
The immediate changes

The changes begin on Thursday 27 March 2014, when:
  • The maximum annual pension for capped 
     drawdown pensioners will be increased to 150% 
     of the “basis amount”, compared to 120% 
     currently, for all drawdown pension years 
     commencing on or after this date.

  • The amount of relevant income required (the 
     ‘Minimum Income Requirement’) for an 
     individual to be eligible for flexible drawdown 
     is reduced to £12,000 gross per annum, from 
     £20,000 currently.

  • The trivial commutation limit (the maximum 
     total pension savings allowed for early access 
     at age 60 or over) will be increased from 
     £18,000 to £30,000.

  • The amount that can be taken as a taxed lump 
     sum from other small pension pots will be 
     increased from £2,000 to £10,000 and number 
     allowed to be taken increased from 2 to 3.

“Freedom and choice in pensions”

These changes, however, are relatively insignificant
compared to those proposed for April 2015, which
involve total flexibility in regards to defined contribution
pension arrangements. The Government has released
a 48 page consultation document entitled ‘Freedom
and choice in pensions’ to highlight these proposals
and to allow a response in regards to some areas
that are yet to be decided.

The consultation document states that from April
2015 everyone will be entitled to total flexibility in
regards to their defined contribution pension savings,
regardless of their total amount. Everyone over the
age of 55 (57 after 2028) will be able to access their
pension savings whenever and however they wish,
without limit. The tax-free pension commencement
lump sum (usually 25% of an individual’s pot) will
continue to be available with any pension received
being treated as income and subject to the individual’s
marginal rate of income tax in the year taken.

Individuals already in drawdown should benefit from
this proposed increased flexibility; however those
already receiving annuity income will be bound by the
existing terms.

The Chancellor, George Osborne, left the big changes to the end of his hour long Budget speech on the
afternoon of 19 March 2014. Many see the changes to the defined contribution pensions system as
revolutionary and they are certainly a significant change to the rules that precede them.

Overview

The overwhelming characteristic is that the changes will provide much more flexibility and choice for those able to
receive a pension from their defined contribution arrangements, such as Personal Pensions and the more exotic
SIPP and SSAS. The changes may also encourage more innovation in the industry, which is one of the Government’s
intentions, and will almost certainly lead to a reduction to the number of annuity policies written in the future.

The Chancellor has spoken at great length about the fact that he will “trust the people...with their own finances”
and whatever you may think about this “trust”, and the reasons behind it, there is no denying that the changes
introduced will increase flexibility.
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Conclusion

The radical nature of the changes and proposed
changes came as somewhat of a surprise to the
industry. Perhaps more surprising is the speed of
these changes, with the most radical proposed for 
April 2015. 

What the outcome of the consultation will be remains
uncertain. We will communicate any amendments
and provide further clarification in the coming weeks
and months.

Questions

The nature of a consultation means there are many
unanswered questions. 

If you have any queries, wish to discuss the changes
in detail or have any questions regarding pensions
generally please do not hesitate to contact us.

This article is based on our interpretation of the Chancellor’s speech and on initial documentation available on the Treasury and HMRC websites, which
cannot be guaranteed and could be subject to change.

April 2014

Death benefits lump-sums
Given the proposed increased flexibility, the Government recognise that the current 55% tax rate for crystallised 
lump sum death benefits is likely to be excessive and hence may be reduced, however no figure has been stipulated 
at this time.

Face-to-face guidance
The Government has also proposed that individuals approaching retirement will receive free and impartial face-to-
face guidance from April 2015, with the onus on the pension providers and pension schemes to provide this. Exact
details are open to consultation, but the Government has pledged £20m as a development fund to assist with this.

Defined benefit transfers

The Government also acknowledge that the changes to defined contribution pension rules may lead to an increase
in the number of transfers from defined benefit, i.e. Final Salary, schemes. As such, they have proposed that
members of public sector defined benefit schemes will be unable to transfer benefits to a defined contribution
arrangement. The consultation document also asks for responses as to whether transfers from private sector
defined benefit schemes should also be restricted from transferring to a defined contribution arrangement.
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