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Created to boost your knowledge and fine-tune your expertise, our technical factsheets
offer detailed analysis on a range of useful topics, to help you resolve technical challenges,
learn about upcoming developments in the market, and navigate changes to legislation.
This valuable support enables you to deliver better outcomes for your clients, helping them
to have a more rewarding retirement. Explore the full range on Illuminate Technical.
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Money purchase annual allowance (MPAA)

Definitions

What is the money purchase
annual allowance (MPAA)?

The MPAA is a variation of the annual allowance
rules which was introduced in April 2015. If you
want to learn more about the annual allowance
rules, please read our annual allowance
factsheet.

People affected by the MPAA still have to test
all of their pension savings for the year against
their annual allowance as normal. However,
they also have to test the value of their money
purchase contributions against the MPAA.

What does money purchase
mean?

The term money purchase describes a type of
pension scheme where each member builds

up their own individual pension fund, and

the pension benefits available at retirement
depend on the value of that person's fund. They
are sometimes called 'defined contribution'
pensions.

Rules

How much is the MPAA?

The MPAA is £10,000 for the current tax year.
Remember that the MPAA is an allowance within
an allowance: if you had an annual allowance
of £60,000, you could incur an annual allowance
charge if your total pension savings exceeded
£60,000 or if your money purchase contributions
exceeded £10,000.

While your annual allowance may vary from
year to year (for example, if you use carry
forward or are subject to the tapered annual
allowance), the MPAA is always fixed.

Who is subject to the MPAA?

The MPAA was introduced at the same time
as the ‘pension freedoms' rules, which gave
people more flexible options for accessing
their pensions. Under the pension freedoms,
individuals can access as much money as
they like from their money purchase pensions,
normally from age 55 (although this increases
to age 57 from 6 April 2028).
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The MPAA was a way of limiting the scope for
this to happen. The idea is that once individuals
access a money purchase pension which could
allow them to do this, the MPAA kicks in and
limits the amount of tax relief they can keep on
future contributions.

The following actions, known as 'trigger events’,
are the main ways to cause the MPAA to take
effect:

e Taking income from a flexi-access
drawdown fund

e Being in flexible drawdown before
6 April 2015 (automatic MPAA trigger
on 6 April 2015)

e Taking an uncrystallised funds pension
lump sum (UFPLS)

There are other ways to trigger the MPAA
which are more unusual; you can find more
information by searching 'trigger events' here.

What happens when the MPAA
is triggered?

When individuals have their first trigger event
their pension provider will give them a ‘flexible
access statement'. This will confirm the date on
which they triggered the MPAA.

Once they receive this statement, by law they
must pass the information on to any other
providers where they are still building up their
pension benefits. If they join a new scheme,
they will need to notify them too.

The MPAA will apply from the day after the
event is triggered. Any contributions to money
purchase schemes made during the tax year
but before their trigger event will just be tested
against the annual allowance as normal.

Can pension benefits be taken
without triggering the MPAA?

There are ways of accessing pension benefits
which don't trigger the MPAA. These include:

e Taking a tax free cash payment (also
known as a pension commencement
lump sum, or PCLS)

e Taking income from a traditional
annuity (where the payment amounts
can't normally decrease)

e Taking income in capped drawdown
(you would have needed to be in
capped drawdown by 5 April 2015)

Again, there are a few more unusual types

of payments which you can read about by
searching ‘payments that do not trigger the
money purchase annual allowance’ (including
the quotation marks) on www.gov.uk.

What happens if the MPAA is
exceeded?

Because the MPAA is an allowance within an
allowance, there are two possible scenarios if
an individual has breached the MPAA:

1. exceeded the MPAA but didn't exceed the
annual allowance

2. exceeded both the MPAA and the annual
allowance.

It's also possible to exceed the annual
allowance without exceeding the MPAA; that
would be treated as a normal annual allowance
breach as described in our annual allowance
fact sheet.

If an individual exceeded the MPAA but not

the annual allowance, they will pay an annual
allowance charge on the amount by which

they exceeded the MPAA. The charge is
calculated in the same way as any other annual
allowance charge.
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If the individual exceeded both, they'll need to
work out two figures:

1. The amount by which their total savings
exceeded the annual allowance

2. The amount by which their money purchase
contributions exceeded the MPAA, plus
the amount by which their other savings
exceeded the ‘alternative annual allowance’
(i.e. their annual allowance minus the MPAA)

They'll pay an annual allowance charge on the
larger of the two amounts.

For example:

The individual is subject to the normal annual
allowance of £60,000 and has triggered the
MPAA. This year, they contributed £17,000 to
their SIPP (a money purchase pension) and
had £46,000 worth of savings to other types of
pension.

Their total savings have exceeded the
annual allowance and the money purchase
contributions exceed the MPAA, so they need
to work out both figures:

1. Total pension savings of £63,000 exceed the
annual allowance by £3,000.

Annual
allowance: =
£60,000

Total
pension savings:
£63,000

2. Money purchase contributions have
exceeded the MPAA by £7,000. Other pension
savings have not exceeded the alternative
annual allowance of £50,000 (£60,000
annual allowance = £10,000 MPAA). Therefore
the total figure is £7,000.

Alternative
annual  — T T T T T T T T - - S-S m s s s s ==
allowance:
£50,000
Non money
purchase savings:
£42,000
Money purchase
contributions:
MPAA: £17,000
£10,000

The individual will pay an annual allowance
charge on the larger figure (£7,000).



Important points to consider

The value of pension funds may fall as well
as rise and their money is tied up until the
individual takes their benefits. Benefits can
generally be taken any time after age 55,
although this is due to increase to 57 in 2028.

This information is based on our understanding
of current legislation, including (but not limited
to) FCA, PRA and HMRC regulation. It doesn't
constitute any form of advice.

Important Information: This factsheet is issued by the Nucleus Technical Support Team for use by financial advisers in connection with products provided by the
Nucleus Group. The Nucleus Group does not accept any liability if the information provided in this document is used for any other purpose. This factsheet is based on
our understanding of current UK legislation and HMRC practice at the date this document was produced. The tax treatment depends on the individual circumstances
of each client and may be subject to change in the future.
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