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In this issue we focus on:
l The Chancellor’s Spending Review
l Pensions up for Grabs
l Pension Contribution Allowance for High Earners
l Pension Lifetime Allowance

When I prepared these notes, the terrible events in Paris had yet to happen – and the measured world of pensions
was dominating my mind.Priorities now feel rather different – but with Christmas and the New Year so close, it still
seems worthwhile to make comment on economic matters that will continue to carry importance to us.

The Chancellor’s Spending Review
Wednesday 25th November looks like being a big day for the Chancellor – for that’s the day he’ll be presenting
his Spending Review and Autumn Statement to the House and to the country.There’s been much talk of his
demands for big spending cuts from government departments; and next Wednesday will be the moment when
we are to be told how, where and when these cuts will actually be achieved.

The Chancellor is becoming increasingly boxed-in with his spending cut options; his Tax Credit raid has to be
pared back; Housing Benefit cuts are politically toxic and any shrinkage of Universal Credit will run the risk of
thoroughly upsetting Iain Duncan Smith. Meanwhile deflation continues, GDP is on the slide, Annual Budget Deficit
edges upwards towards £70 billion and the nation’s debts (at a cool £1.6 trillion) have grown to more than 82% of
GDP. At this level, the £43 billion annual interest charge takes away more than 8% of all government income – and
that’s with interest rates at rock-bottom!

Pensions up for Grabs?
None of these circumstances suggest that good news might be forthcoming on the 25th.More tax raids seem
likely, and principal amongst these sits the golden goose of pensions.We already know that this year’s ‘freedoms’
came hand-in-hand with multiple allowance restrictions. We also know that the Chancellor’s whimsically named
‘Strengthening the Incentive to Save’ pension consultation, seems certain to further curtail the higher-rate tax
advantages of pension contribution.

If ever there was a moment to ‘make hay’ withpension contribution investment, then the final 4 months of this Tax
Year must be just that time.Next year’s new pension restrictions will hit both high earners and those who’ve
succeeded in garnering significant amounts of benefit entitlement.For those in either (or both) of these groups,
next year’s restrictions are of great importance.Let me explain:

Pension Contribution Allowance for High Earners
Current rules permit tax year contributions of up to £40,000 to be made every year – and for this tax-year only,
HMRC’s transitional arrangements grant a further £40,000 annual allowance to every taxpayer who, in this tax-year
had already contributed up to £40,000 prior to the 8th July Budget.Full relief is available on such contributions,
subject to certain overriding conditions, irrespective of the Member’s total taxable earnings in excess of these
amounts.In addition to this, HMRC’s ‘carry forward’ rules make it possible for a very high earner to contribute up
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to another £140,000 this tax year, by bringing forward ‘unused allowance’ from the three preceding tax years –
and making a combined contribution right now.

Next year, things will be different. George Osborne is to introduce a high-earner allowance restriction.From 6th
April 2016, those with earnings of more than £150,000 will suffer a tapered reduction in the relief they can receive
on contributions in excess of £10,000.For every £1 of earnings in excess of £150,000 the annual allowance will
reduce by 50p, up to a higher earnings ceiling of £210,000, beyond which annual allowance is restricted to a bare
£10,000, irrespective of the size of the individual’s pension fund.And ‘earnings’ refers not to income taxed under
PAYE but all income, irrespective of source – i.e. rental income and dividend income that prior to the year end may
not even be known.

Pension Lifetime Allowance
A lifetime of highly tax efficient pension investment can easily amass very considerable value – especially when
benefits have been accrued in ‘defined benefit’ pension schemes. Pension benefits accrued in excess of the
Lifetime Allowance (currently £1.25 million) will be taxed, when taken, at 55% - if taken as a lump sum or income
tax + 25% - if drawn as taxable income.

Next year, the Lifetime Allowance is being reduced from £1.25m to £1.00m from 6 April 2016.Pension savers will
however be offered two forms of Protection for when the new Lifetime Allowance comes into effect:

l Individual Protection - Will be for those with (unprotected) pension funds with a value that are expected on 5
April 2016 to exceed £1.00m.Individual Protection will protect the Member’s 5 April 2016 fund value, albeit
capped at the current £1.25m limit.

Or 

l Fixed Protection - Will be for those who wish to lock in the current £1.25m Lifetime Allowance ceiling and have
neither need nor intention of making any further pension contributions. Fixed Protection will therefore appeal to
those who anticipate pension fund investment growth taking their fund investments above the new £1.00m
Allowance limit after 5 April 2016.

Online applications for protection will not be available until July 2016.Anyone wishing to rely on protection between
6 April 2016 and the implementation of the online service must write to HMRC.

Members must have a HMRC reference number before taking benefits otherwise they will be subject to the 
reduced LTA.

When considering these protection options, it’s important to both think ahead and to properly assess the current
day value of pension assets and entitlements.Pension benefit valuations will frequently carry surprise
factors.Principal amongst these will be the up-to-date value of retained ‘defined benefit’ scheme membership and
the deemed capital value of pensions in payment.

Here at PML were ready, willing and able to help.Just call us as there could be a great deal at stake!

Geoffrey Stait
19 November 2015

The opinions expressed are those of the author. The material provided is for general information only and does not constitute
investment, tax, legal or other form of advice. You should not rely on this information to make (or refrain from making) any
decisions. Links to external sites are for information only and do not constitute endorsement. Always obtain independent
professional advice appropriate to your own particular circumstances.


