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Introduction

Included in this guide;

 » What is income drawdown?

 » Tax-free cash

 » Income

 » Living overseas

 » Investment

 » Administration

 » Risks

 » Contributions

 » Lifetime allowance

 » Advice

 » Payments on death

 » Disclaimer

Self Invested Personal Pensions (SIPPs) and the contributions paid to them are granted tax reliefs in order 
to encourage saving for benefits for later life. The tax rules are geared towards encouraging provision of 
benefits within the period that the vast majority of people retire – namely between the normal pension 
age 55 and age 75. Any benefits taken before then will be treated as an unauthorised payment unless the 
member is in ill health or has a protected pension age.

The International Expat SIPP is a money purchase arrangement. This means that the member’s pension 
pot is not guaranteed and will depend on the amount of any contributions or transfers paid into the SIPP, 
and the investment returns obtained. It can provide the member with a pension income in the following 
ways;

(i) through the purchase of a secured pension (an annuity) from an insurance company

(ii) as an uncrystallised funds pension lump sum (UFPLS)

(iii) through the provision of an income drawdown pension
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What is Income Drawdown?

Income drawdown is an alternative to buying an annuity or taking an uncrystallised funds pension lump 
sum (UFPLS). It allows you to take up to 25% of your pension pot as a tax-free cash lump sum upfront 
and draw a variable taxable income from the rest of your pension pot.

The International Expat SIPP allows you the freedom to drawdown as much as you like when you want.

Tax-free cash

When you first decide to use some or all of your pension pot for income drawdown, 25% of the value can 
normally be paid as a tax-free cash lump sum.

You don’t have to use all your pension pot for income drawdown in one go. It is possible to phase the 
process, gradually allocating portions of your pension pot over time, which can be tax efficient.

Each time you use part of your pension pot for income drawdown; normally up to 25% can be taken as a 
tax-free lump sum upfront. You will not be able to take it at a later date.

Income Drawdown

Income

There are two types of income drawdown;

(i) Flexi-Access Drawdown
(ii) Capped Income Drawdown

The income you take from your pension pot will be taxed under the Pay As You Earn (PAYE) system.

Tax free cash
25%

Drawdown fund 
75%

Income Drawdown

Tax free cash
Drawdown fund
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Flexi-Access Drawdown

If you are using your pension pot for income drawdown for the first time, this will be the only option 
available.

The amount of income you can take is not restricted but all withdrawals are subject to UK income tax 
at your highest marginal rate. You can stop or start and alter the income you take as you go along. 
This flexibility is useful particularly if you want to stay within certain tax allowances in a given tax year 
or you have a particular expense to cover.

The income you take will be added to any other income you receive in that tax year. You should be 
aware of this because if you are planning to take a large withdrawal it could push you into a higher 
tax bracket as a result.

Once you have taken flexi-access drawdown it will limit the amount of future pension contributions 
that you can make or can be made on your behalf. See the contribution section.

Capped Income Drawdown

Since 6th April 2015 this option is no longer available. But if you used all of your pension pot for 
Capped Income Drawdown before this date, you can continue.

The amount of income you can take must be within limits set by HM Revenue & Customs 
(HMRC) and all withdrawals are subject to income tax. You can stop or start and alter the 
income you take as you go along within these limits. These limits are calculated every 3 years 
(or every year after age 75) with reference to tables published by the Government’s Actuary’s 
Department (GAD). The GAD limit is intended to be roughly equivalent to 150% of the 
annual income an investor could receive from a basic annuity using the same value of pension. It 
is necessary to obtain a full written valuation of all the SIPP assets each time a review is required.

Provided you remain within the GAD limits there is no reduction to the future pension contribution 
limits.

You can use the whole of your pension pot (full income drawdown) or a portion of it (partial income 
drawdown) to take your benefits.

Full income drawdown

This is where you use all of your pension pot to provide;

»  a tax free cash lump sum and/or
»  a regular income and/or
»  ad hoc income payments.

Partial Income Drawdown

If you don’t want to use all of your pension pot for income drawdown you can choose to use only part of 
it to provide;

»  a tax free cash lump sum and/or
»  a regular income and/or
»  ad hoc income payments.

The remaining pension pot can be used in whole or in part to provide further tax-free cash lump sums 
and/or income at a later date and these amounts will be dependent on future investment returns.
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Living overseas

Many countries have a double taxation agreement with HMRC, details are available on their website. 
These agreements can sometimes allow us to pay your pension without deduction of income tax. You will 
need to apply to HMRC for an NT tax code by completing a “Double Taxation Treaty Relief form”. We can 
provide you with a copy of this form on request. NT Tax codes can take a little while to come through and 
typically rely on a pension income being paid first. We can usually arrange to pay you up to the personal 
allowance for the tax year without deduction of income tax and send details of the payment to HMRC to 
help speed up the release of the NT tax code.

Investment

Whilst funds remain undrawn your pension will remain invested in accordance with your instructions.

The investment strategy adopted should ensure there are liquid funds available at the time you want to 
make a withdrawal. If the fund is illiquid you will not be able to take an income.

Income drawdown allows you to keep your options open and increase your income through investment 
growth. The opposite can of course occur and the value of your investments go down reducing the income 
available. These risks and responsibilities rest with you and your investment advisers. Heritage Pensions 
is not authorised to and does not provide investment advice.

Administration

The FCA require we give appropriate risk warnings to you before accessing your pension pot. The                       
administration procedure is as follows;

The member decides they want to the benefits having sought appropriate advice

Member signs and returns the 
risk warning letter

Heritage Pensions will send the member:
• A bespoke risks warnings letter (in response to the answers provided in the            

guidance, advice and risks questionnaire)

Stage 1

1

The member must complete and send to Heritage Pensions:
• Benefit payment form; and
• Guidance, Advice and Risk Questionnaire (if not taken benefits in the past 12 months)

Stage 2

2
Stage 3

3
Stage 4

4 Members does not accept the risks and does 
not sign and return the risk warning letter

No further action

Heritage Pensions calculate and pay benefits:

• Tax free cash paid as soon as possible
• Pension payments paid via the next PAYE payroll and subject to income tax

Heritage Pensions will send the member the following documents;

• Lifetime Allowance Certificate
• Drawdown Illustration
• Cancellation notice if first time of paying benefits
• Fees invoice
• If a pension payment is made, confirmation of the Money Purchase Annual           

Allowance.

Stage 5

5
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Risks

The control and flexibility gives income drawdown its appeal but it does make it more complicated and a 
higher risk option than an annuity.

If you take income drawdown your pension pot will remain invested. Its value is not guaranteed and can 
go down as well as up. You will need to continuously check your investments are performing the way you 
want. A poor investment choice and excessive income withdrawals can quickly reduce the value of your 
pension pot and the income available.

If you take a pension payment it will reduce the level of future pension contributions allowable and tax 
relief available.

If you buy an annuity, the amount of income that you get will depend on the size of your pension pot and 
the annuity rates available at the time. Annuity rates can change and go up and down. If annuity rates 
worsen in the future this could result in your pension pot providing you with a lower level of income than 
you expected.

Contributions

You can continue to make pension contributions once drawdown has commenced. If you are under age 75 
you will be entitled to tax relief on personal contributions subject to your lifetime allowance and annual 
contribution allowances.

Pension contributions are normally subject to a £40,000 annual allowance. This applies to any benefits 
you are building up in a defined benefit or money purchase pensions. Refer to our pension contribution 
guide.

Within the standard annual allowance there is a Money Purchase Annual Allowance (MPAA). It was              
introduced from 6th April 2015 and replaces the Annual Allowance reducing the level of contributions that 
can be paid with the benefit of tax relief. It was originally reduced to £10,000 p.a. but from 6th April 2017 
it has been reduced further to £4,000 p.a.

The MPAA is triggered at the point you have taken flexi-access drawdown. But if you take tax-free cash 
only it will not trigger the MPAA.

Those in capped drawdown who remain within their GAD limits will not be subject to the MPAA unless they 
flexibly access other pension benefits.

Lifetime Allowance

The lifetime allowance was introduced on 6th April 2006. It represents the limit of the total combined 
value you can save across all your pensions without incurring a tax charge.

The lifetime allowance is £1.055million for the current tax year. It is tested when you take benefits (e.g. 
via an annuity or drawdown) and/or when you reach age 75. The rules require a check to be made to     
ensure the lifetime allowance is not being breached. Anything over this limit will be subject to a tax 
charge up to 55% unless you have previously completed an HMRC election form that provides for a higher 
protected lifetime allowance.

If you have registered for pension protection against the lifetime allowance tax charge, you may lose this 
protection if you make any further pension contributions.
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Advice

What you do with your pension is an important decision. We strongly recommend you speak with an              
Independent Financial Adviser or Pension Wise to understand your options and check your chosen option 
is suitable for your circumstances.

Pension Wise, the Governments pension guidance service provides a free impartial service to help you 
understand your options at retirement. It can be contacted at www.pensionwise.gov.uk or by calling 0800 
138 3944.

Payments on Death

Any funds left when you die can be taken by your beneficiaries as a one-off lump sum or in stages as 
income. If income is chosen; the actual payments can be deferred for a later date. We will pay any death 
benefits at our discretion whilst considering any nominations made by you.

The beneficiaries will have the following options;

»  To take the pension pot as a lump sum
»  To continue to take income drawdown
»  To buy an annuity

If you die age 75 or over any lump sum or income drawdown payment to a beneficiary will be taxed as 
earned income.

If you die before age 75 all payments made to a beneficiary will be tax free provided the arrangements 
are made within two years of our being notified of your death. For income drawdown this will be the date 
flexi-access drawdown is set up even if no income is taken at that time. If the payment is made or income 
drawdown set up after two years, payments will be taxed as earned income.

Pass on your pension wealth tax efficiently

IS GETTING YOUR PENSION WHEN YOU DIE?

Father dies age 72 
with £600,000 in his 
drawdown account

Son inherits half of the pension 
and continues with drawdown
All withdrawals subject to 
income tax
He dies age 74 with £400,000 
in drawdown account

Daughter inherits half of the pension 
and continues with drawdown
All withdrawals subject to income tax
She dies age 82 with £300,000 in 
drawdown account

Mother inherits the pension and 
continues with drawdown
All withdrawals tax free
Dies age 78 with £500,000 in 
Drawdown account

His children (grandchildren) inherit 
the pension. All withdrawals tax free

Her children (grandchildren) inherit 
the pension. All withdrawals subject 
to income tax

WHO

Example:
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Notes:

i. No inheritance tax is payable when the pension passes from one person to the next
ii. Any funds left when you die can be taken by your beneficiaries as one-off lump sum or in stages 

as income
iii. If the immediate owner (who may not be the original owner) of the pension dies before age 75 all 

future withdrawals are
iv. But if they die age 75 or over all future withdrawals are subject to income tax at the recipients 

marginal rate of tax

The law for pensions and tax rates may change in the future.

Disclaimer

This guide provides information about drawdown and its benefits and risks, it is not personal advice.  
Heritage Pensions is not authorised to provide you with any advice.

There are many rules governing the operation of income drawdown and whilst we have tried to keep our 
explanation as simple as possible if you need further clarification please speak to your adviser.

This guide is based on our understanding of current law relating to pensions. The law and tax rates may 
change in the future.

Heritage Pensions Limited is authorised and regulated by the Financial Conduct Authority (FCA No. 
475096).
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The International Expat SIPP is operated and administered by Heritage Pensions Limited who are authorised and                
regulated by the Financial Conduct Authority.

The asset trustees for the International Expat SIPP is International SIPP Trustees Limited. An agreement is in place           
between Heritage Pensions Limited and IVCM whereby certain administrative functions in respect of the International 
Expat SIPP are outsourced to and undertaken by IVCM.

Heritage Pensions Limited

Telephone. +44 (0) 1525 408120
Fax. +44 (0) 1525 403189
Email. info@heritagepensions.co.uk
Website. heritagepensions.co.uk

6 Doolittle Mill, Froghall Road, Ampthill, Bedfordshire, MK45 2ND

Heritage Pensions Limited is authorised and regulated by the Financial Conduct Authority 
(FCA No. 475096)


