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GUIDANCE ON STAKEHOLDER/AVC OPTIONS

Departments will be aware that stakeholder pensions were introduced from 6 April 2001.  Guidance was issued earlier this year in OCOP(2001)3 about the need for employers to check whether or not they were required to designate stakeholder plans for their employees from 8 October 2001. 

2. Some Departments have asked for guidance to help them answer questions from employees seeking advice on Stakeholder and Additional Voluntary Contribution (AVC) options.  The attached guidance, which has been drawn together with the assistance of the Inland Revenue, the Department of Social Security, the Government Actuary’s Department and the Financial Services Authority (FSA), addresses questions which might be raised.

3. The guidance is of a general nature and should not be regarded as comprehensive.  Departments will need to tailor it to their own circumstances, as several of the questions require scheme/employer specific answers.  

4. If you have any queries on this guidance please contact me on 0207 270 4997 or email me at Elizabeth.Roberts@hm-treasury.gsi.gov.uk.  

ELIZABETH ROBERTS

HM Treasury

Parliament Street

LONDON SW1P 3AG

 [PENSION SCHEME NAMES] & STAKEHOLDER PENSIONS
This note gives basic information about Stakeholder pensions, and explains how this type of pension could increase your options for providing additional benefits on top of your membership of the  [  ] Pension Scheme.
Q1.
What are stakeholder pensions?  

A.
Stakeholder pensions are new low cost private pensions, available from 6 April 2001.  Stakeholder pensions are personal pensions which meet certain standards such as having charges capped.  They are designed for people who currently do not have a good range of pension options available to save for their retirement. Stakeholder pensions are not a substitute for an occupational pension.  If your employer provides an occupational pension scheme, this will normally be your best option. 

Q2. 
Should I opt out of the [  ] Pension Scheme?

A. 
No.  Stakeholder pensions are primarily designed for individuals who are not already members of good occupational pension schemes.  Your employer will not make any contributions towards a Stakeholder pension.  It is most unlikely to be in your financial interest to opt out of the  [  ] Pension Scheme in favour of either a Stakeholder pension or any other form of personal pension. 
Q3.
Can I contribute to Stakeholder and to the [  ] Pension Scheme?

A.
Yes, provided you earn no more than £30,000 a year, members of the [  ] Pension Scheme may also take out a stakeholder pension scheme to increase their overall level of pension provision.  

Q4.
But I thought that AVCs and freestanding AVCs did that?

A.
Yes. You may continue (or start) to pay additional voluntary contributions (AVCs) to the in-scheme provider selected by the scheme, or to free-standing AVCs (FSAVCs) which are not arranged through your employer’s occupational pension scheme, but now there is also the option of a stakeholder pension. You have the option to make contributions to both an AVC arrangement and a stakeholder pension if you can afford it, or to pay only to one arrangement and not the other.

Q5.
I want to start topping up my pension so what options do I have?

A.
 The table below sets out the main differences between an AVC arrangement with [scheme name], FSAVCs, and a stakeholder pension.  Which option is best for you depends on your personal circumstances and many other factors including future investment performance.

	
	[Pension] Scheme Name AVC/Added Years AVC (see below*)
	FSAVCs
	Stakeholder Pension

	Charges
	[Scheme to insert]
	May be more expensive than AVC.  May be more than 1%.
	1% or less of your fund

	Employer contributions 
	None [Scheme/employer to confirm]
	None
	None

	Contributions
	Up to 15% of earnings subject to: the earnings cap - if appropriate; the amount contributed to [Pension scheme name] - currently [x%] and to any FSAVC; and to Inland Revenue limits on the maximum benefit available.
	Up to 15% of earnings subject to: the earnings cap - if appropriate; the amount contributed to [Pension scheme name] and it's AVC schemes - currently [x%]; and to Inland Revenue limits on the maximum benefit available.
	Up to £3,600 per year

	Investment choice
	Restricted to funds of the AVC provider
	Wide investment choice
	Any fund offered by any stakeholder

	Investment performance
	Uncertain
	Uncertain
	Uncertain

	Ability to transfer
	Only if the Occupational Pension is transferred and may incur exit charges 
	Yes – but may be an exit charge
	Yes – no exit charges

	Maximum benefits payable
	Subject to IR benefit limits.
	Subject to IR benefit limits
	None. Benefits are always on top of your [] pension scheme benefits and AVCs.

	Tax free lump sum benefit on retirement 
	No
	No. Pension is provided through purchase of an annuity or through income drawdown
	25% per cent of accumulated fund can be taken tax-free


Q6.
How much can I put into a stakeholder?

A. Provided you earned no more than £30,000 in 2000/01 you may pay up to a gross amount of £3,600 a year into a stakeholder pension for each of the next 5 years.  The maximum net amount you could make to a stakeholder would be £2,808 (at current standard rate of tax).  You will only be prevented from making stakeholder contributions once you have earned over £30,000 for 5 consecutive years.   

Q7.
Will Stakeholder contributions be deducted from my salary?
A.
If the stakeholder is designated by the employer because they do not offer an occupational pension scheme (or for concurrency purposes) the employer is required to deduct contributions from pay.  For any other stakeholders you will have to make your own arrangements with the provider. [Schemes/employers may wish to replace with a scheme specific answer.]

Q8.
Has my employer designated a scheme for concurrency purposes?

A.
[Scheme/Employer to insert.]
Q9.
Can I have a stakeholder pension and pay AVCs at the same time?

A. Yes. You have the option of making contributions to both a stakeholder pension and an AVC arrangement or to pay only to one arrangement and not the other.  

Q10.
Do Stakeholder contributions affect AVC limits?

A.
No.  Any contributions you make to a Stakeholder pension would not affect the headroom available to you under AVCs.  Thus, if you could afford it, you could pay the maximum contribution to a Stakeholder pension, plus total contributions to the main scheme and to AVCs up to 15% of pay (subject to benefit headroom).

Q11.
Will I get tax relief at source in respect of my stakeholder contributions?
A.
Yes.  Contributions are paid net of basic tax rate.  Anyone eligible for higher rate tax relief will need to reclaim it through their tax returns.   

Q12.
I’m buying added years, is there a problem?

A. No.  You can continue to contribute for added years, as well as making contributions to a Stakeholder pension, if you wish.  Contributions for added years come within the 15% limit applicable to the occupational pension scheme. 

Q13.
Should I stop paying existing AVCs and switch to a stakeholder?

A.
This depends on your personal circumstances.  Before switching you should take independent advice.

Q14.
Can I transfer my existing AVC fund to a stakeholder scheme?

A.
If you are an active member of an occupational pension scheme you cannot transfer AVCs to a stakeholder scheme unless you also transfer your main [ ] pension scheme benefits to the stakeholder scheme. (NB refer to Question 2).  If you transfer your scheme pension you must transfer your AVCs to the same arrangement.

[Optional - Q15.
Can I transfer my existing FSAVC fund to a stakeholder scheme?

A.
If you are an active member of an occupational pension scheme you cannot transfer an FSAVC to a stakeholder scheme while you are still accruing benefits in the [  ] pension scheme.]  

Q16.
Can I be given financial advice on the options for topping up benefits from the [ ] Pension Scheme?

A
(1)
The managers of the [ ] Pension Scheme are prevented from giving financial advice to individuals, as they are not authorised under the Financial Services Act.

(2) You may receive some limited form of advice from representatives of the organisations providing Stakeholder pensions.  However, you should treat with considerable care any information or advice provided by such organisations, in the same way as information provided in connection with the selling of personal pensions.

(3) If you wish to receive independent advice, you may talk to your own financial adviser.  However, you will need to meet any charges for such advice from your own resources, since there is no provision for such advice within the 1% maximum charge for Stakeholder pensions.

Q17. Where can I find out more?

A. 
Existing booklets (     ) tell you about AVCs and added years arrangements provided by the [  ] Pension Scheme. 

There is a DSS booklet –‘Stakeholder Pensions – Your Guide (PM8)’ available by telephoning 0845 7 31 32 33, or on-line from www.pensionguide.gov.uk.


The tax rules on stakeholder pensions are explained in the Inland Revenue booklet IR78 available from any Tax Office or Inland Revenue Enquiry Centre, or on-line at www.inlandrevenue.gov.uk/stakepension. 

The Register of Stakeholder Pension Schemes is published on the Occupational Pensions Regulatory Authority (Opra) website www.stakeholder.opra.gov.uk or phone 01273 627600.

You can obtain information on a wide range of financial topics, including how to go about finding a financial adviser, from the Financial Services Authority.  Call the FSA Consumer Helpline on 0845 606 1234 or visit the FSA Consumer Help website www.fsa.gov.uk/consumer.


