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GUIDING YOU THROUGH  
THE LATEST CHANGES

Our legislative update helps you make the most of changes to pensions law 
and regulation. Guiding you through the latest changes, we aim to give you 
confidence that your scheme will continue to meet your needs and deliver 

value for money and a good outcome for your employees.
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Following a period of consultation, the Financial 
Conduct Authority (FCA) has published new rules 
on pension transfer advice Advising on Pension 
Transfers and is consulting on further changes. 
The overall aim is to improve the quality of 
pension transfer advice to help consumers  
make informed decisions based on their  
own circumstances. 

There has been a significant increase in members 
of defined benefit (DB) schemes considering 
transferring their benefits into a defined 
contribution (DC) scheme. This has largely been 
driven by the greater choice of retirement options 
introduced by pension freedoms and historically 
high transfer values. Against this background 
of increased pension transfer activity, FCA has 
become concerned at the quality of some of the 
related advice being given to members, including 
high profile cases such as the British Steel 
Pension Scheme.

Recent supervisory work undertaken by FCA 
on pension transfer advice revealed that a 
recommendation to transfer from a DB to a DC 
scheme was appropriate in only around half of 
all cases. Transferring out of a scheme providing 
a member with ‘safeguarded benefits’ – such 
as a guaranteed income – could lead to a lower 
income in retirement and the risk of running out 
of money sooner than expected. Given these 
risks, it’s imperative that those considering a DB 
to DC transfer receive suitable advice to allow 
them to make informed decisions before giving 
up guaranteed benefits.

FCA’s updated rules on pension transfers state 
that advice should be presented as a personal 
recommendation taking account of a client’s 
individual circumstances. This includes a 
comparison showing the value of the benefits 
being given up. Significantly, it has chosen to 
maintain the position that an adviser should start 
from the assumption that a transfer from a DB to 
a DC scheme will be unsuitable. 

ONE OF THE KEY ASPECTS OF  
FCA’S CONSULTATION DOCUMENT 
IS TO SEEK VIEWS ON THE 
APPROPRIATENESS OF 
‘CONTINGENT CHARGING’. 

Those individuals wishing to transfer safeguarded 
benefits worth more than £30,000 must first 
obtain appropriate advice. FCA has expressed 
concern that contingent charging – in its strictest 
form where an individual only pays for advice 
if the transfer proceeds with the fee deducted 
from the transferred fund – can distort the advice 
process in favour of a particular outcome. But 
abolishing it could mean those who are unable 
to fund the cost of advice from other means are 
excluded from considering transferring their 
benefits, potentially limiting their options.
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The Scottish Government has set its own income tax rates and bands for Scottish taxpayers for the  
2018/2019 tax year. This applies to most forms of taxable income such as pensions and earnings.  
The same rates of tax as the rest of the UK apply to interest on savings and dividends. 

Scottish tax rates and bands applying for 2018/2019 – non-savings and non-dividend income.

While the Scottish Parliament has the power to set its own income tax rates and thresholds for certain  
types of income, HMRC will continue to have responsibility for the collection and administration of  
income tax for Scottish taxpayers.

The impact of the new tax rates and thresholds on pension contributions and payments is  
considered below. 

Rates Tax band 

Starter rate 19% £11,851* – £13,850 (£2,000)

Basic rate 20% £13,851 – £24,000 (£10,150)

Intermediate rate 21% £24,001 – £43,430 (£19,430)

Higher rate 41% £43,431 – £150,000

Top rate 46% £150,001 and above

* Assumes taxpayer in receipt of standard UK personal allowance of £11,850. Personal allowance is  
 tapered where income exceeds £100,000.
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Scottish taxpayers who receive pension tax 
relief through the net pay basis – principally 
members of occupational pension schemes 
– are unaffected. They should automatically 
receive the correct amount of tax relief at their 
highest marginal rate of tax as their pension 
contribution will be deducted from their pay  
by their employer before it’s taxed.

For tax year 2018/2019, pension tax relief 
provided to Scottish taxpayers via the relief 
at source basis – principally personal pension 
plans – will continue to be applied at the basic 
rate of 20% by pension providers. 

• Taxpayers subject to the starter rate of 19% 
won’t be required to repay the difference  
in rates.

• Those taxpayers subject to the intermediate 
rate of 21% will be entitled to claim 
additional relief from HMRC. 

• Higher and top rate tax payers will continue 
to claim additional tax relief from HMRC  
via their self-assessment return. 

• HMRC are continuing to consider the best 
approach for applying tax relief under the 
relief at source basis for future tax years.

PENSION TA X RELIEF ON  
MEMBER FUNDED CONTRIBUTIONS 

IMPORTANT TO KNOW

Scottish taxpayers who receive pension 
tax relief through the net pay basis – 
principally members of occupational 
pension schemes – are unaffected.
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If a member takes a payment from a pension 
scheme that doesn’t fully extinguish their pension 
pot, the first payment will be treated as ongoing 
PAYE income. Where the pension provider has 
a tax code for the current tax year for a Scottish 
taxpayer, the provider will use a proportion of 
the personal allowance and relevant tax bands for 
the respective tax month in which the payment is 
being made. 

Where a provider doesn’t hold a current tax code, 
the PAYE system applies emergency tax – based 
on UK tax rates – treating the payment as if the 
member would receive the same amount every 
month for the remainder of the tax year. This is 
known as the ‘month 1 basis’ and applies 1/12th 
of the personal allowance to the payment, with 
the remaining payment assessed against 1/2th 
of the basic rate, 1/2th of the higher rate and any 
remaining amount taxed at 45%. It’s not possible 
to apply emergency tax in conjunction with the 
new Scottish income tax rates. 

Taking a large one-off withdrawal can therefore 
lead to a disproportionate amount of tax being 
deducted at the time. Where tax has been 
deducted using an emergency tax code, Scottish 
taxpayers can wait until the end of the tax year, 
when HMRC will reconcile their account using 
their Scottish tax code and repay any tax owed  
to the tax payer. 

Alternatively they can submit an online reclaim 
request to HMRC using the following forms:

• Form P50Z – individuals who have taken their 
entire pension pot and have no other taxable 
income in the tax year. 

• Form P53Z – individuals who take their entire 
pension pot and have other taxable income in 
the tax year.

• Form P55 – individuals who take part of 
their pension pot and aren’t taking regular 
payments.

The forms are available here.

HMRC will calculate the overpayment based on 
Scottish income tax rates and make a refund 
within 30 days of receiving a repayment claim. 
Where an individual takes part of their pension 
pot and intends to take further payments from 
their pension in the same tax year, HMRC will 
confirm the tax code to the provider.

ACCESSING PENSION  
BENEFITS FLEXIBLY

HMRC will make a refund 
within 30 days of receiving 

a repayment claim

Legislative update

7

E02357759_32201_0518.indd   7 11/06/2018   10:54

https://www.gov.uk/claim-tax-refund/you-get-a-pension


Latest Government figures reveal pension 
freedoms continue to be very popular with 
the public. HMRC’s official statistics Flexible 
Payments from Pensions: April 2018 reveal  
that a record number of payments were made 
during the first quarter of 2018 compared to 
previous quarters:

• A total of 500,000 payments were made to 
222,000 individuals (numbers rounded to 
nearest 1,000)

• Payments made comprised a total value of 
£1.697 billion 

• Corresponding figures for the first quarter 
2017 were 381,000 payments made to 
176,000 individuals totalling £1.59 billion.

Separate data from the FCA’s Data Bulletin 
March 2018 show that since the introduction 
of pension freedoms in 2015, more than half 
of all pension pots accessed were for full cash 
withdrawals. These were predominantly for 
smaller sums – 88% of full encashments were for 
£30,000 or less. The same data also reveals that 
for those seeking an income from their pension 
savings, twice as many pots have entered 
pension drawdown than purchased an annuity. 
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PENSION  
FREEDOMS UPDATE

500,000
payments were made to 

222,000 individuals
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Against a backdrop of greater use of drawdown to provide income in retirement, FCA is concerned at 
the proportion of individuals entering drawdown without consulting with an adviser – around a third. 

It’s Non-advised Drawdown Pension Sales Review: Summary of Findings March 2018 also found that 
despite pension providers offering a range of information and tools to help customers make informed 
decisions about their retirement options, some aren’t engaging with it. Accessing tax free cash, often 
before the intended retirement date, and not giving due consideration to the investment of residual 

funds can leave customers short of money in retirement. 

A recent report by the Work & Pensions Select Committee on pension freedom reforms  
has called for providers to introduce a default option for customers entering drawdown.  

The aim is to provide a standardised offering to less engaged drawdown customers  
to help reduce exposure to the inherent risks.
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Proportion of individuals entering 
drawdown without consulting with 

an adviser – around a third

9

Legislative update

E02357759_32201_0518.indd   9 11/06/2018   10:54



Scottish Widows Limited. Registered in England and Wales No. 3196171. Registered office in the United Kingdom at 25 Gresham Street, London EC2V 7HN. 
Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Financial Services Register number 181655.

32201 05/18

HELPING YOU MAKE THE MOST OF CHANGE

E02357759_32201_0518.indd   10 11/06/2018   10:54


