GOVERNMENT TO RESTRICT ANNUAL ALLOWANCE TO £50,000

PENSIONS - SIMPLIFIED TAX REGIME

Synopsis: The Government has issued its response to its discussion paper on the restriction of pension tax reliefs.

Date posted: Thursday, October 14, 2010
The Government has now issued its response to its discussion paper on the restriction of pension tax relief . This was accompanied by a ministerial statement and a paper provided by the Government Actuary's Department on how the valuation factor for DB benefits was determined. HMRC are due to be issue some draft Finance Bill 2011 clauses regarding the changes and a guidance note, but these had not yet been published at the time of writing this bulletin.

We will be providing a detailed commentary on the changes in a future bulletin but in the meantime we are setting out bullet point details of the key changes.

2011/12

· The High Income Excess Relief Charge legislation, due to take effect from 6 April 2011 will be repealed.

· The Annual Allowance (AA) will be reduced to £50,000 from 6 April 2011. The Government will 'consider options' for indexing the AA for tax years 2016/17 onwards.

· Where an individual exceeds the AA in a tax year he may be able to avoid a tax charge by taking account of any unused AA  in the three immediately preceding tax years, ie carry forward has been reborn.

· For active members of DB schemes, benefits will be valued for AA purposes using a 16 times multiple after allowing for salary inflation in line with the CPI. 

· As now, there will generally be no AA calculation for deferred members of DB schemes.

· There will be no exemptions from the AA for cases of redundancy or in the year in which all benefits are crystallised under a scheme.

· Pension input periods (PIPs) will continue as at present, so that the end date can be selected by the scheme and will not be automatically aligned with the tax year. Complex transitional provisions will, however, apply where a PIP commencing before 14 October 2010 ends in 2011/12 tax year. This would appear to favour contributions to schemes where the current PIP will end before 6 April 2011, but this apparent loophole could be closed retrospectively. 

· Where an AA tax charge is due, the excess subject to that charge will be treated as the top slice of the individual's income, meaning that all tax relief will be lost on that excess amount. However, the Government is looking at ways to collect the charge from the pension arrangement rather than the individual.

· There will be no cap on the rate of pension tax relief.

· From 6 April 2011, new legislation 'will ensure that funded EFRBS are less attractive than other forms of remuneration'

2012/13     

· The standard lifetime allowance (LTA) will be reduced to £1.5 million. There is no indication that the LTA will subsequently be indexed.

· Complex transitional provisions will be introduced for those individuals who: 

· Have primary protection

· Have no transitional protection, but have pension benefits currently valued in excess of £1.5 million

· With pensions currently valued at less than £1.5 million, but who feel that the investment growth on those funds may take the value to in excess of £1.5 million

· Enhanced and primary protection will be retained, but enhanced protection will no longer be exempt from the AA test. 

· The trivial commutation level will be fixed at £18,000 and de-linked from the LTA.

