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Technical Bulletin – February 2016 

In a world where change is the only constant, we help you keep on top of the developments 

in financial services regulation, legislation and environment. 

Here’s what happened in February: 

Headlines: 

 Government attack on Exit penalties 

 HMRC’s latest Simplification for those drawing benefits between April and July 

(don’t!) 

 Andrew Tully of Retirement Advantage on long annuity guarantees  

 

Regulatory – Exit Penalties 

Government has made noises that it believes people want to hear.  In its response to its own 

consultation HM Treasury wrote: “The government recognises industry concerns in relation to 

contractual certainty and the application of changing standards. It believes it is generally 

undesirable to interfere with contractual rights and only does so where it is necessary to 

achieve an important public policy goal in the wider public good.” 

So far so good, but then it went on to say: “In this case the government’s view is that such 

action is warranted in order to ensure that individuals are able to access their pension saving 

under the new freedoms.” 

Draft legislation will require FCA to impose limits on exit penalties, although it does at least 

exclude MVRs which are not regarded as exit penalties. 

It appears that FCA will be asked to consider this under Treating Customers Fairly.  This 

misses the point that if a mutual gives something away to one customer it is taking it from 

another customer, so it will be interesting to see how this develops. 

 

HMRC – finally details of the interim process for applying for 2016 

Protections are published 

In Pension schemes newsletter 74 and Pension schemes newsletter 75 HMRC provided 
information about applying for IP2016 and FP2016 using the interim process and the online 
digital process.  

https://www.gov.uk/government/publications/pension-schemes-newsletter-74-december-2015
https://www.gov.uk/government/publications/pension-schemes-newsletter-75-january-2016


Interim Process 

Members planning on taking benefits between 6 April 2016 and July 2016 can apply for 
FP2016 or IP2016 using the interim application process. To help members with this and so 
that HMRC receives the correct information for them to process the applications, they have 
produced pro forma letter text for members to apply for both FP2016 and IP2016. (See Section 
6 for wordings.)  

As we explained in earlier bulletins, scheme members cannot apply for FP2016 or IP2016 
before 6 April 2016 because as part of the application members must provide certain values 
or make declarations relating to their pension savings as at 5 April 2016.  

So because scheme members cannot provide these values or make these declarations before 
6 April 2016, HMRC are unable to process any interim applications for protection that are 
received before this date. Any requests received before 6 April 2016 will not be retained and 
the scheme member will need to resubmit their application for protection on or after 6 April 
2016. 

Members who are not planning to take benefits between 6 April 2016 and July 2016 should 
wait and apply for protection using the online digital service which will be available in July 
2016. This is because everyone who protects their pension savings temporarily must make a 
full online application from July 2016 and receive a permanent reference number to ensure 
their pension savings continue to be protected from the lifetime allowance tax charge. 

Scheme administrators and advisers should note that temporary reference numbers provided 
through the interim application process will be in the following format: 

For FP2016 this will be AJ followed by 4 digits – for example AJ1234. 

For IP2016 this will be 4 digits followed by AJ – for example 1234AJ. 

The reference numbers provided by the online application process will be very different from 
the temporary reference numbers provided through the interim process. This makes it easy 
for HMRC, scheme administrators and members to identify whether protection is temporary 
and needs to be followed up with an online application. 

IP2016 – Amounts A to D 

As explained in Pension schemes newsletter 74 for IP2016, as well as basic information 
(name, date of birth and national insurance number) and confirmation that the member did not 
hold primary protection or Individual Protection 2014 at 5 April 2016, the scheme member will 
need to provide HMRC with amounts A to D and their total relevant amount. The total relevant 
amount is the sum of amounts A to D (A+B+C+D) below. 

 

 

https://www.gov.uk/government/publications/pension-schemes-newsletter-74-december-2015


Amount A 

The amount of pensions in payment before 6 April 2016, valued at 5 April 2016. 

Amount B 

The amount of benefits crystallised between 6 April 2006 and 5 April 2016, valued at 5 April 
2016. 

Amount C 

The amount of uncrystallised pension savings in UK registered pension schemes valued at 5 
April 2016. 

Amount D 

The amount of uncrystallised pension savings in relieved non-UK pension schemes valued at 
5 April 2016. 

Scheme members should ensure that these details are included and correct because HMRC 
will reject [interim] applications for protection with incomplete information or if amounts A to D 
do not add up to the relevant amount provided by the member. 

Taking benefits soon after 6 April 2016 

In practice, of course, anyone who wants to take benefits from 6 April or shortly afterwards 
and needs to apply for Interim Protection will be well and truly scuppered! 

HMRC suggests a couple of options for members affected by the reduction in lifetime 
allowance who will want to or need to retire on or immediately after 6 April 2016 who may not 
have received their temporary reference number, confirming protection, from HMRC.  

Members in this situation may wish to: 

 postpone taking their benefits until they have received a temporary reference number 
from HMRC or  

 take benefits up to the standard lifetime allowance and defer taking their remaining 
benefits until they have received a temporary reference number from HMRC. 

Alternatively scheme administrators can test members benefits against the standard lifetime 
allowance of £1m, pay the tax charge on the accounting for tax (AFT) return and the once the 
temporary reference number is obtained, re-calculate and then submit an amended AFT return 
to receive a repayment. 

So, the message is clear: avoid crystallising benefits for at least 3 months after 5 April 2016 
unless your benefits/funds are well below £1m for LTA purposes. 

 



Providers – longer guarantee periods 

Andrew Tully of Retirement Advantage recently wrote in Money Marketing about long 

guarantees for annuities. His article is well worth a read: 

“Since the freedom and choice regime was introduced almost a year ago, there has been 

enormous focus on the numbers of people cashing in their pension pot or being targeted by 

scammers. 

These are clearly crucial areas but another very significant change appears to have been 

missed in some quarters. April also introduced much better death benefits to annuities. At a 

stroke, this removed a key downside, meaning people can now get value from their annuity 

whether they live or die. 

The new rules mean an annuity can pay an ongoing income for 20 or 30 years, irrespective of 

when death occurs, or pay a lump sum equal to the initial purchase price less income taken, 

giving families peace of mind the money invested in providing a secure income will not be lost. 

This removes the understandable sense of financial injustice that was sometimes felt when 

an annuitant died early. 

Changes also mean beneficiaries will pay less tax on the annuity death benefit than previously, 

and no tax at all if death occurs before age 75. Even on death after age 75, advisers can help 

mitigate the tax impact. 

For example, rather than leave all benefits to a partner who may pay income tax, some could 

be left to a grandchild who can receive some income or lump sum tax-free. 

More than one in seven of our annuity quotes over the last year has included guarantee 

periods of greater than 10 years or value protection, showing many are aware of and value 

the new options. However, we still see a lack of awareness of the new choices among many. 

Perhaps there is a perception that longer guarantee periods will be very costly but the simple 

fact is the impact on starting income is fairly low. 

If you think about a longer guarantee as an insurance against dying early, the cost is similar 

to insuring your car, or even your pet. 

If we look at a typical £50,000 annuity purchase, for a 65-year-old, the base income could be 

£2,719 a year, with no guarantees attached. 

If you recommended using a 20-year guarantee, then that income would be £2,534, or £185 

less. 

Things get more interesting with even longer guarantees – for example, with a 30-year 

guarantee, the annual income is £2,327 (£392 a year less than no guarantees) but this gives 

the certainty that at least £69,810 will be paid. Potentially a small price to pay for a return of 

capital plus a further 40 per cent. 



If people wrap their annuity within a drawdown structure, these death benefits are even more 

flexible with the ability to commute the income guarantee to a lump sum. 

There is also even greater tax control as beneficiaries can withdraw funds at a time that best 

suits their circumstances. While the annuity may have been somewhat overlooked since 

pension freedoms came in, giving people the comfort of an income guarantee and the certainty 

their family will benefit should they die may well be an appealing proposition, especially in 

these uncertain and volatile market conditions.” 

 

 

Please contact us if you have any questions.  

0141 226 1710 

intelligentpensions@ipifa.com 

 


