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“Most investors are primarily oriented
towards return - how much they can
make and pay little attention to risk
- how much they can lose. My chief
concern is the quality of the businesses
we buy because when I get that
right, returns have been more than
satisfactory”.
Tom Spain
Director
1

1

About Henry Spain Investment Services
Henry Spain Investment Services was established
back in 2010 by Tom Spain, a Chartered Wealth
Manager and Stockbroker. We focus on
delivering a personalised and proactive wealth
management service by understanding the
financial needs of our clients. We know that
when it comes to your pension, you want to be
able to access it in a way that suits you. In this
guide we’ve focused on flexi-access drawdown,
but you can also take a look at Henry Spain’s
guide - Pensions: The Basics for other options.

We focus on
delivering a
personalised and
proactive wealth
management
service

Important Information
The information provided here is only a guide. It is designed to inform you about the
benefits and risks of drawdown, and how it works. It is not to be relied upon to make
financial decisions. If you are unsure about any of the information here or would like
personalised recommendations then please contact Henry Spain Investment Services
directly. Tax and pension rules are subject to change. The information presented is
correct as of August 2019.
Henry Spain Investment Services is authorised by the Financial Conduct Authority
and registered in England and Wales (number 7118506).
To find out more you can make an
appointment with us on our website at
www.henryspain.co.uk/contactus or simply
pop into one of our conveniently located
offices in Market Harborough or Oakham.
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Introduction
Flexi-access drawdown is one of the options that you can choose as a way to access your pension.
Essentially, this option involves taking 25% of your pension fund as a tax-free lump sum and then
reinvesting the remainder to allow you to take a flexible, taxable income over time.
The flexibility that comes with this option is not without risk. As you are investing your pension fund,
you must be comfortable with the fact that the stock market can go down as well as up, meaning your
investments may fluctuate. Additionally, if you withdraw too much of your pension too soon, or your
investments don’t perform as well as expected, you could end up running out of money. Remember,
your pension may need to last you over 30 years, so it’s important to be cautious with your choices and
review them regularly to ensure they still suit your needs.
If you’re new to pensions, we recommend you have a read of our Pensions: The Basics guide before you
begin this one. It gives a more complete overview of what pensions are in general terms and the options
you might want to consider when accessing one.

TRANSFER
YOUR
PENSION
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How does
Flexi-Access
Drawdown
Work ?

THE ACT OF TAKING FLEXI-ACCESS DRAWDOWN CAN BE SPLIT INTO FIVE STAGES
1.

TRANSFER YOUR PENSION INTO DRAWDOWN

The first step is to actually transfer your pension into flexi-access drawdown. You may be able to do
this with your current provider but, if not, you can transfer your pension to one that can. If you have
multiple pensions, you might also want to consolidate them into one new plan or move them to the
same provider. Be wary that you might lose out on any benefits or incur charges when you change over.

2.

TAKE YOUR TAX-FREE CASH

As with all pension access options, you can take up to 25% of your pension fund in one lump sum, free
of tax. If you don’t want to move all of your pension into drawdown at once, you don’t have to. Rather
than taking 25% of your entire pension in one go, it is possible to move smaller amounts into drawdown
at a time and receive 25% of each one tax-free. This is known as phased drawdown.

3.

SELECT YOUR INCOME

You can choose to take a regular income, or to take money as
and when you need it. Be sure to factor in an estimate of how long
you might need your pension to last so that you don’t take too
large an income in the first few years and then run out of money
later in retirement. Alternatively, you don’t have to take any
income just yet. Instead, you can simply let your investments
potentially grow and withdraw later when you might need it.

4.

Your Pension may
need to last for
over 30 years!

INVEST WHAT’S LEFT

The choice of where you invest your pension is up to you. You can choose what type of investment you
want (e.g. shares, bonds or funds), and how much input you have into the decisions. You have the option
to pick all your investments yourself, let an adviser make the decision, or select a ready-made portfolio.
The value of your pension will depend on the performance of your investments. Whilst it can go up, it
can also go down, meaning there is always the risk that you may lose some of your money.

5.

REVIEW YOUR INVESTMENTS

It’s important that you review your investment choices frequently, particularly if you’ve chosen all of
your investments yourself. You need to ask yourself whether the plan you have in place is sustainable
and whether its allowing you to live the lifestyle you want. It may be necessary to alter the amount of
income you take in line with this.
Remember, you can choose to take your pension in multiple ways. For example, you can move some of
your pension into drawdown and do something else entirely with the rest. You might want to purchase
a lifetime annuity with the remainder of your pension to guarantee you a secure income for life.
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SELECTING YOUR INCOME
There are a few ways that you can take income when you choose flexi-access drawdown.

NATURAL YIELD
Taking income from the natural yield of your investments means that you don’t have
to sell any of your investments. Because of this, you don’t have to touch the original
amount you invested, and you can leave it to grow instead. However, the yield from
your investments is unlikely to be the same each time you want to withdraw. You
may get a high yield one month, and then a low one the next month. This option is
not good for producing a stable income, but it is a better way of ensuring that you
won’t run out of money providing that your investments continue to do well.

CAPITAL
Taking income from capital means that you can secure a higher and more stable
income. However, since you must sell some of your investments in order to do this,
you might need to sell for less than you originally purchased and you may lose money.
Additionally, taking frequent larger withdrawals is unlikely to be sustainable.
Alternatively, you might not want to take any income from your investments, and you
don’t have to. You could simply use your tax-free cash and leave your investments
to potentially grow. You can always decide to take income later in retirement if you
need it, or leave the money to be inherited by your beneficiaries when you pass
away.

INVESTING FOR INCOME
If you’ve chosen to take an income from the natural yield of your investments then
you need to think about what types of investment will suit this decision. Incomeproducing investments such as dividend-paying shares and bonds will provide you
with an income. As mentioned before, this income is not stable. The amount you get
can fluctuate, so you need to be prepared.
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INVESTING FOR GROWTH

HAVE A CASH BUFFER

If you’re investing to increase the
amount in your pension pot then you
need to choose investments that will
offer growth in the long term. You
might choose this option if you’re
taking income from capital, or aren’t
taking any income at all. If you are
drawing from capital, there are steps
you can take to reduce the risk of your
pension losing value.

If your pension does lose a significant
amount, it’s important that you have
something to live off whilst it tries to
recover. Having a cash buffer means
that you can draw from that instead
of the capital or from the natural yield
if they don’t provide enough income
at certain times.

GO FOR VARIETY
When you’re investing it’s important
not to invest all of your money into
one company, or even into just
one sector or location. Variety is
key. Spreading your investment
across sectors means that you also
spread the risk. For instance, if you
invested some of your pension into
the manufacturing sector and that
market was performing poorly, your
investments in other sectors should
help you to recover any losses overall.

With cash, you do need to be wary
about rates of inflation. Your cash
could lose value if these are high, and
interest rates are low. You can hold
your cash in your pension (mixing
between options) or you could put it
into a savings account so long as it has
a good interest rate.

Choosing investments yourself makes
it harder to spread the risk since you
normally wouldn’t be able to invest
into as many sectors. If you use a
ready-made portfolio, you won’t
need to monitor your investments as
closely or do as much research in the
first place.
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KNOWING THE RISKS

PENSIONS RULES AND TAXES

With flexi-access drawdown there are risks that you have to take. Knowing them now
could help you to be better prepared.

Pensions aren’t always straightforward, but as long as you’re aware of these rules and the
taxes you may have to pay, they can be.

INVESTING IN THE STOCK MARKET
As always, with investing in the stock market comes the risk of losing some or even all
of your money. Whilst the value of your pension should normally increase overall, the
fluctuations in the stock market means that sometimes you may make a loss, or won’t get
as much income.
Although investing in stock markets carries risk, if you take a sensible approach you can help
to mitigate some of this risk. For example, investing your money in a variety of sectors, not
making rash decisions, and monitoring your investments regularly can help. Diversifying
your investments can help to reduce the impact if you make a wrong decision.
RUNNING OUT OF MONEY
Your pension may have to last you for over 30 years. With that in mind, you need to ensure
that you don’t withdraw large amounts that could leave you with nothing in your later
years. It is best if what you take via flexi-access drawdown is not your only income and you
perhaps have a cash buffer or put some of your pension into a different option.
As mentioned before, you can mix and match the way you take your pension. So, for example,
after taking your tax-free cash, you could move half of what remains into drawdown and
purchase an annuity with the rest. This annuity would guarantee you an income for life, so
you wouldn’t have to worry as much if your investments didn’t perform as well as you’d
hoped.

ANNUAL ALLOWANCE
The annual allowance is the amount of
money that you can put into your pension
each year and receive tax relief on the
contribution. This amount includes your
own and the government’s contribution.
Whilst the maximum allowance is £40,000,
you can only put in as much as your relevant
earnings. For example, if your salary was
£20,000, you wouldn’t be able to put more
than £20,000 into your pension in that
year. This includes the government’s 20%
contribution i.e. you would only be able
to put in £16,000 because the government
would add £4,000, as well as anything your
employer pays in. If you don’t use up the
whole allowance it can be carried forward
for up to three years. If you don’t have an
income, or you earn less than £3,600 per
year then the maximum amount you can
put into your pension each year is £3,600,
including the government’s contribution.
The annual allowance is capped at £40,000
until you begin to withdraw money after
you take your tax-free cash. At this point
it reduces to £4,000 (see MPAA). In some
cases of high annual income, your annual
allowance may be reduced to £10,000
from the start. If you exceed these limits,
and don’t have enough allowance left over
from the previous three tax years to cover
it, the amount by which your contribution
exceeds the allowance will be charged at
your highest marginal rate.
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MONEY PURCHASE ANNUAL ALLOWANCE
(MPAA)
The MPAA applies once you begin to
access money after you take your tax-free
cash. Accessing the remainder of your
pension causes you to activate the Money
Purchase Annual Allowance which has a
limit of £4,000. This means that you can put
in just 10% of what you could before you
accessed the remainder of your pension.
Remember, if you haven’t accessed your
pension at all, or you’ve only taken your
25% tax-free cash, then you will still have
the full annual allowance of £40,000. Any
amount that exceeds the MPAA is subject
to tax at your highest marginal rate.

LIFETIME ALLOWANCE
The lifetime allowance is currently
£1,055,000, but it is subject to change.
This is the total amount that can go into
your pension, including the contributions
you and your employer make and tax relief
added by the government. If you think that
your pension is going to surpass this limit,
you may be able to apply for protection
against the excess charge. We suggest
that you seek financial advice to find out
what measures you can take if you believe
this is going to be relevant to you.
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PENSIONS RULES AND TAXES CONTINUED
PASSING ON YOUR PENSION
TAX-FREE CASH RECYCLING
Tax-free cash recycling is when tax-free cash is removed from your pension and then reinvested,
meaning that you benefit from tax-free growth, and the possibility of taking another lump of
tax-free cash (depending on how much was removed in the first place). The MPAA was put in
place to avoid this by only allowing you to put in £4,000 maximum per year once you begin
to access the remainder of your pension. Tax-free cash recycling is prohibited by HMRC and
you could incur a 70% charge. Retirement planning should never aim to try and utilise tax-free
recycling since the charge is likely to outweigh any possible reward.

TAX RELIEF
As you know, pensions have certain tax benefits associated with them. Any money put
into a pension is able to grow free from Capital Gains Tax and Income Tax. In addition, the
government will give you 20% of any amount that you put into your pension. For example, if
you wanted to pay in £100, you would only need to put in £80 yourself, and the government
would give you the extra £20. Remember, if you pay a higher rate of tax (i.e. 40-45%) then you
can get a larger amount of tax relief, you just have to claim it through your tax return.

INCOME TAX

Following your death, your pension can
be inherited by your beneficiaries without
them having to pay excessive rates of tax.
If you die before you reach the age of 75
then you can pass on your whole pension
free of any tax.
If you’re over 75, then your pension can
still be passed on, but the beneficiaries will
have to pay income tax at their marginal
rate. To ensure that they don’t go up a tax
bracket, it’s best for them to withdraw
smaller lump sums from the pension.
Any beneficiary can take the pension as
either one lump sum, or they can keep
the pension in drawdown and take a little
bit of income at a time. They can also use
the money to purchase an annuity for
themselves.
To help make sure that your pension
is inherited by who you want, you can
nominate beneficiaries. Whilst this
isn’t legally binding, it does inform your
pension provider of your wishes which
have to be taken in to account.

Whilst paying money into your pension is free of tax, this is not the case for getting money
back out of it. You can take 25% of you pension as one tax-free lump sum. Or, you can take
smaller lumps of which the first 25% of each is tax-free. With the money that remains, each
time you withdraw it you are subject to income tax at your highest marginal rate. This can
vary from 20% to 45%. If you withdraw a small amount meaning that your total income is less
than £11,850 in a tax year, you won’t have to pay any tax.
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Market Harborough Office:
49a High Street
Market Harborough
Leicestershire
LE16 7AF
Tel: +44(0)1858 898023

Oakham Office:
3 Church Passage
Oakham
Rutland
LE15 6DR
Tel: +44(0)1572 897510

www.henryspain.co.uk

info@henryspain.co.uk

Risk Warnings: Certain investments carry a higher degree of risk than others and are, therefore, unsuitable
for some investors. The value of investments, and the income from them, can go down as well as up, and you
may not recover the amount of your initial investment. Where an investment involves exposure to a foreign
currency, changes in rates of exchange may cause the value of the investment, and the income from it, to go
up or down. Opinions constitute our judgement as of this date and are subject to change without warning.
Neither Henry Spain nor any connected company accepts responsibility for any direct or indirect or on
sequential loss suffered by you or any other person as a result of your acting, or deciding not to act, in reliance
upon any information contained in this Brochure. Before contemplating any transaction, you should consider
whether you require any advice from a financial adviser which we would be happy to provide. Tax benefits and
allowances described in this brochure are based on current legislation and HM Revenue & Customs practice
and depend on personal circumstances. These may change from time to time and are not guaranteed. Henry
Spain is authorised and regulated by the Financial Conduct Authority. Registered in England and Wales No.
7118506. Registered Office: 49a High Street, Market Harborough, Leicestershire, LE16 7AF
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