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“The new rules return
pensions to the complexity of
string theory” (Economist

2 May 2009)

Higher rate pension tax relief came under
scrutiny in the Budget with proposals to
restrict tax relief for those with annual
income of more than £150,000. Relief will be
tapered away between £150,000 and
£180,000 with the result that tax relief will be
worth 20 per cent, the same as a basic rate
taxpayer, for those with income above
£180,000. It is anticipated that consultation
will take place with interested parties on how
to ultimately implement this procedure.

In the meantime, however; transitional
arrangements have been introduced to
prevent those who might be affected by the
new rules accelerating their pension
contributions to take advantage of existing
tax relief provisions.

These transitional arrangements are extensive
and have far reaching implications for higher
earners.

Who is affected by the transitional
arrangements?

All individuals whose income exceeds £150,000 in
2009/10, or has done in any of the previous two
tax years. Income for this purpose includes all
taxable income received from employment and
also includes dividend income, interest on deposits
and rental income.

The transitional rules cover all pension
contributions made by high earners after 22 April;
exemptions exist for continuing regular
contributions and contributions under £20,000
per annum

As investment and other non employment income
is included in this calculation it will be difficult for
employers to judge which of their employees
might be subject to the transitional arrangements.

continued on page two

A

§
N
E—

May 2009

e

£l -

What are the transitional arrangements?

Individuals who fall under the category described
above may be subject to a new tax on pension
contributions made by them as individuals or
made for them by an employer.

Employees who receive employer pension
contributions, outside of some exceptions, will be
required to declare these upon their self
assessment tax return and will suffer a 20 per cent
special annual allowance tax charge on the gross
value of these contributions.

Individuals who personally contribute to a
personal pension will continue to pay net of basic
rate tax which will be reclaimed by the pension
provider but they will no longer be able to offset
those contributions against higher rate tax relief
through their self assessment returns.
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How does this affect employers?

The employer's tax situation is unchanged; employer
contributions will continue to be eligible for tax relief as
currently and will continue to avoid employer's National
Insurance contributions.

However, employers may become involved in talking with those
employees who, because of the new tax, no longer wish to make
pension provision and are seeking to re-negotiate their
remuneration packages accordingly.

What’s happened to Salary and Bonus Sacrifice?

Specific measures within the transitional arrangements prevent
employees from attempting to artificially reduce their income
below £150,000 by sacrificing bonuses or salary. Any salary or
bonus sacrifice provisions entered into after 22 April will not, for
the purposes of the new tax have the effect of reducing an
employee’s income. Although such sacrifices can still take place,
any amount sacrificed will still count when calculating total
income for the high earner test (but not for any other purpose).

Salary or bonus sacrifice arrangements entered into prior to

22 April will continue to have the effect of reducing an
individual's income for the high earner test. However, the extra
amounts contributed as a result of the sacrifice will still
potentially be subject to the special annual allowance charge if an
employee's income, despite the sacrifice, remains above
£150,000.

What about Pension Contributions made prior to
22 April?

All contributions paid prior to this date should avoid the new
tax.

What are the exceptions?

There is provision for certain existing contributions to be
deemed as “protected pension input”. This allows individuals
whose income is over £150,000 to continue to receive full tax
relief on regular pension contributions which were in existence
prior to the Budget. Regular contributions for these purposes
must be at least quarterly payments; note annual contributions
do not count as regular contributions. Individuals therefore who
are members of an employer’s pension scheme and who will
generally be making monthly contributions will not suffer the
new tax by continuing with those contributions.

Pension members also may contribute up to £20,000 per tax
year without being subject to the new tax. The £20,000 includes
all existing pension contributions including those which might be
protected under the exceptions above.

Certain increases in contributions will be permitted, for example,
if an individual is contracted to pay a percentage of their salary
into the pension scheme and their salary is increased during the
year, the resultant increase in contributions will generally not be
subject to the new tax.

The rules on permitted increases in contributions are
complicated and further advice should be sought before these
are considered.

There are also special provisions for new employees joining an
existing employer’s pension scheme and if an employer
restructures their pension provision.

What about Defined Benefit (Final Salary) Schemes?

In general most members of Defined Benefit Schemes will avoid
the new tax on their ongoing employer and personal
contributions. Increases in contributions should also be covered
if they relate to an increase in salary. Again, there are specific
anti-avoidance provisions to prevent Defined Benefit Schemes
improving the benefits payable perhaps by increasing the accrual
rate. Further advice should be sought in this regard if
appropriate.

What happens in 201 1/12?

The intention is to introduce a system of taxation on pension
contributions for all high earners exceeding the £150,000
income threshold. At this time we expect all contributions for
such employees to be subject to the new tax.

It is anticipated that tax relief will be tapered for those with
income between £150,000 and £180,000.

It also seems likely, although this has not been confirmed, that
the tax charge will rise from 20 per cent to 30 per cent in line
with the new 50 per cent tax band, probably from next year.

How can BDO help?

*  Employers may wish to seek advice before proceeding with
increases in contributions or changes to pension schemes that
may affect high earners. It should be borne in mind ‘high earners’
may be difficult to identify due to the broad definition of income.

* Inevitably some employees will wish to cease receiving
employer pension contributions.We can help you consider and
form a strategy on alternative, compensatory payments.

e Individuals should also be wary of making changes to any
existing pension plans which carry regular contributions. Such
changes can result in the loss of protection on those
contributions. We can assist you by constructing a
communication strategy.
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