
Radical reform to pensions
Removing restrictions through the pensions 
freedom policy.

The Government’s flagship pensions freedom policy comes into 
force on 6 April 2015, which will give you far greater flexibility over 
what you can do with your pension. The new rules remove the 
majority of restrictions and allow you to save, invest or spend the 
money as you wish. Here is our guide to those changes and also a 
look at their likely impact for beneficiaries and couples potentially 
facing divorce. 

The current system

Pension schemes are currently quite restrictive. Most allow you 
to take a 25% tax-free, lump sum within 18 months of becoming 
eligible for your pension. The balance can be used to purchase an 
annuity that will provide a fixed income for life. Alternatively, you 
can invest in a drawdown policy; money is invested in the stock 
market and you can take a regular income. Currently, pensions 
generally don’t allow you to take out small amounts of money at 
different times.

What’s changing?

Flexible access to pensions from age 55

From April 2015, if you are a pension investor aged 55, you will 
have total freedom over how you take an income or a lump sum 
from your pension. This means you can choose to:

• Take out the whole fund as cash in one go – 25% tax-free and 
the rest taxed as income; or

• Take smaller lump sums, as and when you like, with 25% of 
each withdrawal tax-free and the rest taxed as income; or

• Take up to 25% tax-free and a regular taxable income from 
the rest, either through income drawdown from the pension 
fund invested or via an annuity being a secure income for life.

Any withdrawals in excess of the tax-free amount will be taxed as 
income at your marginal rate. So for a basic rate tax payer this will 
be 20%, but any income you drawdown will be added to any other 
income you receive such as salary. This may push you into the 
higher rate (40%) or even the top rate (45%) income tax bracket.

This affects anybody with a defined contribution pension 
scheme, for example individual or group personal pension or 
stakeholder pensions schemes, SIPPs (self invested personal 
pensions) and some AVC’s (additional voluntary contribution 
schemes).

If you have a defined benefit pension scheme, you may also 
be able to take advantage of the new rules and make unlimited 
withdrawals. However, to do so you will have to transfer to a 
defined contribution scheme. This comes with a significant 
warning. You could lose very valuable benefits so make sure you 
take independent financial advice first. Remember, it will no longer 
be possible to transfer from most public sector pension schemes.

Trivial commutation

The flexibility continues as the provisions also provide for the 
trivial commutation of some pensions. This means that you may 
take your entire pension pot as a lump sum if the value is below 
£30,000. You are able to take up to three pension pots that are no 
bigger than £10,000 each as lump sums. If you take your pension 
pot under this provision, the first 25% will be tax-free. But, you will 
pay income tax on the remaining 75%.

End of death tax

A further reform is abolition of the 55% pension death tax. From 
April 2015 it will be possible to pass on a pension as a tax-free 
lump sum or draw an income from it if you die before the age of 
75.

Previously it was only possible to pass a pension on as a tax-free 
lump sum if you died before the age of 75 and had not taken any 
tax-free cash or income. However, individuals who die before 
the age of 75 can provide for the beneficiaries to take the whole 
pension fund as a tax-free lump sum or drawdown income from it, 
also tax-free. 

This can be done by either choosing to buy an annuity, if you die 

Key takeouts
From 6 April 2015:

• There will be flexible access to pensions from age 55.

• The 55% pension death tax will be abolished, meaning 
beneficiaries can take a pension fund as tax-free lump 
sum or drawdown income from it.

• Trivial commutation will allow you to take your entire 
pension pot as a lump sum if it’s under £30,000.

• Take independent financial advice to ensure your 
pension works for you.



About the author
Mark Sage is a Resolution Accredited 
Specialist in dealing with pension cases 
following the breakdown of a marriage.

mark.sage@TLTsolicitors.com 
+44 (0)333 006 0847

on or after 3 December 2014, or by using income drawdown. 
However, this does not apply if you made the first payment to your 
beneficiaries before 6 April 2015.

For those who died after the age of 75 the beneficiaries have 
three options:

• Take the whole fund as cash in one go. The pension fund will 
be subject to 45% tax. But, it is proposed that this should be 
changed to the beneficiary or beneficiaries’ marginal rate of 
income tax from 2016/2017;

• Take a regular income through an annuity or income 
drawdown. The income will be subject to income tax at your 
beneficiaries’ marginal rate; or

• Take periodical lump sums through income drawdown. The 
lump sum payments will be treated as income so subject to 
income tax at your beneficiaries’ marginal rate.

Safeguards

The Government has sought to include some safeguards for those 
deciding on flexible drawdown. You must be able to show that you 
are receiving other pension income of at least £12,000 per annum. 
This would include State Pension benefits.

Pensions on divorce

Couples can share pensions where a divorce petition is issued 
after 1 December 2000. In many cases the options for the non-
owning spouse have been restricted to remaining within the same 
scheme as their former partner or using the pension to purchase 
a defined contribution scheme. Many individuals also take a cash 
pay off, preferring a lump sum offsetting the value of any pension, 
rather than securing a share.

The new changes mean more options for divorcing couples 
to explore their settlements with regard to the value of their 
pensions. The option at 55 allows you more flexibility by using 
pension sharing orders to add increased liquidity to settlements. 
This could include cash being released to enable a property to be 
purchased upon separation or redemption of a mortgage. In some 
cases, unused annual tax allowances could be utilised to enhance 
settlements. 

If one of you is a higher rate tax payer, and all of the previous 
year’s tax allowances has not been used, then an amount of cash 
can be invested to create a fund which will attract tax relief at the 
higher rate. Once this is shared it can then be drawn 25% tax free, 
and the balance at the other’s lower marginal rate.

Retirement ages to increase

Finally, the age at which you can draw your pension will increase 
from 55 to 57 from 2028. It will then increase in line with the 
rise in the state pension age. It will remain ten years below the 
state pension age. This does not apply to public sector pension 
schemes for fire fighters, police and the armed forces.
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Defined contribution schemes

A defined contribution scheme allows you to build a pen-
sion pot based on your own and potentially your employer’s 
contributions. This money, with tax relief, is then invested 
with the aim of growing it over the years before you retire. 
These funds can go up or down depending upon the value 
of the underlying investments. At 55, you will need to 
decide how, or if, you want to utilise the pot available. You 
may still be working and therefore may continue to build 
the pension pot or possibly seek to utilise funds that may 
be available at that time to perhaps reduce debt. It is rec-
ommended that that you seek independent financial advice 
to consider the options.

Defined benefits schemes

Some employers offer defined benefit schemes also known 
as "salary-related" schemes. These pay a pension where 
the benefit is based upon rules set out by the Scheme, 
which are usually based on:

• The number of years someone has been a member of 
the scheme, often known as "pensionable service”;

• Pensionable earnings – this could be salary at retire-
ment, known as "final salary", salary averaged over a 
career ("career average") or some other formula; and

• The proportion of those earnings received as a 
pension for each year of membership known as the 
accrual rate. Some commonly used rates are 1/60th 
or 1/80th of pensionable earnings for each year of 
pensionable service.

These schemes are run by trustees who look after the 
interests of the scheme’s members. The employer contrib-
utes to the scheme and is responsible for ensuring there is 
enough money at the time the scheme member retires in 
order to pay their pension. 


