a taxed lump sum in certain circumstances, but not to

Towers Watson Limited is registered in England and Wales
Registration number: 5379716, Registered address: Watson House, London Road, Reigate, Surrey RH2 9PQ, UK.
Authorised and regulated by the Financial Services Authority.
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draw down an income stream. For example, an individual retires with a defined benefit (DB) pension and,
after taking his tax-free cash from his AVC/DC funds, there is only, say, £10,000 left to purchase an
annuity. It could be quite attractive to the member for the balance of the fund to be paid out as taxed
capital sum from the scheme, rather than the individual having to proceed with a transfer of the AVC fund
to an external pension provider before being able to access the capital sum. Furthermore, external
providers are unlikely to be enthusiastic about receiving transfers for relatively small funds, which would
then be paid out as a taxed capital sum shortly afterwards. If these transfers were accepted, then the
external provider could well impose a minimum investment term and/or impose high charges on the
transaction, which would limit the availability of this option to all but the wealthiest.

We would urge the Government to consider extending the option of withdrawing taxed capital lump sums
to defined benefit arrangements. At present, members have to transfer their DB benefits to a DC provider,
if they want to designate funds for income drawdown. However, members who have reached their normal
pension age (NPA) might not be able to transfer their benefits, as they no longer have a statutory right to
a transfer value. Furthermore, if the abolition of contracting out on a DC basis results in the prohibition of
transfers from contracted out DB schemes to DC schemes, this will reduce the choices available to
individuals. We appreciate that a change to the legislation to permit lump sums greater than 25 per cent
to be taken from a DB scheme is a much more complex issue and would require substantial changes to
both HMRC and DWP legislation. However, we believe that it should be achievable to introduce such a
change from April 2012.
We welcome the abolition of the age 75 requirement for payment of pension commencement lump sums
(PCLS), trivial commutation lump sums and pension protection lump sums.
In relation to undrawn funds on death under an income drawdown arrangement, it is not clear how the
Government has arrived at a recovery charge of about 55 per cent. The current special lump sum death
benefits tax charge on unsecured funds is 35 per cent, which was considered adequate to recover past
tax relief when it was introduced. Apart from the introduction of a 50 per cent tax charge for higher
earners, tax rates are no higher now. However, we appreciate that to set a tax charge lower than the
current inheritance tax charge (40 per cent) would encourage individuals to retain funds to pass on to
their beneficiaries. Therefore, we suggest that a tax charge of 35 per cent should continue to apply to
undrawn funds designated for income drawdown on death before age 75. A higher tax charge should
apply on death on or after age 75, for example 55 per cent.
The consultation states that Inheritance tax (IHT) will not ordinarily apply to unused pension funds
1
remaining after death in addition to the recovery charge . However, it is not entirely clear what this
means.
At present, IHT does not normally apply in respect of pension scheme benefits in most circumstances
where the member dies aged under 75. After someone reaches age 75, any remaining funds under an
alternatively secured pension fund will be subject to a specific IHT charge, in addition to an authorised
payment charge. We urge the Government to make it clear whether the intention is that the specific IHT
charge that currently applies to ASP is to be removed (although the payment might still be subject to IHT
under the general IHT rules), or that IHT will never apply if the recovery charge is paid. If it is the former,
the Revenue will still have power to intervene on the basis that an individual failed to exercise his/her
option to take benefits, if such benefits remain undrawn under income drawdown after age 75 (e.g. Fryer
V HMRC). It would be helpful if the Government could publish guidance on when IHT might apply, as it
did when income drawdown was first introduced.

A.3 What income should be considered ‘secure’ for the purposes of the MIR and whether proposals for
the lifetime annuity income that can be considered for the MIR are practical and appropriate.
We urge the Government to ensure that the definition of secure income is as straightforward as possible,
so that individuals and schemes/providers can clearly identify the pensions/annuities that can be included
for the purpose of the MIR. We suggest that secure income should include any pension or annuity in
payment that includes provision for it to be paid at the same or increased level, for life. Level annuities are
1
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very popular with individuals due to the high cost of purchasing an increasing annuity, and to exclude
them would reduce the extent to which the new flexibility will be used. We believe the provisions to enable
individuals who have already purchased, or are receiving, a level pension or annuity to benefit from the
new rules should apply equally to those who purchase or receive such pensions after the new rules are
introduced.
A.4 What an appropriate level for the MIR should be and how the MIR should be adjusted for different
ages.
2

If the Government’s aim is to re-invigorate private pension provision , then the MIR should be set at a
reasonably low level. We appreciate the Government’s concern that individuals should not be able to
exhaust their pension savings to the extent that they might need to call upon means-tested State benefits,
but it is important that the bar is not set unnecessarily high simply to provide complete and absolute
certainty on this point. We agree that younger individuals are likely to have higher living expenses, for
examples mortgages or other loans. Therefore, we suggest that the ‘standard’ MIR should be set by
reference to a fixed age, and adjustments made if an individual wishes to draw benefits before or after
that age. For example, if the level of the MIR was set at, say, £12,000 per annum at age 65, if someone
wished to drawdown benefits at an earlier age, the MIR could be increased by a set factor according to
the number of years before 65 that they draw benefits. This would be easy to administer and understand.
A.5 Whether a different MIR should be set for individuals and couples.
For the sake of simplicity, we suggest that the same MIR applies to individuals and couples. We
acknowledge that this might result in a higher MIR than would otherwise be the case for a single person
living alone with no dependents. However, if a different MIR applied for individuals and couples, there
would inevitably be difficulties in defining a couple, for example, would this include married couples (or
those in civil partnerships) only, or couples who are co-habiting.
A.6 How often the MIR level should be reviewed?
We suggest that the level of the MIR should be reviewed periodically, say every 5 years, at which time an
assessment can be made as to how well the MIR is operating.

A.7 How to minimise unnecessary burdens for individuals and industry in the assessment of the MIR.
The MIR certification process should ideally be a one off event, at the time that an individual first wishes
to drawdown funds in excess of the ‘cap’. If an individual wishes to take their benefits in tranches, for
example drawdown funds annually over a period of five years, it seems an unnecessary administrative
burden for the individual and provider to ascertain that he or she has sufficient secure income to meet the
MIR each time that benefits are drawn. Furthermore, if a lower MIR applies at higher ages, if an individual
has sufficient secure income to meet the MIR at, say 59 it seems unlikely that he or she will not have
sufficient secure income to meet it at a later age, say 70. In this example, given that all of the member’s
undrawn fund could have been drawn at age 59, a further test seems unnecessary.
If schemes are to be responsible for satisfying the requirement that an individual has sufficient secure
income to meet the MIR, we urge the Government to clearly state what evidence individuals must provide.
If it is found that the individual did not have sufficient secure income, it is likely that the drawdown provider
would have to seek legal advice if they wished to rely on the defence that they “acted in good faith”, thus
incurring unnecessary costs. Whilst insurance companies providing income drawdown products can
easily charge for any additional administrative work incurred in offering flexible drawdown, this is not likely
to be the case for occupational schemes, which might be prohibited from scheme rules from charging
individuals. This is also likely to deter schemes and providers from offering flexible drawdown.
It would be helpful to have a standard form that schemes providing the secure income could use to
provide individuals with the necessary evidence required. The individual could then pass this on to any
drawdown provider or scheme from which he or she wishes to access funds above the ‘cap’.
2
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Your faithfully

Liz Peacock
Consultant
Towers Watson Limited
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10 September 2010 – UNISON Response to HM Treasury
Consultation on removing the requirement to annuitise by age 75
UNISON represents well in excess of a million people working across our public services
throughout the UK in local government, the NHS, education, social care, housing, policing,
transport, utilities, community and environmental services. They carry out many different
roles in a diverse range of settings, within policy frameworks determined by their particular
employer, relevant local and regional bodies, and central Government. They are also united
by a common aim. It’s their job, every day, to work for the public good – tackling
disadvantage, extending opportunity, building stronger communities and improving
everyone’s quality of life.
Although in the main our members have access to and are in defined benefit pension
schemes there exist a significant number that are in defined contribution pension schemes
with this number likely to grow in time. This means that many of our members will face the
annuitisation issue come their retirement.

These consultation proposals seem to be principally aimed at benefitting the
financially privileged few rather than solving the real problems of defined contribution
pension provision
•

•

•

It is UNISON’s view that any increased flexibility for people approaching retirement is
welcome and if it helps them to pass savings on to their dependants after their death
rather than an annuity company it may well be that this will encourage greater levels
of saving, especially if combined with other thoughts around early access to funds
where needed.
Overall, however, the impact will be modest and only likely to benefit those with
relatively large funds. The vast majority of people will still need to access income as
soon as they finish working and so the option of deferring their annuity will simply not
be viable.
It is commonly reported that the average retirement fund in the UK is less than
£30,000 and yet general advice is that Unsecured Pension Arrangements (USP’s)
should not be considered for individuals with pension pots of less than £100,000.
Furthermore, with the Government seemingly proposing a Minimum Income
Requirement of £300,000 for Flexible Drawdown it would appear very much that
these proposals are only really an issue for the top few per cent of the richest
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•

pensioners who do not need to worry about whether their pension pot will run out
before they die.
UNISON believes there are far greater issues with defined contribution pension
provision and annuities and that the Government is sending out a clear message in
failing to deal with these that it’s more concerned with dealing with issues that favour
the relatively financially privileged few at the expense of the mainstream majority
whom face a greater probability of relative poverty in retirement.

Apparent survivor benefit tax inequality
•

•

•

•

The consultation paper proposes that USP’s should continue beyond age 75 but
redesigned as “capped drawdown” with any residual fund on death being available as
a lump-sum death benefit payable to dependants after the deduction of a recovery
charge to reflect the income tax relief previously given.
Under current rules this charge is 35% before age 75 and it is proposed that it would
go up to “around' 55% under the new rules. There would be no inheritance tax to pay
on this lump sum although it has been made clear that the new rules must not
provide incentives to encourage pensions to be used as inheritance tax planning
vehicles. The recovery charge will reflect this and the position will be reviewed if it is
perceived that pensions are being used for this purpose.
UNISON considers it unfair that the dependants of those who received tax relief at
20% on their pension contributions may suffer a recovery charge at a rate of 55%
and we believe this to be disproportionately unfair for lower to moderate income
earners and would welcome this anomaly being reviewed.
Despite the fact that we believe your proposals to essentially apply to the financially
privileged few it’s our view that in the future there will be relatively low paid workers in
defined contribution pension schemes whom will have little choice other than to work
for longer in a desperate bid to try to build up meaningful pensions. We believe your
proposal to potentially apply a 55% tax charge to any residual fund on death post age
75 is inherently and disproportionately unfair for low to moderate income earners.

A missed opportunity for better protecting intergenerational pension saving
•

We feel this consultation paper misses a potential opportunity in failing to consider
the possibility of allowing both crystallised and uncrystallised residual pension funds
on death to be transferred into the pension plans of beneficiaries without any tax
charge being applied, whom in turn would have their own pension plans kick-started.
Cascading pensions down the generations in this way could reduce the need for
future generations to make their own pension saving or at least supplement existing
provision and could help to reduce potential burdens on the State.

Conclusion
UNISON, although broadly supportive of the principle of making existing annuity terms more
flexible, essentially believes that the proposals outlined in the consultation document will
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only benefit a very small elite band of high earning pension savers and that the main pitfalls
of defined contribution pension provision, are yet again, being overlooked. Furthermore,
UNISON calls for better tax equality in respect of the tax charges applied to residual funds
on death and would like consideration to be given to better protecting and promoting
intergenerational pension saving through allowing residual funds on death to be simply
transferred into an appropriate pensions vehicle for dependants without a tax charge being
applied.

Contacts
Glyn Jenkins, Head of Pensions, g.jenkins@unison.co.uk
Alan Fox, National Pensions Officer, a.fox@unison.co.uk

UNCLASSIFIED

Dr. E.S. Cannon, M.A., M.Phil., D.Phil., Dip.Th.
Reader in Economics

School of EFM
8 Woodland Road, Bristol. BS8 1TN
Tel: +44 (0)117 928 8401
Fax: +44 (0)117 928 8577
E-mail: edmund.cannon@bristol.ac.uk

Age 75 consultation,
Pensions and Pensioners Team,
Room 2/SE,
HM Treasury,
1 Horse Guards Road,
London, SW1A 2HQ
Email: age75@hmtreasury.gsi.gov.uk
10 September 2010
Dear Sirs,
Response to Consultation Paper on “Removing the requirement to annuitise by age 75”
Please find enclosed a response to HM Treasury Consultation Paper on “Removing the
requirement to annuitise by age 75” from the Pensions Institute (CASS Business School),
University of Bristol and University of Bath.
The Pensions Institute (www.pensions-institute.org) based at CASS Business School, undertakes
high quality research in all fields related to pensions, and communicate the results of that research
to the academic and practitioner community. It has established an international network of
pensions researchers from a variety of disciplines, providing expert independent advice to the
pensions industry and government.
We attach two reports produced by the Pensions Institute:
The first of these reports ‘Ending compulsory annuitisation: What are the consequences?’ published
in July 2010 was widely circulated and designed to stimulate the debate about the proposal to end
the mandatory requirement to purchase annuities in pension schemes as formally announced in the
Budget Statement on 22 June 2010 and subsequently expanded upon in the HM Treasury
consultation document ‘Removing the requirement to annuitise by age 75’ released on 15 July 2010.
The second report ‘Ending compulsory annuitisation: Quantifying the consequences?’ is intended to
provide a quantitative assessment of the issues raised in the first report. We also provide policy
recommendations in relation to this proposal.
In section 9 of this second report we provide answers to the questions posed in the consultation.
We are sending these documents by e-mail: please could you confirm receipt?
Yours faithfully,
David Blake (CASS Business School),
Edmund Cannon (University of Bristol),
Ian Tonks (University of Bath)
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Dorothy Wheeler

Pensions Advisory & Support Services

RESPONSE TO CONSULTATION REGARDING THE REMOVAL OF THE AGE 75 RULE

I have read the consultation document with interest and, overall, welcome the proposed
changes. However I do have the following observations/comments to make:

Chapter 2 - age 75
2.12 & 2.14
These are welcome proposals.
Most of my clients are entrepreneurs, having built up their businesses over the years. They
have made provision for retirement through small self administered pension schemes
(SSASs) and many have invested wisely and well. They have welcomed the relaxations in the
annuity purchase requirements over the years and some are now drawing incomes direct
from their schemes either via unsecured or alternatively secured pensions (USPs and ASPs).
2.17
The ability to draw 120% of an equivalent annuity has always seemed crazy to me although
many of my clients in USP are taking the maximum since they wish to deplete their funds as
much as possible in view of the iniquitous tax charges currently in place on death after 75.
I would suggest a limit of 100% would be more appropriate.
2.22
Currently any funds remaining in a pension arrangement on death after 75 can be reallocated to other members less a tax charge of approximately 82%.
I suggest that re-allocation is still an option albeit that you will wish to recoup some tax. Reallocation will have the effect of enhancing the recipient’s pension fund and thus helping to
ensure that he is able to achieve the Minimum Income Guarantee.

Chapter 3 - minimum income guarantee
3.7
I welcome the proposal that there should be total flexibility but also fully support the idea that
there should be a minimum income requirement so that there is no possibility of an individual
exhausting his savings and then falling back upon the State for support.
You have stated that only pension income should be taken into account for this purpose. I
would ask you to consider income from other investments. A number of people save for
retirement by investing in a range of things such as property. They also draw income from
investments such as bonds. At the moment the value of other assets counts when looking at
eligibility for Pensions Credits etc.
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All of my clients have saved or are saving for retirement in a number of ways. They have a
range of investments including their main residences. Account needs to be taken of this fact
when assessing whether they satisfy the Minimum Income Guarantee.
Certainly annuities should also qualify as guaranteed income.
3.20
At the moment members of registered schemes have to produce evidence of transitional
protection against the A Day changes if they wish to be exempt from some of the taxation
consequences of having funds in excess of the Standard Lifetime Allowance. I would have
thought that something similar could be devised for the Assessment process.

Chapter 4- the annuity market
4.8
I am unable to comment on this issue being an adviser and not an insurer.
4.12
Any existing adviser worth his salt already advises clients about their options and would be
able to advise on any changes as they have in the past. There could be a minimum
qualification requirement as proposed in the FSA’s RDR.
4.13
I am unable to comment on this issue being an adviser and not an insurer.

Comments regarding the Government’s other proposals
You have proposed that the Annual Allowance should be reduced substantially. This will
affect, in particular, those entrepreneurs who have always contributed to their pension
arrangements as and when they could afford to do so. Many have not paid any contributions
for themselves in the lean trading years whilst continuing to contribute for their employees.
Your proposal will substantially affect their ongoing ability to ensure that they build up
adequate retirement savings.
I understand that you are also proposing to reduce the Standard Lifetime Allowance. There
has, until recently, been a tradition in the UK that legislation is never retrospective. A
reduction would destroy confidence in the whole system.

Dorothy Wheeler
BA FCII FPFS – Chartered Financial Planner
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8 September 2010
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Greyscar Barn, Boston Hill, off Wide Lane, Oakworth BD22 0SA
tel: 01535 647596 mobile: 0777 9610932
e-mail: dorothywheeler@dorothywheelerpass.co.uk
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Consultation response
Age 75 consultation
Pensions and Pensioners Team
Room 2 / SE
HM Treasury, 1 Horse Guards Road
London, SW1A 2HQ
DATE:
7 September 2010
RESPONSE BY: Which?

Which? welcomes the removal of the requirement to annuitise by 75. The age 75
rule was first introduced over 30 years ago and before these proposals there had
been no increase the age limit. We believe that the rule is outdated and have
argued consistently that consumers need greater flexibility. This is especially the
case following increases in longevity. There has been an increase in the average
male life expectancy of over 3 years since 1988. 77% of men and 85% of women
aged 65 now are expected to live to 75 or later. 1
We view it as an important principle that government policy should not force
people down a single path when it comes to choices regarding their retirement
income. However, a minimum level of secure income should be necessary to
avoid an individual becoming a burden on the State. Tax relief has been provided
to encourage people to save and this should only be clawed back on death.
Consumers continue to be hit by falling annuity rates with the average annuity
rate declining by 7% in the first seven months of this year. At Which?, we want
the emphasis to be on greater flexibility, but it will also be important to
demonstrate that this will lead to better outcomes for those who exercise it and
will have a positive effect on those who still take out annuities.
We acknowledge that annuities will continue to remain the right choice for many
consumers. The costs of income drawdown combined with the risk of running out
of money mean that it will not be suitable for most consumers. The majority of
DC pension pots are below £100,000 – a level at which income drawdown is not
normally suitable. Therefore, alongside these proposals there must be a
comprehensive strategy to improve the operation of the Open Market Option
(OMO) and to deal with the possible consumer detriment which may arise from
consumers exercising income withdrawal for longer periods of time.

1

Office for National Statistics, Interim Life Tables, 1980-82 to 2004-06
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An increase in pension provision following the proposed pension reforms
combined with further increases in longevity and a growing trend of working
beyond retirement age should increase the number of consumers able to take
advantage of the increased flexibility in the longer term.
Which? are jointly 2 funding research being conducted by the Pensions Policy
Institute into many of the issues being considered in this consultation. This
research will be published in early 2011.
Developing a new tax framework for retirement (Chapter 2)
A.1 The level of an appropriate annual drawdown limit for capped drawdown.
This issue will be examined in the research being conducted by the Pensions
Policy Institute, sponsored by Which? and a consortium of consumer/industry
groups.
A.2 Its intended approach to reforming the pensions tax framework, in line
with its commitment to end the effective requirement to purchase an annuity
at age 75.
We support the principle that on death, pension saving that have been
accumulated with tax relief should be taxed at an appropriate rate. We also
support the principle of ensuring that the tax charge which applies does not
allow people to avoid inheritance tax liabilities.
The potential impact on government tax revenue and expenditure of the various
options presented and the impact of different tax charges on death will be
examined by the research conducted by the Pensions Policy Institute.
It is important that the increased flexibility maintains the essential purpose of
pension saving as a means to provide an income in retirement. In 2006 the Irish
Government found that of the 6,200 individuals who had taken advantage of the
additional flexibility by establishing an Approved Retirement Fund (ARF) only
638 3 (10.3%) were using them to provide an income. The remaining 89.7% were
simply accumulating tax-free gains on their funds. The Irish Government
concluded that:

2
3

With a consortium including the ABI, IMA, DWP, Partnership and Prudential
6% were being used to provide a regular income with irregular, ad-hoc withdrawals being used by a further 5%
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“The intention of the ARF legislation was to develop an alternative flexible
income stream in retirement which would obviate the necessity for annuity
purchase. Based on the evidence available (and in the absence of details on
each individual ARF fund and the particular circumstances of each beneficial
owner) it appears that this is not happening. Rather it could be said that
ARFs have allowed the diversion of retirement provision into simple taxadvantaged savings schemes for those who do not need them to produce a
regular income stream.” 4
Therefore the scheme would need to promote the purpose of income
enhancement, not permanent capital accumulation.
We support the proposal to remove the age 75 limit on value protection lump
sums, pension commencement lump sums and trivial commutation lump sum.
Alongside this, we support a wider review of the trivial commutation limits and
the rules applicable to individual pension schemes. We note that in line with the
freeze in the lifetime allowance the level of trivial commutation will also be
frozen. This reduces the number of people able to take advantage of the
flexibility of trivial commutation.
Minimum Income Requirement (Chapter 3)
A.3 What income should be considered ‘secure’ for the purposes of the MIR
and whether proposals for the life annuity income that can be considered for
the MIR are practical and appropriate.
Our research has found that some consumers have a variety of plans to finance
their retirement including savings income and property. Limiting the income
considered ‘secure’ to pension income may significantly reduce the number of
people able to take advantage of the additional flexibility. One possible option
would be to require the deposit of a certain fixed amount of capital in a linked
fund in order to be able to take advantage of the additional flexibility. Whilst
this would not have to be immediately converted into a secure income it would
ensure that this amount would be converted into a secure income at some point
in the future. However, this would add to complexity.

4

Department of Finance, Budget 2006, Volume III: Internal Review of certain tax schemes, page G.22,
http://www.finance.gov.ie/documents/publications/other/revtaxreliefsvol3.pdf
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Chart 1: Other plans (apart from pensions) for financing their retirement
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4
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Source: Which? Pensions research July 2010 Q.3 Apart from your pension, do you have any other plans to finance
your retirement? / Q5 And how, if at all, do you plan to finance your retirement? BASE – all adults UK currently
working or seeking work (555)

We note that 87-89% of annuities currently bought are level annuities and that
the pensions industry does not typically offer annuities which increase by the
minimum of CPI or 2.5%. Index-linked and escalating annuities as a whole still
account for a small percentage (6-7%) of the market. 5 The Government will need
to explore with the industry the possibility of such products emerging and
whether there will be sufficient competition to offer value for consumers.
An alternative to requiring the secure income to be index-linked would be to
specify an amount of income which could be bought by a level annuity, which
would be far enough above state benefit level to keep an individual out of
5

ABI, Research paper number 8: Pensions Annuities, 2008
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entitlement to state benefits, allowing for reasonable inflation over the period.
Whilst this would not stop the individual falling back onto state benefits in the
event of a burst of high inflation, this would also be the case with the current
proposals where pension income could count as secure if it was uprated by a
maximum of 2.5% a year.
We would also expect the income paid from a ‘purchased life annuity’ to be
considered ‘secure’. The level of income considered secure would also need to
reflect the different tax treatment of income from purchased life annuities. 6
A.4 What an appropriate level for the MIR should be and how the MIR should
be adjusted for different ages.
This issue will be examined by the research currently being conducted by the
PPI. Our most recent research found that consumers expect to need an average
of £329 per week (after tax) to live on in retirement. They were asked to
consider expenditure on all essentials and small luxuries necessary to live
comfortably. However, three in ten were unsure about how much they would
need.
Chart 2: Weekly income consumers expect to need in retirement to live
comfortably
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Under current rules income tax is not due on the ‘capital’ part of the gross payment and therefore the
amount of after-tax income received from a purchased life annuity will be greater than that received from a
pension annuity

UNCLASSIFIED
Page 5 of 13

UNCLASSIFIED

Source: Which? Pensions research July 2010 Q 6. Thinking now about when you retire, how much money a week do
you think YOU will need to live on to have a comfortable retirement? This should include everyday expenditure
should as food and clothing, transport, housing costs (i.e. rent/mortgage), bills, and any small luxuries to live
“comfortably”. BASE – all adults UK currently working or seeking work (555)

It is important to note that whilst, initially, the additional flexibility would only
be available to a minority of individuals the number will increase following the
introduction of auto-enrolment and wider access to good value pension schemes.
For example, a man aged 25 earning £25,000 and contributing 8% of their
earnings into a pension would be able to generate an index-linked income of
over £12,000 a year if they retired at 70. 7 This would be in addition to their
entitlement to a Basic State Pension and S2P.
A.5 Whether a different MIR should be set for individuals and couples.
We would support setting a separate level of MIR for individuals and couples. The
couples limit would be lower than for two separate single people. However, the
MIR for couples would need to ensure that sufficient income would be available
to the survivor following the death of their partner.
A.6 How often the MIR level should be reviewed.
A.7 How to minimise unnecessary burdens for individuals and industry in the
assessment of the MIR.
We support the approach for the individual to be required to provide information
to their drawdown provider to allow for the release of the funds. The level of
the MIR will need to be reviewed annually and immediately following any
changes in benefit levels.

7

This assumes that they are a basic rate taxpayer, that their contributions grow in line with earnings (4% a
year) and that returns from their pension are 6% a year after charges.
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The UK annuity market (Chapter 4)
A.8 Whether other legislative or regulatory barriers remain whose removal
would enable industry to provide consumers with more attractive products
without incurring fiscal or avoidance risks.
In pensions generally, our research shows that consumers can be confused by
technical jargon and can feel overwhelmed by the amount of choice. There is a
clear recognition that they need to be guided, but no sense of who they can
trust.
Many consumers will have little knowledge or understanding about the
decumulation decisions they will have to make at retirement. For many,
retirement will seem a long way off and they may not understand the process for
transferring their accumulated fund into an income. When it comes to purchasing
an annuity they may seek to rely on external advice and guidance. In August
2009, Which? conducted research amongst our members about how they did or
how they will decide which annuity to buy. 49% of members took advice or will
take advice from an IFA. 22% took or will take the annuity their pension provider
recommends. 16% used / will use newspapers/magazines and 21% used / will use
the internet.
Decisions about decumulation and annuities can be relatively complex and for
most consumers, purchasing an annuity will be a once in a lifetime choice.
Consumers will therefore not have experience of engaging with these decisions.
They will find it difficult to recognise or evaluate the benefits of switching and
to determine whether they are obtaining a good deal. Our general experience of
switching products is that once consumers have gone through the process once,
they are more likely to switch in the future.
There is also evidence that consumers are more uncertain about the type of
decumulation product they want to purchase. The FSA’s Consumer purchasing
outcome survey found that found that 29 per cent of consumers had no idea
about the type of products they wanted and a further 27 per cent had only a
vague idea about the type of product they wanted.
At Which? we analyse switching in a number of markets by considering the
“switching journey” which consumers need to go through when they switch
products. This has a number of stages.
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1) Awareness: Consumers are prompted to switch by becoming aware that they
may not be getting the best deal.
2) Information gathering / obtaining advice: Consumers gather information
about alternative products and/or obtain advice from a third party.
3) Choose / buy: Consumers weigh up the different options and make decision
as to which to buy.
4) Post mortem: Consumers reflect on the costs and benefits of their decision
and decide whether to switch products again.
Despite the significant gains available in some cases, relatively few consumers
choose to exercise the Open Market Option (OMO) when purchasing an annuity.
The switching journey can break down at any point. For example, consumers
may be aware that they are not getting the best deal but find the information
gathering exercise too complex. They may want to seek independent financial
advice, but be unable to find an adviser they can trust or afford, or may feel
that they lack the basic knowledge to understand the advice given.
We believe that the Government should continue to support the work of the
Open Market Option group (currently located within the DWP). We would
advocate the following steps:
•

Continued effort by the industry to improve the clarity of its retirement
literature. Enforcement action should be taken by the FSA against any
provider with unclear literature.

•

Expanding the FSA comparison tables to include all providers and
requiring those providers which now offer annuities based on postcodes
to remain on the tables.

•

Encouraging all providers to sign up to the ABI’s “Options” project
(which uses an electronic system to speed up pension transfers) for all
of their pension products.

•

Considering the development of a ‘Pensions Passport’ which would
include information about a consumer’s financial situation and health
issues.
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•

Helping consumers to find an Independent Adviser who specialises in
annuity advice.

•

Consideration of making the OMO the default option for consumers. This
could also include greater use of a “focused choice” process such as
that considered by the new NEST scheme. The consumer would still
need to consider key questions such as whether they were in poor
health, if they wanted a level or escalating/index-linked annuity and
whether they wanted a single or joint life annuity. However, once they
had made these decisions the scheme would be responsible for finding
them the most competitive deal for the annuity type they had selected.

There will also be a need for consumers to consolidate their pension funds in one
place before making decisions about their decumulation options. Following the
introduction of auto-enrolment, we expect an increase in the number of
consumers with multiple pension pots. Given the levels of turnover in the labour
market, many consumers may have built up pension funds across multiple
occupational schemes, group personal pensions and stakeholder pensions, in
addition to their money in the NEST scheme. Which? believes that members
should be able to consolidate all of their different pension funds within the NEST
scheme before taking their decumulation decisions.
Moving into income drawdown has benefits to consumers such as the potential
for greater flexibility and increased investment return over the long-term.
However, the Government will also need to develop a strategy to prevent any
consumer detriment which may arise from a greater number of consumers
exercising income drawdown for longer. We believe that this could fall into a
number of categories:
•

Consumers being exposed to the risks of capital loss, lower income or
running out of money due to investment losses or excessive withdrawals
from their drawdown arrangements.

•

Whether consumers understand the additional risk of these products
compared to a conventional annuity.

•

The additional costs of the alternative options such as income
drawdown eroding the benefits consumers gain from the additional
flexibility.
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•

The lower levels of compensation from the Financial Services
Compensation Scheme for income drawdown arrangements and those
providing advice on these products.

•

The exposure of consumers to ‘counterparty risk’ from products they
hold within their pension or hybrid products designed to guarantee
them a particular level of income.

•

Lack of access the good quality, affordable, independent financial
advice.

•

Potential bias in the advice process towards the recommendation of
income drawdown products due to the greater ongoing revenue
available to adviser firms.

Consumer demands for increased flexibility
When non-retired DC pension owners were asked what were the most important
features in an annuity, keeping pace with inflation, income security for their
partners and flexibility. 8 38% say that they want a product which will allow them
to keep their options open in retirement. 28% say that they want a product
which offers a guarantee that if they die before a certain date their estate will
receive the remaining payments or a lump sum.
Chart 3 : What people with a DC pension are looking for in an annuity
Keeps pace with inflation
Pays an income to my partner even after my death
Lets me keep my options open after retirement
Absolute certainty that the payments will never reduce
Offers a guarantee so if I die before a certain date, my estate will receive the
remaining payments or a lump sum
I just want a straightforward product that pays a fixed income for the rest of my life
– no bells or whistles
The ability to link the income to investments, so that the income would increase if
the investments did well
Offers better rates for people in poor health
Don’t know
8

IPSOS / MORI, August 2010 Mintel report, Annuities
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Source: Ipsos MORI/Mintel Base: 274 non-retired adults aged 18+ with a personal/money-purchase pension

Only 12% of people say that they plan to delay/consider delaying their annuity
purchase (suggesting that this is not a major consideration for many consumers
prior to retirement). However, ABI research among recent purchasers of
annuities found that 23% had previously deferred the purchase of the annuity. In
particular this was stated by those aged 66 years or over (63%). This suggests
that although many consumers don’t imagine deferring initially, they do so as
they near retirement age.
In addition to this desire for flexibility there are indications of a growing trend
towards phased retirement. While for some this may be out of necessity or for
others simply a lifestyle choice, with the Government encouraging people to
work for longer and abolishing the default retirement age this trend is set to
continue. According to Aviva’s latest Real Retirement Report 68% of adults aged
16 or older say they intend to work beyond the current state retirement age 9 –
this is up from 52% in 2005.
A.9 How the industry, Government and advice bodies such as CFEB can work
to ensure that individuals make appropriate choices about what to do with
their retirement savings in the absence of the requirement to purchase an
annuity by age 75.
We continue to believe that annuities will remain the right choice for many
consumers. The average purchase price for an annuity is around £25,000 and 75%
of annuities are purchased from the proceeds of funds worth less than £30,000.
The FSA has made it clear that it is usually considered appropriate for a
consumer to have a pension fund of over £100,000 in order for them to be
considered to benefit from income drawdown.
CFEB will be able to provide generic advice to consumers about their
decumulation decisions and about the different types of annuities available. It
will also be able to provide generic information about the Open Market Option.
However, it will not be able to provide detailed advice about entering income
drawdown arrangements.
A.10 Whether the proposed reforms have unintended consequences that may
affect the market’s ability to supply annuities at attractive rates or prevent
the annuity market being able to meet likely demand for annuities.
9

Aviva, The Aviva Real Retirement Report, Issue 2, May 2010
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Trends in annuity rates
Although there have been times in recent years when the annuity rate has
improved slightly, the clear trend in annuity rates over the past 20 years has
been downward. According to many industry commentators this downward trend
is likely to continue. Indeed, by July 2010 annuity rates had already fallen by
nearly 7% since the start of the year. Given the problem of many consumers not
saving adequately for their retirement (if at all), it is important that further
declines in annuity rates do not discourage anyone from doing so.

Chart 4 : Annual annuity rates and gilt rates, January 1990-June 2010
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Note: The graph depicts the annual annuity rate for a male aged 65 with a wife aged 62. The cost of
the compulsory purchase pension annuity is £100,000. The annuity is paid monthly in arrears without
proportion, is guaranteed for five years and pays a 50% spouse's pension. The annuity escalates at 3%
per annum. The gilt yield shown is the FT Actuaries Government Securities UK 15 Year Gilt yield
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To achieve widespread support for this policy it will be important to
demonstrate that its implementation will have a positive effect on those who
choose not or are unable to take up the additional flexibility. The removal of
those consumers who exercise the additional flexibility and do not purchase an
annuity from the market could have a number of impacts.
-

If those who exercise the additional flexibility are healthier than average
then this should result in improvements (over the longer term) for
consumers who still purchase an annuity.

-

At the margin, a reduction in demand for annuities from this group should
lead to an improvement in the pricing of annuities for other consumers.

-

These positive impacts may be balanced by the impact that any reduction
in the average size of an annuity has on the average administration costs
incurred.
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Removing the requirement to annuitise by age 75 - Response from Zurich

Zurich Assurance Ltd

UK Life Centre
Station Road
Swindon
SN1 1EL
United Kingdom
Telephone +44 (0)1793 511227
We may record or monitor
calls

Dear sir,
I respond on behalf of the Zurich Group to the consultation, “Removing the
requirement to annuitise by age 75”. Zurich is grateful for this opportunity to
respond to the consultation. In particular, I should mention that I found the
opportunity to discuss the proposals in more detail at the meeting on 6 August
very helpful.

to improve our service
www.zurich.co.uk/life

About Zurich
Zurich provides pension investments and schemes for over 850,000 customers in

E-mail ben.carroll
@uk.zurich.com

the UK. Zurich is keen to ensure that the proposals will meet the needs of its
customers, both existing and new, that the pension schemes which Zurich
provides perform as customers expect and that customers readily understand the
benefits and risks which any new options present.
Summary of response

Authorised and regulated by
the Financial Services Authority
for its life assurance, pension and
investment products
Registered in England and Wales:
No 02456671
Registered Office
UK Life Centre
Station Road
Swindon
SN1 1EL

Zurich welcomes the proposal to remove the requirement to purchase an annuity
at age 75, for the reasons given below, but has a number of concerns about how
this might operate in practice and suggestions as to how the proposed changes
might be introduced.
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Zurich believes that the fair treatment of its customers requires that the tax regime
and the risks associated with the decision not to annuitise are readily understood
by customers. It is also important that the tax regime for customers who have
made the decision to take unsecured pension is not changed in a way that
undermines their decision.
General application
As has been observed by several commentators, it is likely that the vast majority
of individuals will want to retire from work significantly earlier than age 75. These
individuals will typically rely on their pension savings to replace their earnings
when they retire. In addition, Zurich tends to agree with observations made in the
consultation paper that customers underestimate the benefits of security and good
value that annuities represent.

This means that for most customers, deferring the purchase of an annuity beyond
age 75 simply does not meet their needs for a secure replacement for earnings at
the point of ceasing to work. The consequence is that these proposals might only
appeal to a minority of individuals.

At the consultation meeting with interested parties, held on 6 August, concern was
expressed that the introduction of capped drawdown could lead to problems with
individuals inappropriately choosing to take capped drawdown when an annuity
would be more suitable. Zurich is concerned to ensure that its customers fully
understand the relative benefits and risks associated with drawdown. Other than
in exceptional circumstances, Zurich does not currently offer unsecured pension
other than to customers who have an unsecured pension fund of at least £50,000
and have taken financial advice from a properly qualified adviser. We know that
other large pension providers operate similar safeguards. Zurich’s approach to the
proposals for capped drawdown is likely to involve the same safeguards to ensure
that customers are treated fairly.

For these reasons, it is likely that the majority of Zurich’s customers will continue
to want to take their pension benefits before age 75 and that an annuity will
continue to be the most suitable method of doing so.
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Encouraging pension saving
The requirement to purchase an annuity at age 75 has been repeatedly criticised
over many years. If removing it will encourage more individuals to take personal
responsibility and to save for a better retirement, then removing it is the right thing
to do. However, we are concerned that, by the time the final legislation is
published, there will be little time left to implement for 6 April 2011.

The requirement to take benefits at age 75 might have been an obstacle to
pension saving only for a minority of high earners who intend to work beyond age
75 or those who have sufficient other sources of savings not to need to draw an
income from their pension. However, these individuals tend to be the decisionmakers within employers. If removing the requirement to take benefits at age 75
encourages these individuals to support pension savings, then the proposals
might result in better pension provision for a wider range of employees.
Responses to specific questions

A.1 - level of capped drawdown
Zurich welcomes the proposal to replace the existing unsecured pension and
alternatively secured pension regimes with the capped drawdown regime. It is
important to find a level of capped drawdown, especially for older individuals,
which maximises freedom for customers but also limits the risk to customers of
exhausting their drawdown fund.

Features of the existing drawdown regimes are already understood by customers
and embedded in the industry, such as the setting of a maximum figure by
reference to published tables and 5-yearly reviews for individuals under 75.

We suggest that a suitable level of capped drawdown should retain these existing
features of unsecured pension. We wonder whether the risk of older customers
exhausting their drawdown fund might be reduced by retaining the additional,
existing, safeguard of calculating the relevant annuity by reference to age 75 for
those individuals over that age.
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If the maximum level of capped drawdown were to be reduced from the current
120% which applies to unsecured pension, we would need time to notify those
customers affected by the change.
A.2 - ending the requirement to purchase an annuity
Zurich welcomes the additional flexibility for customers which ending the
requirement to purchase an annuity at age 75 introduces, but is concerned that
the proposed changes should result in the fair treatment of its customers.

The proposed 55% recovery charge on lump sum death benefits paid from
drawdown funds seems to be greater than is necessary to recover tax relief and
unfairly high, especially in respect of basic rate tax payers and for existing
customers who chose to take drawdown on the understanding that the tax charge
would be 35%. We suggest that setting the recovery charge at this level also risks
acting as an incentive for individuals:
•

to risk exhausting their drawdown funds in order to avoid what might be
regarded as a punitive charge

•

to annuitise earlier than they had originally planned or

•

to delay crystallising their benefits.

A.3 - what forms of income should be considered secure
We agree that, to be regarded as secure, pension income should be in payment
and guaranteed for life. As discussed at the consultation meeting with interested
parties on 6 August, we suggest, however, that requiring income to escalate in
payment is unnecessary and has the undesirable effect of encouraging the
purchase of escalating annuities by customers for whom a level annuity might be
more suitable.

For money purchase schemes in particular, this would represent a departure from
the approach over recent years of allowing individuals to make the decision about
the form of income they require. The likely future cost of living can be dealt with in
setting the level of the minimum income requirement; rather than in the form of
pension income which should be allowed to count towards that level.
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We believe that purchased life annuities can also meet the stated criteria of an
income in payment, guaranteed for life.

A.4 - appropriate level of MIR
We recognise that the objective of the minimum income requirement is to
minimise the risk of an individual falling back onto state benefits. However,
individual circumstances are subject to changes which cannot be predicted and
the criteria for state benefits vary. This makes it difficult to set a single clear level
of income.

Setting a minimum income requirement towards the lower range of possible levels
has the advantage of making flexible drawdown available to a wider range of
individuals but increases the risk of those individuals subsequently qualifying for
state benefits. Conversely, setting the minimum income requirement towards the
higher end of the possible range will minimise the risk of individuals falling back on
state benefits but will limit the availability of flexible drawdown to a minority of
richer individuals.

We note that the full basic state pension alone (an escalating annual income of
£5,078 pa (£97.65 x 52) for a man aged 65) implies an equivalent pension fund of
over £120,000 (assuming an annuity rate of approximately 4%). On the basis that
the minimum income requirement must be set significantly higher than the level of
the basic state pension, we think that it is inevitable that flexible drawdown will be
the preserve of a few wealthy individuals.

We suggest that the level of the minimum income requirement should be set by
reference to an officially-published, indexed figure, so that it is clear and easily
understood. We suggest that a percentage of national average earnings or a
multiple of the basic state pension would meet these requirements. This multiple
or percentage would then need to be increased for younger individuals and
reduced for older individuals to account for increases in the cost of living.
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A.5 - individuals and couples
Zurich is uncomfortable with the idea of setting different minimum levels of secure
income based on a customer’s status. This would mean that, in some situations,
an unmarried member could have a benefit option which is not available to a
member who is married or in a civil partnership. Zurich would prefer a single level
of minimum income which applies to any customer, regardless of marital status or
the wealth of a spouse or partner.
A.6 - reviewing the MIR
We suggest that linking the level of the minimum income requirement to a
published and indexed figure - such as basic state pension or average earnings removes the need to review the level of minimum income. The level would
automatically be reviewed whenever the associated figure is reviewed.
A.7 - minimising burdens
It is essential that the proposals are clear to customers, easy for providers to
operate and do not result in significant additional costs. In particular, the minimum
income requirement must be easily proven.

We suggest that the introduction of flexible drawdown could be smoothed if an
individual who wishes to take flexible drawdown had to demonstrate to HMRC that
he or she has sufficient secure income in payment (or will have as a result of
taking benefits) to satisfy the minimum income requirement. HMRC could then
issue a certificate to that individual (in the same way as for lifetime allowance
protection at A-day). The individual would simply need to present that certificate to
any future pension provider in order to take flexible drawdown. This would ensure
that the provider always has sufficient evidence of secured income and could
reduce the need for reporting to HMRC when flexible benefits are taken.

At the consultation meting on 6 August, it was mentioned that the intention is to
revise legislation so that, although there would be a lifetime allowance test at age
75, benefits would not necessarily crystallise at that age. We are concerned that
the proposed changes could result in pension providers being required to issue
annual benefit statements (and statutory money purchase illustrations) to a small
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number of customers who are over age 75 and have uncrystallised benefits. We
suggest that the changes necessary to do so are expensive to make and cannot
be implemented by April 2011. We also suggest that SMPIs do not meet these
customers’ needs, since SMPIs are designed to act as a wake-up call to
encourage customers to consider whether their existing pension provision is
adequate, whereas customers over the age of 75 cannot make further tax-relieved
pension provision and ought instead to be considering the security of their pension
fund, whether their existing investment decisions continue to be appropriate and
whether they need to use those funds to provide an income.
Fair treatment of existing customers in drawdown
Zurich’s existing customers with unsecured pension funds elected to designate
their funds for unsecured pension, rather than choosing an annuity, in the
knowledge that, in the event of their death before age 75, any lump sum paid from
the remaining fund would be taxed at 35%. We suggest that it would be unfair to
increase that rate of tax to 55% now. However, we also suggest that a transitional
rule, involving operating different rates of recovery tax for individuals depending
on when they entered drawdown, does not meet the need for a clear and simple
tax regime.

Anticipated treatment of Zurich’s existing pension products
Zurich's existing pension plans are designed to run until age 75 at which point
customers must take benefits. Other than those plans specifically designed to
allow drawdown, Zurich’s pension plans were not designed to allow customers to
take benefits in the form of income drawdown either before or after age 75 and do
not have the necessary safeguards and processes in place to protect customers.
In would be extremely challenging to implement the proposed changes by 6 April
2011, even for those pension plans that are designed to allow drawdown.

Costs of implementation
In addition, over the years, Zurich has carefully built its administration systems to
include safeguards and processes to ensure that customers do take their benefits
by age 75. Zurich cannot remove those safeguards and processes by April 2011.
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Zurich is in the process of carrying out an analysis of the costs of implementing
the proposed changes but it is believed that the likely one-off cost of removing the
requirement to annuitise at age 75 under all our pension plans would be many
hundreds of times greater than the estimate contained in the table at paragraph
28 of the impact assessment (£2,000 for a large personal pension provider).
Yours faithfully,

Ben Carroll
Pension Marketing Executive

