








Questions and Answers

What is a FIPP?

A FIPP is a type of Self Invested Pension Plan that offers a wider
range of income options in retirement, including Scheme Pension.

Pension Schemes registered with HMRC are granted generous
tax incentives to encourage individuals to save for retirement.

What about tax?

e No UK tax on income or capital gains is payable by your
pension fund, although your pension fund may not recover
the tax credit on dividends

* You can take a tax-free lump sum of up to 25% of the value
of your fund when you start to take your pension income
(subject to the lifetime allowance)

e A substantial lump sum is payable to your beneficiaries in
the event of your death before taking your pension benefits
which will usually be tax-free

* Pension income is taxed in the same way as earnings, but is
not subject to National Insurance and cannot support further
contributions

e All personal contributions attract tax relief at your highest
marginal rates of income tax and are paid net of basic rate
tax. So, if basic rate tax is 20%, you will pay £80 in order to
invest £100.

e We will reclaim the basic rate tax relief and add it to your
FIPP. If you are a higher rate tax payer, you may be able to
claim some or all of the additional relief through your tax
office.

e Your employer may also contribute to your FIPP but their
contributions will be paid gross. Employers may be able to
claim the contribution as a tax relievable deduction if HMRC
considers the contribution was made wholly and exclusively
for the purposes of trade

* You will not be taxed on employer contributions within the
annual allowance

e Hornbuckle Mitchell can arrange for a contribution or
transfer value to be paid by a transfer of assets. A
contribution paid in this way may create a liability to capital
gains tax, but will qualify for tax relief as if it were a cash
contribution

* You may be subject to other costs, including taxes relating to
transactions connected with the FIPP that are not paid nor
imposed by Hornbuckle Mitchell

e Taxation is subject to statutory change and the value of tax
reliefs will depend upon your individual circumstances

Am | eligible to join a FIPP?

¢ You will be eligible if you are below the age of 75 if you wish
to pay further contributions and have a source of UK taxed
earnings or be UK tax resident

What benefits are available at retirement?

e The Plan may provide benefits for you in later life or benefits
for dependants and beneficiaries in the event of your death

¢ When you decide to take your benefits, you will be able to
take a pension or a reduced pension and a tax-free lump sum

e You may take your pension as Income Drawdown or as a
Scheme Pension

If you take Income Drawdown, you will be invited to choose
the amount and frequency of withdrawals from the pension
fund. The maximum annual withdrawal is determined by
regulations. You may choose to take no withdrawals in a year
¢ You may choose to phase in the start of your benefits

If you take a Scheme Pension, the amount of your pension
will be based on what your scheme can afford to buy taking
into account actuarial assumptions. You may choose the
frequency of the payments (Scheme Pension must be paid at
least annually) and these payments can have a guarantee
period of up to 10 years, which could cross your 75th
birthday

¢ An alternative way of providing a pension is for assets to be
sold and the proceeds applied to the purchase of an annuity
with an insurance company. In order to choose a Scheme
Pension, you will need to confirm that you do not want to
take the option of purchasing an annuity

If your total benefits from all schemes exceed the lifetime
allowance, you will be subject to a lifetime allowance charge
on the excess. The excess will be payable as a lump sum and
will be taxed at 55% or 25% if taken as additional income

* You may wish to start taking your pension using Income
Drawdown or ASP (depending upon your age) and then
convert to Scheme Pension, for example, if you became ill
and require a higher level of income



How much can | invest in the FIPP?

* You can invest as much as you like, but excessive
contributions are not usually tax-efficient

e If your personal contributions exceed your annual limit, you
will not qualify for tax relief on the excess

e The annual limit is the greater of 100% of earnings and
£3,600 (before tax relief)

e If total contributions (personal and employer) from all
sources exceed the annual allowance then you will be taxed
at a rate of 40% on the excess

e If you take all your benefits from the Plan, contributions in
the same tax year will be ignored when measuring against
the annual allowance

e HMRC has set the following amounts for the annual allowance
and lifetime allowance:

Tax year starting Annual allowance Lifetime Allowance

6 April 2006 £215,000 £1.5m
6 April 2007 £225,000 £1.6m
6 April 2008 £235,000 £1.65m
6 April 2009 £245,000 £1.75m
6 April 2010 £255,000 £1.8m

The level of the annual allowance will be reviewed at 6 April
2011 and every five years thereafter.

How will contributions be invested?

e Contributions will be invested according to your wishes

* We will only rarely veto the purchase of an asset if the
purchase could create a legal or tax liability

e In the absence of an instruction from you as to how money
should be invested, it will be held in the Bank of Scotland
FIPP bank account

e In the absence of an instruction from you, we will use our
discretion when deciding which investments to encash in
order to pay benefits, charges and taxes

e Please note that if more than one pension is being
transferred into your FIPP, the investment of these monies
will not be made until all of the transfers have been received

What happens if | am ill?

¢ If you have to give up your normal job because of sickness or

accident, the FIPP can provide benefits in the form of a pension
or tax-free lump sum and reduced pension. Depending on the
circumstances, taking a Scheme Pension could be an option as
you may require an income. If you recovered from the sickness
or accident sufficiently to work again, you would be required to
stop taking the Scheme Pension

e If you are so ill that your expectation of life is less than one
year, the whole fund can be converted to cash (by selling
assets) and paid to you as a tax-free lump sum provided that
you have not taken benefits

What is Income Drawdown?

e It is an option available to anyone over 50 (55 from 2010) and
under 75. It provides a means of taking benefits from pension
funds without committing to the purchase of an annuity
immediately

It allows you to take up to 25% of your fund immediately as a
tax-free cash lump sum

Your FIPP comprises of one arrangement, made up of 1000
segments, some or all of which can be put into Income
Drawdown. The level of income can be varied within
Government Actuary Department (GAD) limits

In broad terms the maximum level of income is currently
approximately equal to 120% of what could be provided by a
conventional single life, level annuity. The minimum is
currently 0%. Income levels are revised by GAD every five
years and an appropriate adjustment to the level of income
you receive may subsequently be necessary, where the level of
income initially selected is either above the maximum or
below the minimum revised GAD limits
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What is Alternatively Secured Pension (ASP)?

It is an option open to anyone from age 75 who wishes to
either avoid or defer buying an annuity

In broad terms the maximum income is 90% and the
minimum income is 55% of a comparable level single life
annuity at age 75. The maximum income is reviewed annually.
On death a pension can continue to be paid to your spouse,
civil partner or dependants

On the death of your spouse, civil partner and or dependants
the remaining fund can be passed to a charity of the
member’s choice, with no tax liability

Alternatively, the fund can be passed to the family or estate.
The tax charges on death are significant with an
unauthorised benefits charge of 55% plus inheritance tax of
40% which leads to a combined rate of tax of 82%. HMRC
have made the taxation of ASP very complex and individual
advice should be sought before taking this option

What is Scheme Pension?

This is an option available to anyone who is over age 50 (55
from 2010) as our rules allow it. Scheme funds are exchanged
for a guarantee that a pension will be paid from the scheme
during your lifetime. The pension is actuarially calculated

To be able to take a Scheme Pension, you must first have
been given, and declined, the option of purchasing an
annuity. The scheme will then provide a level of pension to
you, which may be increased in return for your fund

There are rules set by HMRC with regards to increasing or
decreasing the amount of Scheme Pension payable and if
the Scheme Pension payments do not comply with these
rules, substantial tax charges may be applied to your fund
A health questionnaire will need to be completed when
entering the Scheme Pension

* You could also add an option of capital protection to your

Scheme Pension, which if you died under the age of 75
would allow a lump sum to be paid out. This would be based
on the original fund less any gross income payments made,
less a flat tax charge of 35%

e These are reviewed every three years

Will my FIPP benefits affect my State Benefits?

* The benefits from a FIPP should only very rarely affect

entitlement to state benefits

e In particular, the state pension is not affected by income

from other sources and the pension credit only has an impact
on those with pension income which is well below what a
FIPP investor could anticipate

What happens if | die before taking the benefits?

e The full value of your fund will be used to provide benefits

for your beneficiaries, subject to HMRC rules

You will be asked to ‘express a wish’ as to who those
beneficiaries should be and the trustees of the scheme will
usually abide by your wish

Any lump sum, up to the value of your personal lifetime
allowance can be paid to your spouse or civil partner and or
dependants. This is usually free of inheritance tax and can
only be paid within two years of the date of death. If the
lump sum exceeds the lifetime allowance when added to any
benefits already taken by you, there will be a lifetime
allowance tax charge at a rate of 55%

Alternatively, the fund can be used to purchase an income
for your dependants in which case the income will be taxed
at the dependants’ marginal rates of income tax and there
will be no lifetime allowance charge



What happens if | die after taking the benefits?
This will depend upon how benefits are being taken. If you have
purchased an annuity, it may provide a dependant’s pension. The
policy document will provide full details of the benefits available.

If you die whilst you are in Income Drawdown, your nominated
survivor (spouse or civil partner) has three different options
open to them;

e they can take a cash lump sum (with a tax charge of 35%),
e they can buy an annuity with the fund, or

e they can choose to continue taking Income Drawdown.

* or a mixture of the above

With Income Drawdown, not only can you receive an income,
but it also maintains the flexible financial protection from the
residual fund. If there is no surviving spouse/dependant/civil
partner the cash lump sum, less a 35% tax charge is paid out to
your beneficiaries.

If you have chosen a Scheme Pension and died before age 75,

the options available to your dependants would be:

* to take a cash lump sum minus a tax charge of 35%

e to purchase an annuity with the fund, or

e to continue taking an income, either using Income Drawdown,
ASP or a Scheme Pension

If you died after age 75, the options available to your

dependants would be:

e to purchase an annuity with the fund, or

e to continue taking an income, either using Income Drawdown,
ASP or a Scheme Pension. The dependants pension payable
should not exceed the member’s Scheme Pension. If it does,
the excess will be subject to substantial tax charges

Contracting-out

Your Plan cannot be used to contract-out of the state pension
scheme. A separate Plan may also be established in order to
accept transfers of protected rights from other registered
pension schemes.

How Much Will the Advice Cost?

This is between you and your adviser. We will only settle any
fees charged by your adviser with your express written consent.

What Are the Charges for The FIPP?

Please refer to the Fee schedule for details of the fees charged
in relation to the administration of your FIPP.

Interest Rates

Your interest bearing FIPP bank account is provided by Bank of
Scotland, who pay Hornbuckle Mitchell variable commission
calculated on the aggregate cash balances held across all FIPP
bank accounts.
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Further information

Written Instructions

You will be required to give us instructions in writing to avoid
possible disputes. Occasionally we will, however, accept oral
instructions providing they are subsequently confirmed in writing.

Your right to change your mind

You will have 30 days from the day that you receive the Notice of
Cancellation in which to change your mind. If you wish to cancel
your FIPP please either complete the Cancellation Notice or write
to us at: ‘The Compliance Team’, The Hornbuckle Mitchell Group
plc, Tyman House, 42 Regent Road, Leicester LE1 6Y)

T 0845 345 2555

Cancelling Income drawdown or ASP

On the first occasion that you decide to take Income
Drawdown or ASP you will have the right to cancel the option
within 30 days of the date that you crystallised benefits,
Income Drawdown or your 75th birthday (ASP). If you do
cancel you will have to return tax free lump sum or income that
has already been paid to you. For ASP you will then have to
purchase an annuity or transfer the fund to another pension
provider.

Financial consequences of changing your mind

If you change your mind you are entitled to have repaid to you
any money you have paid into your plan subject to deduction
of the amount (if any) of costs incurred by us in connection
with establishing the plan. You will of course have to repay any
amounts already paid to you under the contract. We will not
make a charge for establishing a new plan if you exercise your
right to cancel within 30 days.

If you change your mind about a pension transfer, it may not
be possible to return the transfer funds to the ceding scheme,
in which case it would be necessary for you to transfer these
funds to an alternative suitable arrangement.

Law

This contract is governed by the laws of England & Wales and
any disputes will be subject to the exclusive jurisdiction of the
English Courts.

Language
This contract will be provided to you and concluded in English
and all communications between us will be in English.

Complaints

If you are not satisfied with any aspect of our product or
service you may wish to register a formal complaint against us.
In the event of this please contact The Compliance Team at the
address shown ‘on the left’. A copy of our complaint handling
procedures is avalilable on request. Please note that any
complaint regarding advice given to you by your Financial
Adviser should be referred to them.

If you cannot settle your complaint with us, you can refer your
complaint to the Financial Ombudsman Service, which is an
independent dispute resolution service and can be contacted at:
South Quay Plaza, 183 Marsh Wall, London E14 9SR

T 0845 080 1800

You may also make a complaint to The Pensions Advisory Service
(TPAS) and if they are unable to help you, you may contact the
Pensions Ombudsman. Addresses are available upon request.
Making a complaint will not affect your legal rights.

Compensation

The Hornbuckle Mitchell Group plc is covered by the Financial
Services Compensation Scheme. You may be entitled to
compensation from the scheme if we cannot meet our obligations.

This depends on the type of business and the circumstances of
the claim. Most types of investment business are covered for
100% of the first £30,000 and 90% of the next £20,000, so the
maximum compensation is £48,000. Further information about
compensation arrangements is available from the Financial
Services Compensation Scheme.

About Hornbuckle Mitchell

The Hornbuckle Mitchell Group plc are authorised and regulated by
the Financial Services Authority. Our FSA register number is 120820.
You can check this on the FSA's Register by visiting the FSA’s website
www.fsa.gov.uk/register or by contacting the FSA on 0845 606 1234.

Important

This document is based on our understanding as at December
2007 or current taxation, legislation and Revenue practice, all of
which are liable to change. The effect of taxation (including any
relief) depends on individual circumstances. Stakeholder
pension schemes are generally available and might meet your
needs as well as the FIPP.

MIDLANDS (HEAD OFFICE)
Tyman House, 42 Regent Road, Leicester LE1 6Y)J
T 0845 345 2555 E midlands@hornbuckle.co.uk

LONDON OFFICE
T 0845 124 5394

www.hornbuckle.co.uk

NORTH WEST
T 0845 345 7505 E north@hornbuckle.co.uk

SCOTLAND, NORTHERN IRELAND & NORTH EAST
T 0131 220 0353 E scotland@hornbuckle.co.uk

Registered in England and Wales No. 02089815
Authorised and regulated by the Financial Services Authority
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