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a bit of 
li¯ht relief!

In last month’s informer Colin Jelley assessed
the impact of the changes in legislation
proposed in the Chancellor’s Budget
announcement and the Finance Bill
published shortly afterwards. Most of the
proposals analysed have entered legislation
without change, however last-minute
alterations were made to pension legislation
regarding the limit on contributions eligible
for full tax relief in the current and 2010/11
tax years for those with relevant income in
excess of £150,000.

For such clients, the Budget had proposed
that benefit accrual without tax
consequences be limited to a special 
annual allowance of £20,000 or, if higher,
a protected pension input based on 
pre 22 April 2009 regular savings into
registered pension schemes. The legislation
defines regular savings as benefits accruing
or contributions paid to money purchase
schemes quarterly or more frequently.

Many of the individuals caught by the
relevant income threshold had made
significant contributions prior to 22 April 
2009 to registered pension schemes on

more of an ad hoc basis than monthly or
quarterly. Under the original proposals they
would be limited in making contributions up
to the special annual allowance of £20,000
if they wished to avoid the special annual
allowance charge.

what has chan¯ed?
The Government has bowed to pressure
from the industry and other interested
parties for a solution to ensure these
individuals have some protection available
on future funding over both affected tax
years. The added protection offered is
defined as ‘infrequent money purchase
contributions’. As the title suggests, this
alternative will only apply to contributions
paid to money purchase schemes that were
less frequently than quarterly.

The calculation basis to determine the value
that applies is based on an average of
contributions made in the period covering
the three tax years from 2006/07 to
2008/09. Where the average exceeds
£30,000 there is an infrequent money
purchase contribution cap of £30,000 for
the current and the 2010/11 tax years.  

Some clients will, before 22 April 2009,
have contributed through a mixture of
regular savings and ad hoc contributions to
registered pension schemes. As a result the
final rules need careful analysis based on
individual client circumstances. The analysis
will decide what, if any, contribution over
the special annual allowance clients can pay
without incurring the special annual
allowance charge – and as the legislation
currently stands, to which schemes such
contributions can be paid.

protected pension input
Regular savings made before 22 April 2009
exceeding the special annual allowance 
fall under the definition of a protected
pension input. These savings receive
protection provided they continue to accrue
in the pre 22 April 2009 registered pension
schemes or are redirected to an arrangement
from 22 April 2009 meeting the following
criteria:   

• The scheme is a public service pension
scheme, an occupational scheme or a
group personal pension scheme.
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• Through either style of scheme there 
is no material change to the basis of 
benefit accrual, or if so it must affect at 
least 50 active members of the scheme.

• Until 5 April 2011 there are at least 
20 other active scheme members who
continue to accrue benefits on the same
basis as the client concerned.

The Government has signalled its intention
to review the limits this imposes on clients
who wish to preserve their protected
pension input but do not want to do so
through their pre 22 April 2009
arrangements. 

plannin¯ considerations 
The use of the infrequent money purchase
contribution rules may allow certain clients
to use this definition as a means of funding
higher contribution levels that do not
attract the special annual allowance charge.
Clients using this alternative can contribute
to any registered pension scheme before the
start of the 2011/12 tax year. This may allow
some clients to continue with consolidation
plans while maximising tax relief protection.
It is important to bear in mind that the
legislation does not currently provide for
any special allowance or protected pension
input on which full tax relief will be available
from the beginning of the 2011/12 tax year.
The three examples in the panel help to
explain how the regime will work in the run
up to the 2011/12 tax year.  

For further post Budget 2009
pension planning support from
Adrian Walker visit
www.informerlive.co.uk/knowledgelive  

example 1 
Client with regular pre 22 April 2009 savings and 
a large lump sum contribution 
A client has been paying £1,000 a month before 22 April 2009 into a registered pension
scheme. In addition, in the 2007/08 tax year his scheme received a lump sum contribution of
£100,000 from his employer. 

Impact: client benefits from the infrequent money purchase contribution allowance.

The infrequent money purchase contribution allowance will be £30,000 
(ie £100,000/3 = £33,333.33 but capped at £30,000).

This becomes the special annual allowance for this client for the current and 2010/11 tax
years. Contributions up to that level will avoid the special annual allowance charge. The client
can pay those contributions on whatever frequency they wish, ie increased regular
contributions, lump sum contributions or a mixture of both to any registered pension scheme.

example 2
Large regular savings with small lump sum contribution
A client has a protected pension input of £30,000 a year because of the regular contributions
paid before 22 April 2009. In addition he paid a lump sum contribution of £10,000 gross in
each of the 2006/07, 2007/08 and 2008/09 tax years.

Impact: the infrequent money purchase contribution allowance would be £10,000 
(ie £30,000/3). This value does not increase the protected pension input of £30,000 the
client enjoys. The client will have a protected pension input value of £30,000 for the current
and next tax year.

As this allowance is from regular savings, contributions up to that level must continue to the
pre 22 April 2009 registered schemes that created the protected pension input, or if
switching they must meet the acceptable definition of alternative registered scheme. 

example 3
Position for 2009/10 tax year for clients with both regular
savings and irregular money purchase contributions paid
prior to 22 April 2009

Does client have relevant income in any
tax year in the period 6 April 2007-5 April 2010

that exceeds £150,000? 

YES: Will client currently accrue
benefit value in registered pension

schemes in 2009/10?

YES: Does the three year average of
the irregular money purchase

contributions and the regular pension
savings exceed £20,000?

YES: Does the value of the regular
savings exceed the three year average

of the irregular money purchase
contributions or £30,000 if lower? 

YES: Full tax relief available on regular savings as protected pension input provided
regular contributions paid to existing pre 22 April 2009 regular savings registered

pension schemes or re-directed to new occupational/group personal pension schemes
with at least 20 other members in same membership category. 

If regular savings redirected to registered pension scheme do not meet the group
definition above, protected savings value is reduced to higher of £20,000 or three year
average of irregular money purchase contributions capped at  a maximum of £30,000.

Special annual allowance charge applies to savings in excess of this amount. 

NO: Opportunity to maximise funding to
£20,000 of accrual for 2009/10 and 2010/11

to any registered pension scheme.

NO: Full tax relief available on savings up to
three year average of irregular money

purchase contributions – contributions
payable to any registered pension scheme.

Special annual allowance charge applies to
savings in excess of this amount.

NO: No impact in current tax year on
capacity to fund relievable contributions

to the Annual Allowance. 

This document is based on Skandia's interpretation of the
law and HM Revenue & Customs practice as at July 2009.
We believe this interpretation is correct, but cannot
guarantee it. Tax relief and the tax treatment of investment
funds may change.
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Calls may be monitored and recorded for training purposes and to avoid misunderstandings.
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