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Welcome to Bulletin 95 | November 2018
In this issue we look at: 
l Last Month’s Budget
l Pension Contribution Relief

Last Month’s Budget
How extraordinary that, at this point, when the country’s Annual Budget Deficit is so close to finally moving out 
of the red, our Government should decide to mark this substantial achievement by halting the progress and 
engaging reverse. To my mind, its rather like remortgaging the debt problem – and celebrating the event by 
signing up for lots more! 

The country’s indebtedness is now three times what it was just 10 years ago. I spoke of this in detail in Bulletin  
No 93 https://www.pensionsmanagementltd.co.uk/wp-content/uploads/2018/09/bulletin-no-93.pdf.

Although our debts cost us dear, the low interest rate environment combined with our hard-won credit-worthiness 
has contained the cost to acceptable levels. 

Following the collapse of 2008, the adoption of a credible recovery plan, delivering seven years of progressive 
deficit reduction, won us international confidence and respect. Most crucially, the maintenance of ‘austerity’ 
helped rein in and restrict the servicing cost of our continued borrowings. But to now stray from this path, seems 
foolhardy – especially when faced with the enormous uncertainties of Brexit. Let’s hope that our rule makers know 
a great deal more than we do about future prospects.

Pension Contribution Relief
In last month’s bulletin - https://www.pensionsmanagementltd.co.uk/bulletins/bulletin-94-october-2018/, I spoke 
of the puzzling under-usage of the unique total tax relief advantages of making contributions (i.e. moving money) 
into your own pension arrangement. 

The principle of tax relief on pension contributions has been with us since the 1921 Finance Act – and the journey 
to today’s ‘pension freedoms’ has been a pretty bumpy ride. Over the last couple of years, the Treasury has now 
adopted the practice of referring to contribution relief as a ‘cost’. They flag-up this ‘cost’ at around £23 billion a 
year and, in so doing, begin a softening-up process for some sort of ‘reform’.

The Chancellor’s Budget was strangely silent on pensions – but for a Chancellor who’s on the borrow and with 
our politically centrist government, the seemingly unequal distribution of contribution tax relief seems to present 
the Chancellor with an open goal. Fortunately, the mechanics of the relief system (especially within Final Salary 
Schemes), render this more complex than it initially appears – but rest assured, change is on the way.

Perhaps a most obvious and straightforward target is the Carry Forward of unused Annual Allowance. It looks 
particularly vulnerable and for this reason I offer a reminder of just how important and how valuable these 
provisions are. For the record:
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l Carry Forward allows you to make use of any Annual Allowances that you may not have used during the three 
previous tax years, provided that you were a member of a registered pension scheme for that period. 

l You can use Carry Forward if you’re an active scheme member currently building up pension benefits; a 
deferred member with paid-up pension benefits; a pensioner member, in receipt of pension benefits from your 
pension scheme, or a pension credit member, where you have a share of your ex-partner’s pension scheme. 

l To use Carry Forward, you must first make (or have made for you) the maximum allowable contribution in the 
current tax year (£40,000 in 2018-19)*. That done, you then utilise unused Annual Allowances from the three 
previous tax years, starting with the tax year 2015 16.

l Remember that the Company is able to make whatever contribution it likes to its ‘employee’s’ pension fund, 
regardless of the amount of salary/dividends the employee receives. It is important that correct legal form is 
followed here – the Company is not making the contribution on behalf of the employee (in which case it would 
be treated as an employee contribution) but is making an employer contribution in its own right. As an employer 
contribution to a registered pension scheme, it doesn’t count towards the employee’s remuneration from the 
Company – nevertheless the contribution does count towards the employee’s Annual Allowance so enabling 
the member to benefit from the Carry Forward rules.

l In terms of the Company’s profits, the payment is an expense of employing staff and in practice would be 
allowed as a deduction against trading profits of the Company for Corporation Tax purposes. The downside 
is that if the contribution is substantial, it will reduce the amount of profit that is transferred to the Company’s 
distributable reserves, which in turn may limit any dividend that may be paid. Remember, every deduction 
against trading profits has to pass a ‘wholly and exclusively for the purposes of the purposes of the trade’ test. 

So, if there’s unused Annual Allowance that’s there to be used – and a potential trading profit in the current year 
that enables its usage, then this is one exit door that remains open – for now!

Note: *The £4,000 Annual Allowance will be reduced for those who’s ‘threshold income’ exceeds £110,000 and 
where their ‘adjusted income’ exceeds £150,000. Ask us for guidance.
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