Bath Private Pension Plan

Technical Document

This Technical Document is intended to provide more detailed information than the Key Features document. However, it is not intended to be comprehensive and it is not intended that it should be used as a basis for decisions. Before deciding on any course of action, further information and advice should be obtained from your financial adviser.

Various terms used in this document are defined in the Glossary.

Establishing a SIPP

You can establish a SIPP to receive contributions or to transfer funds from another registered pension scheme or both. The relevant application form should be completed and submitted to your financial adviser.

Your membership will commence as soon as we have received the fully completed application and either the contribution or the transfer value. You have the right to change your mind within 30 days and full details are set out in the Cancellation Rights information sheet.

Contributions

Before you make your first contribution, you must submit a declaration to the effect that the total contributions to all registered pension schemes, for which you are entitled to tax relief under Section 188 of Finance Act 2004, will not exceed the higher of £3,600 and 100% of your relevant U.K. earnings within the meaning of Section 189 for that tax year.  If you cease to be entitled to tax relief on contributions then you must inform us by the end of the tax year in which that change happens or, if later, within 30 days.

There is no limit on the amount of contribution that your employer can pay on your behalf but whether your employer receives tax relief on any contributions would depend on the agreement of the Inspector of Taxes. Employer contributions are paid gross.

Your personal contributions are paid net of basic rate tax.  Once you pay the net amount of the contribution, the SIPP will submit a claim to HMRC to reclaim the basic rate tax.  Depending on what day in the month the contribution is paid, tax relief can take between six weeks and eleven weeks to be received by the SIPP. 

If you are a higher rate taxpayer, you will need to claim higher rate relief from HMRC, usually through your tax return, or by contacting HMRC for an adjustment to your PAYE code if you don’t complete a tax return.

There are no minimum limits on the initial or subsequent contributions.

Contributions can be accepted after age 75 however you will not receive tax relief from HMRC. Contributions can also be paid after your benefits have started (but you would need to seek advice on the consequences).

Monthly and annual contributions can be paid by standing order. The initial regular contribution and all single contributions should be paid by cheque or electronic transfer (with prior agreement).

Annual Allowance

Your contributions and any contributions from your employer to all your registered pension schemes are assessed against the annual allowance. 

If you are a member of a defined benefits pension scheme, the value of the increase in benefits accrued will be included. 

The amounts are aggregated for all contributions ending in a tax year across all schemes.

Where the total input does not exceed the Annual Allowance, the unused part of the Annual Allowance can be carried forward to future tax years.

Where the total input exceeds the Annual Allowance, any unused Annual Allowance carried forward from the previous 3 tax years is added to the current year’s Annual Allowance. If the total input exceeds the Annual Allowance and the unused amounts carried forward, an Annual Allowance Charge will apply.

You have to be a member of a pension scheme in a tax year to generate an unused Annual Allowance.

If you have triggered Flexi Access drawdown then your Annual Allowance is considerably reduced and you cannot use carry forward.
Transfer Payments

The Plan can accept transfer payments from any other registered pension scheme. Subject to meeting HMRC requirements, the Plan can accept transfer payments from recognised overseas pension schemes.

Transfers can be received where pension drawdown has already commenced in the previous scheme but the administration can be more complicated because the legislation requires the funds derived from such a transfer payment to be identified in a separate arrangement.  Funds from such transfers can be invested in one common fund with other transfers or contributions but the administrator has to track the amount paid from each part of the fund separately to be able to show how the overall fund value, at any time, is broken down between the different arrangements.

Transfers of assets (as opposed to cash) are also generally acceptable.

Investment of Funds - Acceptable Investments  

The SIPP rules permit a wide range of investments.  Generally, the investments can include anything that would not lead to a tax charge and would be regarded by the FCA as standard.  This includes direct investment in commercial property, deposits, quoted stocks and shares, collective investment schemes and insurance company funds. There is a list of investment types that are automatically permitted and this is provided to any investment manager that you appoint. Assets that do not appear on the list may still be acceptable. If it is proposed to buy any asset not listed then full written details should be provided to Cabot for consideration.

It is permissible to sell an asset that you hold personally to the SIPP or to buy an asset from the SIPP but any such transaction must take place on normal commercial terms, following independent professional advice.

Your SIPP can borrow funds for any reason but the limit on the borrowing is 50% of the net value of your SIPP fund. The limit is applied at ‘arrangement’ level.

Restricted Investments

The main investments that are restricted are:-

1. No loans can be made to members or connected parties.

2. No residential property can be held by the SIPP (or land attached or connected with any residential property).

3. No tangible moveable property can be bought (anything that you can touch and move e.g. cars, antiques, etc.). Any residential property or tangible moveable property is collectively known as ‘Taxable Property’.

4. No shares can be bought in companies where you control 5% or more of the shares, voting rights or dividend income of the company (when aggregated with the rights of all connected persons). This applies to any company, whether listed, quoted or unquoted. This rule is designed to reduce the risk of your SIPP suffering tax charges on taxable property.

5. Assets that the FCA deem to be non-standard.

Indirect investment in taxable property is also not allowed except if it is held via a genuinely diverse commercial vehicle. If you intend to invest in any such vehicle, the operator or adviser needs to demonstrate that it has been established and will be permanently administered in such a way that it complies with the exemptions to the taxable property provisions in Schedule 29A of Finance Act 2004.

Cabot Trustees Limited will not check every share purchase to see whether the company is an arm’s length trading vehicle. If you instruct your investment manager to buy shares in a company that is not such a vehicle then your SIPP may be subject to penal tax charges.

There are no restrictions on which banks can be used for bank accounts or borrowing. However, Cabot Trustees may need to levy administration charges if the work involved is higher than with an account specifically designed for SIPPs.

Advice and Investment Management

When you establish the SIPP you will be dealing through your appointed financial adviser.  If you terminate your relationship with that financial adviser then you must appoint another financial adviser to act on your behalf.  It is your responsibility to make all investment decisions and to communicate those decisions to your financial adviser.  That adviser will then contact us to implement your decision.  Instructions cannot be given directly to Cabot Trustees Limited.

If you wish you can appoint an investment manager, such as a stockbroker, to implement investment decisions or to take investment decisions on a discretionary basis.  Any stocks bought by that investment manager will be registered in the name of the nominee company used by that manager.  The investment manager will be responsible for keeping full records of all transactions that he makes for your SIPP and for producing valuations at intervals agreed between you.  The investment manager will be responsible for providing the information both to you and to Cabot Trustees Limited.

All the fees levied by the investment manager and the investment adviser will be met from your SIPP bank account.  You need to ensure that you have sufficient funds in your bank account, at any time, to meet all fees due.   

Taking Benefits

You can take benefits from the whole of your accumulated fund at one time or you can take benefits gradually.  Taking benefits is known as crystallising or vesting funds and each occasion is known as a Benefit Crystallisation Event, or BCE.  You can start to crystallise your funds once you have reached the minimum pension age, which is age 55.  It is not necessary to retire to start drawing benefits.  There is no upper age limit on crystallising funds.

It is possible to draw benefits before the minimum pension age in the event of ill health which prevents you from working. 

If you want to draw some benefits from the scheme, you have to decide how much of the fund you wish to crystallise.  This may be a specific amount or a percentage of the total fund (perhaps 100% of the fund). Cabot Trustees will then provide you with an illustration of the possible benefits and details of the options via your financial adviser. Once you have made a decision as to the specific amount that you want to crystallise and the options that you wish to take then Cabot Trustees Limited is notified of this decision and the date of the BCE is set.  It is then necessary to formally value the funds at that BCE date which may take some time, depending on the nature of the investments held.  Once the valuation has been obtained then benefits will be paid.

At age 75 if the drawdown fund value has increased since it was originally crystallised, the increase represents a BCE and uses up the lifetime allowance. This may result in a tax charge if the lifetime allowance is used up. Any part of drawdown that started before April 2006 is disregarded in this BCE.

Tax Free Lump Sum

You will generally have the option of taking up to 25% of the amount that you decide to crystallise as a lump sum.  The percentage may be different for members with enhanced protection or primary protection but your adviser will have explained these issues to you.  The lump sum is generally the lower of 25% of the value of the fund and 25% of your unused lifetime allowance.  The balance will then be used to provide you with a pension.

Pension Benefits

Your pension can be provided either through flexi-access drawdown or by purchasing an annuity. Members who started drawdown before April 2015 may still be using Capped Drawdown – full details will have been provided when drawdown started.
Flexi-access drawdown
You can crystallise any part or the whole of your fund to provide pension benefits. After taking the tax free lump sum you can decide on the level of pension drawdown that you wish to take, there are no upper or lower limits on the amount of pension that can be drawn.
You can decide to draw the pension on a regular basis e.g. monthly, quarterly, half-yearly or yearly.  Payments can be made either in arrears or in advance. 

Uncrystallised funds pension lump sum
If you have not taken any pension benefits from your fund, or if you have only used part of the fund, you can take an uncrystallised fund pension lump sum. This also represents a Benefit Crystallisation Event, or BCE and so the fund has to be valued as explained above. This type of payment can only be provided to the extent of the lifetime allowance that you have available. It is not available where you have a protected lump sum different from 25%.
Unlike flexi-access drawdown where you can decide when to withdraw the pension drawdown, the uncrystallised pension lump sum has to be taken as a single payment, 25% tax free and 75% taxable. 
Taxation of pension drawdown
The amounts drawn are taxed through the PAYE system. This can increase your marginal rate of income tax.

Further BCEs

If you only crystallised part of your fund originally, then you can crystallise the remaining fund at any time (another BCE).  There is no restriction on the number of BCEs that you can take and no restriction on their frequency, other than the fees that these events generate.  

Pension Benefits - Annuity

You can decide to buy an annuity to secure your pension at any time.  When buying the annuity you can allow for a spouse’s pension to be paid on your death and you can include a provision for the pension to be paid for a minimum period, even if you die during that period.  There are many different types of annuities available and the SIPP allows you to buy any annuity recognised by HMRC.  Your financial adviser will be able to give you full details of the many options.

Death Benefits

The death benefits can be paid to any beneficiary nominated by the member, not just financial dependants of the member. 

Where the lump sum benefits exceed the member’s unused lifetime allowance, a lifetime allowance charge will be incurred. 

It is important that nominations are reviewed regularly, as the latest nomination we have on record will be used, although not binding, by the Trustees to determine the distribution of the death benefits. Ask your adviser for a nomination form. The Trustees cannot pay benefits to a person that you have not nominated whilst there is a surviving dependant and so you may wish to nominate a wide class of beneficiaries.
There is no distinction between uncrystallised and crystallised funds.
Death before age 75
You can nominate your beneficiaries to receive benefits and they may either take:

· a tax free lump sum, or 

· tax free flexi-access drawdown.  

Death after age 75 
You can nominate your beneficiaries to receive benefits and they may either take:

· a lump sum, or 

· flexi-access drawdown

Both payments will be taxed at the beneficiary’s marginal rate.

Death of a Beneficiary

Beneficiaries in receipt of death benefits paid as flexi-access drawdown can nominate successors to continue to receive lump sum or drawdown benefits upon their death. The tax status of the subsequent benefits depends on whether the beneficiary died before age 75 rather than the age of the member at death.

Transfers Out

You can transfer all or part of your funds from your SIPP at any time. The investments can be sold and the cash transferred to any other registered pension scheme. Alternatively, you could transfer assets without selling them to any another self-invested pension scheme that will accept them. If you decide to transfer, you would need to decide which route to follow and make the necessary arrangements. You cannot transfer funds to a pension scheme that is not registered or just withdraw funds personally (other than by taking benefits in the ways set out above). If you are interested in transferring your funds to an overseas pension scheme you should contact your financial adviser.

GLOSSARY

Administrator means Cabot Trustees Limited, The Quorum, Bond Street South, Bristol, BS1 3AE.

Annual allowance is an amount set by HMRC to restrict tax relief on contributions. Details are provided after the Contributions section of this document.

The Annual Allowance is a fixed amount for the tax year.  For the tax year 2016/17 it was £40,000. Where pension benefits have been taken as flexi-access, the Annual Allowance is restricted to £4,000. For members who were in capped drawdown prior to 6th April 2015 and have not triggered flexi-access drawdown, the Annual Allowance will remain at the higher amount i.e. for the 2019/20 tax year it would be £40,000.
Tapered Annual allowance came into force from 6th April 2016.  If your income is over £110,000 excluding any pension contributions (referred to as ‘threshold income’) and your income added to any pension contributions (referred to as ‘adjusted income’) is over £150,000, then for every £2 of income above £150,000 £1 of annual allowance will be lost.
Annual allowance charge is a form on tax on pension input in excess of Annual Allowance. It is calculated as if the excess pension input was added to your total income i.e. at rates of 20%, 40% or 50% or a mixture. This is paid by you personally. This is a separate issue to tax relief on contributions.

Annuity is a contract with an insurance company to provide a guaranteed income for life. It can be purchased from any insurance company of your choice and allows you to take advantage of the best annuity rates available at the time. Annuity payments are treated as earned income and will be subject to income tax under PAYE.

A benefit crystallisation event (BCE) occurs when you take retirement benefits, transfer to an overseas pension scheme or when lump sum death benefits become payable. A BCE triggers a test of the value of the pension fund being crystallised against the lifetime allowance. Any part of the pension fund from which you have not taken any benefits by age 75 is tested against the lifetime allowance at that age.

Dependants means:

· a spouse
· a registered civil partner

· a child who has not reached the age of 23

· a child over 23, who is still in full time education

· a child over 23, who was dependent on you at your death due to physical or mental incapacity

· a person who in the opinion of the Administrator was financially dependent on you

Enhanced protection is a means of protecting pension benefits accrued prior to 6th April 2006 from a lifetime allowance charge. Enhanced protection had to be registered with HMRC before 6th April 2009 and this was evidenced by a certificate. To retain enhanced protection no contributions can be paid for you to any registered pension scheme. Your adviser can provide full details.

HMRC means Her Majesty's Revenue & Customs

Lifetime allowance is the maximum amount that can be crystallised by the aggregate of all BCEs before a Lifetime Allowance Charge is incurred. The following amounts apply:


Tax year from 
    Lifetime allowance

6th April 2017
£1,000,000


6th April 2018
£1,030,000


6th April 2019
£1,055,000

Lifetime allowance charge is a tax charge that will apply on the amount crystallised at a BCE that is in excess of your lifetime allowance.

Plan means The Bath Private Pension Plan.

Pension fund means the value of the investments held for your Plan.

Pension Withdrawals are also known as ‘drawdown’ or ‘income withdrawals’ although this can be confusing because the amount that is withdrawn bears no relation to the income earned on the investments.

Primary protection is a means of protecting the pension fund from the Lifetime Allowance Charge and was only available where the total value of your registered pension schemes exceeded £1.5m at 5th April 2006. Primary protection had to be registered with HMRC before 6th April 2009. The protected fund will be increased in line with the annual increase in the lifetime allowance. 
Registered pension scheme means a pension scheme that has been registered with HMRC in accordance with the Finance Act 2004.

Relevant UK earnings means your earnings that fall into any of the following categories:

· employment earnings

· income which is chargeable under Schedule D and is immediately derived from the carrying on or exercise of a trade, profession or vocation (whether individually or as a partner acting personally in a partnership)

· income to which section 529 of the Income and Corporation Taxes Act applies (patent income of an individual in respect of inventions)

Relevant UK individual means an individual who:

· has relevant UK earnings chargeable to income tax for the tax year in question, or

· is resident in the United Kingdom at some time during the tax year, or

· was resident in the United Kingdom at some time during the five tax years immediately before the tax year in question and when they joined the Plan, or

· has for the tax year in question general earnings from Overseas Crown employment subject to UK tax, or is a spouse of such a person.

Tax year means any 12 month period commencing from each 6th April.

Trustees means Cabot Trustees Limited, The Quorum, Bond Street South, Bristol, BS1 3AE.
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