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SIPPs Regulations
Published
The FSA has now published its regulations on SIPPs, most of which
take effect from 6th April next year. These bring about some
fundamental changes, affecting both SIPP providers and advisers.

From 6th April 2007 SIPPs will be deemed to be ‘packaged products’.
Furthermore, the acquisition or disposal of rights under personal
pensions (whether SIPPs or otherwise) become specified investments
for regulatory purposes. Accordingly, advising on or arranging the
acquisition or disposal of rights becomes a regulated activity, quite
distinct from the advice to buy or sell investments within the SIPP.

That includes any advice regarding the payment of contributions or
withdrawal of benefits and fund switches, be they internal or external.
It also includes advice to release money for purchasing annuities as
distinct from the recommendation of the particular annuity, which is
a separate regulated activity. Advisers will therefore need to give
‘reasons why’ for each acquisition or disposal of rights.

SIPPs will not be subject to the ‘menu’ requirements to compare
charges against a ‘market average’. It will be necessary for IFAs to
include on their menu a box explaining that SIPPs are not contained
within the pension product group. Instead, a supplementary statement
will be required, making it clear that not all types of personal pension
scheme are included in the information about commissions, and
schemes such as SIPPs are not. The new wording can be adopted
with effect from 1st November this year.

Before advisers start advising they will be required to inform clients
of how much they could be paid if they do recommend a SIPP. Clients
can also ask us about commission advisers might receive on underlying
investments. We do not anticipate this will have any effect on our
existing arrangements with introducer firms.

The requirement to produce suitability letters will apply to SIPPs. A
transfer to a SIPP from an occupational pension scheme will
automatically be classified as a ‘pension transfer’ within FSA rules.
IFAs referring clients to Intelligent Pensions will not be recommending
SIPPs and will therefore not require to meet these obligations, as
these will be undertaken by IP.

SIPP operators will be required to set out in the product disclosure
information for the scheme a fair and clear description of the charges
that apply to the scheme itself. Normal disclosure requirements will
apply to ‘packaged products’ such as TIPs to be held within the SIPP.
The FSA does not propose to make firms provide projections of
potential benefits at the point of joining a SIPP. Instead, firms will be
free to choose whether to provide projections on a voluntary basis.
The FSA will not specify a basis for any such projections actually
issued, but is to give guidance in the proposed rules that, where
projections are issued, account should be taken of the principles
behind general rules on projections, particularly on the assumed rate
of investment return.

We do not consider this will have any bearing on the financial modelling
systems used by Intelligent Pensions, nor on the discounted cash
flow analysis we provide to prospective and actual clients, these
being generic in nature with reference to HMRC limits and not intended
to reflect any specific product or investment.

Steve Patterson, Managing Director



IP Signs Former Revenue
Chief
Les Shaw, the publ ic face of HMRC
Pensions Simplification, has joined IP to
boost our technical resource. He will be
speaking on Simplification at a series of
seminars which we are running (see
below).

L e s  w o r k e d  f o r
HMRC for almost 32
years before taking
early retirement at
the end of March
2006 .  He  had  a
var iety of  jobs in
that  t ime,  most ly
i n v o l v e d  i n
compliance but his
job for the last five
years was leading

the Customer Relations team in Audit and
Pension Scheme Services. He spent the
majority of the last two years travelling
the length and breadth of the country
preaching the pensions tax simplification
message to anyone who would listen.

In the real world Les has a wife, two sons
and a Nottingham Forest season ticket to
support.

Simplification Seminars
We have been runn ing a  ser ies  of
seminars, looking at some of the details
of the legislation and sales opportunities
arising from it,  and also considering
investment strategies which wi l l  be
su i tab le  fo r  A l te r na t i ve l y  Secured
Pensions.

To date we have he ld seminars  in
Birmingham and Loughborough, and the
next two seminars will be at The County
Hotel in Chelmsford on 2 November, and
The Arundel House Hotel in Cambridge
on 3 November.

Speakers will be Managing Director Steve
Patterson,  Technical  Director  David
Trenner and former HMRC chief Les Shaw.
The Seminars begin at 10.00, following
coffee from 9.30, and end at 12.00.

Anyone interested in attending should
contact Kirsten Dyce on 0141 582 1454.

Protected Rights in SIPPs
– an update

DWP has just brought out a Consultation
Document entitled "Abolition of defined
cont r ibu t ion  (DC)  cont rac t ing  ou t :
treatment of protected rights accrued in
the past  and proposed operat ional
arrangements."

The document runs to 24 pages covering
lots of boring details, but section 11 looks
p a r t i c u l a r l y  i n t e re s t i n g .  I t  re a d s :

"The Government is therefore proposing
to remove the remaining conditions that
apply to protected r ights so that al l
scheme members' entire money purchase
funds can be treated in the same way...
This approach presents a number of
advantages for schemes and members
because it would... al low members a
greater say in how their fund is invested…"

The consultation period closed on Friday
13 October, and we will now have to see
how long the Government takes to
respond. Remember that last year it took
them from March to December to consider
responses to draft regulations specific to
protected rights investments.

But the bottom line appears to be that,
at some point in the future, Protected
Rights will be allowed to be invested in
SIPPs and that has got to be good news.

More Exam Success
F o l l o w i n g  t h e
s u c c e s s  o f  t h e
retirement analysts
in the April sitting of
t h e  C I I ’ s
Simplification exam,
we are delighted to
a n n o u n c e  t h a t
A d m i n i s t r a t i o n
D i r e c t o r  H e l e n
G l o v e r  a n d

Technical Assistant Jennifer Speirs both
passed the July exam.

Les Shaw
ex Team Leader HMRC

Jennifer Speirs
Technical Assistant



Simplification -
some of the
tricky stuff
Recycling Pension Income
Mr Brown, in his infamous Pre Budget Report
last December, not only did a huge U turn on
investments, he also did a substantial U turn
on maximum contributions to pensions, by
banning recycling of tax free cash.

Subsequent HMRC
notes looked to us like
a sledgehammer to
crack a nut, but they
do allow recycling of
lump sums up to
£15,000 each year,
w h i c h  m i g h t  b e
attractive for clients
even if it will not be
cost effective for
a d v i s e r s .  M o r e

significantly, there is no restriction on recycling
income.

Why might a client wish to recycle their pension
income? There are two reasons, and we will
look at each of them.

Firstly, consider a client who has taken tax-
free cash, but has no need for income. If we
assume that he had a fund of £150,000 after
taking tax free cash, then assuming nil
withdrawals and 7% p.a. growth for the next
five years his fund will have risen to £210,000,
all of which must provide taxable income. Were
he to die at this point then the full fund would
be subject to 35% tax when paid as a lump
sum.

If, however, he took maximum withdrawals for
five years, annually in advance and then
reinvested into the plan, he could recycle
£9,600 p.a. based on a male age 60 and a
4.5% gilt yield. After five years his main fund
would be £151,000 and his unvested fund
would be £59,000. If he wished to draw benefits
he could take £14,750 additional tax-free cash.
Were he to die his beneficiary would save more
than £20,000 in tax on the lump sum option.

The above example completely ignores costs
associated with taking withdrawals and
reinvesting, and also does not allow for any
loss of investment growth while the recycling
is taking place. Nonetheless, it would seem
that for reasonably large funds taking maximum
withdrawals and reinvesting will always be
better than taking ni l  withdrawals.

The second situation relates to someone
approaching the LTA, whose employer is
prepared to pay into his pension fund, but not
to provide a similar sum as additional
remuneration.

Suppose he has a £1 million pound fund. If
this grows at 7% p.a. for 10 years with no
further contributions it will reach £2 million,
against then LTA of £2.15 million. On this
assumption the employer could only contribute
about £11,000 p.a. without risking putting the
client over the LTA. So if he wants to pay
£50,000 p.a. the client is likely to face an LTA
charge of around £300,000.

If there was no other option then paying
£300,000 tax on a fund of around £550,000
then net proceeds of £250,000 is an awful lot
better than nothing! But what happens if the
client vests his existing £1m? He can use the
tax-free cash of £250,000 to pay off his
mortgage, and then take maximum
withdrawals of about £45,000 p.a. He will have
used 66.66% of his LTA.

In 10 years he may face a second crystallisation
event on the vested fund if growth has
exceeded the withdrawals. The fund from his
new contributions will be about £690,000
which represents about 32% of the LTA, taking
him to 98.66% plus any second crystallisation.

By taking the withdrawals in this way he will
have received at least £270,000 in net
withdrawals (more if the maximum withdrawals
increased at the quinquennial review), so not
only has he received more cash, he has also
received it sooner.

Simplification: nice idea, shame about the
practicalities!

David Trenner, Technical Director

David Trenner
Technical Director



The Continuing Story Of
Our First Client - Rufus
T Firefly
In our last newsletter we described the key points that Rufus
needed to take into account in considering whether or not he
should adopt ASP from age 75. It was highlighted to him that
the sustainable income that could realistically be provided from
staying in drawdown would be far lower than the income that
could be provided by an index linked annuity. It was also
highlighted to him why it is important that we have some idea
of how likely it is that Rufus will wish to stay in drawdown
permanently as this will have a significant bearing on the ongoing
investment strategy.

In particular, Rufus now understands that if he does intend to
stay in drawdown for the rest of his life, the focus of the investment
strategy will be to maintain a relatively high equity content, rather
than progressively shifting away from equities into fixed income
funds between now and 75. Rufus is now 66.

Following the last annual review, when these points were covered,
it was agreed that Rufus should give more thought to his likely
income requirements in later life, so that we could consider the
viability of ASP based on the lower sustainable yield that could
be achieved.

The reduced post 75 income level is now shown on the graph.
Whereas at current market rates a joint life index linked annuity
(50% widow’s pension) would provide an initial yield of around
6% p.a., our analysis shows that the sustainable yield under
ASP would be around 3.5% p.a. This obviously has a significant
impact on the post 75 income.

Rufus had previously indicated that he and his wife believed that
after 75 their overall expenditure would drop significantly, and
in present day terms they thought that £20,000 p.a. would be
about right. On that basis our preliminary analysis indicates that
ASP would be a viable option.

However, in previous annual reviews we had also discussed with
Rufus and his general IFA the option to transfer some of his
personal capital into trust for the children, to reduce his estate
for Inheritance Tax purposes. Analysis done at that time showed
that even if he gifted away most of his personal capital around
the age of 70, there should still be enough income between his
main pension fund and his state pensions and his wife’s small
superannuation benefit to meet their long term needs.

With consideration now being given to the option to stay in
drawdown after 75, and the consequential effects that would
have on the level of income available from his plan, the estate
planning options need to be reassessed. Rufus’s general IFA
had agreed to give some thought to the options available, taking
account of the significant changes brought about under FA2006,
affecting lifetime transfers into trust.

We have now heard from Rufus’s IFA who has confirmed that to
achieve the Potentially Exempt Transfers previously envisaged
would require the use of an Absolute Trust, rather than the usual
Flexible Trust arrangements normally used. It was agreed that
the implications of this would need to be discussed with Rufus,
as any transfer would be irrevocable.

We have also written to Rufus to explain the Inheritance Tax
implications of staying in drawdown after 75. In particular we
have explained that in the event that he predeceased his wife
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after 75 while in ASP, she would have the option to continue in
drawdown or buy an annuity. If she buys an annuity there is no
IHT charge. If she elects to remain in drawdown then the remaining
ASP fund will be subject to IHT on her subsequent death, as it
would be on his own death if his wife had already predeceased
him.

Our letter also explained that where the ASP fund is subject to
Inheritance Tax, it will also be subject to the nil rate band, this
being split proportionately between his ‘pension estate’ and his
‘non pension estate’ if he is the second to die. The tax is calculated
on the ASP fund after allowing for the relevant proportion of the
nil rate band, and payable by the scheme administrator from the
ASP fund. The residue can then transfer to individual pension
pots for his intended beneficiaries.

If his wife survives him and stays in drawdown then, on her
subsequent death, the IHT is calculated on the remaining ASP
fund, taking account of any proportion of the nil rate band not
used up by Rufus’s own estate.

In our next edition we will follow the discussions between
ourselves, Rufus and his general IFA about how best to plan his
wealth preservation arrangements, between his pension and non
pensions estates, to best effect.


