

Pensions Simplification
The Windermere & Bowness Chamber of Trade are indebted to Lonsdale Independent Financial Advisors for the following article.


What is the Aim of ‘Pensions Simplification?

Simplification will replace the eight existing tax regimes with one single universal regime and becomes effective from the 6th April 2006 (known as A-day.)
Who is affected?

All individuals with existing and future pension benefits ie individuals with Occupational Personal Pensions, 226 Retirement Annuities, Free Standing AVC’s, and Section 32 Buy Out Plans.
· What are the main features of the new legislation?
· Contributions:


New funding limits, which will attract tax relief:

Individuals will be able to contribute the greater of 100% of earnings or £3,600.

Employer contributions in respect of current or former employees will be unlimited.

However, tax relief will only be provided on contributions up to £215,000 initially.  The annual allowance will be reviewed every 5 years after 2010.



Any employer contributions in excess of the annual described above will be taxed at 40%.



Final Year Contributions – In the year of retirement the contributions are unlimited.  This would allow the owner to sell their business and potentially put the proceeds into a pension arrangement with full tax relief.

· Carry Back

This will be removed and the last date to use this facility will be 31st January 2006 (31st January 2007 for Retirement Annuity Plans).

· Maximum Retirement Funds:

Under the new rules all maximum fund limits will be removed and replaced by the Lifetime Allowance, which will be set at £1.5M per individual increasing to £1.8M by 2010.

· 
The Lifetime Allowance will also be reviewed every 5 years after 2010.  A tax change will be levied on funds over the Lifetime Allowance, however, transitional arrangements could protect pension funds built up before 6 April 2006, and will come in two formats, which are to be known as “primary” and “enhanced” protection.
· Tax Free Cash Sum:
This will be 25% of the total pension fund value (up to the lifetime limit) for all funds accrued to 6th April 2006.  These do not need to be registered with the Inland Revenue unless they exceed £375,000.

· Retirement Ages:
With effect from 2010 the minimum retirement age under all plans will be amended to 55.  The maximum retirement age will remain at age 75.

Who will need advice?
· Everyone will need advice on the new pension legislation and planning should and can be undertaken now, especially for the following:

· Those with large funds – should these be elected  for protection?

· Those in company pension schemes who have the potential to fund into the scheme Pre April 2006 for a large tax free cash sum.

· Those approaching retirement – there may be a lot more flexibility post April 2006, including inheritance tax planning and these should be considered before taking action.
· Those thinking of buying a commercial property should look to all the options including purchase via a pension fund.

These are just a few ideas to consider.  For further details, please contact your own Personal Financial Advisor.
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