Draft amendments to the Registered Pension Schemes Manual (RPSM) for the draft Finance Act
2004 (Registered Pension Schemes and Annual Allowance Charge) (Amendment) Order

Draft amendments to an existing page of the RPSM are highlighted
RPSM06106010 - Technical pages: annual allowance: from 6 April 2011:

pension input periods: the basics where the first pension input period starts on
or after 6 April 2011

[Section238 Finance Act 2004] [Paragraph 27(2) Schedule 17 Finance Act 2011] [The
Finance Act 2004 (Registered Pension Schemes and Annual Allowance Charge)
(Amendment) Order 20XX (20XX/XXXX)]

The guidance on this page applies to arrangements where the first pension input ggrio rts
on or after 6 April 2011.

For arrangements where the first input period started before 6 April 2011 see M06106060 and
RPSM06106070.

What is the pension input period?

When does a pension input period start and end?
Example of pension input period start and end dates
Pre-6 April 2006 deferred members

How is pension saving measured against the annual allowance when pension input period is
not the same as the tax year?

What happens if an individual has more than one arrangg
periods?
When do pension input periods stop for an arrange

hich have different pension input

What is the pension input period?

The following applies to arrangements where the first pension input period starts on or after 6 April
2011.

A pension input period is the perioqgver which the amount of pension saving (pension input
amount) under an arrangement i gsured. The measurement works on the principle of how
much was saved from the start o @ Asion input period to the end of the pension input period.

An individual can have 2ofPne pension input period. For example an individual could have
a different pﬁ\ i
different p

A pension input period for ag
be exactly the same as the

t under a registered pension scheme does not have to

period for each scheme that they are a member of, or

io put periods for each arrangement they have under the same registered

A pensiggain peri®d normally runs for a year, for example from 1 January to 31 December. A
pensioffinput jod can be less than a year. The first pension input period for an arrangement
cangoWoe lor@er than 12 months but a subsequent pension input period for that arrangement can
b, n 12 months.

An ividual cannot have more than one pension input period relating to the same arrangement

n the same tax year.

The pension input period for an arrangement under an overseas pension scheme (where that
overseas pension scheme is not a registered pension scheme) will always be the same as the tax
year. RPSM13102300 has more details about how the annual allowance applies in relation to
overseas pension schemes.

When does a pension input period start and end?

The following applies to arrangements where the first pension input period starts on or after 6 April
2011.
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The first pension input period in respect of an arrangement will start when benefits begin to build
up under that arrangement unless the arrangement is an other money purchase arrangement.

For a defined benefits arrangement or cash balance arrangement benefits beginning to build
up under the arrangement means benefits starting to accrue to, or in respect of, the individual.
Typically this will mean the first pension input period coincides with the setting up of a new
arrangement.

However, a first pension input period might start at some point after an existing arrangement has
been established, for example where

e benefits to or in respect of the individual start to accrue again under an existing
arrangement where the last such accrual had ceased before 6 April 2006 (m

information under heading ‘Pre-6 April 2006 deferred members’ further down page),
or

e benefits to or in respect of the individual have continued to accrue si efore 6 April
2011 under an existing arrangement, or start to accrue again on o er il 2011

under an existing arrangement, where the individual has enhancgl proOQctio™ (see
RPSM06105050 and more information under the heading ‘Enhand@d @ction’ further
down this page).

For other money purchase arrangements the first pension input pe will 'start from the date that
the first contribution is paid to the arrangement. RPSM06107020 hasWore details about the
meaning of a contribution for this purpose.

less an earlier or later end date is
gof the starting date of the pension
il can be made after 5 April but this

That first pension input period will end on the follo
nominated. This nominated end date must be withi
input period. A nomination for an end date later t
cannot be a date before the nomination is made.

Note, if the first pension input period actually starts on a 5 April it will end on that same 5 April
(and not the following 5 April) unless a later date is nominated. Such a nominated end date
must be within 12 months of that@April. A ®0mination for a later end date can be made on or

after that 5 April but this cannot be Mdate before the nomination is made.

The next (second) pension input
period. It will end on the anni

te before the date the nomination is made.

g to the start and end dates for later pension input periods (third, fourth,
ame requirement above as for the second pension input period.

can change the end date of a pension input period vary depending on the type
emglit. Full details on pension input periods for the different types of arrangements can

06106020
SM06106030 - for defined benefits and cash balance arrangements
RPSM06106040 - for hybrid arrangements.

- for other money purchase arrangements

Example of pension input period start and end dates

The following applies to arrangements where the first pension input period starts on or after 6 April
2011.

The first pension input period starts on 1 June 2011.
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No nominations made

First pension input period runs from 1 June 2011 to 5 April 2012. First pension input period
applies for tax year 2011-12.

Second pension input period starts on 6 April 2012 and ends on 5 April 2013. Second
pension input period applies for tax year 2012-13.

Third pension input period starts on 6 April 2013 and ends on 5 April 2014. Third pension
input period applies for tax year 2013-14.

And so on for subsequent pension input periods.

Nominations made in some years

First pension input period runs from 1 June 2011 and ends on the nominategadate
May 2012. First pension input period applies for tax year 2012-13 and not the ye
2011-12 that would have applied with no nomination.

Second pension input period starts on 1 June 2012 and ends on 31 Ma 13. No
nomination made in respect of the end date for the second pensio i#. Second
pension input period applies for tax year 2013-14.

ed date of 31
input period is longer
x year following the
ension input period applies

Third pension input period starts on 1 June 2013 and ends g,
December 2014. The nomination date means that the thir,
than 12 months but the third pension input period still en
tax year in which the second pension input period ended. Thi
for tax year 2014-15.

will end on 31 December 2015
ed instead. The fourth pension

Fourth pension input period starts on 1 Jan
unless another end date, that falls in 2015-1
input period will apply for tax year 2015-1

And so on for subsequent pension input pe
Enhanced protection ,

An individual who has enhanced pr tion is fully liable to the annual allowance provisions with
effect from 6 April 2011.

duals with a defined benefits and/or cash balance
| continue to meet the conditions for enhanced protection but
measure against the annual allowance.

This is primarily a considerg
arrangement as the individ
still have pension input

For individuals’i S arrangement that was in existence on 6 April 2011 the first pension
input period for th rrangdement will start on 6 April 2011 if benefits to or in respect of the
ti d to accrue under the arrangement since before that date.

Othervg heQgst pension input period for such an existing arrangement (or a new arrangement)
will st@rt on i@e®ate on or after 6 April 2011 that benefits to or in respect of the individual first
stof§® tqgccryl, or start to accrue again, under the arrangement.

or ividuals with an other money purchase arrangement, enhanced protection would be lost
ately a relevant contribution is paid under the arrangement (see RPSM03104510).

Pre-6 April 2006 deferred members

The annual allowance provisions do not apply to a defined benefits arrangement or cash balance
arrangement where the individual became a deferred member (as defined for the purpose of the
tax rules) under that arrangement prior to 6 April 2006, and has remained so from then on.
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If benefits start to accrue to or in respect of the individual again under the arrangement on or after
6 April 2006 the first pension input period for the arrangement will start when that post-5 April
2006 accrual started and the annual allowance provisions will apply.

RPSM06107210 has more information about pre-6 April 2006 deferred members including details
on where an individual may have ceased to accrue retirement benefits but nevertheless does not
count as being a deferred member for the purpose of the tax rules since before 6 April 2006.

How is pension saving measured against the annual allowance when the pension input
period is not the same as the tax year?

To work out if an individual’s pension saving is more than the annual allowance for a ti
tax year the pension savings for pension input periods that end in that tax year is taken i
account.

Example

Linda needs to work out how much pension saving she has for the 20 tax year. She

has one pension arrangement and the first pension input period fog ement starts
on 1 June 2011 and ends on 31 December 2011 (which is a nomi
second pension input period starts on 1 January 2012 and en
(there is no nominated end date for the second pension inp

Her pension savings (pension inputs amounts) are:
1 June 2011 to 31 December 2011 - £15,000
1 January 2012 to 31 December 2012 - £45,00

The pension input period ending in the 201 LAt Is the period 1 June 2011 to 31
December 2011. This means Linda's pensig g for 2011-12 is £15,000 and this is the
amount that is measured against the annu} Wice for 2011-12. In this example,
Linda’s pension savings has not exceeded th% al allowance for 2011-12.

What happens if an individual has moreﬁn one arrangement which have different
pension input periods?

The annual allowance for a tax y sted against pension saving for pension input periods
ending in that tax year.
Example

Judy is a memb 0 pphsion schemes.

Scheme& h sioll input period in line with the tax year.

Scheme ion input period that runs to 31 December.

gs in Scheme A for the period 6 April 2011 to 5 April 2012 are £20,000.

er pension savings are £15,000 for the year to 31 December 2011.

2

udy | pension savings for 2011-12 are £35,000 so she does not have to pay any
nugllallowance tax charge for that year as her total pension savings have not exceeded
nual allowance.

On 1 June 2011 Judy joins pension scheme C, and makes pension savings of £50,000 in
the year to 31 May 2012 (the pension input period for Scheme C has a nominated end date
instead of the period ending on 5 April 2012) in that scheme. Even though some of the
contributions to scheme C may have been made in 2011-12, they do not count towards her
annual allowance in that year. Instead they are taken into account in 2012-13, the tax year
in which the pension input period for scheme C ends.

When do pension input periods stop for an arrangement?

When the individual becomes entitled to all benefits under an arrangement the pension input
period in which that happens will be the last pension input period for the arrangement. The
pension input period does not stop when all the benefits are taken; it will continue until the due
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end date for that period. For example, a member crystallises all benefits on 1 September 2011
(which is in the 2011-12 tax year). However, this crystallisation is in the pension input period
running from 1 June 2011 to 31 May 2012, which ends in the 2012-13 tax year.

This also applies when all benefits are transferred from the arrangement.

When a member becomes entitled to all their benefits under an arrangement, that will be the last
pension input period and, therefore, after this has ended there will be no need to test the benefits
in payment against the annual allowance. This means that if a BCE 3 occurs in respect of the
member at a later date, then this will only need to be included in the pension input amount if it
occurs after the member has become entitled to their benefits but before the end of the final
pension input period. A BCE3 that occurs after the end of the last pension input period is no
included in calculating the pension input amount.

N
\
™
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RPSM06107020 - Technical pages: annual allowance: from 6 April 2011:
pension input amounts: under an other money purchase arrangement

[Section 233 Finance Act 2004 and section 52(7) & (10) Finance Act 2013] [The
Finance Act 2004 (Registered Pension Schemes and Annual Allowance Charge)
(Amendment) Order 20XX (20XX/XXXX)]

The amount of pension savings under an other money purchase arrangement is simply
total of contributions paid into the arrangement during the pension input period. This e
pension input amount for the arrangement.

What is included in the pension input amount

What is not included in the pension input amount

Date contribution paid — personal and group personal pension schemes
Date contribution paid — net pay arrangements

Date of contribution — information held for existing contracts

What is included in the pension input amount
The following is included in the pension input amount for an other ey purchase arrangement:

Also a relievable contribution will include the agnount of any part of that contribution paid by, or on
behalf of, the member that does not actually}t any relief. For example, the amount of the
relievable pension contributions eXQgeds the member’s relevant UK earnings that are chargeable
to income tax for the tax year. Suggliimounts that do not actually get any relief are still included
even if the amounts are refunded Sember as a refund of excess contributions lump
sum, as those amounts were, ne¥ %5, paid during the pension input period concerned.

If an employer pays contri e scheme that have not been allocated to a specific
member, but are later pgit th ember’s arrangement, these employer contributions should
be included in the pensidQ i ount when they are actually allocated to the member’s
arrangement. 4

What is pot j in the pension input amount

The follow i hcluded in the pension input amount

ble pension contributions that are paid by, or on behalf of, the individual during
pension input period but are subsequently returned to the individual by way of a
nd of excess contributions lump sum that is made in a pension input period
nding in the tax year 2014-15 or a later tax year

contributions paid by the individual, or by someone other than the individual’s
employer, after the individual has reached age 75

e contributions that are life assurance premium contributions that do not qualify for tax
relief - see RPSM05101220

e investment income or returns; and

¢ where the arrangement is contracted out of the State Second Pension, minimum
payments paid by employers (including amounts recovered by the employer from the
individual) and rebates and minimum contributions paid by HMRC.
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Note - for the exclusion from the pension input amount mentioned in the first bullet point above
the refund of excess contributions lump sum could occur during the same pension input period in
which the contributions were paid or in a later pension input period. A refund of excess
contributions lump sum that is paid in a pension input period ending in the tax year 2013-14, or
an earlier tax year, would not have the effect of reducing the pension input amount for the pension
input period during which the contributions were paid.

Note - the exclusion from the pension input amount mentioned in the final bullet point above of
minimum payments paid by employers (including amounts recovered by the employer from the
individual) was removed with effect from 6 April 2013. The exclusion is no longer needed as
minimum payments stopped with effect from 6 April 2012.

However, such minimum payments that were made before 6 April 2012 continue to be e de
from pension input amounts for pension input periods ending in the tax years 2009- 20 1,
2011-12 and 2012-13 for the purposes of carry-forward of unused annual allowance.

Date contribution paid - personal and group personal pension schem
It is common for an employer to act as the collector of employee contribyi® D
personal pension scheme. Group administration processing can cause so between the
employer deducting the contribution from the employee’s pay and t a ajgfhe pension
provider is authorised to take money by direct debit from the empl@ye alik account or the
money is paid by BACS direct credit. For example, a delay may o becMse individual figures
need adjustment for part-timers or leavers.

r oup

ay, the date of receipt by the
Wion. This could have a bearing
h the end of a pension input

When there is a delay after the deduction from the empl
pension provider is taken as the date of payment q
when a contribution is deducted from the employee Qga

period.

More information about the date of payment of a @
RPSM05300100. This information applies to other ty S
contributions deducted under net pay arrang?ents.

On can be found in RPSM05300080 and
pension schemes as well except for

Date contribution paid — net pdQarrangements

The pension input amount for ot
contribution ‘paid during the pens
contribution made under a
(in the same way as for thg er getting relief on relievable contributions ‘paid during the tax
year’).

For annual allow'm urgeses, a scheme administrator may not readily be able to identify the
date of deductionggo rom their member records. In these circumstances the scheme
administrator er uSe the date the money was received by the pension scheme or an
payment was deducted from salary for the purposes of determining

ment dates for the first pension input period in respect of an arrangement,

deipils of pension input amounts attributable to pension input periods, which are
vided to members either automatically or on request.

heMQithe scheme administrator issues a statement to a member on this basis, the member may
the information for Self Assessment purposes for annual allowance purposes.

Date of contribution - information held for existing contracts

The date a contribution was paid may not have been of relevance to scheme administrators in the
past for annual allowance purposes. For example the Occupational Pension Schemes (Disclosure of
Information) Regulations (Statutory Instrument SI1996/1655) require the date a contribution is
“credited”. In some cases this may be the date the contribution “should” have been paid to the
scheme ignoring what actually happened. For example, records for a pension provider might show
notional credit dates for an individual whose entry into the scheme was delayed but arrears
payments were made.
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Also, a variety of practices may have been adopted under some insurance contracts. For example
old contracts may have “X days of grace”. So long as the contribution is received within X days of
the date due, it is given a notional credit date of the date the contribution was initially due and the
date the contribution was initially due is what has appeared in statements sent to members.

In these circumstances the scheme administrator may use the notional credit date as date of the
contribution for the purposes of determining

¢ commencement dates for the first pension input period in respect of an arrangement,
and

e details of pension input amounts attributable to pension input periods, which are
provided to members either automatically or on request.

Where the scheme administrator issues a statement to a member on this basis, the mem m
rely on the information for Self Assessment purposes for annual allowance purposes.

N
\
™
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RPSM06107030 - Technical pages: annual allowance: from 6 April 2011:
pension input amounts defined benefits arrangement

[Sections 234 - 236 Finance Act 2004] [The Finance Act 2004 (Registered Pension
Schemes and Annual Allowance Charge) (Amendment) Order 20XX (20XX/XXXX)]

The amount of pension savings under a defined benefits arrangement is the increase in
value of the individual’s promised benefits over the pension input period. This increase i
pension input amount for the pension input period. The increase is the difference bet
value of the individual’s benefits at the start of the pension input period (the openin
the value of the individual’s benefits at the end of the pension input period (the closin
the difference is a negative amount for a pension input period then the indivi ‘s pens
(or pension input amount) for the arrangement is nil for that pension input p

How to find the opening value
How to find the closing value
Adjustments to the closing value
If there has been a transfer into the arrangement in the pension in
If there has been a transfer out of the arrangement in the pensio
If there has been a pension debit in the pension input period

If there has been a pension credit in the Dension inDut period

e pension input period because
the scheme administrator has paid an amount of the m nnual allowance charge for any

tax year
If there have been any minimum payments becaulg
State Second Pension

Bangement is contracted out of the

How to find the opening value

The opening value of the member nefits can be thought of as the amount of money that might
be needed to provide the expecte fit. It is a notional ‘capital’ value and is determined as
follows.

Step 1

7

e r'sgnual pension that had built up immediately before the
p iod (i.e. the amount of pension that had built up at the end of
ension input period).

the immediatel
(This is the a built’'up pension prior to the pension input period in question that would be
paid to t% e member retired at that time having already reached normal pension

Find the amount of the
beginning of th pension

age and wi xtra benefits for ill health.)

Step
nual amount of that pension by 16.

Not®QIf it is the first pension input amount for the arrangement because the member’s benefits
rted to build up for the first time under the arrangement the opening value of the
ermer’s pension is nil. Typically this will be the case where the first pension input amount is for
a new arrangement.

If it is the first pension input amount for the arrangement because the member’s benefits have
started to build up again under the arrangement, the opening value of the member’s pension is
the amount of pension that had built up immediately before the beginning of the pension input
period. Typically this will be the case for an arrangement where the member became a deferred
member (as defined for the purpose of the tax rules) under that arrangement prior to 6 April
2006 and has remained so from then on until a point on or after 6 April 2006 when benefits start
to build up again under that arrangement.
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RPSM06107210 has more information about pre-6 April 2006 deferred members including details
on where a member may have ceased to accrue retirement benefits but nevertheless does not
count as being a deferred member for the purpose of the tax rules since before 6 April 2006.

Step 3

If the member’s rights under the arrangement include a separate lump sum in addition to the
pension, for example many public sector schemes provide a lump sum without having to give
pension, add the amount of the lump sum built up immediately before the beginning of the
pension input period (i.e. the amount of lump sum which had built up at the end of the
immediately preceding pension input period) to the amount found after step 2.

Note: If it is the first pension input amount for the arrangement because the member” ngts
have started to build up for the first time under the arrangement the openin e of th
member’s separate lump sum is nil. Typically this will be the case for the first ion input
amount for a new arrangement.

ber’s separate
lump sum is the amount of lump sum that had built up immediat he beginning of the
pension input period. Typically this will be the case for an arrange t where the member
became a deferred member (as defined for the purpose of tax rule® under that arrangement
prior to 6 April 2006 and has remained so from then on int on or after 6 April 2006 when
benefits start to build up again under that arrange Qg

RPSM06107210 has more information about pre-c®
on where a member may have ceased to accrue ré €

count as being a deferred member for the purpose o™

/

onth increase in the CPI to the September before the

Q06 deferred members including details
benefits but nevertheless does not
tax rules since before 6 April 2006.

Step 4
Increase the total after step 3 by %

start of the tax year for whj Btion is being done.
Example
Fiona is @ membeof eme that gives her a pension of 1/60th pensionable pay for each
year of Dej
Fiona can do
p

e member. Although she can take a lump sum from her scheme,
s by giving up (commuting) pension to provide the lump sum. At the
ion input period Fiona’s pensionable pay is £50,000. She has 15 years 214
tthe start of her pension input period.

Itiply result by 16
12,988.58 x 16 = £207,817.28
3. Add on any separate lump sum

Fiona’s scheme does not give her a separate lump sum, so the running total is still
£207,817.28

4. Increase amount for CPI

The calculation is being done for the tax year 2011-12. Annual increase in CPI to
September 2010 is taken as 3% for the purpose of this example.

A 3% increase brings the opening value to £214,051.79
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How to find the closing value

The closing value is the notional ‘capital’ value of the expected benefits at the end of the pension
input period in the same way as the opening value, but missing out the final step in respect of the
CPI increase. So:

Step 1

Find the amount of annual pension that had built up by the end of the pension input period.

Step 2

Multiply that amount of pension by 16.

Step 3

If the member’s rights under the arrangement include a separate lump sum ip additionQat
pension, for example many public sector schemes provide a lump sum witho

pension, add the amount of the lump sum to amount found after step 2.

e up

Example

At the end of the pension input period Fiona’s pensionable payha
cent to £55,000 and her pensionable service is now 16 yea

1. Find annual rate of pension

This is calculated as (16 + 214/365)/60 x £55,000 =_£15,204.
2. Multiply result by 16

£15,204.11 x 16 = £243,265.76

3. Add on any separate lump sum

Fiona’s scheme does not give her a separate sum, so the running total is still
£243,265.76.

No adjustments need to bq
period, she has not had an
reduction in benefits becayg¥

ade to &a’s closing value as, during the pension input
ansfers in or out, BCEs, pension debits or credits, or

Adjustments to the cl

Certain events #n
they would other

received Qv t scheme in relation to the member or, following a pension share (on

divorce t nsSWn debit or credit attached to the member’s benefits), or a benefit
crystallisa t has occurred. In these circumstances an adjustment must be made to the
amou sing value in the pension input period in which the event occurred, as shown

bel (ThegpoSt likely BCE is where the member starts to take some or all of their benefits from

t r cgFnt.)

has been a transfer into the arrangement in the pension input period

t the amount of pension (and separate lump sum if appropriate) that relates to the transfer
in from the expected benefits at the end of the pension input period before working out the closing
value.

There must be a direct link between the amount of the transfer payment and the amount of the
increase in pension and, if applicable, separate lump sum (the ‘benefits’) relating to the transfer.
The deduction from the pension input amount is the amount of benefits that are funded by the
transferred amount.
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If the amount of benefits relating to the transfer in is more than the amount of benefits that could
have been funded by the transfer payment, the ‘excess’ amount of benefits is included in the
pension input amount calculation.

An exception to these conditions is where

e accrued benefits are transferred from one registered pension scheme to another as part of
a ‘block transfer’, and

e the value of the benefits given up in the transferring scheme is equal (or virtually equal) t
the value of the benefits granted in the receiving scheme in connection with the blo
transfer, but

e due to underfunding in the transferring scheme, the sums and assets transferre es no
support the value of the accrued benefits being transferred.

RPSM06107090 has more details about the adjustments made to the closing ein rel to a
transfer in.

RPSM06107095 has more details about ‘block transfers’.

If there has been a transfer out of the arrangement in the pghs i period

If the transfer is to another registered pension scheme or an o ecas Stheme that is a
qualifying recognised overseas pension scheme add the amoun pension (and separate
lump sum if appropriate) that relates to the transfer out xpected benefits at the end of the
pension input period before working out the closinggvalu

mp sum (the ‘benefits’) will be fully
amount of the decrease is added back

Normally the decrease in pension and, if applicablg
reflected in the amount of the transfer payment, o
to the closing value.

Where the decrease in benefits occurs as pad@ a ‘block transfer’ but (due to underfunding in the
transferring scheme) the transfer ment dbes not support the amount of benefits transferred,
the full amount of the decrease is ly added back to the closing value.

RPSM06107090 has more detai adjustments made to the closing value in relation to a
transfer out.

RPSM06107095 has moradowy out ‘block transfers’.
L 2
If the transfer is % istered pension scheme or a qualifying recognised overseas pension
scheme tQercgio d to make this adjustment before calculating the closing value. The
transfer O anQRaMhorised member payment. See RPSM06107090.

If th
Ad
clo

n a pension debit in the pension input period

e s
h\@amoght of pension (and separate lump sum if appropriate) that relates to the pension
it to xpected benefits at the end of the pension input period before working out the
value.

ft

Deduct the amount of pension (and separate lump sum if appropriate) that relates to the pension
credit from the expected benefits at the end of the pension input period before working out the
closing value. See RPSM06107090. A pension credit for this purpose means only a pension credit
from the same or another registered pension scheme.

re has been a pension credit in the pension input period

If there has been a BCE during the pension input period

Add the benefit resulting from the BCE to the expected benefits at the end of the pension input
period before working out the closing value.
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For example, for a scheme pension taken from a defined benefits arrangement (a BCE 2), add to
the expected benefits at the end of the pension input period the amount of pension that resulted
from the earlier BCE 2.

If the member took a lump sum (BCE 6) by exchanging (commuting) an amount of pension, add
to the expected benefits at the end of the pension input period - the amount of the commuted
pension.

If the member took a separate lump sum (BCE 6) - i.e. — the member did not commute any
pension - add to the expected benefits at the end of the pension input period - the amount of the
separate lump sum taken.

Do not adjust for a transfer to a qualifying recognised overseas pension scheme (BCE 8) as
closing value should already be adjusted for the transfer out.

For a BCE 3 add in the whole amount of the increase in the earlier pension. Where t CE as
been caused by increasing benefits in accordance with a provision arising fromp an enac then
this does not need to be added to the expected benefits at the end of the pe input pe€fiod. An
example of an increase in accordance with a provision arising from an enactm S an increase in
respect of a Guaranteed Minimum Pension (GMP) where the member retir pension
input period and later in the same pension input period reaches GMP pay, c and, by law, the
member’s pension in payment has to be increased by a certain amou

If there has been a reduction in the member’s benefits rig int ension input period
because the scheme administrator has paid an amount of th ember’s annual
allowance charge for any tax year

Add back the amount of the reduction in pension (
relates to the adjustment made as a consequence O
expected benefits at the end of the pension input p

See RPSM06107090 for examples where an adjus

mp sum if appropriate) that
hmount of tax charge to the
orking out the closing value.

ade to the closing value.
Note, this add back is not made if the adjustment to TMEe member’s rights
e is made in respect of a liability to th%nual allowance charge that

o arose before XX [mMW@th] [year](date Order comes in force), and

o the notice given f eme administrator in respect of that liability was given
before that date, ¥@

B , 5A or 5B occurs in relation to the member under the pension scheme in
queson.

RPSM<;107i, as more details about this exception.
Iﬁ e been any minimum payments because the arrangement is contracted out
f

o State Second Pension

t from what would otherwise be the pension input amount for the pension input period the
amount of any minimum payments made during the pension input period in relation to the
individual in connection with the arrangement. These are minimum payments made under:

e section 8 of the Pension Schemes Act 1993, or

e section 4 of the Pension Schemes (Northern Ireland) Act 1993.
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RPSM06107040 - Technical pages: annual allowance: from 6 April 2011:
pension input amounts: cash balance arrangement

[Sections 230 - 232 Finance Act 2004] [The Finance Act 2004 (Registered Pension
Schemes and Annual Allowance Charge) (Amendment) Order 20XX (20XX/XXXX)]

The method of valuing pension savings to a cash balance arrangement is similar to that for
defined benefits arrangements. The pension savings amount is the increase in the value of th
member’s promised pension fund over the pension period. This is the difference between the
value of the member’s promised pension pot at the start of the pension input period (the
opening value) and the value of the promised pension pot at the end of the pension input p

(the closing value). If the difference is a negative amount for a pension input period the e
pension input amount for the arrangement is nil for that pension input period.

How to find the opening value
How to find the closing value
Adjustments to the closing value
If there has been a transfer into the arrangement in the pension input perg
If there has been a transfer out of the arrangement in the pension input
If there has been a pension debit in the pension input period
If there has been a pension credit in the pension input period
If there has been a BCE during the pension input period

tax year
If there have been any minimum payments becaus

State Second Pension

How to find the opening value

This is a 2 step process.

Step 1

of the pension input period (i.e. t
preceding pension input period).

(This is the amount of buil cd pension fund that would be available to the member if the
member retired at that gm in already reached normal pension age and without any extra
benefits for ill health. SR i

get without anygpdj for early payment? RPSM06107060 has more details on this aspect.)

Note, if it is the fi en input amount for the arrangement (i.e. the member’s benefits have
started tgbuj e first time under the arrangement) the opening value of the member’s
promised is ically this will be the case where the first pension input amount is for a
new arr, nt.

If i e firgl) pension input amount for the arrangement because the member’s benefits have
slted d up again under the arrangement, the opening value of the member’s pension is

th ount of pension that had built up immediately before the beginning of the pension input
ioTypically this will be the case for an arrangement where the member became a deferred
er (as defined for the purpose of the tax rules) under that arrangement prior to 6 April
2006 and has remained so from then on until a point on or after 6 April 2006 when benefits start
to build up again under that arrangement.

RPSM06107210 has more information about pre-6 April 2006 deferred members including details
on where a member may have ceased to accrue retirement benefits but nevertheless does not
count as being a deferred member for the purpose of the tax rules since before 6 April 2006.
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Step 2

Increase this amount by the 12 month increase in the CPI to the September before the start of
the tax year for which the calculation is being done.

How to find the closing value

The closing value is the amount of the member’s promised pension fund at the end of the pension
input period.

Example

Mark is a member of a cash balance arrangement. His pension promise is that his p@hsj
pot will be increased by 12 per cent of his pay each year with a minimum amouniggf

£10,000.

Mark wants to work out what his pension saving is for the tax year 2011-12. A al
increase in CPI to September 2010 is taken as 3% for the purpose of §kig examp

At the start of his pension input period, Mark’s fund stands at £156,000. is amount is

b is less than the
promised minimum increase to his pension pot, so £10,000 ¥ Mark’s promised

funds. This brings Mark’s closing value to £166,000.
Mark’s pension input is the difference between his opening v&ae (£160,680) and his
closing value (£166,000). Mark’s pension savings unt is £3320.

Adjustments to the closing value

efits to be bigger or smaller than
ynsfer payment has been made or

Certain events can cause the closing value of the
they would otherwise be. These events include w
received by the pension scheme in relation to the or, following a pension share (on
divorce there is a pension debit or credit attached to the member’s benefits), or a benefit
crystallisation event has occurred. In thesegprcumstances an adjustment must be made to the
amount of the closing value in theggension i t period in which the event occurred, as shown
below. (The most likely BCE is wh the member starts to take some or all of their benefits from
the arrangement.)

If there has been a trans i rrangement in the pension input period

Deduct the amount of th s4n rights available to provide benefits relating to the transfer

from the closing value.

There must be a @gec etween the amount of the transfer payment and the amount of the
increase in ri aWilable to provide benefits (famount of increased rights’) relating to the

transfer. ctisg from the pension input amount is the amount of increased rights that is
funded by

ou ncreased rights relating to the transfer in is more than the amount of increased
S cgllld have been funded by the transfer payment, the ‘excess’ amount of increased
is ded in the pension input amount calculation.

If t
ri
ri

eption to these conditions is where

e rights are transferred from one registered pension scheme to another as part of a ‘block
transfer’, and

e the value of the rights given up in the transferring scheme is equal (or virtually equal) to
the value of the rights granted in the receiving scheme in connection with the block
transfer, but,

e due to underfunding in the transferring scheme, the sums and assets transferred does not
support the value of the rights being transferred.
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RPSM06107090 has more details about the adjustments made to the closing value in relation to a
transfer in.

RPSM06107095 has more details about ‘block transfers’.

If there has been a transfer out of the arrangement in the pension input period

If the transfer is to another registered pension scheme or an overseas scheme that is a
qualifying recognised overseas pension scheme add the amount of the reduction in rights
available to provide benefits relating to the transfer to the closing value.

Normally the decrease in the rights available to provide benefits will be fully reflected in
amount of the transfer payment, so the full amount of the decrease is added back to fhe CN@n
value.

‘block transfer’
t support the

Where the decrease in the rights available to provide benefits occurs as part
but (due to underfunding in the transferring scheme) the transfer payment

amount of the rights transferred, the full amount of the decrease is usua to the
closing value.
RPSM06107090 has more details about the adjustments made to clo value in relation to a

transfer out.
RPSM06107095 has more details about ‘block transfers’.

If the transfer is not to a registered pension sche
scheme there is no need to add back the reduction |
value. The transfer out is an unauthorised me

g recognised overseas pension
ng to the transfer to the closing

If there has been a pension debit in the pensi

Add the amount of the reduction in rights availgble to provide benefits relating to the pension debit
to the closing value.

If there has been a pension crg .
Deduct the amount of the increa @
credit from the closing valug S
the same or another regist

the pension input period

s available to provide benefits relating to the pension
credit for this purpose means only a pension credit from
dePeasion scheme.
If there has b enaB
If BCE 1, BCE 2 E 4 occurs during the pension input period

of the reduction in rights available to provide benefits relating to the BCE

The re m in relation to a BCE 3 does not apply if

g the pension input period

he BRE 3 occurred only as a result of a provision contained in, or made under, any
ent, and

that enactment was not comprised in, or in an instrument made under, an Act of the
Scottish Parliament.

If BCE 6 occurs add back the amount of the lump sum payment.

A BCE 6 includes a pension commencement lump sum that is paid after the member had reached
age 75 in the circumstances described in RPSM11104730.

Do not do this if the BCE is a BCE 8 (transfer to a qualifying recognised overseas pension scheme)
as the closing value should already be adjusted for the transfer out.
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If there has been a reduction in the member’s benefits rights in the pension input period
because the scheme administrator has paid an amount of the member’s annual
allowance charge for any tax year

Add back the amount of the reduction in rights that relates to the adjustment made as a
consequence of paying the amount of tax charge to the closing value.

Note, this add back is not made if the adjustment to the member’s rights to take account of an
amount of tax paid relates to

e an amount of annual allowance charge that the member has elected to require a pensi
scheme to pay,

e the annual allowance charge liability arose before XX [month] [year](date Order co
force),

e the notice given to the scheme administrator in respect of that liability was gjgen b e
XX [month] [year](date Order comes in force), and

e that amount of charge is for the same tax year in which the member gegomes e to
all benefits under the pension scheme in question (RPSM06107091 h ore details).

If there have been any minimum payments because the arrange ofracted out
of the State Second Pension

Subtract from what would otherwise be the pension input amount f; n input period the
amount of any minimum payments made during the pension inp erio relation to the

individual in connection with the arrangement. These are minimum ments made under:
section 8 of the Pension Schemes Act 1993, or
section 4 of the Pension Schemes (Northern IrefQgd) @ .

/

N
\
™
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RPSM06107090 - Technical pages: annual allowance: from 6 April 2011:
pension input amounts: examples of adjustments to the closing value

Defined benefits and cash balance arrangements: examples of adjustments to closing
values

[Sections 232 & 236 Finance Act 2004] [The Finance Act 2004 (Registered Pension
Schemes and Annual Allowance Charge) (Amendment) Order 20XX (20XX/XXXX)]

The guidance on this page does not apply in the case of a ‘block transfer’ from one register,
pension scheme to another.

See RPSM06107095 for details about ‘block transfers’.

Transfers
If there is a transfer of sums or assets (a ‘transfer payment’) from one regist pension scheme
to another involving a defined benefits arrangement or cash balance nt, an

adjustment is made to take account of the transfer payment.

In the case of a transfer-out from a defined benefits or cash balance
adjustment to determine whether there is an increase in pension s
arrangement.

a , there is an
i transferring

In the case of a transfer-in to a defined benefits or cash balance arra ment, there is an
adjustment to determine whether there is an increase in savings in the receiving
arrangement.

Transfer out

The pension savings amount, or pension input a r the transferring scheme is valued by
adding back to the closing value

e in the case of a cash balance arrangeggent, the amount of the reduction in rights available
to provide benefits under gge arran ent relating to the transfer payment,

e in the case of a defined beg
sum if applicable) that re

arrangement, the amount of pension (and separate lump
he transfer payment.

Transfer in

The pension savings amgu r pghsion input amount, for the receiving scheme is valued by

subtracting from the clo

balance arrangement, the amount of the increase in rights available
nder the arrangement relating to the transfer payment,

e inthec 0
to providef;t
o i ca f ®defined benefits arrangement, the amount of pension (and separate lump

su applble) that relates to the transfer payment.

era ements for transfer payments out and in

eWust be a direct link between the amount of the transfer payment and the amount added
acR¥or subtracted from the closing value for the purpose of the pension input amount calculation.
The amount added back or subtracted is so much of the decrease or increase in

o for a defined benefits arrangement, the pension (and, if applicable, separate lump sum),
e for a cash balance arrangement, the rights available to provide benefits

that is attributable to the amount of the sums and assets transferred. This would usually be
determined by normal actuarial practice allowing for the specific circumstances.
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If the increase in pension savings in the receiving scheme relating to the transfer payment is
augmented so that the increase is over and above the amount of increase that the transfer
payment was capable of funding, the ‘excess’ amount of the increase is included in the pension
input amount calculation.

In the case of a transfer out the individual will normally be given a ‘cash equivalent transfer value’
(CETV) of the benefit rights that had built up by the time of the transfer. Where the individual is
given a reduced CETV, such as due to underfunding in the transferring pension scheme, it is likely
that a lesser amount will be added back to the closing value compared to the amount that would
have been added back had a full CETV been given.

The principles above also apply when there is a transfer between arrangements within t am
registered pension scheme (except for ‘block transfers’ within the same scheme - se
RPSM06107095).

Pension debits and pension credits

There are similar rules to take account of pension sharing orders on divor
transferred is referred to as a pension credit from the same or another
scheme.

Example of adjustment of closing value for a transfer
Example of adjustment of closing value for a pension credit
Example of adjustment of closing value for a benefit crys bon event (BCE

Example of adjustment of closing value for a trg

Tundi is a member of a final salary scheme with a@@ input period that runs from 1 April to

31 March.

His benefits build up at a rate of a pension of 80th (and a separate lump sum of 3/80ths) of final
pay for each year of scheme membership.

At the start of his pension input pe Tund| has 19 years scheme membership and his ‘final pay’
is £65,000. For the purpose of thj ple, the annual increase in CPI to the September before

the tax year is 3.2 per cent.

During the pension input p on Tundi changes jobs. He joins his new employer’s
career average scheme (w o a defined benefits arrangement). Tundi earns a pension of 2
per cent of his annual p foghe year from this scheme. The scheme does not give a
separate lump gum. di ts to take a lump sum when he retires he must give up
(commute) penSi e lump sum.

Tundi gives u efits In his old scheme (scheme 1) in exchange for an equivalent transfer

value, w i the new scheme (scheme 2). Tundi’s pension input period under his new
scheme ru ugust (the day he joined scheme 2) to 31 December. (The scheme

admini told Tundi that this pension input period will end on the following 31 December
so thafall fui@ré®ension input periods for Tundi’s arrangement under scheme 2 will run from 1
Ja o0 3jDecember.)

Cal ting the opening values

-/

opening value for scheme 1 (the final salary scheme) is calculated as:
Find amount of annual pension
19/80 x £65,000 = £15,437.50
Multiply annual rate of pension by flat factor of 16
£15,437.50 x 16 = £247,000
Add amount of separate lump sum
£247,000 + (19 x 3/80 x £65,000) = £293,312.50
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Increase by CPI
£293,312.50 x 1.032 = £302,698.50
So the opening value for scheme 1 is £302,698.50.
The opening value for scheme 2 is nil (as Tundi is a new member at the start of the
pension input period for the arrangement under scheme 2).
Calculating the closing values

The closing values for both scheme 1 and scheme 2 need to be adjusted because of the tran
value. If this was not done the pension input amounts for both schemes would not be corr
This adjustment is only needed for the pension input period that the transfer takes place

Without an adjustment the closing value for scheme 1 would be nil (as all the benefi
given up in exchange for a transfer out). The amount of Tundi’s benefit rights in sche
exchanged for the transfer payment is added back to the closing value for sc el. A
Tundi arranged the transfer he had built up a pension of £16,800 and a separ. lump sum of
£50,400 in scheme 1.

This means that the closing value for scheme 1 is:

Find amount of annual pension
£16,800

Multiply annual rate of pension by flat factor of 16
£16,800 x 16 = £268,800

Add amount of separate lump sum
£268,800 + £50,400 = £319,200

The closing value for scheme 1 is £319,2007

In scheme 2 the transfer payment from sche 1 was able to fund (or ‘purchase’) a pension
equivalent of £18,300. In the pengion inpu riod for scheme 2 Tundi has earned a pension of
£800 from his new job. This make®his total annual pension under the scheme £19,100. Without
an adjustment to take account of ansfer in, the closing value for scheme 2 would be

£305,600 (£19,100 x 16). ’
e effect of the transfer is neutralised because the pension

To find the closing value for )
equivalent of £18,300 was W g than the amount that the transfer payment was capable of

O

purchasing in scheme 2 gfClos@g value for the pension input period is based only on the rights
built up under scheme 2\@Qthd pension of £800.

So the closing va me 2 is:
Fiad n annual pension
£80
tipl nual rate of pension by flat factor of 16

800 x 16 = £12,800
Add amount of separate lump sum
£12,800 + £0 (there is no separate lump sum) = £12,800

The closing value for scheme 2 is £12,800.

Finding the pension input amounts

Tundi’s pension inputs from his defined benefits arrangements are:

For scheme 1: closing value (£319,200) - opening value (£302,698.50) = £16,501.50
For scheme 2: closing value (£12,800) - opening value (nil) = £12,800
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As Tundi is not a member of any other arrangement his total pension input amount for the tax
year is £29,301.50 (£16,501.50 + £12,800).

For future tax years, the pension input amount is calculated as normal, with no adjustment for the
transfer.

Example of adjustment of closing value for a pension credit

Angela is a member of a cash balance arrangement. Angela gets 15 per cent of her annual pay
rate added to her promised pension pot every year. At the start of the pension input period
Angela’s pension pot has a value of £180,000. For the purpose of this example, the annual
increase in CPI to the September before the tax year is 2.5 per cent.
Calculating the opening value
The opening value for the cash balance arrangement is:

£180,000 x 1.025 = £184,500
During her pension input period Angela gets a pension credit from a pensi a rder. This
pension credit has a value of £62,500.

Calculating the closing value

At the end of the pension input period the value of Angela’s pensi 247,750. However
this amount includes the pension credit from another registered pe n scheme. If no adjustment

is made to the closing value Angela’s pension input would reflect t" amount she has actually
built up over the pension input amount. This adjustmen needed for the pension input
period that Angela gets the pension credit.

The amount of the pension credit is taken off the v so £247,750 - £62,500). This

means Angela’s closing value is £185,250.

Finding the pension input amounts
Angela’s pension input under the cash balan%rrangement is:
Closing value (£185,250) - ®Qening value (£184,500) = £750.

For future years, the pension inp t is calculated as normal, with no adjustment for the
pension credit.

Example of adjustment sifdg value for a benefit crystallisation event (BCE)

Julia belongs to a pensioYsc that gives her a pension of 1/60th pensionable pay for each
year of scheme®ne . The scheme does not give her a separate lump sum. If Julia wants
to take a lump s wh e starts to draw benefits she will have to give up (commute) part of

her pensign.
Julia’s pen eriod runs from 1 June to 31 May. At the start of the pension input period
beginni e 2011 Julia has built up an annual pension of £26,500.

Durj he y&r Julia reaches the scheme’s pension age and decides to start taking some of her

fi also wants to keep working and keep building up benefits. Julia’s pension scheme

s he do this. Julia takes a pension of £12,000 and a lump sum of £80,000. To get her

m Julia had to give up £6,000 pension. So if Julia had not taken a lump sum she would be

a pension of £18,000.
At the end of the pension input period on 31 May 2012 Julia has £10,000 pension still to take.

The pension input amount ends in the 2012-13 tax year. Assume that the annual increase in the
CPI to September 2011 is 3 per cent.

Calculating the opening value
Julia’s opening value for scheme is calculated as:

Find amount of annual pension
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£26,500
Multiply annual rate of pension by flat factor of 16
£26,500 x 16 = £424,000
Add amount of separate lump sum
There is no separate lump sum = £424,000
Increase by CPI
£424,000 x 1.03 = £436,720
Julia’s opening value is £436,720.

Calculating the closing value

Without any adjustment for the BCE Julia’s closing value would be £160,000 ££10,000 This
does not reflect the fact that Julia has built up extra pension benefits over th nsion inpu
period. An amount equivalent to the BCE needs to be added back into the cloSiavalue. The

adjustment to the closing value is made at step 1 by adding back the amg
This is the gross amount of pension; the amount that would have been p
taken a lump sum. This is £18,000.

ia if she had not

Find amount of annual pension
Remaining pension + Pension taken
£10,000 + £18,000 = £28,000

Multiply annual rate of pension by flat facto 1
£28,000 x 16 = £448,000

Add amount of separate lump sum
There is no separate lump sum = £448,000

Julia’s closing value is £443 000.

Finding the pension input amount

Julia’s pension input amount is t e between her closing value and her opening value.

This is:
£448,000 - £436,7 £1@,280
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RPSM06107091 - Technical pages: annual allowance: from 6 April 2011:
pension input amounts: examples of adjustments to the closing value: scheme
administrator has paid an amount of the member’s annual allowance charge for
any tax year: defined benefits and cash balance arrangements: scheme pays for
tax year in which member becomes entitled to all benefits under the scheme or
BCE 5, 5A or 5B occurs

[Sections 232(8C) & (8D), 236(8C) & (8D) & 237B Finance Act 2004] [The Finance Act
2004 (Registered Pension Schemes and Annual Allowance Charge) (Amendment) r
20XX (20XX/XXXX)1

Certain events can cause the closing value of the member’s benefits in a pension input pe t
be bigger or smaller than they would otherwise be. In these circumstances an adjus®@ent t
be made to the amount of the closing value in the pension input period in whjch the e

occurred.

RPSM06107030 (for defined benefits arrangements) and RPSM0610704
arrangements) have more details about the adjustments that must be
of a member’s benefits.

sh balance
t losing value

fo

One of the events that could cause the value of the member’s righ er than they would
otherwise be is where a member’s benefit rights under a defined angement or cash
balance arrangement have been reduced because the scheme atginistrator has paid an
amount of the member’s annual allowance charge for a tax year.

member’s annual allowance charge.

Where the member’s benefits (pension and, if app,
during a pension input period as a result of the sc
allowance charge, that reduction is added back to t
pension input period before working out the closing value.

ing an amount of the member’s annual
ber’s benefit rights at the end of the

However, such an ‘add-back’ is nggmade in following circumstances.

The circumstances are where

e the reduction to the me
scheme is in respect g
[month] [year](da g es in force)

e the member’s b@e

o the reddgti |as to an amount of annual allowance charge that the scheme
administrigor en required to pay for a particular tax year - ‘tax year 1’, and
. i@ta 1

theSrember became entitled to all benefits under the pension scheme in question,
r

a BCE 5, 5A or 5B occurred for the member under the pension scheme, and

O,
th€ member’s notice requiring the scheme administrator to pay the amount of annual
allowance charge for tax year 1 was given to the scheme administrator before the member
became entitled to all benefits under the pension scheme (or before the BCE 5, 5A or 5B
occurred) and, in either case, the notice was given before XX [month] [year](date Order
comes in force).

The following paragraph explains the position as it stood up to XX [month] [year](6 month period
beginning with date Order comes into force). After that date a notice for more than one tax year
might have to be given before the entitlement to all benefits, or the BCE 5/5A/5B, occurs.

Normally a notice electing to require a scheme administrator to pay an amount of annual
allowance charge for a tax year cannot be given to the scheme administrator before the end of
that tax year. An exception to this rule is where the member is going to become entitled to all
benefits under the scheme, or a BCE 5, 5A or 5B occurred for the member, in the tax year for
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which the notice is to be given. Then the notice must be given before the member becomes
entitled to all the benefits (or before the BCE 5, 5A or 5B occurs).

RPSM06109060 has more details about when members must give their notice to a scheme
administrator if they decide to elect to require their scheme to pay all, or part, of their annual
allowance charge for a tax year.

The following paragraph is relevant only in relation to Example 1 below, where that example has
application.

Note that if, in the same pension input period, a reduction is made for an amount of annual
allowance charge relating to a tax year before tax year 1, only the reduction relating to the
for tax year 1 is not added back. The reduction relating to the charge for the earlier tax ye
tax years) must be added back to the member’s benefit rights at the end of the pension
period before working out the closing value. Note a reduction in the same pension i
an amount of annual allowance charge relating to a tax year after tax year 1 would n
possible. This is because a notice can only be given before the end of a tax if it is
charge in the tax year that the member takes all their benefits under the pen scheme (or BCE
5, 5A or 5B occurs). Otherwise the member must wait until after the end gofgthe i
question to give a notice for the following tax year, irrespective of wheth

the ‘mandatory’ or voluntary basis.

n occur for the tax
or 5B occurs)
scheme to pay or the
application.

The following examples show how different annual allowance charg
year in which all benefits are taken under the pension scheme (o
depending on whether the member has elected to require the pensi
scheme pays on a voluntary basis. Note Examples 1 and 4 have limit

The data used for the examples is

George is a member of a defined benefits pension s¢i8 IS George’s only pension saving
Annual allowance charge liability is for the tax yea %

The annual allowance for 2012-13 is £50,000

For the purpose of these examples the annualgllowance charge will apply at a rate of 40% on the
pension savings George has in exggss of th nual allowance

ovember 2011 to 31 October 2012

The pension input period runs fro

The member becomes entitled to ifs under the scheme on 30 April 2012

CPI increase for the 12 mo ber 2011 is 5.2%

George’s benefit rights
2011 is a pension entitl
benefits under #re

George has availa unus
of £2,00

ember elects to require the scheme to pay the annual allowance charge
choose to put the reduction through before the member’s entitlement
finalised instead of after finalising the entitlement

e [@Ension scheme arrangement immediately before 1 November
0,000 per annum and at the time of becoming entitled to all his
George has a pension entitlement of £25,500 per annum

annual allowance to carry forward from the previous three tax years

example has application only in respect of an annual allowance charge liability that
efore XX [month] [year](date Order comes in force) and where the notice was given before
e. For an annual allowance charge liability occurring on or after XX [month] [year](date
Order comes in force) Example 2 below would apply equally for a case where the member has
elected to require the scheme to pay the amount of annual allowance charge.

George plans to retire on 30 April 2012 (which is before the end of the pension input period), and
would become entitled to all benefits under the pension scheme which would be a pension of
£25,500 per annum (he does not plan to commute any of this for a lump sum).

George decides that he will elect to require his pension scheme to pay his annual allowance charge
liability for 2012-13. Based on his anticipated pension of £25,500 George estimates that his
annual allowance charge for 2012/13 would be £7,744.
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Opening value is

[£20,000 x 16 = £320,000] x 1.052 = £336,640

Anticipated closing value is

£25,500 x 16 = £408,000

Anticipated pension input amount is £71,360 (£408,000 - £336,640)
George’s anticipated pension input amount is more than £50,000.

After taking into account the annual allowance for 2012-13 and carrying forward his availabl
unused annual allowance George anticipates that he has to pay an annual allowance charge@n
£19,360 (£71,360 - [£50,000 + £2,000]).

Based on his expected income for the tax year George’s reasonable estimation of theggmou f
annual allowance charge that he will have to pay is £7,744 (£19,360 x 40%).

Because George will become entitled to all of his benefits under the scheme 0 April 2012 his
notice must be received by the scheme administrator before that date.

Before sending his notice, George discusses with the scheme administra plCations of
electing to require the scheme to pay. The scheme administrator tells G4 benefits would
be reduced to take account of the estimated amount of annual allo that George will
put in his notice. Also the administrator tells George that if he gi eme notice to pay his
annual allowance charge before he takes his benefits, scheme poli that his pension benefits
would be reduced to take account of the amount of annual allowance rge that the scheme
administrator would be required to pay before he actually, e entitled to all of his benefits on
30 April 2012.

The notice George gives to the scheme administratg
resulting pension reduction before George becomsg %

scheme is £7,744/19 = £407 per annum. (The sc

£19 per £1 per annum so £407 = £7,744/19.)

Before the end of the pension input period G e retires and becomes entitled to all benefits
under the pension scheme. Georgg is grant@ a pension of £25,093 per annum (£25,500 less
£407). (George does not commuteEQRyY of his pension for a lump sum.)

imated amount of £7,744 and the
ad to all of his benefits under the pension
inistrator values George’s pension at

Without a closing value adjustme 3lue of George’s benefit rights at the end of the pension
input period would be nil (no unc 2 benefit at the end of the pension input period). But
because there has been a a closing adjustment that takes the BCE 2 into account.
However, there is no furth ent to include the reduction to George’s pension as a result of

the scheme administrat§ p orge’s estimated annual allowance charge for 2012-13.
At the end of ti p put period the closing value is

[£25,500 - £407] 6 1,488

usamount is £64,848 (£401,488 - £336,640).

George’s

After t account the annual allowance for 2012/13 and carrying forward his available
unusefannu wance George has to pay an annual allowance charge on £12,848 (£64,848 -
[£ + £}4,000]).

AtTN@e close of 2012/13 George is able to establish that his actual annual allowance charge for
01 is £5,139 (£12,848 x 40%).

e gives an amended notice to the scheme administrator for the actual amount of annual
allowance charge for 2012-13 of £5,139. The rate of George’s ongoing pension is increased to
reflect the amount of annual allowance charge in the amended notice.

Note that the calculations in this example apply when, and to the extent that, a reduction is made
by the scheme administrator before the date of the individual becoming entitled to all benefits
under the pension scheme during the pension input period. If an upward adjustment is made to
the pension after the end of the pension input period (in this example the pension input period
does not end until 31 October 2012), for example because of more information emerging about
the annual allowance charge, this does not change the annual allowance charge because the
adjustment occurs after the last pension input period for the individual under the arrangement is
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closed. (An upward adjustment might arise because the annual allowance charge paid by the
scheme administrator turns out to be above the individual’s actual charge for the tax year. This
might happen because of new, or corrected, data emerging, so that the adjusted pension put in
place was too low resulting in the scheme administrator claiming a refund and making the
consequential upward adjustment.)

(Correspondingly if a downward adjustment is made to the pension following the initial reduction,
after the end of the pension input period, for example because the individual finds that the annual
allowance charge was higher and gives an amended notice for an additional amount of annual
allowance charge, this does not change the annual allowance charge for the tax year because the
adjustment occurs after the last pension input period for the individual under the arrangem
closed. However, note that reducing the pension after it has come into payment may resul
unauthorised payment where the reduction occurs before 6 April 2013. From 6 April 20 he
specific circumstances in which a scheme pension in payment can be reduced have bgen e

to include a reduction as a consequence of the scheme administrator paying an amou f th
member’s annual allowance charge (see RPSM06109080).)

The scheme administrator might not apply a reduction for the charge before t nefit rights
become crystallised as pension. It might be that the unreduced pension i i ment as an
entitlement and the reduction for the annual allowance charge for the ta put through later
(because of scheme processes or policy). In such circumstances the ann ance charge
would then reflect the amount based on the unreduced pension (in the charge would

in a charge of
£7,744). Note - reducing a scheme pension after it has come int yment (or indeed after it
has become an entitlement) may result in an unauthorised payment RPSM06109080) and if
so, also has potential implications for the any pension c cement lump sum that might be
drawn.

Example 2 - scheme pays the annual allowa n a voluntary basis

Instead of being under one pension scheme, Georg
two pension schemes - ‘Scheme 1’ and ‘Scheme 2'.

lon savings are split equally between

The pension input period runs from 1 Novem 2011 to 31 October 2012 in both schemes and
George becomes entitled to all bel@gfits undé¥ both schemes on 30 April 2012.

Though George estimates that hi
his total pension input amount ad
pension schemes to pay an

al allowance charge for 2012-13 will be £7,744 based on
b QN schemes he cannot elect to require either of his
O iability.

However, Scheme 2 volunf
will be asking the sche
become entitle%co all be
‘mandatory’ sc

he becomes entit to a

gces to pay all of George’s annual allowance liability. As George
) amount of annual allowance for a tax year in which he will

ST cr the scheme, Scheme 2 follows the same basis for

d requires George to give his notice for voluntary scheme pays before
his benefits under the scheme.

Scheme
The opepi |lue Scheme 1 is
[£10,@0 x 14 =¥£160,000] x 1.052 = £168,320
re of the pension input period for Scheme 1 George retires and becomes entitled to all

beMQits under the pension scheme. George is granted a pension of £12,750 per annum (he does
t cqgmute any of this for a lump sum).

ithout the closing value adjustment George’s closing value under Scheme 1 would be nil (no
uncrystallised benefit). But because there has been a BCE 2 there is a closing adjustment. The
closing value is therefore calculated as:

Closing value is
£12,750 x 16 = £204,000
Pension input amount for Scheme 1 is £35,680 (£204,000 - £168,320)

Scheme 2
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The opening value for Scheme 2 is
[£10,000 x 16 = £160,000] x 1.052 = £168,320

Before the end of the pension input period for Scheme 2 George plans to retire, and would become
entitled to all benefits under the pension scheme which would be a pension of £12,750 per annum
(he does not plan to commute any of this for a lump sum).

George discusses with the scheme administrator the implications of Scheme 2 voluntarily paying
all of his estimated annual allowance charge liability of £7,744. The administrator tells George
that his pension would be reduced to take account of the estimated amount of annual allowan
charge that George asked the scheme to pay and that the adjustment would be made befor
became entitled to his anticipated pension of £12,750.

George asks the scheme administrator to pay an amount of £7,744 and the resulting pen
reduction before George becomes entitled to all of his benefits under the pension sc eis
£7,744/19 = £407 per annum. (The scheme administrator values George’s pension at r£l
per annum so £407 = £7,744/19.).

Before the end of the pension input period for Scheme 2 George retires an C s,entitled to all
benefits under the pension scheme. George is granted a pension of £12, a m (£12,750
less £407). (George does not commute any of his pension for a lump su

Without a closing value adjustment the value of George’s benefit ri d of the pension
input period would be nil (no uncrystallised benefit at the end of pen input period). But
because there has been a BCE 2 there is a closing adjustment that s the BCE 2 into account.

paying his annual allowance charge on a voluntary B8
allocation or similar action’ option available to the g
arrangement (as opposed to available because of
rate of pension that George would otherwise have ¥

°r provisions in George’s pension
y requirement) to reduce the annual

The circumstances in which Scheme 2 has paid George’s annual allowance charge are similar to
those in Example 1 because Scheme 2 has [?an amount of George’s annual allowance charge
liability for the tax year in which 3Qgrge becdme entitled to all benefits under Scheme 2 and
George asked the scheme to pay bgB
requirement in Example 1 that th
allowance charge is not added ba
input period does not apply,

e he became entitled to his benefits. However, the

ion in George’s benefits to take account of the annual
Wclosing value of his benefits at the end of the pension
scheme payments.

The closing value is thergf Ic@ated as:
Closing value is

[£12,343 (BCE Zx £407 (scheme pays adjustment)] x 16 = £204,000

Pension i U r Scheme 2 is £35,680 (£204,000 - £168,320)

input amount is £71,360 (£35,680 + £35,680)

George’s to

Georgfifs tot sion input amount is more than £50,000

A t3ng o account the annual allowance for 2012-13 and carrying forward his available
u ed a al allowance George has to pay an annual allowance charge on £19,360 (£71,360 -
£5 0 + £2,000]).

e’s annual allowance charge is £7,744 (£19,360 x 40%), which Scheme 2 has paid on a
voluntary basis.

Example 3 - as Example 1 or Example 2 except that the member decides to commute
some pension for a lump sum

In the above examples George decided not to commute any pension for a lump sum even though
this was an option under the scheme rules. Had George drawn a pension commencement lump
sum, this would have made no difference to the amount of annual allowance charge due. When
benefits are drawn the commutation for the lump sum is ‘unwound’ (RPSM06107200 has more
details).
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Example 4 - as Example 1 or Example 2 except that the member becomes entitled to all
benefits in 2011/12 but during the pension input period ending in 2012/13

Note - the information in this example about giving a notice explains the position as it stood up to
XX [month] [year](end of 6 month period beginning with date Order comes into force). Also this
example cross refers to Example 1, which also has limited application.

The pension input period in Example 1 began in 1 November 2011 and ended on 31 October 2012
- i.e. the pension input period ended in the tax year 2012-13. As such, the annual allowance
charge for 2012/13 relating to that pension input period cannot be known for certain until 5 April
2013. Because George is drawing all of his benefits in this same tax year (i.e. on 30 April 20

he must give his notice electing the scheme to pay his annual allowance charge for tax year@@0
13 before he becomes entitled to all his benefits. This means that George can give only
reasonable estimate of the annual allowance charge that will be due for 2012-13, as iden
Example 1.

However, if George drew all benefits on 31 March 2012 (so during the 2011-
pension input period that will end in 2012-13) the requirement in Example 1
the member’s benefits to take account of the annual allowance charge is ng
closing value of the benefit rights at the end of the pension input period
relation to an annual allowance charge relating to the pension input perid
year, that is, the pension input period ending 31 October 2011. An
accrual of benefits for the period 1 November 2011 to 31 March

'normal' scheme pays rules.

j in that same tax
ance charge for
d have to follow the

In these circumstances, any reduction for an annual allowance chargeWmat is attributable to the
ntil 6 April 2013, by which time
ed in Example 1 above, if the

| 2013 it would have resulted in

extended to include a reduction as a consequence of the scheme administrator paying an amount
of the member’s annual allowance charge. (¥M09101510 has more details about the
circumstances in which a scheme €gnsion m#®y be reduced or stopped.)

ction to the starting pension in relation to the charge
approach. Except where noti

% 31 March 2012 under the voluntary scheme pays
pension scheme (or BCE 5,

tax year in which all benefits are taken under the
until the end of that tax ye ef@er on a ‘mandatory’ or voluntary basis.
* 4

urs), a notice for a particular tax year cannot be given

arising for the period 1 Novembe
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PROPOSED NEW PAGE

RPSM06107095 - Technical Pages: Annual allowance: From 6 April 2011:
Pension input amounts: Examples of adjustments to the closing value: Block
transfers

Defined benefits and cash balance arrangements: examples of adjustments to closing
values - block transfers

[Sections 232(6A)-(6D) & 236(5A)-(5D) Finance Act 2004] [The Finance Act 2
(Registered Pension Schemes and Annual Allowance Charge) (Amendment) OrdeRRO
(20XX/XXXX)1

The guidance in this page covers ‘block transfers’ only.
General background

RPSM06107090 has details about the usual way for calculating the the pension
input amount for a defined benefits arrangement or cash baglince angement to take
account of the transfer of sums or assets (‘transfer payment’) into, Waout of, the arrangement
during a pension input period.

at increase in benefits). Otherwise
part of the increase in benefits relating to the transi¥ at has not been funded by the transfer

payment in would be included in the pensior?ut amount.

Transfers that take place within a Mack transter

The requirement in RPSM061070
transfer to be directly linked hQ
circumstances.

W adjustment to the pension input amount relating to a
of the transfer payment does not apply in the following

The circumstances are r

e transfer pﬁ transfer of sums assets) is made from an arrangement under one
[ p

ion scheme (‘transferring arrangement’) to an arrangement under another
ere n¥on scheme (‘receiving arrangement’)
sfer®Payment is within a block transfer
of the benefits payable to, or in respect of, the individual under the transferring
ent is reduced as a consequence of the transfer payment
ue of the benefits payable to, or in respect of, the individual under the receiving
ngement is increased as a consequence of the transfer payment
the reduction in the transferring arrangement is equal (or virtually equal) to the increase in
the receiving arrangement, and
o the transfer payment is not part of an arrangement the main purpose (or one of the main
purposes) of which is the avoidance of tax.

Where block transfer occurs it is not always possible to readily attribute an amount of the transfer
payment to each transferring member. The above approach means that, in practice, such an
attribution is not essential.

Where the conditions above are met, it will be sufficient to make the adjustment to the closing
value for a defined benefits arrangement by reference to the reduction to the pension (and, if
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applicable, the amount of separate lump sum) under the transferring arrangement, and the
increase to the pension (and, if applicable, separate lump sum) in the receiving arrangement, as a
consequence of the block transfer.

In the case of a cash balance arrangement the adjustment would be by reference to the reduction
or increase to the rights available to provide benefits under the transferring and receiving
arrangements respectively.

Meaning of block transfer

A ‘block transfer’ means a transfer involving a group of members (i.e. at least two membe
from one registered pension schemes to another, such as due to an employer rearrangin
pension schemes or as part of a business transaction.

The transfer must be in a single transaction and represent of all the sums an ets hel r the
purposes of (or representing accrued rights under) the arrangements under ension
scheme from which the transfer is made, which relate to the group of m stion of

that pension scheme.

To be a single transaction

e all of the sums and assets must be transferred from the tran ring scheme to only one
receiving scheme. Two or more partial transfers tqduma or more different schemes cannot
be a transfer in a single transaction; and

e the transaction must be made under a singMQRI & ¥or a single transfer between the
two schemes.

It is not necessary that all of the sums and assets ysically passed from the transferring
scheme to the receiving scheme on the same day - there may be legal or administration reasons
why this is not possible. However they shouldg be transferred in relation to the agreement to
transfer and within a reasonable tigoescale.

Meaning of value of benefits beingie or virtually equal

There must be a comparisog
transferring arrangement g

c value of the benefits (i.e. the ‘capital’ value) in the
alue of the benefits in the receiving arrangement.

The valuation i@y erefice to the bundle of rights relating to the member, being benefits to be
paid to the mem benefits to be paid on the member’s death, such as dependants’
pensions and lumpQum dedth benefits.

The valuati by reference to the bundle of rights as they stood at the time of transfer, by

compag lue of the bundle of rights in the transferring and receiving arrangements
imme@ately e and immediately after the transfer.
Ing§fect reduction in value in the transferring arrangement must be the same, or not

at |ly different to, the increase in value in the receiving arrangement.

Normal actuarial practice, allowing for the specific circumstances, must be used when establishing
and comparing the value of benefits in relation to the transferring and receiving arrangements with
consistent assumptions being used in respect of both arrangements.

In practice this means actuaries using a set of appropriate assumptions (for example future
longevity, future inflation, investment returns and discount rates) that are within a reasonable
range to determine the value of the bundle of rights in both the transferring and receiving
arrangement.
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Examples of where the value of the benefits is equal or virtually equal

An example of where a reduction in the value of the bundle of rights in the transferring
arrangement would be equal to the increase in value in the receiving arrangement is where the
benefits granted in the receiving arrangement are a ‘mirror image’ of the benefits given up in the
transferring arrangement i.e. the scheme member has identical rights before and after the
transfer.

Another example is where the benefits granted in the receiving scheme are not a mirror i
the benefits given up but only because of a difference in accrual rate between the arrang
(such as the transferring arrangement having an accrual rate of ‘80ths’ and the receiging
arrangement ‘60ths’ ) and/or a different normal pension age (such as age 60 in one a
the other).

In such cases, the amount of a member’s pension granted in the receiving
greater than the amount of pension given up in the transferring scheme
normal pension age has changed from age 60 to age 65 and the increase t of pension is
merely a reflection of the later age from which it is due to be paid. . I” value of the
benefits before and after the transfer may be the same even if th@ene to be paid under
transferring and receiving arrangements may be different.

t might be
beCause the

An example of where a reduction in the value of the bungd®
arrangement would be virtually equal to the increadin

imum amount of rounding up for
reference to independently pre-

comparable with the benefit being given up under the transferring arrangement (i.e. the value of
the benefits granted is not significantly less v‘uore than the value of the benefits given up).

e an employer is igs il its pension schemes

e the restructurin ccrued defined benefit rights being transferred from one
pensiorgsc

e thereis a

which means
o Mthe t of the transfer payment made in connection with the transfer of the accrued
ightgfrom the transferring scheme would not fully fund the grant of those accrued rights
) receiving scheme, and
the nature of the block transfer makes it difficult to readily attribute an amount of the
ransfer payment to each transferring member.

What are the adjustments to the closing value calculation?

For a defined benefits arrangement

e in the case of the transferring arrangement
o add back to the closing value the amount of pension (and separate lump sum if
appropriate) in respect of the scheme member that was included in the decrease
to the value of the bundle of rights See RPSM06107096.
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e in case of the receiving arrangement
o deduct from the closing value the increase to the amount of pension (and separate
lump sum if appropriate) in respect of the scheme member, that was included in
the increase to the value of the bundle of rights. See RPSM06107096.

For a cash balance arrangement

e in the case of the transferring arrangement
o add back to the closing value the amount of the decrease in rights available tg
provide benefits
e in case of the receiving arrangement
o deduct from the closing value the amount of increase in rights available t 0V
benefits.

Application of the block transfer provisions

Order comes in force) with retrospective effect so that they apply for pe t periods ending

The block transfer provisions described on this page were introduced XX o 1(date
in the tax year 2011-12 and subsequent tax years. @

In some unusual cases, the net effect of the block transfer adjust ts fONkransferring and
receiving arrangements may increase a scheme members’ liability t compared to the
calculation for transfers that are not block transfers (see R@l06107030).

This may arise, for example, in some cases where n
year of transfer and the rate of pension payable u e
that in the transferring arrangement.

bwance charge arises for the
ing arrangement is lower than

In such cases, the block transfer adjustment for the transferring arrangement only has effect for
transfers arising on or after XX [month] [yea}date Order comes in force).

N
\
™
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PROPOSED NEW PAGE

RPSM06107096 - Technical Pages: Annual allowance: From 6 April 2011:
Pension input amounts: Examples of adjustments to the closing value: Block
transfers: Examples

Block transfer examples

[Sections 232(6A)-(6D) & 236(5A)-(5D) Finance Act 2004] [The Finance Act 2004
(Registered Pension Schemes and Annual Allowance Charge) (Amendment) Or X
(20XX/XXXX)1]

Example - ‘mirror image’ benefits

Alec is a member of a final salary pension scheme (‘scheme 1').

His pension benefit builds up at a rate of 1/60th of final pay for each yea embership
and he has an option to commute some of his pension for a lump sum.

At the start of his pension input period, Alec has 15 years sche Ip and his *final
pay’is £65,000.

The pension forms part of a bundle of benefit rights in scheme 1 whi re payable to or in respect
of Alec.

3 % set rate when in payment, the
amount of payable pension is enhanced if Alec retireg on dF-health grounds, a defined lump
sum payable on Alec’s death in service and depengh ensions up to certain limits payable in
the event of Alec’s death before or after drawing

During the pension input period in question Alec’s empPIoyer reorganises its pension schemes by
transferring all of the sums and assets held byggcheme 1 together with all the liabilities of scheme
1 to another final salary pension eme (‘sdffeme 2).

This results in all of the bundle of g
as part of a block transfer (Alec’sf#
benefits of all of the other memb&@s

relating to Alec in scheme 1 being transferred to scheme 2
)l benefits are transferred along with all the accrued
eme 1).

Alec’s pension benefit in s O builds up at a rate of a pension of 1/60th of final pay for
each year of scheme m ip pgether with an option to commute some of his pension for a
lump sum.

The pension for% p bundle of benefit rights in scheme 2 which are payable to or in respect
of Alec. The otheﬁl hts are the same as those for scheme 1.
W

It is esta d of normal actuarial practice that the value of the bundle of rights relating
to Alec in sS&gme mediately before the block transfer is the same as the value of the bundle
of righ ic e granted in scheme 2 in relation to Alec immediately after the block transfer.
Forg urpdie of this example, the annual increase in CPI to the September before the tax year
i 2p .

Also pension input periods for both scheme 1 and scheme 2 end in the same tax year.

Calculating the opening values
Alec’s opening value for scheme 1 is calculated as:
Find amount of annual pension
15/60 x £65,000 = £16,250
Multiply annual rate of pension by flat factor of 16
£16,250 x 16 = £260,000
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Add amount of separate lump sum
£260,000 + £0 (there is no separate lump sum) = £260,000
Increase by CPI
£260,000 x 1.032 = £268,320
The opening value for scheme 1 is £268,320
The opening value for scheme 2 is nil (Alec is a new member at the start of the pension
input period for the arrangement under scheme 2).
Calculating the closing values

The closing values for both scheme 1 and scheme 2 need to be adjusted because of the b
transfer. If this was not done the pension input amounts for both schemes would no co t.
This adjustment is only needed for the pension input period that the transfer takes pla

Without an adjustment the closing value for scheme 1 would be nil (as all the efits rights
relating to Alec have been transferred to scheme 2).

The amount of Alec’s pension that formed part of the bundle of benefit ri ediately before
the block transfer out is added back to the closing value for scheme AN nt the bundle of
benefit rights relating to Alec were transferred he had built up a peffSio 8,800 in scheme 1.

This means that the closing value for scheme 1 is:
Find amount of annual pension
£16,800
Multiply annual rate of pension by flat facto 6
£16,800 x 16 = £268,800
Add amount of separate lump sum
£268,800 + £0 (there is no sepgte lump sum) = £268,800
is £268,800.

eme 2 Alec is granted a pension of £16,800 as part of the
fer-in.

The closing value for sche

At the point of the block transfer
bundle of rights that formed the & ‘

In the pension input perio Alec builds up a further amount of pension of £800. This
makes his total annual r scheme 2 at the end of the pension input period £17,600.

Without an adjystment t count of the block transfer, the closing value for scheme 2 would
be £281,600 (

To find the clg
deductin
the amoun

i e for scheme 2 the effect of the block transfer is taken into account by
nt of pension built up at the end of the pension input period (£17,600)
ount of the pension that was granted in scheme 2 immediately after the

block t e of the bundle of rights (£16,800).
ThegC I@INg ue for the pension input period is based only on the benefit rights built up under
sgEM er to the pension granted in scheme 2 as part of the block transfer-in - that is a

fu r amount of pension of £800.
ing value for scheme 2 is:
Find amount of annual pension
£800
Multiply annual rate of pension by flat factor of 16
£800 x 16 = £12,800
Add amount of separate lump sum
£12,800 + £0 (there is no separate lump sum) = £12,800
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The closing value for scheme 2 is £12,800.

Finding the pension input amounts

Alec’s pension input amounts are:
For scheme 1: closing value (£268,800) - opening value (£268,320) = £480
For scheme 2: closing value (£12,800) - opening value (nil) = £12,800

As Alec is not a member of any other arrangement his total pension input amount for the tax
year is £13,280 (£480 + £12,800).

For future tax years, the pension input amount is calculated as normal, with no adjustmept
block transfer.

Example - not ‘mirror image’ but benefits of equal value

Alec is a member of a defined benefits pension scheme (‘scheme 1’).

His pension benefit builds up at a set rate and he has an option to comm is pension
for a lump sum.

At the start of his pension input period, Alec has an accrued pensi

The pension forms part of a bundle of benefit rights in scheme 1 w are'payable to or in respect
of Alec.

The other benefit rights are that Alec’s pension will incre set rate when in payment, the

amount of payable pension is enhanced if Alec retir¥ health grounds, a defined lump
sum payable on Alec’s death in service and dependg up to certain limits payable in

the event of Alec’s death before or after drawing W its.

During the pension input period in question Alec’s SYQRloger reorganises its pension schemes by

transferring all of the sums and assets held by scheme'1 for a category of members (which

includes Alec) together with all the liabilities cheme 1 relating to that category of membership
to another defined benefits pensio@scheme ¥scheme 2').

This results in all of the bundle of g
as part of a block transfer (Alec’s({i§
benefits of all of the other memb& L

At the time of the block tr

relating to Alec in scheme 1 being transferred to scheme 2
benefits are transferred along with all the accrued
membership category concerned).

¢ had an accrued pension of £15,000pa in scheme 1.

Alec’s pension benefit in\@c
his pension for‘lu
part of the block

in scheme 2 comp to

also builds up at a set rate with an option to commute some of
wever, the amount of pension that Alec is granted in scheme 2 as
increased to £18,000pa. This is to reflect a later normal pension age
eme 1.

The pens
of Alec. Th

ar®of a bundle of benefit rights in scheme 2 which are payable to or in respect
efit rights are the same as those for scheme 1.

It is e@ablis y way of normal actuarial practice that the value of the bundle of rights relating
to schiime 1 immediately before the block transfer is the same as the value of the bundle
ht are granted in scheme 2 in relation to Alec immediately after the block transfer.

nd of the pension input period for scheme 2 Alec had an accrued pension of £19,000pa.

ension input period for scheme 1 ends in tax year 2012-13 and the annual increase in CPI to
the September before the tax year is 5.2 per cent. The pension input period for scheme 2 also
ends in tax year 2012-13

Calculating the pension input amounts

Finding opening values
Alec’s opening value for scheme 1 is calculated as:

Find amount of annual pension = £14,000
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Multiply annual rate of pension by flat factor of 16
£14,000 x 16 = £224,000
Add amount of separate lump sum
£224,000 + £0 (there is no separate lump sum) = £224,000
Increase by CPI
£224,000 x 1.052 = £235,648
The opening value for scheme 1 is £235,648
The opening value for scheme 2 is nil (Alec is a new member at the start of the pgn
input period for the arrangement under scheme 2).
Calculating the closing values

The closing values for both scheme 1 and scheme 2 need to be adjusted beca of the block
transfer. If this was not done the pension input amounts for both schemes wou ot be correct.
This adjustment is only needed for the pension input period in which the place.

Without an adjustment the closing value for scheme 1 would be nil (as a efits rights

relating to Alec have been transferred to scheme 2).

immediately before
At the point the bundle of
of £15,000 in scheme 1.

The amount of Alec’s pension that formed part of the bundle of b
the block transfer out is added back to the closing value for scheme
benefit rights relating to Alec were transferred he had buil a pensi

This means that the closing value for scheme 1 is:

Find amount of annual pension = £15,000

Multiply annual rate of pension by flat factd
£15,000 x 16 = £240,000
Add amount of separate lump sum
£240,000 + £0 (ther®g
The closing value for sche £240,000.
At the point of the block tran

bundle of rights that forme ansfer—m

In the pension input pe me 2 Alec builds up a further amount of pension of £1,000.
This makes his fotal ann n under scheme 2 at the end of the pension input period
£19,000pa.

Without an adj t to take account of the block transfer, the closing value for scheme 2 would

16)

To find ue for scheme 2 the effect of the block transfer is taken into account by
deducijfhg tro e amount of pension built up at the end of the pension input period (£19,000)
th unt d@the amount of the pension that was granted in scheme 2 immediately after the

t in of the bundle of rights (£18,000).

sing value for the pension input period is based only on the benefit rights built up under
2 further to the pension granted in scheme 2 as part of the block transfer-in - that is a
r amount of pension of £1,000.

The closing value for scheme 2 is:
Find amount of annual pension = £1,000
Multiply annual rate of pension by flat factor of 16
£1,000 x 16 = £16,000
Add amount of separate lump sum
£16,000 + £0 (there is no separate lump sum) = £16,000
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The closing value for scheme 2 is £16,000.

The pension input amounts

Alec’s pension input amounts are:
For scheme 1: closing value (£240,000) - opening value (£235,648) = £4,352
For scheme 2: closing value (£16,000) - opening value (nil) = £16,000

As Alec is not a member of any other arrangement his total pension input amount for the tax yea
is £20,352 (£4,352 + £16,000).

For future tax years, the pension input amount is calculated as normal, with no adjustmept
block transfer.

N
\
™

December 2014



Draft amendments to the Registered Pension Schemes Manual (RPSM) for the draft Finance Act
2004 (Registered Pension Schemes and Annual Allowance Charge) (Amendment) Order

Draft amendments to an existing page of the RPSM are highlighted

RPSM06107210 - Technical Pages: Annual allowance: From 6 April 2011:
Pension input amounts: Deferred member ‘carve-out’

Deferred member ‘carve-out’

[Sections 230(5B, 5BA 5BB, 5BC & 5C) & 234(5B, 5BA, 5BB, 5BC, 5BD, 5BE & 5C)
Finance Act 2004] [The Finance Act 2004 (Registered Pension Schemes and Annual
Allowance Charge) (Amendment) Order 20XX (20XX/XXXX)]

An individual who under either a defined benefits or cash balance arrangement is
¢ a deferred member for the whole of the pension input period,

e only a deferred member and then a pensioner member for the pension i p d,
or

e a deferred member from the beginning of the pension input period

o there is a recognised transfer from the pension schg Rl sums or
assets held for the purposes of, or representing accrud@ under, the
arrangement in connection with the individual, a

o after the transfer, no rights accrue under the nge t (from which rights
have been transferred) to (or in respect of) the iM@idual during any remaining

part of the pension input period

is treated as having no pension input amount (pg
following conditions are met.

sio @ ) for that arrangement if the

For the arrangement to be treated as having no p4
member’s benefits under the arrangement cannot

e the ‘relevant percentage’, plus
e the ‘relevant statutory increase percﬁage'.

The meaning of ‘relevant percentag®and ‘relevant statutory increase percentage’ is explained in
RPSM06107215.

Note - for this purpose rights to a
increase in the member’s b, @ the arrangement. Effectively, if either of the above
conditions are met the rat crfiase that must be given to the GMP can be ignored.

This is a two part test: iSgghe ber a deferred member (in the tax definition sense)? Is the
increase more ®an itted under the legislation? Failing either limb of the test means the
‘nil” pension inpu ou atment does not apply, and changes over the pension input period in

the mempQers tl nt may use up annual allowance.

This is ref his guidance as the ‘deferred member carve-out’ or ‘carve-out’.
Note n red pensioners might count as having a nil pension input amount in an
arr mentQor-a reason that is separate from the ‘deferred member carve-out’. The reason is

exMai w: in summary, it is because they became a deferred member (as defined for the
p ses Of tax rules) under the arrangement before 6 April 2006 and have remained a deferred
r for tax rule purposes since then.

is a further circumstance when a defined benefits arrangement which is under a deferred
annuity contract might have a nil pension input (see RPSM06107255).

Meaning of deferred member

Pre-6 April 2006 deferred members

Members with deferred benefits and continued employment link
Members joining a scheme on or after 14 October 2010 and then leaving
Cumulative increases

Partial crystallisation of deferred benefits

Revaluation rate for deferred members linked to continuing service
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Members with continuing life cover
Members with continuing ill-health cover

Transferring in deferred benefits

Meaning of deferred member

A deferred member is defined by elimination. Such an individual must not be an active member
or a pensioner member. In particular, an individual is an active member of a registered pensio
scheme if there are currently arrangements made under the pension scheme for the accrual of
benefits to or in respect of the person. This definition needs to be read in the context of a p
arrangement rather than per-scheme test for the annual allowance deferred member carve-ffu
The concept of ‘benefit accrual’ is therefore very important in this context.

Note that the definition of deferred member is a definition under the tax rules. Evengf the s of
a pension scheme refer to an individual as a deferred member or deferred pensioner tNg.do ot
necessarily make them one for the purpose of the tax rules.

Pre-6 April 2006 deferred members

In order for the annual allowance provisions to apply to an arrangement (@ ividual, there
must be a pension input period for that arrangement.

A pension input period in relation to an arrangement begins only §
commencement date’. For a defined benefits or cash balance arra

aement where the member became a
2s) under that arrangement prior to 6

The annual allowance provisions do not apply to a
deferred member (as defined for the purpose of t
April 2006, and has remained so from then on.

There would not be a pension input amount t ke into account for that arrangement. This is
because a pension input period weald not h started for that arrangement for as long as benefits
do not accrue to, or in respect of, t ember under that arrangement on or after that date.
£ W ber (as defined for the purposes of the tax rules) before
S @t constitute benefits beginning to accrue within a defined
¥nd so do not cause loss of deferred member status)

Where a member became a defe
6th April 2006, the following actid
benefits or cash balance ar

Where there is a ch
example moving

from arnd

continuin p

helate at which benefits are revalued in the deferred period, for
a at includes as part of its mechanism an index based on RPI
on CPI (so long as, where relevant, the change is not linked to
nt)

ing on or after 6th April 2006 a retirement option granted (by letter or in
I€s) before 6 April 2006.

By co , e a member of a defined benefits or cash balance arrangement has had accrual
under@hat afangement after 5th April 2006 (so has a pension input period for the arrangement)
a h e e a deferred member and so has qualified for the deferred member carve-out, the
a ns o ed at bullet point 1 or 2 above could cause the deferred member carve-out to be lost.
This ecause the consequential increases to benefit calculations may exceed the increases

itted under the deferred member carve-out.

The

Note that it is important to identify that a ‘pre-6 April 2006 deferred member’ is indeed a deferred
member of the arrangement for the purposes of the tax rules. See below for a range of situations
where a member may have ceased to accrue retirement benefits but nevertheless not count as
being a deferred member for the purpose of the tax rules since before 6 April 2006.

Where this happens, such that there is ‘accrual’ on or after 6 April 2006 in the arrangement, a
pension input period will have started for the arrangement when that post-5 April 2006 accrual
started, and the annual allowance provisions will apply.
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Members with deferred benefits and continued employment link

For a defined benefits arrangement an individual might have ‘deferred benefits’ to the effect
that the amount of their pensionable service is no longer increasing. This might happen when an
employer has given defined benefits for a period of time but has changed its pension provision for
subsequent service to money purchase. If the individual’s pension rights are still based on their
current salary and so they increase if they receive a pay rise (even though the length of service is
not increasing for the purpose of the defined benefit) the individual is not a deferred member and
so the deferred member carve-out does not apply.

Members joining a scheme on or after 14 October 2010 and then leaving

The deferred member carve-out covers an individual joining a registered pension scheggeter
14 October 2010 and then leaving. This is provided that the revaluation rate applying wa
accordance with the rules for members at 14 October 2010 or the increase is ho mo an
allowable CPI increase.

Cumulative increases

In many registered pension schemes, revaluation under the scheme ruleg
only when the deferred member reaches the scheme’s ‘normal pension a

e mulatively

N
~ EMP age’.

The deferred member carve-out can apply to such a cumulative ing#f€a Is provided that the
revaluation rate applying is in accordance with the rules that wer placqpn 14 October 2010.

Note - the revaluation of a GMP does not have to be taken into acco and so automatically
forms part of the carve-out.

Partial crystallisation of deferred benefits

Where the carve-out applies in respect of deferredib s under an arrangement that carve-out
can continue to apply if there is a partial crystallis®gon of®e deferred benefits during a pension
input period. This is provided that the conditions 18 c carve-out continue to be met in relation
to the remaining deferred benefits.

Revaluation rate for deferred mbers linked to continuing service

In relation to an arrangement, a §
to pensionable salary on ‘Date 1’

might, for example, cease accrual of benefit by reference
ation then applies at rates specified in the scheme

service with the current e
to the revaluation that

Where an emplgye
have been the ca
entitlement ariges
the indi
would not
individ

ly intonnection with employment and is considered an accrual. As such,
t idered to be a deferred member and the deferred member carve out

e arrangement(s) in question. Specifically, in the example above, the

not be able to rely on the deferred member carve-out before Date 2.

M s wih continuing life cover

A ployee continuing in service of an employer might cease pensionable service and have
va ion as for leavers from employment generally but continue to have life cover under the
while an employee.

In these circumstances the employee could be an active member of an arrangement solely
because the arrangement provides life cover. In most cases continuing life cover, itself, would not
be a pension input amount. Nevertheless, the continuing life cover could constitute an ‘accrual’ of
benefit and so make the member an active member for the purpose of the tax rules. This might
happen, for example, where the continuing life cover is a defined benefit which is based on the
employee’s salary at the time of death.

However, if the life cover is held within a separate arrangement to that within which the deferred
pension is held, the existence of that life cover would not, in itself, prejudice the deferred member

December 2014



Draft amendments to the Registered Pension Schemes Manual (RPSM) for the draft Finance Act
2004 (Registered Pension Schemes and Annual Allowance Charge) (Amendment) Order

Draft amendments to an existing page of the RPSM are highlighted

status in the other arrangement. Whether arrangements are separate will depend on the facts,
based on the scheme construction.

Members with continuing ill-health cover

An employee might cease accrual of pensionable service (but not actual service) in relation to an
arrangement and have revaluation as for leavers from employment generally but continue to have
ill-health cover.

For example, no further benefits might accrue in the normal course of events, in the sense that n
further benefits build up by reference to further service and salary in relation to the amount
pension that had built up by the time the employee ceased accrual of pensionable service.
However, if the member starts to suffer from a long term illness the scheme might grantgn
enhanced pension of either (a) the accrued pension paid immediately without reduction o

(a) but uplifted to reflect prospective service.

An employee who has ceased accrual of pensionable service could still be an e mem n
relation to an arrangement solely because of the continuing ill-health cover. A0 the life cover
case described above, this could constitute an ‘accrual’ of benefit, dependingsg ture. For
example the level of ill-health cover could increase by reference to conti vI&®or salary.
However, the continuing life cover might not create an actual pension inf nt unless and
until such time that the contingent event that triggers an actual be

If the ill-health cover provided for within an arrangement does n
revaluation linked to CPI (or the rate set out in the scheme rules on October 2010) the deferred
member ‘carve-out’ could still apply within that same arrangement.

In the event of the contingency that triggers an acial e t to the ill-health pension, the
deferred member carve-out would not be prejudice Qi e unreduced payment of the
accrued deferred pensioner rights (even if those b ot have been paid unreduced had
the member left employment).

If at the trigger event an actual entitlement arises
potentially a pension input amount at that time because the deferred member carve-out falls away
there might still not be a pension input amown relation to the triggering event. This might be
the case if that event satisfies theQgvere ill-Mealth conditions (see RPSM06105030).

h cover does constitute accrual, but it is provided under a
) deferred pension is held, the existence of the ill-health
eferred pensioner status in the other arrangement.
depend on the facts, based on the scheme construction.

As with ongoing life cover, if the i
separate arrangement to that in
cover would not, in itself, preiddi
Whether arrangements aref§

Transferring in deferr S
An individual mﬁ ; s a deferred member in relation to benefit rights held under an
arrangement and urn, Il of the other necessary requirements are met, qualify for the

-out.

T gra e replacement benefit rights under an arrangement under the receiving pension

e e as a result of the transfer would be an accrual of benefits to or in respect of the individual,
ugh there is no increase in benefit rights between those given up in the transferring

e and those granted in the receiving scheme.

This means the individual would be an active member in relation to the grant of the replacement
benefit rights. This would prevent the individual potentially qualifying for the deferred member
carve-out for, at least, the pension input period for the receiving scheme arrangement in which the
grant of the benefit rights occurs as a result of the transfer. However such an individual can
remain a deferred member in relation to the receiving scheme arrangement provided that but for
the grant of the replacement benefit rights as a result of the transfer, the individual would
otherwise qualify as deferred member in relation to the benefits rights under the receiving scheme
arrangement.
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With effect from XX [month][year] (date Order comes into force), the test for whether an
individual is a deferred member but for the grant of the replacement benefit rights as a result of
the transfer is conditional on

e in the case of a ‘block transfer’, the increase in value of the benefits in the receiving
arrangement in relation to the transfer is equal (or virtually equal to) the decrease in value
of the benefits in the transferring arrangement (RPSM06107095 has more details about
block transfers),

e in the case of an individual transfer, the grant of replacement benefits in the receiving
arrangement is funded solely by the amount of the transfer payment.

N
\
™
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PROPOSED NEW PAGE

RPSM06107215 - Technical Pages: Annual allowance: From 6 April 2011:
Pension input amounts: Deferred member ‘carve-out’: Meaning of ‘relevant
percentage’ and ‘relevant statutory increase percentage’

‘Relevant percentage’ and ‘relevant statutory increase percentage’

[Sections 230(5B, 5BA 5BB, 5BC & 5C) & 234(5B, 5BA, 5BB, 5BC, 5BD, 5BE & 5
Finance Act 2004] [The Finance Act 2004 (Registered Pension Schemes and Ann
Allowance Charge) (Amendment) Order 20XX (20XX/XXXX)]

The ‘relevant percentage’

The relevant percentage is

- an annual amount of increase required by the pension sc U ating to the
arrangement, provided the rules were in force on a certaifQ@ate,

otherwise

- the increase in the CPI over the twelve h @ ding with a month that falls
within the pension input period (the mont chosen by the scheme
administrator).

Note - for any tax year it is not the greater of the amdUnt required by the pension scheme rules or

the CPI measure. ,

An amount of increase required by (Ml pension scheme rules will be a relevant percentage where
the rules setting out the required were in force on

e for 'RPI based’ incr April 2012, or
o for any other case, ct@ber 2010.

An ‘RPI based"‘cr e ans

\:se produced solely by the movement in the RPI, or
inCNpase which is the lower of

an increase produced solely by the movement in the RPI, and
= a specified percentage figure.

xa the second limb of an ‘RPI based’ increase is where the rules require an RPI
in se subject to a cap of 3%. If the RPI increase is less than 3% the RPI increase will be given.
th&QPI increase is greater than 3%, the increase is 3%.

The ‘relevant statutory increase percentage’

This is all, or that part of, the percentage increase in a member’s rights under an arrangement
which occurs during the pension input period which is attributable solely to certain statutory
provisions.

Note — a percentage increase given in respect of one, or more, of the certain statutory provisions
will count towards the relevant statutory percentage even if the scheme rules do not have an
express mention of the certain statutory provision.

December 2014



Draft amendments to the Registered Pension Schemes Manual (RPSM) for the draft Finance Act
2004 (Registered Pension Schemes and Annual Allowance Charge) (Amendment) Order

Draft amendments to an existing page of the RPSM are highlighted

Note - if one or more of the certain statutory provisions have been incorporated into the scheme
rules an increase in accordance with the scheme rule is recognised once only, as a relevant
statutory percentage increase only.

Note - an increase can be regarded as being within the relevant statutory percentage if, for
reasons of pension scheme administration, the amount of increase required by the statutory
provision is rounded up to the nearest £10.

The statutory provisions concerned are

1. Section 15 of the Pension Schemes Act 1993 or section 11 of the Pension Schem
(Northern Ireland) Act 1993 - providing for increases to a guaranteed minimum
because its commencement has been postponed

2. Section 16 of the Pension Schemes Act 1993 or section 12 of the Pension Sch

(Northern Ireland) Act 1993 - providing for the revaluation of earnin ctors fo ly
leavers

3. Chapter 2 of Part 4 of the Pension Schemes Act 1993 or the Pensiggaach (Northern
Ireland) Act 1993 -providing for the revaluation of accrued benefj ariy®™eavers

mes (Northern
Ireland) Act 1993 -providing for the revaluation of guarant
leavers

5. Section 67 of the Equality Act 2010 - this provision replace ious equal treatment
provisions in section 62 of the Pensions Act 1965 and reads i scheme rules a sex
equality rule. One effect of the sex equality rule i it requires men and women to be
treated equally in respect of their benefit egtitle ensionable service from 17 May
1990 onwards.

Note - late retirement increases under Chapter 1 d pf the Pension Schemes Act 1993 or the
Pension Schemes (Northern Ireland) Act 1993 are vant statutory increases. This is because
schemes must first provide for late retirement uplifts before the legislation can apply, so the
increases do not occur solely as a result of t?tatutory provisions.

RPSM06107250 has more details late retirement increases and the deferred member carve-
out.
RPSM06107210 has more he deferred member carve-out generally.
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RPSM06107230 - Technical Pages: Annual allowance: From 6 April 2011:
Pension input amounts: Deferred member - What is meant by rules in force on
the Relevant Date

What is meant by rules in force on the Relevant Date

[Sections 230(5C) & 234(5C) Finance Act 2004] [The Finance Act 2004 (Registered
Pension Schemes and Annual Allowance Charge) (Amendment) Order 20XX
(20XX/XXXX)1

One of the conditions for the deferred member carve-out in relation to an arrangeggent a
the member’s rights do not increase by more than the sum of the ‘relevant percentag nd
‘relevant statutory increase percentage’.

RPSM06107210 has more details about the deferred member carve-out.

For this purpose, the ‘relevant percentage’ means

\

e an annual percentage rate in force in the scheme rules on rel nt date’ by which

deferred benefits under the arrangement will be increased, a
otherwise

e a CPI increase (see RPSM06107215).

The ‘relevant date’ means

e for 'RPI based’ increases ogly, 6 Aprwlz, or
e for any other case, 14 OctOQgr 2010 (see RPSM06107215).

For the annual rate of increase in
was in force in the scheme r| 9)

gf an arrangement to be in accordance with a rule that
elevant date’ it might be the case that the arrangement

was also in existence unde € on that date but it can also include a new arrangement set
up under that scheme ( erfcheme) after that date.
A new arrangerﬁn irjlude circumstances where

ment is created due to
ember starting pensionable service,
the Pensionable service ceases at a future date without immediate payment of
nefits, and
the annual percentage rate by which the deferred benefits under the arrangement
are increased is determined by a scheme rule that was in force on the ‘relevant
date’, or
D ome or all of the sums or assets held for the purposes of the new arrangement derive
from an existing arrangement under the same registered pension scheme (the
‘predecessor arrangement’), and
o the annual percentage rate by which the deferred benefits under the new
arrangement are increased is determined by a scheme rule that had applied to the
predecessor arrangement and that scheme rule was in force on the ‘relevant date’,
or
e some or all of the sums or assets held for the purposes of the new arrangement derive
from an existing arrangement (the ‘predecessor arrangement’) under a different registered
pension scheme (the ‘predecessor scheme’), and
o the annual percentage rate by which the deferred benefits under the new
arrangement are increased is determined by a scheme rule which is the same as a

ra
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scheme rule under the predecessor scheme which had applied to the predecessor
arrangement and the predecessor scheme rule was in force on the ‘relevant date’.

The circumstances described in the second and third bullet points above allow for an individual to
change pension schemes (or change arrangements within the same scheme) either individually or,
for example, on a scheme merger, company reorganisation or a business or company sale, and for
the uprating terms for deferred members that were included in the transferring scheme on the
‘relevant date’ to be ‘grandfathered’ within the receiving scheme (or the same scheme if the
transferring arrangements are within the scheme). This is to ensure that the individual is in no
worse position on being transferred to the receiving scheme, or new arrangement in the sa

scheme.
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RPSM06107240 - Technical Pages: Annual allowance: From 6 April 2011:
Pension input amounts: Deferred member - Discretionary increases

Discretionary increases

[Sections 230(5C) & 234(5C) Finance Act 2004] [The Finance Act 2004 (Registered
Pension Schemes and Annual Allowance Charge) (Amendment) Order 20XX
(20XX/XXXX)1

One of the conditions for the deferred member ‘carve-out’ in relation to an arrangem is tha
the member’s rights do not increase by more than the sum of the ‘relevant percentage’ an e
‘relevant statutory increase percentage’.

RPSM06107210 has more details about the deferred member carve-out.

For this purpose, the ‘relevant percentage’ means

date’ by which
06107230), and

e an annual percentage rate in force in the scheme rules on
deferred benefits under the arrangement will be increase

otherwise

e a CPI increase (see RPSM06107215).

However, the annual percentage rate in force in t » rules on the ‘relevant date’ must
apply under the scheme provisions automatically. tage increase chosen under a
discretionary power is not a ‘relevant percent;e’ for the purpose of the deferred member carve-
out.
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RPSM06107250 - Technical Pages: Annual allowance: From 6 April 2011:
Pension input amounts: Deferred member - Late retirement increases by
actuarial uplift factors

Late retirement increases by actuarial uplift factors

[Sections 230(5B & 5C) & 234(5B & 5C) Finance Act 2004] [The Finance Act 2004
(Registered Pension Schemes and Annual Allowance Charge) (Amendment) Order
(20XX/XXXX)1

later date. If so, the deferred pension must, in accordance with preservation
increased at least actuarially to reflect its late start date and likely shorter pa

Typically, scheme rules might express the uplift as that set by the trustedf
obtaining the Actuary's advice, is reasonable having regard to the period onement; but
being reasonably satisfied that the value of the pension payable to s at least equal to
the value required by the Preservation Requirements’. In general ¢lis w not be exercised with
an intention to ‘add’ value.

kample, ‘after

()

A typical calculation might be:

e pension due if retiring at age 65 - £50,000
e pension due if delaying drawing 1 year to
annum

e actual increase in pension - £5,000

e but there is no ‘added value’ to the pegpion of £50,000 per annum that was payable at age
65.

0% actuarial uplift so £55,000 per

The carve-out for deferred me
enhancements described above, hat the scheme rules on late retirement uplift have not
changed so as to provide a g since 14 October 2010 and that the enhancement factor
applied can be expressed 3 gFracntage.

A review of the gctuarial @ctore®since 14 October 2010 that leads to a higher factor, but which is
allowed for withtn t was in force on 14 October 2010 would not disapply the carve-out
provision.

Note - on the ures of the deferred member carve-out is that an increase might be in
accord a scheme rule that was in force on the ‘relevant date’.

Th aniMate’ can be either 14 October 2010 or 6 April 2012. Only the 14 October 2010 date
(o pp the purpose of the late retirement actuarial enhancements as the 6 April 2012 date
app only if the increase is '‘RPI based’ (RPSM06107215 has more details).

RPSM06107210 has more details about the deferred member carve-out generally.
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PROPOSED NEW PAGE

RPSM06107255 - Technical Pages: Annual allowance: From 6 April 2011:
Pension input amounts: Deferred member ‘carve-out’: Defined benefits
arrangement under a deferred annuity contract

Defined benefits arrangement under a deferred annuity contract

[Sections 153(8) & 234(5B, 5BB, 5BC 5BD, 5BE & 5C) Finance Act 2004] [The FiQan
Act 2004 (Registered Pension Schemes and Annual Allowance Charge) (Amepdm
Order 20XX (20XX/XXXX)]

An individual who has a defined benefits arrangement under a deferred a ity contract (the
‘annuity contract’), where the annuity contract is

e treated by the tax rules as a registered pension scheme because
funds have been transferred to the annuity contract to sec Payable at a future
date and those funds have come from a registered pensi che (see RPSM02104000
for more detail)

is treated as having no pension input amount for that ment under the annuity contract
if the following conditions are met.

gput amount the annual increase in the
han the greater of

For the arrangement to be treated as having no p¢{
member’s benefits under the arrangement cannot

e the ‘annuity rate’, and

e the ‘relevant statutory incgase perc‘age’ (see RPSM06107215).

o\

e an ann&& rease specified in the rules of the annuity contract (or a ‘predecessor

o not have to be taken into account when considering the
pe arrangement. Effectively, if either of the above
at must be given to the GMP can be ignored.

Note - for this purpose rights to g
increase in the member’s benefits
conditions are met the rate

The ‘annuity rate’ mean

registered sion'gscheme’) on 14 October 2010, or

othew
o @a er of

the ‘CPI percentage’, or
o the '‘RPI percentage’.

e annuity rate is not the greater of the rate specified in the rules on 14 October 2010 and
the CPI or RPI percentage.

The 'CPI percentage’ means

e theincrease in the CPI over the twelve month period ending with a month that falls within
the pension input period (the month having been chosen by the scheme administrator).

The ‘RPI percentage’ means

December 2014


http://www.hmrc.gov.uk/manuals/rpsmmanual/RPSM02104000.htm

Draft amendments to the Registered Pension Schemes Manual (RPSM) for the draft Finance Act
2004 (Registered Pension Schemes and Annual Allowance Charge) (Amendment) Order

Draft amendments to an existing page of the RPSM are highlighted

e the increase in the RPI over the twelve month period ending with a month that falls within
the pension input period (the month having been chosen by the scheme administrator).

A ‘predecessor registered pension scheme’ means another registered pension scheme from which
some or all of the sums or assets held for the purpose of the defined benefits arrangement under
the annuity contract derive.
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RPSM06107450 - Technical pages: annual allowance: from 6 April 2011:
pension input amounts: calculating pension input amounts for carrying forward
unused annual allowance from 2008-09, 2009-10, 2010-11

[Section228A Finance Act 2004 & Paragraph 30 Schedule 17 Finance Act 2011] [The
Finance Act 2004 (Registered Pension Schemes and Annual Allowance Charge)
(Amendment) Order 20XX (20XX/XXXX)]

From the tax year 2011-12 onwards it is possible to carry forward to a current tax year any
available unused annual allowance from the preceding three tax years.

RPSM06108010 onwards has more details about carrying forward unused annual allowa

In the case of tax years 2011-12, 2012-13 and 2013-14 respectively one or more of gge pr ing
three tax years will include 2008-09, 2009-10 and 2010-11.

There are transitional rules for working out how much unused annual allowan an be carried
forward from the tax years 2008-09, 2009-10 and 2010-11.

For the purpose of the carry forward rules

e the annual allowance for each of the tax years 2008-09, 2010-11is
deemed to be £50,000 (the actual annual allowance fog ffac e tax years was
greater than £50,000 - see RPSM06100030),

e the method of calculating how much of the deemed annualQlowance of £50,000 has
been used up for each of the tax years 2008-Q §9-10 and 2010-11 by reference to
e in the case of certain defined benefit

5 is based on the current methods
before the start of the first pension inp %

pension input periods before the start of

h balance arrangements that existed
’ror the arrangement there are deemed
st pension input period.

For this purpose the current method for \?ng pension input amounts generally means
applying the changes introduceghby Sche®le 17 Finance Act 2011 but before the effect of The
Finance Act 2004 (Registered PEN@lon Schemes and Annual Allowance Charge) (Amendment)
Order 20XX (20XX/XXXX)].

More details about the deemeRy
guidance.

IV input periods are given further down this page of the

Main application of cugr od for valuing pension input amounts

For a defined @engfits angement the factor of 16 (rather than the pre 6 April 2011 factor of
10) is used to wo& ension input amount and the opening value is uprated by CPI.

The opery cash balance arrangement is also uprated by CPI.

The CPI fi are
ber 2007 (use for 2008-09) 1.8%
Segember 2008 (use for 2009-10) 5.2%
September 2009 (use for 2010-11) 1.1%
September 2010 (use for 2011-12) 3.1%

In the examples given elsewhere in this guidance 3% may have been used for illustrative purposes
only to show how the opening value is uprated in accordance with CPI.

Example

Gordon has an other money purchase arrangement and a defined benefits arrangement. In
2011-12 Gordon has a total pension input amount of £110,000. In the previous three tax years
Gordon had the following inputs

2010-11 - £33,000
2009-10 - £30,000
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2008-09 - £26,000

These are his pension inputs calculated using the pre 2011 methods of valuing pension saving
(that is using a factor of 10).

But when calculated using the new methods of valuing pension inputs (that is using a factor of 16
and uprating the opening value by CPI), Gordon’s pension inputs are actually £37,000, £33,000
and £29,000.

So using an annual allowance of £50,000 for each of those three years, Gordon has £51,000
unused annual allowance that he can carry forward to 2011-12.

Unused annual allowance to carry forward

2010-11 = £13,000

2009-10 = £17,000

2008-09 = £21,000
£51,000

This gives him a total available annual allowance for 2011-12 of £1 oes not cover all
of Gordon’s pension saving so there is an annual allowance chayffe

Gordon will have to pay the annual allowance charge on the £9,00 nsioh saving over his
available annual allowance.

Deemed pension input period for certain definé hnd cash balance

arrangements

In the case of certain defined benefits arrangemen ash balance arrangements (see
RPSM06106010) where the first pension input perio0®s in any of the tax years 2011-12, 2012-
13 and 2013-14, pension input periods are degimed to arise for the three 12 month periods before
the first pension input period. Thege deeme nsion input periods are used to determine how
much unused annual allowance caM@@e carried forward to the tax years 2011-12, 2012-13 and
2013-14.

Unused allowances from the dee
introduced by Schedule 17 4
(Registered Pension Sche

Won input periods are calculated applying the changes
011 but before the effect of The Finance Act 2004

nnual Allowance Charge) (Amendment) Order 20XX

the pension input periods to arise). In particular, the annual

(20XX/XXXX)] (other t
allowance for each of thefga S 2008-09, 2009-10 and 2010-11 is deemed to be £50,000 for
the purpose of #or the amount of any unused annual allowance.

™
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RPSM06108020 - Technical pages: annual allowance: from 6 April 2011:
calculating the tax charge: calculating the amount of unused annual allowance
to carry forward

[Section 228A & 228B Finance Act 2004] [The Finance Act 2004 (Registered Pension
Schemes and Annual Allowance Charge) (Amendment) Order 20XX (20XX/XXXX)]

Unused annual allowance can be carried forward automatically and does not need to be notified
by the individual to HMRC or the scheme administrator. An individual does not need to show thi
on their tax return if their unused annual allowance means that an annual allowance tax chafle’i
not due for a particular tax year.

To see if an individual has an annual allowance charge they need to take the following
Work out the total pension input amount for the tax year.

The individual will need to add together the pension input amounts for all ngements that

they have under registered pension schemes, and relevant overseas schenie ee

RPSM06105020 - *‘Who do the annual allowance rules apply to?’). @
Q

The calculation of the pension input amount will vary depending upon thd
The following show how this is calculated in

arrangement.

o cash balance arrangements (RPSM06107040)

¢ other money purchase arrangements (RPSM0610702
e defined benefits arrangements (RPSM061§

e hybrid arrangements (RPSM06107050)N

pension input amount for all arrangements under thd eme over the pension input period
ending in the tax year. A member can also askgtheir pension scheme to provide that information.
RPSM06107500 explains the scherpe admini tor’s responsibility to provide a member with

information about their pension in amount.

Is the total pension input am e than the annual allowance?

If the answer is no, then th
is no need to carry out an ps.

ill not have to pay the annual allowance charge and there

If the answer is yes, theQg next step.

L 4
Total pension in& nt for the tax year is more than the annual allowance
h

valuin@ pre | 2011 pension inputs at RPSM06108030.

em ask their scheme administrator to tell them the amount of their pension input
ts under that scheme for the last three tax years.

in circumstances the total pension input amount must include a deemed pension input
molnt. See the guidance further down this page under the heading ‘Deemed pension input
amount for certain defined benefits and cash balance arrangements’. (The scheme administrator is
not obliged to give details about any deemed pension input amount.)

Work out how much unused annual allowance there is for these three years.

There will be unused annual allowance in relation to one or more of the last three tax years for
potential carry forward to the current tax year if the total pension input amount (including, when
applicable, any deemed pension input amount) for the tax year concerned is less than the annual
allowance for that same tax year; the unused amount being the difference between the total
pension input amount and the annual allowance. If any part of the unused annual allowance from

December 2014



Draft amendments to the Registered Pension Schemes Manual (RPSM) for the draft Finance Act
2004 (Registered Pension Schemes and Annual Allowance Charge) (Amendment) Order

Draft amendments to an existing page of the RPSM are highlighted

one or more of the last three tax years has already been used in relation to any of the other tax
years in the same three year period only the remaining balance (if any) can be carried forward to
the current year.

Add any available remaining unused annual allowance to the annual allowance for the current
year. This is the available annual allowance.

If one of the previous three years has an input amount of more than the annual allowance for that
tax year then that excess may have used up any amount of unused annual allowance from the
preceding year(s) first and, if so, this will reduce the amount of unused annual allowance to be
carried forward to the current year. (See_RPSM06108010 for more details about how unuse
annual allowance from more of the previous three tax years may have been used up when

annual allowance was also exceeded within the same three-year period. But see RPSM0
which gives details of when this general principle does not apply in relation to tax years b e
2011-12.)

Deemed pension input amount for certain defined benefits and cash ljglance
arrangements

There is a deemed pension input amount in the case of certain defined be ments and
cash balance arrangements or hybrid arrangements where the only ben ay be provided

under the arrangement are defined benefit or cash balance benefits.

The deemed pension input amount applies only for the p of establishing how much unused
annual allowance might be available to carry forw T
form part of an individual’s actual total pension inp
allowance for a particular tax year.

The certain defined benefits and cash balance arra s in question are those where
e there was a certain period of time during which the arrangement was in existence, but

e during that period of timegthe annuAIowance provisions did not apply to the

arrangement

en started to apply to the arrangement as a result of the
rangement ending in the tax year 2011-12, 2012-13 or

e the annual allowance pro
first pension input period

2013-14, and
e in any one or mgre e ) consecutive periods of 12 months immediately before the
commencement \@at t first pension input period the arrangement was in existence at
any timé@.
If the arrangemen®Qias i istence during any of those 12 month periods (the arrangement is
likely to i istence at some time during, at least, the 12 month period ending
immediat € commencement date of the first pension input period), the 12 month
period i

o Wlis a d@eMed pension input period,
° nsion input period is for the tax year in which the 12 month period in question
ended, and

a deemed pension input amount is calculated for that deemed pension input period.

The pension input amounts are calculated applying the changes introduced by Schedule 17 Finance
Act 2011 but before the effect of The Finance Act 2004 (Registered Pension Schemes and Annual
Allowance Charge) (Amendment) Order 20XX (20XX/XXXX)] (other than deeming the pension
input periods to arise).

This provision is aimed at the first pension input period for the following arrangements in particular
e benefits to or in respect of the individual start to accrue again under an existing

arrangement where the last such accrual had ceased before 6 April 2006 (more
information see RPSM06106010), or
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e benefits to or in respect of the individual have continued to accrue since before 6 April
2011 under an existing arrangement, or start to accrue again on or after 6 April 2011
under an existing arrangement, where the individual has enhanced protection (see
RPSM06106010).

Is the available annual allowance more than the total pension input amount for the
relevant tax year?

If the answer is yes then there will be no annual allowance charge. Although there is no need to
contact HMRC to make a claim or election for this carry forward, the member will need to kee
record in case their pension input amount exceeds the annual allowance in a subsequent ye

If the answer is no then the annual allowance charge is due on the amount of the pensi
amount that is more than the available annual allowance.

Where the member has an annual allowance charge, they will need to include this on
Assessment tax return.

If their pension input amount in one pension scheme is more than the annual a ance, e.g.
a ,000 then
f they do this

the amount the

the member can ask their scheme to pay the annual allowance charge fo
then their amount of pension benefits that they receive will be redu
pension scheme has paid on their behalf. This is known as “Sche

For more information about ‘Scheme Pays’, see RPSM06109020.
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RPSM06109080 - Technical pages: annual allowance: April 2011: paying the tax
charge: scheme pays a member’s annual allowance charge - paying the annual
allowance charge when the member is due to become entitled to all benefits
under the scheme or when a BCE 5, 5A or 5B is due to occur for member under
the scheme

[Section 237B(6) Finance Act 2004] [The Finance Act 2004 (Registered Pension
Schemes and Annual Allowance Charge) (Amendment) Order 20XX (20XX/XXXX)]

There are deadlines for a member to give a notice requiring a scheme administrator tg p
amount of the member’s annual allowance charge for a particular tax year.

Normally the deadline is 31 July in the year following the year in which the tax year co
ended. For example a notice for the tax year 2014-15 must be given by 31 2016.
(RPSM06109060 has more details about the deadlines.)

itled to all
or member under

However, the deadline is brought forward when the member is due to be
benefits under the pension scheme or when a BCE 5, 5A or 5B is d
the scheme. The timing of the notification in these circumstances a
applies to is explained further down this page.

Bringing forward the deadline will forewarn the pension scheme that member may, for
example, take their benefits from the scheme before the e may have paid the tax that the
member has asked it to pay.

ction to the member’s benefits to
ember becomes entitled to their

payment.

Timing of notification — positia
of Order]

If a member is planning to take a
year and they also want their sch¥g
which they are taking their
they become entitled to all efits.

benefits under a pension scheme in a particular tax
Yay an annual allowance charge for the same tax year in
they will need to give the scheme notice of this before

This requirement applies@vh entitlement to benefits is due to occur no later than XXXX [end
of 6 month peri§d innN\g with date of Order].

Similarly, if a BCE CE or BCE 5B will occur in relation to a member in a particular tax year
and the the scheme to pay an annual allowance charge for that same tax year, the
IVe notice of this before the BCE occurs. (RPSM11102020 has more details

n? applies where the BCE is due to occur no later than XXXX [end of 6 month period
date of Order].

Th ember’s notification must include a statement to explain that before the end of the tax year,

nd to take all of their benefits from the pension scheme, or that a BCE 5, 5A or 5B will
and they must give the date when they expect to take their benefits, or when the BCE will
occur.

Because the notice must be given before the end of the tax year in respect of which the notice
relates it is likely that an estimated amount will need to be put in the notice and an amended
notice might need to be given once the annual allowance charge for the tax year concerned
becomes final (see RPSM06109100 has more details about estimating the amount of an annual
allowance charge).
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Timing of notification — position after XXXX [after end of 6 month period that began with
date of Order]

If a member is planning to take all benefits under a pension scheme in a particular tax year and
the member also wants a scheme to pay an annual allowance charge for

e the same tax year in which they are taking their benefits, and/or
e another tax year

the member will need to give the scheme a notice for the tax year (or tax years) concerned gfEfo
becoming entitled to all the benefits.

This requirement applies where the entitlement to benefits is due to occur after XXX nd
month period beginning with date of Order].

Similarly, if a BCE 5, BCE 5A or BCE 5B will occur in relation to a member in a p3icular tax year
and the member wants the scheme to pay an annual allowance charge fog X year
and/or another tax year, the member will need to give a notice for the tg concerned
before the BCE occurs. (RPSM11102020 has more details about BCE

This requirement applies where the BCE is due to occur after XXX
beginning with date of Order].

ill be become entitled to all
he member’s notification must

Where the notice is for the same tax year in which
benefits under the scheme, or that a BCE 5, 5A or 5
include a statement to explain that before the end 4
benefits from the pension scheme, or that a BCE § 2B will occur, and they must give the
date when they expect to take their benefits, or w MBCE will occur.

Because the notice must be given before the of one or more tax years in respect of which a
notice relates it is likely that an egiimated aadnt will need to be put in the notice(s) and an
amended notice(s) might need to iven once the annual allowance charge for the tax year(s)
concerned becomes final (see RP 9100 has more details about estimating the amount of an
annual allowance charge).

Making an adjustment t er’'s benefits

Even though the memb&& i heir benefits in the same year that the scheme will become
liable for the angual_allo&nc arge, the scheme is still required to make an adjustment to the
member’s bene the tax paid.

Define gements - position before 6 April 2013

If the sche make the adjustment before the member’s scheme pension was put into
paym reduction of a pension already in payment otherwise than in exempted
circunfgtance@ tfat applied at that time could have resulted in the future pension payments being

u t isgfl member payments.

d benefits arrangements - position from 6 April 2013

April 2013 the specific circumstances in which a scheme pension in payment can be
reduced have been extended to a reduction as a consequence of the scheme administrator paying
an amount of the member’s annual allowance charge. (See RPSM09101580 for further
information.)

Money purchase arrangements

Giving the notice before the member becomes entitled to their benefits enables the pension
scheme to consider when the adjustment will be made, particularly if the member’s benefit options
include a lifetime annuity or short-term annuity. The positions above for defined benefits
arrangements will apply if the member’s benefit options include a scheme pension.
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Pension input amount calculation

Where a member has asked the scheme administrator to pay their annual allowance charge in the
year that they are taking all of their benefits from the scheme and the scheme administrator will
do this (either because they have become jointly and severally liable to the charge with the
member or because they have agreed to pay the charge on a voluntary basis) then when they are
calculating the members final pension input amount they will not need to make an adjustment to
the closing value in respect of a joint and several liability where the adjustment is made in respect
of an annual allowance charge liability that arose before XX [month] [year] (date Order comes int
force) and the notice was given before that date. See RPSM06107030 in the case of defined
benefits arrangements and RPSM06107040 for cash balance arrangements for more details.
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RPSM06109090 - Technical pages: annual allowance: April 2011: paying the tax
charge: scheme pays a member’s annual allowance charge: when the scheme
administrator does not have to pay the member’s annual allowance liability
administrator does not have to pay the member’s annual allowance liability

The scheme administrator will have to pay the member’s annual allowance liability provided

e the member’s total annual allowance charge liability for the tax year exceeds
£2,000,

e the amount of all their pension input amounts in that scheme alone was more
the annual allowance for the year (for example, £50,000 for 2012-13 or £40,
2014-15), and

¢ the member has given a notice to the scheme administrator requiring the s&gm
pay the liability and this notice has been received by the scheme pme.

A scheme administrator can refuse to pay a member’s annual allowance charge n though they
meet the conditions to be able to require the scheme to pay as set out b

A scheme administrator can refuse to pay in the following circumstances.

¢ The pension scheme is being assessed by the PensiopProt®ion rund at the time the
member requires it to pay.

e The member has already required the scheme administratOWto pay but before the tax is
paid to HMRC the scheme starts to get assessg# ension Protection Fund.

v

stment to the member’s benefits
Pe the benefits they would

gt of the tax paid include ‘contracted-out’
dSubject to section 159 of the Pension

on Schemes (Northern Ireland) Act 1993.

e The pension scheme would be unable to
in the scheme to take account of the ta
otherwise have needed to adjust to tak
rights (GMPs and/or protected rights)
Schemes Act 1993 or section 155 of the P

Discharge of the scheme admig 'strator'&bility

In specific circumstances the schergs
their liability to pay the member’g

Rdministrator may also apply to HMRC for a discharge of
allowance charge. The grounds for doing this are

e that to do so wou y harm the interests of the members of the scheme, or

e it would not oth
example, whige
are ipsufficien\@fu
the Y)

reasonable for the scheme to pay the member’s charge (for
e of the member’s benefits in the scheme have fallen and there
the scheme to pay the amount of tax the member has asked

HMRC will notj heme administrator of their decision and whether the scheme will be
iaWity for the annual allowance charge. Where the scheme administrator is
bility then the member will become solely liable to the annual allowance

Wi ergfhas been a transfer of all the sums and assets held under the scheme
b&gre otice is given to the scheme administrator.

an s on or after [date Order comes into force]
hePe a member

e meets the requirements that would mean that they could notify their pension scheme
(‘pension scheme 1') that they require them to pay their annual allowance charge, but

e before they give that notice all the benefit rights for the member are transferred to
another pension scheme (‘pension scheme 2'),

the member can no longer require pension scheme 1 to pay the annual allowance charge.

Instead the member can require pension scheme 2 to pay the annual allowance charge.
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Draft amendments to the Registered Pension Schemes Manual (RPSM) for the draft Finance Act
2004 (Registered Pension Schemes and Annual Allowance Charge) (Amendment) Order

Draft amendments to an existing page of the RPSM are highlighted

The member’s notice to pension scheme 2 must be given on time - i.e. the same deadline that
would have applied for pension scheme 1 had the transfer not occurred.

Transfers before [date Order comes into force]

The position for transfers that took place before XX XX XXXX was more restricted.

The same conditions described immediately above applied but with the additional requirement that
all of the benefit rights for the member in pension scheme 1 had to transfer to pension scheme 2
with all of the benefits rights of all of the other members of pension scheme 1 (for example,
following an employer re-organising its pension schemes).
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