
Ignore the £lm
pension rules
at your peril
Confused by George Osborne"s
complex lifetime limit? Our latest
PENSIONS CLINIC comes to the rescue.

Ruth Emery reports

SAVERS are being urged to act
quickly to avoid the
chancellor's controversial raid

on pension pots worth more
than £lm at retirement. But

do you understand how the
so-called lifetime allowance

actually works, and whether
it will affect you?

On April 6,-the maximum
total pension funds allowed
when you start drawing money
will drop from £1.25m to £lm.
Anything above this will be hit
by a tax of up to 55%.

Employers have started
sending letters to pension
scheme members warning
them about the new rules.

While £lm may sound like a
large sum, you might be far
more likely to be snared in
George Osborne's trap than
youimagine.

Diligent savers who have
been putting away money for
years could be caught, as well
as senior professionals such as
doctor?, engineers and
teachers who have generous

final salary schemes.
Money first uncovered how

Osborne,s pension raid would
"penalise the prudent" in
March last year. Earlier this
month, we exclusively
revealed that 460,000 savers

aged 50-65 could lose out by
the cut in the lifetime

allowance. A 35-year-old
woman with a pension pot
currently worth £37,750 who
pays in £1,000 a month
(including her employer's
contribution and tax relief) for

the next 30 years is likely to be
caught.

The rules are fiendishly
complicated. Here, our
pensions expert, Alan
Higham, founder of the advice
website pensionschamp.com,
answers readers' questions
and advises on the best ways
to shelter their savings from
the stealth tax.

I WON(T RETIRE UNTIL 2027,
BUT WILL ( BREACH THEE1M
LIMIT?
I WOULD like to check
whether I will breach the £lm

limit by the time I reach 60
and retire in 2027. My final
salary pension scheme closed
last month. I now contribute

5% of my salary and the
company pays 12% into a
defined contribution (DC)
scheme.

I have accrued 28 years of
pension at l/60ths of my final
salary. My current
pensionable salary is £83,333,
but this will increase if I

receive a pay rise before I
retire.

ALAN REPLIES: At the

moment, you have earned a
pension payable from the age
of 60 of 28/60 x £83,333,

which gives £38,889 a year.
This annual income needs to
be turned into a total value to

tesfagainstthe lifetime
allowance, and typically it is
multiplied by 20. If you
received no pay rises then its
total value at age 60 would be

20 x £38,889 giving £777,775.
It all depends on how much

your pay rises. If it goes up by
3% a year for 11 years, then it
will be worth £1,076,622, and
therefore breach the £lm

limit. However, your scheme
might average your final
pensionable pay, which would
give a slightly different figure.

There is also just under
£15,000 a year being paid into
your new DC pension. If you
stay with your employer for a
further 11 years, you might
have built up a fund worth
£212,000 assuming 3%
investment return and 3%

salary growth. So by age 60
these two pensions could be
worth about £1,290,000.

But you must also bear in
mind that, if Osborne keeps
his promise, the lifetime
allowance will increase by the
consumer prices index rate of
inflation from April 2018. If
you retire in January 2027, you
will have nine years of
inflation to add to the £lm
threshold: a 2% annual
increase would result in a
£1,195,000 allowance.

On that basis, you would be
facing a lifetime allowance
charge on the excess of
£95,000.

It all depends on future
events, which cannot be
predicted with any certainty.
If you decided to retire two
years early, your final salary
pension would probably be
reduced to allow for early
payment, which would help
keep it below the limit.

Don't say Money hasn't
warned you that the new
system is so complicated the
only sensible thing to do is for
the chancellor to scrap it!
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