Introduction

Disclaimer

Copyright

The annual allowance

When is an annual allowance test not required for benefits in the Scheme?

The test - where an annual allowance test is required for benefits in the

Scheme

The Opening Value of main Scheme benefits

The Closing Value of main Scheme benefits

The Opening and Closing Value of AVCs / SCAVCs

How certain types of membership and additional pension count when

calculating the Opening and Closing Values

Added years contracts

Old style part-time buy-back contracts

“Preston” part-time buy-back elections

Elections to pay contributions for child related leave, absence with

permission or absence due to a trade dispute where the absence
relates to a period prior to 1 April 2014 (or 1 April 2015 in
Scotland)

Augmented membership or additional pension granted by the
employer (England and Wales) under requlations 12 or 13 of the
LGPS (Benefits, Membership and Contributions) Requlations
2007

Augmented membership or additional pension granted by the
employer (Scotland) under requlations 12 or 13 of the LGPS
(Benefits, Membership and Contributions) (Scotland) Regulations
2008

Additional Regular Contributions (ARCS)

Additional Pension Contributions (APCs)

Additional pension granted in respect of a revoked ASBC election
(England and Wales)

Version 3.3 — December 2017

14

15
19
27
29
29
32

33
35

36

39

42
44
45



Adjustments to the Closing Value

- Transfers out, including:

- _transfers out to any non-LGPS scheme, and

- _transfers out to a ‘cross-border’ LGPS fund, and

- __‘within-border’ Inter / Intra-Fund Adjustments where the
member has pre 1 April 2014 membership, or pre 1 April 2015
membership in Scotland, but the Inter / Intra-Fund CETV in
respect of that membership purchases an amount of earned
pension in the member’s active CARE account

but excluding:

- all other ‘within-border’ Inter / Intra-Fund Adjustments

Transfers in, including:

- transfers in from any non-Club scheme

- transfers in from a Club scheme (including from a ‘cross-
border’ LGPS Fund) that occurred before 28 January 2015

- transfers in from a Club scheme (including from a ‘cross-
border’ LGPS Fund) that occurred on or after 28 January 2015
but where the transfer is not treated as a Club transfer (i.e.
because there has been a break of more than 5 years
between leaving the sending scheme and joining the LGPS or
because the member has missed the deadline in paragraph
4.1 of the Club memorandum for electing to proceed with a
Club transfer), and

- ‘within-border’ Inter / Intra-Fund Adjustments where the
member has pre 1 April 2014 membership, or pre 1 April 2015
membership in Scotland, but the Inter / Intra-Fund CETV in
respect of that membership purchases an amount of earned
pension in the member’s active CARE account

but excluding:

- transfers in under the terms of the Public Sector Transfer Club,

and any ‘cross-border’ LGPS transfers in_which are
transferred under the terms of the Public Sector Transfer Club,
where the transfer occurred on or after 28 January 2015
- all other ‘within-border’ Inter / Intra-Fund Adjustments
Public Sector Club transfers in which occur on or after 28 January
2015 (i.e. transfers in under the terms of the Public Sector
Transfer Club, and any ‘cross-border’ LGPS transfers in_which
are transferred under the terms of the Public Sector Transfer
Club, where the transfer occurred on or after 28 January 2015)
Conversion of in-house AVC pot to Scheme membership in
England or Wales
Conversion of in-house AVC pot to Scheme membership in
Scotland
Pension Debits
Pension Credits
Adjustment of benefits on account of the Scheme paying the
annual allowance tax charge on behalf of the member

Version 3.3 — December 2017

46
46

49

55
56
58

60
60



Treatment of Inter/ Intra-Fund Adjustments other than:
- cross border LGPS transfers, and
- ‘within-border’ Inter / Intra-Fund Adjustments where the member

has pre 1 April 2014 membership, or pre 1 April 2015
membership in Scotland, and the Inter/ Intra-Fund CETV in
respect of that membership purchases an amount of earned
pension in the member’s active CARE account

Treatment of concurrent employments

Treatment of returning officers, acting returning officers, counting officers
and regional counting officers

Treatment of Compensatory Added Years (CAY)

What pensionable pay should be used in calculating the Opening and
Closing value of pre 1 April 2014 benefits (pre 1 April 2015 benefits in
Scotland)?

- How accurate should the final pay calculation be for the
purposes of calculating the Opening and Closing value of pre 1
April 2014 benefits (pre 1 April 2015 benefits in Scotland)?

- Best of last 3 years pay when calculating the Opening and
Closing value of pre 1 April 2014 benefits (pre 1 April 2015
benefits in Scotland)

- Average of 3 consecutive years’ pay in the last 13 years, etc
when calculating the Opening and Closing value of pre 1 April
2014 benefits (pre 1 April 2015 benefits in Scotland)

- Fees — variable time employees - when calculating the Opening
and Closing value of pre 1 April 2014 benefits (pre 1 April 2015
benefits in Scotland)

Pensions Increase due under the Pensions (Increase) Act 1971

How accurate should the calculation of the CARE benefit be for the
purposes of the annual allowance calculation for active members?

Application of Certificate of Protection in Scotland to calculation of CARE
benefits

Retrospective pay increases

Assessing whether there is a tax charge

Money purchase annual allowance (MPAA) if member has flexibly
accessed a money purchase arrangement

Annual allowance calculation 2015/16

Tapered annual allowance for 2016/17 onwards

Version 3.3 — December 2017

69

81

81

82

82

84

86

87

90

91

93

96

96

101

103

109

116



Carry Forward

Worked examples

Anti-avoidance

Employing authority duties — provision of information to the administering
authority

Administering Authority duties — provision of information to other schemes

where member transfers out and administering authority has reason to
believe the member has flexibly accessed benefits

Administering Authority duties — provision of information to the Scheme
member

What happens if the employing authority does not provide information on
time or the administering does not provide the pension savings statement
on time?

What happens if the employing authority supplies incorrect information or
incorrect information has been given on the pension savings statement?

Administering authority duty to notify HMRC that a pension saving
statement has been issued

Retention of records

Paying the tax charge — the ‘mandatory Scheme pays’ option

Scheme member duties

- Member duty to inform administering authority if member has
flexibly accessed money purchase benefits

- What an individual needs to do if their pension savings exceed
the annual allowance

- How to complete the tax return if an individual will not know their
pension input details until after the Self Assessment filing date

- Scheme member wishes to utilise the ‘mandatory Scheme pays’

option

Administering authority duties if the Scheme member elects for the
‘mandatory Scheme pays’ option

Scheme member amends the ‘mandatory Scheme pays’ election
- Where the member has reduced the amount they require the
Scheme to pay
- Paying the additional amount of tax if the member has increased
the amount they ask the Scheme to pay

‘Voluntary Scheme pays’

Version 3.3 — December 2017

121

142

142

143

143

144

158

159

159

162

163

169
169

170

171

171

175

178

179

179

180



Summary of timescales 192

Annex 1 — Glossary 193
Annex 2 — Table of timescales 207
Annex 3 — Worked examples 210

Annex 4 — Aligning PIPs - Extract from the minutes of the Technical Group 415
meeting held on 11th December 2015

Annex 5 - Transfer Club and Annual Allowance 434

1. The information in this Guide sets out the LGPC Secretariat’s [Para 27 of Sch
understanding of the annual allowance provisions that operate from |1:.7 to theA .
2011/12. It is based on: 2(|)n1a1rice ¢

e the provisions of the Finance Act 2004 (as amended by the
Finance Act 2005, the Finance Act 2009, the Finance Act 2010,
section 66 of, and Schedule 17 to, the Finance Act 2011, the
Finance Act 2013, the Finance Act 2014, the Taxation and
Pensions Act 2014, the Finance (No. 2) Act 2015, the Finance Act
2016 and the Finance (No.2) Act 2017,

e related Statutory Instruments i.e.

- the Registered Pension Schemes (Standard Lifetime and
Annual Allowances) Order 2007 [SI1 2007/494]

- the Registered Pension Schemes (Standard Lifetime and
Annual Allowances) Order 2010 [SI 2010/922]

- the Registered Pension Schemes (Uprating Percentages for
Defined Benefits Arrangements and Enhanced Protection
Limits) Regulations 2006 [SI 2006/130] - although section
235(3)(c) of the Finance Act 2004, to which this Sl relates, has
been deleted by the Finance Act 2011

- the Registered Pension Schemes (Modification of Scheme
Rules) Regulations 2011 [SI 2011/1791]

- the Registered Pension Schemes (Notice of Joint Liability for
the Annual Allowance Charge) Regulations 2011 [SI 2011/1793]

- the Registered Pension Schemes (Reduction in Pension Rates,
Accounting and Assessment) (Amendment) Regulations 2013
[SI 2013/1111]

- the Finance Act 2004 (Registered Pension Schemes and
Annual Allowance Charge) (Amendment) Order 2015 [SI
2015/80]
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- the Scottish Rate of Income Tax (Consequential Amendments)
Order 2015 [SI 2015/1810]

- The Registered Pension Schemes (Provision of Information)
Regulations 2006 [SI 2010/567] as amended by the Registered
Pension Schemes (Provision of Information) (Amendment) (No
2) Regulations 2011 [SI1 2011/1797], the Registered Pension
Schemes (Provision of Information) (Amendment) Regulations
2013 [SI 2013/1742], Registered Pension Schemes (Provision
of Information) (Amendment) Regulations 2016 [SI 2016/308]
and paragraphs 87 to 90 of Schedule 1 to the Taxation of
Pensions Act 2014.

¢ information in the annual allowance section of the Technical Pages
in HMRC'’s Pensions Tax Manual at
http://www.hmrc.gov.uk/manuals/ptmanual/ptm050000.htm

e correspondence between the LGPC Secretariat and HMRC, and
e face-to-face discussions with HMRC
2. It should be noted that, within this Guide:

e cross references shown in square brackets are to the relevant
section(s) of the Finance Act 2004, as amended, or to another
specified Act, or to the appropriate regulation in subordinate
legislation (i.e. in a Statutory Instrument), and

e expressions / terms shown in plumb coloured font throughout this
guide are defined in the Glossary at Annex 1.

3. The information contained in this Guide has been prepared by the
LGPC Secretariat, a part of the Local Government Association (LGA).
It represents the views of the Secretariat and should not be treated as
a complete and authoritative statement of the law. Readers may wish,
or will need, to take their own legal advice on the interpretation of any
particular piece of legislation. No responsibility whatsoever will be
assumed by the LGPC Secretariat or the LGA for any direct or
consequential loss, financial or otherwise, damage or inconvenience,
or any other obligation or liability incurred by readers relying on
information contained in this Guide. Whilst every attempt has been
made to ensure the accuracy of the Guide, it would be helpful if
readers could bring to the attention of the LGPC Secretariat any
perceived errors or omissions. Please write to LGPC, Local
Government Association, , 18 Smith Square, London, SW1P 3HZ
oremail: _guery.lgps@local.gov.uk
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4.  Copyright remains with the Local Government Association (LGA).
This Guide may be reproduced without the prior permission of the
LGA provided it is not used for commercial gain, the source is
acknowledged and, if regulations are reproduced, the Crown
Copyright Policy Guidance issued by HMSO is adhered to.

5. The annual allowance is the amount by which the value of a person’s
pension savings may increase (the total Pension Input Amount) in
any one year (the Pension Input Period) without having to pay a tax
charge.

6. Pension Input Periods in the LGPS ran from 1 April to 31 March up to  [s238, 238ZA
and including 2014/15. This mirrored the LGPS Scheme year. For and 238ZB]
2015/16, the Pension Input Period ran from 1 April 2015 to 5 April
2016 (with special rules applying to the calculation of the annual
allowance for benefits accrued between 1 April 2015 and 8 July 2015
and for benefits accrued between 9 July 2015 and 5 April 2016). For
2016/17 onwards the Pension Input Period runs from 6 April to 5
April. This meant that from 2015/16 the Pension Input Period ceased
to be synchronised with the Scheme year which continued to run from
1 April to 31 March?. As will become apparent from this Guide, this
has implications for the calculation of a member’s Pension Input
Amount and for the data to be supplied to administering authorities by
Scheme employers. It should be noted that a paper on the pros and
cons of aligning the Scheme year end with the Pension Input Period
for 2015/16 onwards was considered by the Technical Group at its
meeting on 11 December 2015 (see Annex 4). Having considered the
paper, the Technical Group concluded that no request should be
made to DCLG or SPPA to seek and amendment to the LGPS
Regulations to align the Scheme year end with the Pension Input
Period.

7. Fortax years 2011/12 to 2013/14, the annual allowance was reduced [s 227ZA,

1 See definition of “Scheme year” in Schedule 1 of the LGPS Regulations 2013 and Schedule
1 of the LGPS (Scotland) Regulations 2014. Although regulation 56(2) of the LGPS
Regulations 2013 and regulation 54(2) of the LGPS (Scotland) Regulations 2014 both specify
(as at August 2016) that the Pension Input Period for the LGPS shall be 1 April to 31 March,
those regulations need to be updated to reflect the provisions of sections 238, 238ZA and
238ZB of the Finance Act 2004 which require that from 2015/16, Pension Input Periods must
end on 5 April.
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10.

11.

12.

13.

to £50,000 (from £255,000 in 2010/11).

For tax year 2014/15 the annual allowance was further reduced to
£40,000.

For tax year 2015/16 only a transitional annual allowance of £80,000
was introduced and special rules applied to the calculation of the
annual allowance for benefits accrued between 1 April 2015 and 8
July 2015 and for benefits accrued between 9 July 2015 and 5 April
2016.

Also, from 2015/16 a further change was made to the annual
allowance rules by the introduction of a money purchase annual
allowance for individuals who have flexibly accessed certain money
purchase arrangements. These special rules apply to the annual
allowance calculation where the Pension Input Period ending in a tax
year contains the day on which a member first flexibly accesses
benefits (on or after 6 April 2015) regardless of whether or not that
day is in the tax year.

For tax year 2016/17 onwards a tapered annual allowance applies to
high-income individuals with “adjusted income” in a tax year of over
£150,000 and whose “threshold income” is over £110,000. Those
affected have their annual allowance for the tax year restricted on a
tapered basis subject to a minimum reduced annual allowance of
£10,000.

HM Treasury may by order provide that the annual allowance for any
tax year after 2014/15 is such amount as is specified in the order.

Unlike the pre 2011/12 (£255,000) annual allowance test, the current
annual allowance test also applies:

e in the year of retirement (unless the member satisfies the severe
ill-health condition — see paragraph 16) and

e to those Scheme members who registered for enhanced
protection.
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14. Subject to paragraphs 29 (note re underpin), 30, 38 (scenarios 2 and

3), 51,103 and 111 (example 2), the Pension Input Amount is nil if

the member has no active membership in the Scheme in the

Pension Input Period and has paid no AVCs / SCAVCs under the

Scheme during the Pension Input Period but:

e has deferred benefits in the Scheme that have been deferred E;é%ﬁSB)(a) and
throughout the whole of the Pension Input Period, or

e has benefits in the Scheme that were deferred throughout part of ~ [$234(5B)(a) and
the Pension Input Period and were in payment throughout the rest B4
of the Pension Input Period, or

¢ has benefits in the Scheme that were deferred throughout part of
the Pension Input Period and were transferred out to another
registered pension scheme or qualifying recognised overseas E‘;é?;fB)(a) and
pension scheme during the Pension Input Period, or

e has a frozen refund in the Scheme which has been frozen
throughout the whole of the Pension Input Period.

Similarly, the Pension Input Amount is nil if a pension credit member
has no active membership in the Scheme in the Pension Input Period
(see paragraph 67).

The Pension Input Amount is nil in all the above cases because:

o a deferred benefit will not have been revalued by more than CPI
(and, for this purpose, any increments for postponement of [s234(5B)(a)]
payment of a GMP and any actuarial increase in a deferred benefit
for delaying payment beyond Normal Pension Age can be
ignored?),

2 For the purpose of the annual allowance test, the LGPS in England and Wales is a separate
Scheme from the LGPS in Scotland, as is the LGPS in Northern Ireland.

3 Where a member has been a deferred beneficiary throughout the whole of the Pension Input
Period and at the end of that Pension Input Period is over the age at which an actuarial
increase would have been applied and / or GMP increments would have been applied had the
benefits been drawn at the end of that Pension Input Period, any actuarial increase and GMP
increments can be ignored. Neither are a Pension Input Amount because the conditions in
section 234(5B) of the Finance Act 2004 are met i.e. the actuarial increase is given to any
qualifying member and the rate of the increase is in accordance with the scheme rules that
were in place on 14 October 2010 and GMP increments are a “relevant statutory increase”
which can be ignored.
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e a pension in payment will not have been increased by more than [5234(5B)(a)
CPI, $238(7) and
238ZB(3)]
e afrozen refund will not have been increased at all (other than by
interest), and

e apension credit member only has a deferred or actual pension in  [s234(5B)(a),
the LGPS (derived from that pension credit) which will not have s238(7) and s
been revalued by more than CPI. 2387B(3)]

15. Subject to paragraphs 29 (note re underpin), 30, 38 (scenarios 2 and
3), 51,103 and 111 (examples 3 and 4), there is no Pension Input
Period and, consequently, no need to calculate a Pension Input
Amount, if the member (or a widow, widower, civil partner, eligible co-
habiting partner, child or pension credit member in receipt of a
pension from the Scheme) has no active membership in the
Scheme in the Pension Input Period and has paid no AVCs /
SCAVCs under the Scheme during the Pension Input Period but:

e has had benefits in the Scheme in payment throughout the whole  [$238(7) and
of the Pension Input Period. $238ZB(3)]

There is no Pension Input Period, and no Pension Input Amount for

. . . [s234(5B)(a),
the member because the benefits will not have been increased by $238(7) and
more than CPI (and, for this purpose, any GMP, any increments for 238ZB(3)]
postponement of payment of a GMP and any anti-franking increase
can be ignored).

16. There is no Pension Input Amount for a Pension Input Period in
respect of an individual arrangement if the Scheme member:

e inrespect of that arrangement, satisfies the severe ill-health [s229(3)(a) and
condition. This is because the Pension Input Amounts under an (4]
arrangement where the member meets the severe ill-health
condition will be deemed to be nil; or

e has died. This is because for the tax year in which an individual
dies their total Pension Input Amount is set at nil. Note that any
outstanding annual allowance charge for previous tax years (i.e.
for tax years before the tax year in which the member died) is still ~ [5229(3)(0)]
payable.

Similarly, there is, in respect of an individual arrangement, no Pension
Input Amount for a Pension Input Period if the Scheme member
receives a refund of contributions in respect of that arrangement
(even though, of course, there may have been a Pension Input
Amount for the previous Pension Input Period(s) during which the
member was an active member in that arrangement because the
member had not ceased to be an active member at that time).
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For the purposes of the first bullet point above, the member satisfies
the severe ill-health condition if the member:

e becomes entitled to all the benefits to which he / she is entitled [s229(4)(a)]
under the arrangement in consequence of the Scheme
administrator (i.e. the administering authority) having received
evidence from a registered medical practitioner that the individual
is suffering from ill-health which makes the individual unlikely to be
able (otherwise than to an insignificant extent?) to undertake
gainful work (in any capacity) before State pension age, or

e becomes entitled to a serious ill-health lump sum under the [s229(4)(b)]
arrangement

Following an exchange of e-mails between DCLG and HMRC it was
agreed that provided the registered medical practitioner signing the
LGPS ill health certificate confirms that either:

e the individual is suffering from ill-health which makes it unlikely
that he / she will be able (otherwise than to an insignificant extent)
to undertake gainful work (in any capacity) before State pension
age®, or

4 ‘Insignificant extent’ means, for example, that the person could undertake voluntary work or
unpaid work where out of pocket expenses are reimbursed or small amounts of travelling or
subsistence payments are made. Any paid work should be insignificant, for example it should
be infrequent or only for a few days during the year and the payment must be small in
amount, not just as a proportion of the pay or salary the person was earning in the job from
which they are to be ill health retired.

5 State Pension Age is currently age 65 for men. State Pension Age for women is currently
being increased to be equalised with that for men and will reach 65 by November 2018.

State Pension Age equalisation timetable for women

Date of Birth New State Pension Age
Before 6 April 1950 60

6 April 1950 - 5 April 1951 In the range 60 - 61

6 April 1951 - 5 April 1952 In the range 61 - 62

6 April 1952 - 5 April 1953 In the range 62 - 63

6 April 1953 - 5 August 1953 In the range 63 - 64

6 August 1953 - 5 December 1953 In the range 64 - 65

The State Pension Age will then increase to 66 for both men and women from December
2018 to October 2020.

Increase in State Pension Age from 65 to 66 for men and women

Date of Birth New State Pension Age
6 December 1953 - 5 October 1954 In the range 65 - 66
After 5 October 1954 66
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e the individual has less than 12 months to live and the
administering authority pays a severe ill health lump sum®

then the individual will have met the severe ill health condition and
there will be no Pension Input Amount in respect of that arrangement.
The sample ill health certificates included in LGPC Bulletin 124
(March 2015), LGPC Bulletin 139 (January 2016) and LGPC Bulletin
141 (February 2016) include the relevant wording.

It should be noted that section 229(4) of the Finance Act 2004 only

provides that there is no Pension Input Amount in respect of an [s229(4)]
arrangement if the member satisfies the severe ill-health condition

and becomes entitled to all the benefits under the arrangement. If a

member who was paying AVCs meets the severe ill-health condition

and takes their main Scheme benefits (one arrangement) and their

AVC benefit (another arrangement) at the same time, then there

would be no Pension Input Amount in respect of either arrangement.

However, if an administering authority permits the member to defer
payment of the AVC benefit and the member chooses to do so, there
would be no Pension Input Amount in respect of the main Scheme
benefits (one arrangement) but there would be a Pension Input
Amount in relation to the AVCs (another arrangement) because,
whilst the person could have met the severe ill health condition in
relation to the AVCs, they chose not to take immediate payment of
the AVC benefit.

Similarly, if a member has two or more pensionable jobs and meets
the severe ill-health condition in one but not the other(s), there would
be no Pension Input Amount in respect of the benefit from the job in
which the severe ill-health condition was met (one arrangement) but
there would be a Pension Input Amount in respect of benefits relating
to the other job(s) (i.e. the other arrangement(s)).

17. There is no Pension Input Amount if:
e atier 3 ill health pension under the LGPS in England and Wales is

increased (a BCE3) to a tier 2 pension in a Pension Input Period [s238(7) and
after that in which the BCE for the tier 3 ill health retirement $2382B(3)]

Under current legislation the State Pension Age is due to rise to 67 between 2026 and 2028
and to 68 between 2044 and 2046. However, the government has announced plans to link
rises in the State Pension Age above age 67 to increases in life expectancy. To find out what
an individual's State Pension Age is go to https://www.gov.uk/calculate-state-pension.

6 The provisions in the LGPS Regulations allowing commutation due to exceptional ill health
only apply to pre 1 April 1998 leavers in England and Wales and pre 1 April 2015 leavers in
Scotland.
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occurred, or

e a suspended tier 3 ill health pension under the LGPS in England ~ [s238(7) and
and Wales is brought back into payment in a Pension Input Period ~ S238ZB(3)]
after that in which the retirement occurred, or

e an employer in England or Wales converted compensation
payments into pension under the LGPS in accordance with [s238(7) and
regulations 12B or 13A of the Local Government Pension Scheme  g>3g7p3);
(Benefits, Membership and Contributions) Regulations 2007 or
regulation 40A of the Local Government Pension Scheme
(Administration) Regulations 2008 and the conversion occurred in
a Pension Input Period after that in which the BCE for the
retirement occurred.

HMRC have confirmed that under section 238(7) and 238ZB(3) of the
Finance Act 2004, when a member becomes entitled to all their
benefits under an arrangement, that will be the last Pension Input
Period for that arrangement 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 BCE3 occurs in respect of the
member, 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, therefore,
not included in calculating the Pension Input Amount.

There would, however, be a Pension Input Amount if:

e the uplift from tier 3 to tier 2 occurs in the same Pension Input
Period that the BCE for the tier 3 ill health benefit occurred, or

e the conversion of compensation payments into pension under the
LGPS occurred in the same Pension Input Period as that in which
the BCE for the retirement occurred.

This is because, although:
a) each of the two increases above would be under a statutory
provision (i.e. it is an increase permitted under the rules of the

LGPS - a statutory scheme set up under an enactment), and

b) section 236(8A)(b) of the Finance Act 2004 only requires a BCE3
increase to be taken into account in the Pension Input Period if the

7 Regulations 12B and 13A of the Local Government Pension Scheme (Benefits, Membership
and Contributions) Regulations 2007 were time limited regulations and resolutions under
those regulations could not be made by employers after 30 March 2012.
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increase is “otherwise than by reason of a provision contained in,
or made under, any enactment”

the enactment for the purpose of s236(8A)(b) is an enactment that

imposes a requirement on the scheme rules to do something. Thisis  [s236(8A)(b)]
not the case where a scheme rule simply happens to be made under

an enactment but has not been introduced because of an enactment

requiring that rule to be included in the LGPS Regulations.

Administering authorities must, of course, remember that there could
be implications for the Lifetime Allowance (LTA) test when a BCE3
occurs — see
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-
manual/ptm088630.

18. Paragraphs 14 to 17 have listed those members to whom the annual

allowance test does not apply. For all other members it is necessary

to determine the amount by which the value of their pension saving

(the Pension Input Amount) has increased over the Pension Input

Period °. To do this it is necessary to determine the difference

between the Opening Value and the Closing Value for each [s234(1) to (3)]
arrangement in the Fund.

19. The total Pension Input Amount is arrived at by aggregating the
Pension Input Amount in respect of each arrangement relating to the  [s229(1)]
person in the Fund of which the person is a member.

20. Where the Closing Value for an arrangement is less than the Opening
Value for the arrangement, the Pension Input Amount for that [s234(2)]
arrangement is nil. 1t should be noted that if a member has two (or
more) arrangements in the LGPS and the Pension Input Amount for
one arrangement is a negative figure and for the other
arrangement(s) it is a positive figure, the Pension Input Amount for
the arrangement with the negative figure is set to nil. The negative

8 For the purpose of the annual allowance test, the LGPS in England and Wales is a separate
Scheme from the LGPS in Scotland, as is the LGPS in Northern Ireland.

9 HMRC provide a Pension Input Amount calculator for pension scheme members on their
website at http://www.hmrc.gov.uk/tools/pension-allowance/index.htm. However, due to the
number of caveats contained on that webpage, the calculator is of little or no practical use to
members of the LGPS. Pension schemes newsletter 81 (September 2016) reported that
HMRC had developed a beta version of an annual allowance calculator to help members
work out how much annual allowance they have used and how much they can contribute to
their pension schemes without facing an annual allowance charge.
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value cannot be set off against the positive value in the other
arrangement(s). For example, if the Pension Input Amount in one
arrangement is £10,000 and the Pension Input Amount in a second
arrangement is £45,000, the Pension Input Amount for the first
arrangement is nil and for the second arrangement it is £45,000 (not
£35,000); so the member will have breached the annual allowance of
£40,000. It should be noted that an AVC / SCAVC arrangement is
a separate arrangement from the main scheme benefits. Also,
separate memberships for separate jobs are separate

arrangements.
21. The initial Opening Value for an arrangement is [(16 x PB) + LSB]. [s234(4)]

22. PBis the annual rate of pension that would have been payable under [s234(4)]
the arrangement at the end of the Pension Input Period immediately
preceding the current Pension Input Period, and

LSB is the automatic lump sum (if any) that would have been payable  [5234(4)]
under the arrangement at the end of the Pension Input Period
immediately preceding the current Pension Input Period.

23. For the purposes of PB and LSB the annual rate of pension and the
lump sum should ignore:

e any election to commute pension for an increased lump sum
which has already been submitted by the member before the end  [s234(4)]
of the Pension Input Period_immediately preceding the current
Pension Input Period in anticipation of retirement in the current
Pension Input Period,

e any actuarial reduction that would have applied had the benefits [s234(4) and
been brought into payment at the end of the Pension Input Period 5577,
immediately preceding the current Pension Input Period,

e any GMP increments (except where forming part of an anti-
franking addition) as GMP increments are subsumed within, not
paid in addition to, the LGPS pension, and

e any pension underpin (on the grounds that, by virtue of regulation
4(1)(b) of the Local Government Pension Scheme (Transitional
Provisions, Savings and Amendment) Regulations 2014 and
regulation 4(1)(b) of the Local Government Pension Scheme
(Transitional Provisions and Savings) (Scotland) Regulations
2014, any pension underpin is only payable when benefits are
actually paid).
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but should not ignore (i.e. should take into account):

e any anti-franking addition
[s236(8A)(a) and
e anyincrease on a post 5 April 1988 GMP (i.e. any increase under  s236(8B)(a)]
the annual Guaranteed Minimum Pension Increase Orders)
e any actuarial increase'® that would have applied had the benefits 522336%8;)\)(;83 and
been brought into payment at the end of the Pension Input Period
immediately preceding the current Pension Input Period and the [s234(4) and
member was, at that time, over the age at which an actuarial S277]
increase would have been applied to benefits i.e. include an
actuarial increase on

- pre 1 April 2014 benefits (pre 1 April 2015 benefits in
Scotland) when the member is, at the end of the Pension
Input Period immediately preceding the current Pension Input
Period, over the age of 65 (as actuarial increases, even for
those with an NPA earlier than 65, are only payable where
benefits are drawn after age 65)

- post 31 March 2014 benefits (post 31 March 2015 benefits in
Scotland) when the member is, at the end of the Pension
Input Period immediately preceding the current Pension Input
Period, over the 2014 Scheme (2015 Scheme in Scotland)
NPA

It should be noted that the actuarial increase factors to be applied
are those that were in force at the end of the Pension Input
Period_immediately preceding the current Pension Input Period.
This is true even if the factors are subsequently changed with an

10 Paragraph 3.16 of the March 2011 HM Treasury document “Restricting pensions tax relief
through existing allowances: response to the consultation on draft legislation” says “In
general, late retirement uplifts, where uplift is expressed as a percentage determined in
accordance with a provision in scheme rules as of 14 October 2010 will not be held to
account against the AA. However, where the late retirement increase is determined by
reference to continued accrual of pensionable pay or years of service, the value of the
increase may give rise to a relevant pension input amount.” Whilst it would appear from this
that any late retirement accrual would count but the actuarial increase applied in accordance
with Secretary of State / Scottish Ministers guidance on late retirement would not, this is not
backed up by the wording of the Finance Act 2004. The Act requires that both the extra
accrual and the actuarial increase are taken into account i.e. s234(4) and s277 of the Act only
permit actuarial reductions to be ignored for the purposes of PB and LSB; there is no
provision allowing actuarial increases to be ignored for the purposes of PB and LSB. Whilst it
is clear to the LGPC Secretariat why pension accrued from membership of the LGPS after
normal pension age should count towards the AA test, the Secretariat is of the view that an
actuarial increase does not really represent an increase in the value of a member’s benefits
but, rather, it reflects the fact that the benefit will be drawn for a lesser period of time.
Therefore, it seems illogical to include the actuarial increase in the valuation of PB and LSB
but the legislation requires it to be included and it is understood that HMRC have no plans at
present to change from this position.
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24.

25.

effective date after the end of the Pension Input Period
immediately preceding the current Pension Input Period meaning
that the factors used for PB and LSB will be different to those
eventually used for PE and LSE.

When calculating PB and LSB please refer to paragraphs 83 to 102
to determine the pensionable pay to use in the calculation of a
member’s pre 1 April 2014 benefits (pre 1 April 2015 benefits in
Scotland), paragraph 103 concerning Pensions Increase due under
the Pensions (Increase) Act 1971, paragraphs 104 to 107 concerning
the amount of the accrued CARE pension to include in the calculation
and paragraphs 108 to 109 concerning the effect a Certificate of
Protection issued under the LGPS in Scotland has on the accrued
CARE pension.

Additionally, when calculating PB and LSB for an arrangement:
If the member -

has an added years contract,

has an old style part-time buy-back contract,

has made a “Preston” part-time buy-back election,

has made an election to pay contributions for child related leave,

absence with permission or absence due to a trade dispute where

the absence relates to a period prior to 1 April 2014 (or 1 April

2015 in Scotland),

e has augmented membership or additional pension granted by the
employer under regulations 12 or 13 of the LGPS (Benefits,
Membership and Contributions) Regulations 2007 or under
regulations 12 or 13 of the LGPS (Benefits, Membership and
Contributions) (Scotland) Regulations 2008,

e has an ARC contract,

e has an APC contract, or

¢ has additional pension granted in respect of a revoked ASBC

election (England and Wales)

please refer to the section “How certain types of membership and
additional pension count when calculating the Opening and Closing
Values” (paragraphs 36 to 59).

And if the member -

e has aggregated membership in the current Pension Input Period
with an Inter-Fund Adjustment being payable (other than cases of:

a. cross border LGPS transfers i.e. a transfer from an LGPS
Fund in England or Wales to an LGPS Fund in Scotland, or
vice versa, and

b. Inter/Intra-Fund Adjustments where the member has pre 1
April 2014 membership, or pre 1 April 2015 membership in
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26.

Scotland, and the Inter/Intra-Fund CETV purchases an
amount of earned pension in the member’s active CARE
account)

please refer to the section “Treatment of Inter-Fund Adjustments”
(paragraphs 72 to 78). For cases falling within (a) please refer to
paragraphs 61 to 63 and for cases falling within (b) please refer to
paragraphs 61 and 62.

The initial Opening Value for an arrangement as calculated above
(i.e. [(16 x PB) + LSB]) is then revalued by the increase in CPI over
the 12 months to the September before the start of the tax year!?.
One would assume that for the 2011/12 Pension Input Period, for
example, in order to bring the Opening Value up to date it should be
increased by the rise in the CPI over the 12 months to September
2011 but the wording of the Act provides that the rise in CPI which is
to be used is that which occurs over the 12 months to the September
prior to the commencement of the current Pension Input Period. So,
in this example, the increase is by reference to the rise in the CPI
over the 12 months to September 2010. The explanation for this may
be that where someone retires in, say, August 2011 who has
exceeded the annual allowance and wants the Scheme to pay the
annual allowance tax bill on their behalf under the ‘mandatory
Scheme pays’ option, that person would have to opt for this to
happen before leaving. At that point in time, the CPI figure to
September 2011 would not be known. The use of the CPI figure to
September 2010 may therefore simply be a pragmatic solution to a
difficult problem.

The relevant CPI figures to date are:

[s235(3)]

11 Except for the Opening Value for 2015/16. It is calculated as the sum of [(16 x PB) + LSB] +

2.5%.

Version 3.3 — December 2017

18



Opening Value to be
Pension Input Period increased by CPl over | Increase
12 month period to.
2008/09 September 2007 1.8%
2009/10 September 2008 5.2%
2010/11 September 2009 1.1%
2011/12 September 2010 3.1%
2012/13 September 2011 5.2%
2013/14 September 2012 2.2%
2014/15 September 2013 2.7%
2015/16 September 2014 1.2%
2016/17 September 2015 NIL2
2017/18 September 2016 1.0%
September 2017
2018/19 (provisional at date of 3.0%
issue)

CPI figures for the percentage change over 12 months to each
September can be found on the website of the Office for National
Statistics. Note: the figure is rounded to 1 decimal place.

If CPI for the 12 months to September is a negative value, CPI should
be assumed to be nil (in the same way that a negative accrual is set
to nil).

27. If there was no Pension Input Amount in the Pension Input Period
immediately preceding the current Pension Input Period (i.e. the [s234(4)]

current Pension Input Period is the first Pension Input Period), then
the Opening Value is nil.

28. The Closing Value for an arrangement is (16 x PE) + LSE 522333"2(15)% and

12 Although the September 2015 CPI was -0.1% the annual allowance revaluation is 0.0%
because section 235 of the Finance Act 2004 only allows the opening balance to be uprated
by an increase (not a decrease).

Version 3.3 — December 2017 19


http://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/previousReleases
http://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/previousReleases

29.

Active members, deferred members and frozen refunds

For an active member or an active member who became a deferred
pensioner or frozen refund member during the Pension Input Period

e PE is the annual rate of pension, and
e LSE is the automatic lump sum (if any)

that would have been payable under the arrangement at the end of
the current Pension Input Period based on membership to the end of
the Pension Input Period (for an active member) or membership to
the date of leaving (for a deferred or frozen refund member).

For the above members, when calculating PE and LSE the annual
rate of pension and the lump sum should ignore:

e any election to commute pension for an increased lump sum
which has already been submitted by the member before the end [s234(5)]
of the current Pension Input Period in anticipation of retirement in
the next Pension Input Period,

e any actuarial reduction or, subject to the following, any actuarial
increase that would have applied had the benefits been brought [s234(5) and
into payment at the end of the current Pension Input Period, $277]

e any GMP increments (except where forming part of an anti-
franking addition) as GMP increments are subsumed within, not
paid in addition to, the LGPS pension, and

e any pension underpin (on the grounds that, by virtue of regulation
4(1)(b) of the Local Government Pension Scheme (Transitional
Provisions, Savings and Amendment) Regulations 2014 and
regulation 4(1)(b) of the Local Government Pension Scheme
(Transitional Provisions and Savings) (Scotland) Regulations
2014, any pension underpin is only payable when benefits are
actually paid). In essence, where a member leaving with a
deferred benefit meets, at the date of ceasing active membership,
all the other criteria for entitlement to an underpin®3, the member is

13 Being:

a)

b)

in England and Wales, a member leaving at or after age 55 with a deferred benefit (or
at or after 50 if the member has a protected right to draw benefits on or after that age
i.e. former Learning and Skills Council for England members), and

in Scotland, a member leaving at or after age 60 with a deferred benefit (or at or after
55 if has a protected right to draw benefits on or after that age i.e. former NHS
scheme members, Civil Servants transferred to the Scottish Environment Protection
Agency, Former employees of the Scottish Legal Services Ombudsman, of the
Scottish Administration’s Learning Connections Division, of the Care Commission, of
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not actually credited with the pension underpin amount until the
point the member draws those deferred benefits. It should be
noted, however, that at the point they draw the deferred benefits,
and the pension underpin is paid, the value of the deferred
benefits will have increased by more than CPI (due to the addition
/ payment of the pension underpin) and so there will be a Pension
Input Amount to be valued in the Pension Input Period when the
BCE occurs. However, given the likely small size of that Pension
Input Amount compared to the size of the annual allowance for
that Pension Input Period and the size of the carry forward
amounts from the previous three tax years it is unlikely that there
will be an annual allowance charge (unless the person had been
making contributions to another pension arrangement in the
relevant tax year).

but should not ignore (i.e. should take into account):

any anti-franking addition

any increase on a post 5 April 1988 GMP (i.e. any increase under  [s236(8A)(a) and

the annual Guaranteed Minimum Pension Increase Orders) $236(8B)(a)]
e any reduction to the pension and lump sum (for a deferred [s236(8A)(a) and
member) due to forfeiture or recovery due to misconduct if the $236(8B)(a)]

forfeiture or recovery occurs in the Pension Input Period during
which the person ceased to be an active member i.e. the pension

and lump sum should be valued net of any such reduction, and ~ 5234(5); 5236(8)

does not apply]

e any actuarial increase!* that would have applied had the benefits
been brought into payment at the end of the current Pension

the Social Work Inspection Agency, and of Her Majesty’s Inspectorate of Education,

and employees formerly entitled to membership of the SDS Scheme).
14 Paragraph 3.16 of the March 2011 HM Treasury document “Restricting pensions tax relief
through existing allowances: response to the consultation on draft legislation” says “In
general, late retirement uplifts, where uplift is expressed as a percentage determined in
accordance with a provision in scheme rules as of 14 October 2010 will not be held to
account against the AA. However, where the late retirement increase is determined by
reference to continued accrual of pensionable pay or years of service, the value of the
increase may give rise to a relevant pension input amount.” Whilst it would appear from this
that any late retirement accrual would count but the actuarial increase applied in accordance
with Secretary of State / Scottish Ministers guidance on late retirement would not, this is not
backed up by the wording of the Finance Act 2004. The Act requires that both the extra
accrual and the actuarial increase are taken into account i.e. s234(4) and s277 of the Act only
permit actuarial reductions to be ignored for the purposes of PE and LSE; there is no
provision allowing actuarial increases to be ignored for the purposes of PE and LSE. Whilst it
is clear to the LGPC Secretariat why pension accrued from membership of the LGPS after
normal pension age should count towards the AA test, the Secretariat is of the view that an
actuarial increase does not really represent an increase in the value of a member’s benefits
but, rather, it reflects the fact that the benefit will be drawn for a lesser period of time.
Therefore, it seems illogical to include the actuarial increase in the valuation of PE and LSE
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Input Period but only if the member is over the age at which an

actuarial increase would have been applied had the benefits been

drawn at the end of that Pension Input Period. It should be noted

that the actuarial increase factors to be applied are those that [s234(5) and
were in force at the end of the Pension Input Period. This is true ~ $2771

even if the factors were changed as from an effective date in the

Pension Input Period meaning that the factors used for PB and

LSB will be different to those used for PE and LSE.

Where a member has been a deferred beneficiary throughout the
whole of the Pension Input Period and at the end of that Pension
Input Period is over the age at which an actuarial increase and / or
GMP increments would have been applied had the benefits been
drawn at the end of that Pension Input Period, any actuarial increase
and GMP increments can be ignored. Neither are a Pension Input
Amount because the conditions in section 234(5B) of the Finance Act
2004 are met i.e. the actuarial increase is given to any qualifying
member and the rate of the increase is in accordance with the
scheme rules that were in place on 14 October 2010 and GMP
increments are a “relevant statutory increase” which can be ignored.
However, any actuarial increase is to be included in the Closing
Value if the member was an active member for part of the Pension
Input Period and a deferred member the rest of the Pension Input
Period, and during the part of the Pension Input Period in which they
were a deferred member they attained the age at which an actuarial
increase would have been applied had the benefits been drawn at the
end of that Pension Input Period but decided not to draw their
benefits. Any anti-franking addition would also have to be applied.
Any GMP increments would be ignored (except where included as
part of an anti-franking addition) as they are subsumed within (not
paid in addition to) the LGPS pension.

[s234(5B)]

30. Retirees

For an active member retiring with a BCE during the Pension Input
Period (and for an member who ceases active membership in the
Pension Input Period with an entitlement to a deferred benefit and
who subsequently, in the same Pension Input Period, has a BCE
upon becoming entitled to payment of those benefits, and who is
therefore treated as a retiree when determining the Closing Value)

e PE is the annual rate of pension payable in respect of the
arrangement at the end of the Pension Input Period, and

e LSE is the lump sum paid in respect of the arrangement during

but the legislation requires it to be included and it is understood that HMRC have no plans at
present to change from this position.
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the Pension Input Period

both being based on membership to the date of retirement.

For the purposes of PE the annual rate of pension for a retiree
should:

¢ include the pension derived from any ill health enhancement (for
those ill health retirees not exempt from the annual allowance test
because they did not meet the severe ill-health condition under
s229(4) of the Finance Act 2004)

¢ include any anti-franking addition

e include any increase on a post 5 April 1988 GMP (i.e. any

increase under the annual Guaranteed Minimum Pension Increase [5236(8A)(a) and

Orders) $236(8B)(a)]
e include any pension underpin paid under regulation 4 of the Local
Government Pension Scheme (Transitional Provisions, Savings
and Amendment) Regulations 2014 or regulation 4 of the Local [s236(8A)(a) and
Government Pension Scheme (Transitional Provisions and $236(8B)(a)]

Savings) (Scotland) Regulations 2014.
[s236(8A)(a) and

. . . s236(8B)(a)]
e ignore any abatement of pension due to re-employment during
the Pension Input Period by a body offering LGPS membership®°.
And for the purposes of PE and LSE the annual rate of pension and
the lump sum for a retiree should:
e ignore any deduction from the pension or lump sum to pay off the
balance of a ‘Preston’ part-time buy-back claim (see paragraphs
45 and 46) [s236(8A)(a) and
$236(8B)(a)]

e ignore any GMP increments (except where forming part of an
anti-franking addition) as GMP increments are subsumed within,
not paid in addition to, the LGPS pension

e notignore (i.e. should take into account) any actuarial
reduction?®, or any actuarial increase?’, applied to the pension and

15 This seems a logical interpretation of the wording in s236(8A)(a) and s236(8B)(a) as they
refer to the amount of pension to which the member became entitled at the Benefit
Crystallisation Event (BCE2).

16 Where there is a BCE2 the annual rate of pension to which the member became entitled is
added back to PE and where there is a BCEG6 the lump sum is added back to LSE. Thus, any
actuarial reduction would be reflected in the annual rate of pension and lump sum payable to
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lump sum. It should be noted that the actuarial increase factors to
be applied are those that were in force at the end of the Pension
Input Period. This is true even if the factors were changed as from
an effective date in the Pension Input Period meaning that the
factors used for PB and LSB will be different to those used for PE

and LSE.
e according to HMRC, ignore!® any reduction to the pension or [s236(8A)(a) and
increase to the lump sum as a result of an election to commute (c) and

pension for an increased lump sum; $236(8B)(a) and

the member. In effect, for the purposes of PE and LSE, the annual rate of pension and the
lump sum for a retiree should take account of any actuarial reduction — see
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm053340. Retirees don’t
have a Closing Value under s234(5) of the Act and, therefore, s277 of the Act is not
applicable. The nil Closing Value is then adjusted under s236(8B)(a) and (c) of the Act which,
because they do not mention ‘valuation assumptions’, means that any actuarial reduction is
not ignored i.e. the benefits are valued after any actuarial reduction has been applied. The
LGPC Secretariat nevertheless recognises that an actuarial reduction does not really
represent a reduction in the value of a member’s benefits but, rather, it reflects the fact that
the benefit will be drawn for a longer period of time (and so it is illogical to value the benefits
at their actuarially reduced rate). However, the legislation requires that the valuation is post
the actuarial reduction and it is understood that HMRC have no plans at present to change
from this position.

1"Paragraph 3.16 of the March 2011 HM Treasury document “Restricting pensions tax relief
through existing allowances: response to the consultation on draft legislation” says “In
general, late retirement uplifts, where uplift is expressed as a percentage determined in
accordance with a provision in scheme rules as of 14 October 2010 will not be held to
account against the AA. However, where the late retirement increase is determined by
reference to continued accrual of pensionable pay or years of service, the value of the
increase may give rise to a relevant pension input amount.” Whilst it would appear from this
that any late retirement accrual would count but the actuarial increase applied in accordance
with Secretary of State / Scottish Ministers guidance on late retirement would not, this is not
backed up by the wording of the Finance Act 2004. The Act requires that both the extra
accrual and the actuarial increase are taken into account i.e. s234(4) and s277 of the Act only
permit actuarial reductions to be ignored for the purposes of PE and LSE; there is no
provision allowing actuarial increases to be ignored for the purposes of PE and LSE. Whilst it
is clear to the LGPC Secretariat why pension accrued from membership of the LGPS after
normal pension age should count towards the AA test, the Secretariat is of the view that an
actuarial increase does not really represent an increase in the value of a member’s benefits
but, rather, it reflects the fact that the benefit will be drawn for a lesser period of time.
Therefore, it seems illogical to include the actuarial increase in the valuation of PE and LSE
but the legislation requires it to be included and it is understood that HMRC have no plans at
present to change from this position.

18 This is the view given by HMRC on their website — see
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm053301 and
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm053340.

These examples indicate the HMRC approach is that, where pension has been commuted
into lump sum, an adjustment is required by s236(8) of the Act for the purpose of calculating
the Closing Value, which would effectively disregard the commutation, and the Closing Value
would thus be calculated by reference to the pre-commutation level of pension. Compare this
with the contrary position that HMRC take in relation to actuarial reductions, where the
benefits are valued post actuarial reduction. However, the LGPC Secretariat has obtained
Counsel’s opinion which backs up the LGPC Secretariat’s view that benefits should be valued
post commutation. S236(8A) and s236(8B) of the Act require PE and LSE to be adjusted, for
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e not ignore any reduction to the annual rate of the pension or the
lump sum due to forfeiture or recovery due to misconduct i.e. the
annual rate of pension payable at the end of the Pension Input
Period and the lump sum should be net of any such reduction.

It should be noted that the timing of the completion of forms by a
scheme member (which impacts on the member’s BCE date) can
have implications.

Take, for example, a March retiree who does not complete the
retirement paperwork until mid-April and so the BCE does not occur
until the Pension Input Period after leaving. In such a circumstance,
section 236(8A) of the Finance Act 2004 would not apply and so

©]

[s 236(8),
s236(8A)(a) and
(c) and
s236(8B)(a) and
(©)]

[s236(8),
s236(8A)(a) and
(c) and
s$236(8B)(a) and
(©)]

there will be a Pension Input Amount for the Pension Input Period in
which the date of retirement occurred (i.e. the member will be treated
for annual allowance purposes as not retired although the benefits
would only be based on the benefits accrued at the date of leaving,
revalued under any HM Treasury revaluation order applicable at the
end of the Pension Input Period, and would ignore any actuarial
reduction but not any actuarial increase) and there will be a Pension
Input Amount for the following Pension Input Period (when section
236(8A) of the Act would apply). The value of the benefits in that
following Pension Input Period would be the benefits actually drawn
i.e. after any actuarial reduction or actuarial increase but, according
to HMRC, ignoring any commutation. This produces a strange
outcome in that the benefits will be valued in the Pension Input Period
for the year of leaving and those benefits will be valued again in the
Pension Input Period after leaving (even though there has been no
further membership accrual). Furthermore, it can lead to a tax charge
where one might not otherwise have been due. For example, take the
case of a member who retired on 30 March 2012 with entitlement to

the purposes of applying the formula in s234(5) of the Act, by reference to the actual amounts
received by way of pension and lump sum. S236(8) does not produce any further adjustment
because an adjustment under that section is only required to the extent that the effect of the
commutation has not already been reflected in the sums received (and it clearly already has
been). The Secretariat’s interpretation would mean that the value of a member’s benefits in
the LGPS goes down if a member commutes (because the commutation rate is 12:1)
whereas the value of a member’s benefits in, for example, the Police or Fire schemes goes
up (because their commutation rates are significantly greater than 16:1). That seems
reasonable as the valuation of benefits in previous PIPs has assumed a factor of 16:1. Thus,
if the member does not commute, the value of their accrued benefits will still be 16:1; but if a
member commutes, the real value of their benefit in the LGPS actually does decrease (at
12:1) — so why should they pay tax on a value they haven’t actually received; and if the real
value of benefits increases (due to use of factors above 16:1 in schemes such as Police and
Fire), shouldn’t the member pay tax on the value of benefits they have actually received?
Administering authorities may, however, take the view that it is safer to follow the HMRC
approach, given the line that HMRC have adopted in the examples shown on their website.
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an actuarially reduced benefit but who did not complete the pension
application form until 12 April 2012 (so the BCE did not occur until 12
April). That member could have finished up in the position of having
an unreduced Pension Input Amount for 2011/12 with a
consequential annual allowance tax charge and an actuarially
reduced Pension Input Amount for 2012/13; whereas if the same
member had completed the forms on, say 28 March, he would have
had an actuarially reduced Pension Input Amount for 2011/12 with no
tax charge, and no Pension Input Amount for 2012/13.

Conversely, a member who retired on, say, 30 March 2012 on health
grounds with an entitlement to a tier 2 enhanced benefit (and did not
meet the severe ill- health condition — see paragraph 16) and whose
benefits did not crystallise until a couple of weeks later on 12 April
2012 on completion of the pension application forms could have
suffered a tax charge for the 2011/12 Pension Input Period if they had
completed their pension paperwork on leaving but would not pay a
tax charge because they delayed completing their paperwork and the
increase in benefits for the 2012/13 Pension Input Period does not
generate a tax charge.

So, in certain circumstances whether or not a member will suffer an
annual allowance tax charge will depend on when they complete their
pension paperwork but, according to HMRC, that is simply an effect
of the legislation.

It should also be noted that a recalculation of benefits following an
appeal can have differing effects depending on whether the
increased level of payment is made before or after the Pension Input
Period in which the member otherwise became entitled to all benefits
under the scheme.

Case 1

A member leaves with a deferred benefit but, on appeal, it is
determined the member should have left with an immediate ill health
pension but the determination is not made until the Pension Input
Period after that in which the member left (and the member does not
satisfy the severe ill health condition — see paragraph 16).

Case 2

A member leaves with a tier 3 ill health pension which, on appeal, is
uplifted to a tier 2 pension, or leaves with a tier 2 pension which, on
appeal, is uplifted to a tier 1 pension but, in both cases, the
determination to uplift is not made until the Pension Input Period after
that in which they retired (and the member does not satisfy the
severe ill health condition — see paragraph 16)

If the award of the increased level of payment is made after the end
of the Pension Input Period in which the member otherwise became
entitled to all benefits under the scheme then there is no Pension

Version 3.3 — December 2017

26



31.

32.

Input Amount (it is not possible to retrospectively amend a Pension
Input Amount).

Note that Case 2 would be caught by the anti-avoidance provisions in
section 236A of the Act if the member and employer conspired to put
the member in the lower tier to avoid an annual allowance charge but
with a view to putting them into the higher tier in the subsequent
Pension Input Period. Note also that Case 1 might not be not be
caught by section 236A of the Act because that section only covers a
"post-entitlement enhancement" which is “an increase in the annual
rate of a scheme pension under the arrangement, at a time after the
member has become entitled to the scheme pension” i.e. after “the
person first acquires an actual (rather than a prospective) right to
receive the pension”.

When calculating PE and LSE please refer to paragraphs 83 to 102
to determine the pensionable pay to use in the calculation of a
member’s pre 1 April 2014 benefits (pre 1 April 2015 benefits in
Scotland), paragraph 103 concerning Pensions Increase due under
the Pensions (Increase) Act 1971, paragraphs 104 to 107 concerning
the amount of the accrued CARE pension to include in the calculation
and paragraphs 108 to 109 concerning the effect a Certificate of
Protection issued under the LGPS in Scotland has on the accrued
CARE pension.

Additionally, when calculating PE and LSE for an arrangement:
If the member -

has an added years contract,

has an old style part-time buy-back contract,

has made a “Preston” part-time buy-back election,

has made an election to pay contributions for child related leave,

absence with permission or absence due to a trade dispute where

the absence relates to a period prior to 1 April 2014 (or 1 April

2015 in Scotland),

e has augmented membership or additional pension granted by the
employer under regulations 12 or 13 of the LGPS (Benefits,
Membership and Contributions) Regulations 2007 or under
regulations 12 or 13 of the LGPS (Benefits, Membership and
Contributions) (Scotland) Regulations 2008,

e has an ARC contract,

e has an APC contract, or

¢ has additional pension granted in respect of a revoked ASBC

election (England and Wales)

please refer to the section “How certain types of membership and
additional pension count when calculating the Opening and Closing
Values” (paragraphs 36 to 59).
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And if the member -

e has aggregated membership in the current Pension Input Period
with an Inter-Fund Adjustment being payable (other than cases of:

a. cross border LGPS transfers i.e. a transfer from an LGPS
Fund in England or Wales to an LGPS Fund in Scotland, or
vice versa, and

b. Inter-Fund Adjustments where the member has pre 1 April
2014 membership, or pre 1 April 2015 membership in
Scotland, and the Inter-Fund CETV purchases an amount of
earned pension in the member’s active CARE account)

please refer to the section “Treatment of Inter-Fund Adjustments”
(paragraphs 72 to 78). For cases falling within (a) please refer to
paragraphs 61 to 63 and for cases falling within (b) please refer to
paragraphs 61 and 62.

33. It should be noted that the Closing Value may be subject to
adjustments as shown in paragraphs 61 to 71.

34. An AVC/SCAVC is a separate arrangement from the main Scheme
benefits. The Opening Value of an AVC / SCAVC arrangement is
always nil. The Closing Value is the total of any tax relievable [s233(1)]
employee and employer contributions paid to the Defined
Contribution (money purchase) arrangement during the Pension Input
Period i.e. to the LGPS AVC or SCAVC arrangement. This will not
include any AVC or SCAVC payments for life assurance, even those
that had been subject to tax relief!® (see LGPC Bulletin 47). For the
purpose of determining which Pension Input Period any AVCs or

19 The reason AVC or SCAVC payments for life assurance are not included, even those that
had been subject to tax relief, is because under section 233 of the Finance Act 2004 only the
amount paid under a “money purchase arrangement” is to be included. A “money purchase
arrangement” is defined under section 152(2) of that Act as an arrangement under which “all
the benefits that may be provided to or in respect of the member under the arrangement are
...... other money purchase benefits”. Section 152(4) defines “money purchase benefits” as
“benefits the rate or amount of which is calculated by reference to an amount available for the
provision of benefits to or in respect of the member (whether the amount so available is
calculated by reference to payments made under the pension scheme by the member or any
other person in respect of the member or any other factor)”. As the death benefit under the life
assurance arrangement is not calculated by reference to an amount available for the
provision of benefits (i.e. there is no sum held specifically to pay the lump sum payable on
death and the amount payable is not dependant on investment returns) it is not a “money
purchase benefit” and so is not a “money purchase arrangement”. Indeed, the lump sum
payable on death would be a Defined Benefits Lump Sum Death Benefit.
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35.

SCAVCs fall in, HMRC have confirmed that the date an employee’s
AVCs are “paid”, where the AVCs are deducted?® under net pay
arrangements (as in the LGPS), should be taken as the date the
AVCs are deducted from pay. However, where it is not possible to
readily identify the date of deduction from pay, the date the AVC
payment was received by the AVC provider or an estimate of the date
of deduction from pay can be used. HMRC would expect the
administering authority to adopt a consistent approach. Unlike an
employee’s AVC payments, employer contributions to a SCAVC are
always deemed to have been “paid” on the date they are received by
the AVC provider.

It should be noted that if a member pays AVCs / SCAVCs during a
Pension Input Period and:

e converts their AVC / SCAVC pot to an annuity (either externally or
by purchasing an in-house annuity / top-up pension) within that
Pension Input Period, any AVCs / SCAVCs paid in that Pension
Input Period should be included in the AVC value (and the annuity
should not be included in PE), or

e converts their AVC / SCAVC pot to Scheme membership within
that Pension Input Period, any AVCs / SCAVCs paid in that
Pension Input Period should be included in the AVC value (but
also see paragraphs 64 and 65), or

e transfers their AVC / SCAVC pot to another registered pension
scheme or to an overseas scheme that is a qualifying recognised
overseas pension scheme within that Pension Input Period, any
AVCs / SCAVCs paid in that Pension Input Period should be
included in the AVC value, or

¢ following receipt of a Pension Sharing Order, their AVC / SCAVC
pot is reduced in a Pension Input Period by having become
subject to a pension debit, the reduction to the AVC pot is to be
ignored i.e. added back into the AVC value, or

e leaves in that Pension Input Period and elects in that Pension
Input Period for an Inter-Fund Adjustment to be paid to another
Fund including the AVC / SCAVC pot, the receiving Fund should,
for the purposes of its annual allowance statement, include within
the Closing Value for that Pension Input Period the AVCs /
SCAVCs paid to the sending Fund’s AVC / SCAVC arrangement.
If, however, the member transfers their main LGPS scheme

20 If employee AVCs are made by cheque, the date of payment is the date the cheque is
received by the AVC provider.
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benefits to the new Fund but not their AVCs / SCAVCs, then the
sending Fund will have to produce an annual allowance pension
savings statement to the member showing the amount of the
AVCs / SCAVCs paid in the Pension Input Period if required to do
SO (see paragraph 155), or if they are asked to do so by the
member see (paragraph 156)

Added years contracts

Opening Value

36. For the purpose of, respectively, PB and LSB, the annual rate of
pension and the lump sum should include the pension and any lump
sum derived from the added years purchased by the member at the
end of the Pension Input Period immediately preceding the current
Pension Input Period under the added years contract (i.e. the
proportion of the added years contract purchased at that time?%).

Closing Value

37. For the purpose of, respectively, PE and LSE, the annual rate of
pension and the lump sum should include the pension and any lump
sum derived from the added years purchased by the member at the
end of the current Pension Input Period under the added years
contract (i.e. the proportion of the added years contract purchased at
that time or the whole of the added years under the contract if the
member completed the contract in the Pension Input Period or retired
on the grounds of permanent ill health??).

38. It should be noted that, for retirees in the current Pension Input

21 See Regulation 83 of the LGPS Regulations 1997, which is a saved regulation by virtue of
regulation 15(1)(c) of the LGPS (Transitional Provisions, Savings and Amendment)
Regulations 2014, and regulation 82 of the LGPS (Scotland) Regulations 1998 which is a
saved regulation by virtue of regulation 15(1)(c) of the LGPS (Transitional Provisions and
Savings) (Scotland) Regulations 2014.

22 See Regulation 83 of the LGPS Regulations 1997, which is a saved regulation by virtue of
regulation 15(1)(c) of the LGPS (Transitional Provisions, Savings and Amendment)
Regulations 2014, and regulation 82 of the LGPS (Scotland) Regulations 1998 which is a
saved regulation by virtue of regulation 15(1)(c) of the LGPS (Transitional Provisions and
Savings) (Scotland) Regulations 2014.
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Period, if the member is retired on the grounds of redundancy or
business efficiency, the member has the right to pay off the balance
of any outstanding added years contract®.

The treatment for annual allowance purposes will depend on the
timing of events.

Scenario 1

The member pays off the balance of the contract in the current
Pension Input Period. In this case the whole of the added years
should be included in PE and LSE.

Scenario 2

The member pays off the balance of the contract in the subsequent
Pension Input Period (which could occur where, for example, the
retirement is in March but the election to pay off the balance of the
contract is not made until mid-April). No benefits had been paid in the
current Pension Input Period because the administering authority
were awaiting a decision from the member as to whether to pay-off
the balance of the contract; a decision that the member did not make
until mid-April). Thus, the BCE does not occur until the Pension Input
Period after leaving. In such a circumstance, section 236(8A) of the
Finance Act 2004 would not apply and so there will be a Pension
Input Amount for the Pension Input Period of retirement (i.e. the
member will be treated as not retired although the benefits would only
be based on the benefits accrued at the date of leaving, excluding the
balance of the contract) and there will be a Pension Input Amount for
the following Pension Input Period (when section 236(8A) of the Act
would apply). The value of the benefits in that following Pension Input
Period would be the benefits actually drawn (i.e. including the
balance of the contract but, according to HMRC, ignoring any
commutation). This produces a strange outcome in that the benefits
will be valued in the Pension Input Period for the year of leaving
(excluding the balance of the contract bought) and those benefits will
be valued again (including the balance of the contract bought) in the
Pension Input Period after leaving.

Scenario 3

The member pays off the balance of the contract in the subsequent
Pension Input Period (which could occur where, for example, the
retirement is in March but the election to pay off the balance of the

23 See Regulation 83 of the LGPS Regulations 1997, which is a saved regulation by virtue of

regulation 15(1)(c) of the LGPS (Transitional Provisions, Savings and Amendment)

Regulations 2014, and regulation 82 of the LGPS (Scotland) Regulations 1998 which is a
saved regulation by virtue of regulation 15(1)(c) of the LGPS (Transitional Provisions and

Savings) (Scotland) Regulations 2014.
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contract is not made until mid-April). However, the administering
authority had decided to pay the main scheme benefits without
awaiting the decision from the member over whether to pay off the
balance of the contract. The BCE for the main scheme benefits was
in March. The member elected in mid-April to pay off the balance of
the contract. It would appear that the benefits deriving from that
additional membership would constitute a further BCE6 and / or
BCE224. There would thus be a Pension Input Amount for the
Pension Input Period of retirement, with the value of the benefits in
that Pension Input Period being the benefits actually drawn (i.e.
excluding the balance of the contract and, according to HMRC,
ignoring any commutation). There would then be a Pension Input
Amount for the following Pension Input Period, with the value of the
benefits in that Pension Input Period based purely on the additional
benefits derived from paying-off the contract. This could result in a
lesser annual allowance charge than would have resulted under
Scenarios 1 and 2. However, Scenario 3 would be subject to the anti-
avoidance measures in section 236A of the Finance Act 2004, if the
main purpose, or one of the main purposes, in delaying paying off the
balance of the added years’ contract until the following Pension Input
Period was to avoid or reduce a liability to the annual allowance
charge.

So, in certain circumstances whether or not a member will suffer an
annual allowance tax charge will depend on when they complete their
pension paperwork but, according to HMRC, that is simply an effect
of the legislation.

39. It should be noted that no direct tax relief will be given on the [+185(1)]
contributions paid to purchase the balance of the added years’
contract. This is because section 188(1) of the Finance Act 2004 only
allows direct tax relief on pension contributions paid by active
members and, technically, the member cannot pay off the balance of
the contract until after leaving. Whilst one might assume the annual
allowance test is concerned with tax relievable benefit accrual, this is
not the case for defined benefit accrual (but is the case for money

24 Consideration was given to whether or not the benefits resulting from the election under
Scenario 3 to pay off the balance of the contract constituted a BCE3. However, it was felt that
this was unlikely to be a BCE3 because paying off the balance of the added years’ contract
would, in most cases, generate an additional pension and lump sum. BCE3 only covers
cases where only the pension increases. If it were a BCE3, HMRC have confirmed that,
“under section 238(7) of the Finance Act 2004, 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 BCE3 occurs in respect of the member, 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 BCES that
occurs after the end of the last Pension Input Period is, therefore, not included in calculating
the Pension Input Amount.”
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40.

41.

purchase benefits, so only tax relievable AVCs are counted when
determining the Closing Value of AVCs / SCAVCs — see paragraph
34).

Old style part-time buy-back contracts

Opening Value

For the purpose of, respectively, PB and LSB, the annual rate of
pension and the lump sum should include the pension and lump sum
derived from any part-time buy-back purchased by the member at the
end of the Pension Input Period immediately preceding the current
Pension Input Period under an old style part-time buy-back contract
i.e. a contract taken out by those employees:

e who on 1 April 1987 (1 April 1986 in Scotland) were contracted
to work for:

o 30 or more hours per week (on average) for less than 45
weeks per year, or

o 15 or more (in aggregate) but less than 30 hours per week
for 35 or more weeks per year

and who elected to join the Scheme and backdate membership

(to as far back as 1 April 1974), or

e who on 17 August 1993 (31 December 1993 in Scotland) were
contracted to work less than 15 hours per week for 35 or more
weeks per year, opted to join the LGPS before 17 February 1994
(30 June 1994 in Scotland) and backdated membership to 1
January 1993

In practice, the contracts to purchase such membership should, by
now, have been completed and so the full membership from the
contract will be included in the calculation of benefits at the end of the
Pension Input Period immediately preceding the current Pension
Input Period.

Closing Value

For the purpose of, respectively, PE and LSE, the annual rate of
pension and the lump sum should include the pension and lump sum
derived from any part-time buy-back purchased by the member at the
end of the current Pension Input Period under an old style part-time
buy-back contract.

In practice, the contracts to purchase such membership should, by
now, have been completed and so the full membership from the
contract will be included in the calculation of benefits at the end of the
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43.

44,

current Pension Input Period.

“Preston” part-time buy-back elections

Opening Value

For the purpose of, respectively, PB and LSB, the annual rate of
pension and the lump sum should include the pension and lump sum
derived from the whole period of membership under a “Preston”
part-time buy-back election where the buy-back election is made
before the end of the Pension Input Period immediately preceding the
current Pension Input Period and regardless of whether or not the
member has completed payment of the part-time buy-back
contributions. This is because, as soon as the election is made, the
member is entitled to count all of the membership covered by the
election. The contributions are, in effect, a type of arrears of
contributions rather than a contract to purchase added years of
membership and there is no pro-ration of membership if the member
has not paid off all of the contributions by the end of the Pension
Input Period immediately preceding the current Pension Input Period.

Closing Value

For the purpose of, respectively, PE and LSE, the annual rate of
pension and the lump sum should include the pension and lump sum
derived from the whole period of membership under a “Preston”
part-time buy-back election where the buy-back election is made
before the end of the current Pension Input Period and regardless of
whether or not the member has completed payment of the part-time
buy-back contributions. This is because, as soon as the election is
made, the member is entitled to count all of the membership covered
by the election. The contributions are, in effect, a type of arrears of
contributions rather than a contract to purchase added years of
membership and there is no pro-ration of membership if the member
has not paid off all of the contributions by the end of the current
Pension Input Period.

If an active member who is still paying part-time buy-back
contributions leaves in the current Pension Input Period with a
deferred benefit before payment of the necessary contributions has
been completed the member will have to:

i) pay off the balance of the outstanding contract (or as
much of the outstanding contract as they can afford)
within 6 months of leaving, or

i) have any balance of the outstanding contract (plus
interest) deducted from their deferred lump sum and, if
necessary, their annual pension (or from a death grant if

Version 3.3 — December 2017 34



appropriate) when it is paid.

In the latter case (i.e. (ii) above) or where, under (i) above, the
member only pays off part of the outstanding balance:

e the member will be able, at any time before the deferred
benefits come into payment, to pay off in a single
payment the whole of the outstanding balance of the
contract (including interest), and

e if, before the deferred benefits come into payment, the
member opts to transfer their accrued pension rights to
another pension scheme or to another Local Government
Pension Fund the member would have to pay off the
outstanding contributions (including interest) within 6
months of the “guarantee date” of the Cash Equivalent
Transfer value or of the date the member opts for an
Inter-Fund Adjustment

45. If an active member who is still paying part-time buy-back
contributions leaves in the current Pension Input Period with
immediate payment of benefits but before the contract is completed,
the outstanding contributions are deducted from the lump sum
retirement grant and, if necessary, by making deductions from the
monthly pension in payment. Such deductions from the pension
should be ignored when assessing PE.

46. As part of the national part-time buy-back agreement it was agreed
that a member who leaves or retires must pay off the balance of any
contributions still owing rather than being able to only count that
proportion of the buy-back election for which the member had
completed payments. So, the whole of the part-time buy-back
membership should be included in PE and LSE (gross of any
outstanding contributions, which should not be deducted from the
value of PE or LSE for the annual allowance test). It is merely the
timing of payment of the outstanding contributions that the member
has some control over. Whilst no direct tax relief will be given on the
outstanding contributions (as section 188(1) of the Finance Act 2004
only allows direct tax relief on pension contributions paid by active
members), the amount of contributions deducted will be ‘net’ of [s188(1)]
notional tax relief and so it seems logical to assume in this situation
that tax relief has been given. Whilst one might assume the annual
allowance test is concerned with tax relievable benefit accrual, this is
not the case for defined benefit accrual (but is the case for money
purchase benefits, so only tax relievable AVCs are counted when
determining the Closing Value of AVCs / SCAVCs — see paragraph
34).

Elections to pay contributions for child related leave, absence
with permission or absence due to a trade dispute where the
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48.

absence relates to a period prior to 1 April 2014 (or 1 April 2015
in Scotland)

Opening Value

For the purpose of, respectively, PB and LSB, the annual rate of
pension and the lump sum should include the pension and lump sum
derived from the whole period of membership which a member
elects to purchase following child related leave, absence with
permission or absence due to a trade dispute where the election was
made under regulation 22 of the LGPS (Administration) Regulations
2008 or regulation 19 of the LGPS (Administration) (Scotland)
Regulations 2008 and was made before the end of the Pension Input
Period immediately preceding the current Pension Input Period,
regardless of whether or not the member has completed payment of
the contributions due under that election. This is because, as soon as
the election is made, the member is entitled to count all of the
membership covered by the election. The contributions are, in effect,
a type of arrears of contributions rather than a contract to purchase
added years of membership and there is no pro-ration of membership
if the member has not paid off all of the contributions by the end of
the Pension Input Period immediately preceding the current Pension
Input Period.

Closing Value

For the purpose of, respectively, PE and LSE, the annual rate of
pension and the lump sum should include the pension and lump sum
derived from the whole period of membership which a member had
elected to purchase following child related leave, absence with
permission or absence due to a trade dispute where the election was
made under regulation 22 of the LGPS (Administration) Regulations
2008 or regulation 19 of the LGPS (Administration) (Scotland)
Regulations 2008 and was made before the end of the current
Pension Input Period, regardless of whether or not the member has
completed payment of the contributions due under that election. This
is because, as soon as the election is made, the member is entitled to
count all of the membership covered by the election. The
contributions are, in effect, a type of arrears of contributions rather
than a contract to purchase added years of membership and there is
no pro-ration of membership if the member has not paid off all of the
contributions by the end of the current Pension Input Period.

Augmented membership or additional pension granted by the
employer (England and Wales) under regulations 12 or 13 of the
LGPS (Benefits, Membership and Contributions) Regulations
2007
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Opening Value

49. For the purpose of PB the annual rate of pension should include the
pension derived from any augmented membership or additional
pension granted by the employer under, respectively, regulations 12
or 13 of the LGPS (Benefits, Membership and Contributions)
Regulations 2007 where the payment required under regulation 40(2)
of the LGPS (Administration) Regulations 2008 was made before, or
the date of the agreement under regulations 40(4) or (5) of those
Regulations to pay extra contributions fell before, the end of the
Pension Input Period immediately preceding the current Pension
Input Period?.

In accordance with the relevant actuarial guidance?® any additional
pension granted by the employer under regulation 13 of the LGPS
(Benefits, Membership and Contributions) Regulations 2007 prior to 1
April 2012 should be increased by reference to the increase in RPI
between the date of the lump sum payment and the end of the
Pension Input Period immediately preceding the current Pension
Input Period — see
http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/c
haw - but only if the member was aged 55 or over at the end of the
Pension Input Period_immediately preceding the current Pension
Input Period?’.

Equally, in accordance with the relevant actuarial guidance?®, any
additional pension granted by the employer under regulation 13 of the
LGPS (Benefits, Membership and Contributions) Regulations 2007
prior to between 1 April 2012 and 31 March 2014 should be
increased by reference to the Pensions (Increase) Act 1971 (i.e.
currently by the increase in CPI) between the date of the lump sum
payment and the end of the Pension Input Period immediately
preceding the current Pension Input Period — see

25 |t is not the date of the resolution to grant additional pension or award augmented
membership that is relevant. This is because technically, by virtue of regulations 40(7), (8)
and (9) of the LGPS (Administration) Regulations 2008, the additional pension can only count,
and the augmented membership can only count as a period of membership, as at the date the
employing authority makes a capital payment into the Fund or agrees to pay additional
contributions.

26 See paragraph A.2.10 of Annex A athttp://www.lgpsregs.org/schemeregs/actguidance.php

27 See paragraph 103 for an explanation of why RPI is not taken account of for a member
under age 55. Although the relevant actuarial guidance refers to RPI, rather than to increases
under the Pensions (Increase) Act 1971, this is because a reference to that Act would
incorrectly produce increases by reference to CPI rather than to RPI. Nonetheless, for the
sake of consistency of approach with post 31 March 2012 cases, the principles of the Act
should be followed.

28 See http://www.lgpsregs.org/schemeregs/actguidance.php
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http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/d
7bt - but only if the member was aged 55 or over at the end of the
Pension Input Period_immediately preceding the current Pension
Input Period?®.

Closing Value

50. For the purpose of PE the annual rate of pension should include any
augmented membership or additional pension granted by the
employer under, respectively, regulations 12 or 13 of the LGPS
(Benefits, Membership and Contributions) Regulations 2007 where
the payment required under regulation 40(2) of the LGPS
(Administration) Regulations 2008 was made before, or the date of
the agreement under regulations 40(4) or (5) of those Regulations to
pay extra contributions fell before, the end of the current Pension
Input Period®.

In accordance with the relevant actuarial guidance®! any additional
pension granted by the employer under regulation 13 of the LGPS
(Benefits, Membership and Contributions) Regulations 2007 prior to 1
April 2012 should be increased by reference to the increase in RPI
between the date of the lump sum payment and the end of the
Pension Input Period (or the date of cessation of active membership if
this occurred before the end of the Pension Input Period) — see
http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/c
haw - but only if the member was aged 55 or over at the end of the
Pension Input Period2,

Equally, in accordance with the relevant actuarial guidance®3, any
additional pension granted by the employer under regulation 13 of the
LGPS (Benefits, Membership and Contributions) Regulations 2007
prior to between 1 April 2012 and 31 March 2014 should be
increased by reference to the Pensions (Increase) Act 1971 (i.e.

29 See paragraph 103 for an explanation of why CPI is not taken account of for a member
under age 55.

30 |t is not the date of the resolution to grant additional pension or award augmented
membership that is relevant. This is because technically, by virtue of regulations 40(7), (8)
and (9) of the LGPS (Administration) Regulations 2008, the additional pension can only count,
and the augmented membership can only count as a period of membership, as at the date the
employing authority makes a capital payment into the Fund or agrees to pay additional
contributions.

31 See paragraphA.2.10 of Annex A athttp://www.lgpsregs.org/schemeregs/actguidance.php
32 See paragraph 103 for an explanation of why RPI is not taken account of for a member
under age 55. Although the relevant actuarial guidance refers to RPI, rather than to increases
under the Pensions (Increase) Act 1971, this is because a reference to that Act would
incorrectly produce increases by reference to CPI rather than to RPI. Nonetheless, for the
sake of consistency of approach with post 31 March 2012 cases, the principles of the Act
should be followed.

33 See http://www.lgpsregs.org/schemeregs/actguidance.php
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currently by the increase in CPI) between the date of the lump sum
payment and the end of the Pension Input Period (or the date of
cessation of active membership if this occurred before the end of the
Pension Input Period) — see
http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/d
7bt - but only if the member was aged 55 or over at the end of the
Pension Input Period34.

51. Note that, although it is now of historic interest only, augmented
membership could be granted by the employer under regulation 12 of
the LGPS (Benefits, Membership and Contributions) Regulations
2007 up to 6 months after leaving in the case of redundancy or
business efficiency retirements (i.e. up to 30 September 2014 at the
latest). Although, in such cases, the resolution to augment
membership was deemed to take effect on the date on which the
member left employment3® the membership could not be counted
until the employer made payment for that membership or agreed to
pay extra contributions for that membership®. In consequence, a
member might leave in one Pension Input Period with an entitlement
to an immediate payment of pension but not be granted the increase
in membership until the following Pension Input Period (if the
employer did not make payment for that membership, or agree to pay
extra contributions for that membership, until that following Pension
Input Period). This would raise the same issues as outlined in
scenarios 2 and 3 in paragraph 38 (but substituting references therein
to paying off the balance of a contract with references to an employer
making payment for membership or agreeing to pay extra
contributions for that membership).

Augmented membership or additional pension granted by the
employer (Scotland) under regulations 12 or 13 of the LGPS
(Benefits, Membership and Contributions) (Scotland)
Regulations 2008

Opening Value

34 See paragraph 103 for an explanation of why CPI is not taken account of for a member
under age 55.

35 See regulations 12(4) and (5) of the LGPS (Benefits, Membership and Contributions)
Regulations 2007.

36 |t is not the date of the resolution to grant additional pension or award augmented
membership that is relevant. This is because technically, by virtue of regulations 40(7), (8)
and (9) of the LGPS (Administration) Regulations 2008, the additional pension can only count,
and the augmented membership can only count as a period of membership, as at the date the
employing authority makes a capital payment into the Fund or agrees to pay additional
contributions.
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52. For the purpose of PB the annual rate of pension should include the
pension derived from any augmented membership or additional
pension granted by the employer under, respectively, regulations 12
or 13 of the LGPS (Benefits, Membership and Contributions)
(Scotland) Regulations 2008 where the payment required under
regulation 36(2) of the LGPS (Administration) (Scotland) Regulations
2008 was made before, or the date of the agreement under regulation
36(4) of those Regulations to pay extra contributions fell before, the
end of the Pension Input Period immediately preceding the current
Pension Input Period®’.

In accordance with the relevant actuarial guidance®® any additional
pension granted by the employer under regulation 13 of the LGPS
(Benefits, Membership and Contributions) (Scotland) Regulations
2008 prior to 1 April 2012 should be increased by reference to the
increase in RPI between the date of the lump sum payment and the
end of the Pension Input Period immediately preceding the current
Pension Input Period — see
http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/c
haw - but only if the member was aged 55 or over at the end of the
Pension Input Period_immediately preceding the current Pension
Input Period®®.

Equally, in accordance with the relevant actuarial guidance*®, any
additional pension granted by the employer under regulation 13 of the
LGPS (Benefits, Membership and Contributions) (Scotland)
Regulations 2008 prior to between 1 April 2012 and 31 March 2015
should be increased by reference to the Pensions (Increase) Act
1971 (i.e. currently by the increase in CPIl) between the date of the
lump sum payment and the end of the Pension Input Period
immediately preceding the current Pension Input Period — see
http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/d
7bt - but only if the member was aged 55 or over at the end of the
Pension Input Period_immediately preceding the current Pension

37 It is not the date of the resolution to grant additional pension or award augmented
membership that is relevant. This is because technically, by virtue of regulations 36(6), (7)
and (8) of the LGPS (Administration) (Scotland) Regulations 2008, the additional pension can
only count, and the augmented membership can only count as a period of membership, as at
the date the employing authority makes a capital payment into the Fund or agrees to pay
additional contributions.

38 See http://www.scotlgpsregs.org/schemeregs/actguidance.php

39 See paragraph 103 for an explanation of why RPI is not taken account of for a member
under age 55. Although the relevant actuarial guidance refers to RPI, rather than to increases
under the Pensions (Increase) Act 1971, this is because a reference to that Act would
incorrectly produce increases by reference to CPI rather than to RPI. Nonetheless, for the
sake of consistency of approach with post 31 March 2012 cases, the principles of the Act
should be followed.

40 See http://www.scotlgpsregs.org/schemeregs/actquidance.php
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Input Period*!.

Closing Value

53. For the purpose of PE the annual rate of pension should include the
pension derived from any augmented membership or additional
pension granted by the employer under, respectively, regulations 12
or 13 of the LGPS (Benefits, Membership and Contributions)
(Scotland) Regulations 2008 where the payment required under
regulation 36(2) of the LGPS (Administration) (Scotland) Regulations
2008 was made before, or the date of the agreement under regulation
36(4) of those Regulations to pay extra contributions fell before, the
end of the current Pension Input Period*?,

In accordance with the relevant actuarial guidance*® any additional
pension granted by the employer under regulation 13 of the LGPS
(Benefits, Membership and Contributions) (Scotland) Regulations
2008 prior to 1 April 2012 should be increased by reference to the
increase in RPI between the date of the lump sum payment and the
end of the Pension Input Period (or the date of cessation of active
membership if this occurred before the end of the Pension Input
Period) — see
http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/c
haw - but only if the member was aged 55 or over at the end of the
Pension Input Period**,

Equally, in accordance with the relevant actuarial guidance*®, any
additional pension granted by the employer under regulation 13 of the
LGPS (Benefits, Membership and Contributions) (Scotland)
Regulations 2008 prior to between 1 April 2012 and 31 March 2015
should be increased by reference to the Pensions (Increase) Act

41 See paragraph 103 for an explanation of why CPI is not taken account of for a member
under age 55.

42 |t is not the date of the resolution to grant additional pension or award augmented
membership that is relevant. This is because technically, by virtue of regulations 36(6), (7)
and (8) of the LGPS (Administration) (Scotland) Regulations 2008, the additional pension can
only count, and the augmented membership can only count as a period of membership, as at
the date the employing authority makes a capital payment into the Fund or agrees to pay
additional contributions.

43 See http://www.scotlgpsregs.org/schemeregs/actquidance.php

44 See paragraph 103 for an explanation of why RPI is not taken account of for a member
under age 55. Although the relevant actuarial guidance refers to RPI, rather than to increases
under the Pensions (Increase) Act 1971, this is because a reference to that Act would
incorrectly produce increases by reference to CPI rather than to RPI. Nonetheless, for the
sake of consistency of approach with post 31 March 2012 cases, the principles of the Act
should be followed.

45 See http://www.scotlgpsregs.org/schemeregs/actguidance.php
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1971 (i.e. currently by the increase in CPI) between the date of the
lump sum payment and the end of the Pension Input Period (or the
date of cessation of active membership if this occurred before the end
of the Pension Input Period) — see
http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/d
7bt - but only if the member was aged 55 or over at the end of the
Pension Input Period*®.

Additional Regular Contributions (ARCs) 4’

Opening Value

54. For the purpose of PB the annual rate of pension should include the

46 See paragraph 103 for an explanation of why CPI is not taken account of for a member
under age 55.

47 The LGPC Secretariat has taken the view that, for the purposes of the annual allowance
test, it is logical to treat ARCs as a Defined Benefit and not as a Money Purchase benefit.
This is based on the view that although the member is, in effect, buying an annuity, and the
factors to buy that annuity can be changed over time, the member is nonetheless purchasing
a defined amount of pension from the LGPS. The fact that the money paid by the member
might be more than is required to provide the level of pension (leading to a surplus for the
LGPS Fund) or could be less than is required (leading to a deficit for the LGPS Fund) means
that a defined benefit is being bought. The amount of pension paid is not dependent upon
investment returns but, rather, the benefit is defined from the outset. Following the decision of
the Supreme Court in the case of Houldsworth and another v Bridge Trustees Ltd and another
(27 July 2011) — see http://www.supremecourt.gov.uk/decided-

cases/docs/UKSC 2010 0074 Judgment.pdf — the Government introduced, at section 29 of
the Pensions Act 2011, an amendment to the definition of a money purchase benefit in
section 181 of the Pension Schemes Act 1993. Under the amended definition, benefits cannot
be regarded as money purchase benefits if it is possible for a funding deficit to arise in
respect of those benefits.
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pension derived from any additional pension purchased by the
member at the end of the Pension Input Period immediately
preceding the current Pension Input Period by the payment of
Additional Regular Contributions (ARCs) under regulation 14 of the
LGPS (Benefits, Membership and Contributions) Regulations 2007 or
regulation 14 of the LGPS (Benefits, Membership and Contributions)
(Scotland) Regulations 2008.

In accordance with the relevant actuarial guidance*® the additional
pension for ARC elections made before 1 April 2012 should be
increased by reference to the increase in RPI between the date of the
first contribution/lump sum payment and the end of the Pension Input
Period immediately preceding the current Pension Input Period — see
http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/c
haw - but only if the member was aged 55 or over at the end of the
Pension Input Period_immediately preceding the current Pension
Input Period*®,

Equally, in accordance with the relevant actuarial guidance®, any
additional pension for ARC elections made between 1 April 2012 and
31 March 2014 (31 March 2015 in Scotland) should be increased by
reference to the Pensions (Increase) Act 1971 (i.e. currently by the
increase in CPI) between the date of the first contribution/lump sum
payment and the end of the Pension Input Period immediately
preceding the current Pension Input Period — see
http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/d
7bt - but only if the member was aged 55 or over at the end of the
Pension Input Period_immediately preceding the current Pension
Input Period®?.

Closing Value

55. For the purpose of PE the annual rate of pension should include the
pension derived from any additional pension purchased by the

48 See http://www.lgpsregs.org/schemeregs/actquidance.php
and http://www.scotlgpsregs.org/schemeregs/actqguidance.php

49 See paragraph 103 for an explanation of why RPI is not taken account of for a member
under age 55. Although the relevant actuarial guidance refers to RPI, rather than to increases
under the Pensions (Increase) Act 1971, this is because a reference to that Act would
incorrectly produce increases by reference to CPI rather than to RPI. Nonetheless, for the
sake of consistency of approach with post 31 March 2012 cases, the principles of the Act
should be followed.

50 See http://www.lgpsregs.org/schemeregs/actguidance.php

and http://www.scotlgpsregs.org/schemeregs/actguidance.php

51 See paragraph 103 for an explanation of why CPI is not taken account of for a member
under age 55.
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member at the end of the current Pension Input Period by the
payment of Additional Regular Contributions (ARCs) under regulation
14 of the LGPS (Benefits, Membership and Contributions)
Regulations 2007 or regulation 14 of the LGPS (Benefits,
Membership and Contributions) (Scotland) Regulations 2008.

In accordance with the relevant actuarial guidance®? the additional
pension for ARC elections made before 1 April 2012 should be
increased by reference to the increase in RPI between the date of the
first contribution/lump sum payment and the end of the Pension Input
Period (or the date of cessation of active membership if this occurred
before the end of the Pension Input Period) — see
http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/c
haw - but only if the member was aged 55 or over at the end of the
Pension Input Period®>3.

Equally, in accordance with the relevant actuarial guidance®*, any
additional pension for ARC elections made between 1 April 2012 and
31 March 2014 (31 March 2015 in Scotland) should be increased by
reference to the Pensions (Increase) Act 1971 (i.e. currently by the
increase in CPI) between the date of the first contribution/lump sum
payment and the end of the Pension Input Period (or the date of
cessation of active membership if this occurred before the end of the
Pension Input Period) — see
http://www.ons.gov.uk/economy/inflationandpriceindices/timeseries/d
7bt - but only if the member was aged 55 or over at the end of the
Pension Input Period®®,

Additional Pension Contributions (APCs)

Opening Value

52 See http://www.lgpsregs.org/schemeregs/actquidance.php
and http://www.scotlgpsregs.org/schemeregs/actqguidance.php

53 See paragraph 103 for an explanation of why RPI is not taken account of for a member
under age 55. Although the relevant actuarial guidance refers to RPI, rather than to increases
under the Pensions (Increase) Act 1971, this is because a reference to that Act would
incorrectly produce increases by reference to CPI rather than to RPI. Nonetheless, for the
sake of consistency of approach with post 31 March 2012 cases, the principles of the Act
should be followed.

54 See See http://www.lgpsregs.org/schemeregs/actquidance.php

and http://www.scotlgpsregs.org/schemeregs/actguidance.php

55 See paragraph 103 for an explanation of why CPI is not taken account of for a member
under age 55.
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56. For the purpose of PB the annual rate of pension should include the
pension derived from any additional pension purchased by the
member and / or the employer at the end of the Pension Input Period
immediately preceding the current Pension Input Period by the
payment of Additional Pension Contributions (APCs) under regulation
16 of the LGPS Regulations 2013 or under regulation 16 of the LGPS
(Scotland) Regulations 2014. It should also include the pension
derived from any additional pension granted by the employer under
regulation 31 of the LGPS Regulations 2013 or regulation 30 of the
LGPS (Scotland) Regulations 2014 where the additional pension was
credited to the active pension account®® before the end of the
Pension Input Period immediately preceding the current Pension
Input Period. In accordance with the relevant actuarial guidance®’ the
additional pension purchased / credited at the end of the Pension
Input Period immediately preceding the current Pension Input Period
should be increased by reference to any HM Treasury Revaluation
Order that was applicable before the end of that Pension Input
Period.

Closing Value

57. For the purpose of PE the annual rate of pension should include the
pension derived from any additional pension purchased by the
member and / or the employer at the end of the current Pension Input
Period by the payment of Additional Pension Contributions (APCs)
under regulation 16 of the LGPS Regulations 2013 or under
regulation 16 of the LGPS (Scotland) Regulations 2014. It should also
include the pension derived from any additional pension granted by
the employer under regulation 31 of the LGPS Regulations 2013 or
regulation 30 of the LGPS (Scotland) Regulations 2014 where the
additional pension was credited to the active pension account®®

56 By virtue of regulation 31(3) of the LGPS Regulations 2013 and regulation 30(3) of the
LGPS (Scotland) Regulations 2014 additional pension awarded to an active member is
credited to the member’s active member pension account in the Scheme year in which the
employer resolution to grant the additional pension was made and additional pension
awarded to a member dismissed by reason or redundancy or business efficiency is treated as
being credited to the member’s active member pension account on the day before the date of
termination of employment.

57 See http://www.lgpsregs.org/schemeregs/actquidance.php

and http://www.scotlgpsregs.org/schemeregs/actquidance.php

58 By virtue of regulation 31(3) of the LGPS Regulations 2013 and regulation 30(3) of the
LGPS (Scotland) Regulations 2014 additional pension awarded to an active member is
credited to the member’s active member pension account in the Scheme year in which the
employer resolution to grant the additional pension was made and additional pension
awarded to a member dismissed by reason or redundancy or business efficiency is treated as
being credited to the member’s active member pension account on the day before the date of
termination of employment.
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before the end of the current Pension Input Period. In accordance
with the relevant actuarial guidance®® the additional pension
purchased / credited at the end of the current Pension Input Period
should be increased by reference to any HM Treasury Revaluation
Order that was applicable before the end of that Pension Input
Period.

Additional pension granted in respect of arevoked ASBC
election (England and Wales)

Opening Value

58. For the purpose of PB the annual rate of pension should include the
pension derived from any additional pension awarded before the end
of the Pension Input Period immediately preceding the current
Pension Input Period in accordance with regulation 14A(6) of the
LGPS (Benefits, Membership and Contributions) Regulations 2007.
These are cases where a member had commenced payment of
ASBCs and revoked the co-habiting partner nomination before 30
September 2010 (i.e. before regulation 14A(6) was deleted by Sl
2010/2090)°%°.

Closing Value

59. For the purpose of PE the annual rate of pension should include the
pension derived from any additional pension awarded before the end
of the current Pension Input Period in accordance with regulation
14A(6) of the LGPS (Benefits, Membership and Contributions)
Regulations 2007. These are cases where a member had
commenced payment of ASBCs and revoked the co-habiting partner
nomination before 30 September 2010 (i.e. before regulation 14A(6)
was deleted by SI 2010/2090)%*.

59 See http://www.lgpsregs.org/schemeregs/actquidance.php
and http://www.scotlgpsregs.org/schemeregs/actguidance.php

60 |t may be expected that any additional pension awarded under regulation 14A(6) of the
LGPS (Benefits, Membership and Contributions) Regulations 2007 should have been
awarded in 2010/11. However, the regulation does not specify when the additional pension
should be awarded and no actuarial guidance on how to calculate the additional pension has
been issued. There could be cases, therefore, where additional pension is awarded under
regulation 14A(6) of the LGPS (Benefits, Membership and Contributions) Regulations 2007 in
a Pension Input Period after 2010/11.

61 It may be expected that any additional pension awarded under regulation 14A(6) of the
LGPS (Benefits, Membership and Contributions) Regulations 2007 should have been
awarded in 2010/11. However, the regulation does not specify when the additional pension
should be awarded and no actuarial guidance on how to calculate the additional pension has
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60. The Closing Value is subject to the adjustments shown in paragraphs
61to 71.

Transfers out, including:

- transfers out to any non-LGPS scheme, and

- transfers out to a ‘cross-border’ LGPS fund 2, and

- ‘within-border’ Inter / Intra-Fund Adjustments where the
member has pre 1 April 2014 membership, or pre 1 April 2015
membership in Scotland, but the Inter / Intra-Fund CETV in
respect of that membership purchases an amount of earned
pension in the member’s active CARE account®?

been issued. There could be cases, therefore, where additional pension is awarded under
regulation 14A(6) of the LGPS (Benefits, Membership and Contributions) Regulations 2007 in
a Pension Input Period after 2010/11.

62 e.g. a transfer from an LGPS Fund in England or Wales to an LGPS Fund in Scotland, or
vice versa.

63 There are two scenarios where pre 1 April 2014 (1 April 2015 in Scotland) benefits will
purchase an amount of earned pension in the member’s active CARE account. These are
where:

i) the member has a break in active membership of public service pension schemes of
more than 5 years and aggregates their LGPS benefits. The CETV in respect of the
aggregated benefits is treated as a non-Club transfer in and used to purchase an
amount of earned pension in the member’s active CARE account.

i) the member left prior to 1 April 2014 (1 April 2015 in Scotland) and re-joins the
Scheme on or after 1 April 2014 (1 April 2015 in Scotland) and has not had a
continuous break in active membership of a public service pension scheme of more
than 5 years. As presently drafted, regulation 10(5) and (where the member does not
make an election under regulation 5(5) to be treated as if they had been a member on
31 March and 1 April 2014, or 31 March and 1 April 2015 in Scotland) regulation
10(6) of the LGPS (Transitional Provisions, Savings and Amendment) Regulations
2014 or the LGPS (Transitional Provisions and Savings) (Scotland) Regulations 2014
require that the CETV in respect of the pre 1 April 2014 membership (pre 1 April 2015
membership in Scotland) should purchase an amount of earned pension in the
member’s active pension account (which appears to be an error and has been
reported to DCLG and SPPA as section 20 of, and paragraph 1 of Schedule 7 to, the
Public Service Pensions Act 2013 would appear to require that the transfer purchases
final salary membership).

In both of the above scenarios the pre 1 April 2014 benefits (pre 1 April 2015 benefits in
Scotland) will have ceased to be final salary benefits and will have been converted into an
amount of CARE earned pension. As such, the type of benefit payable in respect of that
membership will have changed and so the member is treated, for annual allowance purposes,
as having joined a new arrangement. Thus, the transfer is treated, for annual allowance
purposes, as if it were a transfer out to another pension scheme, rather than an Inter / Intra-
Fund Adjustment.
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but excluding:
- all other ‘within-border’ Inter / Intra-Fund Adjustments (for
which, see paragraphs 72 to 78)

61. Where, in a Pension Input Period:

e Dbenefits are transferred out from the LGPS to another
registered pension scheme (including a Club scheme or a
‘cross-border’ LGPS scheme), or to an overseas scheme that
is a qualifying recognised overseas pension scheme, or

e ‘within-border’ LGPS benefits which include pre 1 April 2014
membership, or pre 1 April 2015 membership in Scotland, are
aggregated and the Inter / Intra-Fund CETV in respect of that
membership purchases an amount of earned pension in the
member’s active CARE account

and there would have been a Pension Input Amount (prior to the

transfer out / aggregation)®*, the value of the pension and lump sum  [s236(4) and
transferred out / aggregated are added back into PE and LSE 236(4A)]
respectively.

For a transfer out (including to a Club scheme or to a ‘cross-border’
LGPS scheme) it is the date the CETYV is paid (and not the date of the
member’s election) which determines in which Pension Input Period
the transfer of benefits occurred as that is the point where the LGPS
discharges its liability in respect of the transferred out benefits.

Where ‘within-border’ aggregation occurs in Scenario C2 (see
paragraph 76) then, when determining in which Pension Input Period
the membership is aggregated, it is the date the member confirms
they do not wish to retain separate benefits or, in the absence of such
an election, the end of the time period within which an election to
retain separate benefits had to be made, that is relevant. This ties in
with the relevant date used to calculate the CETV (see the GAD letter
dated 13 March 2015 at
http://lgpslibrary.org/assets/actqui/ew/Inter20150313.pdf. The date
any Inter-Fund Adjustment is actually paid or any Intra-Fund

64 Although sections 236(4) and 236(4A) of the Finance Act 2004 do not specify that the value
of the pension and lump sum should only be added to PE and LSE if there would have been a
Pension Input Amount in the Pension Input Period had there been no transfer out, it is clear
that this is what the Finance Act 2004 intends given that sections 234(5B) and 234(5BB) of
the Act provide that the Pension Input Amount is nil if there is a transfer out and during the
Pension Input Period the benefits on which the transfer were based had not increased by
more than CPI and given that, if the benefits had, prior to the transfer out, been deferred
throughout the Pension Input Period sections 234(5B) and 234(5BA) of the Act provide that
the Pension Input Amount would be nil.
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Adjustment is processed is of no relevance.

Where ‘within-border’ aggregation occurs in Scenario D1 (see
paragraph 76), then it is the date the member re-joined the LGPS that
determines in which Pension Input Period the membership is
aggregated. This ties in with the relevant date used to calculate the
CETV (see the GAD letter dated 13 March 2015
athttp://lgpslibrary.org/assets/actgui/ew/Inter20150313.pdf). The date
any Inter-Fund Adjustment is actually paid or any Intra-Fund
Adjustment is processed is of no relevance.

Where ‘within-border’ aggregation occurs in Scenario D2 (see
paragraph 76) where the member does not elect (within 12 months of
re-joining the Scheme) to be treated as if he / she had been an active
member on 31 March 2014 / 1 April 2014 (31 March 2015/ 1 April
2015 in Scotland) it is the date the member elects to aggregate his /
her benefits to purchase an amount of CARE earned pension that
determines in which Pension Input Period the membership is
aggregated. This ties in with the relevant date used to calculate the
CETV (see the GAD letter dated 13 March 2015 at
http://lgpslibrary.org/assets/actqui/ew/Inter20150313.pdf). The date
any Inter-Fund Adjustment is actually paid or any Intra-Fund
Adjustment is processed is of no relevance.

Where ‘within-border’ aggregation occurs in Scenario D3 (see
paragraph 76), then it is the date the member elects to aggregate his
/ her benefits to purchase an amount of CARE earned pension that
determines in which Pension Input Period the membership is
aggregated. This ties in with the relevant date used to calculate the
CETYV (see the GAD letter dated 13 March 2015 [s236(4) and
athttp:/lgpslibrary.org/assets/actgui/ew/Inter20150313.pdf). The date  236(4A)]
any Inter-Fund Adjustment is actually paid or any Intra-Fund
Adjustment is processed is of no relevance.

[s236(5) and
236(5A)]

Note that if the member’s benefits upon which the transfer was
calculated had been subject to a pension debit or annual allowance
‘Scheme pays’ offset, these must be added back into PE and LSE
respectively as per the guidance in paragraphs 66 and 68 to 71.

If a member has transferred out in one Pension Input Period and then
re-joins the LGPS in the subsequent Pension Input Period, the
Opening Value for that subsequent Pension Input Period will exclude
the transferred out benefits.

If, in a single Pension Input Period, benefits are transferred out of the
LGPS and then are transferred back into the LGPS, the value of the
pension and lump sum transferred out are added back into PE and
LSE respectively and, subject to the proviso in paragraph 63 below
concerning Club transfers, the value of the pension and lump sum
derived from the transfer are subtracted from PE and LSE
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respectively. For subsequent Pension Input Periods, after the
Pension Input Period during which the benefits are transferred in,
both the Opening and Closing Values will include the value of the
benefits derived from the transfer.

Transfers in, including:

- transfers in from any non-Club scheme

- transfers in from a Club scheme (including from a ‘cross-
border’ LGPS Fund) that occurred before 28 January 2015

- transfers in from a Club scheme (including from a ‘cross-
border’ LGPS Fund) that occurred on or after 28 January 2015
but where the transfer is not treated as a Club transfer (i.e.
because there has been a break of more than 5 years between
leaving the sending scheme and joining the LGPS or because
the member missed the deadline in paragraph 4.1 of the Club
memorandum for electing to proceed with a Club transfer), and

- ‘within-border’ Inter / Intra-Fund Adjustments where the
member has pre 1 April 2014 membership, or pre 1 April 2015
membership in Scotland, but the Inter / Intra-Fund CETV in
respect of that membership purchases an amount of earned
pension in the member’s active CARE account®®

65 There are two scenarios where pre 1 April 2014 (1 April 2015 in Scotland) benefits will
purchase an amount of earned pension in the member’s active CARE account. These are
where:

i) the member has a break in active membership of public service pension schemes of
more than 5 years and aggregates their LGPS benefits. The CETV in respect of the
aggregated benefits is treated as a non-Club transfer in and used to purchase an
amount of earned pension in the member’s active CARE account.

i) the member left prior to 1 April 2014 (1 April 2015 in Scotland) and re-joins the
Scheme on or after 1 April 2014 (1 April 2015 in Scotland) and has not had a
continuous break in active membership of a public service pension scheme of more
than 5 years. As presently drafted, regulation 10(5) and (where the member does not
make an election under regulation 5(5) to be treated as if they had been a member on
31 March and 1 April 2014, or 31 March and 1 April 2015 in Scotland) regulation
10(6) of the LGPS (Transitional Provisions, Savings and Amendment) Regulations
2014 or the LGPS (Transitional Provisions and Savings) (Scotland) Regulations 2014
require that the CETV in respect of the pre 1 April 2014 membership (pre 1 April 2015
membership in Scotland) should purchase an amount of earned pension in the
member’s active pension account (which appears to be an error and has been
reported to DCLG and SPPA as section 20 of, and paragraph 1 of Schedule 7 to, the
Public Service Pensions Act 2013 would appear to require that the transfer purchases
final salary membership).

In both of the above scenarios the pre 1 April 2014 benefits (pre 1 April 2015 benefits in
Scotland) will have ceased to be final salary benefits and will have been converted into an
amount of CARE earned pension. As such, the type of benefit payable in respect of that
membership will have changed and so the member is treated, for annual allowance purposes,
as having joined a new arrangement. Thus, the transfer is treated, for annual allowance
purposes, as if it were a transfer in from another pension scheme, rather than an Inter / Intra-
Fund Adjustment.
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but excluding:

- transfers in under the terms of the Public Sector Transfer Club,
and any ‘cross-border’ LGPS transfers in® which are
transferred under the terms of the Public Sector Transfer Club,
where the transfer occurred on or after 28 January 2015 (for
which, see paragraph 63)

- all other ‘within-border’ Inter / Intra-Fund Adjustments (for
which, see paragraphs 72 to 78)

62. Where, in the Pension Input Period,

e benefits are transferred into the LGPS from a non-Club
scheme,

e benefits are transferred into the LGPS from a Club scheme
(including from a ‘cross-border’ LGPS Fund) where the
transfer occurred before 28 January 2015,

e benefits are transferred into the LGPS from a Club scheme
(including from a ‘cross-border’ LGPS Fund) where the
transfer occurred on or after 28 January 2015 but the transfer
is not treated as a Club transfer (e.g. because there has been
a break of more than 5 years between leaving the sending
scheme and joining the LGPS®’ or because the member
missed the deadline in paragraph 4.1 of the Club
memorandum for electing to proceed with a Club transfer), or

e benefits are transferred into the LGPS as a result of a ‘within- [s236(5) and
border’ Inter / Intra-Fund Adjustment where the member has 236(5A)]
pre 1 April 2014 membership, or pre 1 April 2015 membership
in Scotland, but the Inter / Intra-Fund CETYV in respect of that
membership purchases an amount of earned pension in the
member’s active CARE account

the value of the pension (and lump sum, if any) originally derived from
the CETV are subtracted from PE and LSE respectively but, for

66 e.g. a transfer from an LGPS Fund in England or Wales to an LGPS Fund in Scotland, or
vice versa.

67 If the member has had more than a 5 year break between leaving the sending scheme (A)
and joining the LGPS (C), but in between time, had been an active member of another public
service pension scheme (B) and there had been no break in active membership of public
service pension schemes of more than 5 years between (A) and (B) and between (B) and (C),
the transfer would be a non-Club transfer, but would purchase pre 1 April 2014 final salary
membership in the LGPS (C) (or pre 1 April 2015 final salary membership in Scotland or
Northern Ireland).
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transfers in during or after 2011/12%8, any subsequent increase in the
value of the pension (and lump sum, if any) derived from the CETV
should be included in PE (see Examples 23 and 40). For example:

e atransfer is received from a non-Club Scheme on 5 August
2016. The pension derived from that transfer is revalued at
one second after midnight of 31 March 2017 under the HM
Treasury Revaluation Order. The Pension Input Period ends
on 5 April 2017. Whilst the amount of pension originally
purchased by the transfer should be excluded from PE for the
Pension Input Period ending 5 April 2017, the amount by
which the pension purchased by the transfer had subsequently
been increased under the HM Treasury Revaluation Order at
one second after midnight of 31 March 2017 should be
included in PE for the Pension Input Period ending 5 April
2017.

e atransfer is received on 5 August 2016 from a public service
pension scheme that participates in the public sector transfer
club but the transfer is treated as a non-Club transfer in
because there was a break of more than 5 years between
leaving the sending scheme and joining the LGPS. However,
the person had been a member of another public service
pension scheme in the intervening period and had not had a
break in active membership of public service pension schemes
of more than 5 years. Thus the non-Club transfer in would
purchase a period of pre-14 (pre-15 in Scotland) final salary
membership. The person receives a pay award on 1
December 2016. The Pension Input Period ends of 5 April
2017. Whilst the original amount of pension derived from the
membership purchased by the transfer should be excluded
from PE for the Pension Input Period ending 5 April 2017, the
amount by which the pension derived from the membership
purchased by the transfer had subsequently been increased
due to the increase in pay should be included in PE for the
Pension Input Period ending 5 April 2017.

For a transfer in (other than as a result of a ‘within-border’ Inter /
Intra-Fund Adjustment where the member has pre 1 April 2014
membership, or pre 1 April 2015 membership in Scotland, but the
Inter / Intra-Fund CETYV in respect of that membership purchases an
amount of earned pension in the member’s active CARE account) it is
the date the CETV is received (and not the date of the member’s
election or their start date in the LGPS) which determines in which

68 Note that prior to 2011/12 section 236(3) of the Finance Act 2004 required that the service

credit be subtracted from PE (and, where appropriate) LSE (rather than the value of the
benefits initially purchased by the transfer).

Version 3.3 — December 2017

52



Pension Input Period the transfer of benefits occurred as that is the [s236(5) and

date the transfer took place. 236(5A)]
[s236(4) and

236(4A
Where ‘within-border’ aggregation occurs in Scenario C2 (see “Al

paragraph 76) then, when determining in which Pension Input Period
the membership is aggregated, it is the date the member confirms
they do not wish to retain separate benefits or, in the absence of such
an election, the end of the time period within which an election to
retain separate benefits had to be made, that is relevant. This ties in
with the relevant date used to calculate the CETV (see the GAD letter
dated 13 March 2015 at
http://Igpslibrary.org/assets/actgui/ew/Inter20150313.pdf). The date
any Inter-Fund Adjustment is actually paid or any Intra-Fund
Adjustment is processed is of no relevance.

Where ‘within-border’ aggregation occurs in Scenario D1 (see
paragraph 76), then it is the date the member re-joined the LGPS that
determines in which Pension Input Period the membership is
aggregated. This ties in with the relevant date used to calculate the
CETV (see the GAD letter dated 13 March 2015 at
http://Igpslibrary.org/assets/actgui/ew/Inter20150313.pdf). The date
any Inter-Fund Adjustment is actually paid or any Intra-Fund
Adjustment is processed is of no relevance.

Where ‘within-border’ aggregation occurs in Scenario D2 (see
paragraph 76) where the member does not elect (within 12 months of
re-joining the Scheme) to be treated as if he / she had been an active
member on 31 March 2014 / 1 April 2014 (31 March 2015 / 1 April
2015 in Scotland) it is the date the member elects to aggregate his /
her benefits to purchase an amount of CARE earned pension that
determines in which Pension Input Period the membership is
aggregated. This ties in with the relevant date used to calculate the
CETV (see the GAD letter dated 13 March 2015 at
http://Igpslibrary.org/assets/actgui/ew/Inter20150313.pdf). The date
any Inter-Fund Adjustment is actually paid or any Intra-Fund
Adjustment is processed is of no relevance.

Where ‘within-border’ aggregation occurs in Scenario D3 (see
paragraph 76), then it is the date the member elects to aggregate his
/ her benefits to purchase an amount of CARE earned pension that
determines in which Pension Input Period the membership is
aggregated. This ties in with the relevant date used to calculate the
CETV (see the GAD letter dated 13 March 2015 at
http://Ilgpslibrary.org/assets/actqui/ew/Inter20150313.pdf).

The date any Inter-Fund Adjustment is actually paid or any Intra-Fund
Adjustment is processed is of no relevance.

For subsequent Pension Input Periods, after the Pension Input Period
during which the benefits are transferred in, both the Opening and
Closing Values will include the value of the benefits derived from the
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CETV.

If, in a single Pension Input Period, benefits are transferred into the
LGPS and then are transferred out, the value of the pension (and
lump sum, if any) derived from the transfer in are subtracted from PE
and LSE respectively and only the value of the pension and lump
sum derived from the pure LGPS membership which has been
transferred out is added back into PE and LSE respectively.

Public Sector Club transfers in which occur on or after 28
January 2015 (i.e. transfers in under the terms of the Public
Sector Transfer Club, and any ‘cross-border’ LGPS transfers in
which are transferred under the terms of the Public Sector
Transfer Club, where the transfer occurred on or after 28
January 2015)

63. Where:

e benefits are transferred into the LGPS from a Club scheme
(including from a ‘cross-border’ LGPS Fund) and the transfer
occurred before 28 January 2015, or

e benefits are transferred into the LGPS from a Club scheme
(including from a ‘cross-border’ LGPS Fund) and the transfer
occurred on or after 28 January 2015 but the transfer is not
treated as a Club transfer under the terms of the Public Sector
Transfer Club (e.g. because there has been a break of more
than 5 years between leaving the sending scheme and joining
the LGPS or because the member missed the deadline in
paragraph 4.1 of the Club memorandum for electing to
proceed with a Club transfer)

the transfer is to be dealt with in accordance with paragraph 62.
However, where:

e benefits are transferred into the LGPS from a Club scheme
(including from a ‘cross-border’ LGPS Fund) and the transfer is
dealt with as a Club transfer under the terms of the Public
Sector Transfer Club (i.e. there has not been a break of more
than 5 years between leaving the sending scheme and joining
the LGPS and the member has not missed the deadline in
paragraph 4.1 of the Club memorandum for electing to
proceed with a Club transfer) and the transfer occurred on or
after 28 January 2015

the transfer is to be dealt with, for annual allowance calculation
purposes, in accordance with the updated guidance issued by the
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64.

Government Actuary’s Department (see Annex 5) for inclusion in the
Cabinet Office Public Sector Transfer Club memorandum of
guidance.

The rationale for this is that HMRC recognised that, unlike non-Club
transfers in, the benefits bought in the LGPS by a Club transfer might
not be actuarially equivalent to the amount of transfer value received.
In other words, the transfer value received often does not cover the
cost of the value of the benefits granted in the LGPS. This can occur
if, for example, the Club transfer purchases any final salary
membership and the member’s pay in the LGPS is, in real terms,
greater than that used by the sending Club scheme to calculate the
final salary benefits in that scheme (as increased by Pensions
Increase). Also, transferred CARE benefits maintain the in-service
revaluation rate used by the transferring scheme (provided there has
not been a break of more than 5 years between leaving the sending
scheme and joining the receiving scheme). The benefits granted in
excess of what the transfer value received would fund clearly have a
value but, prior to 28 January 2015, the Finance Act 2004 included no
provisions that enabled that value to be included in the Closing Value
for the Pension Input Period in which the transfer was received. The
position was changed by the Finance Act 2004 (Registered Pension
Schemes and Annual Allowance Charge) (Amendment) Order 2015
[S1 2015/80] which inserted section 236(5D) into the Finance Act
2004 to provide that, for Club transfers occurring on or after 28
January 2015, an amount will have to be included in the Closing
Value for the Pension Input Period in which the transfer was received.
The approach to working out this amount, as agreed with HMRC, is
that any difference between the amount of pension in the sending
scheme and that granted in the receiving scheme which is due to
differences in the benefits packages of the two schemes should be
removed when calculating the Pension Input Amount but any
increase in the member’s pension which results from a salary
increase or any in-service revaluation (for the CARE pension) should
be included in the Pension Input Amount (as should any increase
which results from the application of the HM Treasury Revaluation
Order at one second after midnight of 31 March following receipt of
the transfer).

Conversion of in-house AVC pot to Scheme membership in
England or Wales

Members who commenced an AVC contract before 13 November
2001 who:

e become entitled to an ill health pension, where the ill health
criteria under regulation 27 of the LGPS Regulations 1997
would have been met, or
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e elect to cease payment of AVCs before ceasing to be an active
member and who are aged 50 or over

retain the right to convert their accrued AVC pot into Scheme
membership®. The election to convert has to be made whilst still an
active member or within 30 days of ceasing to be an active member
(or such longer period as the employer may allow) .

The transfer in of the AVC pot generates a service credit that provides
pension only type membership (i.e. there is no automatic lump sum
attached to the service credit)’*.

Unlike an Inter-Fund Adjustment, the conversion of the accrued AVC

pot into Scheme membership is clearly a transfer from one type of

arrangement in the LGPS (i.e. a money purchase arrangement) into a  [$236(5) and
different type of arrangement in the LGPS (i.e. a defined benefit 236(5A)]
arrangement’?). It is therefore treated as a transfer in for the purpose

of the annual allowance test.

Thus, where the conversion of the AVC pot to membership occurs in

the Pension Input Period, the value of the pension derived from the [s236(5) and
service credit is subtracted from PE (but any subsequent increase in  23(5A)]
the value of the pension derived from the service credit due to a pay

increase should be included in PE — as per the explanation in

paragraph 62). It is the date the AVC transfer is received (and not the

date of the member’s election) or, for a leaver, the date of leaving

(and not the date of the member’s election or the date the AVC

transfer is received) which determines in which Pension Input Period

the conversion of the AVC pot into membership occurred as that is

the point from which the LGPS accepted the liability in respect of the

pension liability deriving from the service credit. This tallies with

paragraph 10 of the GAD guidance at
http://lwww.lgpsregs.org/schemeregs/actguidance.php

which says “The relevant date (which determines age, rate of LGPS
pensionable pay and the yield) for the final transfer credit calculations

69 The right under former regulation 66(5) of the LGPS Regulations 1997 (before its deletion
by SI 2001/3401) was retained by regulation 66(8) of the LGPS Regulations 1997 which is a
saved provision by virtue of regulation 2 and Schedule 1 of the LGPS (Transitional
Provisions) Regulations 2008 and regulation 15(1)(b) of the LGPS (Transitional Provisions,
Savings and Amendment) Regulations 2014.

70 Former regulation 66(9) of the LGPS Regulations 1997 (before its deletion by S
2001/3401).

71 Former regulation 66(8) of the LGPS Regulations 1997 (before its deletion by Sl
2001/3401).

72 The HMRC guidance at https://www.gov.uk/hmrc-internal-manuals/pensions-tax-
manual/ptm023100 makes it clear that where a member is provided with both defined benefits
and money purchase benefits within a Scheme, these are treated as two separate
arrangements for the purpose of the tax legislation.
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65.

should be the date the AVC fund is received. If the AVC fund is
received after the member has left service then the relevant date
should be the date of exit but the yield is that applicable to the month
in which the AVC fund is received”.

Any AVCs paid in the Pension Input Period should be included in the
AVC value.

For subsequent Pension Input Periods (if any) after the Pension Input
Period during which the AVC pot is converted to membership, both
the Opening and Closing Values for an active member will include the
value of the benefits derived from the service credit.

Conversion of in-house AVC pot to Scheme membership in
Scotland

Members who commenced an AVC contract before 30 June 2005
who:

e become entitled to an ill health pension, where the ill health criteria
under regulation 26 of the LGPS (Scotland) Regulations 1998
would have been met, or

e electto cease payment of AVCs before ceasing to be an active
member and who are aged 50 or over

retain the right to convert their accrued AVC pot into Scheme
membership’3. The election to convert has to be made whilst still an
active member or within 30 days of ceasing to be an active member
(or such longer period as the employer may allow) 4.

The transfer in of the AVC pot generates a service credit that provides
pension only type membership (i.e. there is no automatic lump sum
attached to the service credit’®, although a member can commute
pension derived from the service credit for a lump sum?®).

78 The right under former regulation 65(5) of the LGPS (Scotland) Regulations 1998 (before
its deletion by SSI 2005/293) was retained by regulation 65(8) of the LGPS (Scotland)
Regulations 1998 which is a saved provision by virtue of regulation 2 and Schedule 1 of the
LGPS (Transitional Provisions) (Scotland) Regulations 2008 and regulation 15(1)(b) of the
LGPS (Transitional Provisions and Savings) (Scotland) Regulations 2014.

74 Former regulation 65(9) of the LGPS (Scotland) Regulations 1998 (before its deletion by

SSI12005/293).

75 Former regulation 65(5) of the LGPS (Scotland) Regulations 1998 (before its deletion by

SSI 2005/293).
76 Regulations 65(6) and (8A) of the LGPS (Scotland) Regulations 1998.
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66.

Unlike an Inter-Fund Adjustment, the conversion of the accrued AVC
pot into Scheme membership is clearly a transfer from one type of
arrangement in the LGPS (i.e. a money purchase arrangement) into a
different type of arrangement in the LGPS (i.e. a defined benefit
arrangement’’). It is therefore treated as a transfer in for the purpose
of the annual allowance test.

Thus, where the conversion of the AVC pot to membership occurs in
the Pension Input Period, the value of the pension derived from the
service credit (before, according to HMRC, any commutation the
member might elect for) is subtracted from PE (but any subsequent
increase in the value of the pension derived from the service credit
due to a pay increase should be included in PE — as per the
explanation in paragraph 62). It is the date the AVC transfer is
received (and not the date of the member’s election) or, for a leaver,
the date of leaving (and not the date of the member’s election or the
date the AVC transfer is received) which determines in which Pension
Input Period the conversion of the AVC pot into membership occurred
as that is the point from which the LGPS accepted the liability in
respect of the pension liability deriving from the service credit. This
tallies with paragraph 10 of the GAD guidance at
http://lwww.scotlgpsregs.org/schemeregs/actguidance.phpwhich says
“The relevant date (which determines age, rate of LGPS pensionable
pay and the yield) for the final transfer credit calculations should be
the date the AVC fund is received. If the AVC fund is received after
the member has left service then the relevant date should be the date
of exit but the yield is that applicable to the month in which the AVC
fund is received”.

Any AVCs paid in the Pension Input Period should be included in the
AVC value.

For subsequent Pension Input Periods (if any) after the Pension Input
Period during which the AVC pot is converted to membership, both
the Opening and Closing Values an active member will include the
value of the benefits derived from the service credit.

Pension Debits

Where, following receipt of a Pension Sharing Order, a member’s
pension benefits are reduced in a Pension Input Period by having

77 The HMRC guidance at https://www.gov.uk/hmrc-internal-manuals/pensions-tax-
manual/ptm023100 makes it clear that where a member is provided with both defined benefits

and money purchase benefits within a Scheme, these are treated as two separate
arrangements for the purpose of the tax legislation.
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become subject to a pension debit, the reduction to the pension and,
where appropriate, the lump sum are to be added back into PE and
LSE respectively.

For Pension Input Periods subsequent to the one in which a
member’s pension benefits are reduced by having become subject to
a pension debit, both the Opening and Closing Values are net of the
pension debit i.e. the pension debit is applied in full (see Examples 19
and 41 in Annex 3 and the explanatory notes at & and & in those
examples).

The general rules set out above are, however, subject to the following
clarifications which were obtained from HMRC.

Case 1

A Pension Sharing Order is received for an active member in mid-
April but with an effective date (the Transfer Day) two months earlier
(February) and is implemented in August when all the relevant
documentation has been received. Under the relevant actuarial
guidance for the LGPS"® the pension debit is to be applied from the
Transfer Day (i.e. effective date of the Order, being February).

In a case such as this where the Transfer Day falls within one
Pension Input Period (PIP 1) and the implementation date falls within
the next Pension Input Period (PIP 2), the reduction to the pension
and, where appropriate, to any automatic lump sum are to be added
back into PE and LSE respectively at the end of PIP 2 (i.e. the
Pension Input Period in which the implementation date occurred).
This is because the actual reduction to the member’s rights as a
consequence of having become subject to the pension debit occurs
during PIP 2 rather than in PIP 1. This is true even though the debit
has retrospective effect to the previous Pension Input Period.

If the debit is implemented in the Pension Input Period after that in
which the member ceases to be an active member (and the member
is a deferred member and / or pensioner member throughout the
whole of that later Pension Input Period and has no active
membership in that later Pension Input Period, then the Pension Input
Amount is nil (see paragraph 14).

Case 2

A Pension Sharing Order is received in August for an active member,
with an effective date (the Transfer Day) of July. It is implemented on
or before the date the pension debit member retires in October of the
same Pension Input Period. The member does not satisfy the severe

78 See the pension debit guidance at http://www.lgpsregs.org/index.php/dclg-
publications/dclg-stat-quidance and http://www.lgpsregs.org/index.php/scotland/stat-quidance
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ill health condition’® and draws all of their accrued benefits on
retirement.

In such a case the reduction to the pension and, where appropriate,
to any automatic lump sum on account of the pension debit are
initially added back into PE and LSE respectively. The member is
then to be treated as a retiring member as per paragraph 30. In
essence, the member is treated as if the pension debit had not
occurred and their “non-debited” pension benefits are valued for the
purposes of PE and LSE in the normal way for a retiree — see

paragraph 30.

Case 3

A Pension Sharing Order is received in August for an active member,
with an effective date (the Transfer Day) of July. It is implemented in
November of the same Pension Input Period and, for that Pension
Input Period, the reduction to the pension and, where appropriate, the
lump sum are to be added back into PE and LSE respectively.

For subsequent Pension Input Periods during which the member is
an active member, both the Opening and Closing Values are net of
the pension debit, which is applied in full (i.e. assuming no actuarial
reduction for early payment). However, in the Pension Input Period in
which the active member retires and draws immediate benefits
(without satisfying the severe ill-health condition) the member’s
pension and automatic lump sum (if any) are calculated after applying
the pension debit in accordance with the relevant actuarial guidance
and it is those benefits that are valued for the purposes of PE and
LSE in the normal way for a retiree — see paragraph 30.

Pension Credits

67. Where, following receipt of a Pension Sharing Order, a Pension
Credit is awarded in the Fund® during a Pension Input Period, the
Pension Credit will constitute an arrangement for the Pension Credit
member.

79 If the same member had, instead, retired on ill health grounds and satisfied the severe ill
health condition or had died, then there would have been no Pension Input Amount — it would
have been nil — see paragraph 16.

80 Although the legislation refers to pension credits from the same or another Registered
Pension Scheme, the LGPS Funds cannot accept a pension credit from another Registered
Pension Scheme - see regulation 83(2)(a) of the LGPS (Administration) Regulations 2008,
regulation 78(2) of the LGPS (Administration) (Scotland) Regulations 2008, regulation
100(2)(a) of the LGPS Regulations 2013 and regulation 98(2)(a) of the LGPS (Scotland)
Regulations 2014. Thus, in practice, the only pension credits that can be awarded in the
LGPS are in respect of the divorce of an LGPS member.
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69.

The Pension Credit member will not be subject to the annual
allowance test in relation to the Pension Credit arrangement because
in the year the Pension Credit is awarded it effectively has a value of
nil as its value is deducted from the PE and LSE amounts under the
Pension Credit arrangement (the debit being added back into the
Pension Debit member’s benefits) and in subsequent years the
Pension Credit member only has a deferred or actual pension which
simply goes up in line with CPI.

Adjustment of benefits on account of the Scheme paying the
annual allowance tax charge on behalf of the member

If, during the Pension Input Period, the member’s benefits are
adjusted on account of the member electing for the Scheme to pay
his / her tax charge (on either a ‘mandatory Scheme pays’ or
‘voluntary Scheme pays’ basis®) then, if not otherwise reflected in PE
or LSE, the adjustment is to be added back to PE®2.

However, there are two exceptions to this rule in respect of
‘mandatory Scheme pays’ elections. The first exception, which is an
historical exception to reflect the position prior to 28 January 2015,
was that the adjustment was not to be added back to PE if:

e the adjustment to the member’s entitlement to benefits was in
respect of a liability to the annual allowance charge that arose
before 28 January 2015, and

e the member’s benefit rights were reduced in a Pension Input
Period, and

e the adjustment related to an amount of annual allowance charge
that the administering authority had been required to pay for a
particular tax year - ‘tax year 1’, and

e intax year 1 the member became entitled to all of their benefits
in the Scheme (or a BCE 5, 5A or 5B occurred upon attaining
age 75), and

e the member’s notice requiring the administering authority to pay
the amount of annual allowance charge for tax year 1 had been
given to the administering authority before the member became

81 HMRC confirmed to the LGPC Secretariat on 16 February 2017 that section 236(8) of the

[$236(2)]
[5236(3)]
[s234(5B)]
[s238(7)]

[s236(8) and
s236(8C)]

[s236(8C)]

[s236(8D) and
regs 7 and 16(f)
of SI 2015/80]

Finance Act 2004 can be relied upon to add back any ‘voluntary Scheme pays’ adjustment to

PE.

82 There is nothing to add back into LSE as, under the relevant actuarial guidance, the
reduction is made to the member’s pension, not to any lump sum.
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entitled to all of their benefits in the Scheme (or before the BCE
5, 5A or 5B occurred) and, in either case, the notice had been
given before 28 January 2015.

Where this exception applies it should be noted that if, in the same
Pension Input Period, an adjustment was made for an amount of
annual allowance charge relating to a tax year before tax year 1, only
the adjustment relating to the charge for tax year 1 was not added
back. The adjustment relating to the charge for the earlier tax year (or
tax years) had to be added back in to PE®.

The second exception in respect of ‘mandatory Scheme pays’
elections, which is the only current exception, is that if the adjustment
to benefits takes place after the member becomes actually entitled to
all their benefits under the Scheme or after a BCE 5, 5A or 5B occurs,
the amount of the reduction is not added back to PE or LSE. The
LGPC Secretariat cannot, however, envisage a case where this
would apply within the LGPS.

The general rules set out in paragraphs 68 to 70 are, however,
subject to the following clarifications:

Case 1

An active member coming up to retirement in October 2016 makes a
‘Scheme pays’ election in September 2016 (i.e. for a liability that
arose in 2016/17 and is thus a liability that arose after 27 January
2015). The member’s benefits are adjusted upon retirement in
October 2016 on account of the ‘Scheme pays’ election in
accordance with the relevant actuarial guidance. The member does
not satisfy the severe ill health condition® and draws all of their
accrued benefits on retirement.

In such a case the adjustment to the pension on account of the
‘Scheme pays’ election is initially added back into PE. The member is
then to be treated as a retiring member as per paragraph 30. In
essence, the member is treated as if the ‘Scheme pays’ election had
not occurred and their “non-adjusted” pension benefits are valued for
the purposes of PE and LSE in the normal way for a retiree — see

paragraph 30.

Case 2
A ‘Scheme pays’ election is implemented for an active member. In
the Pension Input Period in which the member’s benefits are first

83 There is nothing to add back into LSE as, under the relevant actuarial guidance, the
reduction is made to the member’s pension, not to any lump sum.

84 |f the same member had, instead, retired on ill health grounds and satisfied the severe ill
health condition or had died, then there would have been no Pension Input Amount — it would
have been nil — see paragraph 16.
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reduced on account of the member electing for the Scheme to pay his
/ her tax charge the reduction to the pension on account of the
‘Scheme pays’ election is added back into PE. For subsequent
Pension Input Periods during which the member is an active member,
both the Opening and Closing Values are net of the ‘Scheme pays’
adjustment, which is applied in full (i.e. assuming no actuarial
reduction for early payment). However, in the Pension Input Period in
which the active member retires and draws immediate benefits
(without satisfying the severe ill-health condition) the member’s
pension is calculated after applying the ‘Scheme pays’ offset in
accordance with the relevant actuarial guidance and it is those
benefits that are valued for the purposes of PE and LSE in the normal
way for a retiree — see paragraph 30.

Effect of the member’s ‘Scheme pays’ election

Whereas paragraph 2.3 of the earlier GAD guidance on “Annual
allowances charges: Calculation of scheme pays offset” dated 1 April
2014 used to say that the Relevant Date (otherwise known as the
implementation date) for ‘Scheme pays’ would be 31 March,
paragraph 2.3 of the current guidance on “Annual allowances
charges: Calculation of scheme pays offset (Elections on or after 1
April 2014)” dated 12 April 2016 says that the Relevant Date
(otherwise known as the implementation date) shall be the date
coincident with the end of the Pension Input Period in which the
annual allowance was exceeded resulting in an annual allowance
charge i.e. the Relevant Date will be:

- 31 March 2015 for ‘Scheme pays’ elections made in respect of an
annual allowance charge accrued due to the level of the Pension
Input Amount in the 2014/15 Pension Input Period,

- 5 April 2016 for ‘Scheme pays’ elections made in respect of an
annual allowance charge accrued due to the level of the Pension
Input Amount the 2015/16 Pension Input Period, and

- 5 April 2017 for ‘Scheme pays’ elections made in respect of an
annual allowance charge accrued due to the level of the Pension
Input Amount the 2016/17 Pension Input Period

and so on.

Whilst the words above in italics are not expressly stated in
paragraph 2.3. of the current guidance on “Annual allowances
charges: Calculation of scheme pays offset (Elections on or after 1
April 2014)” dated 12 April 2016, example 1 in section 3.1 of the
earlier GAD guidance dated 1 April 2014 clearly showed an example
where the tax year the annual allowance charge was incurred was
2014/15 and the Relevant Date was 1 April 2015.

The move from a 31 March to a 5 April Relevant Date makes sense
because, from 2015/16 onwards, the Pension Input Period ends on 5
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April rather than 31 March. One might initially think that this shift from
31 March to 5 April could, where an active member elects for
‘Scheme pays’, result in the value of the member’s benefits at 5 April
and the value of the Pension Offset at 5 April (on account of the
‘Scheme pays’ offset) becoming out of synchronisation because:

a) the member’s benefits will have been increased at one second
after midnight of 31 March in accordance with the HM Treasury
revaluation order, but

b) the amount of the ‘Scheme pays’ adjustment (i.e. the amount of
the Pension Offset, being an offset that increases, or decreases,
by HM Treasury revaluation orders rather than increases by
Pensions Increase Review Orders®) and which has to be added
back into PE for annual allowance purposes on 5 April would be
the initial amount of the pension adjustment and not the amount
as increased by the HM Treasury revaluation order (because
the guidance only says that the amount at the Relevant Date is
the Pension Offset).

However, that is not the case. This can be shown in the example
below.

Pension Input Period (PIP) = 2015/16

- PIP end date 05/04/16

- administering authority had to provide a pension savings statement
by 6/10/16

- member had to complete self-assessment tax return by 31/10/16 if
completing a paper return

- member had to complete self-assessment tax return by 31/1/17 if
completing an on-line return

- member had to pay annual allowance charge by 31/1/17 if paying
the charge him/herself

- if member had confirmed on his / her self-assessment tax return that
he / she would be utilising the ‘mandatory Scheme pays’ option, he /
she did not have to inform the administering authority about this until
31/7/17

- the administering authority would have to remit the ‘mandatory
Scheme pays’ annual allowance charge to HMRC by no later than
14/2/18

In the above case, the Relevant Date would be 5/4/16.

8 DCLG confirmed on 11 February 2016, in relation to ‘Scheme pays’ offset made against a

CARE pension, that “In so far as the scheme pays offset is revalued at all, it is revalued by
the Treasury Order and not by the Pensions Increase Act provisions. In fact it is not, strictly,
the offset which is revalued at all - rather it is the balance in the member’s account which has
to be revalued by the revaluation adjustment after the scheme pays election adjustment has
been applied to the balance in it”.
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The member’s Closing Value for annual allowance purposes for
31/3/15 was £70,071.80

The Opening Value for 2015/16 would be £70,071.80 + 2.5% =
£71,823.60

Closing value at 5/4/16 =

Earned pension 1/4/14 to 31/3/15: £69,400.00 / 49 = £1,416.33 plus
1.2% 2015 HM Treasury Revaluation order = £1,433.33 plus -0.1%
2016 HM Treasury Revaluation order = £1,431.90

Earned pension 1/4/15 to 31/3/16: £75,995.50 / 49 = £1,550.93 plus
-0.1% 2016 HM Treasury Revaluation order = £1,549.38

Earned pension 1/4/16 to 5/4/16: (E76,445.40 / 12 x 5/30) / 49 =
£21.67

Final salary pension of 5/60 x [(E75,995.50 /12 x 11 25/30) +
(E76,445.40/ 12 x 5/30)] = £6,333.48

Closing Value: (£1,431.90 + £1,549.38 + £21.67 + £6,333.48) x 16 =
£149,382.88

Pension Input Amount as initially calculated: £149,382.88 -
£71,823.60 = £77,559.28

Of this amount, the following relates to the period 1 April 2015 to 8
July 2015

99/371 x £77,559.28 = £20,696.41

And the following relates to the period 9 July 2015 to 5 April 2016
272/371 x £77,559.28 = £56,862.87

Annual allowance for period 1 April 2015 to 8 July 2015 is £80,000.00
The member has no available carry forward from previous years.

The PIA for the mini pre-alignment Pension Input Period of 1 April
2015 to 8 July 2015 was £20,696.41 so the member has not
exceeded the annual allowance for the period 1 April 2015 to 8 July
2015 and there is no annual allowance charge (assuming the
member has not made contributions in the tax year to any other
pension arrangement causing the total Pension Input Amount to
exceed the annual allowance). The member can carry forward any
unused balance into the mini post-alignment Pension Input Period of
9 July 2015 to 5 April 2016, subject to a maximum of £40,000 (i.e.
£80,000 - £20,696.41 = £59,303.59 but with a maximum carry
forward of £40,000).

The annual allowance for the mini post-alignment Pension Input
Period of 9 July 2015 to 5 April 2016 is £nil.

The member’s Pension Input Amount for the period 9 July 2015to 5
April 2016 was £56,862.87 so there is an annual allowance charge
on the amount in excess of the £40,000 of annual allowance that was
carried forward from the mini pre-alignment Pension Input Period i.e.
£16,862.87.
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Member (man) is aged 40 at Relevant Date and has an NPA of 67
Member elects for ‘mandatory Scheme pays’ to meet tax bill on
Pension Input Amount in excess of the annual allowance i.e.
£16,862.87 x 40% = £6,745.15
Pension offset = £6,745.15 / (8.76 x 88%) = £874.99
Pension therefore has to be reduced by £874.99 p.a. on 5/4/16
But Pension offset of £874.99 has to be added back into PE in
2015/16 so the 2015/16 Pension Input Amount is: £149,382.88 -
£71,823.60 = £77,559.28

The member's CARE account at 5/4/16 before the member makes

the ‘mandatory Scheme pays’ election would look like this:

Period Earned Scheme ([ 2015 2016 Total
pension pays Revaluation | Revaluation
during
period
1/4/14 to £1,416.33 1.2% = -0.1% = £1,431.90
31/3/15 £17.00 £1.43
1/4/15 to £1,550.93 - -0.1% = £1,549.38
31/3/16 £1.55
1/4/16 to £21.67 - £21.67
5/4/16
Offsets
Total £2,988.93 £17.00 -£2.98 £3,002.95

The member’'s CARE account at 5/4/16 after the member has made
the ‘mandatory Scheme pays’ election would look like this:

Period Earned Scheme 2015 2016 Total
pension pays Revaluation | Revaluation
during
period
1/4/14 to £1,416.33 1.2% = -0.1% = £1,431.90
31/3/15 £17.00 £1.43
1/4/15 to £1,550.93 - -0.1% = £1,549.38
31/3/16 £1.55
1/4/16 to £21.67 - £21.67
5/4/16
Offsets -£874.99 -£874.99
Total £2,988.93 | -£874.99 | £17.00 -£2.98 £2,127.96

The value of the member’s benefits at 5 April 2016 and the value of
the Pension Offset at 5 April 2016 has not become out of
synchronisation. That is because the Pension Offset is based on the
amount by which the member’s benefits at 5 April 2016 (which
included the 2016 HM Treasury revaluation order) exceeded the
annual allowance and so the Pension Offset already includes its
share of the 2016 HM Treasury revaluation.

The calculation for the following year would be as shown below.

Pension Input Period (PIP) = 2016/17
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- PIP end date 05/04/17

- administering authority had to provide a pension savings statement
by 6/10/17

- member had to complete self-assessment tax return by 31/10/17 if
completing a paper return

- member had to complete self-assessment tax return by 31/1/18 if
completing an on-line return

- member had to pay annual allowance charge by 31/1/18 if paying
the charge him/herself

- if member had confirmed on his / her self-assessment tax return that
he / she would be utilising the ‘mandatory Scheme pays’ option, he /
she did not have to inform the administering authority about this until
31/7/18

- the administering authority would have to remit the ‘mandatory
Scheme pays’ annual allowance charge to HMRC by no later than
14/2/19

In the above case, the Relevant Date would be 5/4/17.

Taking the figures from 2015/16 above, the member’s Closing Value
for annual allowance purposes for 5/4/16 was £149,382.88
However, as the ‘Scheme pays’ offset now has to be fully taken into
account the Opening Value for 2016/17 would be £149,382.88 —
(E874.99 x 16) = £135,383.04

As CPI was negative the Opening Value is not revalued and remains
at £135,383.04

Closing value at 5/4/17 =

Earned pension 1/4/14 to 31/3/15: £69,400.00 / 49 = £1,416.33 plus
1.2% 2015 HM Treasury Revaluation order = £1,433.33 plus -0.1%
2016 HM Treasury Revaluation order = £1,431.90 plus 1.0% 2017
HM Treasury Revaluation order = £1,446.22

Earned pension 1/4/15 to 31/3/16: £75,995.50 / 49 = £1,550.93 plus
-0.1% 2016 HM Treasury Revaluation order = £1,549.38 plus 1.0%
2017 HM Treasury Revaluation order = £1,564.87

Earned pension 1/4/16 to 31/3/17: £76,445.40 / 49 = £1,560.11 plus
1.0% 2017 HM Treasury Revaluation order = £1,575.71

Earned pension 1/4/17 to 5/4/17: (E77,200.00 / 12 x 5/30) / 49 =
£21.88

Final salary pension of 5/60 x [(£76,445.40 / 12 x 11 25/30) +
(E77,200.00 / 12 x 5/30)] = £6,371.32

Scheme pays offset: £874.99 plus 1.0% 2017 HM Treasury
Revaluation order = £883.74

Closing Value: (£1,446.22 + £1,564.87 + £1,575.71 +£21.88 +
£6,371.32 - £883.74) x 16 = £161,540.16

Pension Input Amount: £161,540.16 - £135,383.04 = £26,157.12

This is within the annual allowance of £40,000 for 2016/17 and so no
annual allowance charge is due (assuming the member has not
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contributed to any other pension arrangements during 2016/17).

The member’'s CARE account at 31/3/17 (before the 2017 HM
Treasury revaluation order is applied) would look like this:

Period Earned Scheme | 2015 2016 Total
pension pays Revaluation | Revaluation
during
period
1/4/14 to £1,416.33 1.2% = -0.1% = £1,431.90
31/3/15 £17.00 £1.43
1/4/15 to £1,550.93 - -0.1% = £1,549.38
31/3/16 £1.55
1/4/16 to £1560.11 - - £1560.11
31/3/17
Offset -£874.99 -£874.99
Total £4527.37 | -£874.99 | £17.00 -£2.98 £3,666.40

The member’'s CARE account at 5/4/17 (after the 2017 HM Treasury
revaluation order is applied at one second after midnight of 31 March
2017) would look like this:

Period Earned Scheme | 2015 2016 2017 Total
pension pays Reval’n | Reval’n [Reval'n
during
period
1/4/14 £1,416.33 1.2% = -0.1% = [1.0% = £1,446.22
to £17.00 £1.43 £14.32
31/3/15
1/4/15 £1,550.93 - -0.1% = [1.0% = £1,564.87
to £1.55 £15.49
31/3/16
1/4/16 £1,560.11 - - 1.0% = £1,575.71
to £15.60
31/3/17
1/4/17 £21.88 - £21.88
to
5/4/17
Offsets -£874.99 1.0% = -£883.74
-£8.75
Total £4,549.25 | -£874.99 | £17.00 -£2.98 £36.66 3,724.94

So the above example proves that the initial ‘Scheme pays’ offset at
the end of 2015/16 (i.e. on 5 April 2016) had included the 2016 HM
Treasury Revaluation Order and the ‘Scheme pays’ offset at the end
of 2016/17 (i.e. on 5 April 2017) includes the 2017 HM Treasury
Revaluation Order.
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There are other implications of the member making a ‘Scheme pays’
election. In the above example, the member’'s CARE pension will
(assuming the member does not make a ‘Scheme pays’ election until
July 2017) already have been revalued by HM Treasury revaluation
orders up to, and including, the 2017 revaluation order. The ‘Scheme
pays’ adjustment (in the form of a Pension Offset, being an offset that
increases, or decreases, by HM Treasury revaluation orders rather
than increases by Pensions Increase Review Orders) would have to
be retrospectively applied by the administering authority for Scheme
year ending 31 March 2017. This type of retrospective “Pension
Offset” would not create a problem for annual allowance Pension
Savings Statements because:

- the Pension Savings Statement produced by 6 October 2016
correctly took no account of the Pension Offset (because the
‘Scheme pays’ adjustment has to be added back in for 2015/16)

- by the time the Pension Savings Statement for 2016/17 has to be
produced (i.e. by 6 October 2017) the member will already have
given notice by 31 July 2017 of the ‘mandatory Scheme pays’
election for 2015/16 which has to be taken account of in the 2016/17
Pension Savings Statement

However, if the administering authority has already issued the Annual
Benefits Statement for Scheme year ending 31 March 2017 before
the retrospective “Pension Offset” is applied to the member’s active
pension account, that “Pension Offset” will not be specifically covered
in that Annual Benefit Statement. This might cause some issues
depending on what general informal had been included with the
Annual Benefit Statement concerning ‘Scheme pays’ adjustments.

The ABS template issued by the LGPC Secretariat (see
http://www.lgpsregs.org/resources/quidesetc.php) suggest that one

way of dealing with ‘Scheme pays’ adjustments is to include some
appropriate wording explaining that if a member has at any time
breached the annual allowance and elects for the Scheme to pay the
annual allowance tax charge, the figures on the Annual Benefit
Statement do not take account of the reduction to benefits to meet
the tax charge and that the amount of the reduction will be calculated
when the member’s benefits are drawn.

86 e.g. a transfer from an LGPS Fund in England or Wales to an LGPS Fund in Scotland, or
vice versa.
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72.

Inter / Intra-Fund Adjustments (with the exception of:

e ‘cross-border’ LGPS transfers i.e. a transfer from an LGPS
Fund in England or Wales to an LGPS Fund in Scotland, or
vice versa, and

e ‘within-border’ Inter / Intra-Fund Adjustments where the
member has pre 1 April 2014 membership in England or
Wales, or pre 1 April 2015 membership in Scotland, and the
Inter/ Intra-Fund CETYV in respect of that membership
purchases an amount of earned pension in the member’s
active CARE account)

are not treated in the same way as other transfers in / out and the
methodology set out in paragraphs 73 to 78 below applies instead.

87 There are two scenarios where pre 1 April 2014 (1 April 2015 in Scotland) benefits will
purchase an amount of earned pension in the member’s active CARE account. These are
where:

i) the member has a break in active membership of public service pension schemes of

more than 5 years and aggregates their LGPS benefits. The CETV in respect of the
aggregated benefits is treated as a non-Club transfer in and used to purchase an
amount of earned pension in the member’s active CARE account.

the member left prior to 1 April 2014 (1 April 2015 in Scotland) and re-joins the
Scheme on or after 1 April 2014 (1 April 2015 in Scotland) and has not had a
continuous break in active membership of a public service pension scheme of more
than 5 years. As presently drafted, regulation 10(5) and (where the member does not
make an election under regulation 5(5) to be treated as if they had been a member on
31 March and 1 April 2014, or 31 March and 1 April 2015 in Scotland) regulation
10(6) of the LGPS (Transitional Provisions, Savings and Amendment) Regulations
2014 or the LGPS (Transitional Provisions and Savings) (Scotland) Regulations 2014
require that the CETV in respect of the pre 1 April 2014 membership (pre 1 April 2015
membership in Scotland) should purchase an amount of earned pension in the
member’s active pension account (which appears to be an error and has been
reported to DCLG and SPPA as section 20 of, and paragraph 1 of Schedule 7 to, the
Public Service Pensions Act 2013 would appear to require that the transfer purchases
final salary membership).

In both of the above scenarios the pre 1 April 2014 benefits (pre 1 April 2015 benefits in
Scotland) will have ceased to be final salary benefits and will have been converted into an
amount of CARE earned pension. As such, the type of benefit payable in respect of that
membership will have changed and so the member is treated, for annual allowance purposes,
as having joined a new arrangement. Thus, the transfer is treated, for annual allowance
purposes, as if it were a transfer in from another pension scheme, rather than an Inter / Intra-
Fund Adjustment.
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73.

74.

This methodology has been agreed with HMRC.

Both:
a) ‘cross border’ LGPS transfers, and

b) ‘within-border’ Inter / Intra-Fund Adjustments where the
member has pre 1 April 2014 membership in England or
Wales, or pre 1 April 2015 membership in Scotland, and the
Inter/ Intra-Fund CETV purchases an amount of earned
pension in the member’s active CARE account

have to be treated for annual allowance purposes in accordance with
paragraphs 61 to 63).

Section 229(1) of the Finance Act 2004 says that the total Pension
Input Amount in a Pension Input Period is arrived at by aggregating
the Pension Input Amount in respect of each arrangement relating to
the person under a Registered Pension Scheme of which the person
is @ member during the Pension Input Period. As the LGPS in
England and Wales is, for the purposes of the Finance Act 2004, a
single Scheme (with administering authorities being sub-scheme
administrators) all the arrangements in the Scheme in England and
Wales have to be aggregated for the purposes of determining the
Opening and Closing Values. Similarly, as the LGPS in Scotland is,
for the purposes of the Finance Act 2004, a single Scheme (with
administering authorities being treated under the Registered Pension
Schemes (Splitting of Schemes) Regulations 2006 [SI 2006/569] as
sub-scheme administrators) all the arrangements in the Scheme in
Scotland have to be aggregated for the purposes of determining the
Opening and Closing Values.

Section 234(1) of the Finance Act 2004 specifies that, for each
arrangement, the Pension Input Amount is the increase in the value
of the member’s rights under the arrangement during the Pension
Input Period. To calculate this we have to calculate the Opening
Value (in the LGPS at the end of the Pension Input Period
immediately preceding the current Pension Input Period which is then
revalued by the increase in CPI over the 12 months to the September
before the start of the tax year) and the Closing Value (in the LGPS at
the end of the current Pension Input Period). It should be noted that
whereas each LGPS Fund is treated as a separate sub-scheme for
the purposes of producing the pension savings statement (see
paragraph 162), for the purposes of sections 229(1) and 234(1) of the
Finance Act 2004 the LGPS in England and Wales is treated as a
single Registered Pension Scheme, as is the LGPS in Scotland. This
is because, for the purpose of those sections of the Act, the
Registered Pension Schemes (Splitting of Schemes) Regulations
2006 [SI 2006/569] do not apply as those sections of the Act are not
covered by regulation 3 and Schedule 3 of those Regulations. So, if a
member re-joined the LGPS in August 2011, had a deferred benefit in
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the LGPS as at 31 March 2011 and aggregated membership in

October 2011 we must still value that deferred benefit for the Opening

Value because, upon aggregation, the benefits have become a single
arrangement and section 234(4) of the Finance Act 2004 requires us

to calculate the Opening Value for the arrangement. This is

consistent with the approach the LGPC Secretariat agreed with

HMRC when considering whether or not Enhanced Protection would  [s234(4)]
be lost if a member aggregated membership i.e. that upon
aggregation there would only be a single arrangement and so
Enhanced Protection would not be lost — see the item in LGPC
Bulletin 76. Section 234(5B) of the Finance Act 2004 is not relevant
as it says the Pension Input Amount is only nil in respect of the
deferred benefit if the member has been a deferred member in
respect of the arrangement throughout the whole of the Pension
Input Period; but, in the example above, the member has not been a
deferred member in respect of the arrangement throughout the
whole of the Pension Input Period and so section 234(5B) of the
Finance Act 2004 is not relevant. Clearly, treating members who
aggregate in the manner suggested above, and not as transfers in /
out (other than in the exceptional cases mentioned in paragraphs 61
and 62), ensures that there is a consistency of approach in the
treatment of members who, within a Pension Input Period, obtain a
promotion with the same employer within a Fund, with a different
employer within a Fund (an Intra-Fund Adjustment) or with a different
employer in a different Fund (an Inter-Fund Adjustment). Inter / Intra-
Fund Adjustments are not transfers in the normal sense. There is no
service credit / pension credit calculation per se and the Inter / Intra-
Fund Adjustment is merely a method of moving monies between
LGPS Funds (i.e. what are, in effect, sub-Funds of a single Scheme)
or within LGPS Funds.

[s234(5B)]

75. For members who re-joined the LGPS before 1 April 2014 (1 April
2015 in Scotland) it is important to note that when determining in
which Pension Input Period the membership is aggregated it was the
date of the second®® of the member’s elections to aggregate that was
relevant, not the date the Inter-Fund Adjustment was paid. The
rationale for this is that the member is entitled to count the
membership from the date of election. For example, if the member
died on the day following the election, a Fund would still calculate the
benefits due in respect of that member on all his / her membership,
despite the fact that the payment of the Inter-Fund Adjustment might
not yet have been made. The transfer of funds within “the Scheme”
was, in effect, merely an accounting exercise.

88 Members were required to make an election to both the sending and receiving Funds — see
regulation 16(4)(c) and (d) of the LGPS (Administration) Regulations 2008 and regulation
13(8)(b) and (c) of the LGPS (Administration) (Scotland) Regulations 2008.
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76. For members who re-join the LGPS on or after 1 April 2014 (1 April
2015 in Scotland) the position is different. When designing the 2014
Scheme (2015 Scheme in Scotland) the view was taken that, looking
forward to a situation where people might only have benefits in the
2014 Scheme (or 2015 Scheme in Scotland), it would make far more
sense to move to a position where benefits were automatically
aggregated unless the member made an election within 12 months of
re-joining the Scheme (or such longer period as the Scheme
employer might allow) to retain separate benefits. Thus, automatic
aggregation would be the norm because, in a pure CARE
environment, there would be little or no real benefit in retaining
separate benefits. The LGPS 2014 (LGPS 2015 in Scotland)
therefore moved to a position where, in most cases, automatic
aggregation became the norm unless a member entitled to deferred
benefits makes an election to retain separate benefits within 12
months of re-joining the Scheme, or of ceasing a concurrent
employment to which the deferred benefit relates (or such longer
period as the employer might allow).

This produced the following outcome:

Scenario A — post-14 only

Al: Active member who has a deferred refund from an earlier period
of membership or from a concurrent employment that has ceased
and which is based on post 31 March 2014 membership only (31
March 2015 in Scotland).

Concurrent employment:

Automatically aggregated with the ongoing active pension account
or, if there is more than one, with whichever one the member
chooses.

Previous employment:

Automatically aggregated with the new active pension account.
(Note that the gap between employments cannot be more than 5
years as a deferred refund cannot be held for longer).

A2: Active member who has a deferred benefit from an earlier
period of membership or from a concurrent employment which has
ceased and which is based on post 31 March 2014 membership only
(31 March 2015 in Scotland).
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Concurrent employment:

Automatically aggregated with the ongoing active pension account
or, if there is more than one, with whichever one the member
chooses unless the member elects within 12 months of the date the
concurrent employment ceased (or such longer period as the
employer in relation to the ongoing employment allows) to retain
separate benefits*.

Previous employment:

Automatically aggregated with the new active pension account
unless the member elects within 12 months of the date the member
re-joined the Scheme (or such longer period as the employer in
relation to the new employment allows) to retain separate benefits*.

* In Scotland, the right to elect to retain separate benefits does not
apply if the reason the employment ceased was because the
member was TUPE transferred to another employer participating in
the LGPS (or the transfer was treated as if it were a relevant
transfer within the meaning of regulations 2(1) and (3) of the TUPE
Regulations, notwithstanding regulation 3(5) of those Regulations).

Scenario B — mix of pre and post-14 (pre and post-15in
Scotland) without a 5 year break

B1: Active member who has a deferred refund from an earlier period

of membership, or from the cessation of a concurrent employment,
which is based on pre 1 April 2014 and post 31 March 2014
membership (pre 1 April 2015 and post 31 March 2015 membership
in Scotland) and the member was an active member on both 31
March 2014 and 1 April 2014 (31 March 2015 and 1 April 2015 in
Scotland) and, since becoming entitled to the deferred refund, the
member has not had a continuous break in active membership of a
public service pension scheme of more than 5 years.

Concurrent employment:

Automatically aggregated with the ongoing active pension account
or, if there is more than one, with whichever one the member
chooses, and the pre 1 April 2014 membership (pre 1 April 2015
membership in Scotland) from the concurrent employment that has
ceased will entitle the member to a final salary benefit (the
membership will be attached to the same ongoing active pension
account).
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Previous employment:

Automatically aggregated with the new active pension account and
the pre 1 April 2014 membership (pre 1 April 2015 membership in
Scotland) from the deferred refund will entitle the member to a final
salary benefit (the membership will be attached to the new active
pension account).

B2: Active member who has a deferred benefit from an earlier
period of membership or from the cessation of a concurrent
employment which is based on pre 1 April 2014 and post 31 March
2014 membership (pre 1 April 2015 and post 31 March 2015
membership in Scotland) and the member was an active member on
both 31 March 2014 and 1 April 2014 (31 March 2015 and 1 April
2015 in Scotland) and, since becoming entitled to the deferred
benefit, the member has not had a continuous break in active
membership of a public service pension scheme of more than 5

years.

Concurrent employment:

Automatically aggregated with the ongoing active pension account
or, if there is more than one, with whichever one the member
chooses, and the pre 1 April 2014 membership (pre 1 April 2015
membership in Scotland) from the concurrent employment that has
ceased will entitle the member to a final salary benefit (the
membership will be attached to the same ongoing active pension
account) unless the member elects within 12 months of the date the
concurrent employment ceased (or such longer period as the
employer in relation to the ongoing employment allows) to retain
separate benefits*.

Previous employment:

Automatically aggregated with the new active pension account and
the pre 1 April 2014 membership (pre 1 April 2015 membership in
Scotland) from the deferred benefit will entitle the member to a final
salary benefit (the membership will be attached to the new active
pension account) unless the member elects within 12 months of the
date the member re-joined the Scheme (or such longer period as
the employer in relation to the new employment allows) to retain
separate benefits*.

If not aggregated, the deferred benefit for the pre 1 April 2014
membership (pre 1 April 2015 membership in Scotland) would not
retain an ongoing final salary link.

* In Scotland, the right to elect to retain separate benefits does not
apply if the reason the employment ceased was because the
member was TUPE transferred to another employer participating in
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the LGPS (or the transfer was treated as if it were a relevant
transfer within the meaning of regulations 2(1) and (3) of the TUPE
Regulations, notwithstanding regulation 3(5) of those Regulations).

Scenario C — mix of pre and post-14 (pre and post-15in
Scotland) with a 5 year break

C1: Active member who has a deferred refund from an earlier period
of membership which is based on pre 1 April 2014 and post 31 March

2014 membership (pre 1 April 2015 and post 31 March 2015
membership in Scotland) and the member was an active member on
both 31 March 2014 and 1 April 2014 (31 March 2015 and 1 April
2015 in Scotland) and, since becoming entitled to the deferred
refund, the member has had a continuous break in active
membership of a public service pension scheme of more than 5

years.

The member is only entitled to a refund of contributions, which
should already have been paid.

C2: Active member who has a deferred benefit from an earlier
period of membership which is based on pre 1 April 2014 and post 31

March 2014 membership (pre 1 April 2015 and post 31 March 2015
membership in Scotland) and the member was an active member on
both 31 March 2014 and 1 April 2014 (31 March 2015 and 1 April
2015 in Scotland) and, since becoming entitled to the deferred
benefit, the member has had a continuous break in active
membership of a public service pension scheme of more than 5

ears.

Automatically aggregated with the new active pension account and
the transfer value in respect of pre 1 April 2014 membership (pre 1
April 2015 membership in Scotland) from the deferred benefit will
purchase an amount of earned pension in the member’s active
pension account unless the member elects within 12 months of the
date the member re-joined the Scheme (or such longer period as
the employer in relation to the new employment allows) to retain
separate benefits.

Scenario D — pre-14 only (pre-15 in Scotland)

D1: Member left prior to 1 April 2014 (prior to 1 April 2015 in
Scotland) with a deferred refund and re-joins the Scheme on or after
1 April 2014 (on or after 1 April 2015 in Scotland).

The transfer value in respect of the pre 1 April 2014 membership
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(pre 1 April 2015 membership in Scotland) is to be used to purchase
an amount of earned pension in the member’s active pension
account.?°

D2: Member left prior to 1 April 2014 (prior to 1 April 2015 in
Scotland) with a deferred benefit and re-joins the Scheme on or
after 1 April 2014 (on or after 1 April 2015 in Scotland) and, since
becoming entitled to the deferred benefit, the member has not had a
continuous break in active membership of a public service pension
scheme of more than 5 years.

The member can make an election to the administering authority in
which the member holds the active pension account within 12
months of re-joining the Scheme to be treated as if he / she had
been an active member on 31 March 2014 and 1 April 2014 (on 31
March 2015 and 1 April 2015 in Scotland).

Where the member does so:

The pre 1 April 2014 membership (pre 1 April 2015 membership in
Scotland) from the deferred benefit will entitle the member to a final
salary benefit (the membership will be attached to the new active
pension account).

Where the member does not:

The member may elect (or, in Scotland, may elect within 12 months
or re-joining or such longer period as the employer may allow) for
the transfer value in respect of the pre 1 April 2014 membership
(pre 1 April 2015 membership in Scotland) to be used to purchase
an amount of earned pension in the member’s new active pension
account®, else the pre 1 April 2014 membership (pre 1 April 2015

89 |t is not clear why, where a member left prior to 1 April 2014 (1 April 2015 in Scotland) with
a deferred refund and re-joins the Scheme on or after 1 April 2014 (1 April 2015 in Scotland)
and has not had a continuous break in active membership of a public service pension scheme
of more than 5 years, regulation 10(5) of the LGPS (Transitional Provisions, Savings and
Amendment) Regulations 2014 and of the LGPS (Transitional Provisions and Savings)
(Scotland) Regulations 2014 requires that the transfer value in respect of the pre 1 April 2014
membership (pre 1 April 2015 membership in Scotland) should purchase an amount of
earned pension in the member’s active pension account (rather than final salary membership
in accordance with section 20 of, and paragraph 1 of Schedule 7 to, the Public Service
Pensions Act 2013). Clarification has been sought from DCLG and SPPA. See Bulletin 150
(October 2016) for further information.

9 It is not clear why, if the member does not elect to be treated as if he / she had been an
active member on 31 March 2014 and 1 April 2014 (on 31 March 2015 and 1 April 2015 in
Scotland) and elects to aggregate, regulation 10(6) of the LGPS (Transitional Provisions,
Savings and Amendment) Regulations 2014 and of the LGPS (Transitional Provisions and
Savings) (Scotland) Regulations 2014 requires that the transfer value in respect of the pre 1
April 2014 membership (pre 1 April 2015 membership in Scotland) should purchase an
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membership in Scotland) will remain as a deferred benefit which
would not retain an ongoing final salary.

D3: Member left prior to 1 April 2014 (prior to 1 April 2015 in
Scotland) with a deferred benefit and re-joins the Scheme on or
after 1 April 2014 (on or after 1 April 2015 in Scotland) and, since
becoming entitled to the deferred benefit, the member has had a
continuous break in active membership of a public service pension
scheme of more than 5 years.

The member may elect (or, in Scotland, may elect within 12 months
or re-joining or such longer period as the employer may allow) for
the transfer value in respect of the pre 1 April 2014 membership
(pre 1 April 2015 membership in Scotland) to be used to purchase
an amount of earned pension in the member’s new active pension
account, else the pre 1 April 2014 membership (pre 1 April 2015
membership in Scotland) will remain as a deferred benefit.

Scenario E -re-joiners

E: Any member to whom scenarios A to D applied upon first re-joining
the Scheme after 31 March 2014 and who left again post 1 April 2014
and subsequently re-joins again (or, in Scotland, to whom scenarios
A to D applied upon first re-joining the Scheme after 31 March 2015
and who left again post 1 April 2015 and subsequently re-joins

again).

If, when scenario C2, D1, D2 or D3 was first applied, the pre 1 April
2014 membership (pre 1 April 2015 membership in Scotland) was
aggregated and purchased an amount of earned pension in the
active account then, upon re-joining the Scheme again at some later
date, scenario A will apply to the member in respect of that
membership as that membership is to be treated for the purposes of
this aggregation paper as if it had all been post 31 March 2014
membership (post 31 March 2015 membership in Scotland).

In any other case, scenarios A, B1, B2, C1, C2, D2 or D3 will apply,
as appropriate.

Note: the above assumes that under D2 the member will still have the
option to elect within 12 months of re-joining to be treated as if he/she
had been a member on 31 March 2014 and 1 April 2014 (on 31

amount of earned pension in the member’s active pension account (rather than final salary
membership in accordance with section 20 of, and paragraph 1 of Schedule 7 to, the Public
Service Pensions Act 2013). Clarification has been sought from DCLG and SPPA. See
Bulletin 150 (October 2016) for further information.

Version 3.3 — December 2017

78


http://lgpsregs.org/bulletinsetc/bulletins.php

77.

March 2015 and 1 April 2015 in Scotland). Unfortunately, regulation
5(5) of the LGPS (Transitional Provisions, Savings and Amendment)
Regulations 2014 and of the LGPS (Transitional Provisions and
Savings) (Scotland) Regulations 2014 merely refers to a member
being able to make such an election within 12 months of becoming a
member of the 2014 Scheme (2015 Scheme in Scotland) - it does not
clarify whether or not this means 12 months of first becoming a
member of the 2014 Scheme (2015 Scheme in Scotland). The above
assumes it is not limited in that way.

Note that, in England and Wales, where a member opts out of the
LGPS in an employment (other than a concurrent employment) on or
after 11 April 2015 with an entitlement to a deferred benefit the
member, by virtue of the amendment made by SI 2015/755 to
regulation 22(8) of the LGPS Regulations 2013, does not have the
right to aggregate benefits upon re-joining the scheme.

Given the various possible permutations, how should the various
scenarios outlined above be treated for annual allowance purposes?

Cases to be treated as Inter-Fund / Intra-Fund Adjustments

In Scenarios Al and B1 regulations 22(5) and (6) of the LGPS
Regulations 2013 and regulations 22(5) and (6) of the LGPS
(Scotland) Regulations 2014 say that the member’s benefits must be
automatically aggregated. Thus, when determining in which Pension
Input Period the membership is aggregated it is the day after the
member ceased the concurrent employment or the date the member
re-joined the Scheme that is relevant. The date any Inter-Fund
Adjustment is actually paid or any Intra-Fund Adjustment is
processed is of no relevance.

In Scenarios A2 and B2 regulations 22(7) and (8) of the LGPS
Regulations 2013 and regulations 22(6A) and (6B) of the LGPS
(Scotland) Regulations 2014 say that the member’s benefits must be
automatically aggregated unless the member makes an election to
retain separate benefits within 12 months of the cessation of a
concurrent employment or of re-joining the Scheme (or such longer
period as the employer may allow). It is important to note that the
regulations do not specify when the aggregation must occur. One
can argue, therefore, that aggregation cannot occur until the member
confirms that they do not wish to retain separate benefits or the time
period allowed for making such an election has elapsed. Thus, when
determining in which Pension Input Period the membership is
aggregated it is the date the member confirms they do not wish to
retain separate benefits or, in the absence of such an election, the
end of the time period within which an election to retain separate
benefits had to be made, that is relevant. The date any Inter-Fund
Adjustment is actually paid or any Intra-Fund Adjustment is
processed is of no relevance.
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In Scenario D2, where the member elects (within 12 months of re-
joining the Scheme) to be treated as if he / she had been an active
member on 31 March 2014 / 1 April 2014 (31 March 2015/ 1 April
2015 in Scotland) it is the date of the election that determines in
which Pension Input Period the membership is aggregated. The date
any Inter-Fund Adjustment is actually paid or any Intra-Fund
Adjustment is processed is of no relevance.

Cases to be treated as if they were CETV transfers in (for which
please see paragraphs 61 and 62).

In Scenario C2, regulations 22(7) and (8) of the LGPS Regulations
2013 and regulations 22(6A) and (6B) of the LGPS (Scotland)
Regulations 2014 say that the member’s benefits must be
automatically aggregated unless the member makes an election to
retain separate benefits within 12 months of the cessation of a
concurrent employment or of re-joining the Scheme (or such longer
period as the employer may allow). It is important to note that the
regulations do not specify when the aggregation must occur. One
can argue, therefore, that aggregation cannot occur until the member
confirms that they do not wish to retain separate benefits or the time
period allowed for making such an election has elapsed. Thus, when
determining in which Pension Input Period the membership is
aggregated it is the date the member confirms they do not wish to
retain separate benefits or, in the absence of such an election, the
end of the time period within which an election to retain separate
benefits had to be made, that is relevant. This ties in with the relevant
date used to calculate the CETV (see the GAD letter dated 13 March
2015 at http://lgpslibrary.org/assets/actqui/ew/Inter20150313. pdf).
The date any Inter-Fund Adjustment is actually paid or any Intra-Fund
Adjustment is processed is of no relevance. However, as the
member’s pre 1 April 2014 membership (pre 1 April 2015
membership in Scotland) is used to purchase an amount of CARE
earned pension, the case should be treated as if it were a CETV in
(see paragraph 62).

In Scenario D1 the member’s benefits must be automatically
aggregated. However, as the member’s pre 1 April 2014 membership
(pre 1 April 2015 membership in Scotland) is used to purchase an
amount of CARE earned pension, the case should be treated as if it
were a CETV in (see paragraph 62). It is the date the member re-
joined the LGPS that determines in which Pension Input Period the
membership is aggregated. This ties in with the relevant date used to
calculate the CETV (see the GAD letter dated 13 March 2015 at
http://Igpslibrary.org/assets/actqui/ew/Inter20150313.pdf). The date
any Inter-Fund Adjustment is actually paid or any Intra-Fund
Adjustment is processed is of no relevance.

In Scenario D2, where the member does not elect (within 12 months
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of re-joining the Scheme) to be treated as if he / she had been an
active member on 31 March 2014 / 1 April 2014 (31 March 2015/ 1
April 2015 in Scotland) it is the date the member elects to aggregate
his / her benefits to purchase an amount of CARE earned pension
that determines in which Pension Input Period the membership is
aggregated. The date any Inter-Fund Adjustment is actually paid or
any Intra-Fund Adjustment is processed is of no relevance.

In Scenario D3, if the member aggregates benefits then, as the
member’s pre 1 April 2014 membership (pre 1 April 2015
membership in Scotland) is used to purchase an amount of CARE
earned pension, the case should be treated as if it were a CETV in
(see paragraph 62). It is the date the member elects to aggregate his
/ her benefits to purchase an amount of CARE earned pension that
determines in which Pension Input Period the membership is
aggregated. This ties in with the relevant date used to calculate the
CETV (see the GAD letter dated 13 March 2015 at

http: / /Igpslibrary.org/assets/actgui/ew/Inter20150313.pdf). The date

any Inter-Fund Adjustment is actually paid or any Intra-Fund
Adjustment is processed is of no relevance.

78. When administering authorities pay an Inter-Fund Adjustment then, to
enable the receiving administering authority to calculate the Pension
Input Amount for the Pension Input Period in which the member
aggregated membership, the sending administering authority should
provide the receiving administering authority with details of:

e the Closing Value for the Pension Input Period that immediately
preceded the one in which the member aggregated membership
(see paragraph 77 above), and

e the amount of any Scheme AVCs/SCAVCs paid by and / or in
respect of the member in the Pension Input Period in which the
member aggregated membership and transferred their
AVC/SCAVC pot to the new Fund’s AVC/SCAVC arrangement.
See paragraph 35 if the member transfers their main LGPS
benefits but leaves their AVC/SCAVC pot behind with the former
Fund as an ‘orphaned’ AVC/SCAVC pot.

79. If amember has two (or more) concurrent employments that are all
active during the Pension Input Period, then the Pension Input
Amount will be aggregate of the Pension Input Amounts for each of
the separate employments in the Pension Input Period — see
Example 3. If the member ceases one concurrent employment in the
Pension Input Period and retains a separate deferred benefit in
respect of that employment, the Pension Input Amount will be the
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aggregate of the Pension Input Amount for the deferred benefit and
the Pension Input Amount(s) for each of the ongoing active
memberships in the Pension Input Period. If the member ceases one
concurrent employment in the Pension Input Period and, in the same
Pension Input Period, the membership in respect of that employment
is aggregated with an ongoing employment, the Pension Input
Amount will be calculated based on the Opening Value of the two
jobs and the Closing Value of the aggregated membership in the
ongoing employment — see Example 4. If the aggregation occurs in a
Pension Input Period after that in which the employment ceased, the
calculation will be performed in a similar way, but treating the
employment that has ceased as if it were a deferred benefit at the
end of the Pension Input Period in which the employment ceased —

see Example 5).

80. Where:

e areturning officer at local government elections, or elections for
the National Assembly for Wales, or elections for the Scottish
Parliament, receives pensionable fees, or

e an acting returning officer (including as a regional or local
returning officer at a European Parliamentary election) receives
pensionable fees

the LGPS benefits for that separate post should be calculated in
accordance with the LGPS Regulations and valued for the purposes
of the annual allowance test in the same way as any other LGPS
benefit - see paragraphs 99 to 102 for information on the pay to use
in calculating pre 1 April 2014 benefits (pre 1 April 2015 benefits in
Scotland).

81. The value of these benefits should then be aggregated for the
purposes of the annual allowance test with the value of the member’s
other benefits in the Fund from his or her substantive post (e.g. as the
Chief Executive).

82. HMRC have confirmed that provided the payment of CAY benefits
awarded from 2011/12 onwards are not paid via the Pension Fund
(regardless of the fact that the Fund would be reimbursed by the
employer subsequently) the award will not count towards the annual
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allowance. Administering authorities in Scotland will need to consider
this point and, if they have not already done so, make arrangements
for any new awards of CAY benefits from 2011/12 onwards to be paid
otherwise than from the Pension Fund. The matter is not an issue in
England or Wales as those to whom CAY was awarded must have
retired from the arrangement in respect of which they were awarded
CAY prior to 1 April 2007 and so will not have a Pension Input
Amount.

83. Section 234(4) of the Finance Act 2004 clearly states that the [s234(4)]
Opening Value of an individual’s rights under an arrangement is to be
calculated by reference to the annual rate of pension and the lump
sum which would have been payable if the individual had become
entitled to them at the end of the Pension Input Period immediately
preceding the current Pension Input Period. Similarly, section 234(5)  [5234(5)]
states that, for an active member and for a member becoming a
deferred member during the Pension Input Period, the Closing Value
of an individual’s rights under an arrangement is to be calculated by
reference to the annual rate of pension and the lump sum which
would have been payable if the individual had become entitled to
them at the end of the Pension Input Period. However, for a retiree in
the Pension Input Period, the pre 1 April 2014 benefits (pre 1 April
2015 benefits in Scotland) included in the Closing Value of an
individual’s rights under an arrangement are calculated by reference
to the member’s final pensionable pay (other than in the case of a
Councillor member), as determined in accordance with the LGPS
(Benefits, Membership and Contributions) Regulations 2007 (as
saved by regulations 3(1) and (6) of the LGPS (Transitional
Provisions, Savings and Amendment) Regulations 2014) or the LGPS
(Benefits, Membership and Contributions) (Scotland) Regulations
2008 (as saved by regulations 3(1) and (6) of the LGPS (Transitional
Provisions and Savings) (Scotland) Regulations 2014).

84. This creates a number of potential issues for the final salary LGPS
i.e.

e how accurate should the final pay calculation be for calculating pre
1 April 2014 benefits (pre 1 April 2015 benefits in Scotland)?

e in order to calculate pre 1 April 2014 benefits (pre 1 April 2015
benefits in Scotland) how should final pay be assessed where

i. regulation 8(2) of the LGPS (Benefits, Membership and
Contributions) Regulations 2007 applies or regulation 9(2)
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of the LGPS (Benefits, Membership and Contributions)
(Scotland) Regulations 2008 applies (use of best of the last
3 years pensionable pay), or

ii. regulation 10 of the LGPS (Benefits, Membership and
Contributions) Regulations 2007 applies (use of average of
3 consecutive years pensionable pay ending on a 31 March
in the last 13 years), or

iii. regulation 43 of the LGPS (Administration) (Scotland)
Regulations 2008 or regulation 23 of the LGPS Regulations
1997 applies (Certificates of Protection of Pension Benefits),
or

iv. regulation 11 of the LGPS (Benefits, Membership and
Contributions) Regulations 2007 applies (final pay: fees) or
regulation 11 of the LGPS (Benefits, Membership and
Contributions) (Scotland) Regulations 2008 applies (final
pay: fees)?

e when assessing final pay to calculate pre 1 April 2014 benefits
(pre 1 April 2015 benefits in Scotland) how should retrospective
pay increases be dealt with?

e when assessing final pay to calculate pre 1 April 2014 benefits
(pre 1 April 2015 benefits in Scotland) how should retrospective
pay increases be dealt with where the payment is made in a
Pension Input Period after the one in which the member ceased to
be an active member?

How accurate should the final pay calculation be for the purposes of
calculating the Opening and Closing value of pre 1 April 2014
benefits (pre 1 April 2015 benefits in Scotland)?

85. To accurately perform the annual allowance test for active members,
administering authorities would need to request a final pay calculation
for every active Scheme member in order to calculate the pre 1 April
2014 benefits (pre 1 April 2015 benefits in Scotland).

86. In practice, administering authorities are supplied with final pay
calculations in order to produce Annual Benefit Statements (and for
Fund valuation data). These are based on membership to 31 March.
From 2015/16 the Pension Input Periods end on 5 April and so the
final pay calculation supplied for Annual Benefits Statement (and
Fund valuation) purposes is not the same as the final pay calculation
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87.

needed for the annual allowance calculation. Technically, therefore,
from 2015/16 onwards administering authorities should obtain two
separate final pay calculations; one for the purposes of the Annual
Benefits Statement and Fund valuations (year ending 31 March) and
one for the purposes of the annual allowance calculation (period
ending 5 April). If, from 2015/16 onwards, an administering authority
decides to only obtain a single final pay figure for the Scheme year
(ending 31 March) this might suffice in most cases for an annual
allowance estimate. However, administering authorities should obtain
an accurate final pay calculation for active Scheme members:

e where the increase in the value of a member’s benefits in the Fund
in the Pension Input Period appears to have exceeded the annual
allowance or, where the member has flexibly accessed money
purchase benefits, their money purchase inputs exceed the money
purchase annual allowance (MPAA) and their other inputs appear
to exceed the ‘alternative’ annual allowance.

e where the increase in the value of a member’s benefits in the Fund
in the Pension Input Period, whilst below the annual allowance,
appears to be reasonably close to the annual allowance figure or,
where the member has flexibly accessed money purchase
benefits, their money purchase inputs exceed the money purchase
annual allowance (MPAA) and their other inputs appear to be
reasonably close to the ‘alternative’ annual allowance

e where a member requests an accurate calculation because, for
example, they have other pension benefits in the LGPS or
elsewhere that could take them over the annual allowance or,
where the member has flexibly accessed money purchase
benefits, over the money purchase annual allowance (MPAA) or
over the ‘alternative’ annual allowance.

If the Annual Benefit Statement is to be used as the mechanism to
provide an estimate of the increase in the value of an active
member’s benefits in the Fund in the Pension Input Period, it means
that the Annual Benefits Statement for members covered by the first
two bullet points above will have to be “pulled” until such time as an
accurate final pay calculation is obtained. An accurate Annual
Benefits Statement and formal pension savings statement can then
be issued but must be produced in time to meet the relevant deadline
for issuing an Annual Benefit Statement and for issuing a pension
savings statement — see paragraphs 155 to 158 and 224. For all
other active members, the Pension Input Amount shown on the
Annual Benefits Statement (where the administering authority
chooses to notify a Pension Input Amount to all active members and
uses the Annual Benefits Statement as the vehicle to do so ) should
contain a statement to the effect that:

e the Pension Input Amount shown on the Annual Benefits
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88.

Statement does not constitute a formal annual allowance
statement®?,

e the figure is merely an indication of the Pension Input Amount
in the Pension Input Period, and

e if the member wishes to obtain a formal annual allowance
statement they should make a written request to the
administering authority asking for such a statement to be
issued.

Note: Where the aggregate of an individual’s Pension Input Amount
in respect of all their arrangements in the Fund does not exceed the
annual allowance the member does not have to be given a pension
savings statement automatically. Administering authorities might,
therefore, decide not to include a Pension Input Amount for these
members on Annual Benefit Statements but to simply include some
generic information about the annual allowance and tell the member
that they can, if they wish, make a written request for a formal annual
allowance pension savings statement to be issued (e.g. if they have
other pension rights and believe the increase in their pension rights,
in aggregate, might have exceeded the annual allowance or, where
the member has flexibly accessed money purchase benefits, their
money purchase inputs have exceeded the money purchase annual
allowance (MPAA) and their other inputs might have exceeded the
‘alternative’ annual allowance). Conversely, administering authorities
might take the view that, to avoid the possibility of a flood of individual
requests, it might be better to include an estimated Pension Input
Amount on all active member Annual Benefits Statements (other than
those to whom the annual allowance does not apply — see
paragraphs 14 to 17 — and, of course, those for whom the Annual
Benefits Statement has been “pulled”). This would also mean that
members who have benefits in two Funds, where the estimated
Pension Input Amount in each is, individually, less than the annual
allowance but is greater than the annual allowance in aggregate
would be alerted to the need to request an accurate, formal annual
allowance pension savings statement.

For an active member becoming a deferred member or a pensioner

°1 The rationale for this is that if a member has to be issued with a formal statement in a
subsequent year (because they have exceeded the annual allowance in that year or because

they ask for a formal statement to be issued) this has to take account of any carry forward.

The carry forward amounts would need to be calculated on accurate data. If the member were
to query why the carry forward amounts differ from what the member had expected based on
the annual allowance figures shown on the Annual Benefits Statement it can be explained
that the figures on the Annual Benefits Statement were not a formal statement, only an

estimate, and the formal statement given to the member is based on the correct, accurate,

data).
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member in the Pension Input Period, the pensionable pay for the
Closing Value will, of course, be an accurate pay calculation.

Best of last 3 years pay when calculating the Opening and Closing
value of pre 1 April 2014 benefits (pre 1 April 2015 benefits in
Scotland)

89.

90.

91.

92.

93.

Under regulation 8(2) of the LGPS (Benefits, Membership and
Contributions) Regulations 2007 (as saved by regulations 3(1) and
(6) of the LGPS (Transitional Provisions, Savings and Amendment)
Regulations 2014) and regulation 9(2) of the LGPS (Benefits,
Membership and Contributions) (Scotland) Regulations 2008 (as
saved by regulations 3(1) and (6) of the LGPS (Transitional
Provisions and Savings) (Scotland) Regulations 2014), pre 1 April
2014 benefits (pre 1 April 2015 benefits in Scotland) are calculated
on the member’s final year’s pay or one of the previous 2 years’ pay if
a previous year’s pay is (excluding inflation) actually higher than the
final year’s pay.

The member has no choice as to which year is used as the regulation
requires that the best one of the last 3 year’s pay is used.

Thus, the member’s pre 1 April 2014 benefits (pre 1 April 2015
benefits in Scotland) should, for the purposes of the Opening Value,
be calculated based on the best one of the last 3 year’s final
pensionable pay at the end of the Pension Input Period immediately
preceding the current Pension Input Period and the Closing Value for
an active member should be calculated based on the best one of the
last 3 year’s final pensionable pay at the end of the current Pension
Input Period. See paragraph 103 concerning Pensions Increase due
under the Pensions (Increase) Act 1971.

In practice, for an active Scheme member, administering authorities
might only wish to perform an accurate calculation (i.e. use a
previous year’s pay rather than the final year’s pay) in the
circumstances set out in the bullet points in paragraph 86. For an
active member becoming a deferred member or a pensioner member
in the Pension Input Period, the pensionable pay for the Closing
Value will, of course, be an accurate pay calculation.

Average of 3 consecutive years’ pay in the last 13 years, etc
when calculating the Opening and Closing value of pre 1 April
2014 benefits (pre 1 April 2015 benefits in Scotland)

In the circumstances set out in:
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e regulation 10 of the LGPS (Benefits, Membership and
Contributions) Regulations 2007 (as saved by regulations 3(1) and
(6) of the LGPS (Transitional Provisions, Savings and
Amendment) Regulations 2014) a member of the LGPS in
England or Wales can elect to have their pre 1 April 2014 benefits
based on the average of 3 consecutive years’ pensionable pay
ending on a 31 March within the last 13 years (uprated by
inflation),

and in the circumstances set out in:

e regulation 23 of the LGPS Regulations 1997 (as protected by
regulation 2 of, and Schedule 1 to, the LGPS (Transitional
Provisions) Regulations 2008 and saved by regulations 3(1) and
(6) of the LGPS (Transitional Provisions, Savings and
Amendment) Regulations 2014), a member of the LGPS in
England or Wales who was issued with a Certificate of Protection
in respect of a reduction or restriction in pay that occurred prior to
1 April 2008 can elect to have their pre 1 April 2014 benefits
based on the best one of the last 5 years pensionable pay
(uprated by inflation) or the average of 3 consecutive years’
pensionable pay in the last 13 years (uprated by inflation)

and in the circumstances set out in:

e regulation 43 of the LGPS (Administration) (Scotland) Regulations
2008 (as saved by regulations 3(1) and (6) of the LGPS
(Transitional Provisions and Savings) (Scotland) Regulations
2014) and regulation 93 of the LGPS (Scotland) Regulations 2014,
a member of the LGPS in Scotland who has been issued with a
Certificate of Protection in respect of a reduction or restriction in
pay can elect to have their pre 1 April 2015 benefits based on the
best one of the last 5 years pensionable pay (uprated by inflation)
of which the first day can be no earlier than 3 years prior to the
reduction or restriction in pay, or the average of 3 consecutive
years’ pensionable pay in the last 13 years (uprated by inflation) of
which the first day can be no earlier than 3 years prior to the
reduction or restriction in pay.

94. Thus, for the purposes of the annual allowance test, an active
member to whom regulation 10 of the LGPS (Benefits, Membership
and Contributions) Regulations 2007 applies (as saved by regulations
3(1) and (6) of the LGPS (Transitional Provisions, Savings and
Amendment) Regulations 2014) should, technically, be provided with
the option to make an election specifying which 3 consecutive years
pay, ending with a 31 March, should be used when calculating their
pre 1 April 2014 benefits for the purposes of the Closing Value.
However, that regulation requires that the member must provide a
written election to the administering authority to have his / her
benefits calculated in accordance with the regulation no later than 1
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95.

96.

97.

month before the date of cessation of active membership (which, for
the purposes of an active member’s annual allowance test is deemed
to have occurred at the end of the Pension Input Period).

Similarly, an active member to whom a Certificate of Protection has
been issued in England, Wales or Scotland must make an election
specifying which one of the last 5 years or 3 consecutive years pay,
ending with the date of cessation of membership, should be used
when calculating their pre 1 April 2014 benefits (pre 1 April 2015
benefits in Scotland) for the purposes of the Closing Value. For the
purposes of an active member’s annual allowance test the date of
cessation of membership would be deemed to have occurred at the
end of the Pension Input Period. The written election to the
administering authority to have benefits calculated in accordance with
the relevant regulation would have to be given by the member within
1 month after being notified of his / her entitlement to a benefit
(which, for the purposes of an active member’s annual allowance test
would, for practical reasons, be deemed to mean within 1 month of
the end of the Pension Input Period).

Of course, the pensionable pay period that a member might elect to
use for calculating the Closing Value at the end of one Pension Input
Period might be different to the pensionable pay period that a
member might have elected to use for calculating the Closing Value
at the end of the previous Pension Input Period (and a “switched on”
Scheme member might like to do so in order to avoid an annual
allowance charge).

It could be that the protection under:

e regulation 10 of the LGPS (Benefits, Membership and
Contributions) Regulations 2007 (as saved by regulations 3(1)
and (6) of the LGPS (Transitional Provisions, Savings and
Amendment) Regulations 2014), or

e the certificate under regulation 23 of the LGPS Regulations 1997
(as protected by regulation 2 of, and Schedule 1 to, the LGPS
(Transitional Provisions) Regulations 2008 and saved by
regulations 3(1) and (6) of the LGPS (Transitional Provisions,
Savings and Amendment) Regulations 2014), or

e the certificate under regulation 43 of the LGPS (Administration)
(Scotland) Regulations 2008 (as saved by regulations 3(1) and
(6) of the LGPS (Transitional Provisions and Savings) (Scotland)
Regulations 2014) or under regulation 93 of the LGPS (Scotland)
Regulations 2014

never takes effect in the calculation of a member’s actual retirement
or deferred benefits because, for example, the member continues as
an active member for more than 10 years from the date of reduction
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or restriction in pay. On the basis that any possible effect of the above
regulations is technically notional until the member ceases active
membership, and given the timing criteria set out in paragraphs 94
and 95 and the issue mentioned in paragraph 96, it would seem that
the only practical solution when calculating the value of an active
member’s pre 1 April 2014 benefits (pre 1 April 2015 benéefits in
Scotland) for the purposes of the annual allowance Pension Input
Amount is for administering authorities to ignore the provisions of
regulation 10 of the LGPS (Benefits, Membership and Contributions)
Regulations 2007, regulation 43 of the LGPS (Administration)
(Scotland) Regulations 2008, regulation 93 of the LGPS (Scotland)
Regulations 2014 and regulation 23 of the LGPS Regulations 1997.

98. For an active member becoming a deferred member or a pensioner
member in the Pension Input Period, the pensionable pay used for
calculating pre 1 April 2014 benefits (pre 1 April 2015 benefits in
Scotland) included in the Closing Value will, of course, be an
accurate pay calculation (and see paragraph 103 concerning
Pensions Increase due under the Pensions (Increase) Act 1971). Itis
recognised that this might result in a significant increase in the final
pay used to calculate benefits compared to the pay figure used to
calculate benefits in previous Pension Input Periods (because, if the
suggestion in paragraph 97 is followed, the best pay figure might not
have been used in those previous calculations) but one would
anticipate that if this results in an annual allowance charge there will
be enough carry forward of unused allowance from the previous 3 tax
years® to cancel out the charge.

Fees — variable time employees - when calculating the Opening
and Closing value of pre 1 April 2014 benefits (pre 1 April 2015
benefits in Scotland)

99. Under regulation 11 of the LGPS (Benefits, Membership and
Contributions) Regulations 2007 (as saved by regulations 3(1) and
(6) of the LGPS (Transitional Provisions, Savings and Amendment)
Regulations 2014) and regulation 11 of the LGPS (Benefits,
Membership and Contributions) (Scotland) Regulations 2008 (as
saved by regulations 3(1) and (6) of the LGPS (Transitional
Provisions and Savings) (Scotland) Regulations 2014), where the
final pay of a variable-time employee consists of or includes fees, his
/ her final pay for calculating pre 1 April 2014 benefits (pre 1 April
2015 benefits in Scotland) is determined as:

92 Or, technically, 4 tax years if one of the 3 tax years is 2015/16, because that tax year is split
into 2 mini-tax years.
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e the average of all such fees for three consecutive years (or the
employee’s period of membership, if less) ending with the date
the final pay period ends (or, if the employer agrees, the average
of all such fees in any three consecutive years ending

I. in England and Wales, on 31 March, or

ii. in Scotland, on the anniversary of the date on which the
member left the employment which, for an active member,
would be deemed to have occurred on the last day of the
Pension Input Period,

and falling within the period of ten years ending with the last day
he / she was an active member); plus

e any other pensionable pay (other than fees) for the final pay
period

100. The member has no choice as to which pensionable pay figure is
used (unless the employer gives agreement, as mentioned in the
paragraph above, for the employee to use a different 3 year
averaging period from the standard 3 year averaging period).

101. Thus, for the purposes of the annual allowance test, the pensionable
pay used for calculating pre 1 April 2014 benefits (pre 1 April 2015
benefits in Scotland) included in the Opening Value should be
calculated based on the pensionable pay, as calculated in paragraph
99 and ending in the Pension Input Period immediately preceding the
current Pension Input Period, and, for an active member, the
pensionable pay used for calculating pre 1 April 2014 benefits (pre 1
April 2015 benefits in Scotland) included in the Closing Value should
be calculated based on the pensionable pay, as calculated in
paragraph 99 and ending in the current Pension Input Period but
assuming, in both cases, that the employer would not have agreed to
the member using a different 3 year averaging period from the
standard 3 year averaging period.

102. In practice, for an active Scheme member, administering authorities
might only wish to perform an accurate calculation in the
circumstances set out in paragraph 86. For an active member
becoming a deferred member or a pensioner member in the Pension
Input Period, the pensionable pay for the Closing Value will, of
course, be an accurate pay calculation. See paragraph 103

concerning Pensions Increase due under the Pensions (Increase) Act
1971.

103. Under section 59 of the Social Security Pensions Act 1975 as
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amended, and as modified by section 59A of that Act, the Treasury
(in whom the functions conferred by those provisions are now vested)
are required to provide by order for the increase in the rates of public
service pensions i.e. by issuing an annual Pensions Increase
(Review) Order. Under section 59(7) of the 1975 Act, section 59 of
that Act has effect as if it were contained in the Pensions (Increase)
Act 1971.

Sections 7(3) and (4) of the Pensions (Increase) Act 1971 say:

7 Administrative provisions

(3) Subject to the provisions of this Act, any provision made by or
under any enactment shall, in so far as it relates to the apportionment
of the cost of a pension between two or more authorities or funds, or
to the manner in which a pension is to be paid or borne, or to the
proof of title to sums payable on account of a pension, or in so far as
it prohibits or restricts the assignment or charging of a pension or its
application towards the payment of debts, have effect in relation to
any increase of the pension under this Act as it has effect in relation
to the pension:

Provided that this subsection, in so far as it relates to the
apportionment of the cost of an increase under this Act, shall have
effect subject to any agreement between the authorities concerned.

(4) Except as provided by subsection (3) above or by Schedule 3 to
this Act, an increase of a pension under this Act shall not be treated
as part of the pension for the purposes of any provision made by or
under any enactment; and in calculating the rate of a derivative
pension, any increase under this Act of the principal pension shall be
disregarded.

and paragraph 1(1) of Schedule 3 to the Pensions (Increase) Act
1971 says:

Where a pension to which this paragraph applies is increased under
this Act, the cost of the increase shall be defrayed by the pension
authority.

In other words, any Pensions Increase that is payable is, by virtue of
section 7(4) of the Act, not treated as part of the pension but, when
the pension is paid, the Pensions Increase is, by virtue of paragraph
1(1) of Schedule 3 and section 7(3) to the Act, to be paid out of the
Pension Fund to the same person as receives the pension.

Based on the wording of the Pensions (Increase) Act 1971 it is
difficult to conclude that Pensions Increase should be taken into
account when undertaking the annual allowance calculations (for
example, in cases where the final pay element of a member’s
benefits is based on an earlier years’ pay due to the use of the best
one of the last 3 years’ pay, or where a Certificate of Protection of
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Pension Benefits applies, or where regulation 10 of the LGPS
(Benefits, Membership and Contributions) Regulations 2007 applies).
However, given that the Pensions Increase payments are made from
the Pension Fund it would seem logical, despite the wording of the
Pensions (Increase) Act 1971, for Pensions Increase to be taken into
account if the member is 55 or over or has met one of the other
qualifying conditions for payment of Pensions Increase under the
Pensions (Increase) Act 1971 (e.g. has retired on account of physical
or mental infirmity from the office or employment in respect of which,
or on retirement from which, the pension is payable).

But what if the member is under 55 and has not met one of the other
qualifying conditions? Sections 234(4) and (5) of the Finance Act
2004 require that the Opening Value and the Closing Value are
calculated on the valuation assumptions. Although section 277 of the
Finance Act 2004 provides that it is to be assumed that a person has
reached a certain age to avoid a reduction in benefits it does not
provide that it is to be assumed they have attained an age that
entitles them to an increase in benefits (i.e. to get Pensions
Increase).

Thus, Pensions Increase can only be taken into account where the
member has attained age 55 or has met one of the other qualifying
conditions under the Pensions (Increase) Act 1971. For those who
have not met a qualifying condition (e.g. they are under age 55) the
Pensions Increase is only ‘notional’ until they meet a qualifying
condition and, until then, does not appear to meet the definition of the
word “entitled” in section 165(3) of the Finance Act 2004.

This does have the rather unfortunate effect that, by excluding
Pensions Increase from the Opening Value, an active member who
attains age 55 during the Pension Input Period could see a significant
increase in the value of benefits in that Pension Input Period (if, for
example, the Closing Value for one Pension Input Period was based
on an earlier year’s pay excluding Pensions Increase but the member
then attains age 55 during the next Pension Input Period and the
Closing Value for that Pension Input Period is based on an earlier
year’s pay including Pensions Increase

Similarly, when, for example, a protected member of the LGPS in
Scotland draws benefits upon redundancy at, say, age 50 and
subsequently attains age 55, the increase in benefits at that age will
constitute a further BCE2 / BCEG6, necessitating a further annual
allowance test for the Pension Input Period during which the
Pensions Increase is paid.

Note that although Pensions Increase on a deferred benefit is only
‘notional’ until the deferred benefit is brought into payment the actual
cumulative Pensions Increase applied at the point of payment does
not itself constitute a Pension Input Amount in the Pension Input
Period in which the deferred benefit is paid (see the item on
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‘Cumulative Increases’ at PTM053910).

104. When calculating the Closing Value for an active member, PE is the
annual rate of pension that would have been payable under the
arrangement at the end of the current Pension Input Period based on
membership to the end of the Pension Input Period. If the member
had, for example, left on 5 April (the end of the Pension Input Periods
for 2016/16 onwards) then the CARE benefit would have been
calculated based on the pay payable to that date and the benefits
accrued to that date. Thus, for example, the pay for the period 1 — 5
April for an active member paid an annual salary would be known and
so the CARE benefit for annual allowance purposes should:

o for 2015/16, be based on the pay for the period 1 April 2015 to 5
April 2016, with the CARE pension accrued to 31 March 2016
being revalued by the 2016 HM Treasury revaluation order (a
negative revaluation for active and deferred members but a nil
revaluation for pensioner members) and the CARE pension
accrued between 1 April 2016 and 5 April 2016 not being
subject to revaluation, and

e for 2016/17 and subsequent Pension Input Periods, be based
on the pay for the period 6 April to 5 April, with the CARE
pension accrued to the 31 March immediately prior to the end of
the Pension Input Period being revalued by the HM Treasury
revaluation order and the CARE pension accrued between 1
April and 5 April not being subject to revaluation.

105. In practice, administering authorities are supplied with pay information
in order to calculate CARE benefits and produce Annual Benefit
Statements for active members (and for Fund valuation data). The
pay information is based on payroll year end data (usually to 31
March). From 2015/16 the Pension Input Periods end on 5 April and
so the pay information supplied to calculate CARE benefits for Annual
Benefit Statements for active members (and for Fund valuation
purposes) is not the same as the pay calculation needed to calculate
CARE benefits for the annual allowance calculation. Technically,
therefore, from 2015/16 onwards administering authorities should
obtain two separate pay figures; one for the purposes of the Annual
Benefit Statements and Fund valuations (year ending 31 March) and
one for the purposes of the annual allowance calculation (period
ending 5 April). If, from 2015/16 onwards, an administering authority
decides to only obtain a single pay figure for the Scheme year
(ending 31 March) this might suffice in most cases for an annual
allowance estimate. However, administering authorities should obtain
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an accurate pay figure for active Scheme members:

» where the increase in the value of a member’s benefits in the Fund
in the Pension Input Period appears to have exceeded the annual
allowance or, where the member has flexibly accessed money
purchase benefits, their money purchase inputs exceed the money
purchase annual allowance (MPAA) and their other inputs appear
to exceed the ‘alternative’ annual allowance.

* where the increase in the value of a member’s benefits in the Fund
in the Pension Input Period, whilst below the annual allowance,
appears to be reasonably close to the annual allowance figure or,
where the member has flexibly accessed money purchase
benefits, their money purchase inputs exceed the money purchase
annual allowance (MPAA) and their other inputs appear to be
reasonably close to the ‘alternative’ annual allowance

» where a member requests an accurate calculation because, for
example, they have other pension benefits in the LGPS or
elsewhere that could take them over the annual allowance or,
where the member has flexibly accessed money purchase
benefits, over the money purchase annual allowance (MPAA) or
over the ‘alternative’ annual allowance.

106. If the Annual Benefit Statement is to be used as the mechanism to
provide an estimate of the increase in the value of an active
member’s benefits in the Fund in the Pension Input Period, it means
that the Annual Benefits Statement for members covered by the first
two bullet points above will have to be “pulled” until such time as an
accurate pay calculation is obtained. An accurate Annual Benefits
Statement and formal pension savings statement can then be issued
but must be produced in time to meet the relevant deadline for
issuing an Annual Benefit Statement and for issuing a pension
savings statement — see paragraphs 155 to 158 and 224. For all
other active members, the Pension Input Amount shown on the
Annual Benefits Statement (where the administering authority
chooses to issue a Pension Input Amount to all active members and
uses the Annual Benefits Statement as the vehicle to do so ) should
contain a statement to the effect that:

e the Pension Input Amount shown on the Annual Benefits
Statement does not constitute a formal annual allowance
statement®s,

93 The rationale for this is that if a member has to be issued with a formal statement in a
subsequent year (because they have exceeded the annual allowance in that year or because
they ask for a formal statement to be issued) this has to take account of any carry forward.
The carry forward amounts would need to be calculated on accurate data. If the member were
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e the figure is merely an indication of the Pension Input Amount
in the Pension Input Period, and

e if the member wishes to obtain a formal annual allowance
statement they should make a written request to the
administering authority asking for such a statement to be
issued.

Note: Where the aggregate of an individual’s Pension Input Amount
in respect of all their arrangements in the Fund does not exceed the
annual allowance the member does not have to be given a pension
savings statement automatically. Administering authorities might,
therefore, decide not to include a Pension Input Amount for these
members on Annual Benefit Statements but to simply include some
generic information about the annual allowance and tell the member
that they can, if they wish, make a written request for a formal annual
allowance pension savings statement to be issued (e.g. if they have
other pension rights and believe the increase in their pension rights,
in aggregate, might have exceeded the annual allowance or, where
the member has flexibly accessed money purchase benefits, their
money purchase inputs have exceeded the money purchase annual
allowance (MPAA) and their other inputs might have exceeded the
‘alternative’ annual allowance). Conversely, administering authorities
might take the view that, to avoid the possibility of a flood of individual
requests, it might be better to include an estimated Pension Input
Amount on all active member Annual Benefits Statements (other than
those to whom the annual allowance does not apply — see
paragraphs 14 to 17 — and, of course, those for whom the Annual
Benefits Statement has been “pulled”). This would also mean that
members who have benefits in two Funds, where the estimated
Pension Input Amount in each is, individually, less than the annual
allowance but is greater than the annual allowance in aggregate
would be alerted to the need to request an accurate, formal annual
allowance pension savings statement.

107. For an active member becoming a deferred member or a pensioner
member in the Pension Input Period, the pay to calculate the CARE
benefits included in the Closing Value will, of course, be an accurate
pay figure.

to query why the carry forward amounts differ from what the member had expected based on
the annual allowance figures shown on the Annual Benefits Statement it can be explained
that the figures on the Annual Benefits Statement were not a formal statement, only an
estimate, and the formal statement given to the member is based on the correct, accurate,
data).
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108. When calculating the Closing Value for an active member, PE is the
annual rate of pension that would have been payable under the
arrangement at the end of the current Pension Input Period based on
membership to the end of the Pension Input Period. If an active
member has been issued with a Certificate of Protection that is still in
force at the end of the Pension Input Period, the CARE benefit to be
included in the calculation of PE should be calculated in accordance
with the version of the Certificate of Protection guidance held in
Appendix 2 at http://www.lgpsregs.org/index.php/scotland/scot-hr-
payroll-quides/Igps2015-hr-qguide?showall=&start=14 which was
applicable at the end of the relevant Pension Input Period.

109. Where an active member became a deferred member or a pensioner
member in the Pension Input Period and had a Certificate of
Protection applied to the calculation of their benefits, the CARE
benefits included in the Closing Value will, of course, have been
calculated in accordance with the version of the Certificate of
Protection guidance that was applicable at the date of leaving.

110. Backdated pay increases can be paid in one Pension Input Period
that may have effect from a date falling within a previous Pension
Input Period (e.g. a late pay award, a retrospective regrading, a
backdated equal pay award, a performance related pay / bonus
payment, a timesheet for March is not submitted / processed until late
April etc., etc.).

111. For the purposes of section 234(5) of the Finance Act 2004, the value
of a member’s benefits to be included in the Closing Value should be
calculated on the member’s benefits as they were known on the
last day of the Pension Input Period. The Closing Value, as
increased by CPI, then becomes the Opening Value for the new
Pension Input Period. Backdated pay increases can occur whilst a
member is still an active member or after the member has ceased to
be an active member. Examples of the various permutations are
given below. Although the examples refer to a backdated pay award,
the same principle applies to any back payment and to, for example,
performance related bonus schemes where performance is assessed
over a year to, say, 31 March but the assessment is not undertaken
until, say, May with any payment being made in, say, June.

Example 1 — ongoing active member of the LGPS - back pay
paid in one Pension Input Period that relates, at least in part, to a
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previous Pension Input Period

Member’s annual pay award date is 1 January

Pay from 1 January 2016 : £20,000

Pay from 1 January 2017 : £21,000 but the pay award was not
agreed and paid until June 2017

Pay from 1 January 2018: £22,000

Pension Input Period ending 5 April 2017:
The Closing Value of the member’s benefits at 5 April 2017 will be
calculated on the aggregate of:

e the member’s pre 1 April 2014 final salary benefits (1 April
2015 in Scotland) based on a final pay figure of £20,000 (for
the period 6 April 2016 to 5 April 2017), and

o the member's CARE pension as revalued at 5 April 2017
under the HM Treasury Revaluation Order (i.e. including the
revaluation applied at one second after midnight of 31 March
2017).

Note that although a pay increase to £21,000, effective from 1
January 2017, was subsequently agreed it was not in place on 5 April
2017 and so cannot be taken into account in the Closing Value of the
final salary or CARE benefits at 5 April 2017.

Pension Input Period ending 5 April 2018:

The Closing Value at 5 April 2017 is then increased by CPI to
become the Opening Value for the Pension Input Period beginning 6
April 2017. The Pension Input Amount for the previous Pension Input
Period does not change despite the backdated salary increase.

The Closing Value of the member’s benefits at 5 April 2018 will be
calculated on the aggregate of:

e the member’s pre 1 April 2014 final salary benefits (1 April
2015 in Scotland) based on a final pay figure of £21,263.89
(i.e. £21,000 for the period 6 April 2017 to 31 December
2017 and £22,000 for the period from 1 January 2018 to 5
April 2018), and

o the member's CARE pension as revalued at 5 April 2018
under the HM Treasury Revaluation Order (including all of
the CARE pension derived from the total amount of pay
arrears paid in June 2017)

The difference between the Opening Value at 6 April 2017 and the
Closing Value at 5 April 2018 is the Pension Input Amount for the
Pension Input Period ending 5 April 2018.
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Example 2 — deferred member of the LGPS receives a backdated
payment in Pension Input Period after leaving

Member’s annual pay award date is 1 January

Pay from 1 January 2016 : £20,000

Pay from 1 January 2017 : £21,000 but the pay award was not
agreed and paid until June 2017

Ceased active membership 31 January 2017

Pension Input Period ending 5 April 2017:
The Closing Value of the member’s benefits at 5 April 2017 will be
calculated on the aggregate of:

e the member’s pre 1 April 2014 final salary benefits (1 April
2015 in Scotland) based on a final pay figure of £20,000 (for
the period 1 February 2016 to 31 January 2017), and

e the member’'s CARE pension as revalued at 5 April 2017
under the HM Treasury Revaluation Order (i.e. including the
revaluation applied at one second after midnight of 31 March
2017).

Note that although a pay increase to £21,000, effective from 1
January 2017, was subsequently agreed it was not in place on 5 April
2017 and so cannot be taken into account in the Closing Value of the
final salary or CARE benefits for the Pension Input Period ending 5
April 2017.

As the deferred member received a further pensionable payment in
the subsequent Pension Input Period it means that the member’s
deferred benefits have increased during that subsequent Pension
Input Period by more than CPI. Thus, there is a Pension Input
Amount to be valued.

Pension Input Period ending 5 April 2018

The Closing Value at 5 April 2017 is increased by CPI to become the
Opening Value for the Pension Input Period beginning 6 April 2017.
The Pension Input Amount for the previous Pension Input Period
does not change despite the backdated salary increase.

The Closing Value of the member’s benefits at 5 April 2018 will be
calculated on the aggregate of:

e the member’s pre 1 April 2014 final salary benefits (1 April
2015 in Scotland) based on a final pay figure of £20,083.33
(i.e. £20,000 for the period 1 February 2016 to 31 December
January 2016 and £21,000 for the period from 1 January
2017 to 31 January 2017), and

e the member's CARE pension as revalued at 5 April 2018
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under the HM Treasury Revaluation Order (including all of
the CARE pension derived from the total amount of pay
arrears paid in June 2017) — note that, as per regulation
23(10) of the LGPS Regulations 2013 and the LGPS
(Scotland) Regulations 2014, the additional pension derived
from the arrears of pay is to be retrospectively credited to the
active pension account in 2016/17 and the total CARE
pension revalued by the last HM Treasury Revaluation Order
I.e. the one applied at one second after midnight of 31 March
2017, and

e the amount by which the deferred benefit was increased on
10 April 2017 under the Pensions Increase (Review) Order
2017 but only if the member is aged 55 or over at the end
of the 2017/18 Pension Input Period (because if the benefit
had become payable at that time and the member was under
55, the Pensions Increase could not have physically been
paid and so does not appear to meet the definition of
“entitled to” in section 165(3) of the Finance Act 2004).

The difference between the Opening Value at 6 April 2017 and the [s234(5B)]
Closing Value at 5 April 2018 is the Pension Input Amount for the
Pension Input Period ending 5 April 2018. Note, however, that if the
member is under 55 and the Pension Input Amount so calculated is
less than the amount by which the original deferred benefit (ignoring
the increase in pay) would have been increased by under the
Pensions Increase (Review) Order 2017 if the member was aged 55
or over, the Pension Input Amount is nil. This is because no Pensions
Increase has actually been applied to the deferred benefit and, under
the annual allowance provisions, deferred benefits are allowed to
increase by CPI without generating a Pension Input Amount. Thus, if
the increase in the deferred benefit (due to the pay increase) is less
than CPI the Pension Input Amount is nil.

Example 3 — pensioner member of the LGPS with a BCE in one
Pension Input Period receives a backdated payment in a
subsequent Pension Input Period

Member’s annual pay award date is 1 January

Pay from 1 January 2016 : £20,000

Pay from 1 January 2017 : £21,000 but the pay award was not
agreed and paid until June 2017

Ceased active membership 31 January 2017 and all paperwork for
BCE was completed in the 2016/17 Pension Input Period

As a BCE has already occurred (in the Pension Input Period in which
the retirement occurred) there will be a new BCE2 / BCEG after the
retrospective pay is paid and, therefore, a new Pension Input
Amount. This is calculated as the difference between the Opening
Value (i.e. the Closing Value of the previous Pension Input Period
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increased by CPI) and the Closing Value for the Pension Input Period
in which the second BCE occurs.

Pension Input Period ending 5 April 2017:
The Closing Value of the member’s benefits at 5 April 2017 will be
calculated on the aggregate of:

e the member’s pre 1 April 2014 final salary benefits (1 April
2015 in Scotland) based on a final pay figure of £20,000 (for
the period 1 February 2016 to 31 January 2017), and

e the member's CARE pension as revalued at 5 April 2017
under the HM Treasury Revaluation Order (i.e. including the
revaluation applied at one second after midnight of 31 March
2017).

Note that although a pay increase to £21,000, effective from 1
January 2017, was subsequently agreed it was not in place on 5 April
2017 and so cannot be taken into account in the Closing Value of the
final salary or CARE benefits for the Pension Input Period ending 5
April 2017.

As the pensioner member received a further pensionable payment in
the subsequent Pension Input Period it means that the member’s
pension benefits have increased during that subsequent Pension
Input Period by more than CPI. Thus, there is a Pension Input
Amount to be valued.

Pension Input Period ending 5 April 2018

The Closing Value at 5 April 2017 is increased by CPI to become the
Opening Value for the Pension Input Period beginning 6 April 2017.
The Pension Input Amount for the previous Pension Input Period
does not change despite the backdated salary increase.

The Closing Value of the member’s benefits at 5 April 2018 will be
calculated on the aggregate of:

e the member’s pre 1 April 2014 final salary benefits (1 April
2015 in Scotland) based on a final pay figure of £20,083.33
(i.e. £20,000 for the period 1 February 2016 to 31 December
January 2016 and £21,000 for the period from 1 January
2017 to 31 January 2017), and

e the member's CARE pension as revalued at 5 April 2018
under the HM Treasury Revaluation Order (including all of
the CARE pension derived from the total amount of pay
arrears paid in June 2017) — note that, as per regulation
23(10) of the LGPS Regulations 2013 and the LGPS
(Scotland) Regulations 2014, the additional pension derived
from the arrears of pay is to be retrospectively credited to the
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active pension account in 2016/17 and the total CARE
pension revalued by the last HM Treasury Revaluation Order
I.e. the one applied at one second after midnight of 31 March
2017, and

e the amount by which the pension was increased on 10 April
2017 under the Pensions Increase (Review) Order 2017.

The difference between the Opening Value at 6 April 2017 and the
Closing Value at 5 April 2018 is the Pension Input Amount for the
Pension Input Period ending 5 April 2018.

Note that if the member wishes to make a ‘Scheme Pays’ election in
respect of any annual allowance tax charge resulting from the new
BCE2 / BCESG it should be a new election (i.e. any former election
relating to the previous BCE2 / BCE6 cannot be relied upon).

Example 4 — pensioner member of the LGPS retires in one
Pension Input Period but does not have a BCE until the
subsequent Pension Input Period and receives a backdated
payment in that subsequent Pension Input Period

The member is treated as described in the example of such a case
outlined in paragraph 30. However, when calculating the Closing
Value for the Pension Input Period in which the retirement occurred
and the Opening Value of the subsequent Pension Input Period the
backdated payment is ignored; but it is not ignored when calculating
the Closing Value for the Pension Input Period in which the BCE

occurred.
112. If the aggregate Pension Input Amounts from all pension schemes [s227(1) and
exceeds the annual allowance there may be a tax charge on the s228(1)]

amount in excess of the annual allowance.

113. From 6 April 2015 the amount of the annual allowance depends on
the individual’s circumstances.

Tax year 2015/16 only

For tax year 2015/16 only, the amount of the annual allowance
depends on:

« how the transitional £80,000 annual allowance applies to the

individual, and
« whether or not the individual has flexibly accessed a money
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purchase arrangement.
Tax year 2016/17 onwards

From tax year 2016/17 the amount of the annual allowance depends
on whether:

« the individual has flexibly accessed a money purchase
arrangement,

« the tapered annual allowance applies because the individual’s
“adjusted income” is over £150,000.

The various permutations are set out below:

i) For individuals who have not flexibly accessed a money purchase
arrangement and the tapered annual allowance does not apply to
them, the annual allowance is £40,000.

i) For individuals who have flexibly accessed a money purchase
arrangement and the tapered annual allowance does not apply to
them, then:

« the annual allowance of £40,000, or

e a money purchase annual allowance (which was £10,000 for
the tax years 2015/16 and 206/17 but reduced to £4,000 from
the tax year 2017/18 ) for money-purchase inputs and the
alternative annual allowance for other inputs (i.e. defined
benefits)

applies to them.

The ‘alternative’ annual allowance is found by subtracting the
money purchase annual allowance from the amount of the annual
allowance for the tax year. For example, for tax year 2016/17 the
alternative annual allowance was £30,000 (£40,000 less £10,000),
for tax year 2017/18 the alternative annual allowance is £36,000
(£40,000 less £4,000).

Where flexible access has occurred and ‘money-purchase inputs’
exceed the value of the money purchase annual allowance for that
tax year, the alternative annual allowance will apply, unless
applying the money purchase annual allowance results in a greater
amount being chargeable to the annual allowance charge.

iii) For individuals who have not flexibly accessed a money purchase
arrangement and the tapered annual allowance applies to them:

« the annual allowance of £40,000 is reduced by £1 for every £2
of “adjusted income” above £150,000, but
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« subject to a minimum reduced annual allowance of £10,000.

iv) For individuals who have flexibly accessed a money purchase
arrangement and the tapered annual allowance applies to them,
then:

« the annual allowance, being the reduced annual allowance
after the £1 reduction for every £2 of “adjusted income” over
£150,000 has been applied, subject to a minimum reduced
annual allowance of £10,000, or

e a money purchase annual allowance for ‘money-purchase
inputs’ and the alternative annual allowance for ‘other
inputs’(i.e. defined benefits)

applies to them.

The ‘alternative’ annual allowance is found by subtracting the
money purchase annual allowance from the amount of the reduced
annual allowance for the tax year. If the minimum reduced annual
allowance of £10,000 applies, the ‘alternative’ annual allowance is
nil.

Where flexible access has occurred and ‘money purchase inputs’
exceed the money purchase annual allowance the reduced annual
allowance will apply unless applying the money purchase annual
allowance results in a greater amount being chargeable to the
annual allowance charge.

114. From tax year 2015/16 onwards, individuals who flexibly access a
money purchase arrangement will have to test their total Pension
Input Amounts against:

e the annual allowance of £40,000%, and

¢ the money purchase annual allowance (MPAA).

However, special transitional rules apply for tax year 2015/16 only —
see paragraphs 119 to 126.

115. "Flexible access” means one of the following ‘trigger events’ - the [s227G]

94 2015/16 figure.
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member taking payment of income withdrawal from the member’s
flexi-access drawdown fund or payment of a short-term annuity
purchased with funds from the member’s flexi-access drawdown fund
(other than in respect of a pension credit); taking an uncrystallised
funds pension lump sum (UFPLS); becoming entitled to a lifetime
annuity after 5 April 2015 that can reduce in amount; taking a scheme
pension after 5 April 2015 from a defined contribution scheme with
fewer than 12 pensioner members where the scheme pension is not
payable under an annuity contract which was treated as having
become a registered pension scheme; or taking a stand-alone lump
sum from a money purchase arrangement if the member has primary
but not enhanced protection and has a protected tax-free lump sum
right which is greater than £375,000. In addition, any person who had
a valid notification for flexible drawdown before 6 April 2015 will be
deemed to have flexibly accessed their pension rights at the start of 6
April 2015.

116. The following applies from 2016/17 onwards®® (as there are
special transitional rules that apply for tax year 2015/16 — see
paragraphs 119 to 126).

If a member has any benefits in a money purchase (defined
contribution) pension arrangement which they have flexibly accessed
on or after 6 April 2015 then:
227ZA, 227B,
a) in the tax year in which they first flexibly access money purchase [2527@ 227F]
benefits:

e if their contributions to a money purchase scheme after first
flexibly accessing money purchase benefits do not exceed
the MPAA, their pension savings will be tested against the
annual allowance figure of £40,000 (or a lesser amount when
the tapered annual allowance also applies to the individual for
the tax year concerned i.e. tax year 2016/17 or a later tax
year — see paragraphs 127 to 135), or

e if their contributions to a money purchase scheme after first
flexibly accessing money purchase benefits do exceed the
MPAA —

o the money purchase contributions they paid®® after
flexibly accessing their money purchase benefits will be

9% The money purchase annual allowance (MPAA) was reduced from £10,000 to £4,000 from
April 2017 i.e. for 2017/18 onwards by virtue of the Finance (No.2) Act 2017).

% For money purchase arrangements which are cash balance arrangements, the amount paid
is calculated on a time apportionment basis - if the Pension Input Period is 365 days and the
trigger event occurred on day 265 of the Pension Input Period, the proportion of the Pension
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measured against a money purchase annual allowance,
and

o the money purchase contributions they paid®’ before
flexibly accessing their money purchase benefits will,
together with value of their defined benefit savings for
the year, be measured against an ‘alternative’ annual
allowance figure of the annual allowance less the MPAA
for example for tax year 2016/17 this figure was
£30,000 (or, when the tapered annual allowance also
applies to the individual for the tax year concerned, a
lesser figure which is found by subtracting the MPAA
from the amount of the reduced annual allowance for
the tax year following the reduction due to the taper, but
if the minimum reduced annual allowance of £10,000
applies, the ‘alternative’ annual allowance is nil). Note
that any unused annual allowance that can be carried
forward from the previous tax years is added to the
‘alternative’ annual allowance (i.e. for tax year 2016/17
added to the £30,000 amount or lesser tapered
amount),

but, if the annual allowance calculation (i.e. assessing the total
of both their pre and post flexible access money purchase
contributions and the increase in value of their defined benefits
against the annual allowance of £40,000 or a lesser amount
when the tapered annual allowance also applies to the
individual for the tax year concerned i.e. tax year 2016/17 or a
later tax year — see paragraphs 127 to 135) would produce a
higher annual allowance tax charge, then the tax charged will be
that higher figure.

b) in subsequent tax years:

e if their contributions to a money purchase scheme do not
exceed the MPAA in the year, their pension savings will be
tested against the £40,000 annual allowance figure (or a
lesser amount when the tapered annual allowance also
applies to the individual for the tax year concerned i.e. tax
year 2016/17 or a later tax year — see paragraphs 127 to
135), or

Input Amount that is tested against the money purchase annual allowance is 100/365 times

the Pension Input Amount.

97 For money purchase arrangements which are cash balance arrangements, the amount paid
is calculated on a time apportionment basis - if the Pension Input Period is 365 days and the
trigger event occurred on day 265 of the Pension Input Period, the proportion of the Pension
Input Amount that is tested against the money purchase annual allowance is 100/365 times

the Pension Input Amount.
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e if their contributions to a money purchase scheme do exceed
the MPAA in the year, their annual allowance charge will be
based on any money purchase savings for the year in excess
of the money purchase annual allowance, plus the value of
any defined benefit savings in excess of the ‘alternative’
annual allowance figure (or, when the tapered annual
allowance also applies to the individual for the tax year
concerned, a lesser figure which is found by subtracting the
MPAA from the amount of the reduced annual allowance for
the tax year following the reduction due to the taper, but if the
minimum reduced annual allowance of £10,000 applies, the
‘alternative’ annual allowance is nil). It will not be possible to
carry forward any unused money purchase (defined
contribution) annual allowance to later tax years

but, if the annual allowance calculation (i.e. assessing the total
of both their pre and post flexible access money purchase
contributions and the increase in value of their defined benefits
against the annual allowance of £40,000 or a lesser amount
when the tapered annual allowance also applies to the
individual for the tax year concerned i.e. tax year 2016/17 or a
later tax year — see paragraphs 127 to 135) would produce a
higher annual allowance tax charge, then the tax charged will be
that higher figure.

The responsibility for the above assessment rests with the scheme
member.

117. Whilst the administering authority should be made aware if a member
has flexibly accessed benefits (see paragraph 118) they will not, of
course, know:

e whether, in the tax year in which the member first flexibly
accesses money purchase benefits, the member’s
contributions to all money purchase schemes they have been
a member of (after first flexibly accessing money purchase
benefits) have exceeded the MPAA, nor

e whether, in subsequent tax years, the member’s contributions
to all money purchase schemes they have been a member of
have exceeded the MPAA.

In recognition of this, the administering authority is only required to
automatically provide a pension savings statement (see paragraph
155) if:

e the Pension Input Amount in the Fund exceeds the annual
allowance, or
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¢ they have reason to believe that the member has flexibly
accessed benefits and the money purchase benefits paid in
the Fund (i.e. AVCSs) in the Pension Input Period exceeds the
MPAA.

This is no different to the situation where a member has not flexibly
accessed benefits and the Pension Input Amount in the Fund does
not exceed the annual allowance (£40,000). As far as the
administering authority is aware there is no annual allowance tax

charge and the administering authority is not required to automatically

provide a pension savings statement (see paragraph 155) even
though the member might have pension savings in other pension

schemes that result in their total Pension Input Amount exceeding the

annual allowance (£40,000). If the member does, it is the individual's
responsibility to work out their total Pension Input Amounts and the
tax charges, if any, that are applicable.
118. To ensure that members know when they are subject to the MPAA
and to ensure the administering authority is made aware that a
member has flexibly accessed benefits, a number of new reporting
requirements have been introduced.

Where a person first flexibly accesses their pension savings on or
after 6 April 2015, the scheme administrator of the scheme from
which the flexible benefits are drawn must provide the person with a
statement confirming the date the first payment occurred and setting
out what they must do. The scheme administrator is required to do
this within 31 days of the flexible access occurring. If the person (or
another scheme administrator) has already informed the scheme
administrator that they have flexibly accessed benefits from another
scheme then the scheme administrator does not need to provide the
person with a statement.

The person then needs to notify any other pension scheme that they
are an active member of, or that they become an active member of,
that they have flexibly accessed their pension savings, but excluding
any DB only schemes®,. They must do so within 91 days of receiving
the statement or within 91 days of becoming an active member,
whichever is the later. The notification can be made by passing a
copy of the statement to the administrator of the scheme in which
they are, or have become, an active member or by giving notice that
they have received such a statement and confirming either the date
they first flexibly drew benefits or, if applicable, that the date they first
flexibly drew benefits was more than 2 years before the date they

[Reg 14ZA of SI
2006/567 as
inserted by Part 6
of Sched 1 to the
Taxation of
Pensions Act
2014]

[Reg 14ZB of SI
2006/567 as
inserted by Part 6
of Sched 1 to the
Taxation of
Pensions Act
2014]

%8 Note that the LGPS is not a DB only scheme because it also contains a DC element i.e. the

AVC provision within the scheme is a DC arrangement and so the member must provide the

above notification to any LGPS Fund in which they are a member.

Version 3.3 — December 2017

108



became an active member.

Note that if a person had accessed benefits under flexible drawdown
arrangements before 6 April 2015 the person must notify any other
pension scheme that they are any active member of on 6 April 2015,
or that they become an active member of, that they are to be treated
as having first flexible accessed pension rights from 6 April 2015.
They must do so within 91 days of 6 April 2015 or within 91 days of
becoming an active member, whichever is the later.

Similarly, if a person had a drawdown pension fund in respect of an
arrangement in place before 6 April 2015 and the person notifies the
scheme administrator of that drawdown pension fund that they wish
the fund to become a flexi-access drawdown fund, the person must
notify any other pension scheme that they are an active member of
when they first flexi-access that drawdown fund, or that they become
an active member of after they first flexi-access that drawdown fund,
of the date of conversion and of the date they first flexi-accessed that
drawdown fund (or, if applicable, that the date they first flexi-
accessed that drawdown fund was more than 2 years before
becoming an active member). They must do so within 91 days of the
date they first flexi-accessed that drawdown fund or within 91 days of
becoming an active member, whichever is the later.

When making a transfer, if the transferring scheme has been notified
by a person that they have flexibly accessed rights elsewhere or the
member has flexibly accessed their rights in the transferring scheme,
the scheme administrator of the transferring scheme will be required
to notify the receiving scheme that they have reason to believe that
the person has flexibly accessed benefits and the date they believe
the first flexible access occurred. This notification must be made
within 31 days of the transfer, or if later, within 31 days from the date
the transferring scheme administrator became aware that the
member had flexibly accessed their pension rights. It should be noted
that where this occurs, the scheme member does not have to provide
any of the declarations in the preceding three paragraphs.

Where a scheme receives a transfer for a member who has already
flexibly accessed their rights there is no requirement for the scheme
administrator for that scheme to provide the member with a flexible
access statement.

When a member uses funds from a flexi-access drawdown fund to
buy an annuity or scheme pension from an insurance company, the
scheme administrator will be required to inform the insurance
company providing that scheme pension or lifetime annuity. This
extends the information that must already be provided to insurance
companies where payments are made from drawdown funds, to
include flexibly accessed funds.
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119. On 8 July 2015 it was announced that all Pension Input Periods will
match the tax year (i.e. run from 6 April to 5 April) with effect from 6
April 2016 (i.e. for the 2016/17 Pension Input Period onwards) and so
the Pension Input Period for 2015/16 will end on 5 April 2016.

120. To cater for the transition to this new Pension Input Period from the
‘old’ Pension Input Period of, in the case of the LGPS, 1 April to 31 [;228(7(1) and
March, the tax year 2015/16 is split into two ‘mini’ tax years: 2

¢ the ‘pre-alignment tax year’ which begins on 6 April 2015 and
ends on 8 July 2015, and

¢ the ‘post-alignment tax year’ which begins on 9 July 2015 and
ends on 5 April 2016.

121. This means that for 2015/16 the LGPS will have a ‘pre-alignment’
Pension Input Period of 99 days from 1 April 2015 to 8 July 2015 and ~ [$238, 238ZA and
a ‘post-alignment’ Pension Input Period of 272 days (including 29 2387B]
February 2016).

122. For a member who was an active member of a registered pension
scheme at some time during the pre-alignment tax year and who is
not subject to the money purchase annual allowance (MPAA) in the
pre-alignment tax year (i.e. because they have not flexibly accessed
money purchase benefits in the pre-alignment tax year or, if they
have, their money purchase contributions after first flexibly accessing
money purchase benefits are less than £20,000) the annual
allowance for the pre-alignment tax year is £80,000.

[s228C]

Available unused annual allowance from 2012/13, 2013/14, 2014/15
can be carried forward and added to the £80,000 annual allowance.

The member’s annual allowance for the post-alignment tax year is nil.

However, the following unused annual allowance can be carried
forward to the post-alignment tax year:

e unused annual allowance from the pre-alignment tax year but
subject to a maximum of £40,000, plus

e unused annual allowance from 2012/13, 2013/14, 2014/15.

123. For a member who was an active member of a registered pension
scheme at some time during the pre-alignment tax year and who is
subject to the money purchase annual allowance (MPAA) in the pre-
alignment tax year (i.e. because they have flexibly accessed money

[s228C]
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purchase benefits in the pre-alignment tax year and their money
purchase contributions after first flexibly accessing money purchase
benefits are more than £20,000) the MPAA for the pre-alignment tax
year is £20,000.

The ‘alternative’ annual allowance for the pre-alignment tax year is
£60,000.

Available unused annual allowance from 2012/13, 2013/14, 2014/15
can be carried forward and added to the £60,000 ‘alternative’ annual
allowance.

Depending on the individual’s circumstances, the member’s money
purchase annual allowance (MPAA) for the post-alignment tax year is
one of the following:

e £10,000,
e £20,000 less £X (an amount less than £10,000 but not nil), or
e il

The money purchase annual allowance for the post-alignment tax
year is £10,000 for an individual where:

e the money purchase annual allowance did not apply at all for
the pre-alignment tax year, or

e it did apply but did not have practical application®® and the
individual’'s money purchase input amounts for the pre-
alignment tax year did not exceed £10,000.

The money purchase annual allowance for the post-alignment tax
year is £20,000 less £X for an individual where:

e the money purchase annual allowance applied for the pre-
alignment tax year, but

e it did not have practical application because the individual's
money purchase input amounts for the pre-alignment tax
year were £X, i.e. the money purchase input amounts were
more than £10,000 but less than £20,000.

The money purchase annual allowance for the post-alignment tax

99 The money purchase annual allowance having practical application for this purpose means:

« the money purchase annual allowance applies to the individual for the pre-alignment tax

year because a trigger event occurs during that ‘mini’ tax year, and
« the individual’s chargeable amount for the pre-alignment tax year is the alternative

chargeable amount i.e. the tax charge is based on the Pension Input Amount using the

money purchase annual allowance (MPAA) and the ‘alternative’ annual allowance rather than

the annual allowance.
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year is nil for an individual where:

e the money purchase annual allowance applied for the pre-
alignment tax year, and

¢ the individual’s ‘money purchase input amounts’ for the pre-
alignment tax year are £20,000 or more, and either

o the money purchase annual allowance did not have
practical application because the individual’'s chargeable
amount for the pre-alignment tax year was the ‘normal’
chargeable amount, not the alternative chargeable amount
i.e. the tax charge is based on the Pension Input Amount
using the annual allowance rather than the money
purchase annual allowance (MPAA) and the ‘alternative’
annual allowance, or

o the money purchase annual allowance did have practical
application!® because the individual’s chargeable amount
for the pre-alignment tax year was the alternative
chargeable amount i.e. the tax charge is based on the
Pension Input Amount using the money purchase annual
allowance (MPAA) and the ‘alternative’ annual allowance
rather than the annual allowance.

The ‘alternative’ annual allowance for the post-alignment tax year is
nil (regardless of whether the individual’s money purchase annual
allowance is £10,000, £20,000 less £X or nil).

However, the following available unused annual allowance can be
carried forward to the post-alignment tax year and added to the ‘nil
alternative annual allowance’:

e ‘unused allowance’ from the pre-alignment tax year but
subject to a maximum amount, plus
e available unused annual allowance from 2012/13, 2013/14,
2014/15.
The ‘unused allowance’ for this purpose is either:

e unused annual allowance subject to a maximum of £40,000,

100 The money purchase annual allowance having practical application for this purpose
means:

« the money purchase annual allowance applies to the individual for the pre-alignment tax
year because a trigger event occurs during that ‘mini’ tax year, and

« the individual’s chargeable amount for the pre-alignment tax year is the alternative
chargeable amount i.e. the tax charge is based on the Pension Input Amount using the
money purchase annual allowance (MPAA) and the ‘alternative’ annual allowance rather than
the annual allowance.
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124.

125.

if the money purchase annual allowance did not have
practical application for the pre-alignment tax year, or

e unused alternative annual allowance subject to a maximum
of £30,000, if the money purchase annual allowance had
practical application!®! for the pre-alignment tax year.

It should be noted that the individual will also have to test all Pension
Input Amounts for the pre-alignment tax year against the annual
allowance of £80,000 for the pre-alignment tax year. This to
determine whether the tax charge calculated on the basis of the
‘normal’ annual allowance calculations for the pre-alignment tax year
would be greater than the tax charge applicable based on the money
purchase annual allowance (MPAA) and the ‘alternative’ annual
allowance calculations for the pre-alignment tax year. If it is, the
higher tax charge is payable.

The same principle applies to the post-alignment tax year i.e. the
individual will have to test all Pension Input Amounts for the post-
alignment tax year against the annual allowance for the post-
alignment tax year. This to determine whether the tax charge
calculated on the basis of the ‘normal’ annual allowance calculations
for the post-alignment tax year would be greater than the tax charge
applicable based on the money purchase annual allowance (MPAA)
and the ‘alternative’ annual allowance calculations for the post-
alignment tax year. If it is, the higher tax charge is payable.

For a member who was not an active member of a registered
pension scheme at any time during the pre-alignment tax year and
who is not subject to the money purchase annual allowance (MPAA)
(i.e. because they have not flexibly accessed money purchase
benefits or, if they have, their money purchase contributions after first
flexibly accessing money purchase benefits are less than £10,000)
the annual allowance for the post-alignment tax year is £40,000.

Available unused annual allowance from 2012/13, 2013/14, 2014/15
can be carried forward and added to the £40,000 annual allowance.

For a member who was not an active member of a registered
pension scheme at any time during the pre-alignment tax year and

101 The money purchase annual allowance having practical application for this purpose
means:

« the money purchase annual allowance applies to the individual for the pre-alignment tax
year because a trigger event occurs during that ‘mini’ tax year, and

« the individual’s chargeable amount for the pre-alignment tax year is the alternative
chargeable amount i.e. the tax charge is based on the Pension Input Amount using the
money purchase annual allowance (MPAA) and the ‘alternative’ annual allowance rather than
the annual allowance.
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who is subject to the money purchase annual allowance (MPAA) (i.e.

because they have flexibly accessed money purchase benefits and
their money purchase contributions after first flexibly accessing
money purchase benefits are more than £10,000) the MPAA for the
post-alignment tax year is £10,000 and the ‘alternative’ annual
allowance for the post-alignment tax year is £30,000.

Available unused annual allowance from 2012/13, 2013/14, 2014/15
can be carried forward and added to the £30,000 ‘alternative’ annual
allowance.

It should be noted that the individual will have to test all Pension Input

Amounts for the post-alignment tax year against the annual
allowance for the post-alignment tax year. This to determine whether
the tax charge calculated on the basis of the ‘normal’ annual
allowance calculations for the post-alignment tax year would be
greater than the tax charge applicable based on the money purchase
annual allowance (MPAA) and the ‘alternative’ annual allowance
calculations for the post-alignment tax year. If it is, the higher tax
charge is payable.

126. Any Pension Input Amount for the pre-alignment tax year is tested
against the annual allowance (i.e. the ‘standard’ annual allowance or,
if applicable, the money purchase annual allowance and ‘alternative’
annual allowance) for that ‘mini’ tax year. Similarly, any Pension
Input Amount for the post-alignment tax year is tested against the
allowances for that ‘mini’ tax year.

Essentially, there is no change to the way the Pension Input Amount
is calculated for an arrangement except that for defined benefit
arrangements:

« to reflect the longer period of time over which the Pension Input
Amount might be calculated, the Opening Value of the Pension
Input Amount is uprated by 2.5%, and

« for testing against the pre and post-alignment tax year annual
allowances, the Pension Input Amount for the Pension Input
Period is apportioned between the pre and post-alignment tax
years as follows if the member was not a deferred member
on 31 March 2016:

o If person joined LGPS on or before 1 April 2015 and is
not a deferred member on 31 March 2016:
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Pension Input Amount x 99 (number of days between 1
April 2015 and 8 July 2015) / 37192 = Pension Input
Amount for the pre-alignment tax year

Pension Input Amount x 272 (number of days between 9
July 2015 and 5 April 2016) / 3711%3= Pension Input
Amount for the post-alignment tax year

o If person joined LGPS after 1 April 2015 and before 9
July 2015 and is not a deferred member on 31 March
2016:

Pension Input Amount x (number of days between joining
LGPS and 8 July 2015 / number of days between joining
LGPS and 5 April 20164 = Pension Input Amount for
the pre-alignment tax year

Pension Input Amount x 272 (number of days between 9
July 2015 and 5 April 2016) / number of days between
joining LGPS and 5 April 20161%) = Pension Input
Amount for the post-alignment tax year

o If person joined LGPS after 8 July 2015 and is not a
deferred member on 31 March 2016:

The whole Pension Input Amount is attributed to the post-
alignment tax year (and none is attributed to the pre-
alignment tax year)

« for testing against the pre and post-alignment tax year annual
allowances, the Pension Input Amount for the Pension Input
Period is apportioned between the pre and post-alignment tax
years as follows if the member was a deferred member
before 1 April 20161%6:

o If person became a deferred member on or after 1 April

2015 and before 9 July 2015: [s237ZA(12)]

The whole Pension Input Amount is attributed to the pre-

102 Includes 1 day for 29 February 2016.

103 Includes 1 day for 29 February 2016.

104 Remember to include 1 day for 29 February 2016.

105 Remember to include 1 day for 29 February 2016.

106 For members who became deferred members between 1 April 2015 and 31 March 2016,
s237ZA of the Finance Act 2004 provides that the post-alignment period is to be treated as
having ended on 31 March 2016 (i.e. the last day of what would have been the normal
Pension Input Period in the LGPS prior to the move to align with the tax year ending 5 April
2016). There is a nil Pension Input Amount for the period 1 April 2016 to 5 April 2016.
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alignment tax year (and none is attributed to the post-
alignment tax year)

o If person joined the LGPS after 8 July 2015 and became  [s237zA(14)]
a deferred member before 1 April 2016

The whole Pension Input Amount is attributed to the post-
alignment tax year (and none is attributed to the pre-
alignment tax year)

o If person joined LGPS on or before 1 April 2015 and
became a deferred member on or after 9 July 2015 but
before 1 April 2016

[s237ZA(13)}

Pension Input Amount x 99 (number of days between 1
April 2015 and 8 July 2015) / 366%°” = Pension Input
Amount for the pre-alignment tax year

Pension Input Amount x 267 (number of days between 9
July 2015 and 31 March 2016) / 366'%= Pension Input
Amount for the post-alignment tax year

o If person joined LGPS after 1 April 2015 and before 9
July 2015 and became a deferred member on or after 9
July 2015 but before 1 April 2016

Pension Input Amount x (number of days between joining
LGPS and 8 July 2015 / number of days between joining
LGPS and 31 March 2016'%) = Pension Input Amount for
the pre-alignment tax year

Pension Input Amount x 267 (number of days between 9
July 2015 and 31 March 2016) / number of days between
joining LGPS and 31 March 2016%'°) = Pension Input
Amount for the post-alignment tax year

Any money purchase amounts (i.e. AVCs) are simply allocated to the
pre or post-alignment tax year in which they were made (e.g. AVCs
deducted from pay on, say, 20 April, 20 May and 20 June 2015 would
be allocated to the Pension Input Amount for the pre-alignment tax
year and those deducted from pay on 20 July 2015 through to 20
March 2016 would be allocated to the Pension Input Amount for the

107 Includes 1 day for 29 February 2016.
108 Includes 1 day for 29 February 2016.
109 Remember to include 1 day for 29 February 2016.
110 Remember to include 1 day for 29 February 2016.
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post-alignment tax year.

127. For tax year 2016/17 and subsequent tax years the annual allowance [s228ZA(3)]
is reduced on a tapered basis (a ‘reduced annual allowance’) for
individuals:

e whose ‘adjusted income’ for the tax year is more than
£150,000, and

e whose ‘threshold income’ for the same tax year is more than
£110,000.

An individual with ‘threshold income’ of £110,000 or less for a tax
year is not subject to the tapered annual allowance, even if their
‘adjusted income’ for that tax year exceeds £150,000.

128. Where the taper applies, the annual allowance is reduced by £1 for [s228ZA(1) and
every £2 of ‘adjusted income’ above £150,000. However, this is (3)
subject to a minimum reduced annual allowance of £10,000. Thus,
where an individual has an ‘adjusted income’ of, or above, £210,000
and the reduction would otherwise take their tapered annual
allowance below £10,000 for the tax year, their reduced annual
allowance for that year is set at £10,000.

129. Where the amount of the reduction is not a multiple of £1 it is rounded [s228ZA(2)]
down to the nearest multiple of £1.

130. ‘Adjusted income’ is: [s228ZA(4)]

e the individual’s taxable income!!! after deduction of employee
pension contributions''? and other elements on which relief is

111 Taxable income include income from, for example, earnings from employment, earnings
from self-employment/partnerships, most pensions income (State, occupational and personal
pensions), interest on most savings, income from shares (dividend income), rental income,
and income received by an individual from a trust.

112 j.e. pension contributions deducted from pay under net pay arrangements, and pension
contributions that would normally have been deducted under net pay arrangements but could
not be for some reason (e.g. there was not enough pay from which to collect the
contributions), and pension contributions for which the individual has claimed tax relief direct
from HMRC.
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given®® but before any personal tax allowance or blind
person’s allowance is taken off, plus

e employee pension contributions!'4, plus

e the value of any employer pension contributions for the tax
year, which is calculated by taking the individual’s total
Pension Input Amounts for the Pension Input Period — 6 April
to 5 April - and deducting the total of any member contributions
paid during the tax year)!'®, less

e the amount of any lump sum death benefits mentioned in
section 636A(4ZA) of the Income Tax (Earnings and Pensions)
Act 2003 accruing to the individual in the tax year (see
PTMO073000) i.e. such a lump sum death benefit received by
the individual in respect of the death of a pension scheme
member who died when aged over 75 or, other than an annuity
protection lump sum death benefit or a pension protection
lump sum death benefit, where the member died prior to age
75 but the payment was not made before the relevant 2 year

113 That is relief under the following sections / Parts of the Income Tax Act 2007: section 72
(early trade losses relief), Chapter 6 of Part 4 (share loss relief), Chapter 3 of Part 8 (gifts of
shares, securities and real property to charities etc), sections 457 and 458 or section 266(7)
of the Income and Corporation Taxes Act 1988 (payments to trade unions or police
organisations), section 64 (trade loss relief against general income), section 83 (carry-forward
trade loss relief), section 89 (terminal trade loss relief), section 96 (post-cessation trade
relief), section 118 (carry-forward property loss relief), section 120 (property loss relief against
general income), section 125 (post-cessation property relief), section 128 (employment loss
relief against general income), section 152 (loss relief against miscellaneous income),
Chapter 1 of Part 8 (interest payments), Chapter 4 of Part 8 (annual payments), section 574
(manufactured dividends on UK shares: payments by non-companies), section 579
(manufactured interest on UK securities: payments not otherwise deductible), Part 2 of CAA
2001 (plant and machinery allowances), in a case where the allowance is to be given effect
under section 258 of that Act (special leasing of plant and machinery), Part 8 of CAA 2001
(patent allowances) in a case where the allowance is to be given effect under section 479 of
that Act (persons having qualifying non-trade expenditure), section 555 of the Income Tax
(Earnings and Pensions) Act 2003 (deduction for liabilities related to former employment),
section 446 of ITTOIA 2005 (strips of government securities: relief for losses), section 454(4)
of ITTOIA 2005 (listed securities held since 26 March 2003: relief for losses: persons other
than trustees), and section 600 of ITTOIA 2005 (relief for patent expenses).

114 j.e. pension contributions deducted from pay under net pay arrangements, and pension
contributions that would normally have been deducted under net pay arrangements but could
not be for some reason (e.g. there was not enough pay from which to collect the
contributions), and pension contributions for which the individual has claimed tax relief direct
from HMRC, and pension contributions where non domiciled individuals make contributions to
overseas pension schemes upon which they have claimed relief under Chapter 2 of Part 5 of
the Income Tax (Earnings and Pensions) Act 2003 for the tax year.

115 For money purchase schemes to which an employer contributes, the employer
contributions will, in effect, be the actual employer contributions paid in the tax year for that
arrangement.
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period!!® for making an authorised payment. This applies to
those lump sums that, prior to 6 April 2016 would have been
subject to the special lump sum death benefit charge (45%)
but which, from 6 April 2016, will instead be taxed at the
recipient’s marginal rate of tax.

It should be noted that employee contributions should, technically,
include employee contributions due on pay for the period 6 April to 5
April in order to coincide with, and be consistent with, the same
period over which the employer contributions are determined (i.e. the
employer contributions are derived from by taking the individual’s
total Pension Input Amounts for the tax year — 6 April to 5 April - and
deducting the total of any member contributions paid during the tax
year).

131. ‘Threshold income’ is: [s228ZA(5) to (8)]

e the individual’s taxable income after deduction of employee
pension contributions and other elements on which relief is
given but before any personal tax allowance or blind person’s
allowance is taken off (i.e. as in the first bullet point in the
paragraph above), plus

e the amount of any reduction of employment income for
pension provision as a result of any ‘relevant salary sacrifice
arrangement’, or ‘relevant flexible remuneration arrangement’,
made on or after 9 July 20157, |less

116 j e. within 2 years of either the day on which the scheme administrator first knew of the
death or of the day on which that scheme administrator could first reasonably have been
expected to have known of it.

117 A relevant salary sacrifice arrangement is where:

« an individual gives up employment income in exchange for pension contributions by an
employer, and

« the salary sacrifice arrangement was made on or after 9 July 2015 (whether before or after
the start of the employment concerned).

A relevant flexible remuneration arrangement is where:

« an individual and their employer agree that pension contributions will be made by the
employer rather than the individual receive some employment income, and

« the flexible remuneration arrangement was made on or after 9 July 2015 (whether before or
after the start of the employment concerned).

For the purpose of a relevant salary sacrifice or relevant flexible remuneration arrangement,
‘a pension contribution by an employer’ means an individual's employer or some other person
* paying contributions (or additional contributions) to a pension scheme in respect of the
individual or otherwise

* to secure increased benefits under a pension scheme to which the individual, a dependant
of the individual, or any person connected with the individual has an actual or prospective
entitlement
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e the amount (before any deduction under section 192(1) of the
Finance Act 2004) of any pension contribution paid in the year
in respect of which the individual is entitled to be given relief
under section 192 of the Finance Act 2004 (relief at source,
see PTM044220), less

e the amount of any lump sum death benefits mentioned in
section 636A(4ZA) of the Income Tax (Earnings and Pensions)
Act 2003 accruing to the individual in the tax year (see
PTMO073000) i.e. such a lump sum death benefit received by
the individual in respect of the death of a pension scheme
member who died when aged over 75 or, other than an annuity
protection lump sum death benefit or a pension protection
lump sum death benefit, where the member died prior to age
75 but the payment was not made before the relevant 2 year
period!!® for making an authorised payment. This applies to
those lump sums that, prior to 6 April 2016 would have been
subject to the special lump sum death benefit charge (45%)
but which, from 6 April 2016, will instead be taxed at the
recipient’s marginal rate of tax.

132. There are anti-avoidance rules to prevent arrangements being [s228ZB]
entered into to reduce an individual’s ‘adjusted income’ or ‘threshold
income’ in order to avoid or reduce the effects of the taper, where the
reduction in income will be redressed in a later tax year. Such
arrangements are deemed to be ineffective and the taper applied as if
the arrangement had not been made. For the purpose of this anti-
avoidance rule ‘arrangements’ includes any agreement,
understanding, ‘scheme’, transaction or series of transactions
(whether or not legally enforceable). Note that at PTM057100 there is
a clarification which says “Note - the terms ‘arrangements’ and
‘scheme’ are used here in the sense of avoidance devices rather than
pension schemes or pension arrangements. This clarification would
appear to mean that it would not be an anti-avoidance arrangement if
a person makes greater employee pension contributions, thereby
reducing their ‘threshold income’ to below £110,000 and thus
avoiding the annual allowance taper (but, of course, increasing
pension contributions would itself result in an increase in the Pension
Input Amount which could lead to the individual breaching the un-
tapered annual allowance and, depending on the level of carry
forward, could lead to an annual allowance tax charge).

118 j.e. within 2 years of either the day on which the scheme administrator first knew of the
death or of the day on which that scheme administrator could first reasonably have been
expected to have known of it.
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133. For individuals who have flexibly accessed a money purchase
arrangement and the tapered annual allowance applies to them

e a money purchase annual allowance applies for ‘money-
purchase inputs’, and

¢ the ‘alternative’ annual allowance applies for ‘other inputs’.

The ‘alternative’ annual allowance is found by subtracting £10,000
from the amount of the reduced annual allowance for the tax year (i.e.
following the reduction due to the taper). If the minimum reduced
annual allowance of £10,000 applies, the ‘alternative’ annual
allowance is nil.

134. If the member has, from all sources of income, ‘adjusted income’ for
the tax year of more than £150,000 and their ‘threshold income’ for
the same tax year is more than £110,000, it is the individual’s
responsibility to work out their tapered annual allowance and the tax
charges, if any, applicable.

This is no different to the situation where a member who is not a high
earner has a Pension Input Amount in the Fund of less than the
annual allowance (£40,000). As far as the administering authority is
aware there is no annual allowance tax charge and the administering
authority is not required to automatically provide a pension savings
statement (see paragraph 155). However, the member might have
pension savings in another pension scheme and the Pension Input
Amount in that scheme might also be less than the annual allowance
(£40,000). The total Pension Input Amounts from both schemes
might, nonetheless, exceed the annual allowance (£40,000) and, if
they do, it is the individual’s responsibility to work out their total
Pension Input Amounts and the tax charges, if any, that are
applicable.

135. The tapered annual allowance applying for a tax year does not alter
the ‘mandatory Scheme pays’ conditions. In particular, it remains a
requirement that the individual’s total amount of pension savings in
the pension scheme for the tax year has to exceed the annual
allowance amount in section 228 Finance Act 2004.

For tax year 2016/17, for example, that means that means that where
the individual’s tax charge under the Scheme (not the Fund) exceeds
£2,000 (see paragraph 179) the individual’s total Pension Input
Amount in the Fund has to exceed £40,000 (and not simply exceed
the individual’s reduced annual allowance) in order for the ‘mandatory
Scheme pays’ option to be available.
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136.

137.

138.

139.

140.

141.

Where individuals exceed the annual allowance in a given tax year,  [S228A]
unused allowance from up to three previous tax years*® will be

available to offset against the excess pensions savings, provided the
individual was a member of a Registered Pension Scheme in those

years.

There is no requirement for the individual to have actually paid any

contributions to a Registered Pension Scheme in those 3 years; [s 228A(4) and
merely that they were a member of a scheme (i.e. an active, deferred, s151]
pensioner or pension credit member).

Carry-forward is available against an assumed annual allowance of [paragraph 30 of
£50,000 for the tax years 2008/09, 2009/10 and 2010/11. The EF“ 17 t?A tf:e
calculation of the Opening and Closing Values for those years are Z(I)nlalrice ¢

calculated in the same way as for tax year 2011/12.

From tax year 2015/16 onwards, certain individuals might be subject
to the money purchase annual allowance instead of the ‘standard’
annual allowance. Tax year 2015/16 itself is split into two ‘mini’ tax
years for annual allowance purposes. It is still possible to carry
forward from a previous tax year when the money purchase annual
allowance applies but the amount that can be carried forward is
calculated by reference to the ‘alternative’ annual allowance that
applied for that previous tax year.

From tax year 2016/17 onwards, certain individuals might be subject
to the tapered annual allowance (they could also be subject to both
the tapered annual allowance and money purchase annual
allowance). When this occurs in a previous tax year, the amount that
can be carried forward is calculated by reference to the individual’s
reduced annual allowance (or, if the money purchase annual
allowance applied as well, the individual’s reduced ‘alternative’
annual allowance).

It is best, therefore, to break the carry forward provisions down into
the position applying:

up to and including tax year 2014/15,
for tax year 2015/16,

for tax years 2016/17 to 2018/19

for tax years from 2019/20 onwards.

119 Or, technically, 4 tax years if one of the 3 tax years is 2015/16, because that tax year is
split into 2 mini-tax years.
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Position up to and including tax year 2014/15 ES7§]28A(6) and

142. Where the ‘current’ tax year was 2011/12, 2012/13, 2013/14 or
2014/15 individuals could carry forward any annual allowance they
had not used in the previous three tax years. There is a strict order in
which available annual allowance must be used-up. The annual
allowance for the ‘current’ tax year should be used first. The unused
annual allowance from earlier years is then used, beginning with
available annual allowance from the earliest of the three previous tax
years first. If one of the previous three years has an input amount of
more than the annual allowance then that excess is treated as using
up any amount of available annual allowance from the preceding
year(s) first and this will reduce the available annual allowance to be
carried forward to the ‘current’ year. However, the position is different
for 2008/09, 2009/10 and 2010/11. If one of the previous three years
that has a total input amount of more than £50,000 is 2009/10 and /
or 2010/11 then that excess is not treated as using up any amount of
available annual allowance from the preceding year(s).

Position for tax year 2015/16

143. Where the ‘current’ tax year is 2015/16 special rules apply because
the tax year is split into two mini-tax years (the pre-alignment tax year
running from 6 April 2015 to 8 July 2015 and the post-alignment tax
year running from 9 July 2015 to 6 April 2016).

Pre-alignment tax year

Individuals can carry forward to the pre-alignment tax year any
annual allowance they have not used in the previous three tax years
(i.e. from any of 2012/13, 2013/14 and 2014/15). There is a strict
order in which available annual allowance must be used-up. The
annual allowance for the pre-alignment tax year is used first. The
unused annual allowance from the previous three tax years is then
used, beginning with available unused annual allowance from the
earliest tax year first.

Post-alignment tax year

Individuals can carry forward to the post-alignment tax year any
annual allowance they have not used in the previous four tax years
(i.e. from any of 2012/13, 2013/14, 2014/15 and the pre-alignment tax
year).

Note - a different method of calculation applies if the money purchase
annual allowance applied for the pre-alignment tax year (see
paragraph 146).

If the individual was a member of a registered pension scheme at any
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time during the pre-alignment tax year then there is a nil annual
allowance for the post-alignment tax year.

The unused annual allowance from the pre-alignment tax year is [s228C(8)(c)]
used first.

If the amount of any unused annual allowance from the pre-alignment
tax year exceeds £40,000, the maximum unused amount that can be
carried forward is limited to £40,000 from the pre-alignment tax year.

Then the unused annual allowance from the three years before the
pre-alignment tax year is used, beginning with available unused
annual allowance from the earliest tax year first.

If the individual was not a member of a registered pension scheme at
any time during the pre-alignment tax year then the annual allowance
for the post-alignment tax year is £40,000. Typically this will mean
there is no unused annual allowance to carry forward from the pre-
alignment tax year and possibly none of the previous three tax years
before that.

Position for tax years 2016/17 to 2018/19

144. Individuals can carry forward any annual allowance that they have not
used in the previous four tax years to the current tax year, as follows:

e Fortax year 2016/17 - from the post-alignment tax year, the
pre-alignment tax year, 2014/15, 2013/14.

e Fortax year 2017/18 — from 2016/17, the post-alignment tax
year, the pre-alignment tax year, 2014/15.

e Fortax year 2018/19 - from 2017/18, 2016/17, the post-
alignment tax year, the pre-alignment tax year.

If the individual was a member of registered pension scheme at any
time during the pre-alignment tax year then no unused annual
allowance can be carried forward from the post-alignment tax year.
This is because the individual has a nil annual allowance for that
‘mini’ tax year in this case.

There is a strict order in which available annual allowance must be
used-up. The annual allowance for the current tax year is used first.
The unused annual allowance from the previous four tax years is then
used, beginning with available unused annual allowance from the
earliest tax year first (i.e. any available unused annual allowance from
the pre-alignment tax year does not take precedence over the other
previous tax years.)

Note - a different method of calculation applies if the money purchase
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145.

146.

annual allowance applied for an earlier tax year (see paragraph 146).

Position for tax years 2019/20 onwards

Where the ‘current’ tax year is 2019/20 or later, individuals can carry
forward any annual allowance they have not used in the previous
three tax years. There is a strict order in which available annual
allowance must be used-up. The annual allowance for the ‘current’
tax year should be used first. The unused annual allowance from
earlier years is then used, beginning with available annual allowance
from the earliest of the three previous tax years first.

Note - a different method of calculation applies if the money purchase
annual allowance applied for an earlier tax year (see paragraph 146).

When the money purchase annual allowance applies for a
previous tax year

When the money purchase annual allowance applies for a previous
tax year (i.e. when the individual had an annual allowance charge by
reference to the application of the money purchase annual
allowance), the maximum amount of unused allowance that can be
carried forward from that tax year is calculated by reference to the
‘alternative’ annual allowance for the tax year concerned.

There will be unused allowance to carry forward if the ‘other inputs’
(i.e. non money purchase inputs) for that previous tax year were less
than the ‘alternative’ annual allowance for the same tax year. If so the
unused allowance is the difference between the ‘other inputs’ and the
‘alternative’ annual allowance.

For example, if the individual’s ‘other inputs’ for the tax year are
£25,000 and the ‘alternative’ annual allowance for the tax year is
£30,000 then the unused allowance for the tax year is £5,000
(£30,000 less £25,000).

Note - tax year 2015/16 is split into two ‘mini’ tax years for annual
allowance purposes (the pre and post-alignment tax years) and the
amount of alternative annual allowance for either, or both, of the ‘mini’
tax years depends on the circumstances of the individual
(PTMO058030 has more details).

Note - if the previous tax year is 2016-17 (or a later tax year) and the
tapered annual allowance applied as well for that year, the ‘other
inputs’ are tested against the individual’s reduced alternative annual
allowance.

Individuals who are subject to the money purchase annual allowance
for tax year 2015/16 (as split into two ‘mini’ tax years), or later tax
years, might still be liable to an annual allowance charge that must be
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147.

included in their Self-Assessment tax return despite their total

pension input amount not exceeding their available annual allowance.

This would be the case where the only amount subject to the annual
allowance charge is in respect of a ‘money-purchase’ input in excess

of the money purchase annual allowance.

Note - when the money purchase annual allowance applies for a
current tax year, any unused annual allowance from a previous tax
year cannot be added to it. Thus, unused annual allowance cannot
be used to offset a ‘money-purchase input’ that exceeds the money
purchase annual allowance when the money purchase annual
allowance applies. Any unused annual allowance can only be added
to the ‘alternative’ annual allowance.

All of the above may best be explained by the examples below.

Example — employee 1 — not subject to the money purchase
annual allowance (MPAA) or the tapered annual allowance.

Employee 1 — 2011/12 Pensions Input Period:

Year Value of AA
benefit
accrual
2008/09 | £30,000 | £50,000 | Unused AA to carry forward
from 2008/09 = £20,000
2009/10 | £90,000 | £50,000 | £40,000 excess does not use
up £20,000 unused AA from
2008/09
2010/11 | £30,000 | £50,000 | Unused AA to carry forward
from 2010/11 = £20,000
2011/12 | £95,000 | £50,000 |£50,000 AA for 2011/12 +

£20,000 unused AA brought
forward from 2008/09 +
£20,000 unused AA brought
forward from 2010/11 leaves
£5,000 subject to tax charge.
There is thus no unused AA to
carry forward to 2012/13

Employee 1 — 2012/13 Pensions Input Period:

Year Value of AA
benefit
accrual
2008/09 | £30,000 | £50,000 | Unused AA of £20,000 has

dropped out of reckoning, but
information is nonetheless
important to determine whether
there were any amounts to
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carry forward from 2011/12

2009/10 | £90,000

£50,000

£40,000 excess, no carry
forward

2010/11 | £30,000

£50,000

Unused AA to carry forward
from 2010/11 = £20,000

2011/12 | £95,000

£50,000

£50,000 AA for 2011/12 +
£20,000 unused AA brought
forward from 2008/09 +
£20,000 unused AA brought
forward from 2010/11 left
£5,000 subject to tax charge.
There was thus no residual
unused AA to carry forward to
2012/13

2012/13 | £35,000

£50,000

Unused AA to carry forward
from 2012/13 = £15,000

Employee 1 — 2013/14 Pensions Input Period:

Year Value of
benefit
accrual

AA

2008/09 | £30,000

£50,000

Unused AA of £20,000 has
dropped out of reckoning, but
information is nonetheless
important to determine whether
there were any amounts to
carry forward from 2011/12

2009/10 | £90,000

£50,000

£40,000 excess drops out of
reckoning and did not use up
£20,000 unused AA from
2008/09

2010/11 | £30,000

£50,000

Unused AA to carry forward
from 2010/11 = £20,000

2011/12 | £95,000

£50,000

£50,000 AA for 2011/12 +
£20,000 unused AA brought
forward from 2008/09 +
£20,000 unused AA brought
forward from 2010/11 left
£5,000 subject to tax charge.
There was thus no residual
unused AA to carry forward to
2012/13

2012/13 | £35,000

£50,000

Unused AA to carry forward
from 2012/13 = £15,000

2013/14 | £60,000

£50,000

£50,000 AA from 2013/14 +
£10,000 of the £15,000 brought
forward from 2012/13 is used
up so £5,000 residual unused
AA from 2012/13 to carry
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| forward to 2014/15

Employee 1 - 2014/15 Pensions Input Period:

Year Value of
benefit
accrual

AA

2008/09 | £30,000

£50,000

Unused AA of £20,000 has
dropped out of reckoning, but
information is nonetheless
important to determine whether
there were any amounts to
carry forward from 2011/12

2009/10 | £90,000

£50,000

£40,000 excess has dropped
out of reckoning and did not
use up £20,000 unused AA
from 2008/09

2010/11 | £30,000

£50,000

Unused AA of £20,000 has
dropped out of reckoning, but
information is nonetheless
important to determine whether
there were any amounts to
carry forward from 2011/12,
2012/13 or 2013/14

2011/12 | £95,000

£50,000

£50,000 AA from 2011/12 +
£20,000 unused AA brought
forward from 2008/09 +
£20,000 unused AA brought
forward from 2010/11 left
£5,000 subject to tax charge.
There was thus no residual
unused AA to carry forward to
2012/13

2012/13 | £35,000

£50,000

Unused AA to carry forward
from 2012/13 = £15,000

2013/14 | £60,000

£50,000

£50,000 AA from 2013/14 +
£10,000 of the £15,000 brought
forward from 2012/13 was used
up so there is £5,000 of
residual unused AA from
2012/13 to carry forward to
2014/15

2014/15 | £30,000

£40,000

Unused AA to carry forward =
£10,000 from 2014/15 + £5,000
residual AA from 2012/13

Version 3.3 — December 2017

128



Employee 1 - 2015/16 Pensions Input Period:

Year

Value of
benefit
accrual

AA

2009/10

£90,000

£50,000

£40,000 excess has dropped
out of reckoning

2010/11

£30,000

£50,000

Unused AA of £20,000 has
dropped out of reckoning, but
information is nonetheless
important to determine whether
there were any amounts to
carry forward from 2011/12,
2012/13 or 2013/14

2011/12

£95,000

£50,000

£50,000 AA + £20,000 unused
AA brought forward from
2008/09 + £20,000 unused AA
brought forward from 2010/11
left £5,000 subject to tax
charge. There was thus no
unused AA carried forward to
2012/13. This has dropped out
of reckoning, but information is
nonetheless important to
determine whether there were
any amounts to carry forward
from 2012/13, 2013/14 or
2014/15

2012/13

£35,000

£50,000

Unused AA to carry forward
from 2012/13 = £15,000

2013/14

£60,000

£50,000

£50,000 AA for 2013/14 +
£10,000 of the £15,000 brought
forward from 2012/13 was used
up so there is £5,000 of
residual unused AA from
2012/13 to carry forward to
2014/15

2014/15

£30,000

£40,000

Unused AA to carry forward
from 2014/15 = £10,000 +
£5,000 residual AA from
2012/13

2015/16
(pre-
alignment
mini-tax
year)

£10,000

£80,000

Unused AA to carry forward =
£55,000 i.e. £40,000* from the
2015/16 pre-alignment mini-tax
year + £5,000 residual AA from
2012/13 + £10,000 unused AA
brought forward from 2014/15.

2015/16
(post-
alignme

£30,000

£0

Unused AA to carry forward =
£20,000. The £30,000 excess
over the AA of £0 is covered by
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nt mini-
tax
year)

the unused AA allowance from
the pre-alignment mini tax year
first leaving £10,000 residual
unused AA from the pre-
alignment tax year plus
£10,000 unused AA from
2014/15 to carry forward to
2016/17.

* Although the excess is £70,000 the carry forward is limited to a
maximum of £40,000.

Employee 1 - 2016/17 Pensions Input Period:

Year

Value of
benefit
accrual

AA

2010/11

£30,000

£50,000

Unused AA of £20,000 has
dropped out of reckoning, but
information is nonetheless
important to determine
whether there were any
amounts to carry forward from
2011/12,2012/13 or 2013/14

2011/12

£95,000

£50,000

£50,000 AA + £20,000 unused
AA brought forward from
2008/09 + £20,000 unused AA
brought forward from 2010/11
left £5,000 subject to tax
charge. There was thus no
unused AA carried forward to
2012/13. This has dropped out
of reckoning, but information
is nonetheless important to
determine whether there were
any amounts to carry forward
from 2012/13, 2013/14 or
2014/15

2012/13

£35,000

£50,000

Unused AA of £15,000 has
dropped out of reckoning, but
information is nonetheless
important to determine
whether there were any
amounts to carry forward from
2013/14, 2014/15 or 2015/16

2013/14

£60,000

£50,000

£50,000 AA for 2013/14 +
£10,000 of the £15,000
brought forward from 2012/13
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was used up so there is
£5,000 of residual unused AA
from 2012/13 to carry forward
to 2014/15

2014/15

£30,000

£40,000

Unused AA to carry forward
from 2014/15 = £10,000 +
£5,000 residual AA from
2012/13

2015/16
(pre-
alignment
mini-tax
year)

£10,000

£80,000

Unused AA to carry forward =
£40,000* from 2015/16 pre-
alignment mini-tax year +
£5,000 residual AA from
2012/13 + £10,000 unused AA
brought forward from 2014/15.

2015/16
(post-
alignment
mini-tax
year)

£30,000

£0

Unused AA to carry forward =
£20,000 i.e. the £30,000
excess over the AA of £0 is
covered by the unused AA
allowance from the pre-
alignment mini tax year first
leaving £10,000 residual
unused AA from the pre-
alignment mini tax year plus
£10,000 unused AA from
2014/15 to carry forward to
2016/17.

2016/17

£45,000

£40,000**

£40,000 AA for 2016/17 +
£5,000 of the £10,000 brought
forward from the 2014/15 tax
year is used up so £5,000
residual unused AA from
2014/15 plus £10,000 from the
pre-alignment mini-tax year is
left to carry forward to 2017/18
meaning total carry forward is
£15,000.

* Although the excess is £70,000 the carry forward is limited to a
maximum of £40,000.
** |f the taper applies to the member the figure of £40,000 would be
substituted with the tapered AA figure and the figures in the final

column adjusted accordingly.

Employee 1 - 2017/18 Pensions Input Period:

Year Value of AA
benefit
accrual
2011/12 | £95,000 £50,000 | £50,000 AA + £20,000 unused
AA brought forward from
2008/09 + £20,000 unused AA
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brought forward from 2010/11
left £5,000 subject to tax
charge. There was thus no
unused AA carried forward to
2012/13. This has dropped out
of reckoning, but information
Is nonetheless important to
determine whether there were
any amounts to carry forward
from 2012/13, 2013/14 or
2014/15

2012/13

£35,000

£50,000

Unused AA of £15,000 has
dropped out of reckoning, but
information is nonetheless
important to determine
whether there were any
amounts to carry forward from
2013/14, 2014/15 or 2015/16

2013/14

£60,000

£50,000

£50,000 AA for 2013/14 +
£10,000 of the £15,000
brought forward from 2012/13
was used up so there was
£5,000 of residual unused AA
from 2012/13 carried forward
to 2014/15. This has dropped
out of reckoning, but
information is nonetheless
important to determine
whether there were any
amounts to carry forward from
2014/15, 2015/16 or 2016/17

2014/15

£30,000

£40,000

Unused AA to carry forward
from 2014/15 = £10,000 +
£5,000 residual AA from
2012/13

2015/16
(pre-
alignment
mini-tax
year)

£10,000

£80,000

Unused AA to carry forward =
£40,000* from 2015/16 pre-
alignment mini-tax year +
£5,000 residual AA from
2012/13 + £10,000 unused AA
brought forward from 2014/15.

2015/16
(post-
alignment
mini-tax
year)

£30,000

£0

Unused AA to carry forward =
£20,000 i.e. the £30,000
excess over the AA of £0 is
covered by the unused AA
allowance from the pre-
alignment mini tax year first
leaving £10,000 residual
unused AA from the pre-
alignment mini tax year plus
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£10,000 unused AA from
2014/15 to carry forward to
2016/17.

2016/17 | £45,000

£40,000**

£40,000 AA for 2016/17 +
£5,000 of the £10,000 brought
forward from the 2014/15 tax
year is used up so £5,000
residual unused AA from
2014/15 plus £10,000 from the
pre-alignment mini-tax year is
left to carry forward to 2017/18
meaning total carry forward is
£15,000.

2017/18 | £30,000

£40,000**

Unused AA to carry forward =
£20,000 i.e. £10,000 from
2017/18 + £10,000 residual
unused AA from the 2015/16
pre-alignment mini-tax year.
The £5,000 unused AA from
2014/15 will not carry forward
to 2018/19 as it will then relate
to a period more than 3 years
previous.

* Although the excess is £70,000 the carry forward is limited to a

maximum of £40,000.

** |f the taper applies to the member the figure of £40,000 would be
substituted with the tapered AA figure and the figures in the final
column adjusted accordingly.

Employee 1 - 2018/19 Pensions Input Period:

Year Value of AA
benefit
accrual
2012/13 | £35,000 | £50,000 | Unused AA of £15,000 has
dropped out of reckoning, but
information is nonetheless
important to determine
whether there were any
amounts to carry forward from
2013/14, 2014/15 or 2015/16
2013/14 | £60,000 | £50,000 |£50,000 AA for 2013/14 +

£10,000 of the £15,000
brought forward from 2012/13
was used up so there was
£5,000 of residual unused AA
from 2012/13 carried forward
to 2014/15. This has dropped
out of reckoning, but
information is nonetheless
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important to determine
whether there were any
amounts to carry forward from
2014/15, 2015/16 or 2016/17

2014/15

£30,000

£40,000

Unused AA carried forward
from 2014/15 = £10,000 +
£5,000 residual AA from
2012/13. This has dropped out
of reckoning, but information

is nonetheless important to
determine whether there were
any amounts to carry forward
from 2015/16, 2016/17 or
2017/18

2015/16
(pre-
alignment
mini-tax
year)

£10,000

£80,000

Unused AA to carry forward =
£40,000* from 2015/16 pre-
alignment mini-tax year +
£5,000 residual AA from
2012/13 + £10,000 unused AA
brought forward from 2014/15.

2015/16
(post-
alignment
mini-tax
year)

£30,000

£0

Unused AA to carry forward =
£20,000 i.e. the £30,000
excess over the AA of £0 is
covered by the unused AA
allowance from the pre-
alignment mini tax year first
leaving £10,000 residual
unused AA from the pre-
alignment mini tax year plus
£10,000 unused AA from
2014/15 to carry forward to
2016/17.

2016/17

£45,000

£40,000**

£40,000 AA for 2016/17 +
£5,000 of the £10,000 brought
forward from the 2014/15 tax
year is used up so £5,000
residual unused AA from
2014/15 plus £10,000 from the
pre-alignment mini-tax year is
left to carry forward to 2017/18
meaning total carry forward is
£15,000.

2017/18

£30,000

£40,000**

Unused AA to carry forward to
2018/19 = £20,000 i.e.
£10,000 from 2017/18 +
£10,000 residual unused AA
from the 2015/16 pre-
alignment mini-tax year.

2018/19

£31,000

£40,000**

Unused AA to carry forward =
£9,000 from 2018/19 +
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£10,000 from 2017/18. The
£10,000 residual unused AA
from the 2015/16 pre-
alignment mini-tax year will
not carry forward to 2019/20
as it will then relate to a period
more than 3 years previous.

* Although the excess is £70,000 the carry forward is limited to a
maximum of £40,000.
** |f the taper applies to the member the figure of £40,000 would be
substituted with the tapered AA figure and the figures in the final

column adjusted accordingly.

Employee 1 - 2019/20 Pensions Input Period:

Year

Value of
benefit
accrual

AA

2013/14

£60,000

£50,000

£50,000 AA for 2013/14 +
£10,000 of the £15,000
brought forward from 2012/13
was used up so there was
£5,000 of residual unused AA
from 2012/13 carried forward
to 2014/15. This has dropped
out of reckoning, but
information is nonetheless
important to determine
whether there were any
amounts to carry forward from
2014/15, 2015/16 or 2016/17

2014/15

£30,000

£40,000

Unused AA carried forward
from 2014/15 = £10,000 +
£5,000 residual AA from
2012/13. This has dropped out
of reckoning, but information

is nonetheless important to
determine whether there were
any amounts to carry forward
from 2015/16, 2016/17 or
2017/18

2015/16
(pre-
alignment
mini-tax
year)

£10,000

£80,000

Unused AA carried forward =
£40,000* from 2015/16 pre-
alignment mini-tax year +
£5,000 residual AA from
2012/13 + £10,000 unused AA
brought forward from 2014/15.
This has dropped out of
reckoning, but information is
nonetheless important to
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determine whether there were
any amounts to carry forward
from 2016/17, 2017/18 or
2018/19

2015/16
(post-
alignment
mini-tax
year)

£30,000

£0

Unused AA carried forward
was £20,000 i.e. the £30,000
excess over the AA of £0 was
covered by the £40,000
unused AA from pre-alignment
mini tax year first leaving
£10,000 residual unused AA
from the pre-alignment mini
tax year + £10,000 unused AA
brought forward from 2014/15.
This has dropped out of
reckoning, but information is
nonetheless important to
determine whether there were
any amounts to carry forward
from 2016/17, 2017/18 or
2018/19

2016/17

£45,000

£40,000**

£40,000 AA for 2016/17 +
£5,000 of the £10,000 brought
forward from the 2014/15 tax
year is used up so £5,000
residual unused AA from
2014/15 plus £10,000 from the
pre-alignment mini-tax year is
left to carry forward to 2017/18
meaning total carry forward is
£15,000.

2017/18

£30,000

£40,000**

Unused AA to carry forward =
£10,000 from 2017/18 +
£10,000 residual unused AA
from the 2015/16 pre-
alignment mini-tax year.

2018/19

£31,000

£40,000**

Unused AA to carry forward =
£9,000 from 2018/19 +
£10,000 from 2017/18. The
£10,000 residual unused AA
from the 2015/16 pre-
alignment mini-tax year does
not carry forward to 2019/20
as it relates to a period more
than 3 years previous.

2019/20

£32,000

£40,000**

Unused AA to carry forward =
£27,000 i.e. £8,000 from
2019/20 + £9,000 from
2018/19 + £10,000 from
2017/18.
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* Although the excess is £70,000 the carry forward is limited to a

maximum of £40,000.

** |f the taper applies to the member the figure of £40,000 would be
substituted with the tapered AA figure and the figures in the final
column adjusted accordingly.

Employee 1 - 2020/21 Pensions Input Period:

Value of
benefit
accrual

Year

AA

2014/15 | £30,000

£40,000

Unused AA carried forward
from 2014/15 = £10,000 +
£5,000 residual AA from
2012/13. This has dropped out
of reckoning, but information

Is nonetheless important to
determine whether there were
any amounts to carry forward
from 2015/16, 2016/17 or
2017/18

2015/16
(pre-
alignment
mini-tax
year)

£10,000

£80,000

Unused AA carried forward =
£40,000* from 2015/16 pre-
alignment mini-tax year +
£5,000 residual AA from
2012/13 + £10,000 unused AA
brought forward from 2014/15.
This has dropped out of
reckoning, but information is
nonetheless important to
determine whether there were
any amounts to carry forward
from 2016/17, 2017/18 or
2018/19

2015/16
(post-
alignment
mini-tax
year)

£30,000

£0

Unused AA carried forward
was £20,000 i.e. the £30,000
excess over the AA of £0 was
covered by the £40,000
unused AA from pre-alignment
mini tax year first leaving
£10,000 residual unused AA
from the pre-alignment mini
tax year + £10,000 unused AA
brought forward from 2014/15.
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This has dropped out of
reckoning, but information is
nonetheless important to
determine whether there were
any amounts to carry forward
from 2016/17, 2017/18 or
2018/19.

2016/17 | £45,000

£40,000**

£40,000 AA for 2016/17 +
£5,000 of the £10,000 brought
forward from the 2014/15 tax
year was used up so £5,000
residual unused AA from
2014/15 plus £10,000 from the
pre-alignment mini-tax year is
left to carry forward to 2017/18
meaning total carry forward
was £15,000. This has
dropped out of reckoning, but
information is nonetheless
important to determine
whether there were any
amounts to carry forward from
2017/18, 2018/19 or 2018/19

2017/18 | £30,000

£40,000**

Unused AA to carry forward =
£10,000 from 2017/18 +
£10,000 residual unused AA
from the 2015/16 pre-
alignment mini-tax year.

2018/19 | £31,000

£40,000**

Unused AA to carry forward =
£9,000 from 2018/19 +
£10,000 from 2017/18. The
£10,000 residual unused AA
from the 2015/16 pre-
alignment mini-tax year did
not carry forward to 2019/20
as it related to a period more
than 3 years previous.

2019/20 | £32,000

£40,000**

Unused AA to carry forward =
£8,000 from 2019/20 + £9,000
from 2018/19 + £10,000 from

2017/18.

2020/21 | £33,000

£40,000**

Unused AA to carry forward =
£7,000 from 2020/21 + £8,000
from 2019/20 + £9,000 from
2018/19. The £10,000
residual unused AA from
2017/18 does not carry
forward to 2021/22 as it
relates to a period more than
3 years previous.
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* Although the excess is £70,000 the carry forward is limited to a

maximum of £40,000.

** |f the taper applies to the member the figure of £40,000 would be
substituted with the tapered AA figure and the figures in the final
column adjusted accordingly.

Example - employee 2 — member had flexibly accessed benefits

in the pre-alignment 2015/16 tax year and is subject to the

money purchase annual allowance (MPAA) because they have a

money purchase input of more than £10,000 (MPAA is £10,000
for 2015/16 and 2016/17, from 2017/18 onwards it reduces to

£4,000)

Employee 2 - 2015/16 Pensions Input Period:

Value of
benefit
accrual

Year

AA

2009/10 | £90,000

£50,000

£40,000 excess has dropped
out of reckoning

2010/11 | £30,000

£50,000

Unused AA of £20,000 has
dropped out of reckoning, but
information is nonetheless
important to determine
whether there were any
amounts to carry forward from
2011/12,2012/13 or 2013/14

2011/12 | £95,000

£50,000

£50,000 AA + £20,000 unused
AA brought forward from
2008/09 + £20,000 unused AA
brought forward from 2010/11
left £5,000 subject to tax
charge. There was thus no
unused AA carried forward to
2012/13. This has dropped out
of reckoning, but information

Is nonetheless important to
determine whether there were
any amounts to carry forward
from 2012/13, 2013/14 or
2014/15

2012/13 | £35,000

£50,000

Unused AA to carry forward
from 2012/13 = £15,000
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2013/14 | £60,000 | £50,000 | £50,000 AA for 2013/14 +
£10,000 of the £15,000
brought forward from 2012/13
was used up so there is
£5,000 of residual unused AA
from 2012/13 to carry forward
to 2014/15
2014/15 | £30,000 | £40,000 | Unused AA to carry forward
from 2014/15 = £10,000 +
£5,000 residual AA from
2012/13
2015/16 | £22,000** | £20,000 | No unused allowance for
(pre- previous years can be carried
alignment forward towards the money
mini-tax
year — purchase annual allowance
money (MPAA) for 2015/16 pre-
purchase alignment mini-tax year. Thus
input) £2,000 of money purchase
input is subject to a tax
charge.
2015/16 | £28,000 | £60,000 | Unused AA to carry forward =
(pre- £30,000* from 2015/16 pre-
alignment alignment mini-tax year +
r;g];_rtéix £5,000 residual AA from
other 2012/13 + £10,000 unused AA
inputs) brought forward from 2014/15.
2015/16 | £2,000 £0 The MPAA for the post
(post- alignment tax year in this
ar'r'?ir?i”:egt circumstance is nil. No
yeari unused allowance for the
money years prior to the pre-
purchase alignment mini-tax year can
input) be carried forward towards the
money purchase annual
allowance (MPAA) for the
2015/16 post-alignment mini-
tax year thus £2,000 of money
purchase input is subject to a
tax charge.
2015/16 | £22,000 £0 The £22,000 excess over the
(post- AA of £0 is covered by the
alignment £30,000 AA carried forward
r;g'rtfx from the 2015/16 pre—
other alignment mini-tax year. This
inputs) leaves £8,000 residual unused
AA from the pre-alignment
mini tax year + the £10,000
unused AA brought forward
from 2014/15 to carry forward
to 2016/17.
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* Although the excess is £32,000 the carry forward is limited to a
maximum of £30,000.
** The £22,000 money purchase input amount in the pre-alignment
mini tax year is in respect of the period after flexible access has

occurred.

Employee 2 - 2016/17 Pensions Input Period:

Year

Value of
benefit
accrual

AA

2010/11

£30,000

£50,000

Unused AA of £20,000 has
dropped out of reckoning,
but information is
nonetheless important to
determine whether there
were any amounts to carry
forward from 2011/12,
2012/13 or 2013/14

2011/12

£95,000

£50,000

£50,000 AA + £20,000
unused AA brought forward
from 2008/09 + £20,000
unused AA brought forward
from 2010/11 left £5,000
subject to tax charge. There
was thus no unused AA
carried forward to 2012/13.
This has dropped out of
reckoning, but information is
nonetheless important to
determine whether there
were any amounts to carry
forward from 2012/13,
2013/14 or 2014/15

2012/13

£35,000

£50,000

Unused AA of £15,000 has
dropped out of reckoning,
but information is
nonetheless important to
determine whether there
were any amounts to carry
forward from 2013/14,
2014/15 or 2015/16
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2013/14 | £60,000 £50,000 | £50,000 AA for 2013/14 +
£10,000 of the £15,000
brought forward from
2012/13 was used up so
there is £5,000 of residual
unused AA from 2012/13 to
carry forward to 2014/15

2014/15 | £30,000 £40,000 | Unused AA to carry forward
from 2014/15 = £10,000 +
£5,000 residual AA from
2012/13

2015/16 | £22,000** | £20,000 | No unused allowance for

(pre- previous years can be
alignment carried forward towards the
T/g‘a"rtix money purchase annual
money allowance (MPAA) for
purchase 2015/16 pre-alignment mini-
input) tax year. Thus £2,000 of
money purchase input is
subject to a tax charge.

2015/16 | £28,000 £60,000 | Unused AA to carry forward

(pre- = £30,000* from 2015/16
alignment pre-alignment mini-tax year
Vearo. + £5,000 residual AA from

other 2012/13 + £10,000 unused
inputs) AA brought forward from
2014/15.

2015/16 £2,000 £0 The MPAA for the post

(post- alignment tax year in this
alignment circumstance is nil. No
r;g:rtfx unused allowance for the

money years prior to the pre-

purchase alignment mini-tax year can

input) be carried forward towards
the money purchase annual
allowance (MPAA) for the
2015/16 post-alignment
mini-tax year thus £2,000 of
money purchase input is
subject to a tax charge.

2015/16 | £22,000 £0 The £22,000 excess over

(post- the AA of £0 is covered by
alignment the £30,000 AA carried
myg];_rtix forward from the 2015/16

other pre—alignment mini-tax year.

inputs) This leaves £8,000 residual
unused AA from the pre-
alignment mini tax year + the
£10,000 unused AA brought
forward from 2014/15 to
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carry forward to 2016/17.
2016/17 | £11,000 £10,000 No unused allowance for

(money previous years can be
purchase carried forward towards the
input) MPAA, thus £1,000 of

money purchase input is
subject to a tax charge.
2016/17 | £32,000 | £30,000*** | The £2,000 excess over the

(other AA of £30,000 is covered by

inputs) the £2,000 of the £10,000
unused AA from 2014/15.
This leaves £8,000 residual
unused AA from 2014/15 +
the £8,000 residual unused
AA from the 2015/16 pre-
alignment mini-tax to carry
forward to 2017/18.

* Although the excess is £32,000 the carry forward is limited to a
maximum of £30,000.

** The £22,000 money purchase input amount in the pre-alignment
mini tax year is in respect of the period after flexible access has
occurred.

*** |f the taper applies to the member the figure of £30,000 would be
substituted with the tapered AA figure and the figures in the final
column adjusted accordingly.

148. Any negative accruals for an arrangement in a year will be treated as  [s234(1) to (3)]
a zero accrual (see Example 15).

149. Worked examples for the annual allowance test in a wide a range of
situations are set out in Annex 3.

150. Employers and Scheme members need to be aware that there are [s236A]
special anti-avoidance provisions. These are designed to cover any
Scheme member who, in a Pension Input Period, enters into a
measure that is designed to increase the annual rate of pension
under the arrangement at a time after the member has become
entitled to the Scheme pension, but with the intention of seeking to
avoid or reduce his / her liability to the annual allowance tax charge.
This is called an “avoidance-inspired post-entitlement enhancement”.
For example, if a member retiring in one Pension Input Period agrees
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with the employer to delay payment of a pensionable bonus payment
until the next Pension Input Period this would be an “avoidance-
inspired post-entittement enhancement” if its main purpose, or one of
the main purposes, was to avoid or reduce a liability to the annual
allowance tax charge. If that were the case, the Pension Input
Amount for the Pension Input Period in which the avoidance inspired
measure was entered into (and for all subsequent Pension Input
Periods) would be calculated, not in the normal way, but as follows:

e the Opening Value is to be calculated as being "such amount
as, applying normal actuarial practice, is the expected cost of
giving effect to the individual's rights under the arrangement at
the end of the Pension Input Period immediately preceding the
current Pension Input Period (or is nil if the Pension Input Period
is the first Pension Input Period of the arrangement)" and

e the Closing Value is to be calculated as being "such amount as,
applying normal actuarial practice, is the expected cost of giving
effect to the individual's rights under the arrangement at the end
of the Pension Input Period."

151. There are also anti-avoidance rules to prevent arrangements being [s228ZB]
entered into to reduce an individual’s ‘adjusted income’ or ‘threshold
income’ in order to avoid or reduce the effects of the annual
allowance taper, where the reduction in income will be redressed in a
later tax year (see paragraph 132 for further information).

152. To enable administering authorities to provide Scheme members with
details of their Pension Input Amount employers must, in respect of
any employee who has been an active member of the Scheme for all
or part of the Pension Input Period, provide relevant information to gfgllzstfo(é/);g?(z)s
the administering authority to enable the administering authority to inserted by Sl
calculate the value of a member’s benefits at the end of the Pension  2011/1797]
Input Period. Employers must provide the information by 6 July
following the end of the tax year*?! (but see paragraph 202 and the
third bullet point in paragraph 163 regarding retirees in the Pension
Input Period).

120 The employer duties concerning the provision of information are set out in The Registered
Pension Schemes (Provision of Information) Regulations 2006 [SI 2006/567 as amended].
121 For the 2011/12 Pension Input Period the deadline was extended by one year to 6 July
2013.
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153. Employers must also provide the administering authority with such
information as the administering authority requires to calculate the [reg 15A(4) of SI
Pension Input Amount in relation to the Scheme member for tax 2006/567 as
years 2008/09, 2009/10 and 2010/11 if the administering authority ?gfﬁg&y}g
request them to do so. The employer must supply the information
within three months of receiving the administering authority’s request

or by 6 July 2013 if later.

[Regs 14ZC of SI
2006/567 as
inserted by Part 6

154. If the administering authority has been notified by a person that they
have flexibly accessed rights elsewhere (or the member has flexibly

accessed their rights in the LGPS?%) then, when making a transfer of Sched 1 to the
out to another scheme, the administering authority is required to Taxation of
notify the receiving scheme that they have reason to believe the Pensions Act

2014]

person has flexibly accessed benefits and the date they believe the
first flexible access occurred. This notification must be made within
31 days of the transfer, or if later, within 31 days from the date the
administering authority became aware that the member had flexibly
accessed their pension rights.

155. Where:
. , . . [reg 14A of SI
a) the aggregate of an individual’'s Pension Input Amount in 2006/567 as
respect of all their arrangements in the Fund exceeds the inserted by S

annual allowance (which, for 2015/16, means if the Pension 2011/1797 and
Input Amount exceeds £80,000 in the pre-alignment mini-tax ~ amended by Part
year and / or exceeds £40,000 in the post-alignment mini-tax fﬁ;g%‘:ﬁsui:)eni
year and, for other tax years, the annual allowance for that Act 2014]

tax year e.g. £40,000 for 2016/17), or (from 2015/16)

122 The administering authority duties concerning the provision of information are set out in
The Registered Pension Schemes (Provision of Information) Regulations 2006 [SI 2006/567

as amended].
123 j.e. if / when the LGPS Regulations are amended to allow flexible access in respect of

LGPS AVCs.

124 The administering authority duties concerning the provision of information are set out in
The Registered Pension Schemes (Provision of Information) Regulations 2006 [SI 2006/567
as amended].
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b) the administering authority believes the individual has first
flexibly accessed a money purchase arrangement and the
individual’'s money purchase pension input amounts in the
Fund (i.e. AVCs) for the tax year are more than £10,000%%°

the administering authority must automatically provide the member,
within six months of the end of the tax year (i.e. by 6 October!?®, but
see paragraph 202 and the third bullet point in paragraph 163
regarding retirees in the Pension Input Period) with a pension savings
statement. Despite 2015/16 being split into two mini-tax years for
annual allowance purposes, only a single pension savings statement
for the whole tax year is required (but it has to contain separate
information relating to the pre-alignment mini-tax year and the post-
alignment mini-tax year).

Pension savings statement for 2014/15 or earlier

For pension savings statements for 2014/15 or earlier, only (a) above
is relevant. The pension savings statement should show:

(i) the aggregate of the member’s Pension Input Amount in respect
of all their arrangements in the Fund (both defined benefit and
money purchase arrangements) for the relevant Pension Input
Period - and see paragraph 162

(i) the annual allowance for the tax year in which the relevant
Pension Input Period ends

(i) the aggregate of the member’s Pension Input Amount in respect
of all their arrangements in the Fund (both defined benefit and
money purchase arrangements) for each of the Pension Input
Periods in the Fund (if any) ending in the three previous tax
years, and

(iv) the annual allowance for each of the Pension Input Periods
ending in the three previous tax years!?’

Pension savings statement for 2015/16

In the case of (a) above the pension savings statement should show:

125 The money purchase annual allowance (MPAA) was reduced from £10,000 to £4,000 from
6 April 2017 i.e. for 2017/18 onwards by virtue of the Finance (No.2) Act 2017.

126 For the 2011/12 Pension Input Period the deadline for producing the pension savings
statement was extended by one year to 6 October 2013.

127 For Pension Input Periods 2008/09, 2009/10 and 2010/11 the assumed annual allowance
figure for those tax years was £50,000 — see paragraph 30(3)(a) of Schedule 17 to the
Finance Act 2011.
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(i) the aggregate of the member’s Pension Input Amount in respect
of all their arrangements in the Fund (both defined benefit and
money purchase arrangements) for the pre-alignment Pension
Input Period - and see paragraph 162

(i) the aggregate of the member’s Pension Input Amount in respect
of all their arrangements in the Fund (both defined benefit and
money purchase arrangements) for the post-alignment Pension
Input Period - and see paragraph 162

(i) the aggregate of the member’s Pension Input Amount in respect
of all their arrangements in the Fund (both defined benefit and
money purchase arrangements) for each of the Pension Input
Periods in the Fund (if any) ending in the three previous tax
years (i.e. tax years 2014/15, 2013/14, 2012/13), and

(iv) the annual allowance for each of the Pension Input Periods
ending in the three previous tax years (i.e. tax years 2014/15,
2013/14, 2012/13)

In the case of (b) above the pension savings statement should show:

(i) the aggregate of the member’s Pension Input Amount in respect
of all their defined benefit arrangements in the Fund for the pre-
alignment Pension Input Period

(i) the aggregate of the member’s Pension Input Amount in respect
of all their defined benefit arrangements in the Fund for the
post-alignment Pension Input Period

(iii) the aggregate of the member’s Pension Input Amount in respect
of all their money purchase (i.e. AVC) arrangements in the Fund
for the pre-alignment Pension Input Period

(iv) the aggregate of the member’s Pension Input Amount in respect
of all their money purchase (i.e. AVC) arrangements in the Fund
for the post-alignment Pension Input Period

(v) the aggregate of the member’s Pension Input Amount in respect
of all their arrangements in the Fund (both defined benefit and
money purchase arrangements) for each of the Pension Input
Periods in the Fund (if any) ending in the three previous tax
years (i.e. tax years 2014/15, 2013/14, 2012/13), and

(vi) the annual allowance for each of the Pension Input Periods
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ending in the three previous tax years (i.e. tax years 2014/15,
2013/14, 2012/13)

Pension savings statement for 2016/17 onwards?®
In the case of (a) above the pension savings statement should show:
(i) the aggregate of the member’s Pension Input Amount in respect
of all their arrangements in the Fund (both defined benefit and

money purchase arrangements) for the relevant Pension Input
Period - and see paragraph 116 and paragraph 162

(i) the annual allowance (not tapered annual allowance) for the tax
year in which the relevant Pension Input Period ends

(i) the aggregate of the member’s Pension Input Amount in respect
of all their arrangements in the Fund (both defined benefit and
money purchase arrangements) for each of the Pension Input
Periods in the Fund (if any) ending in the three previous tax
years, and

(iv) the annual allowance for each of the Pension Input Periods
ending in the three previous tax years!?®

However, if the pension savings statement includes tax year
2015/16 as one of the three previous tax years for which information
must be given, the information given for tax year 2015/16 is
modified as follows:

¢ the total of the Pension Input Amounts for the member for all
their arrangements under the scheme for tax year 2015/16
must be provided separately for the pre and post-alignment
tax years, and

¢ the annual allowance amount for tax year 2015/16 does not
have to be provided.

In the case of (b) above the pension savings statement should show:
(i) the aggregate of the member’s Pension Input Amount in respect

of all their defined benefit arrangements in the Fund for the
relevant Pension Input Period

128 The money purchase annual allowance (MPAA) was reduced from £10,000 to £4,000 from
April 2017 i.e. for 2017/18 onwards by virtue of the Finance (No.2) Act 2017.

129 For Pension Input Periods 2008/09, 2009/10 and 2010/11 the assumed annual allowance
figure for those tax years was £50,000 — see paragraph 30(3)(a) of Schedule 17 to the
Finance Act 2011.
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(i) the aggregate of the member’s Pension Input Amount in respect
of all their money purchase (i.e. AVC) arrangements in the Fund
for the relevant Pension Input Period

(i) the unadjusted alternative annual allowance for the tax year and
the fact that the member’s money purchase input sub-total for
the tax year will be tested against a £10,000 allowance. Note
that the “unadjusted alternative annual allowance” simply means
the basic annual allowance for the tax year concerned (ignoring
any carry forward amount) less £10,000. For example, the
“‘unadjusted alternative annual allowance” for 2016/17 is simply
£30,000 (being £40,000 less £10,000)

(iv) the unadjusted alternative annual allowance for each of the
three previous tax years and the fact that the member’'s money
purchase input sub-total for each of those three tax years will be
tested against a £10,000 allowance or, for any of those years
that fall before the 2015/16 tax year, the ‘standard’ annual
allowance for that tax year. Note that the “unadjusted alternative
annual allowance” simply means the basic annual allowance for
the tax year concerned (ignoring any carry forward amount) less
£10,000. For example, the “unadjusted alternative annual
allowance” for 2015/16 is simply £30,000 (being £40,000 less
£10,000)

(v) if any of the previous three tax years is earlier than the tax year
2015/16, the annual allowance for each such previous tax year,
and

(vi) for the previous three tax years:

e if the administering authority had reason to believe that the
money purchase annual allowance (MPAA) applied to the
member for the previous tax year concerned, the
member’s Pension Input Amount in respect of all their
money purchase arrangements in the Fund for the
previous tax year concerned and, separately, the Pension
Input Amount in respect of all their defined benefit
arrangements in the Fund for the previous tax year
concerned (but see the note below if one of the three
previous tax years is 2015/16)

e if the scheme administrator did not have reason to believe
that the money purchase annual allowance applied to the
member for the previous tax year concerned, the
aggregate of the member’s Pension Input Amount in
respect of all their arrangements in the Fund (both money
purchase and defined benefit arrangements) for the
previous tax year concerned (but see the note below if one
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of the three previous tax years is 2015/16).

Note, however, that if the pension savings statement includes tax
year 2015/16 as one of the three previous tax years for which
information must be given, the information given for tax year
2015/16 is modified as follows:

« if the administering authority had reason to believe that the
money purchase annual allowance applied to the member
for tax year 2015/16

o the member’s Pension Input Amount for 2015/16 in
respect of all their money purchase arrangements in
the Fund and, separately, the Pension Input Amount in
respect of all their defined benefit arrangements in the
Fund must be provided for the pre-alignment tax year,

o the member’s Pension Input Amount for 2015/16 in
respect of all their money purchase arrangements in
the Fund and, separately, the Pension Input Amount in
respect of all their defined benefit arrangements in the
Fund must be provided for the post-alignment tax year,

o the fact that the member’s ‘money-purchase input sub-
total’ for that tax year will be tested against a £10,000
allowance should be stated, and

o there is no requirement to give an alternative annual
allowance amount for tax year 2015/16, or

« if the administering authority did not have reason to believe
that the money purchase annual allowance applied to the
member for tax year 2015/16

o the aggregate of the member’s Pension Input Amount
for 2015/16 in respect of all their arrangements in the
Fund (both money purchase and defined benefit
arrangements) must be provided for the pre-alignment
tax year,

o the aggregate of the member’s Pension Input Amount
for 2015/16 in respect of all their arrangements in the
Fund (both money purchase and defined benefit
arrangements) must be provided for the post-
alignment tax year, and

o the annual allowance amount for tax year 2015/16
does not have to be provided.

156. Where the administering authority does not have to automatically

provide the member with a pension savings statement the member
can nevertheless make a written request for one to be issued.

The member can ask for the same information that would be given
automatically (see paragraph 155). The member can ask for either a

[reg 14B(1) of SI
2006/567 as
inserted by Sl
2011/1797 and
amended by Part
6 of Schedule 1
to the Pensions

standard pension savings statement (as under paragraph 155(a)) or a Act2014]

money purchase pension savings statement (as under paragraph
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155(b)), but not both. The member can ask for the information in the

form of a money purchase pension savings statement even if their [reg 14B(2)of SI

money purchase inputs in the Fund (i.e. AVCs) aren’t more than 2006/567 as

£10,000 inserted by S
o 2011/1797]

The administering authority must then provide the pension savings
statement showing the information in paragraph 155.The statement
must be provided by the later of three months following receipt of the
request and six months from the end of the tax year i.e. 6 October*°
(but see paragraph 202 and the third bullet point in paragraph 163
regarding retirees in the Pension Input Period).

157. If the Pension Input Amount for an arrangement in the Fund is a
negative amount the pension savings statement for that arrangement
should show a nil Pension Input Amount (see paragraph 20).

158. If the administering authority has not been supplied by the employer
with the information set out in paragraphs 152 to 153 within the
deadlines set out in those paragraphs, the administering authority [Sg%t/?g) and
must provide the automatic pension savings statements (under 2006/567 as
paragraph 155) and the individually requested pension savings inserted by S
statements (under paragraph 156) within three months of receipt of 2011/1797]
the information from the employer or, if later, by 6 October following
the end of the relevant tax year (or 6 October 2013 for the 2011/12
tax year).

159. For those becoming a pensioner member during the Pension Input
Period where the member has not made a ‘Scheme pays’ election
before their benefits crystallise, it might be worth providing the
member, where appropriate, with a pension savings statement at the
date the benefits are notified rather than within the normal timescales
(see paragraphs 155 to 158). As Annual Benefit Statements are only
issued to active and deferred members, administering authorities
intending to use the Annual Benefit Statement as a means of advising
members of their Pension Input Amount will have to issue an
individual pension savings statement to those active members who
become a pensioner member during the Pension Input Period.

160. For those becoming a deferred member during the Pension Input
Period, or for those transferring out during a Pension Input Period to
another registered pension scheme or to an overseas scheme that is
a qualifying recognised overseas pension scheme where there
would have been a Pension Input Amount (prior to the transfer out), it
might be worth providing the member, where appropriate, with a
pension savings statement at the date the deferred benefits are

130 For the 2011/12 Pension Input Period this deadline was extended by one year to 6
October 2013.
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161.

162.

notified or the transfer out is made rather than within the normal
timescales (see paragraphs 155 to 158). However, the danger in
doing so is that the administering authority would not know at that
stage whether the member will again become employed by an
employer participating in the LGPS in their Fund and will re-join the
LGPS before the end of the Pension Input Period. Administering
authorities will therefore need to consider whether to wait until the
end of the Pension Input Period before issuing the pension savings
statement (or issue the statement with a suitable caveat that it should
be discarded if the person re-joins the same Fund before the 1 April
following the Pension Input Period to which the statement relates). If
administering authorities intend to issue a pension savings statement
to those becoming deferred members in the Pension Input Period and
also intend to show the Pension Input Amount on those members’
Annual Benefit Statements, procedures and checks will need to be in
place to ensure the Pension Input Amount shown on the pension
savings statement and the Annual Benefits Statement are the same.
See, also, paragraphs 86, 87, 105 and 106 regarding the inclusion of
pension savings statement information on Annual Benefit Statements.

The vast majority of Scheme members®*! will not be close to, or
exceed, the annual allowance and so it is reasonable for
administering authorities to perform the annual allowance calculation
for active members on the information supplied by employers for the
production of Annual Benefits Statements. However, where an active
member appears to be close to, or appears to have exceeded, the
annual allowance figure or, where the member has flexibly accessed
money purchase benefits, their money purchase inputs exceed the
money purchase annual allowance (MPAA) and their other inputs
appear to exceed the ‘alternative’ annual allowance, administering
authorities should obtain accurate pensionable pay figures from the
employing authority (for the current and, for active, deferred and
pensioner members, carry back years) in order to perform an
accurate annual allowance calculation. See paragraphs 86, 87, 105
and 106 regarding the inclusion of pension savings statement
information on Annual Benefit Statements.

The 89 LGPS Funds in England and Wales are, from an HMRC
perspective, a single Scheme (with sub-scheme administrators).
Similarly, the 11 LGPS Funds in Scotland are, from an HMRC
perspective, a single Scheme (with sub-scheme administrators) and
the LGPS in Northern Ireland is a single Scheme. On the face of it, as

131 This includes councillor members. Due to the nature of their CARE pension scheme, it is
highly unlikely that their councillor LGPS accrual could, in itself, exceed the annual allowance.
However, they may also be accruing rights in the scheme as an employee with a body other
than the council on which they serve as a councillor (and / or they may have pension rights
accruing in other pension schemes).
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regulation 14A(2) of the Registered Pension Schemes (Provision of
Information) Regulations 2006 [S] 2006/567 as amended by Sl
2011/1797] requires an administering authority to produce a pension
savings statement in respect of all the arrangements under the
registered pension scheme, one might expect that:

¢ members of the Scheme in England and Wales have to be
provided with a pension savings statement in respect of all
arrangements (including AVCs / SCAVCs) within the Scheme in
England and Wales,

¢ members of the Scheme in Scotland have to be provided with a
pension savings statement in respect of all arrangements
(including AVCs / SCAVCs) within the Scheme in Scotland, and

¢ members of the Scheme in Northern Ireland have to be provided
with a pension savings statement in respect of all arrangements
(including AVCs / SCAVCs) within the Scheme in Northern Ireland

other than arrangements which have been deferred or have been in
payment throughout the whole of the Pension Input Period).

In practical terms this would be very difficult as, for example, an

administering authority may not be aware of benefits a member may

have in another LGPS Fund. However, the wording of regulation

14A(2) of the Registered Pension Schemes (Provision of Information)

Regulations 2006 [SI 2006/567 as amended by SI 2011/1797] has to

be read in conjunction with regulations 3(2) and 3(1) of the Registered gelgs ?(SZI) and
Pension Schemes (Splitting of Schemes) Regulations 2006 [SI 280)6?569]
2006/569]. They provide, respectively, that, for the LGPS:

e any reference in the Registered Pension Schemes (Provision of
Information) Regulations 2006 to the scheme administrator is to
be replaced by a reference to the sub-scheme administrator (i.e.
the administering authority), and

e the sub-scheme administrator (i.e. the administering authority)
takes on the responsibilities set out in the Registered Pension
Schemes (Provision of Information) Regulations 2006, including
the responsibility for issuing a pension savings statement.

Although, for the purposes of regulation 14A(2) of the Registered

Pension Schemes (Provision of Information) Regulations 2006 [SI

2006/567 as amended by SI 2011/1797], the Registered Pension

Schemes (Splitting of Schemes) Regulations 2006 do not

categorically state that any reference to a registered pension scheme

in the Registered Pension Schemes (Provision of Information)

Regulations 2006 is to be replaced by a reference to a sub-scheme,  [reg 3(3) of SI
regulation 3(3) of the Registered Pension Schemes (Splitting of 2006/569]
Schemes) Regulations 2006 can be read to have this effect.
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The net result, therefore, is that each administering authority will only
be responsible for issuing a pension savings statement showing the
Pension Input Amount in respect of benefits held in their Fund during
the Pension Input Period. So, for example, an employee joined the
LGPS on 1 September 2012 in Fund A and left on 30 November
2013. He joined Fund B on 1 December 2013. Fund A was
responsible for issuing a pension savings statement for the Pension
Input Period ending 31 March 2013.

If the member elected to aggregate during the 2013/14 Pension Input
Period, Fund B would have been responsible for producing the
pension savings statement for the 2013/14 Pension Input Period, with
the Opening Value being the Closing Value in Fund A at 31 March
2013 (uprated by CPI) and the Closing Value being the value of the
aggregated benefits in Fund B at 31 March 2014. Fund B would have
been responsible for producing the pension savings statement for the
2014/15 Pension Input Period, with the Opening Value being the
Closing Value of the aggregated benefits in Fund B at 31 March 2014
(uprated by CPI) and the Closing Value being the value of the
aggregated benefits in Fund B at 31 March 2015.

However, if the member did not elect to aggregate membership until
some time during the 2014/15 Pension Input Period, Fund A would
have been responsible for producing a pension savings statement for
the 2013/14 Pension Input Period in respect of the benefits still held in
Fund A at 31 March 2014 and Fund B would have been responsible
for producing a pension savings statement for the 2013/14 Pension
Input Period in respect of the benefits held in Fund B at 31 March
2014. Fund B would have been responsible for producing the pension
savings statement for the 2014/15 Pension Input Period, with the
Opening Value being the Closing Value in Fund A at 31 March 2014
(uprated by CPI) plus the Closing Value in Fund B at 31 March 2014
(uprated by CPI) and the Closing Value being the value of the
aggregated benefits in Fund B at 31 March 2015.

The above is summarised in the following tables:

Member aggregates during 2013/14 Pension Input Period

Membership Fund Calculation of Pension
history responsible for Input Amount
producing
pension savings
statement

covering period
in first column

Active in Fund A: Fund A Opening Value = £nil
1/12/12 to 31/3/13 Closing Value at 31/3/13
Active in Fund A: Fund B Opening Value = Closing
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1/4/13 to 30/11/13
Active in Fund B:
1/12/13 to 31/3/14

value of benefits in Fund A
at 31/3/13 + Sept 2012 CPI
Closing Value = value of
aggregated benefits in
Fund B at 31/3/14

Active in Fund B:
1/4/14 to 31/3/15

Fund B

Opening Value = Closing
value of aggregated
benefits in Fund B at
31/3/14 + Sept 2013 CPI
Closing Value = value of
aggregated benefits in
Fund B at 31/3/15

Member aggregates during 2014/15 Pension Input Period

Membership
history

Fund
responsible for
producing
pension savings
statement
covering period
in first column

Calculation of Pension
Input Amount

Active in Fund A:
1/12/12 to 31/3/13

Fund A

Opening Value = £nil
Closing Value at 31/3/13

Active in Fund A: Fund A Opening Value = Closing

1/4/13 to 30/11/13 value of benefits in Fund A
at 31/3/13 + Sept 2012 CPI
Closing Value = value of
deferred benefit in Fund A
at 31/3/14

Active in Fund B: Fund B Opening Value = £nil

1/12/13 to 31/3/14 Closing Value of benefits in
Fund B at 31/3/14

Active in Fund B: Fund B Opening value =

1/4/14 to 31/3/15

a) Closing Value of
deferred benefit in Fund A
at 31/3/14 + Sept 2013 CPI
Plus

b) Closing value of benefits
in Fund B at 31/3/14 + Sept
2013 CPI

Closing Value = value of
aggregated benefits in
Fund B at 31/3/15

The same principle applies even where the member recommenced in

the Scheme after 31 March 2014 (31 March 2015 in Scotland) — for
which please see paragraph 77 for an explanation as to which
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Pension Input Period aggregation is treated as having occurred in.

It is recommended that, amongst other matters, the notes
accompanying pension savings statements issued to Scheme
members should point out that:

¢ if the member has been an active member in the Fund in England
or Wales and has also been an active member in another LGPS
Fund in England or Wales during the same Pension Input Period,
and the member’s rights have not, during the Pension Input
Period, been aggregated, the value of any rights held in that other
Fund at the end of the Pension Input Period must be added to the
value of the rights in the current Fund to determine the total value
of benefits in the Scheme for the purposes of the ‘mandatory
Scheme pays’ option (see paragraphs 176 to 182), and

e if the member has been an active member in the Fund in Scotland
and has also been an active member in another LGPS Fund in
Scotland during the same Pension Input Period, and the member’s
rights have not, during the Pension Input Period, been
aggregated, the value of any rights held in that other Fund at the
end of the Pension Input Period must be added to the value of the
rights in the current Fund to determine the total value of benefits in
the Scheme for the purposes of the ‘mandatory Scheme pays’
option (see paragraphs 176 to 182)

Also, administering authorities should point out that if the member:

e receives a separate pension savings statement relating to any
AVCs or SCAVCs paid to the Fund’s AVC / SCAVC arrangement
during the relevant Pensions Input Period the AVCs / SCAVCs
shown on that pension savings statement must be added to the
value of their main LGPS rights, as shown on the pension savings
statement for their main LGPS rights in the Fund, in order to
determine the total value of benefits in the Fund for the purposes
of the annual allowance test i.e. the normal annual allowance test,
not the money purchase annual allowance (MPAA) test, or

¢ has flexibly accessed money purchase benefits and receives a
pension savings statement relating to any AVCs or SCAVCs paid
to the Fund’s AVC / SCAVC arrangement during the relevant
Pensions Input Period, the AVCs / SCAVCs paid during the
Pensions Input Period since flexibly accessing money purchase
benefits will count in determining whether the total value of money
purchase contributions paid during the Pensions Input Period
since flexibly accessing money purchase benefits exceed £10,000
for the purposes of the money purchase annual allowance (MPAA)
test, or

e receives a separate pension savings statement relating to any

Version 3.3 — December 2017 156



AVCs or SCAVCs paid to an AVC / SCAVC arrangement under
the Scheme during the relevant Pensions Input Period the AVCs /
SCAVCs shown on that pension savings statement must be added
to the value of their main LGPS rights, as shown on the pension
savings statement for their main LGPS rights in the Scheme, in
order to determine the total value of benefits in the Scheme for the
purposes of the ‘mandatory Scheme pays’ option (see paragraphs
176 to 182).

163. Furthermore, the pension savings statement should point out to the
Scheme member that:

if the aggregate of all the Pension Input Amounts in all of their
pension schemes (including the LGPS) is close to, or exceeds, the
annual allowance figure or, where the member has flexibly
accessed money purchase benefits, their money purchase inputs
exceed the money purchase annual allowance (MPAA) and their
other inputs appear to exceed the ‘alternative’ annual allowance,
the member should ask the LGPS administering authority (or,
where relevant, administering authorities) to perform detailed
annual allowance calculations i.e. to issue a pension savings
statement based on accurate pay figures supplied by their
employer; and

if

o the aggregate of the member’s arrangements in the
Scheme®®? result in the Pension Input Amount in the Pension
Input Period exceeding the annual allowance for that tax year
(e.g. £40,000), and

o inrespect of those Pension Input Amounts the member has
total annual allowance charges for that tax year that exceed
£2,000 13

the member will, subject to meeting specified deadlines and
subject to providing the relevant information (see paragraphs 199
to 203) be able to elect to meet some or all of that portion of the
tax charge which is attributable to the excess benefit accrual in the
LGPS from their LGPS benefits’®*, provided this does not reduce

132 The 89 LGPS Funds in England and Wales are one scheme. The 11 LGPS in Scotland are
another scheme. And the LGPS in Northern Ireland is yet another scheme.
133 The figure of £2,000 can be increased by an Order issued by HM Treasury [see s237B(11)
of the Finance Act 2004].

134 Although section 91(1)(a) of the Pensions Act 1995 provides that pension rights are
inalienable (i.e. the cannot be assigned or surrendered) this is disapplied where adjustments
are made to a member’s pension benefits on account of the scheme paying some or all of an
annual allowance charge on behalf of the scheme member — see regulation 2 of The
Occupational Pension Schemes (Assignment, Forfeiture, Bankruptcy, etc) (Amendment)
Regulations 2011 [SI 2011/1801].
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their pension to below their Guaranteed Minimum Pension®® (if
any); and

e if an active member

o is thinking of retiring in the following Pension Input Period,

o will be drawing all of their benefits from the Scheme!*® (not
just from that Fund) in that Pension Input Period,

o believes the aggregate Pension Input Amount in respect of
their arrangements in the Scheme*®” will, in the current
Pension Input Period and / or the following Pension Input
Period in which they are planning to draw all their benefits
from the Scheme, exceed the annual allowance for that tax
year (e.g. £40,000)%,

o believes there will be an annual allowance tax charge of over
£2,000 in respect of the Pension Input Amount for the
relevant Pension Input Period, and

o is interested in the ‘mandatory Scheme pays’ option

they should contact the administering authority well before
retirement so that the administering authority can, leading up to
the date of retirement, explain the effect on benefits of using the
‘mandatory Scheme pays’ option. It is important the member
contacts the administering authority well before retirement as a
‘mandatory Scheme pays’ election can only be accepted prior to
the date of the benefits crystallisation event; and

e provide information on any ‘voluntary scheme pays’ options the
administering authority may offer — see paragraph 223 for more
information.

e if, in the Pension Input Period, the member has had a transfer of
pension rights into the Fund from another pension scheme
(including a cross border LGPS transfer'®®), the initial value of the
benefits bought by the transfer will, apart from a certain element if
the transfer was a Club transfer, not be reflected in the current
year’s pension savings statement from the Fund (as the value of
those rights will be included in any pension savings statement

135 See s237C(2) of the Finance Act 2004 and regulation 2(3) of The Registered Pension
Schemes (Modification of Scheme Rules) Regulations 2011 [SI 2011/1791].

136 For this purpose, the LGPS in England and Wales is a separate scheme from the LGPS in
Scotland, as is the LGPS in Northern Ireland.

137 The 89 LGPS Funds in England and Wales are one scheme. The 11 LGPS in Scotland are
another scheme. And the LGPS in Northern Ireland is yet another scheme.

138 Prior to 28 July 2015 a member drawing all their benefits in the Scheme could only make a
‘Scheme pays’ election in respect of an annual allowance charge relating to the Pension Input
Amount for the tax year in which they retired.

139 For this purpose, the LGPS in England and Wales is a separate scheme from the LGPS in
Scotland, as is the LGPS in Northern Ireland.
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issued by the former scheme). However, the value of the benefits
bought by the transfer will be reflected in the following pension
savings statement issued by the Fund (so there will appear to be a
big difference between the benefits used in the current pension
savings statement from the Fund and the benefits used in the next
pension savings statement from the Fund), and

e itis the member’s responsibility to tell HMRC if their pension
savings are above the total of the annual allowance for the year
plus unused amounts carried forward from the three previous tax
years;

e itis the member’s responsibility to tell HMRC if they have flexibly
accessed money purchase benefits and their money purchase
inputs exceed the money purchase annual allowance (MPAA) and
whether their other inputs have exceeded the ‘alternative’ annual
allowance, and

e neither the employing authority or the administering authority are
registered to provide financial or tax advice. If such advice is
required, individuals might wish to consult a registered
independent financial adviser or a tax adviser.

164. Administering authorities should point out to employers in the Fund
that if they are considering retiring a Scheme member on the grounds
of permanent ill health and the certificate received from the
Independent Registered Medical Practitioner does not confirm that
the member meets the severe ill health definition for the purposes of
s229 of the Finance Act 2004 (see paragraph 16) then the employer
should contact the Pensions Section of the administering authority
before the member’s employment is terminated. This is so that,
where appropriate, the ‘Scheme pays’ option can be offered to the
member if the value of the benefits, including ill health enhancement
under ill health tiers 1 and 2, would result in an annual allowance tax
charge.

165. Administering authorities should agree a process with their AVC
provider to ensure the pension savings statement issued by the
administering authority either incorporates the AVCs / SCAVCs paid
in the Pension Input Period (but see paragraph 20) or that a separate
pension savings statement is issued by the AVC / SCAVC provider.
Additionally, administering authorities might wish to ask their AVC
provider to include on any annual AVC benefit statement that they
issue a reminder that if the individual has flexible accessed money
purchase benefits they must inform the administering authority (see
paragraph 118) as it can impact on their annual allowance (i.e. if
money purchase contributions post flexibly accessing benefits exceed
the money purchase annual allowance in a tax year).
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166. If the employing authority does not provide required information on
time to the administering authority the person responsible for
supplying the information can be liable to a penalty of up to £300 for
each failure to provide the required information. If they have still not
provided the required information after the initial penalty has been
raised further penalties can be raised. These further penalties are up
to £60 for each day that the requested information has not been
provided.

167. If the administering authority does not provide the pension savings
statement on time they can be liable to a penalty of up to £300 for
each pension savings statement they fail to supply on time. If they
have still not provided the pension savings statement after the initial
penalty has been raised further penalties can be raised. These further
penalties are up to £60 for each day that the statement has not been
provided.

[s98(1) of Taxes
Management Act
1970]

[s98(1) of Taxes
Management Act
1970]

168. It is important that employing authorities give the correct information
to the administering authority as soon as an error has been identified.
Penalties of up to £3,000 can be given for supplying incorrect
information. If the employing authority has negligently or fraudulently
provided incorrect information they can be liable to a penalty of up to
£3,000. If, however, they have given incorrect information because
they were given wrong information from a third party then, unless it is
obvious the information given to them was wrong, no penalty will be
due.

169. Itis also important that the correct information is given to the Scheme
member as soon as an error has been identified. Penalties of up to
£3,000 can be given for supplying incorrect information on the
pension savings statement. If the administering authority has
negligently or fraudulently provided incorrect information they can be
liable to a penalty of up to £3,000. If, however, they have given
incorrect information because they were given wrong information
from a third party then, unless it is obvious the information given to
the administering authority was wrong, no penalty will be due.

170. Any person who assists in or induces the preparation of a pension
savings statement that they know to be inaccurate that will or is likely
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to cause the administering authority to make an unauthorised
payment will be liable to a penalty of up to £3,000.

171. For pension savings statements which are issued in respect of tax [Reg 3 of SI
years 2013/14 onwards administering authorities are required to 2006/567]
notify HMRC on the annual Event Report of reportable events 22 and
23140_

140 HMRC gave a concession for the submission of data in respect of pension savings
statements for tax years 2013/14 & 2014/15 (reportable event 22) and for tax year 2015/16
(reportable events 22 and 23) to be submitted to them on an excel spreadsheet rather than
through the scheme’s Event Report. This concession was on the clear understanding that the
pension savings statement data represents part of the scheme’s formal reporting obligations.
For 2015/16 the data had to be submitted by 31st January 2017 or penalties would be due for
late filing. HMRC also reserved the right to open enquiries based on any of the pension
savings statement information provided. The data required on the spreadsheet for each
member was as follows:

- Name of Member (Title, First Name, Surname)

- National Insurance Number of Member

- Aggregate Pension Input Amounts for the scheme (x)

- Tax Year Ending (that the information relates to)

and, for 2015/16

- Have you provided this member with a pension savings statement under regulation
14A(1)(b)(ii) SI 2006/567 (member has first flexibly accessed pension rights and contributed
more than money purchase annual allowance to a money purchase arrangement in the
same tax year) ? (Y/N)

- If Yes, provide the Aggregate Pension Input Amounts for Money Purchase Arrangements (y)

[Note that if you are reporting details of pension savings statements that you issued in

2015/16 relating to tax year 2014/15, you should answer ‘no’ to this question. This is because

the money purchase annual allowance (and the requirement to provide money purchase

annual allowance statements) did not exist before 2015/16.

If the annual allowance statements that you issued in 2015/16 relate to 2015/16 and you have

also issued a money purchase annual allowance pension savings statement (under regulation

14A(1)(b)(ii) SI 2006/567), you should answer ‘yes’ to this question and enter the additional

details.]

All fields must be completed. For members who have both x & y above, It would be helpful If
you could list the data in the same line on the spreadsheet.

Guidance is included at https://www.gov.uk/hmrc-internal-manuals/pensions-tax-
manual/ptm161600 & https://www.gov.uk/hmrc-internal-manuals/pensions-tax-
manual/ptm167000.

For the data to be compatible with HMRC’s IT systems it had to be submitted in the following
format:

- Excel 2003

- Encryption via Winzip (up to and including version 17.5)

- 256 bit AES
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172. For each member where the administering authority has had to
automatically issue a pension savings statement (see paragraph 155)
and the administering authority does not have reason to believe that
the member has first flexibly accessed pension rights the
administering authority must include on the annual Event Report
(from the Event Report for the 2014/15 tax year onwards) the name
and national insurance number**!' of the member, the tax year for
which the annual allowance was exceeded and the Pension Input
Amount for the relevant Pension Input Period in respect of all the
arrangements in the Fund'#? (reportable event 22). The Registered
Pension Schemes (Provision of Information) Regulations 2006
appear to require that for 2015/16 this should be split between the pre
9 July 2015 amount and the post 8 July 2015 amount.

The Event Report must be made for the tax year in which the pension

- File to be separately password protected
- Passwords to be provided by separate cover (either by e-mail or post)

For 2013/14 & 2014/15 the file had to be submitted on a CD or a flash drive or, if the file size
was below 5MG, it could be sent via e-mail.

For 2015/16 all files had to be sent via e-mail to pensions.businessdelivery@hmrc.gsi.gov.uk
with the HMRC’s Customer Liaison Manager for the LGPS (teresa.bartram@hmrc.gsi.gov.uk)
copied in. Files would need to be below 5MG. However, HMRC would accept multiple
submissions if the original file size exceeded this. HMRC would notify the scheme of receipt
to enable the passwords to be provided under separate cover.

If the administering authority chose to use this facility to provide the information, it was
entirely at their own risk. HMRC accepted no responsibility for loss, interception or corruption
until data was delivered safely to them.

If an administering authority wished to use the spreadsheet method for 2015/16 they had to
let the HMRC Customer Liaison Manager for the LGPS (teresa.bartram@hmrc.gsi.gov.uk),
know in advance and confirm that they understood that late filing penalties might be due if the
information was not provided by 315t January 2017.

141 If a member has not supplied an NI number, regulation 11C of the Registered Pension
Schemes (Provision of Information) Regulations 2006 [SI 2006/567 as amended] provides
that if an NI number is needed in order to complete an Event Report the member must supply
an NI number within 60 days of being asked to do so by the administering authority. If the
member does not qualify for an NI number they must supply the administering authority with
confirmation of this in writing, together with their date of birth and address. See PTM161200
for details of the process the administering authority should follow to get an ‘alternative
identifier’ from Pension Schemes Services (PSS) if the member does not hold an NI number,
and for details of the process to follow if the administering authority has made reasonable
attempts to get either the NI number, or written confirmation that the individual is not entitled
to a NI number, but has been unsuccessful.

142 Although regulation 14A(2) of the Registered Pension Schemes (Provision of Information)
Regulations 2006 [SI 2006/567 as amended] refers to the Pension Input Amount “under the
registered pension scheme” for the LGPS this should be read as meaning “in the Fund”. For
an explanation please see paragraph 162 of this guide.
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savings statement is actually given to the member. The Event Report
is, therefore, likely to be for a later tax year than the tax year for
which the pension savings statement relates (except in the case of
retirees — see paragraph 202 and the third bullet point in paragraph
163 regarding retirees).

173. As at January 2017 the Event Report asks for the details mentioned
above for reportable event 22 and then asks if the administering
authority has provided the member with a pension savings statement
under regulation 14A(1A) of SI 2006/567 (reportable event 23).

This legislative reference is incorrect and should read ‘Have you
provided this member with a pension savings statement under
regulation 14A(1)(b)(ii) of SI 2006/5677°. Such a pension savings
statement relates to the money purchase annual allowance.
Therefore if an administering authority is reporting details of pension
savings statements issued in 2015/16 relating to tax year 2014/15,
the answer to this question should be ‘no’. This is because the money
purchase annual allowance (and the requirement to provide money
purchase annual allowance statements) did not exist before 2015/16.
If an annual allowance statement that an administering authority
issued in 2015/16 relates to 2015/16 and the administering authority
has also issued the member with a money purchase annual
allowance pension savings statement (under regulation 14A(1)(b)(ii)
of SI 2006/567), the administering authority should answer ‘yes’ to
this question. For each member where the administering authority
has answered ‘yes’ (i.e. for each member for whom the administering
authority has had to automatically issue a pension savings statement
(see paragraph 155) and the administering authority does have
reason to believe that the member has first flexibly accessed pension
rights the administering authority must include on the annual Event
Report (from the Event Report for the 2015/16 tax year onwards) the
name and national insurance number*® of the member, the tax year
for which the annual allowance was exceeded, the Pension Input
Amount for the relevant Pension Input Period in respect of all the
defined benefit arrangements in the Fund!* and the Pension Input
Amount for the relevant Pension Input Period in respect of all the
money purchase (i.e. AVC) arrangements in the Fund (reportable
event 23). The Registered Pension Schemes (Provision of
Information) Regulations 2006 appear to require that for 2015/16
these should be split between the pre 9 July 2015 amounts and the
post 8 July 2015 amounts.

143 See PTM161200 if the administering authority does not hold an NI number for the
member.

144 Although regulation 14A(2) of the Registered Pension Schemes (Provision of Information)
Regulations 2006 [SI 2006/567 as amended] refers to the Pension Input Amount “under the
registered pension scheme” for the LGPS this should be read as meaning “in the Fund”. For
an explanation please see paragraph 162 of this guide.
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The Event Report must be made for the tax year in which the pension
savings statement is actually given to the member. The Event Report
is, therefore, likely to be for a later tax year than the tax year for
which the pension savings statement relates (except in the case of
retirees — see paragraph 202 and the third bullet point in paragraph
163 regarding retirees).

174. If the administering authority has not had to automatically issue a
pension savings statement (see paragraph 155) but the member has
requested one (see paragraph 156), there is no requirement to report
this on the annual event report.

175. It is important that:

e employing authorities retain evidence to satisfy the [Reg 18 of SI
administering authority and HMRC that they have complied 2006/567]
with the requirement to provide the administering authority
with the information required to produce the pension savings
statement, and

e administering authorities retain evidence to satisfy the
member and HMRC that they have complied with the
requirement to provide a pension savings statement.

HMRC may enquire into an individual’s Self-Assessment return. So

individuals will need evidence to back up what they say on their Self-
Assessment return. The evidential documentation should be retained

for the tax year to which it relates and for the following 6 tax years*°. [s258(2) ]

Any person who fails to comply with the information preservation
requirements can be liable to a penalty of up to £3,000.

176. The tax charge for exceeding the annual allowance will be a tailored ~ [S227(4) to (4C)

. as amended by
charge. To find out the amount of the annual allowance charge the <65 and s 66 of

individual needs to add the amount of the excess pension savings t0  the Finance Act
the amount of their taxable income. The amount of pension saving: 2011, Part 4 of

145 Regulation 18(4) of The Registered Pension Schemes (Provision of Information)
Regulations 2006] [SI 2006/567]
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177.

178.

179.

« over the individual’s higher rate limit or, in the case of a Scottish
taxpayer, over the Scottish higher rate limit, will be taxed at 45
per cent (50 per cent for 2011/12 and 2012/13)

» over the individual’s basic rate limit or, in the case of a Scottish
taxpayer, over the Scottish basic rate limit, but below the
member’s higher rate limit or, in the case of a Scottish
taxpayer, below the Scottish higher rate limit, will be taxed at 40
per cent

* below the individual’'s basic rate limit or, in the case of a Scottish
taxpayer, below the Scottish basic rate limit, will be taxed at 20
per cent.

For more information on calculating the tax charge please see the 8
step process at PTM056110.

Although it is the member’s responsibility to pay the tax charge it is
recognised that some individuals will, due to a significant boost to
their pension rights in a given year, incur charges for exceeding the
annual allowance that they would find difficult to pay from current
income or savings.

For that reason, individuals who leave on or after 11 August 2011146
and whose annual allowance charges in a tax year exceed £2,000 14/
will, subject to the requirements in the following paragraphs, be able
to elect to meet some or all of the tax charge from their pension
benefits*® — known as the ‘mandatory Scheme pays’ option -
(provided this does not reduce the pension to below their Guaranteed
Minimum Pension,*° if any).

It will be mandatory for the LGPS to offer this facility where:

148 Although the Finance Act 2011 came into force on 19 July 2011, elections could only be
made after 11 August 2011 due to the timing of secondary legislation i.e. the Registered
Pension Schemes (Notice of Joint Liability for the Annual Allowance Charge) Regulations
2011 [SI 2011/1793]

147 The figure of £2,000 can be increased by an Order issued by HM Treasury [see s237B(11)
of the Finance Act 2004].

148 Although section 91(1)(a) of the Pensions Act 1995 provides that pension rights are

inalienable (i.e. the cannot be assigned or surrendered) this is disapplied where adjustments
are made to a member’s pension benefits on account of the scheme paying some or all of an

annual allowance charge on behalf of the scheme member — see regulation 2 of The
Occupational Pension Schemes (Assignment, Forfeiture, Bankruptcy, etc) (Amendment)
Regulations 2011 [SI 2011/1801].

149 See s237C(2) of the Finance Act 2004 and regulation 2(3) of The Registered Pension
Schemes (Modification of Scheme Rules) Regulations 2011 [SI 2011/1791].
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o for the aggregate of the arrangements in the Scheme®*® the
member’s Pension Input Amount in a Pension Input Period
exceeds the annual allowance for that tax year as set out in @
section 228(1) of the Finance Act 2004 (for example, for tax
year 2015/16 this means the Pension Input Amount for the pre
and post-alignment tax years must have exceeded £40,000 in
total and the money purchase annual allowance is ignored;
and for tax year 2016/17 it means the Pension Input Amount
must have exceeded £40,000 - i.e. the tapered annual
allowance and / or money purchase annual allowance is
ignored), and

e the aggregate tax charge due in respect of arrangements in all
pension schemes is more than £2,000%°%, )]

It should be noted that, from 2016/17, where the member’s Pension
Input Amount for the aggregate of the arrangements in the Scheme!>?
in a Pension Input Period exceeds the ‘standard’ annual allowance
for that tax year as set out in section 228(1) of the Finance Act 2004
(for example, for tax year 2016/17 the Pension Input Amount exceeds
£40,000) but, due to the level of the member’s income they are
subject to the tapered annual allowance, they only have a ‘mandatory
Scheme pays’ right in respect of the amount by which their Pension

[s237B(1) and

[s237B(1) and

[s237B(1), (2)

Input Amount exceeds the ‘standard” annual allowance. For example, g (3)]

if their Pension Input Amount is £41,000 but, due to the level of their
income, their tapered annual allowance is £10,000, they will have an
annual allowance tax charge on £31,000 of the Pension Input
Amount but will only have a ‘mandatory Scheme pays’ right in respect
of the tax charge due on £1,000 of the Pension Input Amount. It
would be wise for administering authorities to bring this to the
attention of high earners in their Fund so that such earners can make
plans ahead of time to make savings to meet any tax charge due
(unless the administering authority intends to offer the member the
option of the scheme paying the tax charge on the member’s behalf
on a voluntary, rather than mandatory, basis with a corresponding
reduction to their benefits). Although, in the example given, the LGPS
Regulations only cover the position where the member makes a

150 The 89 LGPS Funds in England and Wales are one scheme. The 11 LGPS in Scotland are
another scheme. And the LGPS in Northern Ireland is yet another scheme.

151 1t might be possible for a member to have exceeded the annual allowance in respect of the
aggregate of the arrangements in the Scheme and appear to have a tax charge in excess of
£2,000 and yet have unused carry forward from other pension schemes (which the individual
was a member of in one or more of the previous three carry forward years) resulting in their
actual annual allowance charge being £2,000 or less. In such a case the member would
obviously not make a Scheme pays election requiring the administering authority to pay a tax
charge of more than £2,000 on their behalf (as they would be making an election to pay more
tax than was actually due, given that the tax charge due from them is less than £2,000).

152 The 89 LGPS Funds in England and Wales are one scheme. The 11 LGPS in Scotland are
another scheme. And the LGPS in Northern Ireland is yet another scheme.
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‘mandatory Scheme pays’ election in respect of the tax charge due
on £1,000 of the Pension Input Amount and the corresponding
reduction to the member’s pension benefits, the administering
authority could, if it wished, also agree to pay (on the member’s
behalf) the tax charge due on the balance of the Pension Input
Amount on a voluntary basis, with a corresponding reduction to their
benefits - see paragraph 223 for more information.

Similarly, from 2016/17, where the member’s Pension Input Amount
for the aggregate of the arrangements in the Scheme!®3 in a Pension
Input Period does not exceed the ‘standard’ annual allowance for
that tax year as set out in section 228(1) of the Finance Act 2004 (for  [5237B(1), (2)
example, for tax year 2016/17 the Pension Input Amount does not and (3)l
exceed £40,000) but, due to the level of the member’s income they
are subject to the tapered annual allowance, they do not have a
‘mandatory Scheme pays’ right. For example, if their Pension Input
Amount is £39,000 but, due to the level of their income, their tapered
annual allowance is £10,000, they will have an annual allowance tax
charge on £29,000 of the Pension Input Amount but, as their Pension
Input Amount for the aggregate of the arrangements in the Scheme®®*
in the Pension Input Period did not exceed the ‘standard’ annual
allowance of £40,000 they have no ‘mandatory Scheme pays’ right. It
would be wise for administering authorities to bring this to the
attention of high earners in their Fund so that such earners can make
plans ahead of time to make savings to meet any tax charge due
(unless the administering authority intends to offer the member the
option of the scheme paying the tax charge on the member’s behalf
on a voluntary, rather than mandatory, basis with a corresponding
reduction to their benefits — see paragraph 223 for more information).

It should also be noted that where an individual’s annual allowance
charge liability is by reference to the money purchase annual
allowance or the tapered annual allowance, the individual cannot
make a ‘mandatory Scheme pays’ election unless the individual's
annual allowance charge liability by reference to the ‘standard’ annual
allowance (i.e. £40,000 in 2016/17) would have exceeded £2,000.

It should be noted that, for the purposes of the first bullet point above, [s227, s237B and
it is the aggregate of the arrangements in the Scheme that is S| 2066/569]
important, not the aggregate of the arrangements in the Fund. This is

because, for the purposes of section 237B and the extant parts of

section 227 of the Finance Act 2004, the test is performed at the

Scheme level due to the fact that those sections of the Act are not

153 The 89 LGPS Funds in England and Wales are one scheme. The 11 LGPS in Scotland are
another scheme. And the LGPS in Northern Ireland is yet another scheme.
154 The 89 LGPS Funds in England and Wales are one scheme. The 11 LGPS in Scotland are
another scheme. And the LGPS in Northern Ireland is yet another scheme.

Version 3.3 — December 2017 167



covered by regulation 3 of, and Schedule 3 to, the Registered
Pension Schemes (Splitting of Schemes) Regulations 2006 [SI
2006/569]. It should also be noted that if an individual approaching
retirement becomes entitled to all of their benefits from the
Scheme®®® (not just from the Fund) in the tax year and wants the
Scheme to pay some or all of the tax charge on their behalf from their [s237B(6)]
benefits, the individual must make a ‘mandatory Scheme pays’
election before their benefits crystallise. Administering authorities will
wish to consider how best to bring the ‘mandatory Scheme pays’
option to the notice of retirees (e.g. within notes accompanying the
pension application form). Tier 1 and Tier 2 ill health retirees in
particular who do not meet the severe ill health condition (see
paragraph 16) might be particularly interested in the ‘mandatory
Scheme pays’ option.

180. Individuals with an annual allowance charge of more than £2,000,
who have exceeded the annual allowance by virtue of savings across
multiple pension schemes, without exceeding the annual allowance in
any one scheme, will be able to request that one of their schemes
operates this facility on a voluntary basis with a corresponding
reduction to their benefits. No scheme is compelled to offer the facility
(but administering authorities can choose to do so on a voluntary
basis with a corresponding reduction to the member’s benefits — see
paragraph 223 for more information).

181. Where the ‘mandatory Scheme pays’ option applies, a Fund will be
obliged to pay no more than the portion of the member’s tax charge
attributable to the excess over the ‘standard’ annual allowance in that [s237B(3)]
Fund in that year. However, administering authorities can, if they
wish, agree to pay the member’s full tax charge, including that
relating to benefits accrued in another scheme, on a voluntary basis
with a corresponding reduction to the member’s benefits — see
paragraph 223 for more information.

182. It should be noted that from 2015/16 onwards an individual might
have an annual allowance charge liability as a result of the [s237B(2A)]
application of the money purchase annual allowance.

In effect, application of the money purchase annual allowance means
the individual's annual allowance charge liability is greater when
compared with the individual's annual allowance liability (if any) had
the ‘standard’ annual allowance applied.

Where an individual's annual allowance charge liability is by
reference to the money purchase annual allowance, the individual

155 For this purpose, the LGPS in England and Wales is a separate scheme from the LGPS in
Scotland, as is the LGPS in Northern Ireland.
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cannot elect to require a pension scheme to pay any amount of the
individual’s annual allowance charge liability if the individual’s annual
allowance charge liability by reference to the ‘standard’” annual
allowance would have been £2,000 or less.

If the amount of the annual allowance charge by reference to the
‘standard’ annual allowance would have exceeded £2,000 the
individual can elect to require the scheme to pay an amount of the
individuals’ tax charge. The maximum amount the individual can
require a scheme to pay is based on the amount of their pension
savings that exceeded the ‘standard’ annual allowance (for example,
for tax year 2016/17, this means exceeded £40,000) in that scheme
alone and the amount of tax that would have been due by reference
to the ‘standard’ annual allowance.

For example, if the individual’s annual allowance charge is £4,000 by
reference to the money purchase annual allowance and would have
been £3,000 by reference to the ‘standard’ annual allowance the
maximum possible amount that the individual could require the
scheme to pay is limited to £3,000.

In the above example, the member only has a ‘mandatory Scheme
pays’ right in respect of the £3,000. However, administering
authorities can if they wish, agree to pay the member’s full tax charge
on a voluntary basis — see paragraph 223 for more information.

183. Where a member could make a ‘mandatory Scheme pays’ election
but, before an election is made, the member transfers all of their
rights in the Scheme®®® to another registered pension scheme, the [s237B(9)]
member cannot then make a ‘mandatory Scheme pays’ election to
the sending Scheme, but can make an election to the receiving
scheme (provided the election is made within the deadline that had
applied under the sending scheme).

184. Where a Fund meets some or all of the member’s tax charge it will
not be permitted to levy an administration charge.

185. Where a Scheme meets some or all of the member’s tax charge, the  [s237F and reg

rules of the Scheme are deemed to have been modified to permit the 3821)1‘/’;735')1
consequential adjustment to the member’s benefits'®’. I

156 For this purpose, the LGPS in England and Wales is a separate scheme from the LGPS in
Scotland, as is the LGPS in Northern Ireland.

157 See s237F of the Finance Act 2004, regulation 2(2) of The Registered Pension Schemes
(Modification of Scheme Rules) Regulations 2011 [SI 2011/1791] and regulation 4A of the
Pension Schemes (Reduction in Pension Rates) Regulations 2006 [SI 2006/138] which
override regulation 84 of the LGPS Regulations 2013 and regulation 82 of the LGPS
(Scotland) Regulations 2014.
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186. Where some or all of the tax charge is to be met from a defined
benefit arrangement it is for the Scheme trustees (i.e. the Secretary
of State or Scottish Ministers in the case of the LGPS) to set out,
based on actuarial advice, how the member’s benefits are to be
reduced in a way that delivers a just and reasonable outcome to the [s237E]
member and the Scheme having regard to normal actuarial practice.
Administering authorities in England and Wales should apply the
guidance issued by the Secretary of State®® and administering
authorities should apply the guidance issued by the Scottish

Ministers®®®,

187. One rare situation that needs consideration is what to do if a Pension
Sharing Order on Divorce (PSOD) has already been issued but the
pension has not yet been split when the individual elects to meet an
annual allowance charge from their pension benefits (e.g. the Court
may well have assumed that the full benefits were to be split, not
reduced benefits after the application of a ‘Scheme pays’ annual
allowance tax charge). In England and Wales, sections 31 and 40A of
the Matrimonial Causes Act 1973 provide that a Court may:

e vary a Pension Sharing Order if the application for the
variation is made before the Order has taken effect and if, at
the time the application is made, the decree of divorce or
nullity has not been made absolute

e vary or set aside a Pension Sharing Order if an appeal is
begun on or after the day on which the Order takes effect
(unless the LGPS administering authority has acted to their
detriment in reliance on the taking effect of the Order).

It might, therefore, be prudent to inform the Scheme member and the
ex-spouse of the above before proceeding with the implementation of
the Pension Sharing Order.

It should be noted that if a varied Pension Sharing Order is issued
which results in a further reduction to a retired member’s pension, this
is permissible by virtue of paragraph 2(4)(d) of Schedule 28 to the
Finance Act 2004.

Member duty to inform administering authority if member has

158 See
http://www.lgpsregs.org/images/SecStateGuidance/SchemePaysGuidanceApr2016.pdf
159 http://www.lgpsregs.org/index.php/scotland/stat-guidance
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flexibly accessed money purchase benefits

188. Where an individual is provided with a statement by the administrator
of a pension scheme from which they have flexibly accessed money
purchase benefits, the individual then needs to notify any other
pension scheme that they are an active member of, or that they
become an active member of, that they have flexibly accessed their
pension savings, but excluding any DB only schemes?®®, They must
do so within 91 days of receiving the statement or within 91 days of
becoming an active member, whichever is the later. The notification
can be made by passing a copy of the statement to the administrator
of the scheme in which they are, or have become, an active member
or by giving notice that they have received such a statement and
confirming either the date they first flexibly drew benefits or, if
applicable, that the date they first flexibly drew benefits was more
than 2 years before the date they became an active member. See
paragraph 118 for more information.

What an individual needs to do if their pension savings exceed
the annual allowance

189. An individual will need to tell HMRC if their pension savings are
above the total of the annual allowance for the year plus unused
amounts carried forward from the three previous tax years, as they
will be liable to the annual allowance charge.

190. Individuals who are subject to the money purchase annual allowance
for tax year 2015/16, or later tax years, might still be liable to an
annual allowance charge that must be included in their Self-
Assessment tax return despite their total Pension Input Amount not
exceeding their available annual allowance; for example, where their
only Pension Input Amount is a ‘money-purchase’ input which has
exceeded the money purchase annual allowance.

191. If a person liable to an annual allowance charge normally completes
a Self-Assessment tax return, then they tell HMRC about their
pension savings and liability to the annual allowance charge as part

160 Note that the LGPS is not a DB only scheme because it also contains a DC element i.e.
the AVC provision within the scheme is a DC arrangement and so the member must provide
the above notification to any LGPS Fund in which they are a member.
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of the return. They will need to complete the Additional Information
pages of the tax return to show the amount by which their total
Pension Input Amount exceeds the annual allowance. The boxes that
need to be completed for the annual allowance are in the ‘Pensions
savings tax charges’ section (on the additional information pages
(SA101) in the paper return).

192. People using paper returns will need to ask for the additional
information pages (SA101) to report the information.

193. Further information to help complete this part of the tax return can be
found on a helpsheet - HS345 ‘Pensions - tax charges on any excess
over the Lifetime Allowance, Annual Allowance and on unauthorised
payments’ — see
https://www.gov.uk/government/publications/pensions-tax-charges-
on-any-excess-over-the-lifetime-allowance-annual-allowance-special-
annual-allowance-and-on-unauthorised-payments-hs345-self.

194. Where an individual has unused annual allowance that they want to
use to set off against an annual allowance charge for a later year,
they do not have to include this on their Self-Assessment tax return
for the year in which the unused allowance arose or for the year that
they want to set this off against an annual allowance charge.

195. If the person liable to an annual allowance charge hasn’t completed a
tax return before (or it's been some time since they did), they will
need to complete a registration form to let HMRC know what's
changed and to get a tax return.

How to complete the tax return if an individual will not know their
pension input details until after the Self-Assessment filing date

196. The tax return should be completed as normal, completing the boxes
in the ‘Pension savings tax charges’ section on the additional
information pages (SA101) in the paper tax return. If a member has
not been able to get an accurate automatic pension savings
statement from their scheme or has failed to make a request for a
pension savings statement in time, they should use an estimate of
their Pension Input Amount for the year to work out if their Pension
Input Amount is more than the annual allowance. If it is, they should
put this excess figure in the appropriate box. They should then make
a note in the ‘Any other information’ part of the tax return to explain
that they have used an estimated figure when calculating the amount
in excess of the annual allowance and when they expect the final
figure to be available. They will also need to tick the box to show that
they have used estimated figures on their tax return.

197. Once a member gets the details that they need to work out their
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annual allowance charge accurately, they can amend their tax return
if this is within 12 months of the statutory filing date. Where the
estimate is less than the final figure, the individual will need to pay
any additional tax due along with any interest on the late payment of
the tax.

Scheme member wishes to utilise the ‘mandatory Scheme pays’
option

198. If an individual realises that they have an annual allowance charge in
excess of £2,000 they will need to consider whether they are able to
pay that charge from current income/savings or whether they would
prefer to make an election for their Scheme to meet the charge for
them from their pension benefits under the ‘mandatory Scheme pays’
option.

199. To prevent individuals from delaying engagement with their Schemes,
and to ensure Schemes can comply with their deadlines for payment
of the tax charge, individuals will have to make their irrevocable
election for the Scheme to pay:

a. by 31 December 2013 in relation to the 2011/12 tax year, and [paragraph 32 of
S_ch 17 to the
b. by 31 July following the relevant Self-Assessment filing deadline in gbnlalr]ce Act

subsequent tax years i.e. 31 July in the year following the end of [s237B(5)(a)]
the tax year to which the annual allowance charge relates (e.g. by
31 July 2016 for tax year 2014/15)

(but see paragraph 202 and the third bullet point in paragraph 163
regarding retirees in the Pension Input Period). An option made after
the above deadlines has no effect and the Scheme member will be
responsible for meeting the tax charge themselves.

200. Although a ‘Mandatory Scheme pays’ election is irrevocable, it can be [s237B(5)(c)]
amended (see paragraphs 214 to 222).

201. The ‘mandatory Scheme pays’ election must be made in such
manner and form, and contain such particulars, as may be prescribed [237BG)(b)]
in regulations issued by HMRC. The relevant regulations are The
Registered Pension Schemes (Notice of Joint Liability for the Annual
Allowance Charge) Regulations 2011 [SI 2011/1793] and these are [2011/1793]
copied below:

Citation, commencement and interpretation

1.—(1) These Regulations may be cited as the Registered Pension
Schemes (Notice of Joint Liability for the Annual Allowance Charge)
Regulations 2011 and shall come into force on 11th August 2011.
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(2) In these Regulations—

“the further notice” means a notice given by an individual to a scheme
administrator in accordance with regulation 4;

“the notice” means a notice given by an individual to a scheme
administrator in accordance with section 237B(3) of the Finance Act
2004; and

‘relevant tax year” means the tax year to which the notice relates.

Particulars to be included in the notice
2.—(1) An individual must include the following particulars in the
notice—
(a) the individual’s title, full name and address (including post
code, if applicable),
(b) the individual’s national insurance number, subject to
paragraph (4),
(c) the amount of the annual allowance charge for which the
individual and the scheme administrator will be jointly and
severally liable, and
(d) the tax year in which the annual allowance charge arises.

(2) Where the amount specified in the notice is £2,000 or less, the
individual must confirm in the notice that the amount of the
individual’s liability to the annual allowance charge for the relevant tax
year exceeds £2,000.

(3) Where the notice is given to the scheme administrator in the
relevant tax year and it is anticipated that in the relevant tax year—
(a) the individual will become entitled to all of the benefits under
the pension scheme to which the notice relates (‘the relevant
scheme”), or
(b) benefit crystallisation events 5, 5A or 5B will occur in relation to
the individual under the relevant scheme,
the individual must state in the notice the date on which it is
anticipated that the event specified in sub-paragraph (a) or (b) will
occur.

(4) Where the individual does not qualify for a national insurance
number the individual must set out in the notice the reasons for this in
place of the national insurance number.

(5) The notice must be in writing, signed and dated by the individual.

(6) Where the notice is in an electronic format, the requirement in
paragraph (5) that the notice must be signed will be satisfied if the
notice includes a statement that the individual has personally
submitted the notice.

Declaration to be included in the notice

3.—(1) The individual must declare in the notice that the individual
understands that—
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(a) the notice cannot be revoked, and

(b) future benefits to be paid to the individual from the pension
scheme will be adjusted to take account of the payment of the
annual allowance charge made by the scheme administrator.

(2) The individual must declare that the amount specified in the notice
has been calculated at the correct relevant rate as described in
section 237B(4) of the Finance Act 2004.

Amendment to the notice

4.—(1) Where the individual’s liability to the annual allowance charge
in relation to the relevant tax year changes after the submission of the
notice to the scheme administrator, the individual may amend the
notice by sending a further notice to the scheme administrator.

(2) The further notice must comply with regulations 2 and 3.

(3) The further notice must be given to the scheme administrator no
later than 31st July following the end of the period of 4 years
beginning with the last day of the relevant tax year.

Acknowledgement of receipt of the notice and further notice
5. A scheme administrator must send an acknowledgement to the
individual upon receipt of the notice or further notice.

202. A Scheme member cannot make a ‘mandatory Scheme pays’
election before the end of the tax year in which the annual allowance

charge arises, with one exception. If a Scheme member approaching [s237B(6)]

retirement becomes entitled to all of their benefits from the
Scheme?®! (not just from the Fund) in the tax year and wants the
Scheme to pay the tax charge for that tax year and / or the previous
tax year®? on their behalf (by deduction from their benefits), the
member must make a ‘mandatory Scheme pays’ election before
their benefits crystallise. Administering authorities will wish to
consider how best to bring the ‘mandatory Scheme pays’ option to
the notice of retirees (e.g. within notes accompanying the pension
application form). Tier 1 and Tier 2 ill health retirees in particular who
do not meet the severe ill health condition (see paragraph 16) might
be particularly interested in the ‘mandatory Scheme pays’ option.

A member cannot make a ‘mandatory Scheme pays’ election after [s237B(6)]

they have become actually entitled to all of their benefits under the

161 For this purpose, the LGPS in England and Wales is a separate scheme from the LGPS in
Scotland, as is the LGPS in Northern Ireland.

162 Prior to 28 July 2015 a member drawing all their benefits in the Scheme could only make a
‘Scheme pays’ election in respect of an annual allowance charge relating to the Pension Input
Amount for the tax year in which they retired (and not for the previous tax year).
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203.

204.

205.

Scheme (not just from the Fund) or after a BCES5, 5A or 5B occurs
(although an administering authority can agree to pay the member’s
tax charge on a voluntary basis where the member misses the
‘mandatory Scheme pays’ deadline — see paragraph 223 for more
information). A member taking flexible retirement has not taken all of
their benefits under the Scheme (because they are continuing in
active membership) and so they can make a ‘mandatory Scheme
pays’ election. The relevant actuarial guidance from the Secretary of
State'®® and from the Scottish Ministers'®* makes it clear that where a
member takes flexible retirement the ‘mandatory Scheme pays’ offset
relating to that part of the membership which is being drawn down
should be applied at the point of flexible retirement. However, if the
member draws down only a proportion of the membership, the offset
should be pro-rated (in proportion to the membership being drawn-
down) and applied to the relevant benefit being drawn-down (with
allowance for early / late retirement factors, as appropriate). The
remaining offset should be applied when the member eventually
retires.

Where the election is for the same tax year in which the member will
be become entitled to all benefits under the Scheme, the member’s
notification must include a statement to explain that before the end of
the tax year, they intend to take all of their benefits from the pension
scheme and they must give the date when they expect to take their
benefits.

If a Scheme member elects for the ‘Scheme pays’ option, the
Scheme member will have to show the amount of tax paid by the
Scheme on their behalf on their Self-Assessment tax return.

The Government believes that most individuals will have a sufficient
understanding of any other income they are likely to receive in the
year they take their pension benefits to be able to anticipate their
marginal tax rate. Where a member has estimated the amount of
annual allowance charge due, they can complete their ‘Scheme pays’
election using estimated figures. In these circumstances, where the
member has made a reasonable estimate of the tax charge due then
this is acceptable and HMRC would consider that the conditions
asked for in the notice are met. On occasion, individuals may see
changes in circumstances that affect their overall marginal tax rate,
meaning that it is possible that their annual allowance charge may
have been over or under paid. If this happens, individuals will need to
use the Self-Assessment amendment process to report the overpaid
or underpaid tax and tell their Scheme (if they have utilised the
‘Scheme pays’ option). If the member wishes to amend their ‘Scheme

163 See http://Igpsregs.org/schemeregs/actguidance.php
164 See http://www.scotlgpsregs.org/schemeregs/actguidance.php
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pays’ election the administering authority will then need to take the
action shown in paragraphs 214 to 222).

206. If a Scheme member elects for the ‘mandatory Scheme pays’ option,
the administering authority must reduce the Scheme member’s [s237E]
benefits in accordance with guidance from the Secretary of State
(England and Wales)®® or Scottish Ministers (Scotland) 66,

207. The Finance Act 2004 and related legislation does not stipulate or
impose a time when the adjustment to Scheme benefits must be
made relative to when the tax has been paid.

208. Since 6 April 2013 the specific circumstances in which a scheme
pension in payment can be reduced have been extended to include a
reduction as a consequence of the scheme administrator paying an
amount of the member’s annual allowance charge!®’. However, prior
to 6 April 2013, if an administering authority did not reduce the
member’s benefits following receipt of a ‘mandatory Scheme pays’
election, the Scheme member might have become liable to an
unauthorised payment charge on the amount of the tax liability that
the Scheme had paid on their behalf as this would have then
constituted an unauthorised member payment. Furthermore, if a
retiree had made a ‘mandatory Scheme pays’ election, the benefits
were initially paid in full, and the pension in payment was then
subsequently reduced on account of an annual allowance tax charge,
the reduction would not have been a permitted reduction under
paragraph 2 of Schedule 28 of the Finance Act 2004. This would
have meant that future pension payments would have been
unauthorised member payments and, if that reduction to the pension
reduced the pension to less than 80% of the rate payable when the
member became entitled to the pension, any tax free lump sum they
received on retirement would have become an unauthorised payment
by virtue of paragraph 2A of Schedule 28 of the Finance Act 2004.
Thus, if a Scheme member approaching retirement became entitled
to all of their benefits from the Scheme'®® (not just from the Fund) in
the tax year and made a ‘mandatory Scheme pays’ election before

165 See http://www.lgpsregs.org/schemeregs/actguidance.php

166 See http://www.lgpsregs.org/index.php/scotland/stat-guidance

167 See the Registered Pension Schemes (Reduction in Pension Rates, Accounting and
Assessment) (Amendment) Regulations 2013 [SI 2013/1111].

168 For this purpose, the LGPS in England and Wales is a separate scheme from the LGPS in
Scotland, as is the LGPS in Northern Ireland.
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2009.

their benefits crystallised the administering authority had to make any
adjustment to the member’s benefits before the pension was put into
payment (and before any tax-free lump sum was calculated, or an
annuity was purchased). Individuals would have remained entitled to
a tax-free lump sum of up to 25% of their pension benefits (calculated
after application of the debit for the tax charge).

If a Scheme member elects for the ‘mandatory Scheme pays’ option,

the administering authority must account for the tax using an [s254(7A)]
Accounting for Tax (AFT) return no later than the quarter ending 31

December of the tax year following that in which the tax year ended

(or, if the election is amended resulting in additional tax, this mustbe  [s254(7B)]
accounted for by the later of the 31 December Accounting for Tax

return or the return that includes the date the administering authority

received the amended election). For example, for 2012/13, the

administering authority must account for the tax using, at the latest,

the 31 December 2014 Accounting for Tax (AFT) return. The AFT

return must include the number of members in the quarter for whom

the administering authority is paying the annual allowance charge

and, for each such member?°:

e the title, name and national insurance number of the member in
relation to whom the Scheme is paying an annual allowance
charge under the ‘mandatory Scheme pays’ option

e the date on which the Scheme became liable to the annual
allowance charge (i.e. the date the administering authority
received the notice from the member requiring them to pay the
annual allowance charge)

e the amount of tax (in whole pounds) to which the Scheme has
become jointly liable following a ‘mandatory Scheme pays’
election

e the tax year to which the annual allowance charge relates

If the administering authority has paid more than one annual
allowance charge for a member (because they have given more than
one notice in the same tax year) an entry is needed for each notice
using the relevant date for each notice. So, if an administering
authority receives two notices from a member and the amount for
each notice is returned in the same quarter there should be two
entries on the AFT return for that member for the quarter concerned.

210. However, in the first year of the regime the deadline for the

169 See regulation 9 of The Registered Pension Schemes (Miscellaneous Amendments)
Regulations 2011 [SI 2011/1751].
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administering authority to account for the tax was extended to the 31 ~ Sch 17 tothe
March 2014 Accounting for Tax return (rather than the 31 December gg“lalnce Act
2013 that would otherwise have been used). ]

211. Where the administering authority has accounted for the annual [s254(3) & (5)]
allowance tax charge on a 31 December AFT return they must then
pay the tax due by the second 14 February that follows the end of the
tax year to which the liability relates. For example, for a liability
relating to the 2012/13 tax year, if the administering authority had
included this on an AFT return for quarter ending 31 December 2014
they would have to pay the tax due by 14 February 2015. For
2011/12, this deadline was extended. So for a liability relating to the
2011/12 tax year, the Scheme had to include the liability on an AFT
return by 31 March 2014 and pay the tax due by 15 May 2014.

212. The 31 December and 14 February deadlines are, respectively, the
latest that the administering authority should complete the AFT return
and make the payment of the tax due. The administering authority
can decide to include the liability on an earlier AFT return and if it
does so, the date for payment of the tax is the normal payment date
for that return.

213. If a member dies after making a ‘mandatory Scheme pays’ election
and the administering authority has made the adjustment to the
member’s benefits before they died then, even if the Scheme had not
yet paid over any tax to HMRC, the Scheme can honour the
‘mandatory Scheme pays’ election as the member had made the
election before their death. If the administering authority had not
made the adjustment before the member’s death it might not be
possible for the administering authority to continue with the member’s
request. This is because the tax rules require that an adjustment
must be made to the member’s benefit entittement if the Scheme
pays an amount of annual allowance charge on their behalf. If it is
impossible for the administering authority to meet this requirement it
can ask HMRC to be discharged from the requirement to pay the
amount of tax the member asked it to pay before their death. The
member’s estate would then have to account for the full amount of
the annual allowance charge liability that the member had incurred
before their death.

214. After a member has required the Scheme to pay an amount of their
annual allowance charge they are able to change the amount that
they have asked the Scheme to pay. This could happen because
their annual allowance charge liability for the tax year concerned was
more, or less, than they realised when they gave their original notice
(e.g. because their marginal tax rate changes due to a change in
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what they had expected their taxable income for the year to be).

215. There is a time limit for the member to ask the administering authority
to change the amount of the annual allowance charge that they want
the Scheme to pay. The administering authority must receive the
member’s request no later than the 31 July that follows the end of the
period of 4 years from the end of the tax year to which the member’s
liability relates. For example, if the member’s annual allowance
charge relates to the tax year 2011/12 their request to change the
amount that they have already asked the Scheme to pay must be
received by the administering authority no later than 31 July 2016.

216. The member’s notification to change the amount that they have
already asked the Scheme to pay must contain the same information
as was on their original notice (see paragraph 201). The member’s
amended notice should also state:

a. the tax year to which the annual allowance charge liability
relates,

b. the amount of their annual allowance charge liability that they
now want the Scheme to pay on their behalf for that year,
and

c. that the amount of the liability they now want the Scheme to
pay has been calculated at the proper rate.

Where the member has reduced the amount they require the
Scheme to pay

217. Where, as a result of an amended ‘mandatory Scheme pays’ election,
the member has reduced the amount they require the Scheme to pay
and the deadline has not yet been reached for the administering
authority to pay the tax that was on the original notice (see paragraph
211), the same deadline will continue to apply for the revised amount
and an adjustment should be made to the member’s benefit’s to
reflect the lower amount of tax to be paid.

218. The member’s amended notice may mean that the amount of the
annual allowance charge now due is £2,000 or less. If this happens
then the member will not be able to confirm that their total annual
allowance liability is more than £2,000. The administering authority
will not then have to comply with the amended notice and the
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219.

220.

221.

222.

Scheme will no longer be jointly and severally liable to the member’s
annual allowance charge. The liability for the tax due will then revert
to being on the member. In these circumstances it is permissible for
an administering authority to agree to pay the member’s annual
allowance charge on a voluntary basis — see paragraph 223 for more
information.

Where an administering authority receives an amended notice which
reduces the amount of liability, the administering authority will need to
send HMRC an amended Accounting for Tax return (AFT). Where the
administering authority has already paid the tax to HMRC then the
administering authority will have to make a claim to HMRC (including,
where the annual allowance charge has fallen to £2,000 or less, for
the whole amount of the tax paid). HMRC will then make the refund to
the Scheme. The administering authority would then carry out a form
of the offsetting adjustment in reverse to reconcile the member’s
entitlement.

Paying the additional amount of tax if the member has increased
the amount they ask the Scheme to pay

If the deadline has not yet been reached for the Scheme to pay the
tax that was on the original notice (see paragraph 211), the same
deadline will continue to apply for both the original amount and the
additional amount.

If the deadline for the Scheme to pay the tax that was on the original
notice has passed by the time the member requires the Scheme to
pay an additional amount (see paragraph 211), the deadline for
paying the additional amount will depend on the period of the year in
which the request to pay the additional amount is received by the
administering authority. When the member’s request for the Scheme
to pay an additional amount is received by the Scheme in the period:

a. January to 31 March, the deadline for the Scheme to pay that
additional amount is the following 15 May,

b. 1 April to 30 June, the deadline is the following 14 August,

c. 1 July to 30 September, the deadline is the following 14
November, and

d. 1 October to 31 December, the deadline is the following 14
February.

It should be noted that where a member has already taken all of their
benefits since they required the Scheme to pay the annual allowance
charge, it is possible for the Scheme to pay the member’s annual
allowance charge provided that the benefits can be adjusted
accordingly. Since 6 April 2013 the specific circumstances in which a
scheme pension in payment can be reduced have been extended to
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include a reduction as a consequence of the scheme administrator
paying an amount of the member’s annual allowance charge!’.
However, prior to 6 April 2013, there may have been adverse tax
consequences for the member if an administering authority had
further reduced the member’s pension that was already in payment to
reflect the additional amount of tax payable. This was because where
a pension in payment was reduced on account of an annual
allowance tax charge, the reduction would not have been a permitted
reduction under paragraph 2 of Schedule 28 of the Finance Act 2004.
Furthermore, if the pension was reduced to less than 80% of the rate
payable when the member became entitled to the pension, any tax
free lump sum they received on retirement would have become an
unauthorised payment by virtue of paragraph 2A of Schedule 28 of
the Finance Act 2004. In those circumstances the administering
authority was advised to make a request to HMRC asking that the
Scheme should not pay the member’s charge as it would have an
adverse tax consequence for the Fund and the member.

223. Administering authorities must agree to a ‘mandatory Scheme pays’
election where a member has a mandatory right under section 237B
of the Finance Act 2004 to make such an election and does so within
the relevant timescale — see paragraph 199. We will refer to this as
‘mandatory Scheme pays’.

However, as mentioned in paragraphs 163, 179, 180, 181, 182, 202
and 218, in circumstances where the member does not have the right
to make a ‘mandatory Scheme pays’ election, or the annual
allowance charge exceeds the amount in respect of which the
member may make a ‘mandatory Scheme pays’ election,
administering authorities may be able to choose to agree to pay a
scheme member’s annual allowance tax charge on a voluntary basis
with a corresponding reduction to the member’s benefits. We will
refer to this as ‘voluntary Scheme pays’.

Those circumstances are, for example, where:

0] the member is subject to the tapered annual allowance and
the member’s Pension Input Amount for the aggregate of the

170 See the Registered Pension Schemes (Reduction in Pension Rates, Accounting and
Assessment) (Amendment) Regulations 2013 [SI 2013/1111].
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arrangements in the Scheme!’! in the Pension Input Period
exceeds the ‘standard’ annual allowance for that tax year as
set out in section 228(1) of the Finance Act 2004 (for
example, for tax year 2016/17 the Pension Input Amount
exceeds £40,000). The member only has a ‘mandatory
Scheme pays’ right in respect of the amount by which their
Pension Input Amount exceeds the ‘standard’ annual
allowance. For example, if the member’s Pension Input
Amount is £41,000 but, due to the level of their income, the
member’s tapered annual allowance is £10,000, the member
will have an annual allowance tax charge on £31,000 of the
Pension Input Amount but will only have a ‘mandatory
Scheme pays’ right in respect of the tax charge due on
£1,000 of the Pension Input Amount. The member could ask
the administering authority to pay their annual allowance tax
charge on a voluntary basis with a corresponding reduction to
their benefits.

(i)  the member is subject to the tapered annual allowance but
the member’s Pension Input Amount for the aggregate of the
arrangements in the Scheme!’2 in the Pension Input Period
does not exceed the ‘standard’ annual allowance for that tax
year as set out in section 228(1) of the Finance Act 2004 (for
example, for tax year 2016/17 the Pension Input Amount
does not exceed £40,000). The member does not have a
‘mandatory Scheme pays’ right. For example, if the member’s
Pension Input Amount is £39,000 but, due to the level of their
income, the member’s tapered annual allowance is £10,000,
the member will have an annual allowance tax charge on
£29,000 of the Pension Input Amount but, as their Pension
Input Amount for the aggregate of the arrangements in the
Scheme!”® in the Pension Input Period did not exceed the
‘standard’ annual allowance of £40,000 the member has no
‘mandatory Scheme pays’ right. The member could ask the
administering authority to pay their annual allowance tax
charge on a voluntary basis with a corresponding reduction to
their benefits.

(i)  the member has an annual allowance charge of more than
£2,000 because they have exceeded the annual allowance
by virtue of savings across multiple pension schemes, without

171 The 89 LGPS Funds in England and Wales are one scheme. The 11 LGPS in Scotland are
another scheme. And the LGPS in Northern Ireland is yet another scheme.
172 The 89 LGPS Funds in England and Wales are one scheme. The 11 LGPS in Scotland are
another scheme. And the LGPS in Northern Ireland is yet another scheme.
173 The 89 LGPS Funds in England and Wales are one scheme. The 11 LGPS in Scotland are
another scheme. And the LGPS in Northern Ireland is yet another scheme.
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exceeding the annual allowance in any one scheme. The
member does not have a ‘mandatory Scheme pays’ right but
could ask the administering authority to pay their annual
allowance tax charge on a voluntary basis with a
corresponding reduction to the member’s benefits.

(iv)  the member has a ‘mandatory Scheme pays’ right in respect
of benefits accrued in the LGPS but also has an annual
allowance tax charge in respect of benefits accrued in
another Scheme. The member could ask the administering
authority to pay their full annual allowance tax charge,
including that relating to benefits accrued in the other
Scheme, on a voluntary basis with a corresponding reduction
to their LGPS benefits.

(v)  the member has an annual allowance charge liability as a
result of the application of the money purchase annual
allowance. However, the member’s annual allowance charge
liability by reference to the ‘standard’ annual allowance would
have been £2,000 or less and so the member does not have
a ‘mandatory Scheme pays’ right. However, the member
could ask the administering authority to pay their annual
allowance tax charge on a voluntary basis with a
corresponding reduction to their benefits.

(vi)  the member has an annual allowance charge liability as a
result of the application of the money purchase annual
allowance. The amount of the annual allowance charge by
reference to the ‘standard’ annual allowance would have
exceeded £2,000 and so the member has a ‘mandatory
Scheme pays’ right. However, the maximum amount the
individual can require the Scheme to pay under the
‘mandatory Scheme pays’ right is based on the amount of
their pension savings that exceeded the ‘standard’ annual
allowance (for example, for tax year 2016/17, this means
exceeded £40,000) in that scheme alone and the amount of
tax that would have been due by reference to the ‘standard’
annual allowance. For example, if the individual’s annual
allowance charge is £4,000 by reference to the money
purchase annual allowance and would have been £3,000 by
reference to the ‘standard’ annual allowance the maximum
possible amount that the individual could require the scheme
to pay under ‘mandatory Scheme pays’ is limited to £3,000.
The member could ask the administering authority to pay
their full annual allowance tax charge on a voluntary basis
with a corresponding reduction to their LGPS benefits.

(vii) aretiree fails to make a ‘mandatory Scheme pays’ election

before they have become entitled to all of their benefits under
the Scheme (not just from the Fund) or before a BCES5, 5A or
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5B occurs. The member could subsequently ask the
administering authority to pay their annual allowance tax
charge on a voluntary basis with a corresponding reduction to
their LGPS benefits. If they do so, the annual allowance tax
charge must reach HMRC by 31 January falling in the tax
year in which the member became entitled to all of their
benefits under the Scheme or in which the BCES5, 5A or 5B
occurred in order to avoid interest accruing for late payment.
Where interest does accrue this is calculated by HMRC and
paid directly by the member (i.e. the administering authority
does not pay the interest on the late payment of monies,
regardless of the reason for late payment).

(viii) a member makes a ‘mandatory Scheme pays’ election
because they believe their annual allowance tax charge
exceeds £2,000. However, the member subsequently finds
that it does not and asks the administering authority to pay
their annual allowance tax charge on a voluntary basis with a
corresponding reduction to their LGPS benefits. Note,
however, that in such a case it is highly likely that interest will
have accrued for late payment of the annual allowance tax
charge (as the 31 January deadline is likely to have passed).
Where interest does accrue this is calculated by HMRC and
paid directly by the member (i.e. the administering authority
does not pay the interest on the late payment of monies,
regardless of the reason for late payment).

(iX) amember’s annual allowance tax charge is less than £2,000.
The member could ask the administering authority to pay
their annual allowance tax charge on a voluntary basis with a
corresponding reduction to their LGPS benefits.

(x)  due to administrative difficulties that result in the member
missing the ‘mandatory Scheme pays’ deadline (e.g. the
member was not provided with the necessary information on
time), the Administering Authority may wish to offer the
‘voluntary Scheme pays’ option to a member who would
otherwise have been able to make a ‘mandatory Scheme
pays’ election had such administrative difficulties not
occurred.

The Local Government Pension Scheme Regulations are silent on
the matter of ‘voluntary Scheme pays’. This means that there is no
standard approach imposed on administering authorities and, as it is
a matter devolved to sub-scheme administrators (see the legislative
background below) it is for each administering authority to determine
its stance on ‘voluntary Scheme pays’ requests and which ones, if
any, it would be willing to accept.

In reaching a decision there are a number of matters that
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administering authorities will need to consider. For example:

a) Does the administering authority have the vires to agree to a
‘voluntary Scheme pays’ election?

The LGPC Secretariat has obtained legal advice from
Eversheds to the effect that English administering authorities
which are local authorities have a general power of
competence under the Localism Act 2011 (or, for NILGOSC,
an equivalent power under sections 79 — 83 of the Local
Government Act (Northern Ireland) 2014) and so it is arguable
they are thus able to agree to a ‘voluntary Scheme pays’
request. There is no express prohibition on them doing so and
it can be argued that, given there would be a corresponding
reduction to the member’s pension benefits, agreeing to a
‘voluntary Scheme pays’ request would be a reasonable
exercise of the general power of competence (particularly in
respect of members subject to a sizeable annual allowance tax
charge as a result of the tapered annual allowance who may
not be able to access the ‘mandatory Scheme pays’ option or
where the ‘mandatory Scheme pays’ option would only cover a
small proportion of their annual allowance tax charge).

[Note: The position of the South Yorkshire Pensions Authority,
the London Pensions Fund Authority, the Environment
Agency, the West Midlands Combined Authority and the
Barnsley, Doncaster, Rotherham and Sheffield Combined
Authority is currently being considered and advice will be
issued in due course.]

The position of administering authorities in Wales and
Scotland is not as clear cut as the position in England.
Administering authorities in Wales and Scotland would need to
rely on either the “well-being” powers in the Local Government
Act 2000 and the Local Government in Scotland Act 2003 or
on the power they have under section 111 of the Local
Government Act 1972 to do anything “which is calculated to
facilitate, or is conducive or incidental to, the discharge of any
of their functions”. The “well-being” power is narrower than a
general power of competence and it is not certain that it could
be relied upon to agree to a ‘voluntary Scheme pays’ request.
That leaves, for consideration, section 111 of the Local
Government Act 1972. Although less clear cut than the general
power of competence position in England, it might be argued
that section 111 of the Local Government Act 1972 can be
relied upon in Wales and Scotland to agree to a ‘voluntary
Scheme pays’ request. This is because such a request could
be said to be incidental or conducive to the performance of the
administering authority’s functions given that the functions of
the local authority acting as an administering authority and as
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a scheme administrator (for tax purposes) are defined by
statute and legislation.

Eversheds have also taken the view that regulation 84 of the
Local Government Pension Scheme Regulations 2013 [SI
2013/2356], regulation 82 of the Local Government Pension
Scheme Regulations 2014 [SSI 2014/164] and regulation 94 of
the Local Government Pension Scheme Regulations (Northern
Ireland) 2014 [SR 2014/188] which, respectively, say

84 Non-assignability

(1) Every benefit to which a person is entitled under the
Scheme is payable to or in trust for that person.

(2) No such benefit is assignable or chargeable with that
person's, or any other person's, debts or other liabilities.

82 Non-assignability

(1) Every benefit to which a person is entitled under the
Scheme is payable to or in trust for that person.

(2) No such benefit may be assigned or charged and any such
assignation or charge shall be void.

94 Non-assignability

(1) Every benefit to which a person is entitled under the
Scheme is payable to or in trust for that person.

(2) No such benefit is assignable or chargeable with that
person's, or any other person's, debts or other liabilities.

do not prevent an administering authority relying on regulation
2 of the Registered Pension Schemes (Modification of Scheme
Rules) Regulations 2011 [SI 2011/1791].

Administering authorities may wish to take their own legal
advice on whether or not they have the vires to agree to a
‘voluntary Scheme pays’ request.

b) If an administering authority has the vires to accept a
‘voluntary Scheme pays’ request, which types of case (if any)
should be accepted?

This is clearly a matter for each administering authority to
consider and decide upon. Administering authorities are not
compelled to agree to any ‘voluntary Scheme pays’ requests
and can simply decide not to do so. Administering authorities
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who may be prepared to accede to ‘voluntary Scheme pays’
requests are more likely to come under pressure to do so from
those members falling within (i) and (ii) above. The
administering authority might, therefore, wish to restrict
agreement to such cases. Alternatively, administering
authorities might decide to consider each request on its merits.

It should be noted that an agreement by an administering
authority to pay a member’s annual allowance tax charge on a
voluntary basis (over and above the ‘mandatory Scheme pays
amount) would not set a precedent for that administering
authority as each case could be considered on its merits.
Additionally, any agreement by one administering authority
does not set a precedent that has to be adhered to by any
other administering authority. Regulation 2(2) of the
Registered Pension Schemes (Modification of Scheme Rules)
Regulations 2011 [SI 2011/1791] only provides that the
scheme rules are modified to allow a consequential adjustment
to that member’s pension entitlement. In other words, the
scheme rules will not have been amended (for everyone), just
modified in relation to the member in respect of whom the
administering authority agreed to pay the member’s annual
allowance tax charge on a voluntary basis.

)

It should also be noted that the adjustment made to a
member’s pension benefits to account for a ‘voluntary Scheme
pays’ election will serve to reduce that member’s benefits for
Lifetime Allowance purposes whereas if the member pays the
tax due themselves their full pension benefit still counts
towards the Lifetime Allowance. Thus, in some cases,
‘voluntary Scheme pays’ will have a beneficial (tax saving)
effect on members who might otherwise have exceeded the
Lifetime Allowance.

c) Should there be a minimum level of annual allowance tax
charge payable before the administering authority would
consider a ‘voluntary Scheme pays’ request’?

Administering authorities prepared to accede to ‘voluntary
Scheme pays’ requests will need to consider whether there is
a minimum level of annual allowance tax charge that the
member must be facing before the administering authority will
consider the request. For example, will the administering
authority consider any level of request (even if the tax charge
is, say, only £5) or should there be an arbitrary minimum level
imposed (e.g. only cases where the tax charge is greater than
£1,000 will be considered). The problem with the latter is
“‘What do you do when a member whose tax charge is £999.99
asks why you will not accept his / her request for ‘voluntary
Scheme pays’?” Alternatively, rather than set any minimum,
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administering authorities might decide to consider each
request on its merits.

d) Should the administering authority accept a combination of
‘mandatory Scheme pays’ and ‘voluntary Scheme pays’? What
are the differences?

In the example in (i) above the member has an annual
allowance tax charge on £31,000 of the Pension Input Amount
but will only have a ‘mandatory Scheme pays’ right in respect
of the tax charge due on £1,000 of the Pension Input Amount.
The ‘mandatory Scheme pays’ election would have to be made
by 31 July (e.g. for 2016/17 the deadline is 31 July 2018). If
the administering authority is prepared to accede to a
‘voluntary Scheme pays’ request in respect of the tax charge
due on the remaining £30,000 it should be noted that unlike
‘mandatory Scheme pays’ there is, technically, no deadline by
which a member must make the ‘voluntary scheme pays’
election, though an administering authority may wish to set
local deadlines (e.g. they could consider aligning the
timescales with those that apply to ‘mandatory scheme pays’
elections). However, if the member does not wish to incur
interest charges in respect of the tax charge due on the
£30,000, the member would have to make the relevant
‘voluntary Scheme pays’ election well before 31 January in the
year following the relevant tax year (e.g. for 2016/17 the
election would have to be made before 31 January 2018,
being more than 6 months before the deadline for the
‘mandatory Scheme pays’ election) to enable the administering
authority to make the annual allowance tax charge payment to
HMRC by 31 January. In practice, this would mean that
‘voluntary Scheme pays’ processes would need to be put in
place well before 31 January in order that the member can
notify the administering authority of the amount of tax due, the
administering authority can tell the member what the reduction
to their benefits would be, the member can elect to proceed,
the administering authority can arrange for the appropriate
reduction to be noted on the pensions system and,
IMPORTANTLY, the administering authority can pay the tax
due to HMRC by 31 January. The date of 31 January ties in
with the deadline for an individual’s tax payment given that,
unlike with ‘mandatory scheme pays’ where the member and
the Scheme are jointly and severally liable for the tax charge,
the tax liability in a ‘voluntary Scheme pays’ case rests solely
with the member (so even though the Scheme will pay over
the amount of tax on the member’s behalf, the member will
remain solely liable for the amount of tax due until the
administering authority pays it to HMRC). A ‘voluntary Scheme
pays’ election can be made and processed after 31 January,
though the member will then incur a late payment interest
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charge and be responsible for paying that interest charge to
HMRC. The deadline for the administering authority to pay
over the tax charge in respect of the ‘mandatory Scheme pays’
election is 14 February of the following year e.g. for 2016/17
the deadline is 14 February 2019.

e) What level of deduction should be made from the member’s
benefits if a ‘voluntary Scheme pays’ request is accepted?

If an administering authority accepts a ‘voluntary Scheme
pays’ request then it is a legal requirement that any
“consequential adjustment to be made to the entitlement of the
member to benefits under the scheme [is to be made] on a
basis that is just and reasonable having regard to normal
actuarial practice.”

Regulation 86(2) of the Local Government Pension Scheme
Regulations 2013 and regulation 84(2) of the Local
Government Pension Scheme (Scotland) Regulations 2014
specify that any consequential reduction in respect of a
‘mandatory Scheme pays’ election shall be made in
accordance with actuarial guidance issued by the Secretary of
State or, in Scotland, by the Scottish Ministers. However, there
IS no equivalent provision in those regulations specifying how
any consequential reduction in respect of a ‘voluntary Scheme
pays’ election should be made. Administering authorities will
no doubt wish to use the actuarial guidance issued in relation
to ‘mandatory Scheme pays’ and apply it to any ‘voluntary
Scheme pays’ requests they accept.

f) Can an administering authority make a charge for
administration of a ‘voluntary Scheme pays’ request?

In some ways administering a ‘voluntary Scheme pays’
request is similar to administering a Pension Sharing on
Divorce case in that the matter is specific to the individual
Scheme member and so, as in the case of Pension Sharing on
Divorce, it is arguable that any administrative costs associated
with the request ought to be borne by the member (not by the
Fund, as this would impact on the cost for all participating
employers). However, by virtue of regulation 4(6) of the Local
Government Pension Scheme (Management and Investment
of Funds) Regulations 2016 and of the Local Government
Pension Scheme (Management and Investment of Funds)
(Scotland) Regulations 2010, costs incurred in relation to
Pension Sharing on Divorce cannot be charged to the Fund.
Conversely, the same regulation permits costs incurred in
relation to a ‘voluntary Scheme pays’ request to be charge to
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the Fund. If administering authorities wish to charge for the
administration involved in processing any ‘voluntary Scheme
pays’ requests they accede to it would be helpful if the
Regulations were amended to specifically permit this.

0) How should an administering authority account for a ‘voluntary
Scheme pays’ tax charge on their AFT return?

PTM056430 confirms that if an administering authority agrees
to pay an amount of a member’s annual allowance charge
liability on a voluntary basis, the scheme would not have joint
and several liability for the tax charge and the liability for the
annual allowance charge would remain with the member. The
payment made by the scheme on a voluntary basis should
therefore be paid to the member’s normal Self-Assessment
deadline. If the AFT process is being used to report and pay
the tax being paid by the scheme on a voluntary basis, the
scheme administrator will need to consider which quarterly
period to use.

The legal background covering ‘voluntary Scheme pays’ is set out
below:Voluntary Scheme Pays - regulation 2 of the Registered
Pension Schemes (Modification of Scheme Rules) Regulations
2011 [SI1 2011/1791], regulation 4A of the Pension Schemes
(Reduction in Pension Rates) Regulations 2006 [SI 2006/138],
section 91 of the Pensions Act 1995 and regulation 8(7) of the
Occupational Pension Schemes (Assignment, Forfeiture,
Bankruptcy etc.) Regulations 1997 [SI 1997/785] as inserted by
regulation 2 of the Occupational Pension Schemes (Assignment,
Forfeiture, Bankruptcy etc) (Amendment) Regulations 2011 [SI
2011/1801], regulation 3 and Part 3 of Schedule 3 to the
Registered Pension Schemes (Splitting of Schemes) Regulations
2006 [SI 2006/569]

Where a member does not meet the conditions for ‘mandatory
scheme pays’ to apply or they do not make their nomination in time,
the scheme administrator or, in the case of a Scheme such as the
LGPS which is covered by the Registered Pension Schemes
(Splitting of Schemes) Regulations 2006 [SI 2006/569], the sub-
scheme administrator, may agree (if they have the vires to do so) to
pay the member’s annual allowance charge on a voluntary basis.
Unlike with ‘mandatory scheme pays’ the scheme administrator or,
where relevant, sub-scheme administrator would not have joint and
several liability for the tax charge so the liability would remain with the
member. The payment made by the scheme administrator or sub-
scheme administrator on a voluntary basis should be paid by the
member’s normal self-assessment deadline i.e. by 31 January (but
where it is paid later the member will incur interest for late payment).
The scheme administrator or sub-scheme administrator has to make
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a corresponding deduction to benefits, to account for the tax the
scheme administrator or sub-scheme administrator has voluntarily
paid on the member’s behalf. If the scheme administrator or sub-
scheme administrator does not reduce the member’s benefits in the
Scheme to take account of the tax the scheme administrator has
paid, then the member may also become liable to an unauthorised
payments charge on the amount of their liability that the scheme
administrator or sub-scheme administrator has paid on their behalf.

There are no general restrictions to prevent scheme administrators or
sub-scheme administrators from agreeing to ‘voluntary scheme pays’.

Section 91(1) of the Pensions Act 1995 says:

(1) Subject to subsection (5), where a person is entitled to a pension
under an occupational pension scheme or has a right to a future
pension under such a scheme -

(a) the entitlement or right cannot be assigned, commuted or
surrendered,

(b) the entitlement or right cannot be charged or a lien exercised in
respect of it, and

(c) no set-off can be exercised in respect of it,
and an agreement to effect any of those things is unenforceable.

However, regulation 8(7) of the Occupational Pension Schemes
(Assignment, Forfeiture, Bankruptcy etc.) Regulations 1997 [SI
1997/785], as inserted by regulation 2 of the Occupational Pension
Schemes (Assignment, Forfeiture, Bankruptcy etc) (Amendment)
Regulations 2011 [SI 2011/1801], says:

(7) Section 91(1)(a) of the 1995 Act (inalienability of occupational
pension) does not apply to a scheme where -

(a) the scheme administrator satisfies any part of a person's liability
to the annual allowance charge under section 237A of the Finance
Act 2004 (liability of individual) at the request of that person, to the
extent that it would prevent an adjustment to that person's benefits
under the scheme as a consequence of the scheme administrator
satisfying that liability, or

(b) the scheme administrator satisfies a liability under section 237B of
the Finance Act 2004 (liability of scheme administrator) in respect of
a person, to the extent that it would prevent a consequential
adjustment to that person's benefits under the scheme under section
237E(1) of that Act (consequential benefit adjustments to be
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reasonable etc).

This ensures that where a scheme administrator or sub-scheme
administrator wishes to agree to a ‘voluntary scheme pays’ election
(and has the vires to do so) the administrator is acting within the law
on the inalienability of occupational pension rights.

Regulation 2 of the Registered Pension Schemes (Modification of
Scheme Rules) Regulations 2011 [SI 2011/1791] says:

2 Modification of scheme rules

(1) This regulation applies where a scheme administrator of a
registered pension scheme ("the scheme") satisfies all or part of a
member's liability to the annual allowance charge, either on a
voluntary basis or pursuant to a liability under section 237B of the
Finance Act 2004.

(2) The rules of the scheme shall be modified so as to allow for a
consequential adjustment to be made to the entitlement of the
member to benefits under the scheme on a basis that is just and
reasonable having regard to normal actuarial practice. This
paragraph is subject to paragraph (3).

(3) Any modification to the scheme's rules made by virtue of
paragraph (2) is subject to section 159 of the Pension Schemes Act
1993 or section 155 of the Pension Schemes (Northern Ireland) Act
1993 (inalienability of guaranteed minimum pension etc)

Additionally, regulation 3 of the Pension Schemes (Reduction in
Pension Rates) Regulations 2006 [SI 2006/138] says that the
provision set out in regulation 4A of those Regulations is a prescribed
circumstance for the purpose of paragraph 2(4)(h) of Schedule 28 of
the Finance Act 2004 (i.e. it is an allowable reduction to a Scheme
pension). Paragraph 4A of those regulations says:

4A Reduction of pension - voluntary satisfaction of liability

The circumstances are that the pension is reduced by reason of the
satisfaction by the scheme administrator on a voluntary basis of all or
part of a liability of a member arising under section 227(1) of the
Finance Act 2004 (annual allowance charge).

Regulation 3 and Part 3 of Schedule 3 to the Registered Pension
Schemes (Splitting of Schemes) Regulations 2006 [SI 2006/569]
provide that references to the “scheme administrator shall be read as
a reference to the sub-scheme administrator” in both the Registered
Pension Schemes (Modification of Scheme Rules) Regulations 2011
[SI 2011/1791] and the Registered Pension Schemes (Notice of Joint
Liability for the Annual Allowance Charge) Regulations 2011 [SI
2011/1793].

Version 3.3 — December 2017 193



224. A summary of the relevant timescales applicable to the new annual
allowance regime is provided in Annex 2. It shows the timeline for the
process of determining and paying an annual allowance tax charge in
respect of the 2015/16 tax year (other than for members retiring in the
tax year who wish to utilise the ‘mandatory Scheme pays’ option - see
paragraph 202 and the third bullet point in paragraph 163). For each
subsequent tax year, the dates in the columns should be moved
forward by one year.

Terry Edwards

Senior Pensions Adviser

Local Government Pensions Committee
February 2017
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Annex 1

Glossary

Arrangement: Section 152(1) of the Finance Act 2004 says that an
arrangement “in relation to a member of a pension scheme, means an
arrangement relating to the member under the pension scheme”. The
meaning of arrangement is, itself, not specifically defined. Section 152(9) of
the Finance Act 2004 does, however, make it clear that where a member is
provided with both defined benefits and money purchase benefits within a
scheme, these are treated as two separate arrangements for the purpose of
the tax legislation. The HMRC guidance at PTM032000 also clarifies that “an
arrangement is any contract, agreement or arrangement for the purposes of
which a scheme holds sums and assets relating to an individual member, and
under which benefits are provided. A member may have more than one
arrangement under a scheme.” Thus, for the purposes of the LGPS, the
above can be read to mean:

a) if a member has two or more concurrent active jobs in the Scheme!*,
these will be separate arrangements

b) if a member is an active member and also, under the Scheme, has a
separate deferred benefit and / or pension benefit in payment, these
will be separate arrangements

c) if a member is a deferred member and also, under the Scheme, has a
separate deferred benefit and / or pension benefit in payment, these
will be separate arrangements

d) if a member is a pensioner member and also, under the Scheme, has
a separate deferred benefit and / or another pension benefit in
payment, these will be separate arrangements

e) if a member has main Scheme benefits (a defined benefit
arrangement) and has an AVC or SCAVC (a money purchase
arrangement), these will be separate arrangements

f) if an active member, or a deferred member, or a pensioner member of
the Scheme also has a Pension Credit, these will be separate
arrangements.

If a deferred member of the Scheme re-joins the Scheme and aggregates the
period of membership from the deferred benefit with the current active period
of membership, the act of aggregation means that what were formerly two
separate arrangements have become a single arrangement (see paragraphs
72 to 78). Similarly, if a member with concurrent employments ceases one
and aggregates the period of membership with membership in an ongoing
employment, the act of aggregation means that what were formerly two

174 For the purpose of the annual allowance test, the LGPS in England and Wales is a
separate Scheme from the LGPS in Scotland, as is the LGPS in Northern Ireland.
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separate arrangements have become a single arrangement (see paragraph
79)

BCE: This is a Benefit Crystallisation Event. Section 216 of the Finance Act
2004 defines these as follows:

BCEL. The designation of sums or assets held for the purposes of a money
purchase arrangement under any of the relevant pension schemes as
available for the payment of drawdown pension to the individual.

BCEZ2. The individual becoming entitled to a scheme pension under any of the
relevant pension schemes.

BCE3. The individual, having become so entitled, becoming entitled to
payment of the scheme pension, otherwise than in excepted circumstances,
at an increased annual rate which -
(a) exceeds the threshold annual rate, and
(b) exceeds by more than the permitted margin the rate at which it was
payable on the day on which the individual became entitled to it

BCE4. The individual becoming entitled to a lifetime annuity purchased under
a money purchase arrangement under any of the relevant pension.

BCES. The individual reaching the age of 75 when prospectively entitled to a
scheme pension or a lump sum (or both) under a defined benefits
arrangement under any of the relevant pension schemes.

BCES5A. The individual reaching the age of 75 having designated sums or
assets held for the purposes of a money purchase arrangement under any of
the relevant pension schemes as available for the payment of drawdown
pension to the individual.

BCES5B. The individual reaching the age of 75 when there is a money
purchase arrangement relating to the individual under any of the relevant
pension schemes.

BCESC. The designation, on or after 6 April 2015 but before the end of the
relevant two-year period, of relevant unused uncrystallised funds as available
for the payment, to a dependant or nominee of the individual, of (as the case
may be) dependants’ flexi-access drawdown pension or nominees' flexi-
access drawdown pension.

BCESD. A person becoming entitled, on or after 6 April 2015 but before the
end of the relevant two-year period, to a dependants’ annuity or nominees'
annuity in respect of the individual if -

(a) the annuity is purchased using (whether or not exclusively) relevant
unused uncrystallised funds, and

(b) the individual died on or after 3 December 2014
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BCESG6. The individual becoming entitled to a relevant lump sum under any of
the relevant pension schemes.

BCE?7. A person being paid a relevant lump sum death benefit in respect of
the individual under any of the relevant pension schemes.

BCES8. The transfer of sums or assets held for the purposes of, or
representing accrued rights under, any of the relevant pension schemes so as
to become held for the purposes of or to represent rights under a qualifying
recognised overseas pension scheme in connection with the individual's
membership of that pension scheme.

BCEDO9. If regulations under section 164(1)(f) so provide, the happening of an
event prescribed in the regulations in relation to a payment prescribed in the
regulations — [see PTM088700 for more information on BCE9]

Closing Value: This is the value of the member’s pension savings at the end
of the current Pension Input Period. It is calculated as the sum of (16 x PE) +
LSE + AVC. It should be noted that the Closing Value is subject to
adjustments as shown in paragraphs 61 to 71.

LSB: this is the automatic lump sum that would have been payable by the
Fund at the end of the Pension Input Period immediately preceding the
current Pension Input Period. The lump sum should ignore:

e any actuarial reduction that would have applied had the lump sum
been payable at the end of the Pension Input Period immediately
preceding the current Pension Input Period, and

e any election to commute pension for an increased lump sum which
has already been submitted by the member before the end of the
Pension Input Period_immediately preceding the current Pension Input
Period in anticipation of retirement in the current Pension Input
Period,

but should not ignore:

e any actuarial increase!’® that would have applied had the lump sum
been brought into payment at the end of the Pension Input Period

175 Paragraph 3.16 of the March 2011 HM Treasury document “Restricting pensions tax relief
through existing allowances: response to the consultation on draft legislation” says “In
general, late retirement uplifts, where uplift is expressed as a percentage determined in
accordance with a provision in scheme rules as of 14 October 2010 will not be held to
account against the AA. However, where the late retirement increase is determined by
reference to continued accrual of pensionable pay or years of service, the value of the
increase may give rise to a relevant pension input amount.” Whilst it would appear from this
that any late retirement accrual would count but the actuarial increase applied in accordance
with Secretary of State / Scottish Ministers guidance on late retirement would not, this is not
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immediately preceding the current Pension Input Period and the
member was, at that time, over the age at which an actuarial increase
would have been applied to benefits i.e. include an actuarial increase
on the automatic 3/80ths lump sum when the member is, at the end of
the Pension Input Period immediately preceding the current Pension
Input Period , over the age of 65 (as actuarial increases, even for
those with an NPA earlier than 65, are only payable where benefits
are drawn after age 65).

It should be noted that the actuarial increase factors to be applied are
those that were in force at the end of the Pension Input Period
immediately preceding the current Pension Input Period. This is true
even if the factors are subsequently changed with an effective date
after the end of the Pension Input Period_immediately preceding the
current Pension Input Period meaning that the factors used for LSB
will be different to those eventually used for LSE.

LSE: For an active member or a member becoming a deferred pensioner or
frozen refund member during the Pension Input Period, this is the lump sum
that would have been payable at the end of the current Pension Input Period
based on membership to the end of that Pension Input Period (for an active
member) or to the date of leaving (for a deferred or frozen refund member).
When calculating LSE the lump sum should ignore:

e any election to commute pension for an increased lump sum which
has already been submitted by the member before the end of the
current Pension Input Period in anticipation of retirement in the next
Pension Input Period,

e any actuarial reduction or, subject to the following, any actuarial
increase that would have applied had the lump sum been brought into
payment at the end of the current Pension Input Period,

but should not ignore (i.e. should take into account):

backed up by the wording of the Finance Act 2004. The Act requires that both the extra
accrual and the actuarial increase are taken into account i.e. s234(4) and s277 of the Act only
permit actuarial reductions to be ignored for the purposes of PB and LSB; there is no
provision allowing actuarial increases to be ignored for the purposes of PB and LSB. Whilst it
is clear to the LGPC Secretariat why pension accrued from membership of the LGPS after
normal pension age should count towards the AA test, the Secretariat is of the view that an
actuarial increase does not really represent an increase in the value of a member’s benefits
but, rather, it reflects the fact that the benefit will be drawn for a lesser period of time.
Therefore, it seems illogical to include the actuarial increase in the valuation of PB and LSB
but the legislation requires it to be included and it is understood that HMRC have no plans at
present to change from this position.
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e any reduction to the lump sum (for a deferred member) due to
forfeiture or recovery due to misconduct if the forfeiture or recovery
occurs in the Pension Input Period during which the person ceased
to be an active member i.e. the lump sum should be valued net of
any such reduction, and

e any actuarial increase!’® that would have applied had the automatic
3/80ths lump sum been brought into payment at the end of the
current Pension Input Period but only if the member is over the age
at which an actuarial increase would have been applied had the
lump sum been drawn at the end of that Pension Input Period. It
should be noted that the actuarial increase factors to be applied are
those that were in force at the end of the Pension Input Period. This
is true even if the factors were changed as from an effective date in
the Pension Input Period meaning that the factors used for LSB will
be different to those used for LSE.

Where a member has been a deferred beneficiary throughout the
whole of the Pension Input Period and at the end of that Pension
Input Period is over the age at which an actuarial increase would
have been applied had the automatic 3/80ths lump sum been drawn
at the end of that Pension Input Period, any actuarial increase can
be ignored. It is not a Pension Input Amount because the conditions
in section 234(5B) of the Finance Act 2004 are met i.e. the actuarial
increase is given to any qualifying member and the rate of the
increase is in accordance with the scheme rules that were in place
on 14 October 2010.

However, any actuarial increase is to be included in the Closing
Value if the member was an active member for part of the Pension

176 Paragraph 3.16 of the March 2011 HM Treasury document “Restricting pensions tax relief
through existing allowances: response to the consultation on draft legislation” says “In
general, late retirement uplifts, where uplift is expressed as a percentage determined in
accordance with a provision in scheme rules as of 14 October 2010 will not be held to
account against the AA. However, where the late retirement increase is determined by
reference to continued accrual of pensionable pay or years of service, the value of the
increase may give rise to a relevant pension input amount.” Whilst it would appear from this
that any late retirement accrual would count but the actuarial increase applied in accordance
with Secretary of State / Scottish Ministers guidance on late retirement would not, this is not
backed up by the wording of the Finance Act 2004. The Act requires that both the extra
accrual and the actuarial increase are taken into account i.e. s234(4) and s277 of the Act only
permit actuarial reductions to be ignored for the purposes of PE and LSE; there is no
provision allowing actuarial increases to be ignored for the purposes of PE and LSE. Whilst it
is clear to the LGPC Secretariat why pension accrued from membership of the LGPS after
normal pension age should count towards the AA test, the Secretariat is of the view that an
actuarial increase does not really represent an increase in the value of a member’s benefits
but, rather, it reflects the fact that the benefit will be drawn for a lesser period of time.
Therefore, it seems illogical to include the actuarial increase in the valuation of PE and LSE
but the legislation requires it to be included and it is understood that HMRC have no plans at
present to change from this position.
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Input Period and a deferred member the rest of the Pension Input
Period, and during the part of the Pension Input Period in which they
were a deferred member they attained the age at which an actuarial
increase would have been applied had the automatic 3/80ths lump
sum been drawn at the end of that Pension Input Period but decided
not to draw their benefits.

For a retiree during the Pension Input Period, LSE is the lump sum paid
during the Pension Input Period, based on membership to the date of
retirement, and should

e ignore any deduction from the lump sum to pay off the balance of a
‘Preston’ part-time buy-back claim (see paragraphs 45 and 46)

e notignore (i.e. should take into account) any actuarial reduction!’”,
or any actuarial increase!’®, applied to the lump sum. It should be

177 Where there is a BCE2 the annual rate of pension to which the member became entitled is
added back to PE and where there is a BCE6 the lump sum is added back to LSE. Thus, any
actuarial reduction would be reflected in the annual rate of pension and lump sum payable to
the member. In effect, for the purposes of PE and LSE, the annual rate of pension and the
lump sum for a retiree should take account of any actuarial reduction — see
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm053340.

Retirees don’t have a Closing Value under s234(5) of the Act and, therefore, s277 of the Act
is not applicable. The nil Closing Value is then adjusted under s236(8B)(a) and (c) of the Act
which, because they do not mention ‘valuation assumptions’, means that any actuarial
reduction is not ignored i.e. the benefits are valued after any actuarial reduction has been
applied. The LGPC Secretariat nevertheless recognises that an actuarial reduction does not
really represent a reduction in the value of a member’s benefits but, rather, it reflects the fact
that the benefit will be drawn for a longer period of time (and so it is illogical to value the
benefits at their actuarially reduced rate). However, the legislation requires that the valuation
is post the actuarial reduction and it is understood that HMRC have no plans at present to
change from this position.
178pParagraph 3.16 of the March 2011 HM Treasury document “Restricting pensions tax relief
through existing allowances: response to the consultation on draft legislation” says “In
general, late retirement uplifts, where uplift is expressed as a percentage determined in
accordance with a provision in scheme rules as of 14 October 2010 will not be held to
account against the AA. However, where the late retirement increase is determined by
reference to continued accrual of pensionable pay or years of service, the value of the
increase may give rise to a relevant pension input amount.” Whilst it would appear from this
that any late retirement accrual would count but the actuarial increase applied in accordance
with Secretary of State / Scottish Ministers guidance on late retirement would not, this is not
backed up by the wording of the Finance Act 2004. The Act requires that both the extra
accrual and the actuarial increase are taken into account i.e. s234(4) and s277 of the Act only
permit actuarial reductions to be ignored for the purposes of PE and LSE; there is no
provision allowing actuarial increases to be ignored for the purposes of PE and LSE. Whilst it
is clear to the LGPC Secretariat why pension accrued from membership of the LGPS after
normal pension age should count towards the AA test, the Secretariat is of the view that an
actuarial increase does not really represent an increase in the value of a member’s benefits
but, rather, it reflects the fact that the benefit will be drawn for a lesser period of time.
Therefore, it seems illogical to include the actuarial increase in the valuation of PE and LSE
but the legislation requires it to be included and it is understood that HMRC have no plans at
present to change from this position.
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noted that the actuarial increase factors to be applied are those that

were in force at the end of the Pension Input Period. This is true even

if the factors were changed as from an effective date in the Pension

Input Period meaning that the factors used for LSB will be different to

those used for LSE

e according to HMRC, ignore!’® any increase to the lump sum as a
result of an election to commute pension for an increased lump sum;

e notignore any reduction to the lump sum due to forfeiture or
recovery due to misconduct i.e. the lump sum should be net of any
such reduction.

It should be noted that LSE is subject to adjustments as shown in paragraphs
61to 71.

Opening Value: This is the value of the member’s pension savings at the end
of the Pension Input Period immediately preceding the current Pension Input
Period. It is calculated as the sum of [(16 x PB) + LSB] + the Increase in the
Consumer Prices Index in the 12 months to the September preceding the
beginning of the Pension Input Period*®, If there was no Pension Input
Amount in the Pension Input Period immediately preceding the current

179 This is the view given by HMRC on their website — see
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm053301 and
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm053340.

These examples indicate the HMRC approach is that, where pension has been commuted
into lump sum, an adjustment is required by s236(8) of the Act for the purpose of calculating
the Closing Value, which would effectively disregard the commutation, and the Closing Value
would thus be calculated by reference to the pre-commutation level of pension. Compare this
with the contrary position that HMRC take in relation to actuarial reductions, where the
benefits are valued post actuarial reduction. However, the LGPC Secretariat has obtained
Counsel’s opinion which backs up the LGPC Secretariat’s view that benefits should be valued
post commutation. S236(8A) and s236(8B) of the Act require PE and LSE to be adjusted, for
the purposes of applying the formula in s234(5) of the Act, by reference to the actual amounts
received by way of pension and lump sum. S236(8) does not produce any further adjustment
because an adjustment under that section is only required to the extent that the effect of the
commutation has not already been reflected in the sums received (and it clearly already has
been). The Secretariat’s interpretation would mean that the value of a member’s benefits in
the LGPS goes down if a member commutes (because the commutation rate is 12:1)
whereas the value of a member’s benefits in, for example, the Police or Fire schemes goes
up (because their commutation rates are significantly greater than 16:1). That seems
reasonable as the valuation of benefits in previous PIPs has assumed a factor of 16:1. Thus,
if the member does not commute, the value of their accrued benefits will still be 16:1; but if a
member commutes, the real value of their benefit in the LGPS actually does decrease (at
12:1) — so why should they pay tax on a value they haven’t actually received; and if the real
value of benefits increases (due to use of factors above 16:1 in schemes such as Police and
Fire), shouldn’t the member pay tax on the value of benefits they have actually received?
Administering authorities may, however, take the view that it is safer to follow the HMRC
approach, given the line that HMRC have adopted in the examples shown on their website.
180 Except for the Opening Value for 2015/16. It is calculated as the sum of [(16 x PB) + LSB]
+ 2.5%.
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Pension Input Period i.e. the current Pension Input Period is the first Pension
Input Period, then the Opening Value is nil.

PB: this is the annual rate of pension that would have been payable by the
Fund at the end of the Pension Input Period immediately preceding the
current Pension Input Period. The annual rate of pension should ignore:

e any actuarial reduction that would have applied had the pension been
brought into payment at the end of the Pension Input Period
immediately preceding the current Pension Input Period, and

e any election to commute pension for an increased lump sum which
has already been submitted by the member before the end of the
Pension Input Period_immediately preceding the current Pension Input
Period in anticipation of retirement in the current Pension Input
Period.

e any GMP increments (except where forming part of an anti-franking
addition) as GMP increments are subsumed within, not paid in
addition to, the LGPS pension, and

e any pension underpin (on the grounds that, by virtue of regulation
4(1)(b) of the Local Government Pension Scheme (Transitional
Provisions, Savings and Amendment) Regulations 2014 and
regulation 4(1)(b) of the Local Government Pension Scheme
(Transitional Provisions and Savings) (Scotland) Regulations 2014,
any pension underpin is only payable when benefits are actually
paid).

but should not ignore (i.e. should take into account):
e any anti-franking addition

e anyincrease on a post 5 April 1988 GMP (i.e. any increase under the
annual Guaranteed Minimum Pension Increase Orders)

e any actuarial increase!®! that would have applied had the pension
been brought into payment at the end of the Pension Input Period

181 Paragraph 3.16 of the March 2011 HM Treasury document “Restricting pensions tax relief
through existing allowances: response to the consultation on draft legislation” says “In
general, late retirement uplifts, where uplift is expressed as a percentage determined in
accordance with a provision in scheme rules as of 14 October 2010 will not be held to
account against the AA. However, where the late retirement increase is determined by
reference to continued accrual of pensionable pay or years of service, the value of the
increase may give rise to a relevant pension input amount.” Whilst it would appear from this
that any late retirement accrual would count but the actuarial increase applied in accordance
with Secretary of State / Scottish Ministers guidance on late retirement would not, this is not
backed up by the wording of the Finance Act 2004. The Act requires that both the extra
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immediately preceding the current Pension Input Period and the
member was, at that time, over the age at which an actuarial increase
would have been applied to benefits i.e. include an actuarial increase
on

- pre 1 April 2014 benefits (pre 1 April 2015 benefits in Scotland)
when the member is, at the end of the Pension Input Period
immediately preceding the current Pension Input Period , over
the age of 65 (as actuarial increases, even for those with an
NPA earlier than 65, are only payable where benefits are drawn
after age 65)

- post 31 March 2014 benefits (post 31 March 2015 benefits in
Scotland) when the member is, at the end of the Pension Input
Period immediately preceding the current Pension Input Period,
over the 2014 Scheme (2015 Scheme in Scotland) NPA

It should be noted that the actuarial increase factors to be applied
are those that were in force at the end of the Pension Input Period
immediately preceding the current Pension Input Period. This is true
even if the factors are subsequently changed with an effective date
after the end of the Pension Input Period_immediately preceding the
current Pension Input Period meaning that the factors used for PB
will be different to those eventually used for PE.

PE: For an active member or a member becoming a deferred pensioner or
frozen refund member during the Pension Input Period, this is the annual rate
of pension that would have been payable at the end of the current Pension
Input Period based on membership to the end of that Pension Input Period
(for an active member) or to the date of leaving (for a deferred or frozen
refund member). The annual rate of pension should ignore:

e any election to commute pension for an increased lump sum which
has already been submitted by the member before the end of the
current Pension Input Period in anticipation of retirement in the next
Pension Input Period,

accrual and the actuarial increase are taken into account i.e. s234(4) and s277 of the Act only
permit actuarial reductions to be ignored for the purposes of PB and LSB; there is no
provision allowing actuarial increases to be ignored for the purposes of PB and LSB. Whilst it
is clear to the LGPC Secretariat why pension accrued from membership of the LGPS after
normal pension age should count towards the AA test, the Secretariat is of the view that an
actuarial increase does not really represent an increase in the value of a member’s benefits
but, rather, it reflects the fact that the benefit will be drawn for a lesser period of time.
Therefore, it seems illogical to include the actuarial increase in the valuation of PB and LSB
but the legislation requires it to be included and it is understood that HMRC have no plans at
present to change from this position.
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e any actuarial reduction or, subject to the following, any actuarial
increase that would have applied had the pension been brought into
payment at the end of the current Pension Input Period,

e any GMP increments (except where forming part of an anti-franking
addition) as GMP increments are subsumed within, not paid in
addition to, the LGPS pension, and

e any pension underpin (on the grounds that, by virtue of regulation
4(1)(b) of the Local Government Pension Scheme (Transitional
Provisions, Savings and Amendment) Regulations 2014 and
regulation 4(1)(b) of the Local Government Pension Scheme
(Transitional Provisions and Savings) (Scotland) Regulations 2014,
any pension underpin is only payable when benefits are actually paid)

but should not ignore (i.e. should take into account):
e any anti-franking addition

e anyincrease on a post 5 April 1988 GMP (i.e. any increase under the
annual Guaranteed Minimum Pension Increase Orders)

e any reduction to the pension (for a deferred member) due to
forfeiture or recovery due to misconduct if the forfeiture or recovery
occurs in the Pension Input Period during which the person ceased
to be an active member i.e. the pension should be valued net of any
such reduction, and

e any actuarial increase'® that would have applied had the pension
been brought into payment at the end of the current Pension Input

182 Paragraph 3.16 of the March 2011 HM Treasury document “Restricting pensions tax relief
through existing allowances: response to the consultation on draft legislation” says “In
general, late retirement uplifts, where uplift is expressed as a percentage determined in
accordance with a provision in scheme rules as of 14 October 2010 will not be held to
account against the AA. However, where the late retirement increase is determined by
reference to continued accrual of pensionable pay or years of service, the value of the
increase may give rise to a relevant pension input amount.” Whilst it would appear from this
that any late retirement accrual would count but the actuarial increase applied in accordance
with Secretary of State / Scottish Ministers guidance on late retirement would not, this is not
backed up by the wording of the Finance Act 2004. The Act requires that both the extra
accrual and the actuarial increase are taken into account i.e. s234(4) and s277 of the Act only
permit actuarial reductions to be ignored for the purposes of PE and LSE; there is no
provision allowing actuarial increases to be ignored for the purposes of PE and LSE. Whilst it
is clear to the LGPC Secretariat why pension accrued from membership of the LGPS after
normal pension age should count towards the AA test, the Secretariat is of the view that an
actuarial increase does not really represent an increase in the value of a member’s benefits
but, rather, it reflects the fact that the benefit will be drawn for a lesser period of time.
Therefore, it seems illogical to include the actuarial increase in the valuation of PE and LSE
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Period but only if the member is over the age at which an actuarial
increase would have been applied had the pension been drawn at
the end of that Pension Input Period. It should be noted that the
actuarial increase factors to be applied are those that were in force
at the end of the Pension Input Period. This is true even if the factors
were changed as from an effective date in the Pension Input Period
meaning that the factors used for PB will be different to those used
for PE.

Where a member has been a deferred beneficiary throughout the whole
of the Pension Input Period and at the end of that Pension Input Period
is over the age at which an actuarial increase and / or GMP increments
would have been applied had the pension been drawn at the end of that
Pension Input Period, any actuarial increase and GMP increments can
be ignored. Neither are a Pension Input Amount because the conditions
in section 234(5B) of the Finance Act 2004 are met i.e. the actuarial
increase is given to any qualifying member and the rate of the increase
is in accordance with the scheme rules that were in place on 14 October
2010 and GMP increments are a “relevant statutory increase” which can
be ignored.

However, any actuarial increase is to be included in the Closing Value if
the member was an active member for part of the Pension Input Period
and a deferred member the rest of the Pension Input Period, and during
the part of the Pension Input Period in which they were a deferred
member they attained the age at which an actuarial increase would have
been applied had the pension been drawn at the end of that Pension
Input Period but decided not to draw their pension. Any anti-franking
addition would also have to be applied. Any GMP increments would be
ignored (except where included as part of an anti-franking addition) as
they are subsumed within (not paid in addition to) the LGPS pension.

For a retiree during the Pension Input Period, PE is the annual rate of
pension payable at the end of the Pension Input Period, based on
membership to the date of retirement which should

¢ include the pension derived from any ill health enhancement (for
those ill health retirees not exempt from the annual allowance test
because they did not meet the severe ill-health condition under
s229(4) of the Finance Act 2004)

e include any anti-franking addition

e include any increase on a post 5 April 1988 GMP (i.e. any increase
under the annual Guaranteed Minimum Pension Increase Orders)

but the legislation requires it to be included and it is understood that HMRC have no plans at
present to change from this position.
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e ignore any abatement of pension due to re-employment during the
Pension Input Period by a body offering LGPS membership83.

e ignore any deduction from the pension to pay off the balance of a
‘Preston’ part-time buy-back claim (see paragraphs 45 and 46)

e ignore any GMP increments (except where forming part of an anti-
franking addition) as GMP increments are subsumed within, not paid
in addition to, the LGPS pension

e notignore (i.e. should take into account) any actuarial reduction®,

or any actuarial increase!®, applied to the pension. It should be noted

that the actuarial increase factors to be applied are those that were in

183 This seems a logical interpretation of the wording in s236(8A)(a) and s236(8B)(a) as they
refer to the amount of pension to which the member became entitled at the Benefit
Crystallisation Event (BCE2).

184 Where there is a BCE2 the annual rate of pension to which the member became entitled is
added back to PE and where there is a BCE6 the lump sum is added back to LSE. Thus, any
actuarial reduction would be reflected in the annual rate of pension and lump sum payable to
the member. In effect, for the purposes of PE and LSE, the annual rate of pension and the
lump sum for a retiree should take account of any actuarial reduction — see
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm053340.

Retirees don’t have a Closing Value under s234(5) of the Act and, therefore, s277 of the Act
is not applicable. The nil Closing Value is then adjusted under s236(8B)(a) and (c) of the Act
which, because they do not mention ‘valuation assumptions’, means that any actuarial
reduction is not ignored i.e. the benefits are valued after any actuarial reduction has been
applied. The LGPC Secretariat nevertheless recognises that an actuarial reduction does not
really represent a reduction in the value of a member’s benefits but, rather, it reflects the fact
that the benefit will be drawn for a longer period of time (and so it is illogical to value the
benefits at their actuarially reduced rate). However, the legislation requires that the valuation
is post the actuarial reduction and it is understood that HMRC have no plans at present to
change from this position.
185Pgragraph 3.16 of the March 2011 HM Treasury document “Restricting pensions tax relief
through existing allowances: response to the consultation on draft legislation” says “In
general, late retirement uplifts, where uplift is expressed as a percentage determined in
accordance with a provision in scheme rules as of 14 October 2010 will not be held to
account against the AA. However, where the late retirement increase is determined by
reference to continued accrual of pensionable pay or years of service, the value of the
increase may give rise to a relevant pension input amount.” Whilst it would appear from this
that any late retirement accrual would count but the actuarial increase applied in accordance
with Secretary of State / Scottish Ministers guidance on late retirement would not, this is not
backed up by the wording of the Finance Act 2004. The Act requires that both the extra
accrual and the actuarial increase are taken into account i.e. s234(4) and s277 of the Act only
permit actuarial reductions to be ignored for the purposes of PE and LSE; there is no
provision allowing actuarial increases to be ignored for the purposes of PE and LSE. Whilst it
is clear to the LGPC Secretariat why pension accrued from membership of the LGPS after
normal pension age should count towards the AA test, the Secretariat is of the view that an
actuarial increase does not really represent an increase in the value of a member’s benefits
but, rather, it reflects the fact that the benefit will be drawn for a lesser period of time.
Therefore, it seems illogical to include the actuarial increase in the valuation of PE and LSE
but the legislation requires it to be included and it is understood that HMRC have no plans at
present to change from this position.
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force at the end of the Pension Input Period. This is true even if the
factors were changed as from an effective date in the Pension Input
Period meaning that the factors used for PB will be different to those
used for PE.

e according to HMRC, ignore!® any reduction to the pension as a
result of an election to commute pension for an increased lump sum,;

e not ignore any reduction to the annual rate of the pension due to
forfeiture or recovery due to misconduct i.e. the annual rate of
pension payable at the end of the Pension Input Period should be net
of any such reduction;

e notignore any pension underpin paid under regulation 4 of the Local
Government Pension Scheme (Transitional Provisions, Savings and
Amendment) Regulations 2014 or regulation 4 of the Local
Government Pension Scheme (Transitional Provisions and Savings)
(Scotland) Regulations 2014.

It should be noted that PE is subject to adjustments as shown in paragraphs
61to71.

Pension Input Amount: the amount by which the value of a person’s pension
savings increase in any one year (the Pension Input Period). This is

186 This is the view given by HMRC on their website — see
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm053301 and
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm053340.

These examples indicate the HMRC approach is that, where pension has been commuted
into lump sum, an adjustment is required by s236(8) of the Act for the purpose of calculating
the Closing Value, which would effectively disregard the commutation, and the Closing Value
would thus be calculated by reference to the pre-commutation level of pension. Compare this
with the contrary position that HMRC take in relation to actuarial reductions, where the
benefits are valued post actuarial reduction. However, the LGPC Secretariat has obtained
Counsel’s opinion which backs up the LGPC Secretariat’s view that benefits should be valued
post commutation. S236(8A) and s236(8B) of the Act require PE and LSE to be adjusted, for
the purposes of applying the formula in s234(5) of the Act, by reference to the actual amounts
received by way of pension and lump sum. S236(8) does not produce any further adjustment
because an adjustment under that section is only required to the extent that the effect of the
commutation has not already been reflected in the sums received (and it clearly already has
been). The Secretariat’s interpretation would mean that the value of a member’s benefits in
the LGPS goes down if a member commutes (because the commutation rate is 12:1)
whereas the value of a member’s benefits in, for example, the Police or Fire schemes goes
up (because their commutation rates are significantly greater than 16:1). That seems
reasonable as the valuation of benefits in previous PIPs has assumed a factor of 16:1. Thus,
if the member does not commute, the value of their accrued benefits will still be 16:1; but if a
member commutes, the real value of their benefit in the LGPS actually does decrease (at
12:1) — so why should they pay tax on a value they haven’t actually received; and if the real
value of benefits increases (due to use of factors above 16:1 in schemes such as Police and
Fire), shouldn’t the member pay tax on the value of benefits they have actually received?
Administering authorities may, however, take the view that it is safer to follow the HMRC
approach, given the line that HMRC have adopted in the examples shown on their website.
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determined by calculating the difference between the Opening Value and the
Closing Value for the aggregate of all the arrangements a member has in the
Fund). Where the Closing Value is less than the Opening Value, the Pension
Input Amount is nil.

Pension Input Period: in the LGPS, this was, up to and including 31 March
2015, a year running from 1 April to 31 March'®’. For 2015/16 it was the
period 1 April 2015 to 5 April 2016 (although this was split into two mini tax
years, with the first running from 1 April 2015 to 8 July 2015 and the second
running from 9 July 2015 to 5 April 2016) and for 2016/17 onwards it is 6 April
to 5 April.

‘Standard’ annual allowance: the ‘standard’ annual allowance for a tax year
is the amount set out in section 228 of the Finance Act 2004. This says that
the annual allowance for the tax year 2014/15 and for each subsequent tax
year is £40,000. However, HM Treasury may by order provide that the annual
allowance for any tax year subsequent to the tax year 2014/15 is such amount
as is specified in the order. The use of the phrase ‘standard’ annual allowance
in this guide is to distinguish it from the tapered annual allowance and the
money purchase annual allowance (MPAA).

187 Although regulation 56(2) of the LGPS Regulations 2013 and regulation
54(2) of the LGPS (Scotland) Regulations 2014 both specify (as at February
2016) that the Pension Input Period for the LGPS shall be the year ending 31
March, those regulations need to be updated to reflect the provisions of
sections 238, 238ZA and 238ZB of the Finance Act 2004
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Annex 2 - Annual Allowance Timetable for 2015/16 Input Period

’gg{g Ap”zlothOCt Byzgfg'y Byz%lléf'y By 62(8%“” By 31 Dec 2016+ By 31 Jan 2017 By 14 Feb 2017 By2301137uly
* HMRC * Pension scheme | « Employers to | e If the member wants * Pension schemes * Individual * Individual completes an | * Member « If the member wants
sends notice | identifies provide to pay their annual send Pension establishes whether | online Self Assessment ‘mandatory to pay their annual
to the individuals who information to allowance charge for Savings Statements | they have any tax return and reports the | Scheme pays’ allowance charge for
individual to | have exceeded administering 2014/15 by ‘mandatory | covering the Input pension savings in amount to be met from elections for 2015/16 by ‘mandatory
file their Self | the Annual authority to Scheme pays’ then Period just ended excess of the pension 2014/15, must Scheme pays’ then
Assessment | Allowance in their | enable them to | they must tell the 2015/16 and the Annual Allowance Benefits or that they have been they must tell the
tax return for | scheme for the calculate the scheme no later than previous three years | (after utilising any have elected to be met recorded by the scheme no later than
the tax year | Input Period just Pension Input [ 31 July 2016.*** to individuals who unused allowance through the ‘mandatory scheme 31 July 2017

just ended
2015/16, but
usually only
if they have
previously
completed
one.

ended 2015/16

* NB: Individuals
can request a
pension statement
from their pension
scheme(s) where
they may not
receive it
automatically.
(Could be at any
time in the year).

To be provided on
request by later of
6 October or 3
months from
request (could be
at any time of

Amount for
2015/16.

And, on
request
information for
the carry
forward years:
2012/13,
2013/14

and 2014/15

» Scheme processes
the election, and works
out the offsetting
adjustment to the
individual’s pension
benefits

» Scheme informs the
member about the
impact on their future
pension benefits.

* Member ‘mandatory
scheme pays’ elections
for 2014/15 must, at the
latest, be recorded by
the scheme
administrator in the Q3
AFT Return and the tax

have exceeded the
Annual Allowance
by 6 October.

* NB: If a member
intends to send a
paper tax return
reporting an Annual
Allowance excess
and any election for
‘mandatory Scheme
pays’, it must reach
HMRC by midnight
on 31 October. So
for the 2015/16 tax
year (ending on 5
April 2016), the
deadline for paper
returns is midnight
on 31 October 2016.
Once this deadline

carried forward)

* Individual
considers whether
they want to meet
the charge directly
from their

current income, or
from their pension
benefits

* Individual
corresponds with
their scheme about
making an election,
schemes

explain potential
impacts on pension
benefits of meeting
an AA liability in this

Scheme pays’ process
for 2015/16.

* Individual pays the tax
charge from their current
income where they do
not meet the qualifying
conditions or where they
choose not to make a
‘mandatory Scheme
pays’ election

administrator by
no later than the
Q3 AFT Return
and the tax paid
across to HMRC
by 14 February
2017.

* NB: HMRC will
make compliance
checks to match
elections with
scheme payments

* If no payment by
the scheme due to
no election,
charge reverts to
the individual

and HMRC sends

» Scheme processes
the election, and works
out the offsetting
adjustment to the
individual’s pension
benefits

» Scheme informs the
member about the
impact on their future
pension benefits.

* NB: Member
‘mandatory Scheme
pays’ elections for
2015/16 must, at the
latest, be recorded by
the scheme
administrator in the Q3

year). paid across to HMRC is passed they will way a demand for late | AFT Return and the tax

by 14 February 2017. have to submit an paid tax. paid across to HMRC
online Self * Individual makes by 14 February 2018.
Assessment by 31 a decision to pay
January 2017. They | any AA tax for
must also pay any 2015/16 by
tax they owe by 31 ‘mandatory Scheme
January 2017. pays’
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*Shaded columns relate to actions required during 2016/17 in respect of the 2014/15 Pension Input Period rather than the 2015/16 Pension Input Period.
**Not a statutory deadline but it is inadvisable for an individual to leave this until January 2016, especially as online tax returns must reach HMRC by midnight
on 31 January. So for the 2015/16 tax year, the deadline for online returns is midnight on 31 January 2017. It takes at least 7 working days to setup an online
account.

*** According to the HMRC Member Guide to ‘mandatory scheme pays’: ‘If you want your scheme to pay your annual allowance charge for Input Years from
2012/13 onwards, you must give your scheme notification no later than 31 July in the year following the year in the year in which the tax year to which the

annual allowance charge relates ended. For example, if you want your scheme to pay your annual allowance charge for 2013-14 then you must tell your
scheme no later than 31 July 2015.’
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Annex 3 —annual allowance test - worked examples

All the worked examples in this Annex relate to members of the LGPS in England
or Wales. The principles and methodology apply equally to members of the
LGPS in Scotland and Northern Ireland except that in Scotland and Northern
Ireland the split of membership in calculating 80ths and 60ths final salary benefits
will be different (i.e. benefits will be based on an 80" accrual to 31 March 2009
and not, as shown in the examples, to 31 March 2008) and CARE pension
accrual will have commenced on 1 April 2015 and not, as in England and Wales,
on 1 April 2014. Examples 1 to 38 were prepared when the guide was first written
and so cover final salary benefits only (as the CARE scheme had not been
introduced at the time the examples were prepared). The principles set out in the
examples do, however, equally apply in cases where CARE benefits are
involved. Examples 39 to 46 provide examples where a member has CARE
benefits.

Example 1: Post 31 March 2008 joiner — active whole-time member throughout
the PIP

Example 2: Member joined before 1 April 2008 — active whole-time member
throughout the PIP — also in receipt of a spouse’s pension (or civil partner’s
pension or eligible co-habiting partner’s pension or child’s pension) from the
Scheme.

Example 3: Post 31 March 2008 joiner — active member throughout the PIP — has
two concurrent part-time jobs

Example 4: Post 31 March 2008 joiner — has two concurrent part-time jobs —
ceases one of the jobs and elects to aggregate the membership during the PIP
during which the job ceased

Example 5: Post 31 March 2008 joiner — has two concurrent part-time jobs —
ceases one of the jobs and elects to aggregate the membership during the PIP
after that in which the job ceased

Example 6: Post 31 March 2008 joiner — active member throughout the PIP — has
two concurrent jobs as Chief Executive and Returning Officer
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Example 7: Post 31 March 2008 joiner — became active member part way
through the PIP — ordinary earner — no previous pension rights

Example 8: Post 31 March 2008 joiner — became active member at beginning of
the PIP — high earner — no previous pension rights in a Registered Pension
Scheme

Example 9: Post 31 March 2008 joiner — became active member at beginning of
the PIP — high earner — has previous pension rights in a Registered Pension
Scheme

Example 10: Post 31 March 2008 joiner — active member throughout the PIP —
increased from part-time to whole-time during the PIP

Example 11: Member joined before 1 April 2008 and experiences a large pay rise
— active member throughout the PIP

Example 12: Member joined before 1 April 2008 and experiences a large
temporary increase in pay — active member throughout the PIP

Example 13: Member joined before 1 April 2008 and experiences a number of
large pay rises — active member throughout the PIP

Example 14: Member joined the LGPS before 1 April 2008 and contributes to an
in-house AVC - active member throughout the PIP

Example 15: Member joined the LGPS pre 1 April 2008 and contributes to an in-
house AVC - active member throughout the PIP — no pay increase in the PIP

Example 16: Member joined the LGPS before 1 April 2008 and contributes to an
in-house AVC — active member throughout the PIP — ceases payment of the
AVCs in the PIP and converts the AVC pot to Scheme membership within the
PIP

Example 17: Member joined the LGPS before 1 April 2008 and contributes to an
in-house AVC - retires in the PIP — ceases payment of the AVCs in the PIP and
converts the AVC pot to Scheme membership within the PIP
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Example 18: Blank

Example 19: Member joined the LGPS before 1 April 2008 and a PSO is made
during the PIP — member is an active member throughout the PIP

Example 20: Blank

Example 21: Member joined the LGPS on 1 April 2008 and is awarded a Pension
Credit in the PIP following divorce from another Scheme member

Example 22: Member ceases active employment and transfers out benefits in the
same PIP

Example 23: Member commences active employment in the LGPS and transfers
in membership to the final salary scheme from a previous employer’s pension
scheme in a PIP

Example 24: Active member of the LGPS leaves with a deferred pension during
the PIP

Example 25: Active member of the LGPS leaves with a deferred pension during
the PIP, rejoins the Scheme and elects to aggregate the membership during the
PIP

Example 26: Active member of the LGPS leaves with a deferred pension during
the PIP, rejoins the Scheme in the same PIP but does not elect to aggregate the
membership.

Example 27: Active member of the LGPS leaves on 31 March 2011 with a
deferred pension, rejoins the Scheme on 1 April 2011 (i.e. on the first day of the
2011/12 PIP) but does not elect to aggregate the membership.

Example 28: Active member of the LGPS leaves with a deferred pension during
the PIP, rejoins the Scheme four years later and elects to aggregate the
membership during the PIP in which the member rejoined the Scheme.

Example 29: Active member of the LGPS leaves with a deferred pension during
the PIP, rejoins the Scheme in the next PIP and elects to aggregate the
membership during the PIP subsequent to that in which the member rejoined the
Scheme.
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Examples 30 to 34, 36 and 37 below show two different calculations depending
on whether benefits are valued for annual allowance calculations before or after
commutation. The example shown with an H (e.g. 30H) show the calculations in
accordance with the view given by HMRC on their website — see
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm053301 and
https://www.gov.uk/hmrc-internal-manuals/pensions-tax-manual/ptm053340.

The HMRC approach is that, where pension has been commuted into lump sum,
an adjustment is required by s236(8) of the Act for the purpose of calculating the
Closing Value, which would effectively disregard the commutation, and the
Closing Value would thus be calculated by reference to the pre-commutation
level of pension. Compare this with the contrary position that HMRC take in
relation to actuarial reductions, where the benefits are valued post actuarial
reduction. However, the LGPC Secretariat has obtained Counsel’s opinion which
backs up the LGPC Secretariat’s view that benefits should be valued post
commutation. S236(8A) and s236(8B) of the Act require PE and LSE to be
adjusted, for the purposes of applying the formula in s234(5) of the Act, by
reference to the actual amounts received by way of pension and lump sum.
S236(8) does not produce any further adjustment because an adjustment under
that section is only required to the extent that the effect of the commutation has
not already been reflected in the sums received (and it clearly already has been).
The Secretariat’s interpretation would mean that the value of a member’s benefits
in the LGPS goes down if a member commutes (because the commutation rate is
12:1) whereas the value of a member’s benefits in, for example, the Police or Fire
schemes goes up (because their commutation rates are significantly greater than
16:1). That seems reasonable as the valuation of benefits in previous Pension
Input Periods has assumed a factor of 16:1. Thus, if the member does not
commute, the value of their accrued benefits will still be 16:1; but if a member
commutes, the real value of their benefit in the LGPS actually does decrease (at
12:1) — so why should they pay tax on a value they haven’t actually received; and
if the real value of benefits increases (due to use of factors above 16:1 in
schemes such as Police and Fire), shouldn’t the member pay tax on the value of
benefits they have actually received? Administering authorities may, however,
take the view that it is safer to follow the HMRC approach, given the line that
HMRC have adopted in the examples shown on their website.

Example 30: Active member of the LGPS retires in the PIP, without an actuarial
reduction, with commutation and the BCE occurs within the PIP (our view)

Example 30H: Active member of the LGPS retires in the PIP, without an actuarial
reduction, with commutation and the BCE occurs within the PIP (HMRC view)

Example 31: Active member of the LGPS retires in the PIP, without an actuarial
reduction, with commutation and the BCE occurs within the subsequent PIP (our
view)
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Example 31H: Active member of the LGPS retires in the PIP, without an actuarial
reduction, with commutation and the BCE occurs within the subsequent PIP
(HMRC view)

Example 32: Active member of the LGPS retires in the PIP, with an actuarial
reduction, with commutation and the BCE occurs within the PIP (our view)

Example 32H: Active member of the LGPS retires in the PIP, with an actuarial
reduction, with commutation and the BCE occurs within the PIP (HMRC view)

Example 33: Active member of the LGPS retires in the PIP, with an actuarial
reduction, with commutation and the BCE occurs within the subsequent PIP (our
view)

Example 33H: Active member of the LGPS retires in the PIP, with an actuarial
reduction, with commutation and the BCE occurs within the subsequent PIP
(HMRC view)

Example 34: Active member of the LGPS retires in the PIP, with an actuarial
increase, with commutation and the BCE occurs within the PIP (our view)

Example 34H: Active member of the LGPS retires in the PIP, with an actuarial
increase, with commutation and the BCE occurs within the PIP (HMRC view)

Example 35: Active member of the LGPS retires in the PIP with a Tier 1 ill health
pension, does not meet the severe ill health condition under the Finance Act
2004, does not commute any pension for additional lump sum and the BCE
occurs within the PIP

Example 36: Active member of the LGPS takes flexible retirement in the PIP, with
an actuarial reduction, with commutation and the BCE occurs within the PIP (our
view)

Example 36H: Active member of the LGPS takes flexible retirement in the PIP,
with an actuarial reduction, with commutation and the BCE occurs within the PIP
(HMRC view)

Example 37: Active member of the LGPS retires from Job 1 in the PIP, with an
actuarial reduction, with commutation and the BCE occurs within the PIP but the
member carries on in concurrent Job 2 (our view)

Example 37H: Active member of the LGPS retires from Job 1 in the PIP, with an
actuarial reduction, with commutation and the BCE occurs within the PIP but the
member carries on in concurrent Job 2 (HMRC view)
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Example 38: Active member of the LGPS has period of unpaid leave of absence
during a PIP (e.g. maternity leave) and the member elects in the following PIP to
pay for the period of unpaid leave of absence

Example 39: Member joined before 1 April 2008 - active whole-time member
throughout the PIP — showing impact of scheme year end and PIP year end not
being aligned, impact of 2015/16 mini tax years, impact of the taper from
2016/17, and impact of a ‘Scheme pays’ election

Example 40: Member commences active employment in the LGPS and has a
non-Club transfer in from a previous employer’s pension scheme in a PIP,
purchasing an amount of CARE pension

Example 41: Member is in CARE scheme and a PSO is made during the PIP —
member is an active member throughout the PIP

Example 42: Active member of the LGPS with post 31 March 2014 benefits (post
31 March 2015 in Scotland)

- ceases active membership with only an entitlement to a refund of
contributions and rejoins the Scheme in the same PIP (benefits are
automatically aggregated in that PIP), or

- ceases active membership in a concurrent job with only an entitlement to a
refund of contributions (benefits are automatically aggregated in that PIP
with benefits from ongoing employment), or

- ceases active membership with an entitlement to a deferred benefit,
rejoins the Scheme in the same PIP and elects in the same PIP not to
retain separate benefits, or

- ceases active membership in a concurrent job with an entitlement to a
deferred benefit and elects in the same PIP not to retain separate benefits

i.e. leaves, rejoins and aggregates all in the same PIP.

Example 43: Active member of the LGPS with post 31 March 2014 benefits (post
31 March 2015 in Scotland)

- ceases active membership with only an entitlement to a refund of
contributions and rejoins the Scheme in a subsequent PIP (benefits are
automatically aggregated in that PIP), or

- ceases active membership with an entitlement to a deferred benefit,
rejoins the Scheme in a subsequent PIP and elects in that PIP not to
retain separate benefits.

i.e. leaves, rejoins in a later PIP and aggregates in that later PIP.

Example 44: Active member of the LGPS with post 31 March 2014 benefits (post
31 March 2015 in Scotland)
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- ceases active membership with an entitlement to a deferred benefit,
rejoins the Scheme in a subsequent PIP and elects in the following PIP
not to retain separate benefits.

I.e. leaves, rejoins in a later PIP and aggregates in the PIP following that in which
the member rejoined.

Example 45: Active member of the LGPS with post 31 March 2014 benefits (post
31 March 2015 in Scotland)

- ceases active membership with an entitlement to a deferred benefit,
rejoins the Scheme in the same PIP and elects in the subsequent PIP not
to retain separate benefits, or

- ceases active membership in a concurrent job with an entitlement to a
deferred benefit and elects in the subsequent PIP not to retain separate
benefits

i.e. leaves and rejoins in the same PIP but aggregates in the next PIP.

Example 46: Member commences active employment in the LGPS in 2016/17
and notifies the administering authority that he has flexibly accessed money
purchase benefits. He pays more than £10,000 in AVCs (after having flexibly
accessed benefits).

Note: examples 48, 50, 52, 53, 54, 55A, 55B, 56A and 56B represent the LGPC
Secretariat’s view on how the cases in those examples (all of which involve Club
transfers in) should be valued for annual allowance purposes. However, although
we feel reasonably confident that the examples are correct, the Secretariat is
checking with the Cabinet Office, GAD and the Public Sector Pensions Forum to
see whether or not they agree with the calculations. Confirmation, either way, will
be provided to administering authorities as soon as a response has been
received.

Example 47: Member commences active employment in the LGPS immediately
after leaving another public service pension scheme and has a Club transfer in
from the previous public service pension scheme’s CARE arrangement in the
same PIP. The sending Club scheme’s NPA is the same as in the LGPS but the
in service revaluation rate and the spouse’s benefit proportion are different.

Example 48: Same as example 47 except that example 48 covers the situation
where there is negative inflation.

Example 49: Member commences active employment in the LGPS after leaving
another public service pension scheme and has a Club transfer in from the
previous public service pension scheme’s CARE arrangement in the same PIP.
However, there has been a 2 year gap between leaving the sending public
service pension scheme and joining the LGPS. The sending Club scheme’s NPA
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is the same as in the LGPS but the in service revaluation rate and the spouse’s
benefit proportion are different.

Example 50: Member commences active employment in the LGPS immediately
after leaving another public service pension scheme and has a Club transfer in
from the previous public service pension scheme’s CARE arrangement. The
guarantee date for the Club CETV and the transfer date are in different PIPs. The
sending Club scheme’s NPA is the same as in the LGPS but the in service
revaluation rate and the spouse’s benefit proportion are different.

Example 51: Member commences active employment in the LGPS immediately
after leaving another public service pension scheme and has a Club transfer in
from the previous public service pension scheme (including CARE and final
salary benefits) in the same PIP. The transfer of post 31 March 2015 benefits
from the previous public service pension scheme purchases an amount of CARE
pension in the LGPS and the transfer of pre 1 April 2015 benefits from the
previous public service pension scheme purchases a service credit in the LGPS.
The sending Club scheme’s NPA for CARE benéefits is the same as in the LGPS
but the in service revaluation rate and the spouse’s benefit proportion are
different. The sending Club scheme’s NPA for the final salary benefits is the
same as in the LGPS as is the spouse’s benefit proportion.

Example 52: Member commences active employment in the LGPS immediately
after leaving another public service pension scheme and has a Club transfer in
from the previous public service pension scheme (including CARE and final
salary benefits) in the same PIP. The member has a Pension Debit against his
final salary benefits in the sending public service pension scheme on account of
a Pension Sharing Order with the transfer date for the Pension Sharing Order
being in a previous PIP. The transfer of post 31 March 2015 benefits from the
previous public service pension scheme purchases an amount of CARE pension
in the LGPS and the transfer of pre 1 April 2015 benefits from the previous public
service pension scheme purchases a service credit in the LGPS. The sending
Club scheme’s NPA for CARE benefits is the same as in the LGPS but the in
service revaluation rate and the spouse’s benefit proportion are different. The
sending Club scheme’s NPA for the final salary benefits is the same as in the
LGPS as is the spouse’s benefit proportion.

Example 53: Same as example 52 except that example 53 covers the situation
where the Pension Sharing Order was applied by the sending scheme against
the member’s CARE pension and it was applied in the same PIP in which the
transfer occurred.

Example 54: Member commences active employment in the LGPS immediately
after leaving another public service pension scheme and has a Club transfer in
from the previous public service pension scheme (including CARE and final
salary benefits) in the same PIP. The member has a ‘Scheme pays’ offset
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against his final salary benefits in the sending public service pension scheme on
account of making an annual allowance ‘Scheme pays’ election. The transfer of
post 31 March 2015 benefits from the previous public service pension scheme
purchases an amount of CARE pension in the LGPS and the transfer of pre 1
April 2015 benefits from the previous public service pension scheme purchases a
service credit in the LGPS. The sending Club scheme’s NPA for CARE benéefits
is the same as in the LGPS but the in service revaluation rate and the spouse’s
benefit proportion are different. The sending Club scheme’s NPA for the final
salary benefits is the same as in the LGPS as is the spouse’s benefit proportion.

Example 55A: Same as example 54 except that example 55A covers the
situation where the ‘Scheme pays’ offset was applied by the sending scheme
against the member’'s CARE pension and the rate at which the ‘Scheme pays’
offset was revalued during active membership of the sending scheme (being the
rate at which it has to continue to be revalued in the LGPS) was by reference to
Pensions Increase under the Pensions (Increase) Act 1971.

Example 55B: Same as example 55A except that example 55B covers the
situation where the rate at which the ‘Scheme pays’ offset was revalued during
active membership of the sending scheme (being the rate at which it has to
continue to be revalued in the LGPS) was by reference to HM Treasury
Revaluation Orders (and not Pensions Increase).

Example 56A: Same as example 55A except that in example 56A there has been
a 2 year gap between leaving the sending public service pension scheme and
joining the LGPS.

Example 56B: Same as example 55B except that in example 56B there has been
a 2 year gap between leaving the sending public service pension scheme and
joining the LGPS.

Example 57: Member commences active employment in the LGPS immediately
after leaving another public service pension scheme and has a Club transfer in
from the previous public service pension scheme (including CARE and final
salary benefits) in the same PIP. The transfer of post 31 March 2015 benefits
from the previous public service pension scheme purchases an amount of CARE
pension in the LGPS and the transfer of pre 1 April 2015 benefits from the
previous public service pension scheme purchases a service credit in the LGPS.
However, the member was subject to a pensionable pay earnings cap in the
sending Scheme. The sending Club scheme’s NPA for CARE benefits is the
same as in the LGPS but the in service revaluation rate and the spouse’s benefit
proportion are different. The sending Club scheme’s NPA for the final salary
benefits is the same as in the LGPS as is the spouse’s benefit proportion.
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Example 1: Post 31 March 2008 joiner — active whole-time member throughout the PIP

A member joined the LGPS in England or Wales on 1 April 2008. At the start of the 2011/12
Pension Input Period (PIP) the member's pensionable pay for the year to 31 March 2011 was
£72,000 and she had 3 years scheme membership. At the end of the PIP ending 31 March
2012 the member’s pensionable pay for the year has risen by 5 per cent to £75,600 and she
has 4 years scheme membership. The member has been whole-time throughout her period of
membership.

The Consumer Prices Index (CPI) for September 2010 is 3.1%

The pension input amount is the increase in the value of her pension saving over the year.
This is the difference between the opening value and the closing value of the member’s
promised benefits.

Carry forward into 2011/12 of unused annual allowance
For the previous three years her Pension Input Amounts were:

2010/11 - £18,778.00 (leaving a carry forward of £50,000 - £18,778.00 = £31,222.00)
2009/10 - £18,200.00 (leaving a carry forward of £50,000 - £18,200.00 = £31,800.00)
2008/09 - £19,100.00 (leaving a carry forward of £50,000 - £19,100.00 = £30,900.00)

Working out the opening value for the 2011/12 PIP
The opening value is calculated as:

£
Amount of annual pension 3/60*£72,000.00 = 3,600.00
Apply flat factor of 16 £3,600.00 * 16 = 57,600.00
Increase by CPI £57,600.00 * 1.031 =59,385.60
The member's opening value is £59,385.60
Working out the closing value for the 2011/12 PIP
The closing value is calculated as:
£
Amount of annual pension 4 /60 * £75,600.00 =5,040.00
Apply flat factor of 16 £5,040.00 * 16 = 80,640.00

The member’s closing value is £80,640.00

Working out the pension input amount for the 2011/12 PIP
The increase in the member's benefits over the PIP is £80,640.00 - £59,385.60 = £21,254.40

As this is less than the annual allowance for 2011/12 of £50,000 there is no annual allowance
charge (assuming the member has not made contributions in the tax year to any other
pension arrangement causing the total Pension Input Amount to exceed the annual
allowance) and the member has £28,745.60 unused annual allowance from 2011/12 to carry
forward to 2012/13.

Carry forward into 2012/13 of unused annual allowance

The amount of the member's unused annual allowance from earlier years that she can carry
forward is £91,767.60. This is broken down as:

2011/12 £28,745.60 (i.e. £50,000 - £21,254.40)
2010/11 £31,222.00 (i.e. £50,000 - £18,778.00)
2009/10 £31,800.00 (i.e. £50,000 - £18,200.00)
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Example 2: Member joined before 1 April 2008 — active whole-time member throughout
the PIP — also in receipt of a spouse’s pension (or civil partner’s pension or eligible co-
habiting partner’s pension or child’s pension) from the Scheme.

The member joined the LGPS in England or Wales on 1 April 1998. At the start of the 2011/12
Pension Input Period (PIP) the member’s pensionable pay for the year to 31 March 2011 was
£60,000 and he had 13 years scheme membership. At the end of the PIP ending 31 March
2012 the member’s pensionable pay for the year has increased by 5 per cent to £63,000 and
he has 14 years scheme membership. The member has been whole-time throughout his
period of membership. The member is also in receipt of a widower’s pension of £2,000 p.a.
following the death of his wife who was also a member of the Scheme.

The Consumer Prices Index (CPI) for September 2010 is 3.1%

The pension input amount is the increase in the value of his pension saving over the year.
This is the difference between the opening value and the closing value of the member’s
promised benefits but excluding the value of the widower’s pension (as this does not count
towards the annual allowance).

Carry forward into 2011/12 of unused annual allowance
For the previous three years his pension input amounts were:

2010/11 - £10,135.00 (leaving a carry forward of £50,000 - £10,135.00 = £39,865.00)
2009/10 - £10,250.00 (leaving a carry forward of £50,000 - £10,250.00 = £39,750.00)
2008/09 - £10,330.00 (leaving a carry forward of £50,000 - £10,330.00 = £39,670.00)

Working out the opening value for the 2011/12 PIP
At the start of the member's PIP the opening value is calculated as:

£
Amount of annual pension 10/80 * £60,000.00 = 7,500.00
3/60*£60,000.00 = 3,000.00
10,500.00
Apply flat factor of 16 * 16
168,000.00
Add lump sum 10*3/80*£60,000.00 _22,500.00
190,500.00
Increase by CPI *1.031
196,405.50
The member's opening value is £196,405.50
Working out the closing value for the 2011/12 PIP
At the end of the member's PIP the closing value is calculated as:
£
Amount of annual pension 10/80 * £63,000.00 = 7,875.00
4/60*£63,000.00 = 4,200.00
12,075.00
Apply flat factor of 16 * 16
193,200.00
Add lump sum 10*3/80*£63,000.00 _23,625.00
216,825.00

The member's closing value is £216,825.00
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Working out the pension input amount for the 2011/12 PIP

The increase in the member's benefits over the PIP is £216,825.00 - £196,405.50 =
£20,419.50

As this is less than the annual allowance for 2011/12 of £50,000 there is no annual allowance
charge (assuming the member has not made contributions in the tax year to any other
pension arrangement causing the total Pension Input Amount to exceed the annual
allowance) and the member has £29,580.50 unused annual allowance from 2011/12 to carry
forward to 2012/13.

Carry forward into 2012/13 of unused annual allowance

The amount of the member's unused annual allowance from earlier years that he can carry
forward is £109,195.50. This is broken down as:

2011/12 £29,580.50 (i.e. £50,000 - £20,419.50)
2010/11 £39,865.00 (i.e. £50,000 - £10,135.00)
2009/10 £39,750.00 (i.e. £50,000 - £10,250.00)
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Example 3: Post 31 March 2008 joiner — active member throughout the PIP — has two
concurrent part-time jobs

A member joined the LGPS in England or Wales in Job 1 on 1 April 2008 and has been half-
time in Job 1 since 1 April 2008. At the start of the 2011/12 Pension Input Period (PIP) the
member's whole-time equivalent pensionable pay for the year to 31 March 2011 was £20,000
and she had 1.5 years scheme membership (i.e. 3 years at half-time). At the end of the PIP
ending 31 March 2012 the member’s whole-time equivalent pensionable pay for the year for
Job 1 has risen by 5 per cent to £21,000 and she has 2 years scheme membership (i.e. 4
years at half-time).

The member commenced a second, concurrent, half-time job (Job 2) on 1 April 2011. At the
end of the PIP ending 31 March 2012 the member’s whole-time equivalent pensionable pay
for the year for Job 2 is £18,000 and she has 0.5 years scheme membership (i.e. 1 year at
half-time).

The Consumer Prices Index (CPI) for September 2010 is 3.1%

The pension input amount is the increase in the value of her pension saving over the year.
This is the difference between the opening value and the closing value of the member’s
promised benefits.

Carry forward into 2011/12 of unused annual allowance
For the previous three years her Pension Input Amounts were:

2010/11 - £2,900.00 (leaving a carry forward of £50,000 - £2,900.00 = £47,100.00)
2009/10 - £2,450.00 (leaving a carry forward of £50,000 - £2,450.00 = £47,550.00)
2008/09 - £2,080.00 (leaving a carry forward of £50,000 - £2,080.00 = £47,920.00)

Working out the opening value for the 2011/12 PIP
Job 1 - The opening value is calculated as:

£
Amount of annual pension (1 year 183/365 days) / 60 * £20,000.00 =  500.46
Apply flat factor of 16 £500 * 16 = 8,007.36
Increase by CPI £8,007.36 * 1.031 = 8,255.59

Job 2 — There is no opening value as the person was not a member in that job on 31 March
2011.

The member's total opening value is £8,255.59.00 (Job 1) + £nil (Job 2) = £8,255.59

Working out the closing value for the 2011/12 PIP
Job 1 - The closing value is calculated as:

£
Amount of annual pension 2 /60 * £21,000.00 = 700.00
Apply flat factor of 16 £700.00 * 16 =11,200.00
Job 2 - The closing value is calculated as:
£
Amount of annual pension (183/365 days) / 60 * £18,000.00 = 150.41
Apply flat factor of 16 £150.41 * 16 = 2,406.56

The member’s closing value is £11,200.00 (Job 1) + £2,406.56 (Job 2) = £13,606.56
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Working out the pension input amount for the 2011/12 PIP
The increase in the member's benefits over the PIP is £13,606.56 - £8,255.59 = £5,350.97

As this is less than the annual allowance for 2011/12 of £50,000 there is no annual allowance
charge (assuming the member has not made contributions in the tax year to any other
pension arrangement causing the total Pension Input Amount to exceed the annual
allowance) and the member has £44,649.03 unused annual allowance from 2011/12 to carry
forward to 2012/13.

Carry forward into 2012/13 of unused annual allowance

The amount of the member's unused annual allowance from earlier years that she can carry
forward is £139,299.03. This is broken down as:

2011/12 £44,649.03 (i.e. £50,000 - £5,350.97)
2010/11 £47,100.00 (i.e. £50,000 - £2,900.00)
2009/10 £47,550.00 (i.e. £50,000 - £2,450.00)
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Example 4: Post 31 March 2008 joiner — has two concurrent part-time jobs — ceases
one of the jobs and elects to aggregate the membership during the PIP during which
the job ceased

A member joined the LGPS in England or Wales in Job 1 on 1 April 2008 and has been half-
time in Job 1 since 1 April 2008. At the start of the 2011/12 Pension Input Period (PIP) the
member's whole-time equivalent pensionable pay for the year to 31 March 2011 was £20,000
and she had 1.5 years scheme membership (i.e. 3 years at half-time). At the end of the PIP
ending 31 March 2012 the mem