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TAXATION OF PENSIONSACT 2014

EXPLANATORY NOTES

INTRODUCTION

1

These explanatory notes relate to the Taxation of Pensions Act 2014 which received
Royal Assent on 17 December 2014. They have been prepared by HM Revenue
& Customs (HMRC) in order to assist the reader in understanding the Act. These
explanatory notesdo not form part of the A ct and have not been endorsed by Parliament.

The notes need to be read in conjunction with the Act. They are not, and are not meant
to be, a comprehensive description of the Act. So where a section or part of a section
does not seem to require any explanation or comment, noneis given.

Structure of these notes

3.

These notes begin with abrief overview of authorised benefits payablefrom aregistered
pension scheme and the measures contained within the Act. This is followed by an
outline of the structure of the Act, and of itsterritorial extent and application, and then
by commentary on the Act's sections and Schedules. Thefinal part containsinformation
about when the Act’ s provisions come into force, and a table of Hansard references for
the parliamentary proceedings on the Taxation of Pensions Bill

BACKGROUND

Pensionstax legislation

4,

Thelegidation relating to UK registered pension schemesis set out in Part 4 of Finance
Act 2004 and cameinto forceon 6 April 2006 (commonly known asA-day). Legidation
relating to the taxation of pensionincomeisset out in Part 9 of the Income Tax (Earnings
and Pensions) Act 2003.

The UK’s existing system of pensions tax relief is typically described as Exempt,
Exempt, Taxed (E, E, T), where each of the three letters corresponds to a phase in the
lifecycle of pension savings. The first relates to the contributions, the second to the
investment return and the third to the benefit payout:

e (BE): tax relief is available on individual and employer contributions to a pension
scheme. The employer contribution is not treated as a taxable benefit-in-kind
for the employee. This means that contributions to a pension are not subject to
income tax or to corporation tax. Furthermore, employer contributions do not give
rise to a national insurance contribution (NICs) liability. In relation to individual
contributions, tax relief isavailable at theindividual’ smarginal rate, meaning relief
is worth more to individuals who pay a higher marginal rate of income tax. Relief
is available on contributions worth up to 100% of individuals' earned income or
£3,600 if higher. But if annual and/or lifetime limits are exceeded, there are tax
charges on the excess.

* (E): investment growth within pension schemes is not subject to income or capital
gainstax.



These notes refer to the Taxation of Pensions Act 2014
(c.30) which received Royal Assent on 17 December 2014

e (T): when benefits are drawn, individuals are able to take a tax-free lump sum of
up to 25% of the value of their benefits. The remaining pension rights are used to
deliver an income usually payable for life, which is taxed like any other pension
income. Pensions paid from tax-registered pension schemesare not subject to NICs.

Thistax relief is given so that the funds are used to provide benefits later in life for the
member and their dependants. Thetax rulestherefore set out what paymentsaregistered
pension scheme is authorised to make to or in respect of a person who is or has been
amember of the pension scheme. That is, payments that meet the purpose for which
tax relief has been given. These payments are known as authorised member payments
and are set out in Finance Act 2004.

Authorised member payments

7.

10.

11.

12.

13.

Authorised member payments include pensions, lump sums and desth benefits
permitted by Finance Act 2004 aswell astransfersto another registered pension scheme
or to certain overseas pension schemes.

Pension schemes are made up of one or more arrangements. Each arrangement is
defined by the type of benefits that will be paid, and is either a defined benefit
arrangement (that is where the benefit to be provided can be expressed in a value per
year, for example as part of afinal salary scheme) or a money purchase arrangement
where the benefitsto be provided are determined by the size of theindividual’ s pension
fund.

The only types of pension that can be paid from money purchase arrangements are
scheme pensions, lifetime annuities or drawdown pensions. Scheme pensions and
lifetime annuities must be payable for life and cannot decrease except in limited
permitted circumstances.

A drawdown pension can either be income withdrawa or a short-term annuity.
Individuals who want to go into drawdown must first designate some, or all, of their
pension fund as available for drawdown, to what is known as a member’s drawdown
pension fund. The funds then remain invested until they are paid as income to the
member.

Normally the amount of drawdown pension the individual can havein ayear islimited.
This is caled capped drawdown. Under capped drawdown, the amount paid from
the member’s drawdown pension fund can vary each year. However the maximum
that can be paid is 150% of the amount of an equivalent single Ilfe annuity that
the member’s drawdown pens on fund could buy (the basis amount).> That way the
member’s drawdown pension fund should not be used up and as such the capped
drawdown pension can be paid for life.

The only time an individual can take more than this maximum from their drawdown
fund iswhere they meet the conditionsto take flexible drawdown To qualify they must
have a guaranteed pension income of at least £12, 000% a year. Where an individual
meets the conditions, they can take as much of their member’ s drawdown pension fund
asthey wish in any year.

Where an individual first becomes entitled to a pension, they can normally take up to
25% of their pension fund tax free. All pensions, whether scheme pensions, annuities or
drawdown aretaxablein the hands of theindividual aspensionincome at their marginal
rate.

Themaximum that can be paid under capped drawdown was increased from 120% to 150% of the basis amount for drawdown
years beginning on or after 27 March 2014.

The Minimum Income Requirement was reduced from £20,000 to £12,000 for flexible drawdown declarations made on or
after 27 March 2014.



14.

15.

16.

17.

18.

19.

These notes refer to the Taxation of Pensions Act 2014
(c.30) which received Royal Assent on 17 December 2014

Similar rules apply to dependants where pension funds have been passed to them on the
death of the member. These funds can be taken in the form of a dependants’ scheme
pension, a dependants’ annuity or a dependants’ drawdown pension. If the dependant
wantsto take funds as adependants’ drawdown pension, they must first designate those
funds to a dependant’s drawdown pension fund. A tax-free lump sum cannot be paid
in connection with a dependants’ pension.

In certain circumstances, a lump sum death benefit can be paid on the death of a
member. For money purchase arrangements, where pension funds have not yet been
taken or designated into drawdown, then the only lump sum that can be paid is
uncrystallised funds lump sum death benefit. Where the member was in receipt of an
annuity where the contract provided for a lump sum to be paid on their death, then
an annuity protection lump sum death benefit can be paid. Where the member was in
receipt of adrawdown pension, a drawdown pension fund lump sum death benefit can
be paid or, where there are no dependants, a charity lump sum death benefit can be
paid. These lump sum death benefits are subject to a 55% tax charge payable by the
scheme administrator, except a charity lump sum death benefit which is paid tax free,
and except where the member diesbefore age 75 in which event the uncrystallised funds
lump sum desth benefit can be paid tax-free.

The only circumstances apart from flexible drawdown where an individual can
normally take al of their pension pot as a single one-off payment is where their total
pension savings in all funds are less than £30, 0003 (the trivial commutation limit), or
in certain circumstances where the value of asmall pension pot is less than £10,000%.
To qualify for these payments, the individual must have reached age 60.

Normally under these rules 25% of the payment can betaken tax-freewith theremaining
75% taxed as pension income at the individual’ s marginal rate.

Dependants benefits can also be paid to a dependant as a trivial commutation lump
sum desath benefit. The maximum that can be paid as a trivial commutation lump sum
death benefit is £18,000, but the whole lump sum will be taxable at that dependant’s
marginal rate.

Where apayment is made to or in respect of amember that isnot an authorised member
payment, thisis known as an unauthorised payment. Where an unauthorised payment is
made, certain tax charges apply which can, depending on the circumstances, total up to
70%. These charges areintended to recover thetax relief previously given, asapayment
has been made which doesn’t meet the purpose for which the tax relief was given.

Limitson tax relief

20.

21,

Since A-day, there have been no limits on the amount of pension savings an individual
can have, but there are limits on the amount of tax relief that is available: these are the
lifetime allowance and the annual allowance.

The lifetime allowance is the maximum amount of pension and/or lump sum that an
individual can take from their pension schemes that benefits from tax relief. Thereis
no limit on the amount of benefits that a pension scheme can pay an individual. The
standard lifetime allowance is £1.25m for tax years 2014-15 onwards. Where the value
of pension benefits taken (known as benefit crystallisation events or BCE) exceedsthe
lifetime allowance, the lifetime allowance charge applies to the excess. The rate of the
lifetime allowance charge will depend on how the individual takes their benefits.

* Any amount over the lifetime allowance taken as alump sum is taxable at 55%.

3

4

The trivial commutation limit was increased from £18,000 to £30,000 for commutation periods beginning on or after 27
March 2014.
The small pot limit was increased from £2,000 to £10,000 for payments made on or after 27 March 2014.
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* Any amount over the lifetime allowance taken as a pension is taxable at 25%. The
pension will also be taxable at the recipient’s marginal rate.

There is aso a limit on the amount of annual pension savings that benefits from tax
relief. This is the annual allowance. The annual allowance is £40,000 for tax year
2014-15 onwards. Any unused annual alowance in respect of an individual can be
carried forward from the three previous tax years and added to the £40,000, to make
theindividual’s annual alowance for that tax year.

How pension savings are measured against the annual alowance depends on the type
of arrangement. The pension savings for each arrangement are known as the pension
input amount and the sum of all these amounts in respect of an individua is the total
pension input amount. If an individual’s total pension input amount is more than their
annual alowance they will pay atax charge on the excess over their annual allowance.
Thistax chargeis called the annual allowance charge and is charged at theindividual’s
margina rate.

For most money purchase arrangements, the pension input amount is the total
contributions made by theindividual or anyone else on their behalf, including any made
by any employer. The exception to this is where the arrangement is a cash balance
arrangement where the pension input amount is the increase in the promised fund for
the individual. For a cash balance arrangement the pension input amount could, for
example, be the amount an employer has promised to provide for an employee, but
without making a contribution to fulfil that promise until many years later.

However, in defined benefit arrangements, individuals accrue a right to an amount of
annual pension from pension age based on a variety of factors, for example years of
serviceor salary. Totreat thetwo in acomparableway, adeemed notional contributions
value is applied to the increase in value of pension rights between the start of the year
and the end of the year. For defined benefit arrangements, the pension input amount
is therefore calculated by multiplying the increase in their expected pension over the
course of the year by a factor of 16. This broadly means that an increase in annual
pension benefit of £1,000 would be deemed to reflect a contribution of £16,000.

Where an individua has a hybrid arrangement, as defined in section 152 Finance Act
2004, it is more difficult to calculate a comparabl e contribution value because the type
of benefits provided are not decided until they are taken. In the circumstances, the
pension input amount is worked out by calculating what would be the value of the
pension input amount for each type of benefit that could be provided from the hybrid
arrangement, and taking the highest of these values.

Annual allowance reporting

27.

To help individuals know whether or not they may be liable to an annual allowance
charge, if their pension input amount in a particular registered pension scheme exceeds
theannual allowance for atax year, the scheme administrator must provide the member
with a pension savings statement by 6 October in the following tax year. The statement
tells the member about their pension savingsin that scheme for the tax year concerned,
plus the three previous tax years. Individuals can also request this information from
their scheme administrator if it would not be automatically provided to them.

| nternational

28.

There are circumstances in which an overseas pension scheme that is not a registered
pension scheme will contain funds that have benefitted from UK tax relief. For
example, where an individual comes to the UK as a member of an overseas pension
scheme, contributions to their overseas scheme may benefit from UK tax relief just
like contributionsto aregistered pension scheme. Fundsin an overseas pension scheme
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which have built up in a registered pension scheme before being transferred to the
overseas pension scheme will also have benefited from UK tax relief.

Finance Act 2004 therefore contains charging provisions which apply in certain
circumstances to members of non-UK pension schemes which are intended to reflect
similar charges that would have applied had those funds been held in a registered
pension scheme. However, for members of non-UK pension schemes, these charges
only relate to the part of the member's non-UK pension fund that has benefitted from
UK tax relief.

Background to the changes

30.

31.

32.

33.

35.

36.

37.

The Government announced at Budget 2014 proposals to alow people aged 55 and
above, from April 2015, to access their money purchase pension savings as they wish.
Thesereforms mean that individual swith money purchase savingswill be ableto access
their entire pension fund as they wish after age 55. Thiswill alow individuals to make
their own choices about how to use their pension savings.

Asan interim measure anumber of changeswere madeto the existing pension tax rules,
to extend the circumstances in which an authorised member payment could be made.
These changes were enacted in the Finance Act 2014, had effect from 27 March 2014
and amended Finance Act 2004 to:

* increase the maximum income that a drawdown pensioner (member or dependant)
with a capped drawdown pension fund can choose to receive up to 150 per cent of
the “basis amount”;

¢ reduce the minimum income threshold for flexible drawdown to £12,000;

» alow members aged 60 or over, with total pension savings of £30,000 or less, to
take out all of those savings as one or more trivial commutation lump sums;

* increase the small potslimit to £10,000; and

e increase to 3 the number of small pot lump sums that can be taken under non-
occupational pensions.

A consultation document “Freedom and choice in pensions’ published on 19 March
2014 set out the Government’ s proposal sfor reform and invited commentsfrom arange
of stakeholders on the changes announced at Budget 2014. A summary of responsesto
the consultation was published on 21 July 2014.

The summary of responses set out that the Government would take forward two separate
pieces of legislation during the autumn of 2014 to deliver the changes: the Pension
Schemes Bill and the Taxation of Pensions Bill.

The Pension Schemes Bill was designed to deliver theregulatory framework for defined
ambition pension schemes, and included provisionsto enact the guidance guarantee and
the restrictions on transfers from unfunded public service defined benefit schemes. It
also included changes to pensions legislation to ensure that individuals could access
their pension savings flexibly.

A draft of the Taxation of Pensions Bill was published on 6 August 2014 for afour week
technical consultation, to ensure that the legislation would enact the policy asintended.
In total, 45 written responses were received.

The Government announced on 29 September 2014 that, from 6 April 2015, the tax
charge on certain death benefits would be reduced.

The Taxation of Pensions Bill introduced into the House of Commons on 14 October
2014 had a number of changes either:
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e asaconsegquence of consultation responsesaswell as making anumber of technical
improvements; or

* to introduce new provisions on tax charges on death, international pensions and
reporting requirements.

Amendmentswere madeto the Bill during its committee and Report stagesin the House
of Commons. The amendmentsintroduced during the Commons committee stage made
changesso that any individual, not just adependant, caninherit unused drawdown funds
or uncrystallised funds on the death of the member where those funds are then used
to provide a drawdown pension or pay a lump sum death benefit. Where the death
of the member occurred before age 75, the changes enable any payments of income
withdrawal to the beneficiary to be made tax-free providing the funds are designated
to the beneficiary’ s drawdown fund within a two-year period and that the member had
sufficient lifetime allowance available at the time of their death.

Amendments were also made to ensure that the equivalent of income withdrawal paid
from a non-UK pension scheme will get similar tax treatment.

Further amendments were made at the Commons Report stage so that the reporting
arrangementsintroduced by the Act in respect of the money purchase annual alowance
apply only to active members of pension schemes.

SUMMARY

41.

42.

The Act makes a number of amendments to the existing legislation relating to the
authorised pension benefits that can be provided to members of registered pension
schemes and their beneficiaries. The changes give individuals with savings in money
purchase arrangements much greater flexibility as to how they can take their benefits
from age 55. From 6 April 2015 these individuals will be able to access as much as
they want, when they want, from a money purchase arrangement. However, where
individuals take advantage of the new flexihilities, any future savings in money
purchase arrangements will be subject to a£10,000 money purchase annual allowance.

The changes made by this Act:

» dlow all of thefundsin amoney purchase arrangement to be taken as an authorised
taxed lump sum, removing the higher unauthorised payment tax charges,

e increase the flexibility of the income drawdown rules by removing the maximum
‘cap’ on withdrawal and minimum income requirements for al new drawdown
funds from 6 April 2015;

e enable those with ‘capped’ drawdown to convert to a new drawdown fund once
arranged with their scheme should they wish;

* enable pension schemes to make payments directly from pension savings with 25
per cent taken tax-free (instead of atax-free lump sum);

* introduce a limited right for scheme trustees and managers to override their
scheme’ srules to pay flexible pensions from money purchase pension savings;

e remove some restrictions on lifetime annuity payments;

* ensure that individuals do not exploit the new system to gain unintended tax
advantages by introducing areduced annual allowance for money purchase savings
where the individua has flexibly accessed their savings;

e increase the maximum value and scope of trivial commutation lump sum death
benefits,
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e provide new information requirementsto ensure that individuals who have flexibly
accessed their pension savings are aware of the tax consequences of doing so;

» restrict or reduce certain tax charges that apply to death benefits;

* enable persons other than dependants to inherit unused drawdown funds and
provide that, where the death occurred before age 75, lump sum death benefits and
drawdown pension from these funds can be paid tax free, subject to the member
having sufficient available lifetime allowance; and

» make changes to the rules for individuals who receive UK tax relief in respect of
pension savingsin non-UK pension schemes, so that theflexibilitiesand restrictions
to relief will apply equally to them.

OVERVIEW OF THE STRUCTURE OF THE ACT

43.
44,
45.

46.
47.

48.

49,

50.

51.

The Act has four sections and two Schedules.
Section 1 introduces Schedule 1.

Section 2 restricts and reduces the tax charges that apply to certain lump sums paid in
respect of a member.

Section 3 introduces Schedule 2.

Section 4 contains definitions that apply to this Act and a power to amend specified
legislation in consequence of this Act.

Schedule 1 providesthe detail of the changesto existing legidation required to provide
for the new pensions flexibility and is split into seven Parts.

Part 1 of Schedule 1 amends Finance Act 2004 (FA 2004) to distinguish between sums
and assets designated as available to pay a drawdown pension before 6 April 2015 (to
a drawdown pension fund), and those designated on or after that date where there has
not been a previous designation at that date (to a flexi-access drawdown fund). There
is no limit on how much can be taken from a flexi-access drawdown fund but when
benefits are first accessed from that fund, the money purchase annual allowance rules
described in Part 4 are triggered in respect of that member. Those with a drawdown
pension fund can designate further sums and assetsto that fund on or after 6 April 2015
but the existing capped drawdown limit will continueto apply to that fund. Similar rules
apply for dependants.

Part 2 of Schedule 1 amends the requirements for lifetime and short-term annuities to
providegrester flexibility for both membersand dependants so that wheretheindividual
becomes entitled to the annuity on or after 6 April 2015, some of the conditions are
removed that would have applied had the individual become entitled to the annuity
before that date.

Part 3 of Schedule 1 permits the payment of a new type of authorised lump sum, an
uncrystallised funds pension lump sum (UFPLS). An UFPLS can be paid on or after
6 April 2015 directly from pension savings under a money purchase arrangement to
certain individuals aged 55 or over. Thereisno limit on the amount that can be paid as
an UFPL S subject to theindividual having available lifetime allowance. Theindividual
will normally be liable to incometax at their marginal rate on 75% of the UFPLS, with
the remaining 25% paid tax-free (the tax-free element thus gives the same result as if
the individual had instead received a tax-free pension commencement lump sum with
ataxed pension payment). Individuals who meet the conditions to have an UFPLS can
therefore, if they wish, access as much of their money purchase pension savings asthey
want, without having first to designate the funds as available for drawdown. Where an
UFPLS is paid, then thisis flexible access and the money purchase annual allowance
rulesinserted by Part 4 of Schedule 1 are triggered in respect of that member.


http://www.legislation.gov.uk/id/ukpga/2014/30/section/1
http://www.legislation.gov.uk/id/ukpga/2014/30/section/2
http://www.legislation.gov.uk/id/ukpga/2014/30/section/3
http://www.legislation.gov.uk/id/ukpga/2014/30/section/4
http://www.legislation.gov.uk/id/ukpga/2014/30/schedule/1
http://www.legislation.gov.uk/id/ukpga/2014/30/part/1
http://www.legislation.gov.uk/id/ukpga/2014/30/part/2
http://www.legislation.gov.uk/id/ukpga/2014/30/part/3
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Part 4 of Schedule 1 amends the annual allowance charge provisionsin FA 2004. It sets
out that where an individual has flexibly accessed their pension savings on or after 6
April 2015, a£10,000 annual allowance will immediately apply to their future money
purchase pension savings. the money purchase annual allowancerules. However, those
individuals will retain an annual allowance for defined benefits pension savings of at
least £30,000, depending on the value of new money purchase pension savings. Unused
annual allowance brought forward from earlier tax yearswill not be availabletoincrease
the £10,000 annual allowance for their money purchase pension savings.

Part 5 of Schedule 1 makes a number of miscellaneous amendments to FA 2004, the
Income Tax (Earnings and Pensions) Act 2003 (ITEPA 2003) and various Statutory
Instruments made under FA 2004.

Part 6 of Schedule 1 amends the Registered Pension Schemes (Provision of
Information) Regulations 2006 (SI 2006/567) to provide for the passing on of
information, both to scheme administrators and members, when individuals have
flexibly accessed their pension savings to enable the correct operation of the money
purchase annual allowance rules.

Part 7 of Schedule 1 makes a number of amendments in connection with non-UK
pensions. Where UK pensionstax relief is provided to individuals who are members of
overseas pension schemes, there are similar conditions and limitationsto those that exist
for registered pension schemes on the amount of tax relief available, what benefits can
be provided fromthe UK tax-relieved savings and information requirements. Therefore,
members of overseas schemes with pension benefits that have received UK tax relief
arein broadly the same position as members of UK registered pension schemes. Asthe
Act provides for much more flexibility in how members of registered pension schemes
access their money purchase savings along with reporting of that flexible access and a
reduced annual allowance, Part 7 makes various changes in the existing limitations on
access to pension savings in overseas schemes to maintain compatibility with the UK
registered pension scheme tax regime.

Schedule 2 makes a number of changes in connection with death benefits and is split
into four Parts.

Part 1 of Schedule 2 extends the categories of person who can have a drawdown fund
following the death of a member. Currently pension death benefits can be paid only to
dependants. This Part amends the rules to allow nominees and successors to designate
funds into flexi-access drawdown funds and receive payments of drawdown pensions.
It aso provides that unused drawdown funds on the death of any beneficiary can be
passed on to another successor.

Part 2 of Schedule 2 makes various amendments in connection with the lump sum
death benefits that are subject to the special lump sums death benefit charge to provide
that any lump sum death benefits from a nominee's or successor’ s drawdown fund are
subject to similar taxing provisions as when lump sum death benefits are paid from a
member’ s drawdown fund.

Part 3 of Schedule 2 introduces a new test against the lifetime allowance for funds that
were uncrystallised at the time of a member’s death and are subsequently designated
as available to provide aflexi-access drawdown pension for a dependant or a nominee,
but only where any income withdrawal from the drawdown fund can be paid income-
tax-free as aresult of the member having died before age 75.

Part 4 of Schedule 2 ensures that payments of income withdrawal from a dependant’s,
nominee's or successor’'s drawdown fund are not subject to income tax where the
preceding member, dependant, nominee or successor, as appropriate, died before age
75 and the designation of the fundsinto drawdown for the beneficiary was made within
atwo-year period. It also ensures that the equivaent payments from non-UK pension
schemes will receive the same tax treatment.


http://www.legislation.gov.uk/id/ukpga/2014/30/part/4
http://www.legislation.gov.uk/id/ukpga/2014/30/part/5
http://www.legislation.gov.uk/id/ukpga/2014/30/part/6
http://www.legislation.gov.uk/id/uksi/2006/567
http://www.legislation.gov.uk/id/uksi/2006/567
http://www.legislation.gov.uk/id/ukpga/2014/30/part/7
http://www.legislation.gov.uk/id/ukpga/2014/30/schedule/2
http://www.legislation.gov.uk/id/ukpga/2014/30/part/1
http://www.legislation.gov.uk/id/ukpga/2014/30/part/2
http://www.legislation.gov.uk/id/ukpga/2014/30/part/3
http://www.legislation.gov.uk/id/ukpga/2014/30/part/4
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TERRITORIAL EXTENT

61.

The provisionsin this Act apply to al of the United Kingdom.

COMMENTARY ON SECTIONS

Section 1

62.

Section 1 introduces Schedule 1.

Section 2

63.

65.

Subsection (2) amends section 206(1) of FA 2004 to provide that where a lump sum
death benefit is subject to the special lump sum death benefit charge, the charge
only applies where the member had reached age 75 at their death. The amended
section 206(1) needs to be read alongside the new section 206(1ZA) inserted by
paragraph 17 of Schedule 2 to the Act.

Subsection (3) amends section 206(4) of FA 2004 to provide that the specia lump sum
death benefit charge is reduced from 55% to 45%. This charge applies where certain
prescribed lump sum death benefits are paid on the death of a member.

Subsection (4) amends section 205A(4) of FA 2004 to provide that the seriousill-health
lump sum charge is reduced from 55% to 45%. This charge applies where a seriousill-
health lump sumispaid to amember after they have reached age 75. All anindividual’s
uncrystallised rights can be paid as a serious ill-health lump sum where the scheme
administrator has received medical evidence that the member has less than 12 months
tolive.

Section 3

66.

Section 3 introduces Schedule 2.

Section 4

67.
68.

69.

Subsection (2) defines abbreviations for certain Acts referred to in the Act.

Subsection (3) provides a power for the Commissioners for HMRC to amend by
regulations, Part 4 of Finance Act 2004 or Part 9 of the Income Tax (Earnings and
Pensions) Act 2003 relating to the taxation of pensions, as a consequence of anything
inthisAct.

Subsection (4) provides that any regulations made under subsection (3) are treated as
made under Part 4 of FA 2004, and that they are excluded powers for the purposes of
section 1014 of the Income Tax Act 2007 so that section does not apply to regulations
made under subsection (3).

Schedule 1

Part 1 - Drawdown pensions

70.

71.

Paragraph 1 amends pension rule 5 in section 165(1) of FA 2004 to provide that the
cap on the amount that can be taken each year as drawdown pension applies only to
a member’s drawdown pension fund as defined in paragraph 8 of Schedule 28 to FA
2004 (Schedule 28). Where funds are withdrawn from flexi-access drawdown funds
(defined in the amendments made by paragraph 3 of Schedule 1), there is accordingly
no cap on the amount that can be withdrawn each year.

Paragraph 2 amends the meaning of amember’s drawdown fund in paragraph 8(1A) of
Schedule 28. It providesthat new members drawdown pension funds cannot be created
by the designation of sums and assets as available for the payment of a drawdown


http://www.legislation.gov.uk/id/ukpga/2014/30/section/1
http://www.legislation.gov.uk/id/ukpga/2014/30/section/1
http://www.legislation.gov.uk/id/ukpga/2014/30/section/2
http://www.legislation.gov.uk/id/ukpga/2014/30/section/2/2
http://www.legislation.gov.uk/id/ukpga/2014/30/section/2/3
http://www.legislation.gov.uk/id/ukpga/2014/30/section/2/4
http://www.legislation.gov.uk/id/ukpga/2014/30/section/3
http://www.legislation.gov.uk/id/ukpga/2014/30/section/3
http://www.legislation.gov.uk/id/ukpga/2014/30/section/4
http://www.legislation.gov.uk/id/ukpga/2014/30/section/4/2
http://www.legislation.gov.uk/id/ukpga/2014/30/section/4/3
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pension on or after 6 April 2015. But adrawdown pension fund existing on 5 April 2015
may remain a drawdown pension fund where the member designates additional funds
to it on or after 6 April 2015, unless it was a flexible drawdown fund before 6 April
2015 because the scheme administrator had accepted the member’ s flexible drawdown
declaration in respect of that arrangement.

Paragraph 3(1) inserts new paragraphs 8A to 8D into Schedule 28. Paragraph 3(2)
clarifies when the new paragraph 8D has effect, in particular where either or both of
the transfer and designation concerned were made before 6 April 2015.

New paragraph 8A(1) provides that a member’s flexi-access drawdown fund is one
where funds have been newly-designated as defined in new paragraph 8A(2).

New paragraph 8A(2) provides that newly-designated funds are those that have been
designated on or after 6 April 2015 as avail able for the payment of adrawdown pension
but in respect of which paragraph 8(1A), asamended by paragraph 2 of Schedule 1, does
not apply. That is, newly-designated funds do not include funds being designated to a
member’ s drawdown pension fund that was set up before 6 April 2015. Funds can also
become newly-designated funds under new paragraphs 8B, 8C and 8D. Funds for the
purpose of this paragraph include any sums and assets that derive from the designated
funds, for example investment growth.

New paragraph 8A(2)(b) and (3) provide that the funds in a member’'s flexible
drawdown fund that existed before 6 April 2015 become newly-designated funds on
that date and cease to be member-designated funds.

New paragraph 8B(1) provides that new paragraph 8B(2) applies where the total
drawdown pension withdrawn from a member’s drawdown pension fund exceeds the
maximum in pension rule 5 in section 165 (150% of the basis amount for that year,
referred to as ‘the cap’) and where, additionally, before 6 April 2015 the member had
not had a valid flexible drawdown declaration in respect of that fund accepted by the
scheme administrator under section 165(3A) of FA 2004. New paragraph 8B(3) clarifies
the circumstances in which a payment of drawdown pension would exceed the cap.

New paragraph 8B(2) provides that the sums and assets that made up the member’s
drawdown pension fund immediately before the payment that breaches the cap is made
become a member’s flexi-access drawdown fund immediately before that payment
is made. This means that the payment will be made from a member’s flexi-access
drawdown fund as an authorised payment taxed at the member’s marginal rate and will
not be subject to any unauthorised payments tax charges that would otherwise have
arisen.

New paragraph 8C provides that a member may notify the scheme administrator that
they want to convert their member’ sdrawdown pension fund to amember’ sflexi-access
drawdown fund. It will become a member’s flexi-access drawdown fund when the
scheme administrator accepts the notification or, where the notification was accepted
before 6 April 2015, at the start of 6 April 2015. This paragraph does not apply if a
member’ s drawdown pension fund has already become a flexi-access drawdown fund
under new paragraph 8B.

New paragraph 8D provides that where amember transferstheir drawdown funds from
one scheme to another as part of a recognised transfer, they can as part of the transfer
notify the scheme administrator of the receiving scheme that they wish the transferred
drawdown funds to be newly-designated funds from the date of the transfer.

Paragraph 4 inserts new paragraphs 22A to 22D, reating to dependants, into
Schedule 28. These new paragraphs broadly mirror the member changes under
paragraph 3 of Schedule 1.

New paragraph 22A (1) provides that a dependant’ s flexi-access drawdown fund is one
where funds have been newly-designated as defined in new paragraph 22A(2).
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New paragraph 22A(2) provides that newly-designated dependant funds are those that
have been designated as available for the payment of a drawdown pension on or after
6 April 2015 including funds that derive from the newly-designated dependant funds,
for example investment growth. However this only applies where paragraph 22(2) of
Schedule 28, asamended by paragraph 21 of Schedule 1, doesnot apply. That is, newly-
designated dependant funds do not include funds being designated to a dependant’s
drawdown pension fund that was set up before 6 April 2015, unless section 167(2A) of
FA 2004 relating to flexible drawdown applied to the fund immediately beforethat date.
I'n addition funds can become newly-designated dependant funds under new paragraphs
22B, 22C and 22D.

New paragraph 22A (2)(b) and (3) providethat wherethe fundsin adependant’ sflexible
drawdown fund that existed before 6 April 2015 become newly-designated dependant
funds on that date, they cease from that date to be dependant-designated funds.

New paragraph 22B provides that where the total dependant’s drawdown pension
withdrawn from adependant’ sdrawdown pension fund for ayear exceedsthe maximum
asset out in pension death benefit rule 4 in section 167, that is 150% of the basis amount
for that year, the dependant’s drawdown pension fund becomes a dependant’s flexi-
access drawdown pension fund immediately before the payment is made. This means
that the payment will be made from a dependant’ s flexi-access drawdown fund as an
authorised payment of drawdown pension taxed at the dependant’s marginal rate and
not subject to any unauthorised paymentstax charges that would otherwise have arisen.

New paragraph 22C provides that a dependant may notify the scheme administrator
that they want to convert their dependants’ drawdown pension fund to a dependant’s
flexi-access drawdown fund at any time. The dependant’ s flexi-access drawdown fund
will start from the time the scheme administrator accepts the notification or, where
the notification was accepted before 6 April 2015, at the start of 6 April 2015. This
paragraph does not apply if a dependant’ s drawdown pension fund has already become
a dependant’ s flexi-access drawdown fund under new paragraph 22B.

New paragraph 22D provides that where a dependant transfers their drawdown funds
from one scheme to another as part of a recognised transfer, they can as part of the
transfer notify the scheme administrator of the receiving scheme that they wish the
transferred drawdown funds to be newly-designated funds from the date of the transfer.

Paragraph 6 amends pension death benefit rule4 in section 167(1) of FA 2004 to provide
that the cap on the amount that can be taken each year as drawdown pension applies
only to adependant’ sdrawdown pension fund (defined in paragraph 22 of Schedule 28).
Where funds are withdrawn from a dependant’ s flexi-access drawdown fund, there is
no cap on the amount that can be withdrawn each year.

Paragraph 7 amends section 168(1) of FA 2004 to add a ‘ flexi-access drawdown fund
lump sum death benefit’ (see paragraph 24 of Schedule 1) to thelist of authorised lump
sum death benefits that may be paid in respect of a member of a registered pension
scheme. Thisisthe equivaent of the existing drawdown pension fund lump sum death
benefit in paragraph 17 of Schedule 29 to FA 2004 (Schedule 29).

Paragraphs 810 12, 14, 15, 18 to 20, 22, 26, 27 and 29 make a number of consequential
amendments to FA 2004, so that where the legislation refers to a member’ s drawdown
pension fund or a dependant’s drawdown pension fund, an additional reference is
inserted to a member’s flexi-access drawdown fund or a dependant’s flexi-access
drawdown fund as appropriate.

Paragraph 13 amends section 206(1) of FA 2004 to add a flexi-access drawdown fund
lump sum death benefit to the list of lump sum death benefits that are subject to the
specia lump sum death benefits charge. This charge is the liability of the scheme
administrator and is currently charged at the rate of 55%. The rate is being changed to
45% by section 2 of this Act.
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Paragraph 16 amends section 216(1) of FA 2004 as it relates to benefit crystallisation
event 5A (BCE 5A). BCE 5A occurs when an individual reaches age 75 having
previousy designated funds as available for drawdown. The amount of the BCE 5A that
istested against the lifetime allowance on the individual’ s 75th birthday isthe increase
in the value of the drawdown fund since the designation. The amendment provides that
the amount that is crystallised under BCE 5A includes the value of any flexi-access
drawdown pension fund on the date of the individual’s 75th birthday less the amount
previoudy crystallised when those funds were first designated for drawdown.

Paragraph 17 amends section 273A (1) of FA 2004 which provides a power for HMRC
to make regulations in connection with certain lump sum death benefits that are paid
by an insurance company, where the payment is treated under section 161 of FA 2004
as being made by a registered pension scheme. It adds a flexi-access drawdown fund
lump sum death benefit to the list of payments in connection with which HMRC may
make regulations.

Paragraph 21 amends the definition of a dependant’s drawdown pension fund in
paragraph 22(2) of Schedule 28. Funds must have been first designated as available
for the payment of a dependant’s drawdown pension before 6 April 2015. Additional
funds can be added on or after 6 April 2015 to a dependant’ s drawdown pension fund
existing on 5 April 2015. This applies only where the dependant had not had a valid
dependant flexible drawdown declaration in respect of that arrangement accepted by a
scheme administrator under section 167(2A) of FA 2004 before 6 April 2015, in which
case the fund will be dependant’ s flexi-access drawdown fund from 6 April 2015.

Paragraph 23 amends the definition of a drawdown pension fund lump sum death
benefit in paragraph 17 of Schedule 29 to limit the benefit to payments under a
drawdown pension fund or a dependant’s drawdown pension fund. That is where sum
and assets were first designated to the fund as available for drawdown before 6 April
2015. Death benefit payments from a flexi-access drawdown fund are provided for
separately (see paragraph 24 of Schedule 1) and cannot be drawdown pension fund
lump sum death benefits.

Paragraph 24 inserts new paragraph 17A into Schedule 29. This providesthe conditions
for a payment of a flexi-access drawdown fund lump sum death benefit. These are the
same conditions as for a drawdown pension fund lump sum desth benefit except that
they apply where sums and assets were designated as available for drawdown on or
after 6 April 2015 other than to a member’s or a dependant’ s drawdown pension fund.

New paragraph 17A(1) to (4) provide that a lump sum death benefit is a flexi-access
drawdown fund lump sum death benefit where a member, dependant, nominee or
successor was at the time of their death entitled to income withdrawal from a flexi-
access drawdown fund, and it is not a charity lump sum death benefit as defined in
paragraph 18 of Schedule 29.

New paragraph 17A(5) and (6) provide that the maximum that can be paid as a flexi-
access drawdown fund lump sum death benefit isthe total of the sums and assetsin the
flexi-access drawdown fund immediately before the payment is made.

Paragraph 25 amends paragraph 18 of Schedule 29 to allow a charity lump sum desth
benefit to be paid in respect of a member’s or a dependant’s flexi-access drawdown
fund.

Paragraph 28 amends paragraph 20(4) of Schedule 36 to FA 2004 (Schedule 36) to
provide how avaluation for the purposes of the lifetime allowanceis carried out where
amember has a flexi-access drawdown pension that before 6 April 2015 was a capped
drawdown pension. This paragraph provides that where the first benefit crystallisation
event (BCE) in respect of the member that occurs on or after 6 April 2006 is aso on
or after 6 April 2015, the valuation for the purposes of the lifetime allowance is 80%
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of the maximum annual drawdown amount that could have been paid at the time the
funds convert to flexi-access.

Paragraph 30 amends regulation 2(1) of the Pension Benefits (Insurance Company
Liable as Scheme Administrator) Regulations 2006 (S| 2006/136), to add aflexi-access
drawdown fund lump sum death benefit to the list of lump sum death benefitsthat when
paid by an insurance company cause the insurance company to be treated as the scheme
administrator for the purposes of the special lump sum death benefit charge to income
tax under section 206 of FA 2004. The insurance company is liable to account for that
charge under section 254(1) to (7) of FA 2004, and liableto penaltiesfor failing to make
areturn or fraudulently or negligently making an incorrect return.

Paragraph 31 amends section 636A of I TEPA 2003 to providethat, where aflexi-access
drawdown fund lump sum death benefit is paid, although it may be liable to the special
lump sum death benefits charge by virtue of section 206 FA 2004, it is not liable to
any other income tax.

Paragraph 32 repeal s various provisionsrelating to pre-6 April 2015 flexible drawdown
in FA 2004 and Finance Act 2011 (FA 2011) aswell asrevoking the Registered Pension
Schemes (Prescribed Requirements of Flexible Drawdown Declaration) Regulations
2011 (Sl 2011/1792).

Paragraph 33 amends the Pension Schemes (Application of UK Provisions to
Relevant Non-UK Schemes) Regulations 2006 (SI 2006/207) to make consequential
amendments to regulations 6 and 7 as aresult of the Act’s repeal of sections 165(3A)
and 167(2A) of FA 2004. It also makes a number of consequential amendments to
regulation 14 to reflect the changes made by this Act to Schedule 28. Regulation 14 lists
every provision in Schedule 28 that refers to a “ scheme administrator” and modifies
how Schedule 28 appliesin relation to pensions paid by arelevant non-UK scheme by
substituting “ scheme manager” for “scheme administrator” wherever this occurs.

Paragraph 34 amends regulation 12 of the Registered Pension Schemes (Transfer
of Sums and Assets) Regulations 2006 (SI 2006/499) in respect of members and
dependants’ drawdown pension funds and recognised transfers. The paragraph extends
the circumstances when this regulation applies to include transfers of members and
dependants’ flexi-access drawdown funds. It providesthat atransfer of sumsand assets
from one arrangement to a new arrangement under which no other sums or assets are
held is arecognised transfer. The sums and assets transferred are treated as remaining
sums and assets held under the old arrangement for various prescribed purposes set
out in Sl 2006/499. Paragraph 34 also removes references to the conditions for flexible
drawdown arrangements for both members and dependants as these are no longer
required from 6 April 2015.

Paragraph 35 amends the Registered Pension Schemes (Provision of Information)
Regulations 2006 (Sl 2006/567) as a consequence of the introduction of flexi-access
drawdown to remove information requirements on scheme administrators that are
no longer required and extend existing information requirements in connection with
drawdown pension funds to include similar requirements for flexi-access drawdown
funds.

Part 2 - Annuities

106.

Paragraph 37 inserts new paragraph 3(1A) into Schedule 28 to provide an additional
definition of a member’s lifetime annuity where the member became entitled to the
annuity on or after 6 April 2015. From this date the annuity must still be payable for
life by an insurance company but the annuity can decrease and it can continue to be
paid after the member’s death if the member dies before the end of a guarantee period
of any length specified in the annuity contract. In addition a member is no longer
subject to the unauthorised payments charges if they have not had an opportunity to

13


http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/30
http://www.legislation.gov.uk/id/uksi/2006/136
http://www.legislation.gov.uk/id/uksi/2006/136
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/31
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/32
http://www.legislation.gov.uk/id/uksi/2011/1792
http://www.legislation.gov.uk/id/uksi/2011/1792
http://www.legislation.gov.uk/id/uksi/2011/1792
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/33
http://www.legislation.gov.uk/id/uksi/2006/207
http://www.legislation.gov.uk/id/uksi/2006/207
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/34
http://www.legislation.gov.uk/id/uksi/2006/499
http://www.legislation.gov.uk/id/uksi/2006/499
http://www.legislation.gov.uk/id/uksi/2006/499
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/35
http://www.legislation.gov.uk/id/uksi/2006/567
http://www.legislation.gov.uk/id/uksi/2006/567
http://www.legislation.gov.uk/id/ukpga/2014/30/schedule/1/part/2
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/37

107.

108.

109.

110.

111

112.

113.

114.

These notes refer to the Taxation of Pensions Act 2014
(c.30) which received Royal Assent on 17 December 2014

select the insurance company paying the lifetime annuity. This is subject to new sub-
paragraph (2C)(za), see paragraph 44 of Schedule 1.

Paragraph 38 inserts new paragraph 6(1ZA) into Schedule 28 to provide an additional
definition of a member’s short-term annuity where the member became entitled to the
annuity on or after 6 April 2015. From this date the annuity must still be purchased out
of amember’s drawdown pension fund or a member’ s flexi-access drawdown fund. It
must be payable for no more than five years by an insurance company but the annuity
can decrease. In addition a member is no longer subject to the unauthorised payments
charges if they have not had an opportunity to select the insurance company paying
the annuity.

Paragraph 39 inserts new paragraph 17(1ZA) into Schedule 28 to provide an additional
definition of adependant’ s annuity where the dependant became entitled to the annuity
on or after 6 April 2015 or, where it was purchased together with a member’ s lifetime
annuity, where the member became entitled to that annuity on or after 6 April 2015.
From this date the annuity must still be payable by an insurance company and only
for the period up to the dependant’ s death, marriage or entering a civil partnership (or
where the dependant isthe member’ s child, wherethey ceaseto be adependant), but the
annuity can decrease. |n addition the dependant is no longer subject to the unauthorised
payments charges if they or the member have not had an opportunity to select the
insurance company paying the annuity.

Paragraph 40 inserts new paragraph 20(1ZA) into Schedul e 28 to provide an additional
definition of adependant’s short-term annuity where the dependant became entitled to
the annuity on or after 6 April 2015. From this date the annuity must still be purchased
out of adependant’s drawdown pension fund or a dependant’ s flexi-access drawdown
fund. It must be payable for no more than five years (subject to it ending before the
dependant’ s death) and payabl e by an insurance company but the annuity can decrease.
In addition a dependant is no longer subject to the unauthorised payments charges if
they or the member have not had an opportunity to select theinsurance company paying
the annuity.

Paragraph 41 amends pension rule 2 in section 165(1) of FA 2004 which sets out
the types of pension that can be paid to a member as an authorised payment from
a registered pension scheme. Where the entitlement to an annuity arises on or after
6 April 2015, paragraph 41 removes the requirement that to be an authorised payment
the annuity must not be paid after the member’s death for longer than 10 years after
the member became entitled to the annuity. This change reflects the amendment that
paragraph 37 of Schedule 1 makes to paragraph 3 of Schedule 28.

Paragraph 43 amends paragraph 3(1) of Schedule 28 which definesamember’ slifetime
annuity so that this existing definition applies only where the member became entitled
to the lifetime annuity before 6 April 2015. Where the entitlement to the annuity arises
on or after this date, the definition that appliesisin new paragraph 3(1A).

Paragraph 44 amends paragraph 3(2C) of Schedule 28 and inserts new sub-
paragraph (2E) to extend the scope of paragraph 3(2C) to enable regulations made
under paragraph 3(2B) to specify circumstancesin which, following the cessation of an
annuity and atransfer of funds which are used to purchase a new flexible annuity, the
new flexible annuity will not be alifetime annuity for the purposes of Part 4 of FA 2004.

Paragraph 45 amends paragraph 6(1) of Schedule 28 which defines a member’s short-
term annuity so that this existing definition applies only where the member became
entitled to the annuity before 6 April 2015. Where the entitlement to the annuity arises
on or after this date, the definition that appliesisin new paragraph 6(1ZA).

Paragraph 46 amends paragraph 6(1C) of Schedule 28 and inserts new sub-
paragraph (1E) to extend the scope of paragraph 6(1C) to enable regulations made
under paragraph 6(1B) to specify circumstances in which, following the cessation of
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an annuity and atransfer of funds which are used to purchase a short-term annuity, the
new annuity will not be a short-term annuity for the purposes of Part 4 of FA 2004.

Paragraph 47 amends paragraph 17(1) of Schedule 28 which defines a dependants
annuity so that this definition applies only where either the dependant became entitled
to theannuity before 6 April 2015, or (whereit was purchased together with amember’s
lifetime annuity) the member became entitled to that annuity before 6 April 2015.
Where the entitlement to the annuity arises on or after this date, the definition that
appliesisin new paragraph 17(1ZA).

Paragraph 48 makes a consequential amendment to paragraph 17(1A) of Schedule 28to
providethat asfor paragraph 17(1), wheretheentitlement ariseson or after 6 April 2015,
adependants annuity is purchased together with a lifetime annuity if the dependants
annuity is related to the lifetime annuity.

Paragraph 49 amends paragraph 17(4) of Schedule 28 and inserts new sub-paragraph (6)
to extend the scope of paragraph 17(4) to enable regulations made under paragraph
17(3) to specify circumstances in which, following the cessation of a dependant’s
annuity and atransfer of funds which are used to purchase a dependant’ s annuity, the
new annuity will not be a dependant’ s annuity for the purposes of Part 4 of FA 2004.

Paragraph 50 amends paragraph 20(1) of Schedule 28 which defines a dependants
short-term annuity so that this definition applies only where the dependant became
entitled to the annuity before 6 April 2015. Where the entitlement to the annuity arises
on or after this date, the definition that appliesisin new paragraph 20(1ZA).

Paragraph 51 amends paragraph 20(1C) of Schedule 28 and inserts new sub-
paragraph (1E) to extend the scope of paragraph 20(1C) to enable regulations made
under paragraph 20(1B) to specify circumstances in which, following the cessation of
a dependant’ s short-term annuity and a transfer of funds which are used to purchase
dependant’ s short-term annuity, the new annuity will not be a dependant’ s short-term
annuity for the purposes of Part 4 of FA 2004.

Paragraph 52 makes consequential changes to paragraphs 87 and 95 of Schedule 16 to
FA 2011 so that added references to an annuity purchased out of drawdown pension
funds also include a reference to an annuity purchased out of unsecured pension funds.
These paragraphs contain transitional provisionsin connection with changesintroduced
from 6 April 2011 to remove the effective requirement to purchase an annuity at age
75 and apply where a member or dependant was entitled to a short-term annuity on
that date.

Part 3 - Pension payments out of uncrystallised funds

121.

122.

123.

124.

125.

Paragraph 54 amends section 166(1) of FA 2004 to insert an uncrystallised funds
pension lump sum (UFPLS) as atype of lump sum that may be paid to a member of a
registered pension scheme as an authorised payment.

Paragraph 55 amends section 166(2) of FA 2004 so that the entitlement to a UFPLS
arises immediately before it is paid so that it is tested against the member’s available
lifetime allowance at that point.

Paragraph 57 inserts new paragraph 4A into Schedule 29. This setsout the requirements
for a payment to bea UFPLS.

New paragraph 4A(1) provides the general conditions that a payment needs to meet to
be a UFPLS, and that a payment can’'t be a UFPLS where any of the new paragraph
4A(3) to (5) appliesto the member.

New paragraph 4A(2) provides that where the member has not reached age 75 when a
UFPLS s paid, if the amount of the lump sum paid uses up all the member’s lifetime
allowance, any excess paid over the available lifetime allowance will not bea UFPLS.
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Thisexcess can still be paid as an authorised lump sum but will be alifetime allowance
excesslump sum andisliabletoincometax at 55% under section 215 FA 2004 (lifetime
allowance charge).

New paragraph 4A(3) to (6) specify the further circumstances in which a member with
transitional protection under Schedule 36 cannot be paid a UFPLS, because allowing
the payment of alump sum that was 25% tax-free may enable the member to receive
higher amounts of tax-free payments than they are currently entitled to. The prescribed
circumstances are where immediately before the payment:

a) the member was entitled to either primary or enhanced protection under
Schedule 36 of FA 2004 and the member had a right to a tax-free lump sum of
greater than £375,000 on 5 April 2006; or

b) the member is entitled to a lifetime alowance enhancement factor under the
provisions listed in new paragraph 4A(6) and the available portion of their lump
sum allowance is less than 25 per cent of the amount of the payment.

Paragraphs 58 to 60 amend paragraph 12 of Schedule 29 to ensure that any amount paid
to amember aged 75 or over that exceeds the maximum that can be paid asan UFPLS
because the member does not have sufficient available lifetime allowance is taxed as
income. Where the member is under age 75 at the time of the payment, it is taxed as
alifetime allowance excess lump sum.

Paragraph 61 amends paragraph 15 of Schedule 32 to FA 2004 (Schedule 32) and
providesthat aUFPL Sisarelevant lump sum, and therefore when the entitlement to the
UFPLS arises, the full amount of the UFPL S is tested against the individua’s lifetime
allowance as a benefit crystallisation event of type 6 listed in section 216 of FA 2004
(aBCE6).

Paragraph 62 amends section 636A of ITEPA 2003 which provides an exemption from
income tax for certain lump sums paid by registered pension schemes.

Paragraph 62(2) inserts new subsections (1A) to (1C) into section 636A to provide how
aUFPLS istaxed. New subsection (1A) provides that where the member is under age
75, 25% of the amount of the UFPLS is paid free of income tax, and the remainder
istaxed asif it were a pension under section 579A of ITEPA 2003, that is, it is taxed
at the individual’s marginal rate. New subsections (1B) and (1C) provide that where
the member is aged 75 or over, and they have more available lifetime allowance (as
adjusted in accordance with paragraph 12 of Schedule 29 as amended by paragraphs 58
to 60 of Schedule 1) than the amount of the UFPLS, then the lump sum will be taxed
in the same way as if the member was under age 75. If a member aged 75 or over has
available less lifetime all owance than the amount of the UFPLS, then an amount equal
to 25% of their available lifetime allowance can be paid tax-free, with the remainder of
the lump sum taxable at the individual’s marginal rate. The different method of taxing
payments for members pre- and post- age 75 is because at age 75 all uncrystallised
benefits will have been tested against the lifetime allowance already and any lifetime
allowance charge will have been imposed at that time.

Part 4 - Annual allowances

131

132.

Paragraph 63 amends section 227 of FA 2004 to provide that the annual allowance
charge is payable where an individual has a chargeable amount, as defined in new
section 227ZA, for atax year. The chargeis on the chargeable amount. This alowsthe
annual allowance position for an individua who has not flexibly accessed their pension
to be unaffected by the amendments made by Schedule 1.

Paragraph 64 inserts new section 227ZA into FA 2004 which defines the chargeable
amount. The chargeable amount will bethe alternative chargeable amount, asdefinedin
new section 2278, if the individual has flexibly accessed their pension and the amount
of their money purchase pension savings exceeds £10,000, commonly referred to as
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the ‘money purchase annual allowance’ and the alternative chargeable amount exceeds
the default chargeable amount, as defined in new section 227ZA(3). Otherwise the
chargeable amount will be the default chargeable amount.

New section 227ZA(1) and (2) provide that, starting with the tax year in which the
individual first flexibly accesses their pension rights, the chargeable amount will be
the alternative chargeable amount if their money-purchase input sub-total (MPIST), as
defined in new section 227C, is greater than £10,000, and the aternative chargeable
amount is greater than the default chargeable amount. New section 227B defines the
alternative chargeable amount. New section 227G prescribes when an individual is
treated asfirst flexibly accessing their pension rights.

New section 227ZA(3) provides that the default chargeable amount is the amount by
which the individual’s total pension input amount exceeds their annual allowance,
including any available carry forward. This preserves the current position for
determining the amount of any annual allowance charge due both for those who haven’t
flexibly accessed their pension and for those who have but whose money purchase
pension savings are £10,000 or less.

Paragraph 65 inserts new sections 227B to 227G into FA 2004.

New section 227B provides that where the alternative chargeable amount appliesit is
based on the sum of the following amounts:

e theexcess of the MPIST over £10,000; and

» the excess of the defined-benefit input sub-total (DBIST) over the amount found
by deducting £10,000 from the individual’s annual allowance as set out in
section 228(1) (£40,000 for tax year 2014-15) but including any available carry
forward under section 228A. Pension input amounts for hybrid arrangements are
included in the MPIST or the DBIST, as appropriate.

New section 227B(1) specifies how the aternative chargeable amount is cal cul ated.
New section 227B(2) specifies the aternative annua allowance.
New section 227B(3) and (4) define the DBIST as the sum of:

» dl the pension input amounts for each defined benefits arrangement the individual
is amember of;

e the pension input amount for any hybrid arrangement that the individual is a
member of where amount C is the pension input amount. That is, if amount
C (the calculation done on the basis that the arrangement is to provide defined
benefits) is higher than amount A (calculation on the basis that the arrangement is
to provide cash balance benefits) and/or amount B (calculation on the basisthat the
arrangement is to provide other money purchase benefits), it is amount C that is
included when cal culating the member’s DBIST; and,

e other pension input amounts in respect of money purchase and/or hybrid
arrangements that relate to pension input periods ending in the tax year which
ended before the member first flexibly accesses their pension rights or include
the day on which the member first flexibly accessed their pension rights. For
hybrid arrangementsthisincludes any hybrid arrangementswhere the pension input
amount isamount A or B. The amountsto be included in DBIST in these cases are
calculated in accordance with new sections 227E and 227F.

The calculation is also subject to new section 227D.

New section 227B(5) providesthat for a hybrid arrangement, where the defined benefit
input (amount C) and the money purchase input (amount A or B) are equal, the money
purchaseinput amount isincluded in MPIST. So where amount C isequal to the greater
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of amounts A and B, amount C is not included in the DBIST amount mentioned at
subsection (3)(b). If thereis only one of amounts A and B, and amount C isequdl toit,
again amount C is not included in the amount mentioned at subsection (3)(b). Instead
amount A or B as appropriateisincluded in MPIST in new section 227C(1)(b).

New section 227C(1) defines the MPIST as the total of all the pension input amounts
for each cash balance and other money purchase arrangement relating to the individual
plus any pension input amount for a hybrid arrangement where the amount to be tested
against the annual allowance under section 237 isamount A or B because that amount
is higher than C.

New section 227C(2) provides for the MPIST to be reduced in the tax year in which
rightsarefirst flexibly accessed or apensioninput period ending in thetax year contains
the day on which rights are first flexibly accessed even if that day is not in the same tax
year, under new sections 227E(2) and 227F(2), (3) and (5).

New section 227C(3) provides that certain input amounts for hybrid arrangements are
subject to new sections 227B(5) and 227D.

New section 227D provides how to calculate the pension input amount, for a hybrid
arrangement made on or after 14 October 2014 (the date the Taxation of Pensions Bill
wasintroduced into Parliament) that contains a defined benefit option, for the purposes
of new sections 227B(3)(b) (which relatesto the element of DBIST that isderived from
any hybrid arrangement where the pension input amount isamount C) and 227C(1)(b)
(which relates to the element of MPIST that is derived from any hybrid arrangement
where the pension input amount is amount A or B). The pension input amount will
be the amount that provides the highest tax charge rather than automatically being the
highest input amount, the intention being to prevent tax avoidance. This section applies
whereinput amount C isthe higher or highest amount for the purpose of calculating the
pension input amount for the hybrid arrangement under section 237 (arelevant hybrid
arrangement). If that is the case, a calculation must be done to find out whether using
A or B instead of C for some or all of the individual’s relevant hybrid arrangements
would result in ahigher chargeable amount. Where it does then, for the relevant hybrid
arrangements identified, C is replaced by A or B as appropriate in the calculation of
the alternative chargeable amount.

Example

Anindividual has two hybrid arrangements set up on or after 14 October 2014. In
the first, the benefits will be either cash balance or defined benefits, in the second
they will be either other money purchase or defined benefits. They also have a
separate money purchase arrangement with a pension input amount of £4,000.

Step 1

Thefirst step isto work out the relevant input amounts as set out in section 237
of FA 2004 to seewhether either of the hybrid arrangements are relevant hybrid
arrangements. In this case, the relevant input amounts are as follows:

Arrangement 1 Amount A is£6,000 and amount C is
£14,000

Arrangement 2 Amount B is £7,000 and amount C is
£17,000

Arrangement 3 Money purchase input amount is
£4,000

As amount C is higher for arrangements 1 and 2, both are relevant hybrid
arrangements (section 227D(1)).
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Step 2

The next step is to identify al the possible combinations of how sets of the
relevant hybrid arrangements can be made up (or not made up as the case may
be). In this example, there are four possible combinations:

Combination 1 - Use only arrangement 1
Combination 2 - Use both arrangement 1 and 2
Combination 3 - Use only arrangement 2
Combination 4 - Do not use either arrangement 1 or 2

Arrangement 3 is not included in the combinations as it is not a hybrid
arrangement.

Step 3

Next, for each combination, calculatewhat M PIST would beif for each relevant
hybrid arrangement amount A or B as appropriate was treated as the relevant
input amount instead of amount C. In this example:

Combination 1 — £6,000 + £4,000 for arrangement 3 = £10,000 MPIST
Combination 2 — £13,000 + £4,000 for arrangement 3 = £17,000 MPIST
Combination 3 —£7,000 + £4,000 for arrangement 3 = £11,000 MPIST
Combination 4 — Nil + £4,000 for arrangement 3 = £4,000 MPIST

Step 4

If the maximum MPIST under step 3 has been no more than £10,000, then the
£10,000 money purchase annual allowance does not apply for that tax year,
and al pension savings are tested against the £40,000 annual allowance. If as
in this case, the maximum MPIST is greater than £10,000, you moveto step 5.

Step 5

Next, for any combination where the MPIST is over £10,000 calculate what
the aternative chargeable amount under section 227B would be if, for each
relevant hybrid arrangement, amount A/B was treated as the relevant input
amount instead of amount C.

The alternative chargeable amount is the amount by which the DBIST exceeds
the alternative annual allowance plus the amount by which the MPIST exceeds
£10,000.

If arelevant hybrid arrangement is not included in acombination, input amount
C for that arrangement will be included in the DBIST under s227B(3).

In this example, only the alternative chargeable amounts for Combination 2
and Combination 3 need to be calculated as only those two combinations have
MPISTs over £10,000.

Combination 2 — Nil (DBIST) + £7,000 (MPIST)
chargeable amount

Combination 3 — Nil (DBIST) + £1,000 (MPIST)
chargeable amount

Step 6

£7,000 dternative

£1,000 dternative
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The final step is to identify the highest or higher amount calculated at step
4 which in this example is the £7,000 for Combination 2. Accordingly,
Combination 2 results in the highest tax charge, which is made up of the 2
relevant hybrid arrangements, 1 and 2, called the ‘ maximising set’.

New section 227E applieswhere apension input period endsin the sametax year asthe
individual flexibly accesses their pension rights, but before that flexible access occurs.
New section 227E(2) provides that in such a case the pension input amount for an
arrangement is nil for the purposes of calculating the MPIST. New section 227E(3)
provides that the actual input amount isincluded in the DBIST.

New section 227F applies to a pension input period during which an individual first
flexibly accessestheir pension rights, but subject to sub-section (7).

New section 227F(2) and (3) set out what amount isincluded in respect of cash balance
arrangements and other money purchase arrangements respectively for the purpose
of the MPIST in new section 227C. For cash balance arrangements, the amounts are
calculated by reference to the proportion of the pension input period that covers the
period from the day after the date pension rights are flexibly accessed. For other money
purchase arrangementsiit is the actual contributions paid to those arrangements in that
part of the pension input period.

New section 227F(4) provides that for any money purchase arrangement, the amount
of the excess of the actual pension input amount over the amount included in the
MPIST, by virtue of subsection (2) or (3), isto be included in the DBIST calculated in
accordance with new section 227B(3).

New section 227F(5) provides how much of relevant input amounts A or B in respect
of hybrid arrangements are included in the MPIST. For cash balance arrangements,
they are treated as being the amount that is represented by the proportion of the
pension input period that covers the period from the day after the date the member first
flexibly accesses pension rights. For other money purchase arrangementsit is the actual
contributions paid to those arrangements in that part of the pension input period.

New section 227F(6) provides that for a hybrid arrangement the input amount
attributabl e to the period before the pension was flexibly accessed is to be included in
the DBIST.

New section 227F(7) provides that new section 227F does not apply if the member had
made a valid declaration that they met the flexible drawdown conditions accepted by
a scheme administrator before 6 April 2015.

New section 227G specifies when pension rights are first flexibly accessed and
therefore when the aternative chargeable amount may apply. The money purchase
annual allowance will apply from the earlier or earliest of the dates that apply under
subsections (2) to (9) in relation to an individual. See aso the amendment made by
paragraph 69 of Schedule 1, under which there can be afurther date when pension rights
may be first flexibly accessed.

New section 227G(2) provides if, on or after 6 April 2015, an individual has created
a flexi-access drawdown fund by designating sums and assets into it or as a result
of the operation of new paragraph 8D(2) of Schedule 28, and then takes a qualifying
payment from that fund, they are treated as having flexibly accessed their pension
rights immediately before that payment was made. This will potentialy trigger the
application of the money purchase annual allowance from the date of the payment. New
section 227G(10) prescribes when a payment is a qualifying payment.

New section 227G(3) provides that where an individual was entitled to a flexible
drawdown pension before 6 April 2015 under section 165(3A), this will automatically
mean that the member has flexibly accessed their pension from the start of 6 April
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2015 and therefore potentially triggers the application of the money purchase annual
allowance from that date. No payment of drawdown pension is required for the money
purchase annual allowance to apply.

New section 227G(4) provides that where the total withdrawn from a member’s
drawdown pension fund for a year exceeds the maximum (‘the cap’) as set out in
pension rule 5 in section 165, so that new section 8B of Schedule 28 (see paragraph
76 above) applies, the member has flexibly accessed their pension immediately before
thefirst qualifying payment. The money purchase annual allowance potentially applies
from the date the first qualifying payment is made, whether this is the payment that
results in the cap being exceeded or a subsequent payment. New section 227G(10)
defines what a qualifying payment is.

New section 227G(5) providesthat where a scheme administrator accepts anotification
to change a member’s drawdown pension fund to a flexi-access drawdown fund, so
that new section 8C of Schedule 28 (see paragraph 78 above) applies, and a qualifying
payment of drawdown pension ispaid from thisfund, the member hasflexibly accessed
their pension immediately before the first qualifying payment is made. They therefore
potentially trigger the money purchase annual allowance from the date the payment is
made. New section 227G(10) defines what a qualifying payment is.

New section 227G(6) provides that the first payment of a UFPLS to an individual will
mean that they flexibly accessed their pension immediately before the payment is made
and therefore they potentially trigger the money purchase annual allowance from the
date of that payment.

New section 227G(7) and (8) provide that where a member receives a payment of a
lifetime annuity under a flexible annuity contract then this will mean that they flexibly
accessed their pension immediately before the payment is made and therefore they
potentially trigger the money purchase annual alowance from the date of that payment.
A flexible annuity contract is one set up on or after 6 April 2015 where the terms of the
contract allow the payments to go down, or they can be varied to allow paymentsto go
down, other than in prescribed circumstances set out in regulations.

New section 227G(9) provides that where a member receives a payment of a scheme
pension from amoney purchase arrangement where there are fewer than 12 individuals
including the member receiving such scheme pensions, thiswill mean that they flexibly
accessed their pension immediately before the payment is made and therefore they
potentially trigger the money purchase annua alowance from the date of that payment.

New section 227G(10) and (11) providethat aqualifying payment isincomewithdrawal
from the fund or payment of a short-term annuity purchased using sums or assets
out of the fund, except where the whole of the fund was made up of disqualifying
pension credits as defined in paragraph 2(3) and (4) of Schedule 29. A pension credit
under a pension sharing order on divorce is disqualifying if the person subject to the
corresponding debit had an actual entitlement to a pension under the arrangement to
which the pension sharing order related.

Paragraph 66 omits, in relation to tax year 2015-16 onwards, section 227A of FA 2004,
which provides that an individual who has taken a flexible drawdown pension has an
effective annual allowance of nil. Individuals entitled to drawdown pension by virtue
of section 165(3A) of FA 2004 will automatically be deemed to have flexibly accessed
their pension savingsat 6 April 2015 and thereforewill potentially become subject to the
money purchase annua allowance from 2015-16. Individuals entitled to dependants
drawdown pension by virtue of section 167(2A) of FA 2004 will automatically revert
to the default annual allowance from 2015-16 unless they are subject to the money
purchase annual allowance for any other reason. As a consequence, this paragraph also
omits paragraph 45 of Schedule 16 to FA 2011 which originally inserted section 227A
into FA 2004.
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Paragraph 67 inserts new subsections (8) and (9) into section 228A of FA 2004 which
relates to the carry forward of unused annual allowance.

New section 228A(8) providesthat where anindividual has been subject to the £10,000
money purchase annual allowance for an earlier tax year, the amount available for any
carry forward from that year is adjusted accordingly. Unused money purchase annual
allowance cannot be carried forward to subsequent tax years.

New section 228A(9) provides that where an individual or dependant has taken a
flexible drawdown pension before 6 April 2015 then for tax year 2015-16 onwardsthey
will not have any carry forward of unused annual allowance for any tax year before
2015-16 during which they were entitled to flexible drawdown pension or flexible
dependants’ drawdown pension.

Paragraph 68 inserts new subsection (2A) into section 237B of FA 2004. This provides
that for the purpose of determining whether section 237B applies, the default chargeable
amount applies to the individual, and not the alternative chargeable amount. Where
section 237B applies, the member may request that the scheme administrator pays some
or all of their annual allowance liability in return for an equivalent actuarial reduction
in their promised benefits — commonly known as ‘ scheme pays'. This means that the
scope of when scheme pays can apply is not increased by these changes.

Paragraph 69 inserts new paragraph (4) into article 25C of the Taxation of Pension
Schemes (Transitional Provisions) Order 2006 (S| 2006/572). This providesthat where
an individual who has primary protection (but not enhanced protection), and protected
pre- 6 April 2006 lump sum rights of greater than £375,000, receives a stand-alone
lump sum (that is a tax free lump sum that is paid not in connection with a pension)
from a money purchase arrangement on or after 6 April 2015, then they are treated as
first flexibly accessing their pension immediately before the payment of the stand-alone
lump sum. This will potentialy trigger the money purchase annual allowance on the
day the lump sum is paid.

Part 5 - Miscellaneous amendments

167.

168.

169.

Paragraph 70 amends the anti-recycling rulesin paragraph 3A(3) of Schedule 29 which
prevent the exploitation of the pensionstax rulesto generate artificially high amounts of
tax relief by using the pension commencement lump sum to make afurther tax-relieved
contribution into a registered pension scheme. The amendment reduces to £7,500 the
minimum aggregate value of pension commencement lump sums paid to an individual
in a12 month period that triggers the recycling rule.

Paragraph 71 amends paragraph 7(1) of Schedule 29 to provide that, from 6 April
2015, atrivial commutation lump sum can be paid only in respect of adefined benefits
arrangement. Those with relatively small amounts of money purchase savings will be
abletotakean UFPL Sfromthisdate, sothereisnolonger aneedfor trivial commutation
lump sum rules for money purchase arrangements. Paragraph 71 also provides that
from 6 April 2015, atrivial commutation lump sum can be paid once the member has
reached normal minimum pension age (normally age 55) in line with the minimum age
for the payment of other pension benefits, a reduction from the previous requirement
for the member to be aged at least 60, or where the ill-health condition in paragraph 1
of Schedule 28 is satisfied. Paragraph 71 also provides that to be atrivial commutation
lump sum, a lump sum only needs to extinguish any defined benefit rights relating to
the member under the pension scheme.

Paragraph 72 amends article 23C(4) of the Taxation of Pension Schemes (Transitional
Provisions) Order 2006 (Sl 2006/572) to provide that from 6 April 2015, under that
article, lump sums of up to £10,000 representing a member’s remaining pension after
payment of certain protected pension commencement lump sums can be paid once the
member has reached normal minimum pension age (normally age 55), rather than the
minimum age of 60 which applied previously, or theill-health condition is satisfied.
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Paragraph 73 amends the Registered Pension Schemes (Authorised Payments)
Regulations 2009 (Sl 2009/1171).

Paragraph 73(2) substitutes a new regulation 10 as a consequence of the removal of
atrivial commutation lump sum as an option for money purchase arrangements from
6 April 2015. This new regulation 10 provides that certain lump sums that would
have been authorised payments under the regulations, but for the fact that they hadn’t
extinguished all rights under the scheme because of the ongoing payment of alifetime
annuity, can be commuted to alump sum if they are less than £10,000. This lump sum
does not count towards the limit in regulation 11A(2).

Paragraph 73(3) providesthat from 6 April 2015 alump sum under regulation 11, 11A
or 12 (small pot lump sums of up to £10,000) can be paid as an authorised payment
once the member has reached normal minimum pension age (normally age 55), or the
ill-health condition is satisfied.

Paragraph 74(1) to (4) amend paragraph 20 of Schedule 29 to provide a new
circumstance when a trivial commutation lump sum death benefit may be paid. As a
result, atrivial commutation lump sum death benefit may also be paid to an individual
in respect of any entitlement they had to receive any guaranteed pension payments
of alifetime annuity or scheme pension payable after the member’s death. The lump
sum must extinguish theindividual's rights to receive the guaranteed pension payments
under the scheme or contract concerned. This applies to payments made on or after 6
April 2015.

Paragraph 74(4) amends paragraph 20(2) of Schedule 29 to increase the limit for the
trivial commutation lump sum death benefit to £30,000 to bring the maximum in line
with atrivial commutation lump sum. This appliesto payments made on or after 6 April
2015.

Paragraph 75 amends Schedule 29 to remove the facility for schemesto pay awinding-
up lump sum death benefit. This provision is unnecessary from 6 April 2015 because
al winding-up lump sum death benefits also satisfy the conditions to be a trivial
commutation lump sum death benefit.

Paragraph 76 amends paragraph 7 of Schedule 32 which prescribes how a lifetime
annuity is valued for the purpose of testing against the lifetime allowance where an
individual becomes entitled to it before normal minimum pension age, and where the
ill-heath condition is not met. It provides that where the individual becomes entitled to
the lifetime annuity after 5 April 2015, the amount of the BCE 2 that is tested against
thelifetime allowanceisthe greater of the sums and assets used to purchase the lifetime
annuity and the amount that would have been tested against the lifetime allowance had
the lifetime annuity been a scheme pension on the day the member became entitled to
it. That is, 20 times the annual rate of the lifetime annuity on that date.

Paragraph 77 amends paragraph 20(4)(a) and (b) of Schedule 36 which prescribe how a
pre-6 April 2006 drawdown pensionisvalued for the purposesof thelifetimeallowance,
if and when the first BCE occurs in respect of the individual on or after this date.
The lifetime allowance was introduced from 6 April 2006 and pensionsin payment on
that date were not tested against the lifetime allowance but their value does reduce the
amount of available lifetime allowance that an individual has when a BCE occurs. This
paragraph provides that where the member’sfirst BCE is on or after 6 April 2015, and
either the individual was receiving 'capped drawdown' or had opted to receive 'flexible
drawdown' in a pension year that began on or after 27 March 2014, the amount of the
lifetime allowance available is reduced by 80% of 25 times the maximum amount that
could have been paid as a drawdown pension. As the maximum that can be paid as a
drawdown pension was increased from 120% to 150% of the basis amount from 27
March 2014, limiting the amount tested to 80% of this figure ensures that overall it
gives the same result as before 27 March 2014.
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Paragraph 78 inserts new paragraph 23ZA into Schedul e 36 in connection with transfers
relating to individuals who have a protected pension age protecting their right to take
their pension before the normal minimum pension age, currently age 55. It ensures
that where an individual has taken their pension benefits before the normal minimum
pension age using their protected pension age, then if they transfer the protected pension
benefits that are in payment as part of a recognised transfer, any pension payments
before age 55 will be authorised payments. This applies to any recognised transfers
made on or after 6 April 2015.

Paragraph 79 inserts new section 273B into FA 2004. New section 273B provides
a permissive scheme rules override in connection with certain payments in respect
of money purchase arrangements that will be authorised payments as a result of
amendments made by Schedule 1, so that the trustees or scheme managers can make
these payments if they wish, even if the rules of the scheme do not allow the payment
to be made.

Paragraph 81 amends section 579CA of I TEPA 2003, regarding the taxation of pensions
for individualswho aretemporarily non-resident, asit applieswhentheindividual'syear
of departure was in or after the 2013-14 tax year and the individual's period of return
isin the 2015-16 tax year or later. Section 579CA provides that a relevant withdrawal
under aregistered pension scheme during a period of temporary non-residenceisto be
treated as taxable pension income under section 579B when the individual returns to
the UK. What constitutes a period of temporary non-residence is set out in Part 4 of
Schedule 45 to Finance Act 2013 (FA 2013), which contains anti-avoidance rules in
connection with the new statutory residence test introduced by FA 2013.

Paragraph 81(2) amends section 579CA so that it does not apply unless the
total relevant withdrawals under section 579CA and 576A exceed £100,000. New
section 579CA (4A) inserted into I TEPA 2003 by paragraph 81(3) provides that when
calculating the value of relevant non-sterling withdrawal's, the values aretrand ated into
sterling values by reference to the average exchange rate for the year to 31st March
that falls in that tax year. HMRC publishes average exchange rates on its website.
Where the value of relevant withdrawals during a temporary period of non-residence
exceeds £100,000, all of the withdrawals are treated as taxable pension income subject
to section 579B in the period of return to the UK, not just the excess over £100,000.

Paragraph 81(3) and (4) amend the definition of relevant withdrawal. Relevant
withdrawals comprise the payments to members that would, under new section 227G
of FA 2004, trigger the application of the money purchase annual allowance and the
payments to beneficiaries of equivalent character (which do not trigger the application
of the money purchase annual allowance). Payments to members that would not trigger
the application of the money purchase annual alowance by virtue of being attributable
to adisgualifying pension credit (see section 227G(10) and (11), inserted by paragraph
65 of Schedule 1) are also included as relevant withdrawals.

Paragraph 82 amends section 579CA of ITEPA 2003 asit applieswhen theindividual's
year of departure was before the 2013-14 tax year and the individual's year of returnis
the 2015-16 tax year or later. Before the 2013-14 tax year, section 579CA applied to
individuals who satisfied the "residence requirements” as defined in section 579CA(2).
Section 579CA was amended by paragraph 117 of Schedule 45 to FA 2013 and now,
as explained above, applies when relevant withdrawals are made during a temporary
period of non-residence. To prevent the changein the definition of when section 579CA
applies affecting people who had become non-resident before the statutory residence
test came into effect, paragraph 158 of Schedule 45 to FA 2013 provides that the
unamended rules apply when the temporary period of non-residence began before the
new statutory residencetest cameintoforceon 6 April 2013. Paragraph 82 of Schedule 1
accordingly makes the same amendments to the former definition of what constitutes a
relevant withdrawal as paragraph 81 makes to the current section 579CA.
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Paragraph 83 amends section 576A of ITEPA 2003 asit applies when the individual's
year of departure was in or after the 2013-14 tax year and the individual's period
of return is in the 2015-16 tax year or later. Section 576A provides that a relevant
withdrawal under a relevant non-UK scheme during a period of temporary non-
residence is to be treated as taxable pension income under section 575 of ITEPA
2003 when the individual returns to the UK. What constitutes a period of temporary
non-residence is set out in Part 4 of Schedule 45 to Finance Act 2013 (FA 2013),
which contains anti-avoidance rulesin connection with the new statutory residence test
introduced by FA 2013. Paragraph 83 of Schedule 1 makes similar amendmentsto the
definition of what constitutes a relevant withdrawal as are being made to the current
section 579CA by paragraph 81, except that the amendments apply as if the payment
had been made from a registered pension scheme.

Paragraph 84 amends section 576A of ITEPA 2003 asit applies when the individual's
year of departure was before the 2013-14 tax year and the individual's year of returnis
the 2015-16 tax year or later. Paragraph 84 of Schedule 1 makes the same amendments
to the definition of what constitutes a relevant withdrawal as are being made to the
current section 576A by paragraph 83.

Paragraph 85 amends section 164 of FA 2004 and inserts new subsections (3) and (4)
to provide a power to make regulations to provide that an authorised payment under
FA 2004 does not trigger the money purchase annual allowance, or that an authorised
payment isnot arelevant withdrawal for the purposes of temporary non-residence under
section 579CA of ITEPA 2003, or for relevant non-UK schemes under section 576A
of ITEPA 2003.

Part 6 — Provision of information

187.

188.

189.

190.

191

Paragraphs 86 to 91 amend the Registered Pension Schemes (Provision of Information)
Regulations 2006 (Sl 2006/567).

Paragraph 87 inserts new regulations 14ZA to 14ZE of SI 2006/567, which set out
the information that that must be provided where a member has flexibly accessed
their pension rights. The new information regquirements are intended to ensure that
the member is aware that they have flexibly accessed their pension rights and the
consequences of having done so, and that the scheme administrator for every scheme
that they are actively a member of, is also aware so that if necessary they can provide
information about the member’s savings in that scheme based on the lower £10,000
money purchase annual allowance.

New regulation 14ZA requires a scheme administrator to provide a statement to a
scheme member within 31 days when it appears they have first flexibly accessed their
pension rights in that scheme and sets out the relevant events that require the scheme
administrator to provide the statement, and the information that should be included in
the statement.

New regulation 14ZB sets out the regquirement for scheme members who have flexibly
accessed their pension savingsto notify the scheme administrator of any other registered
pension scheme they are an accruing member of that they have received a statement
under new regulation 14ZA. An individual is an accruing member of a registered
pension scheme if at the time, or any time after, the relevant event occurred under
new regulation 14ZA they are an active member of either a cash balance or hybrid
arrangement under that scheme or they (or someone else on their behalf) pay a
contribution to a money purchase arrangement that is not a cash balance arrangement
under that scheme. They must provide the information to the scheme administrator
within 91 days of receiving the statement or becoming an accruing member, whichever
isthe later.

New regulation 14ZC requires scheme administrators making recognised transfers of
member’s rights where they are aware that the member has flexibly accessed their
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pension savings to notify the scheme administrator of the receiving scheme that the
member has flexibly accessed their pension rights, and the date the event occurred,
within 31 days of the transfer.

New regulation 14ZD requires individuals who have a flexi-access drawdown fund as
aresult of having had a valid notification for flexible drawdown accepted on or before
5 April 2015 to notify the scheme administrator of any other registered pension scheme
they are an accruing member of that they are treated as having flexi-accessed their
pension rights at 6 April 2015. An individua is an accruing member of a registered
pension scheme if on or at any time after 6 April 2015 they are an active member of
either a cash balance or hybrid arrangement under that scheme or they (or someone
else on their behalf) pay a contribution to a money purchase arrangement that is not a
cash bal ance arrangement under that scheme. They must provide the information to the
scheme administrator within 91 days of 6 April 2015 or becoming an accruing member
of the other scheme, whichever isthe later.

New regulation 14ZE requires individuals who convert their existing drawdown
pension fund to aflexi-access drawdown fund on or after 6 April 2015, and thisistheir
first flexible access across all their schemes, to notify the scheme administrator of any
other registered pension scheme they are an accruing member of that they are treated as
having flexi-accessed their pension rights from the date of conversion. Anindividual is
an accruing member of aregistered pension schemeif on or at any time after the date of
conversion they are an active member of either a cash balance or hybrid arrangement
under that scheme or they (or someone else on their behalf) pay a contribution to a
money purchase arrangement that is not a cash balance arrangement under that scheme.
They must provide the information to the scheme administrator within 91 days of the
date of conversion or becoming an accruing member of the other scheme, whichever
isthe later.

Paragraph 88 amends regulation 14A of SI 2006/567 in relation to the provision of an
annual pension savings statement where the member’ s pension savingsin that scheme
have exceeded the annual alowance.

Paragraph 88(2) to (4) amend paragraph (1), make a consequential amendment to
paragraph (8) and insert new paragraphs (9) to (12) extending the circumstances
in which a scheme administrator is required to give the member a pension savings
statement and the information that should beincluded in the statement, to include where
they believe the member hasflexibly accessed their pension rights and they have money
purchase or relevant hybrid arrangement pension input amounts of more than £10,000
in that scheme.

Paragraphs 89 and 90 make changes to regulations 3(1) and 14B(1) of SI 2006/567 as
consequence of paragraphs 87 and 88 of Schedule 1. All of the changes made in S
2006/567 come into force on 6 April 2015.

Part 7 - Overseas pensions

197.

198.

Paragraph 92 amends section 169(4) of FA 2004 to extend the scope of the
existing power to make regulations in connection with information requirements for
scheme managers of qualifying recognised overseas pension schemes (QROPS). The
amendment provides that regulations made under this power may also require the
scheme manager of aQROPS or former QROPS to provideinformationi) to the scheme
administrator of aregistered pension scheme or ii) to the scheme manager of a QROPS
or former QROPS or iii) to amember or former member of aQROPS or former QROPS.

Paragraph 93 amends section 251 of FA 2004 to extend the scope of the existing
power to make regulations in connection with information requirements for scheme
administrators.
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Paragraph 93(2) provides that regulations made under this power may also require the
scheme administrator to provide information to the scheme manager of a QROPS. It
also providesthat the regulations may require members of relevant non-UK schemesto
provide information to scheme administrators of registered pension schemes or scheme
managers of relevant non-UK pension schemes.

Paragraph 93(3) amends section 251(6) and providesthat the definition of relevant non-
UK scheme in section 251 is the same as in paragraph 1 of Schedule 34 to FA 2004
(Schedule 34).

Paragraph 94 inserts new sub-paragraph (2A) into paragraph 5 of Schedule 33 to FA
2004 (Schedule 33) which defines a qualifying overseas pension scheme (QOPS).

New paragraph 5(2A) of Schedule 33 confirmsthat, for the purposes of the requirement
in paragraph 5(1)(c) of Schedule 33 that a scheme manager must provide an
undertaking to HMRC to comply with any prescribed benefit crystallisation information
requirements, “benefit crystallisation information requirements’ includes prescribed
information requirements relating to when an individua first flexibly accesses their
pension rights.

Paragraph 95 amends Schedule 34 which provides for certain tax charges to apply to
savings in non-UK pension schemes where those savings have benefited from UK tax
relief.

Paragraph 95(2) amends paragraph 1(3) of Schedule 34 to provide that the tax charges
that apply in connection with the payment of an UFPL S can a so apply to paymentsfrom
arelevant non-UK scheme asif they were payments from aregistered pension scheme.

Paragraph 95(3) amends paragraph 1(4) of Schedule 34 to provide that the member
payment provisions also include the provisions of section 636A of ITEPA 2003 relating
to an UFPLS. This is shown separately because section 636A(1A) to (1C) of ITEPA
2003 is not within the provisions of Part 4 of FA 2004 as are the other member payment
charges.

Paragraph 95(4) inserts new paragraph 5A into Schedule 34. This provides that a
payment made from a relevant non-UK scheme will be taxed as a relevant withdrawal
under section 576A ITEPA 2003 where tax is due under the member payment charges
in Schedule 34 but the UK cannot immediately collect the tax under the terms of a
doubl e taxation agreement.

Paragraph 95(5) amends paragraph 6 of Schedule 34 as a consequence of the new
paragraph 5A, to providethat where overseastax hasbeen paid in respect of therelevant
withdrawal, then any UK tax liability will be reduced by the amount of overseas tax
paid.

Paragraph 95(6) amends paragraph 7(2) of Schedule 34 to extend the scope of the
existing regulation-making power in connection with these member payment provisions
to provide that the regulations can include transitional provisions.

Paragraph 95(7) inserts new paragraphs 9ZA and 9ZB into Schedule 34.

New paragraph 9ZA provides that the lower money purchase annual allowance will
also potentially apply where an individual is or has been a currently-relieved member
of a currently-relieved non-UK pension scheme and flexibly accesses pension rights
under that non-UK pension scheme.

New paragraph 9ZB provides that any pension scheme that is or has been a QROPS is
treated as aregistered pension scheme for the purposes of whether the money purchase
annual allowance rules are triggered in respect of individuals with UK tax relieved
savings in that QROPS. This ensures that where the equivalent of an UFPLS is paid,
or payments are taken from the equivalent of a flexi-access drawdown fund from a
QROPS, this counts as atrigger for when the individual flexibly accessestheir pension

27


http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/93/2
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/93/3
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/94
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/95
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/95/2
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/95/3
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/95/4
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/95/5
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/95/6
http://www.legislation.gov.uk/id/ukpga/2014/30/paragraph/95/7

212.

213.

214.

215.

216.

217.
218.

2109.

These notes refer to the Taxation of Pensions Act 2014
(c.30) which received Royal Assent on 17 December 2014

rights. This means that the money purchase annual allowance potentially applies from
that date if the individual continues to contribute to a registered scheme or currently-
relieved scheme.

Paragraph 95(8) inserts new sub-paragraph (3) into paragraph 11 of Schedule 34 to
provide that where an individual first flexibly accesses their pension during a tax
year, when calculating the amount of the pension input under a money purchase
arrangement in anon-UK scheme for the periods before and after that first access, the
same appropriate fraction for the tax year applies to both calculations.

Paragraph 95(9) amends paragraphs 12(2) and 19(2) of Schedule 34 to extend the scope
of the existing regulation making powers in connection with the application of the
annual allowance and lifetime allowance charges to members of non-UK schemes to
provide that the regulations can include transitional provisions.

Paragraph 96 amends the Pension Schemes (Application of UK Provisionsto Relevant
Non-UK Schemes) Regulations 2006 (Sl 2006/207).

Paragraph 96(2) amendsregulation 5 of S| 2006/207 to clarify that it only appliesto Part
3 of SI 2006/207. Thisis so that regulation 5, which modifies FA 2004 as it applies to
relevant non-UK schemes, will not apply to the new Part 4 of these Regulations (which
relates to section 636A of ITEPA) inserted by paragraph 96(15).

Paragraph 96(3) to (14) amend regulation 15 of SI 2006/207 which modifies
Schedule 29 (Authorised Lump Sums) as it applies to relevant non-UK schemes.
Paragraphs 96(4) to (9) and (11) to (14) provide that when working out whether a
member has lifetime allowance available after a relevant BCE has occurred, the value
of any UFPLS paid since the relevant BCE is to be taken into account for various
prescribed purposes. Paragraph 96(10) inserts new paragraph (4A) into regulation 15
of SI 2006/207 which amends paragraph 4A of Schedule 29 to disregard the value of
the relevant BCE when calculating the member’s available lifetime allowance under
regulation 15. Relevant BCE hasits existing meaning of BCE 8 (atransfer to a QROPS)
and a BCE occurring by virtue of paragraph 15 of Schedule 34.

Paragraph 96(15) inserts new Part 4 and regulation 18 into SI 2006/207.

New regulation 18 modifies section 636A of ITEPA 2003 to provide similar
modificationsto those amended by paragraph 96(4) to (14). Regulation 18 providesthat
when a relevant non-UK scheme pays an UFPLS after a relevant BCE has occurred,
when working out how much lifetime allowance the member has available for the
purposes of new section 636A(1B) asinserted by paragraph 62 of Schedule 1, the value
of any prior relevant BCE must be ignored, the referable portion of any earlier PCLS
or any earlier UFPL Ss paid since the relevant BCE is deducted even if the lump sum
concerned has been paid since the member reached the age of 75, and the referable
portion which would have crystallised by virtue of the member becoming entitled to a
pension since the relevant BCE is deducted, even if the member had reached the age of
75 before becoming so entitled. The referable portion is the amount that relates to the
funds that have received UK tax relief.

Paragraph 97 amends the Registered Pension Schemes and Overseas Pension
Schemes (Miscellaneous Amendments) Regulations 2013 (SI 2013/2259), and the
Pension Schemes (Information Requirements for Qualifying Overseas Pension
Schemes, Qualifying Recognised Overseas Pension Schemes and Corresponding
Relief) Regulations 2006 (SI 2006/208). The amendments change the start date from
which scheme managers are required to re-notify their QROPS status to delay the
implementation by 12 months. Thisisbecause before 6 April 2015 schemeswould have
to re-notify on the basis of the information in place at that time. As scheme managers
can re-notify HMRC up to six months before they are due to do so, they could provide
the information changed as a result of the amendments in this Act within 30 days of
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6 April 2015. It would provide no benefit for schemesto notify HMRC twicein ashort
space of time.

Schedule2

Part 1 — Death benefits; Nominees and successor s

220.

221.

222.

223.

224.

225.

226.

227.

228.

229.

230.

Paragraph 2(2) and (3) amend section 167 of FA 2004 to relax the existing requirement
that pension death benefits for money purchase arrangements must be paid to a
dependant, so that death benefits can also be paid to either a nominee or a successor.
The amendments provide that a nominee can receive a nominees drawdown pension
and a successor, asuccessors’ drawdown pension.

Paragraph 2(4) insertsnew subsection (1A) into section 167 to providethat abeneficiary
(that is, a dependant, nominee or successor) becomes entitled to income withdrawal
when funds are designated as available for their dependants’, nominees’ or successors
drawdown pension as appropriate.

Paragraph 2(5) amends section 167(2) to provide that a pension death benefit includes
apension payable to a successor on the death of a beneficiary.

Paragraph 3 inserts new paragraphs 27A to 27K into Schedule 28 of FA 2004. These
new paragraphs provide definitions of nominee and successor as well as defining their
respective drawdown pensions.

New paragraph 27A defines a nominee. A nominee can be any individual other than
a dependant who is nominated by the member, or where there are no dependants and
no individual or charity has been nominated by the member, any individual nominated
by the scheme administrator.

New paragraph 27B defines nominees' drawdown pension as a nominees’ short-term
annuity (new paragraph 27C of Schedule 28) or nominees income withdrawal (new
paragraph 27D of Schedule 28).

New paragraph 27C(1) definesanominees’ short-term annuity. A nominees' short term
annuity is purchased on or after 6 April 2015 using sums or assetsin anominee’ s flexi-
access drawdown fund (new paragraph 27E of Schedule 28) and must be payable by an
insurance company. It can be payable for no more than 5 years and must end before the
death of the nominee. These requirements are similar to those for a dependants’ short-
term annuity that is purchased on or after 6 April 2015.

New paragraph 27C(2) and (3) contain powersfor HMRC to makeregul ationsin respect
of nominees’ short-term annuities for cases where the annuity ceases and the sums or
assetsaretransferred to provide anew nominees' short-term annuity. Regulations under
these powers may prescribe the extent to which, following atransfer, a new nominees
short-term annuity isto betreated asif it weretheoriginal nominees’ short-term annuity.

New paragraph 27D defines nominees' income withdrawal as any amount that the
nominee is entitled to receive from their nominee’ s flexi-access drawdown fund, other
than payments of a short-term annuity.

New paragraph 27E defines a nominee’s flexi-access drawdown fund as one where
funds have been newly-designated (new paragraph 27E(2)). As with a dependant, a
nominee will be able to designate any uncrystallised funds, or any unused drawdown
funds that the member had on their desth, to a nominee’s flexi-access drawdown fund.

New paragraph 27E(2) defines newly-designated funds as those funds that have been
designated as available for the payment of a nominees drawdown pension on or
after 6 April 2015 and were unused drawdown funds or unused uncrystallised funds
immediately before being designated plus any sums or assets that derive from these
funds.
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New paragraph 27E(3) defines unused drawdown funds as any drawdown funds in
respect of the member that, just before the member’s death, had not been used to pay
income withdrawal or a short-term annuity plus any sums or assets that derive from
these funds.

New paragraph 27E(4) and (5) define when sums or assets are unused uncrystallised
funds. For cash balance arrangements this is any sums or assets that the member could
have been entitled to immediately before their death, and which since the member’s
death have not been designated for dependants’ or nominees drawdown pension,
or to provide a dependants annuity or scheme pension. For other money purchase
arrangements this is any sums or assets held in the arrangement that had not been
designated for the member’s own drawdown or used to provide a scheme pension for
the member or any dependant immediately prior to the member’s death, and have not
been used since the member’ s death for adependants’ annuity or a dependants’ scheme
pension, or designated as available for either dependants’ or nominees drawdown
pension.

New paragraph 27F defines a successor. A successor is someone who inherits any
unused drawdown funds on the death of a dependant, a nominee or a successor. A
successor can be anyone nominated by the previous beneficiary or where no nomination
has been made by the previous beneficiary, an individual nominated by the scheme
administrator. As these changes do not impose any limit on how many times unused
funds can be passed on, successors’ flexi-access drawdown funds that are unused at the
time of the successor’ s death will also be capable of being passed to another nominated
SUCCEeSSor.

New paragraph 27G defines successors' drawdown pension as asuccessors' short-term
annuity (new paragraph 27H of Schedule 28) or successors’ income withdrawal (new
paragraph 27J of Schedule 28).

New paragraph 27H(1) defines a successors short-term annuity. The requirements for
asuccessors' short-term annuity are similar to those for anominees’ short-term annuity.

New paragraph 27H(2) and (3) contain powers for HMRC to make regulations in
respect of successors short-term annuities for cases where the annuity ceases and
the sums or assets are transferred to provide a new successors short-term annuity.
Regulations under these powers may prescribe the extent to which, following atransfer,
anew successors' short-term annuity isto betreated asif it werethe original successors
short-term annuity.

New paragraph 27J defines successors' income withdrawal as any amount that the
successor isentitled to receivefrom their successor’ sflexi-accessdrawdown fund, other
than payments of a short-term annuity.

New paragraph 27K defines a successor's flexi-access drawdown fund. The
requirements for a successor’s flexi-access drawdown fund are similar to those for
a nominee's flexi-access drawdown fund. However successors will only be able to
designate into their flexi-access drawdown fund unused drawdown funds, as there
will be no uncrystallised funds available to successors. This is because the preceding
dependant or nominee will have already crystallised any uncrystallised funds on the
death of the member, either through the payment of a lump sum death benefit or by
designating the uncrystallised funds to drawdown on their own account. Where the
intended dependant or nominee dies before receiving the funds, then those funds can
be paid to an aternative dependant or nominee, rather than a successor.

Paragraphs 4 to 14 make anumber of amendmentsto FA 2004 as a consequence of the
introduction of the terms ‘nominee’ and ‘successor’ in paragraph 3. These ensure that
where the legiglation refers to a dependant or a dependant’ s drawdown pension fund
or a dependant’ s flexi-access drawdown fund, additional references are inserted to a
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nominee or successor or anominee’ s flexi-access drawdown fund or successor’ s flexi-
access drawdown fund as appropriate.

Paragraph 15 amends paragraph 18 of Schedule 29 and widens the circumstances when
a charity lump sum death benefit can be paid. Currently a lump sum can be paid on
the death of the member or dependant, to a charity nominated by them provided that
thereareno (or no other) dependants. The amendment enablesacharity lump sum death
benefit to be paid where there are unused funds in a nominee’s or successor’s flexi-
access drawdown fund at their death and there are no dependants of the member. If no
charity has previously been nominated by the member, the nominee or successor may
choose the charity to benefit on their own death.

Paragraph 16 amends the Registered Pension Schemes (Transfers of Sums and Assets)
Regulations 2006 (SI 2006/499), to providethat atransfer of anominee’ sor successor’s
flexi-access drawdown fund to a similar drawdown fund in another registered pension
scheme is arecognised transfer and therefore an authorised payment. This ensures that
no tax charges will arise in connection with the transfer.

Part 2—Lump sum death benefits

242.

243.

244,
245.

246.

247.

248.

249.

250.

Paragraphs 17 amends section 206 of FA 2004 as it relates to the specia lump sum
death benefit charge that arises where certain lump sum death benefits are paid where
the member has reached age 75 at the time of their death. In section 2 of this Act, the
charge that appliesis reduced from 55% to 45%.

Paragraph 17(2) inserts new subsection (1ZA) into section 206 of FA 2004 which
provides that references to a member and their death, are to be read as also applying
to a dependant, nominee or successor and their death, so that the charge may also arise
where a flexi-access lump sum death benefit is paid from a dependant’s, nominee’s or
successor’ s flexi-access drawdown fund, or where adrawdown pension fund lump sum
death benefit is paid from a dependant’ s drawdown pension fund.

Paragraph 17(3) inserts new subsections (1B) and (1C) into section 206 of FA 2004.

New subsection (1B) provides that the special lump sum death benefits charge also
appliesif amember dies before age 75, and a drawdown pension fund lump sum death
benefit, aflexi-access drawdown fund lump sum death benefit or an uncrystallised funds
lump sum death benefit is paid outside a two-year period. The two-year period starts
on the date on which the scheme administrator first knew of the member’s death or,
if earlier, the day when they could first reasonably have been expected to know of
it. Currently where a lump sum death benefit is not paid within this period it is an
unauthorised payment and is subject to tax charges of up to 70%.

New subsection (1C) provides that the special lump sum death benefit charge also
appliesif abeneficiary dies before age 75, and prescribed lump sum death benefits are
paid outside the two-year period.

Paragraphs 17(4) and (5) and 18 make further consequential changes.

Paragraph 19 makes a number of amendments in connection with the uncrystallised
funds lump sum death benefit.

Paragraph 19(1) amends paragraph 15 of Schedule 29 to remove the requirement that,
to be an authorised payment, the lump sum must be paid within a two-year period.

Paragraph 19(2) amends paragraph 16 of Schedule 32 which sets out which lump sum
death benefits are relevant lump sum death benefits and are tested against the member’s
lifetime allowance as a BCE 7. The amendment means that an uncrystallised funds
lump sum desth benefit is only tested against the lifetime allowance if it will be paid
tax-free, that is, if it is paid where the member died before age 75 and is paid within
atwo-year period.
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Paragraph 19(3) amends section 636A of I TEPA 2003 to provide that an uncrystallised
funds lump sum death benefit is subject to income tax only under section 206 of FA
2004, that is, only where either the member died after reaching age 75 or the member
died before reaching age 75 and the lump sum was not paid within the two-year period.

Part 3—Uncrystallised rights at member’s death

252.

253.

254.

255.

256.

Paragraph 21 inserts a new benefit crystallisation event 5C (BCE 5C) into
section 216(1) of FA 2004. BCE 5C provides that any funds designated into a
dependant’s or a nominee's flexi-access drawdown fund will be tested against the
member’ s lifetime allowance if the member was under the age of 75 when they died
and the funds are designated within the relevant two-year period. The amount that is
tested against the member’ s lifetime allowance will be the total of the sums and assets
designated as available for drawdown. Where the member does not have sufficient
lifetime allowance remaining at the time of their death, the excess will be subject to
the lifetime allowance charge. This test ensures that unlimited amounts of tax-relieved
pension savings cannot be passed on entirely tax-free.

Paragraph 22 amends section 217 of FA 2004 to provide that the person liable to any
lifetime allowance charge arising as aresult of new BCE 5C, will be the dependant or
nominee as appropriate. That is, the charge will be the sole liability of the recipient.

Paragraph 23 amends section 219 of FA 2004 to provide that where there is more than
one relevant post-death crystallisation event (BCE 5C and/or BCE 7) in respect of the
member, the BCE areto betreated as occurring immediately beforethe member’ sdeath,
but after the entitlement to any pension commencement lump sum.

Paragraph 24(2) amends paragraph 1 of Schedule 32 to provide that where a BCE 5C
or BCE 7 occurs, the relevant pension schemes are the registered pension schemes that
the individual was a member of immediately before their death.

Paragraph 24(3) inserts new paragraphs 14B and 14C into Schedule 32. New paragraph
14B defines the relevant two-year period for the purposes of BCE 5C as the period
starting on the date on which the scheme administrator first knew of the member’ sdeath
or, if earlier, the day when they could first reasonably have been expected to know of
it. New paragraph 14C defines relevant unused uncrystallised funds for the purposes of
BCE 5C asany unused uncrystallised funds as defined in new paragraph 27E(4) and (5)
of Schedule 28 (as inserted by paragraph 3 of Schedule 2) but only where the member
dies before reaching age 75.

Part 4 —Incometax on beneficiaries income withdrawal

257.
258.

259.
260.

261.

Paragraph 25 amends | TEPA 2003.

Paragraph 25(2) and (3) amend sections 573 and 574 of ITEPA 2003, so that the tax
trestment that applies to income withdrawal paid under a registered pension scheme
(section 579CZA of ITEPA 2003) will apply where an equivalent pensionis paid from
anon-UK scheme as defined in section 574(1)(ba) or (bb) of ITEPA 2003.

Paragraph 25(2) inserts new subsections (2A) to (2D) into section 573.

New subsection (2A) provides an exemption from the current rules that all payments
of foreign pension to a UK resident are included in the recipient’s taxable income.
It provides that where an amount is paid from a non-UK pension scheme that is the
equivalent of dependants' or nominees income withdrawal in respect of a deceased
member who had not reached age 75 at death, and no payments of pension had been
made from that fund before 6 April 2015, the payment is not to be included in the
recipient’s taxable income.

New subsection (2B) provides that the exemption from tax will also apply to a pension
within section 574(1)(bb) (that is, the equivalent of successors' incomewithdrawal paid
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from a non-UK pension scheme) in respect of an individual who had not reached age
75 at death.

New subsection (2D) providesthat the tax chargein section 574 will nevertheless apply
where a member dies before age 75, and designation to drawdown is not made within
the two-year period.

Paragraph 25(3) inserts new section 574(1)(ba) and (bb) which extend the meaning of
foreign pension to include amounts paid that would be nominees’ or successors' income
withdrawal if paid from aregistered pension scheme.

Paragraph 25(5) inserts new section 579CZA that provides exemptions from the current
rulesthat all payments of pension from aregistered pension scheme are included within
the recipient’ s taxable income. New section 579CZA (1) provides that where thereisa
payment of income withdrawal from adependant’s or nominee's drawdown fund, then
this payment is not included in the recipient’ s taxable income. However this exemption
only applies where the member had not reached age 75 at the date of their death and is
subject to new section 579CZA(4) to (6).

New section 579CZA(2) provides a similar exemption for payments of income
withdrawal from a successor's flexi-access drawdown fund where the previous
beneficiary died before reaching age 75.

New section 579CZA(4) and (5) provide that subsection (1) doesn't exempt any
payments of income withdrawal on or after 6 April 2015 if prior to this date there has
been a drawdown payment from the funds concerned.

New section 579CZA(6) provides that subsection (1) doesn't exempt relevant
unused uncrystallised funds designated into the dependant’ s or nominee’ s flexi-access
drawdown fund outside the two-year period.

New section 579CZA(7) to (9) provide various definitions for the purposes of new
section 579CZA.

Paragraph 25(7) provides that the amendments made by paragraph 25(2) to (5) only
apply to pension paid on or after 6 April 2015.

COMMENCEMENT DATES

270.

The provisions set out in the Act have effect either from the date of Royal Assent (17
December 2014) or from 6 April 2015.
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