Summary of decisions

The annual allowance (AA)

A.1 From April 2011, the AA for tax-privileged pension saving will be £50,000 (reduced from
£255,000 in 2010-11);

A.2 There is no proposal to index the level of the AA during the forecast period. Beyond that,
the Government will consider options for indexing the level of the AA;

A.3 Relief will be available at an individual’s marginal tax rate;

A.4 The tax charge for exceeding the AA will be a tailored charge, to recoup the full marginal
rate relief that an individual has benefited from;

A.5 Deemed contributions to DB schemes will be calculated via a flat factor. Reflecting the
Government Actuary’s advice, the level of the factor will be set at 16, meaning that an increase
in annual pension benefit of £1,000 would be deemed to be worked £16,000;

A.6 Deferred members will be exempt from the AA regime;
A.7 The previous year's accrued pension benefits will be revalued for active members;
A.8 Any negative accruals will continue to be treated as zero;

A.9 No exemption from the AA test will apply to individuals claiming enhanced protection, and
no exemption will be granted in the year that benefits come into payment;

A.10 The AA test will not be applied in the year of death, or in the case of lump sums paid
where individuals are diagnosed with serious (terminal) ill-health. The Government also
recognises that in some cases of major ill-health, it would be inappropriate for the AA to apply.
The Government will therefore look to exempt ill health benefits from the AA regime. The
Government intends to set out further details around how such an exemption will operate,
managing the risks of avoidance that it could open up, in the draft Finance Bill 2011.

A.11 Exemptions will not be granted in cases of redundancy;

A.12 The Government intends to operate a simple flat factor that does not vary to reflect the
value of pensions taken from an earlier age;

A.13 The Government will bring forward legislation to prevent avoidance that could otherwise
occur through exceptional increases in the value of a pension in payment;

A.14 Where individuals exceed the AA in a given year, unused allowance from up to three
previous years will be available to offset against the excess pensions savings. Carry-forward
will be available against an assumed AA of £50,000 for the tax years 2008-09, 2009-10 and
2010-11;

A.15 The Government understands that, generally, schemes can be redesigned in a way that
does not affect accrued rights and therefore that there should not be legislative barriers to doing
so. However, it recognises that in some cases scheme trustees may not have the power to
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amend their rules in this way. It will therefore continue to engage with interested parties,
together with DWP, and will take action if necessary, consistent with its overall principles of
simplicity, fairness and protection of the public finances, to support employers and schemes in
adapting to the new regime.

A.16 Some individuals will — due to a significant boost to their pension rights in a given year —
incur charges for exceeding the AA that are unmanageable in-year, from current income. The
Government is therefore considering options for those individuals to pay the charge out of their
pension entitlement, rather than current income. This reflects the point that it is a significant
increase in that pension wealth that has resulted in the liability. One option is for the scheme to
pay the charge on behalf of an individual at the point at which the charge arises. Another
option is for excess contributions above the AA, or tax liabilities, to be “rolled up” until the point
of benefit crystallisation. The Government will assess options against their impact on the public
finances, and administrative complexity and burdens for schemes and HMRC, while ensuring
that the regime remains robust against risks of avoidance;

A.17 PIPs will not be compulsorily aligned with the tax year. Schemes wishing to align their PIPs
with the tax year will, as now, be able to do so;

A.18 Transitional rules for PIPs will be introduced on 14" October (taking immediate effect).
These will apply to those whose PIP for 2011-12 has already started;

A.19 Where individuals have (deemed) contributions over the AA in a pension arrangement, the
scheme must provide the member with their pension input amount for the relevant year within
six months of the end of the tax year. Where individuals request this information, pension
schemes must provide details on the pension input amount by the later of 3 months from the
request and 6 months from the end of the tax year;

A.20 Employers must provide information about employees’ pensionable pay, benefits and
service to pension schemes by 6™ July following the end of the tax year;

A.21 For the first year only, employers and pension schemes will be given an additional
12 months, i.e. until 6™ July 2013 or 6™ October 2013 respectively, to provide the required
information.

The lifetime allowance (LTA)

A.22 From April 2012, the LTA for tax-privileged pension saving will be £1.5m (reduced from
£1.8min 2010-11);

A.23 The Government is minded to maintain the LTA valuation factor at its current level of 20;

A.24 The LTA tax charges will remain unchanged (55 per cent if paid as a lump sum and 25 per
cent if paid from annual pension income, on top of marginal rate tax on the pension income);

A.25 The maximum tax-free lump sum will remain at 25 per cent of the standard LTA;

A.26 From April 2012, the trivial commutation limit will be de-linked from the LTA (where it is
currently set at 1 per cent LTA). It will remain at its current level of £18,000;

Legislation

A.27 HMRC is taking comments on the draft legislation for the AA regime, to ensure that it
delivers the Governments stated policy intent. The Government will publish the consolidated
draft clauses for the AA and LTA as part of the consolidated draft clauses planned for Finance
Bill 2011, due to be published for consultation towards the end of 2010. The Government will
publish a full initial impact assessment alongside this.



A.28 The Government intends to repeal the ‘high income excess relief charge’ measure,
inherited from the previous Government and legislated at Finance Act 2010 (April). The Treasury
Order which achieves this will be laid in parallel with the publication of the draft Finance Bill
2011 legislation. This draft legislation will also include the regulations which will turn off the
special annual allowance (the anti-forestalling regime) at 6 April 2011.

A.29 The Government will bring forward legislation LTA as part of the consolidated draft clauses
planned for Finance Bill 2011, that will ensure that intermediary vehicles, including employee
benefit trusts (EBTs), and funded employer-financed retirement benefit schemes (EFRBS), are no
more attractive that other forms of remuneration. This is to address the use of these
intermediary vehicles to disguise remuneration and avoid, reduce or defer payment of tax; and
to maintain the principle that there is a limit on the level of tax-advantaged retirement saving
the Government is willing to support. The Government will continue to monitor the fiscal risk on
all other forms of EBTs and EFRBS.
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