
Pensions

Your guide to personal pensions
Investing in a pension is a tax efficient way of saving for retirement.

Who can invest in a pension?
Tax-relievable pension contributions can be made for an 
individual who is UK resident (or has been in the previous 5 
years and has a UK pension), or who is either employed by 
the Crown, or who is the spouse or civil partner of someone 
employed by the Crown.

Contributions into a pension can be made by the individual, 
an employer or a third party (ie a parent). There are no age 
limits, and pensions can be taken out for minors. However, 
in practical terms, it is not possible for someone over age 75 
to make a personal contribution to a pension and receive 
tax relief on it (although their employer could, if applicable).

How much can an individual contribute to a 
pension?
Any individual under the age of 75 can make personal tax-
relievable contributions of up to the level of their relevant 
UK earnings or £3,600pa gross if greater.

Contributions can be made on a regular basis, as lump 
sums, or as a combination. Regular contributions can 
usually be stopped, increased or decreased at any time.

Annual Allowance

In addition to the above limit on personal taxrelievable 
contributions, the maximum total contributions that can be 
made for an individual from all sources in a tax year without 
suffering a tax charge is the Annual Allowance (£40,000 
gross in the 2022/2023 tax year). Contributions in excess 
of the Annual Allowance will be subject to an Income Tax 
charge based on the individual’s personal tax position.

This Annual Allowance is restricted by £1 for every £2 that 
an individual’s ‘Adjusted Income’ exceeds £240,000 (if their 
‘threshold income’ exceeds £200,000). However, the Annual 
Allowance is not reduced further than £4,000.

Lifetime Allowance

If the total value of your pension benefits exceeds your 
Lifetime Allowance (£1,073,100 in 2021/2022) the excess 
will be subject to a tax charge of up to 55%. The Lifetime 
Allowance will increase each year in accordance with 
increasesin CPI.

It is sometimes possible to elect for lifetime allowance 
protection for your pension funds, which can result in a 
higher Lifetime Allowance being applied. You should take 
advice as to whether protection is applicable to you.
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Quick facts
• Personal contributions are paid net of basicrate tax 

and the pension provider claims a 20% tax refund 
from HMRC which is added directly to the pension 
plan.

• Higher rate tax-payers can claim higher rate tax 
relief for contributions via their Self-Assessment tax 
returns.

• Once invested, monies in a pension are exempt from 
UK Income Tax and Capital Gains Tax.

• Funds invested in a pension are usually not 
included in the value of your estate for Inheritance 
Tax purposes, and so pensions can allow funds to 
be passed down through the generations free of 
Inheritance Tax.

• You cannot access the funds in a pension before age 
55 (expected to increase to age 57 for those retiring 
after 2028), except in certain specific circumstances.

• You can usually withdraw a maximum of 25% of the 
fund as a tax-free cash sum.

•  The fund remaining after tax-free cash can be used 
to provide you with an income in your retirement 
(regular or ad-hoc), and any income withdrawn 
would be subject to Income Tax.

• You are able to invest in most types of investments 
such as cash deposits, insurance company funds, 
stocks and shares, OEICs, unit trusts and investment 
trusts. Some types of pensions will also allow 
investment into commercial property and other less 
mainstream types of investments.

• The value of funds accrued over certain limits (the 
Lifetime Allowance) will be subject to a tax charge 
on death, when the funds are used, or at age 75, 
whichever is earliest.

Employer pension contributions
Employer pension contributions are not restricted by 
earnings and are paid gross. They can be paid and receive 
corporation tax relief even if the planholder is over 75.

Provided they are deemed wholly and exclusively for the 
purposes of your business, employer pension contributions 
can be treated as a deductible expense for Corporation Tax 
purposes.

Employer pension contributions are not subject to 
Income Tax or employer/employee National Insurance 
Contributions, as they would be if the amounts were 
paid to you as earnings. In addition, employer pension 
contributions are not subject to Income Tax as they would 
be if the same amounts were paid to you as dividends.

How can I invest my fund?
It is possible to invest in most mainstream types of 
investments via a pension. However, different providers will 
offer different investment options within their products. 
Before investing in a Personal Pension you should ensure 
that the investment options available are appropriate for 
your needs.

It is possible to invest in commercial property via a Self-
Invested Personal Pension (SIPP). In certain circumstances, 
this can be appropriate for a business owner who also owns 
commercial premises. However, it is important to take 
advice before taking such a decision. HMRC do not allow 
direct investments in residential property via a pension.

You can change your investment choices within your plan 
at any time but switch charges may apply. You can also 
transfer your pension fund to another provider. However, 
you should take financial advice before doing this as you 
may lose valuable features or benefits provided by your 
current plan.

How can I recieve an income in retirement?
You can use some or all of your pension fund to buy an 
annuity (a guaranteed lifetime or fixed term income). 
Alternatively, you can leave your pension fund invested and 
make regular withdrawals and/or take ad hoc lump sums. 
You can encash your full pension fund taking 25% of the 
fund tax-free and the remainder of the fund will be added to 
your income in the relevant tax year. All income withdrawn 
from a pension will be subject to Income Tax.

There is no maximum age by which you have to draw on 
your pension funds (subject to the terms of your pension 
plan) and you can choose not to draw on them at all should 
you not need the money when you retire.
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Find out more

T: 01903 534 587 
E: info@carpenterboxfa.com  
www.carpenterboxfa.com

Key contacts

Roy Thompson 
Partner and Head of Financial Services 
E: roy.thompson@carpenterbox.com

Tom Reed 
Head of Gatwick – Financial Advisers 
E: tom.reed@carpenterbox.com

How we work with you
Carpenter Box Financial Advisers have 
significant experience in retirement planning 
advice, whether you are in process of setting 
up your first plan, or whether you have reached 
retirement and want to understand the wide 
range of options available to you in terms of 
drawing your pension.

We are able to consider your personal 
circumstances, look at your existing 
arrangements, before highlighting a 
suitable retirement planning strategy and 
demonstrating this plan through cash flow 
modelling.

DISCLAIMER: This sheet is for guidance only, and professional advice should be obtained before 
acting on any information contained herein. The value of your investments can fall as well as 
rise, so you could get back less than you invested. Information correct as of May 2021.

What happens when I die?
You can nominate a beneficiary(ies) of your choice to 
receive the value of your pension fund after your death. 
You should ensure that your pension provider has been 
informed of your wishes.

If you die before age 75, any funds held in a pension can 
be inherited without a charge to tax. If you die after age 75 
the funds inherited will be subject to an income tax charge 
based on the personal circumstances of the beneficiary(ies).

Tax is only paid on funds withdrawn from the pension, 
either in cash or as an income. It is possible to leave 
pension funds invested and pass them down through the 
generations in this way.
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