RPSM06300020 - Scheme Administrator pages: Annual allowance: Changing pension input periods

Changing pension input periods and nominated dates

The member’s first pension input period will, unless otherwise changed, end at the anniversary of the start date. So a period starting on 1 June 2006 will end on 1 June 2007. 

However, you (or in a money purchase arrangement that is not a cash balance arrangement, either you or the member), may opt to end it sooner. This earlier date is referred to as a ‘nominated date’. This ‘nominated date’ allows a change to be made to the period relating which would otherwise have been the anniversary of the date the member entered into the arrangement. 

The nomination by either you or the member does not concern HMRC. Any nomination should be made by notice to the member(s) concerned. In the case of a money purchase arrangement (other than a cash balance arrangement) where the member also has the right to nominate, the member should nominate by sending a notice to the scheme administrator. 

If you both make a nomination in relation to the first pension input period, the legislation provides that it is the first nomination made, rather than the earliest date chosen that becomes the nominated date. 

The second pension input period will follow on from the first. It will end (if no nomination is made) on the anniversary of the end of the preceding period. In the above example, this will be 1 June 2008, but it may end earlier if a nomination is made. But such a nomination must be in the tax year following that in which the preceding pension input period ended. Later periods follow suit. 

You may wish, for example to use the end of the annual scheme year as a nominated date. So the information you will normally provide to the member may include details to enable the member to calculate the pension input amount. This pension input amount will be the amount from the pension input period ending in the tax year concerned. For example, you may find it a work-saving measure to provide information on the pension input amount at the end of the scheme year. This might be when you are providing other scheme information, and so you can use the scheme year-end as a nominated date. This saves individual requests coming from members asking for information. 

In the case of defined benefits arrangements the pension input amount will relate to the increase in the pension input period of accrued rights. 

In money purchase arrangements (other than a cash balance arrangement) the annual allowance test will be on the total amount of contributions (both member and employer) paid in the pension input periods. 

In a hybrid arrangement, it is the greater of the increase from the different varieties that will determine the pension input amount. 

For all types of arrangements, contracting out contributions in the form of minimum payments or minimum contributions do not count determining a pension input amount. 

For more detailed information on Pension Input amounts see RPSM06100000
he annual allowance in effect limits the amount of tax privileges available on pension savings paid by or in respect of an individual in a tax year to a registered pension scheme.

Where the increase in tax relieved pension savings, as determined under the legislation, exceeds the annual allowance in relation to a tax year, an annual allowance charge will arise. 

The annual allowance for the tax year 2006-2007 will be £215,000.
The annual allowance for the tax year 2006-2007 will be £215,000. 

For later tax years it will be:

	2007 – 2008
	£225,000

	2008 – 2009
	£235,000

	2009 – 2010
	£245,000

	2010 – 2011
	£255,000



These figures have been announced by the Government as being specified amounts which will be implemented by Treasury Order. After 2010, further changes will also be by Order. The order making provision of section 228(2) does not permit the annual allowance to be reduced.

To determine whether the annual allowance has been exceeded for a tax year it is necessary to know the total pension input amount for the tax year. 

The total pension input amount is arrived at by aggregating the pension input amounts for each of an individual’s arrangements under all registered pension schemes of which the individual is a member. The pension input amounts are measured over the pension input period. The total pension input amount is the amount of the increase in the individual’s pension savings. This increase will then be tested against the annual allowance for the tax year in which the pension input period ends. 

The rules for calculating the pension input amount will depend on the type of pension arrangement within a registered pension scheme 

he pension input period

	[s238(2)(a)]



The pension input period is a period over which the pension input amount for anarrangement is measured. 

The pension input period need not be the same as a tax year and the period can be changed (see RPSM06100070). It is the pension input amount for the pension input period ending within the tax year that will become part of the total pension input amount and tested against the annual allowance. This means that pension input amounts arising from later periods which begin within the tax year but do not end within that tax year will not be tested for that tax year, but for the next.

Example

John is a member of three registered pension schemes each with different pension input periods. These are:

	Scheme 1
	1 January to 1 January

	Scheme 2
	1 May to 1 May

	Scheme 3
	1 September to 1 September



So for the tax year ending on 5 April 2008 the pension input periods which would count are:

	Scheme 1
	1 January 2007 to 1 January 2008

	Scheme 2
	1 May 2006 to 1 May 2007

	Scheme 3
	1 September 2006 to 1 September 2007


Start of the pension input period

	
	[s238(2)]



An individual may have more than one arrangement within the same registered pension scheme and the pension input period for each arrangement may differ. Similarly it may differ from periods used for arrangements in other registered pension schemes for the individual. 

Start of pension input period: 

The first pension input period will start on the ‘relevant commencement date’. 

The ‘relevant commencement date’ is for a

· defined benefits arrangement or a cash balance arrangement, when benefits first start to accrue. This also applies to a hybrid arrangement where the only benefits are cash balance or defined benefits.

· money purchase arrangement (other than a cash balance arrangement), when the first contribution is paid, whether a member contribution (or one made on behalf of the member) or an employer contribution.

· hybrid arrangement under which the benefits that may be provided include money purchase benefits that are not cash balance benefits, whenever the earlier of the above applies.

For all arrangements existing on 5 April 2006 which fall within registered pension schemeson 6 April 2006, the first pension input period begins for a money purchase scheme (other than a cash balance arrangement) when a contribution is made in respect of an individual. For defined benefit or cash balance arrangements it is the first date after 5 April 2006 when rights first accrue to the individual. Where typically, accrual occurs evenly over the course of a year, then such accrual will start on 6 April 2006.

End of the first pension input period
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The first pension input period will, unless otherwise changed, end at the anniversary of the start date. So a period starting on 1 June 2006 will end on 1 June 2007. 

It can come to an end earlier than the anniversary if the scheme administrator, or in amoney purchase arrangement that is not a cash balance arrangement, the scheme administrator or the member, opt to end it sooner. This earlier date is referred to as anominated date. 

A nominated date allows a change to be made to the fixed period relating solely to the anniversary of the member entering into the arrangement.

Example

The scheme administrator operates with a scheme year for administrative purposes of 31 October. The scheme administrator may nominate that the pension input period which began on 1 June 2006, will cease on 31 October 2006 to facilitate alignment with the time of year when the scheme provides information to members.

In a money purchase arrangement, the member will have a statutory right under Department for Work and Pensions legislation to seek an illustration of benefits and other information about membership. Where a member puts in a request for an illustration, they may also want to obtain information about the amount being used to test against their annual allowance. If they do, they can (unless their arrangement is a cash balance arrangement) nominate a date upon which a pension input period will come to an end, so that the pension input amount is calculated over the same period as the illustration. 

The nomination by either a scheme administrator or the member does not concern HMRC. A nomination by the scheme administrator is made by notice to the member concerned. And in the case of a money purchase arrangement where the member also has the right to nominate, the member should nominate by sending a notice to the scheme administrator. 

If both parties make a nomination in relation to the first pension input period, the legislation provides that it is the first nomination made (which might not be the earlier of the dates nominated) that is the nominated date.

Example

George is promoted to a new post with his employer on 29 January 2007. He is informed that he will be eligible to join the company’s money purchase scheme and details will be forwarded to him in due course. George requests the 30 September 2007 be used as an illustration date and makes a nomination to that effect. The scheme administrator later nominates 30 April 2007 to fit in with the accounting year of the scheme. In these circumstances George’s choice takes precedence even though the scheme administrator chose an earlier date.

Subsequent pension input periods

The second pension input period begins immediately after the end of the first period and ends at the appropriate date. 

If unchanged, the appropriate date will be the anniversary of the end of the first period. A second period starting on 2 June 2007 will therefore end on 1 June 2008. This second period can also end earlier by means of a nomination (see RPSM06100070) provided the nominated date falls within the tax year following that in which the first period ended. In the above example a nominated date for the subsequent pension input period must not be earlier than 6 April 2008. This ensures that only one pension input period will arise within a tax year. 

For later pension input periods, the same conditions as for the second period will apply

Example

Raj used a nominated date of 31 July 2007 (which brought to an end a pension input period) to obtain an illustration of benefits. The scheme administratorthen decides to align the subsequent pension input period with the scheme year, which ends on 30 April. So the scheme administrator nominates 30 April 2008 as the end of the subsequent pension input period. This is satisfactory because the date falls within the following tax year to the one in which the first pension input period ended. Had no nomination date been made, the pension input period would have ended on 31 July 2008.

Exemption from test: the individual becomes entitled to all the benefits from the arrangement

There is no annual allowance test in respect of an arrangement where before the end of the tax year the individual has become entitled to all the benefits from that arrangement.

One pension arrangement within a registered pension scheme

Where an individual has only one pension arrangement within a registered pension schemeand before the end of the tax year they become entitled to all the benefits from that arrangement, there is no pension input amount for that tax year and so nothing to test against the annual allowance. Entitlement to benefits arises when an individual acquires an actual right to draw benefits (i.e. not just a prospective right and not just by reaching normal minimum pension age). What is meant by entitlement is explained in more detail inRPSM11102050.

Multiple pension arrangements within a registered pension scheme and the member becomes entitled to all the benefits from one arrangement

Where the individual becomes entitled to all the benefits from one arrangement but has other arrangements in the same registered pension scheme, or arrangements in other registered pension schemes, then the pension input amounts to those other arrangements will be calculated as usual and form part of the total pension input amount.

Individual only takes part of their benefits within an arrangement

If only part of an individual’s pension rights within an arrangement give rise to an entitlement to benefits, for example within a pension fund valued at £100,000, the member designates £75,000 as being available to pay an unsecured pension and pension commencement lump sum, and leaves £25,000 uncrystallised, then the pension input amount for that arrangement will still relate to the whole of the rights under the arrangement for the pension input period concerned.

Multiple pension arrangements across multiple registered pension scheme and the member becomes entitled to all the benefits from all arrangements

When the individual becomes entitled to all rights to benefits from all arrangements from all the registered pension schemes of which the individual is a member, then no pension input amount will arise for the pension input periods ending with the benefit entitlement.

General example

Samina has 3 arrangements in 3 registered pension schemes. When she reaches the age of 60 on 15 April 2007 she wishes to take benefits from two of the schemes but delay entitlement to benefits from the remaining scheme until she is 65. 

In these circumstances no pension input amount will arise from the two schemes during the tax year ending 5 April 2008, but there will be a pension input amount for the remaining scheme. When she does eventually take all her benefits from the remaining scheme during the tax year ending 5 April 2013 there will be no pension input amount for that tax year.

	


The annual allowance charge is a tax charge on the individual. It arises where the total pension input amount for an individual in pension input periods which end in the tax year concerned exceeds the amount of the annual allowance for that tax year. 

Where the total pension input amount exceeds the annual allowance, the annual allowance charge will be levied on the excess. 

The amount of the annual allowance charge is 40% of the amount in excess of the allowance.

Example

Heather is a member of 3 different schemes. Scheme A has a pension input period ending on 31 March, Scheme B 5 April and Scheme C 30 November. During the tax year ending 5 April 2008 she will have to amalgamate the pension input amounts for the periods ending on the following dates to arrive at her total pension input amount:

	Scheme A
	31 March 2008

	Scheme B
	5 April 2008

	Scheme C
	30 November 2007


The pension input amount in each fund is :

	Scheme A
	£54,000

	Scheme B
	£98,000

	Scheme C
	£98,000

	Total pension input amount
	£250,000


As the annual allowance for the tax year ending 5 April 2008 is £225,000 Heather will be taxed on the excess of £25,000. The annual allowance charge will therefore be £10,000 (40% x £25,000).

Liability to pay the annual allowance charge
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The annual allowance charge is payable by the member concerned (not the scheme administrator). This will be done through the individual’s personal Self Assessment return. If the individual has not been issued with a personal tax return, but they have a liability to pay the charge, they should notify their tax office of the position. 

Although the annual allowance charge is an income tax, any liable amount will not be regarded as income for the purpose of the general taxation provisions. An individual will not therefore be able to set any allowances, losses or reliefs against the charge. 

This reflects the fact that the charge neutralises the effect of the tax reliefs which have earlier been given. 

Also any excess amount will not count as pension income, or any other kind of income, for the purposes of the UK bilateral double taxation conventions. 

The annual allowance charge arises whether or not the individual or the scheme administrator is resident, ordinarily resident or domiciled in the UK.

Valuing pension growth
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For cash balance arrangements the pension input amount is the amount by which an individual’s rights under the arrangement have increased over the pension input period. There is such an increase when the closing value of an individual’s rights exceeds the opening value. 

Both the opening value and the closing value of the individual’s rights are the amounts that would be available for the provision of benefits to or in respect of the individual on the assumption that the individual became entitled to them on the calculation dates specified, i.e. the beginning and end of the pension input period. For this purpose, it is assumed that the rights under the arrangement are not affected by any scheme provision to discount pension rights by an actuarial reduction for early payment. Also that any calculation of rights for ill- health under the scheme provisions are ignored. 

But the pension rights regarded as increasing during the course of the pension input period ending in the tax year concerned would be adjusted according to the factors explained inRPSM06101030 to RPSM06101060.

In specie contributions

As explained at RPSM05101020 contributions to a registered pension scheme must be a monetary amount. But what is allowed is for an individual to agree to pay a monetary contribution and then to settle this debt by way of a transfer of asset(s). 

An example will probably aid understanding here. If an individual wishes to pay a contribution they cannot do this by merely saying 'take this asset and whatever it is worth that is my contribution'. What they must do is to say that I wish to pay a contribution of, say, £10,000. If the scheme agrees, this debt may be paid by the member through a transfer of an asset of that value. If the asset is of a lower value the balance will be paid in cash. 

If the contribution is being made to a registered pension scheme that operates relief at source (RAS) the amount of cash contribution specified should, if applicable, be the net amount after the individual exercises his right to deduct from the payment the basic rate RAS relief (see RPSM05101310).The basic rate relief will be recoverable by the scheme administrator in the normal way from HMRC and if appropriate the individual can claim higher rate relief via his self assessment return

