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The 2014 Budget revolutionised UK pensions.  In light of the Budget, this Placard issue 
discusses how the retirement outcomes for the population could be improved and what 
additional changes we would like to see in the 2015 General Election manifestos.   
 

A new era for UK pensions? – What 
the experts would like to see. 

 

Will giving people more choice over how to 
withdraw their pension income actually 
improve pension outcomes? The question 
remains wide open.  
 
The NAPF’s Spring Workplace Pensions 
Survey 2014 claimed that 28% of workers are 
now more likely to save in a pension. But even 
if contributions increase, there is clearly more 
risk that people make poor decisions about 
how to draw this income (for example, my 
strong concern is that many people will not 
understand the implications of life expectancy 
statistics if these are presented as part of their 
guidance session). 
 
Despite the Real Retirement Report from 
Aviva, which found that 54% of people say they 
have no intention of revising their retirement 
plans, some experts believe that the Budget 
changes will devastate the UK’s annuity 
market.  It is interesting to look at the 
experience of other countries, to understand 
what could happen in the UK.   
 
Research by the Pensions Policy Institute 
showed that Switzerland experiences 80% 
annuitisation, even though full flexible access 
is allowed.  In Denmark, decisions about 
annuitisation are made earlier during the 
saving process and this leads to a 50% 
annuitisation rate.  On the other hand, Australia 
experiences only a 2-10% annuitisation rate 
and the USA experiences an even lower rate.  

The question for the UK is therefore, are we 
more like Switzerland, where annuities are 
perceived as a ‘good deal’, or will we follow the 
American market and develop many new 
alternative products?  
 
The industry seems split: research from State 
Street showed that around half (47%) of 
insurance executives believe the Budget will 
lead to more innovation. Others would argue 
that this is a good start, but we need some 
more strategic thinking from the next 
Government as well.   
 
In this issue of Placard, Andrew Vaughan 
(Immediate Past Chairman of the ACA) 
presents his views on what he would like from 
the next Government, Karen Goldschmidt 
(Partner, LCP) calls for a complete rethink of 
the pension taxation regime and Philip 
Simpson (Principal, Milliman) discusses what 
the future may hold for product innovation. 
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2015 Party manifestos – what next 
for pensions? 

By Andrew Vaughan
 

Following the end of my term of office as 
Chair of the Association of Consulting 
Actuaries (ACA), I have been challenged to 
put pen to paper and set out, from a personal 
perspective, what more can be done to 
encourage, promote and facilitate private 
pensions saving in the UK and how the 
incoming Government in 2015 should look to 
tackle the pensions issues faced by the 
nation. 
 

The 2014/15 Pension Schemes Bill  
 
Many of you will be aware that the ACA 
worked closely with the Government to help 
it develop its “Defined Ambition” agenda, 
although inevitably not all of the ideas and 
proposals we put forward over the course of 
2012 and 2013 have been taken forward.  
We now of course have a ‘2014-15 Pension 
Schemes Bill’ from the Government, which 
was published on 26 June 2014, and was 
(loosely) based on some of our Defined 
Ambition (DA) work.  This Bill has set out to 
do the following:  
 

 “Introduce new definitions into the 

current legislative framework - 

establishing three, mutually exclusive 

scheme categories based on the type 

of promise made to members during 

the accumulation phase of saving 

about the benefits that will be 

payable at retirement; 

 

 Make consequential amendments to 

the existing legislation so it relates 

correctly to the new structures – 

including revaluation of accrued 

benefits, and preservation rights for 

members leaving a scheme before 
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normal pension age, as well as other 
amendments; 
 

 Define collective benefits for the first 

time in UK pensions legislation, in 

order to enable the development of 

pension schemes which provide 

collective benefits, and take 

regulation-making powers in order to 

create a robust regulatory framework 

under which such schemes can 

safely operate.” 

The key question arising from the proposed 
legislation is whether the structures that are 
outlined in the Pension Schemes Bill will help 
to address and ultimately solve the pensions 
crisis that most commentators forecast we 
are headed for in decades to come. 
 
I am hopeful that the proposed new 
framework will help because I believe it could 
lead to the development of new, innovative 
pension scheme and pension product 
designs (from both employers and providers) 
which could better address stakeholders’ 
needs. (See Phil’s article on new flexible 
products – Ed.)  
 
However, in isolation the Bill will not be 
enough to solve the longer term pension and 
post retirement savings challenges that we 
face as a nation.   
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The changes we need 
 
Building on the work that has already been 
done since 2010 on DA, I have set out below 
my ideas and views (and these are entirely 
personal views), at a big picture level, as to 
what the next Government could do to tackle 
the nation’s private pensions challenges.  
 
Cultural and behavioural change:  
 
Fundamentally we need a cultural change 
whereby in future, pension saving is taken for 
granted and it becomes an automatic third 
deduction from salary alongside tax and 
national insurance (either via salary sacrifice 
or a conventional payroll deduction).  
Government and the pensions industry 
should come up with some creative ideas as 
to how this can be achieved.  Ideally pension 
saving should start the first time an individual 
enters the employment market and then 
continue, at whatever level can be afforded, 
throughout any period of employment.  The 
recent introduction of auto-enrolment should 
help considerably here, however the crucial 
difference between auto-enrolment and what 
I am suggesting is that the employees’ 
contribution rates should increase in line with 
affordability (up to a cap), whilst ensuring 
that the level of employer contributions 
allows British businesses to continue to be 
competitive on the global stage.   The key to 
achieving this is engagement of employees 
by well-informed employers who help 
facilitate pensions saving on a cost effective 
and transparent basis (the best employers, 
irrespective of size, could be accredited by 
a Government agency).  This could be 
backed up by regular Government, 
employer and provider communications 
programmes which extol the virtues of long-
term pensions saving. 
 
Guidance and/or advice:  
 
The level of guidance and/or advice provided 
to employees as part of workplace pensions 
needs to be improved considerably.  The 
Government’s proposals on the “Guidance 
guarantee” are a small step in the right 
direction but should employers be 
encouraged (or even compelled) to do more 
through the workplace and if so, could this be 
facilitated through a tax effective payroll 

deduction or salary sacrifice arrangement?  
Any guidance or generic advice provided 
should meet certain quality standards and 
with modern communication channels, 
should be capable of being delivered in a 
cost effective way.  The Government should 
also tackle the age-old question of how far 
an employer can go in terms of providing 
help and guidance to its employees without 
falling into the advice trap.  
 
Workforce planning: 
 
Employers should be encouraged to think 
critically about what their modern 
workforces’ needs are and how these lead to 
suitable pension plan designs.  Historically a 
one-size fits all approach was adopted by UK 
plc; this resulted in the current Defined 
Benefit (DB) landscape and through a 
combination of well-rehearsed reasons led to 
the demise of DB, primarily over the last 
decade.  
 

Active DB membership 
(private sector - millions) 
 
Sources: Lord Hutton’s report, TPR 2013 Purple Book 

 
 

Employment trends have diverged over time 
and there has been a general shift to Defined 
Contribution (DC) by the majority of 
employers.  However DC is not necessarily 
the right answer for all employers, 
particularly given employers can no longer 
compel employees to retire at a fixed 
retirement age (noting that the time in the 
economic cycle when employers are most 
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likely to want employees to retire could be 
when employees in DC schemes are least 
able to afford it).  I therefore believe there 
must still be a role for DB and DA in terms of 
workplace pensions provision, particularly to 
help certain employers manage their 
workforce needs.  The Government role here 
is not to dictate pension plan design, but it 
should help to create the legislative 
environment (as the current Government has 
tried to do with the proposed legislative 
framework in the Pension Schemes Bill 
2014-15) to allow employers to design 
pension plans that genuinely meet their 
business needs.    
 
Cost management:  
 
DA plans can be designed to maintain costs 
within a certain target range through 
modifications to the benefit structure over 
time.  For example, it is possible to construct 
a DB design that has a built in benefit 
adjustment formula (for example an increase 
in retirement age or a reduction in the accrual 
rate) in order to preserve the funding costs 
within a pre-agreed range.  If each year’s 
accrual is then funded and matched out 
through an appropriate funding and 
investment strategy, there should be very 
little exposure to the employer through the 
accrual of past service liabilities.  With the 
addition of an option within the pension 
scheme to compulsorily transfer out a 
member on leaving service (this was one of 
the design options explored in the DWP 
consultation paper “Reshaping workplace 
pensions for future generations” published in 
November 2013), the employer’s exposure 
to additional costs for accrued liabilities 
should be minimal.  Again the Government 
role should not be to interfere with pension 
scheme design but it should ensure that the 
legislative framework is such that employers 
can design pension schemes that meet their 
cost requirements and constraints while still 
ensuring consumer protection and delivering 
fair value to individual members of pension 
schemes. 
 

Shift of focus to pension plan outcomes:  
 
Arguably DC designs should start from 
targeting a certain level of net replacement 
income in retirement (rather than pot size), 
taking into account all sources of income in 
retirement: State provision, employer 
sponsored and personal pension savings.  
So if, for example, the desired target 
replacement income is 50% of net pay, then 
the employer could design a DC 
arrangement that looks to target this 
outcome over time.  One of the challenges 
with this type of approach of course is that 
you inevitably end up with an age-related 
contribution scale which may also need to 
differ depending upon the level of someone’s 
income.  This in turn creates tensions from 
an age and pay discrimination point of view 
which often means that an employer will 
select a much simpler design but one which 
is much less efficient in terms of targeting 
spend in a more focused and cost effective 
way over the course of an employee’s 
career.  Either way, there needs to be more 
focus on pension plan outcomes and the 
Government’s role here could be to help 
encourage the development of 
straightforward online communication tools 
(perhaps with easy links between different 
pension scheme databases) that help 
employees readily understand their likely 
level of retirement income from all sources. 
  

Summary 
 
I hope that my ideas have provided some 
food for thought in terms of areas of focus for 
the next Government.  There is a lot still to 
be done to tackle the nation’s long term 
pensions and post retirement challenges.  I 
look forward to the ACA working with the 
next Government to address these 
challenges as early as is practicable 
following the election result in May 2015. 
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Retirement has got more 
interesting, but more complicated! 

By Phil Simpson
 

The recent pensions changes 
 
In recent years for individuals in a defined 
contribution (DC) pension scheme (either 
through an employer or as a personal 
pension) the choices on what to do with your 
pension pot have been quite limited.  
Generally for those with an average pension 
pot, an annuity of some sort was bought after 
taking 25% of the pot as a tax fee lump sum.  
For those with larger pension pots some form 
of “draw down” was more typical, where the 
bulk of the money remained invested and an 
income was drawn down subject to certain 
limits.  Only for the very smallest pension 
pots could the invested monies be withdrawn 
in their entirety by their owner without 
suffering a punitive tax rate. 
 
This relatively stable marketplace was hit by 
an unexpected liberalisation of how 
individuals could use their pension savings 
by George Osborne in his March 2014 
Budget and in a preview of the contents to 
his Autumn Statement relating to taxation of 
pensions in late September 2014. 
 
The new regime from April 2015 allows 
individuals at retirement to take their pension 
pot as a lump sum regardless of the size of 
the pot.  Other than the 25% tax free lump 
sum, the remainder of the pot will count as 
income when withdrawn and be subject to 
their marginal rate of tax rather than the 
previous rate of 55%.  Slightly different 
transitional measures will apply until April 
2015.  There will also be the provision of free 
independent guidance on retirement if the 
retiree wants it.  
 
The September 2014 announcements deal 
with how, from April 2015, any money 
remaining in a pension pot is taxed when  
 
 
 

Phil Simpson 
 
 
 
 
 
 
 
 
 
 
passed to a beneficiary on death.  If the 
pensioner dies before the age of 75 the 
remainder of the fund can be passed to a 
beneficiary who will pay no tax whether it is 
taken as income or as a lump sum.  If the 
deceased pensioner was over 75 on death 
then the beneficiary can take the income 
subject to their marginal tax rate or it can be 
taken as a lump sum taxed at 45%.  From 
April 2016 this lump sum will be taxed at the 
beneficiary’s marginal tax rate instead of the 
45%.  
 
The new freedoms given to individuals when 
retiring and considering their financial future 
have given opportunities to insurers to 
develop new products as well as posing a 
threat to the traditional annuity writers.  The 
tax rules on what sort of product may be 
bought with the proceeds of a pension pot 
have also been relaxed to encourage the 
development of new post retirement 
products. 
 

Impact of the changes 

 
Before the announcements the annuity 
market was relatively stable with around 
300,000 individuals retiring from DC pension 
schemes and spending approximately £12 
billion a year on annuities.   
 
 
 



6 

 

Broadly the choices of an individual with an 
average pension pot were: to buy an annuity 
from the insurer they had saved with or from 
another insurer in the open market; to buy an 
annuity for one or two lives; and, if the 
individual was in poor health, to see if an 
impaired annuity providing a higher income 
was available.  
 
This stable market has now been severely 
disrupted.  The volume of annuities bought 
has dropped by about 40% compared to last 
year and the changes announced in 
September 2014 to the taxation of pension 
funds on death are likely to reduce the 
volume of annuity sales even further.  
Insurers have seen their share prices suffer 
as a result of the market expecting their 
future sales volumes of annuities to be much 
lower.  This has been particularly true of the 
specialist annuity writers compared to the 
insurers with broader product offerings who 
are also substantial asset managers. 
 

Who will benefit from innovative new 
products? 
 
The potential for new retirement product 
solutions will vary by the size of investors’ 
pension pots.  The average (median) 
pension pot is now just under £40,000.  For 
a fund of this size the income that can be 
generated is small; most people are likely to 
take the remaining 75% of the fund value as 
cash.  The only question is whether to take it 
as a lump sum or split over two (or more) 
instalments to avoid being pushed into a 
higher tax bracket. 
 
For product providers, pots of greater than, 
say, £50,000 are where new products may 
be aimed.  Retirement is no longer for many 
people a point in time event, but more of a 
process over a number of years during which 
working and investment needs change.  It is 
not just a matter of accumulating funds pre- 
retirement and then de-accumulating them 
post retirement.  Individuals in the 
transitional stage may be working with an 
income, contributing to a pension, but also 
drawing a pension from previous 
employment.  New products must embrace 
the need for flexibility.  
 

Product Flexibility  
 
To meet this increasing requirement for 
flexibility we are starting to see the 
development of products combining flexibility 
with some form of long term guarantee.  
These include new variations of variable 
annuities which are products that allow a 
choice of investments and also offer 
guarantees in the form of minimum income 
levels or the amount that can be withdrawn 
each year from the investment pot for life.  
The costs of the guarantees in the new 
generation of products are lower than in 
previous generations making the guarantees 
more affordable to the consumer, albeit with 
fewer bells and whistles.  Some offerings 
offer protected products which include hedge 
assets (e.g. derivatives) as part of the 
policyholders’ funds (rather than owned by 
the product provider) to help reduce volatility 
and preserve the value of the policyholder’s 
invested capital. 
 
Flexible drawdown products are also likely to 
see innovation, for example, by combining 
the security of income from a guaranteed 
level of income together with access to 
capital from a drawdown account offering 
flexibility at retirement.  The changes allow 
some of a pension fund to be invested in 
order to purchase a more flexible annuity and 
some to be drawn down.  Individuals can mix 
and match and purchase annuities that can 
increase, or decrease, tailored to their 
needs.   
 
Longer term we may see new products 
aimed at providing some element of 
insurance for the more elderly whose health 
is worsening.  For example, a product 
guaranteeing a minimum level of income in 
retirement, but when the individual is unable 
to do certain basic tasks, such as washing or 
dressing, increasing the minimum level of 
income to help meet increased care needs 
and costs.  This sort of flexibility was not 
possible under the old tax rules on how the 
proceeds of a pension pot could be used. 
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Summary 
 
Many individuals will still want a guaranteed 
level of income in retirement.  This may be 
for some of their retirement or for all of it.  The 
annuity is still going to have an important part 
to play in the provision of retirement income, 
but rather than being the main game in town 
going forward, it will be one of an increasing 
number of solutions that insurers will be able 
to offer to their customers to meet their 

changing needs for income as they move 
from full time employment to having care 
needs in old age and all the stages in-
between.  
 
 
 
 
 
 
 
 

 
 
 

Pensions tax – time for a rethink 

By Karen Goldschmidt
 

We are still getting to grips with the most 
recent fundamental changes to the world of 
pensions, and considering the implications of 
the Chancellor’s latest announcement 
abolishing the “death tax”.  But what is clear 
is that it is ever more important for the man 
in the street to have some understanding of 
pensions taxation. This is vital in order to 
make sensible decisions about pension 
savings, when and how much; to avoid 
pitfalls; and to plan the interaction with other 
wrappers for savings.   

But arguably pensions tax is now too difficult 
and unintuitive for anyone to understand 
these days, let alone the man in the street.  

Simple DC? 

To date, for many who save in DC, tax 
aspects have actually been relatively simple.  
Making a DC pension contribution gains 
upfront income tax relief at marginal rate, 
with mostly tax-free roll up on investment.  
DC employer contributions are not taxed as 
a benefit in kind, and also save National 
Insurance.  Income tax applies when the  

                                                 
1 e.g. Prudential press release 2.10.2013 (but based 

on a small sample): “26% of higher rate taxpayers 
with DC pension schemes are failing to claim the full 
tax relief worth 40% that they are entitled to. This 
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funds are drawn as retirement income, but 
with the bonus of the 25% tax-free 
allowance.  In many cases, the income tax 
charged will be at a lower band than the relief 
that was received on the contributions. 

But I suspect even this “simple” model is little 
understood.  There is plenty of evidence1 
that 40% taxpayers personally contributing 
to contract-based policies fail to claim their 
top-up to full relief above the 20% 
automatically collected for them by the 
provider.  And, despite the best efforts of 
employers, providers and trustees in 
communication materials, as members come 
up to retirement many are still surprised that 
their pension will be taxed. 

equates to approximately £229m a year being 
unclaimed” 
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Nevertheless, for many pension savers tax 
matters probably come out alright in the 
wash at the moment.  Many employers now 
operate ‘salary sacrifice’ arrangements, so 
their employees need take no action to get 
the tax relief due.  For many savers, the tax 
rate applied to their pension drawings when 
they retire will be at a lower band or at least 
no worse than the rate saved, even if this 
wasn’t planned ahead knowingly.  In any 
case, if an employer is offering a pension 
contribution with no alternative, or with top up 
incentives for employees making additional 
personal contributions, saying “yes” to a 
pension contribution is a pretty easy decision 
even without knowing the tax advantage 
involved!  

But the new DC flexibilities mean 
engagement on, and understanding of, tax 
will become key.  With the average (mean) 
DC pot currently drawn by “annuitants” (soon 
to be a thing of the past?) being not far off 
£36,0002, planning the new alternative of 
withdrawals around tax bands will be crucial.  
It’s a point well covered in the press, but this 
will be a real challenge for many individuals 
to understand, made no easier by the fact 
that they may have had to do “withdrawal 
band planning” just when their income is very 
variable (for example, because they are  
moving to part-time (or no) employment 
income, perhaps with redundancy pay 
and/or pension income as well).  If it goes 
wrong, a saver may be pretty angry, and 
perhaps looking for someone to blame, if it 
turns out that s/he saved for pension with 
20% tax relief and then had some savings 
taxed, avoidably, at 40%.   

Even if the saver understands this new tax 
‘hurdle’ correctly, there are additional 
complexities; it now seems likely that HMRC 
will require providers to deduct tax on many 
types of flexible DC withdrawal on some sort 
of simplified emergency code basis 
(because any other approach would leave 
HMRC at risk of under-collection).  So where 
too much tax is deducted, the recipient may 
(it is not clear yet) need to take action to 

                                                 
2 ABI: The UK Annuity Market: Facts and Figures 

(2013 statistics) 

reclaim some tax from HMRC – not a world 
for the inert.    

Of course, HMRC is probably less 
concerned with those who ‘choose’ (by 
inertia) to pay too much tax, and more 
concerned with those who take what HMRC 
see as too much advantage of tax reliefs.  
Hence the new 2015+ regime of DC flexibility 
also having the complexity of a “£10K money 
purchase Annual Allowance”, applying, 
broadly, for the future once an individual 
draws any taxed pension scheme benefit 
using a new DC flexibility.    

The good news is that the trigger to fall into 
this parallel Annual Allowance (AA) regime 
may be relatively rare, because most 
employees cannot take taxed pension 
scheme benefit before age 55.  And being in 
this regime (where making more than £10K 
of DC savings “in” a tax year definitely 
triggers an AA tax charge) only matters for 
someone still planning to make more than 
£10K  DC savings “in” a tax year.  However I 
can see scenarios where individuals 
inadvertently have an AA charge levied on 
them at levels of DC contribution well below 
£10K in3 a tax year.  Perhaps the worse, and 
arguably more likely, outcome would be if the 
fear of the measure means someone does 
not draw their pension fund or make savings 
(or refuses employer DC contributions) 
despite it being safe and appropriate to do 
so.   

The important point here is that a new 
complicated tax measure is being put in 
place by Government (to address its 
understandable concerns) that could impact 
on a wide range of the general public.   

And the rest … 

So that’s the “simple” DC change.  At this 
point it is worth stepping back to look at the 
broader picture of pensions taxation and 
relief limitation.  In 2002, the Government 
started a major rethink to how this should 
operate, with the aim of simplification.  This 
was recognised as tricky and involved two 

3 Here for AA calculations, ‘”in”’ had a different 

meaning to ‘in’!   
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years of consultation and design, and two 
years of review of the actual legislation – a 
timescale that seems an unthinkable luxury 
now given the alacrity with which recent 
reforms have been introduced.   The 
complexities when the lifetime allowance or 
the annual allowance bite were intended to 
hit only a very few senior individuals with 
large savings or accruals, who could 
arguably afford assistance.  

However the lifetime allowance has been 
frozen and reduced, and the annual 
allowance changed from its original light-
touch status to a real life measure.  The 
annual allowance in particular was designed 
to put off certain savings levels and so has 
‘rough edges’ and complexities which didn’t 
matter too much if savings were off by some 
margin.  As the lower allowances hit more 
benefits (sometimes in unintended 
circumstances arising from the odd way the 
law works) the rough edges matter much 
more.  Complex tax calculations apply for too 
many cases, especially in relation to defined 
benefit schemes, with illogical unintuitive 
results; with the risk of lots of errors; or with 
tax due ignored in the breach (especially the 
AA charge).  The compliance costs of tax 
measures are a growing and 
disproportionate burden on schemes and 
providers.   
 
The chance of an individual being able to 
self-serve or afford appropriate tax advice 
becomes low.   

My wish 
 
The remit given to me for this article was 
what is my wish for the future?   
In the very short term: if the complexities in 
the pensions tax regime are going to apply to 
a wide range of individuals, HMRC needs to 
provide guidance that is very easy to 
understand, accurate and up-to-date.  Ideally 
it must focus on enabling individuals to 
understand the consequences of actions so 
they can make the right decisions on the 
savings they make; and so they can ensure 
they pay the correct tax due; no more no 
less.  No mean feat for HMRC and one that 
needs resourcing.  
 
In the slightly longer term: following the 
coming election there are likely to be further 
measures to reduce or redistribute pensions 
tax relief.  Rather than add on yet more 
complexities to a regime that already 
involves 2000+ pages of essential HMRC 
technical notes to begin to explain it to 
practitioners, I would prefer a complete 
rethink about how pensions taxation should 
work, with a view not just to policy intent but 
also to practical application.  
 
To quote the economist and philosopher 
Adam Smith “The tax each individual is 
bound to pay ought to be certain, and not 
arbitrary.  The time of payment, the manner 
of payment, and the quantity to be paid, 
ought all to be clear and plain to the 
contributor, and to every other person."  
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