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If you are saving for your 
retirement using a personal 
pension or already taking 
benefits from one, it is important 
that you understand the 
proposals that were introduced 
with effect from 6 April 2011, in 
particular changes to the Annual 
Allowance and the rules 
governing how you can take 
retirement benefits from your 
pension fund in the future. 



 

 

 

  

Changes in the Annual Allowance 
 

The Annual Allowance is the maximum amount of annual pension 
savings that benefit from tax relief, including contributions made by 
others on your behalf, such as an employer. 
 
For the tax year 2011/12, the Annual Allowance has changed from 
£255,000 to £50,000.  Please note that personal contributions are 
eligible for tax relief up to the higher of:  

 £3,600, and 

 100% of their relevant UK earnings for that tax year 
 
Introduction of carry forward of unused Annual Allowance 
 
For those who have been contributing less than £50,000 each year 
over the past three years, it is possible to carry forward any unused 
allowance.  
 
However, the following conditions will need to be met: 
I. you have been a member of a registered pension scheme in 

each of the past 3 years 
II. the Annual Allowance in each of these years, for the purposes of 

carry forward, is limited to £50,000 
III. if in an intermediate year, you exceed this £50,000, then the 

ǇǊŜǾƛƻǳǎ ȅŜŀǊΩǎ ŀƭƭƻǿŀƴŎŜ ǿill be reduced accordingly. For 
example: 

Tax year Contribution 

08/09 £30,000 

09/10 £60,000 

10/11 £30,000 

Here unused allowance is £30,000; £10,000 from 08/09 (09/10 where 
ŎƻƴǘǊƛōǳǘƛƻƴǎ ŀǊŜ ϻмлΣллл ƛƴ ŜȄŎŜǎǎ ƻŦ ǘƘŀǘ ȅŜŀǊΩǎ ŀƭƭƻǿŀƴŎŜΣ ǘƘƛǎ 
excess is ǘŀƪŜƴ ƻŦŦ ǇǊŜǾƛƻǳǎ ȅŜŀǊΩǎ ŀƭƭƻǿŀƴŎŜύ Ǉƭǳǎ ϻнлΣллл ŦǊƻƳ 
10/11 year. 



 

 

  
Taking benefits from your pension 
 

Having built up a retirement fund within your pension you will at 
some point wish to take an income from it. There are a number of 
ways of doing this including: 
 

Taking a proportion of your fund 
(normally up to 25%) as a tax free lump 
sum, and either 

Using your remaining fund to buy an 
annuity from a life insurance company 
which will then pay you a regular income, 
or 

Drawing down a proportion of your 
remaining fund each year as an income 
(referred to as income drawdown) 



 

 

 

The changes mainly affect the third option, which is currently known 
as an Unsecured Pension (USP), or if you are beyond age 75, it is 
referred to as an Alternatively Secured Pension (ASP). In particular 
the changes may affect the level of income you will be able to take 
each year. USP and ASP are to be replaced with a new form of 
income drawdown. This new arrangement will be referred to as 
Capped Drawdown, or if you can satisfy certain criteria you may elect 
for an alternative, termed Flexible Drawdown instead. 
 
The maximum level of income that can be taken from your pension 
fund in any one year is calculated using a set of actuarial tables 
ǇǊƻǾƛŘŜŘ ōȅ ǘƘŜ DƻǾŜǊƴƳŜƴǘ !ŎǘǳŀǊȅΩǎ 5ŜǇŀǊǘƳŜƴǘ όD!5ύΦ ¦ƴŘŜǊ 
Capped Drawdown, the maximum is 100% of the calculated figure, 
compared to the 120% under USP and 90% under ASP. This means 
that in some circumstances your maximum allowable pension may 
decrease and in some it may increase. 
 
Depending on your own circumstances, you may decide to elect to 
take benefits under Flexible Drawdown. There is no restriction on the 
amount of income you can take through Flexible Drawdown, subject 
to a maximum of 100% of your remaining fund, provided you have 
ΨǎŜŎǳǊŜŘΩ ǇŜƴǎƛƻƴ ƛƴŎƻƳŜ ƻŦ ŀǘ ƭŜŀǎǘ ϻнлΣллл ǇŜǊ ȅŜŀǊΦ CƭŜȄƛōƭŜ 
Drawdown payments will be treated as income so you will be taxed 
at your marginal rate of tax. 
 
Other important changes include ending the requirement to take a 
tax free lump sum and/or commence income drawdown or buy an 
annuity by age 75. 

 

The Financial Services Authority does not regulate tax advice. 
The tax treatment depends on the individual circumstances of the 
investor and may be subject to change in the future 
 



 

 

 

 

For more information about these rules, please contact us on 0845 643 4564. 
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Francis Clark Financial Planning is a trading style for Francis Clark Financial Planning Ltd. 


