TMF Global reach

GROUP Local knowledge

A guide to (Q)ROPS: Recognised Overseas
Pension Schemes

Introduction

Quialified Recognised Overseas Pension Schemes were first introduced in the Pensions Act 2006 as part of
‘Pensions Simplification’.

Whilst it has always been possible to apply to the UK authorities to transfer pension benefits overseas, the
introduction of the (Q)ROPS regime was designed to streamline this process. Transfers to (Q)ROPS would be
deemed ‘recognised’ and not subject to any ‘unauthorised payment charges’ as detailed later.

The following is a brief guide to (Q)ROPS and should not be taken as exhaustive. Advice should be sought from
a suitably qualified intermediary both on a potential transfer and the tax implications in your country of
residence.

Who should consider a transfer to (Q)ROPS?

(Q)ROPS are potentially suitable for those who have already emigrated from the UK on a permanent basis, UK
non-domiciles who will return home, and those intending to migrate from the UK on a permanent basis at
some time in the future. HMRC have also confirmed that (Q)ROPS are suitable for UK Domicile & Resident
persons who are not intending to emigrate.

However, in the Finance Act 2017, HMRC announced the introduction of the ‘overseas transfer charge’ (OTC)
which came into effect on the 9% of March 2017. The clauses within the OTC were also revisited in the Autumn
Budget 2024.

The OTC arises on all transfers from a UK Registered Pension Scheme to a (Q)ROPS that have been requested
on or after 9 March 2017. There were, however, exemptions, which if met would allowed the transfer to
proceed without an OTC. These can be summarised as follows:

the member is resident in the same country in which the QROPS receiving the transfer is established
the member is resident in a country within the European Economic Area (EEA) and the QROPS is
established in a country within the EEA

3. the QROPSis set up by an international organisation for the purpose of providing benefits for or in
respect of past service as an employee of the organisation and the member is an employee of that
international organisation. PTM112200 provides guidance on the definition of an international
organisation. It does NOT simply mean a multi-national employer.

4. the QROPS is an overseas public service pension scheme and the member is an employee of an employer
that participates in the scheme

5. the QROPS is an occupational pension scheme and the member is an employee of a sponsoring employee
under the scheme

For those who did not meet the above criteria, an OTC will be charged at the time of transfer.

The Overseas Transfer Charge (OTC) is calculated as 25% on the entire transfer amount where none of the
above-mentioned exclusions apply.
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The Autumn Budget 2024 introduced significant changes affecting the Overseas Transfer Charge (OTC)
treatment of pension schemes. These came into force on 30" October 2024.

The definition of residency in clause 2 of the above-mentioned exemptions has changed in that the EEA is no
longer considered one country. In order for a transfer to avoid the OTC, the member needs to be actually tax
resident in the same country as the (Q)ROPS as per exemption 1 above. The new exemption which was
introduced to replace exemption 2 above is as follows;

The member is a resident of the UK, Gibraltar or the EU, Norway, Iceland and Liechtenstein and all these
apply:

e the QROPS is based in Gibraltar or the EU, Norway, Iceland and Liechtenstein

e the transfer was formally requested before 30 October 2024

e the transfer was completed by 30 April 2025

Post transfer charges - the ‘relevant period’ - if a transfer is not liable to the OTC because when the transfer
is made, one of the above exemptions is applicable, but after the transfer circumstances change so that neither
of these conditions are met, the OTC charge will now arise. This only applies if the change of circumstances
takes place within the relevant period of five full tax years from the date of the original transfer from the
registered pension scheme to the (Q)ROPS. Five full tax years (the relevant period) is either:

- where the transfer is made on 6 April, five years from that date, or

- where the transfer is made on any other date, the period from that date until the next 5 April plus

a further five years from 6 April.

Definition of Resident - The members ‘residence’ in this case means residence for tax purposes. The definition
of tax residence will vary from country to country. Where an individual is resident in more than one state in a
tax year, residence in this context is to be taken as the country of residence for the purposes of the OECD
model tax convention prevailing at the relevant time. The EEA is made up of any EU member state as well as
Liechtenstein, Norway and Iceland. (In the context of this question this includes Gibraltar which is considered
part of the EU as part of the UK. So far, post Brexit, this has not changed, and the UK remains considered as
an EEA country for OTC purposes). In addition, if, after a taxable transfer has been made, the member becomes
resident in a different country, the member is required to tell the scheme administrator within 60 days of the
change of residence.

TMF International Pensions strongly recommends that clients seek advice from a suitably qualified and
regulated intermediary before proceeding with any transfer.

What can be transferred?

Most UK pension schemes can be transferred to a (Q)ROPS including ‘protected rights’ and those schemes in
‘drawdown’. The exceptions are typically State Pensions, Annuities and Final Salary/Defined Benefit schemes
once in payment.

Investment options

Each jurisdiction has its own rules and regulations governing the range of investments that can be held within
their pension funds. However, clients and their advisors should remember that pension funds transferred to
(Q)ROPS, are ‘relevant transfers’ of UK tax relieved pension savings.

TMF International Pensions offers an open architecture platform. The Investments within the scheme should
always remain in line with the following;
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i.  the assets of the Scheme shall be invested in the best interest of the Beneficiaries. In the case of a
potential conflict of interest, the Scheme Administrator, or the Investment Manager that may b e
appointed to manage the Scheme’s assets shall ensure that investment activity is carried out
in the sole interest of the Beneficiaries.

ii.  the assets of the Scheme must always be properly diversified in such a way as to avoid accumulation of
risk in the portfolio as a whole.

iii.  the assets of the Scheme shall be sufficiently liquid and/or generate sufficient retirement income to
ensure that retirement benefit payments can be met closer to retirement date for commencement
of retirement benefits.

iv. subject to paragraph (vi), a Scheme shall not engage, directly or indirectly, in transactions with,
or grant loans to, any of its Members or connected persons thereto.

V. a Scheme shall not engage, directly or indirectly, in borrowing in connection with property
purchases on behalf of any of its Members or connected persons thereto, other than on fully
commercial terms, provided that the Scheme may borrow up to 50% of the amount of property
purchased which must be valued by an Independent Qualified Valuer.

Vi. Immovable property held by the Scheme may be used by the Members or connected persons
thereto provided that it is on fully commercial terms which must be valued by an Independent
Qualified Valuer.

Benefit Options

The retirement options for members and the age when they can commence to take retirement benefits
depend upon the type of pension scheme they transferred to TMF.

If the member transferred UK pension benefits directly from a UK Registered Pension Scheme or indirectly
from an alternative providers’ (Q)ROPS (which can evidence the original source as a UK relevant transfer),
Members will take benefits in a manner consistent with those provided for under UK Rules provided for under
UK Authorised Member payments for pension income under UK legislation.

Pension rule 1 in section 165 Finance Act 2004 provides that no payment of pension may be made before the
day on which the member reaches normal minimum pension age (55), unless the ill-health condition was met
immediately before the member became entitled to a pension under the scheme or on death.

As of April 5th, 2015, HMRC changed the rules governing pension withdrawals, effectively allowing members
to take their 25% PCLS (Pension Commencement Lump Sum) Tax Free in UK and the residual pot (75%) in a
single or regular payment, subject to the marginal rates of income tax.

Please consult your adviser for full details and refer to: Pension Changes 2015 which can be found here.

If members transferred pension benefits which did not originate from a UK Registered Scheme, or the
member or their employer previously made contributions into the TMF scheme, the retirement options in
respect of these benefits are as per B.4.6 of the Pension Rules and as follows.

Initial Cash Lump Sum

In line with Malta Rules, members can commence benefits, irrespective of whether they continue to work,
at any time from age 50 and no later than age 75. Members can take up to 30% of their Fund as an Initial
Lump Sum.
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The remaining benefits after the initial cash lump sum can be used to provide a pension income in one or a
combination of the following ways:

(i) Programmed withdrawals (“PWD")

The remaining funds after the initial cash lump sum must be used to provide members with a regular pension
income payable at least annually, with the maximum annual payment based on the 10 Year Malta
Government Bond Yields, the fund size and age at point of initially taking the income. This limit will be reviewed
every 3 years until age 75, and annually thereafter.

The maximum annual payment will be available within a twelve-month period of the first calculation and can
be taken in a one-off payment or by setting up a regular payment at the frequency of the members’ choosing.

(ii) Purchase an Annuity
Alternatively, members can elect to purchase a lifetime annuity at any time, by transferring all or part of their
remaining Pension Fund to an appropriately licensed Annuity Provider

(iii) Additional Cash Lump Sum (ALS)
After three years from the date of commencement of retirement benefits, members may request an
Additional Cash Lump Sum income payment. Thereafter they can make a request annually to take further
ALS, subject to the conditions below.

Additional Cash Lump Sum Income can only be paid where at the point of request and based on the members’
age, value of the fund and 10 Year Malta Government Bond Yields, we establish that the fund is adequate to
generate sufficient retirement income throughout the members’ lifetime. If this applies, then 50% of the
excess value of the pension fund may be withdrawn as an ALS Income. Sufficient retirement income is defined
as the current annual national minimum wage in the country where the member is residing.

What is a (Q)ROPS?

The requirements that a scheme must meet in order to be considered a (Q)ROPS (Recognised Overseas
Pension Scheme), are laid down here and here.

HMRC now refer to (Q)ROPS only as ROPS having removed the “Qualifying” statement on their website (see
HMRC published list here).

Inheritance Tax

The Autumn Budget 2024 introduced significant changes affecting the inheritance tax (IHT) treatment of
pension schemes, including (Q)ROPS. These changes are set to come into force as of April 6!, 2027. Any unused
pension funds and death benefits above the Nil Rate Band, will be subject to IHT at a rate of 40% upon the
member's death.

A consultation on the implementation of these changes concluded on January 22, 2025. Draft legislation for
these changes is expected to be published later in 2025, providing further clarity on how these rules will be
applied in practice.
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Reporting Requirements

The scheme manager of a (Q)ROPS has undertaken to comply with the information requirements imposed
under The Pension Schemes (Information Requirements - Qualifying Overseas Pension Schemes,
Recognised Overseas Pensions Schemes and Corresponding Relief) Regulations 2006 [SI 2006/208].

Payment Information:

The scheme manager must notify HMRC when they make a payment or are treated under certain provisions
as making a payment, in respect of a relevant member. However, the scheme manager does not have to notify
HMRC if the payment is made 10 years after the day of the transfer that created the relevant transfer fund,
and the relevant member is a person to whom the member payment provisions do not apply under paragraph
2 of Schedule 34 (see PTM113210).

The member payment provisions do not apply unless: the member is resident in the UK when the payment is
made (or treated as made), or although not resident at that time, has been resident in the UK earlier in the
tax year the payment is made or in any of the 5 tax years immediately preceding that tax year.

The scheme manager must provide HMRC with the following information:

a) the full name (first names, surname or family name) of the member including title
b) full postal address of member, including country

¢) the date on which the payment was made or treated as made

d) the amount and currency of the payment

e) the nature of the payment
f) the relevant member’s date of birth & national insurance number

This information must be provided within 90 days beginning on the day on which the payment is made or
treated as made, or by such other time as may be agreed between HMRC and the scheme manager.

Change of tax residency or pension transfer request:

In addition, if, after a taxable transfer has been made, the member becomes resident in a different country, the
member is required to tell the scheme administrator within 60 days of the change of residence. This
requirement only applies for five full tax years following the date of the payment. They should also tell the
scheme manager of the (Q)ROPS.

Information the member needs to provide to the scheme manager of the (Q)QROPS when requesting an
onward transfer - the scheme manager needs certain information to determine whether or not the transfer is
liable to the OTC. Within 60 days of requesting the transfer, the member must provide the following
information to the scheme manager:
e their name and date of birth
e their national insurance number, where applicable, or confirmation in writing that the member does not
qualify for a national insurance number
e their principal residential address and, if they were and ceased to be resident for tax purposes in the
United Kingdom, the date that residence ceased, the name and address of the receiving (Q)ROPS, the
country in which it is established, and its (Q)ROPS reference number
e whether or not the receiving (Q)ROPS is an occupational pension scheme
e whether or not the receiving (Q)ROPS is an overseas public service pension scheme (see PTM112300 for
definition)
e whetheror not the receiving (Q)ROPS is established by an international organisation (see PTM112200 for
definition) for the purpose of providing benefits for or in respect of past service as an employee of the
organisation.
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Where the answer to any of the last three extra questions is ‘yes’ the member must also supply the
following details to the scheme manager:

e their employer’s name and address

e theirjob title

e the date their employment started

e their tax reference in respect of the employment (if known)

Members do not need to provide this information if all their UK related funds under the scheme are:

e pre-9 March 2017 funds, or

e the transferred funds were liable to the overseas transfer charge, either on transfer into the current
(Q)ROPS or on an earlier transfer where there has been a chain of transfers between (Q)ROPS, and
the member has not qualified for a repayment of the tax charge, or

o the member payment provisions do not apply to the transferred funds, either because the relevant
time limit has been exceeded or because the member has used up all their relevant transfer fund or
ring-fenced transfer fund.

These exemptions cover the situations where the overseas transfer charge cannot arise on a transfer
between (Q)ROPS.

Change of residence
In addition, if, after a taxable transfer has been made, the member becomes resident in a different country,
the member is required to tell the scheme administrator within 60 days of the change of residence. This

requirement only applies for the length of the relevant period.

Why you should choose Malta

e Full Member of EU since 2004.
e Member of:
o EBA (European Banking Authority)
o EIOPA (European Insurance & Occupational Pensions Authority)
o ESMA (European Securities Marketing Authority)
o 10SCO (International Organisation of Securities Commission)
o 1AIS (International Association of Insurance Supervisors)
e Pensions are a regulated activity.
e Pension Scheme administrators and Individual Pension schemes are licensed.
e Compulsory independent auditing of pension schemes, submitted to the Regulator.
e Extensive network of Double Tax Treaties
e Single, accessible and responsive regulator — MFSA.
e Alllicenses, legislation and regulations published on MFSA website — www.mfsa.com.mt
e Comprehensive, legislative & regulatory framework.
e |FRS standards since 1997.
e Sophisticated ICT Infrastructure
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Contacts:

Bethell Codrington

Global Head

TMF International Pensions
+44 20 7832 4960

bethell.codrington@tmf-group.com

Katharine Evelegh
Operations Manager

TMF International Pensions
+44 20 7832 4960

Katharine.evelegh@tmf-group.com

Annabel Gouriet

Junior Client Relationship Manager
TMF International Pensions

+44 20 7832 4960

annabel.gouriet@tmf-group.com

Disclaimer

Matthew Borg

Director

TMF International Pensions
+356 220 630 00

matthew.borg@tmf-group.com

Nicholas Newton
Client Relationship Manager
TMF International Pensions
+44 20 7832 4960

Nicholas.newton@tmf-group.com

Whilst we have taken reasonable steps to provide accurate and up to date information in this publication, we do not give any warranties or
representations, whether express orimplied, in this respect. The information is subject to change without notice. You acknowledge that the
information contained in this publication is subject to changes in (tax) law in different jurisdictions worldwide.

None of the information contained in this publication constitutes an offer or solicitation for business, a recommendation with respect to our services, a
recommendation to engage in any transaction or legal, tax, financial, investment or accounting advice. No action should be taken on the basis of this
information without first seeking independent professional advice. We shall not be liable for any loss or damage whatsoever arising as a result of
your use of or reliance on the information contained herein. This is a publication of TMF International Pensions (internationalpensions@tmf- group.com).
TMF International Pensions is part of the TMF Group, consisting of a number of companies worldwide. A full list of the names and addresses of the
companies are available on our website: www.tmf-group.com. Details of the regulatory status of the companies are available on request.
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