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Understanding Modern Pension Plans – Part II 

This newsletter is the second in a series of three in which we look at the features and potential 
benefits of modern pension plans.  
 
In last month’s newsletter, we focused on those investors who are accumulating pension funds 
for their retirement. In next month’s newsletter, we will focus on those in later life who are  
contemplating what could happen with any pension funds still remaining when they die.  
 
For this month, we will concentrate on those who have accumulated sizeable funds in a  
modern, defined contribution pension plan and are approaching retirement and considering all 
of their options.  



Your options 
 
There are 7 ways you can take your  
accumulated defined contribution pension pot.  
 
1. Leave your whole pot untouched 
 
You do not have to start taking money from 
your pension pot when you reach your 
‘selected retirement age’ (the age you agreed 
with your provider to retire). You could leave 
the money invested, e.g. while you continue to 
work, or even after retirement, if the funds are 
not required to meet your level of expenditure. 
The money left in your pot would continue to 
grow and you will end up having a large  
pension pot to last for a shorter length of time. 
 
2. Guaranteed income (annuity) 
 
You can use your pension pot to buy an  
insurance policy that gives you a guaranteed 
income. This is called an annuity. 
 
• You can choose to receive either a fixed  

income for life or for a set number of years. 
 
• You can take 25% of your pot as a tax-free 

lump sum and buy an annuity with the other 
75%. 

 
• You pay tax on your annuity income. 

 
3. Asset-Backed income (annuity) 
 
You can use your pension pot and take out an 
investment backed annuity that pays an  
income in line with the performance of a  
chosen spread of investments, or a  
conventional annuity that pays a  
pre-determined amount, without any  
investment risk.  

4. Adjustable income 
 
You can receive an income from your pension pot 
that is adjustable. This means you get a regular 
income but can change it or take cash sums if 
you need to. 
 
• You can take 25% of your pot as a tax-free 

cash sum. 
 
• The other 75% is invested in a ‘flexi-access 

drawdown’ (drawdown) and any regular  
income or lump sums you withdraw from your 
drawdown pot is taxable income. 

 
• You can adjust the income you take and when 

you take it. 

5. Take cash in chunks 
 
You can take smaller sums of cash from your 
pension pot until it runs out. How much you take 
and when you take it is up to you. 
 
• You decide how much to take and when to 

take it. 
 
• Each time you take a chunk of money from 

your pension pot, 25% is tax-free and the rest 
is taxable. 
 

6. Take your whole pot in one go 
 
You can take your whole pension pot as cash. 
 
• You take your whole pot in one go. 
 
• 25% is tax-free and the other 75% is taxed. 

 
7. Mix your options 
 
You can mix all of the above ways to take your 
pension pot. For example, you could use some of 
your pot to provide an adjustable income through 
drawdown and use some to buy a guaranteed 
income through an annuity. 

Considerations 
 
What factors do you need to consider when 
weighing up these options? 



• Your risk profile - if you are risk averse, you are likely to lean towards the certainty offered by 
a guaranteed annuity. Pension funds invested into drawdown can rise and fall in value and 
there is no guarantee that your pension pot will provide you with the income you need for the 
remainder of your lifetime. Therefore, you have to be mentally prepared to accept this risk,  
although you can always decide at a later date to use your drawdown fund to buy an annuity. 

 
• Your need for liquid capital - do you need to take the tax-free cash sum from your pension? 

For example, you may have a mortgage to repay and the tax-free cash sum has been  
earmarked to do this. However, it will not be in everyone’s best interests to take the tax-free 
cash sum. For example, if you already have a substantial amount of liquid capital, you may not  
require any further cash and it could potentially add to your future liability to Inheritance Tax. 

 
• Income requirement - this can be difficult to calculate because you are unlikely to have any 

experience of your projected spending in retirement. However, it is important to take time to  
estimate your likely future need for income. You should take into account your State pension 
provision. You should think about how your spending is likely to change as you move into your 
70s, 80s and 90s. Because you have the ability to adjust your pension income, you should think 
about how important this flexibility might be to you in the years ahead. 

 
• Tax considerations – because you will have a degree of choice with regard to the level of  

income you receive from your pension pot, you may wish to adjust this to mitigate your Income 
Tax liability. For example, you could keep your pension income below the threshold at which 
you would have to start paying higher rate tax liabilities.  

 
As mentioned above, you may also wish to mitigate your liability to Inheritance Tax and we will 
cover this in more detail in next month’s newsletter. 
 
The next step 
 
If you buy an annuity, it is an irreversible decision. Similarly, if you choose to take the maximum 
tax-free cash and invest the balance of your pension fund into drawdown and financial markets 
suddenly fall, you cannot go back on your decision. 
 
Deciding how best to draw benefits from your accumulated pension funds is probably one of the 
most important financial decisions you will make during your lifetime. 
 
Therefore, it is vital to take time to think very carefully about what the future holds and the financial 
resources you are likely to require in order to meet your future objectives. 
 
We would strongly encourage you to speak to us about this important decision as we have  
considerable experience of helping other people in similar situations. 



If you have received this email in error, please contact us on the email below with your correct details or removal request  
neilmiller@breedelliott.com 
 
The information contained in and transmitted with this email is confidential and/or privileged and intended only for the person 
to whom it is addressed. Any unauthorised use, retransmission, dissemination or action undertaken based on this information 
by persons, or entities other than the intended recipient, is strictly prohibited. 
 
The information contained in this newsletter is for information purposes only and does not constitute advice, if you don't  

understand any of its contents we recommend you seek Independent Financial Advice. 
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Interest Rates 
(BOE base rate) 
  
  

  
  

0.75% 
  

  
  

0.1% at 
30/06/21 

  
  
The official bank rate is 0.1%. 

  
  
House Prices 
(Nationwide) 
  
  
  

  
  

House prices 
increased by 
7.3% in 2020 

  
  

House prices 
up by 0.7% 
at 30/06/21 

  
  
Annual house price growth up 13.4%. 

  
  
UK Share Prices 
(FTSE 100) 
  
  
  

  
  

7542.40 

  
  

7052.62 
at the close on 

30/06/21 

  
 
The FTSE 100 rose by 30.02 points in 
June. 
  


