
Annual Allowance Factsheet 
What is the Annual Allowance? 

The Annual Allowance is the total amount of pension savings you can make each year before incurring a tax charge. All your pension savings in the Fund, as well as any AVCs or contributions to personal pensions or stakeholder arrangements you are making, should be added together each year to determine your Pension Input Amount (PIA). This is tested against the Annual Allowance for each tax year.

Can I carry forward unused allowances from previous years? 

Yes. Unused amounts of Annual Allowance over the previous three years can be carried forward and used to offset tax charges in any one year. 

How is an Annual Allowance tax charge triggered? 

You will be subject to a tax charge if the total of your PIA in any tax year exceeds the Annual Allowance for that year, plus any unused Annual Allowance you have carried forward from the three prior years.

You may have more than one PIA if you are paying into more than one pension savings arrangement. Please take appropriate advice from a tax specialist if you think you may be affected by this. 

Over what period is the increase measured? 

From April 2016 onwards, the value of the increase in your pensions savings in the Fund is measured over the year from 6 April to 5 April each year. 
Annual Allowance – what has changed? 

The Annual Allowance is measured over the Fund’s Pension Input Period (PIP), which in the past has run from 1 April to 31 March each year.

· For PIPs between 1 April 2011 and 31 March 2014, the Annual Allowance was £50,000;
· For the PIP which ran from 1 April 2014 to 31 March 2015, the Annual Allowance reduced to £40,000.

On 8 July 2015, HMRC aligned the PIPs for all pension schemes with the standard tax year of 6 April to 5 April.

As a result of this change, transitional arrangements have been made for the 2015/16 year. This has meant that there were two ‘part-year’ PIPs during 2015/16:

· 
The first of these part-year PIPs ran from 1 April 2015 to 8 July 2015;

· 
The second PIP ran from 9 July 2015 to 5 April 2016.

The Annual Allowance that applied in total across these two part-year PIPs during 2015/16 was £80,000. However, the £80,000 is initially applied to the first part-year PIP with a restricted £40,000 of the unused Allowance available for carry forward to the second part-year PIP.

What changes are still to come for the Annual Allowance?
For future PIPs from 6 April 2016 onwards, the standard Annual Allowance will be £40,000.

However, this will be reduced for higher earners. For people with annual income above £150,000, the Annual Allowance will reduce by £1 for each £2 they earn above £150,000. The maximum reduction will be £30,000, which means that people with annual income of £210,000 or above will have an Annual Allowance of only £10,000.

The way that ‘income’ is calculated is by reference to a measure that HMRC call ‘Adjusted Income’. Broadly, this is salary and other earnings, plus the value of any employer pension contributions (which is based on the increase in your defined benefits over the year and could be significant). This means that you may exceed the £150,000 threshold even if your salary is below this level – if your salary and other earnings exceed £110,000, you should check your Adjusted Income.
How are savings tested against the Annual Allowance threshold? 

In defined contribution (DC/Money Purchase) arrangements, such as the LGPS AVC arrangement or other personal pensions, the test against the Annual Allowance is simply the amount of contributions paid (by the employee and the employer). 

For defined benefit (DB/Final Salary) arrangements, such as the [XYZ LGPS Fund], it is more complicated. The value of the benefits built up each year is calculated as the increase in pension over the course of the year (minus an allowance for Consumer Price Index (CPI) inflation) multiplied by 16. Where you also build up an entitlement to a cash lump sum, the increase in this entitlement over the course of the year (also minus an allowance for CPI inflation) is then added to the value of the increase in the pension. If the total value of the increase in your pension benefits is more than the Annual Allowance, plus the carry forward of any unused allowances then a tax charge is incurred. 

How much is the Annual Allowance tax charge? 

If you exceed the Annual Allowance, you will incur a tax charge at your marginal income tax rate. 
How will the tax be collected? 

Where an Annual Allowance tax charge is greater than £2,000, you can elect for the XYZ Fund (assuming this is the pension scheme under which your tax charge has arisen) to meet the charge in full on your behalf. This is known as ‘Scheme pays’. The Fund will then apply a reduction to your pension. The basis upon which the reduction is calculated will be determined by the Government Actuaries’ Department (GAD). 

The deadlines for reporting a tax charge to HMRC and choosing the scheme pays option are set out in the diagram on page 3 of your Pension Savings Statement. 

Where can I find more information? 

Further information about this statement, the Annual Allowance and Scheme pays can be found at from [XYZ LGPS Fund website/other contact details].

Information about the Annual Allowance can also be found on HMRC’s website at www.gov.uk/tax-on-your-private-pension/annual-allowance.

What is the Lifetime Allowance?
In addition to the Annual Allowance which restricts the amount of tax-free pension saving you can build up each year, there is also a limit to the amount of pension you can build up over your lifetime – this is called the Lifetime Allowance and is currently set at £1 million.  
This statement does not include information on the value of your pension for testing against the Lifetime Allowance.  You can find more details on the Lifetime Allowance on HMRC’s website at www.gov.uk/tax-on-your-private-pension/lifetime-allowance. 
How can I access independent financial advice? 

If you would like personal independent financial advice about any decisions you need to make, you must consult an Independent Financial Advisor. You can find an advisor near you at http://www.unbiased.co.uk/. You should note that you will be responsible for any costs incurred.

