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We've talked about inheritance tax on property, on gifting, and even on trusts — but

now we're circling back to where it all started: pensions.

Because for most people, a pension is their second-largest asset after their home. And
from April 2027, that’s exactly what HMRC is targeting.

If you think your pension is safe from inheritance tax, think again.

The 2027 Rule Change: The Pension Is
Now Part of Your Estate

Until now, pensions sat outside of your estate for inheritance tax purposes.

That meant that even if you had £1 million sitting in a Self-Invested Personal Pension
(SIPP), your children could inherit it tax-free, as long as you died before age 75.

But from April 2027, that changes.

Pensions will be brought inside the estate, meaning they’ll be subject to 40%

inheritance tax, just like your home or savings.

A £1 million SIPP could therefore generate a £400,000 tax bill the moment you pass

away.

So yes — the “pension trap” is very real.

Should You Take the Money Out Before
April 20277

That’s the question I'm hearing most often right now.

“Should | take my pension out before the rules change?”

It sounds tempting. But like most things that sound simple, it’s not.
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Let’s run the numbers.

Say you've got a £500,000 SIPP.

* You can take 25% tax-free — that’s
£125,000.

e Theremaining 75% (£375,000) is
taxable income.

e Even at basic and higher rate bands,
you'll likely pay around £155,000 in

tax just to get that money out.

You're now left with around £345,000

in cash.

And that's where the next trap
appears — because cash is part of your

estate.

When vyou die, that £345,000 is
subject to 40% inheritance tax, which
means your children could end up
with around £207,000.

So you started with £500,000 and,
after income tax and inheritance tax,
your children receive just over
£200,000.

That’s an effective tax rate of close to
60%.

The government never tells you this
part.
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Why Taking the
Money Out
Creates More
Problems

The moment you move pension money
into your personal name, it stops being

protected.

Now you have to decide what to do with
it.

* You can gift it, but that triggers the
seven-year rule and loss of control.

* You caninvest it, but you're back in the
world of income tax, capital gains tax,
and inheritance tax.

¢ You can put itinto atrust, but that takes

time, cost, and planning.

Soin trying to “beat the system,” you can

actually end up feeding it more.

Defined Benefit vs
Defined
Contribution —
Two Very Different
Worlds

Let's take a step back and clarify
something crucial: not all pensions are
the same.



There are two main types:

| Defined Benefit (DB) - sometimes
called Final Salary pensions.

| Defined Contribution (DC) -
which includes personal pensions,
workplace pensions, and SIPPs.

Defined Benefit schemes are the old-
fashioned kind — and in many cases,
still the best kind.

They promise you a guaranteed
income for life, often linked to

inflation.

That’s something money can't easily

buy anymore.

If you're lucky enough to have one,
hold onto it. In most cases, you can’t
transfer out anyway, especially if
you're in the NHS, Teachers’, or Police

schemes.
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So What Should You Actually Do?
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Conclusion: The Real Pension Freedom
Is Knowledge
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Important Note
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The New Pension...




