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This briefing provides an update to our guide to pension tax relief issued in 2015 for members
of the Principal Civil Service Pension Scheme (the PCSPS), and our 2016 update.

From page ten in this document, we update the heat charts from our earlier guide to allow for
the potential tapering of Annual Allowance. We also provide more details on what you can do if
you think you may be affected by these limits.
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Pension tax relief: arecap

The Government gives tax relief on contributions to pension schemes and allows up to 25%
of the benefits to be taken tax-free at retirement. Since 2006, there have been limits on the
amount that can be contributed each year, and the total benefits an individual may build up

over their career. Beyond these limits, tax charges apply.

Broadly, these limits are as follows:
Annual Allowance (“AA")
This is the limit on the ‘value’ of pension benefit which can be earned each year.

For the 2018/19 tax year, the limit for those earning broadly less than £150,000 a year is
£40,000. The tapered Annual Allowance for higher earners is as follows:

ADJUSTED INCOME ANNUAL ALLOWANCE
£150,000 £40,000
£160,000 £35,000
£170,000 £30,000
£180,000 £25,000
£190,000 £20,000
£200,000 £15,000
£210,000 £10,000

More information on tapered Annual Allowance is provided below.

Lifetime Allowance (“LTA")

This is the limit on the maximum amount of pension benefits anyone can earn over their
career. [t currently stands at £1.055 million for the 2019/20 tax year. It will increase in line
with the Consumer Prices Index (CPI) each April thereafter.
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Annual Allowance (“AA")

What is the limit?

For the 2019/20 tax year, the limit for those earning broadly less than £150,000 a year is
£40,000.

For those with an annual income over £150,000, a lower tapered AA limit applies. However,
the way income’ is calculated means that anyone earning an annual income over £110,000 can
also be affected. There are two important new definitions:

DEFINITION LIMIT

Threshold income  Broadly your taxable income (including £110,000
rental income, for example) less your
pension contributions.

For example, a member of Classic with a
taxable income of £115,000, would have a
threshold income of £106,548 after
deduction of 7.35% pension contribution,
and therefore tapered AA would not apply.

Adjusted income Broadly threshold income plus pension £150,000
savings (i.e. your taxable income plus your
employer’s share of your pension savings)

The sting in the tail is that adjusted income is not just what you are paid, it also includes your
employer's share of the ‘value’ of the pension benefits you built up during the year. This means
there is the potential for the reduction in Annual Allowance to apply to people earning much
less than £150,000 a year, if the employer's share of the value of the pension benefits they
earned is large.

The taper reduces the AA limit by £1 for every £2 of adjusted income received over
£150,000, until a minimum AA limit of £10,000 is reached. This means that the AA for higher
earners with threshold income higher than £110,000 is as follows:

ADJUSTED INCOME ANNUAL ALLOWANCE
£150,000 £40,000
£160,000 £35,000
£170,000 £30,000
£180,000 £25,000
£190,000 £20,000
£200,000 £15,000
£210,000 £10,000

[tis also important not to forget the Money Purchase Annual Allowance (MPAA). If
you access any defined contribution pension from another scheme, then your AA limit for the
particular tax year reduces to £4,000.

More information can be found at www.moneyadviceservice.org.uk/en/articles/
money-purchase-annual-allowance
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How is it calculated?

[tis important to note that the Annual Allowance applies across all of the schemes you belong
to, it is not a ‘per scheme' limit and includes all of the contributions that you or your employer
pay or anyone else who pays on your behalf. This includes Defined Contribution (DC) schemes
and Defined Benefit (DB) schemes.

For DB pension schemes such as Classic, Classic Plus, Premium, Nuvos and Alpha, HMRC
uses conversion factors to calculate the ‘'value’ of the benefits earned and tests this value
against the above limits. These conversion factors are as follows:

Each £1pa pension earned in a year is assumed to be worth £16. Any additional cash sums
earned on top are valued on a £1-for-£1 basis.

The pension earned over the year is calculated as the total pension earned at the END of the
period (called the “"Pension Input Period” or “"PIP") minus the total pension at the START of the
PIP adjusted for inflation. Since 2016, PIPs run in line with the tax year. Therefore, each PIP will
start on 6 April and end on 5 April in the following year.

If you (or your employer) have paid any contributions to a DC scheme (such as an AVC scheme
or into partnership), these are also added.

Example: Member in Classic receives a promotion and a pay-rise from
£72,000 to £88,000 after 16 years of service.

Step 1: Calculate the value at the START of the PIP and “inflation proof”:
Pension = (£72,000 x15/80) = £13,500 pa

Lump sum =(3x72,000x15/80) = £40,500

“Inflation proof” pension = £13,500 x 1.02 = £13,770 pa

“Inflation proof” lump sum = £40,500 x 1.02 = £41,310

Step 2: Calculate the value at the END of the PIP:

Pension = £88,000 x16/80 = £16,500 pa

Lump sum =3x£88,000x16/80 = £49,500

Step 3: Calculate the increase in value over the PIP:
Pension =(£16,500 - £13,770) x 16 = £43,680
Lump sum =(£49,500 - £41,310) = £8,190

Total change =£43,680 + 8,190 = £51,810

Step 4: Calculate employer share of this total increase in value:

Member contributions in the year = 7.35% x £72,000 = £5,292
Employer share of increase in value of pension = 51,810- £5,292= £46,518.

Step 5: Calculate threshold income, adjusted income, and Annual Allowance:
Threshold Income = £72,000 - £5,292= £66,708.

This isless than £110,000 so tapered Annual Allowance does not apply.

Adjusted Income = £72,000 + 46,518= £118,518.

Annual Allowance; £40,000

Step 6: Test against the Annual Allowance:

Annual Allowance exceeded by: £51,810- £40,000 = £11,810

Step 7: Calculate any tax charge payable:

Unless the member has any unused allowances from the previous 3 years, he or she will incur a tax charge of:
£11,810x40% = £4,724.

Note: This assumes the member's marginal tax rate is 40%. The marginal rate of tax is the rate paid
on the next pound earned. More information on marginal tax rates can be found here;

www.gov.uk/income-tax-rates
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Am I likely to be affected?

Anincrease in pension of more than £2,500 pa over a year is guaranteed to breach the AA limit.
This means an Alpha member would be affected if they earned over £108,000. However, it is
not just the very high earners who will be affected. You could also be affected if:

® You have long service;
® You have recently been promoted or received a large pay rise;
® You are paying AVCs, EPAs, or buying added pension;

® You have transferred-in service from another scheme, or have linked a previous period of
employment from the Civil Service; or

® You are retiring on ill-heath with an enhancement to service.
Heat charts at the end of this briefing will help you check if you are likely to be affected.

What canIdo if I think I might be affected?
Checkit...

A Pension Savings Statement will be sent to you by MyCSP if you meet one or more of the
following criteria:

® You breached your AA limit in the previous tax year;
® You earn over £100,000; or
® You request a Pension Savings Statement.

If you have benefits in Alpha and one of the other sections of the PCSPS, you will receive two
statements. You should also check the schemes where you are a deferred scheme member to
consider if collectively you may have breached the AA limit.

Even if you have breached the AA limit, you may be able to use unused allowances from the
previous 3 years to keep you within the limit. If you haven't received these, you should ask for
a copy of your Pension Savings Statements for the previous 3 years.

HMRC's calculator will show you if this could help:
www.tax.service.gov.uk/pension-annual-allowance-calculator
Declareit...

If you breach the AA limit, it is your responsibility to tell HMRC via your Self Assessment,
regardless of how you intend to pay it (see below).

If you are registering for Self Assessment for the first time, you can find further guidance here;
www.gov.uk/register-for-self-assessment/not-self-employed
Payit...

If you have a tax charge, you can pay it directly to HMRC. Alternatively, you can ask your
pension scheme to pay the charge on your behalf in exchange for a reduction in your benefits.
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There are two types of Scheme Pays: Mandatory and Voluntary.
You can use Mandatory ‘Scheme Pays’ if all three of the following apply to you:
® your tax charge is over £2,000; and

® your tax charge has resulted from an increase in benefits from a single civil service pension
scheme; and

® your Scheme Pays deduction is applied to the benefits within that scheme.

If you don't meet the above criteria, but you still wish to pay your tax charge by Scheme Pays,
you can do this using Voluntary ‘Scheme Pays’.

If you want to use Mandatory or Voluntary Scheme Pays, you need to notify HMRC via your
Self Assessment.

ACTION DEADLINE
If you have breached the AA, you willreceive By 6 October 2019

a Pension Savings Statement(s) (but most expected by 31 August 2019)
Request a Scheme Pays quote (see link for the By 9 November 2019

form below)

Scheme Pays quote sent to you By 30 November 2019

Return the Scheme Pays form By 14 December 2019

Notify HMRC of a tax charge and your By 31 January 2020

intention to pay it via Scheme Pays

The pension scheme pays the tax charge by By 31 January 2020
Voluntary Scheme Pays

The pension scheme pays the tax charge by By 14 February 2021
Mandatory Scheme Pays

The last tax year started on 6 April 2018 and ended on 5 April 2019. The deadlines for
submitting tax returns are as follows:

ACTION DEADLINE
Register for AA Scheme Pays 31 July 2019
Register for Self Assessment if you're self- 5 October 2019

employed or a sole trader, not self-employed,
or registering a partner or partnership

Paper tax returns Midnight 31 October 2019
Online tax returns Midnight 31 January 2020
Pay the tax you owe Midnight 31 January 2020

To request a Scheme Pays quote use this form.
www.civilservicepensionscheme.org.uk/media/206500/spaform-v6.pdf
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Reduceit...?

From 1 April 2018, staff who have transitional protection to remain in their pre-2015 pension
scheme and joined before 2002 will be eligible to join the Partnership pension scheme. Joining
Partnership will mean that you are still eligible for a death-in-service lump sum benefit of 3
x your pensionable salary, but the likelihood of breaching the AA limit each year is significantly
reduced.

Previously, if you wished to switch from one of the other civil service pension schemes to
Partnership, or vice-versa, you were only able to switch every six months and had to give 3
months' notice. From April 2018, the number of switching dates has increased and the notice
period reduced to 2 months. It is important to note, however, that after switching, you will not
be able to switch again for another 12 calendar months.

Finally, if you think you will repeatedly breach the AA limit, you may be considering opting out
of the civil service pension scheme you are in. Before doing so, we strongly recommend
that you seek independent financial advice, and you should be aware of the
valuable life cover that you would be giving up if you do.

More information can be found here: www.civilservicepensionscheme.org.uk/
media/485845/opt-out-form-30-april-2019.pdf

Lifetime Allowance (“LTA")

How is it calculated?

Each £1pa pension is assumed to be worth £20. Any additional cash sums earned on top are
valued on a £1-for-£1 basis. If you (or your employer) have paid any contributions to a defined
contribution scheme (such as an AVC scheme or into Partnership), the amount accumulated at
retirement is also added.

Example: Member retires on 30 April 2019 after 40 years’ service in classic scheme

Step 1: Calculate the benefit at retirement

Pension = £88,000 x 40/80* = £44,000 pa
Lump sum = 3 x £88,000 x 40/80 = £132,000

Step 2: Calculate the HMRC value of the benefit at retirement

Pension = £44,000 x 20 = £880,000
Lump sum = £132,000
Total Value = £1,012,000

Step 3: Test against the Lifetime Allowance limit:
The LTA limit on 30 April 2019 was £1.055m, so the member does not exceed this limit.

* Accrual rate in the Classic scheme is 1/80th
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Am I likely to be affected?

The LTA limit for the 2018/19 tax year was £1.03 million. From April 2019, the LTA limit
increased to £1.055 million and will increase in line with CPI thereafter. Members whose
benefits exceed the amounts below, may therefore incur a LTA charge:

2018/19 TAX YEAR 2019/20 TAX YEAR
Lifetime Allowance £1.03 million £1.055 million
Premium, Nuvos, Alpha £51,500 pa £52,750 pa
Classic £44,780 pa, £45,860 pa,

plus automatic lump sum plus automatic lump sum
Classic Plus Between £44,780 pa Between £45,860 pa

and £51,500 pa, and £52,750 pa,

plus automatic lump sum plus automatic lump sum

There are examples and heat charts at the end of this briefing to help you check if you are likely
to be affected.

What should I do if I think I might be affected?
Checkit...

To enable you to consider your position regarding your LTA and to seek further advice, all
members whose Civil Service Pension benefits (excluding any contributions made to the
Civil Service Additional Voluntary Contributions scheme) exceeded 90% of the LTA as at
31 March 2018 will have been written to by Civil Service Pensions by 14 February 2019.

Civil Service and non-departmental public body (NDPB) employers are obliged to make one-to-
one pension tax sessions available for any employee who receives an LTA letter. Civil Service
employers are required to arrange these sessions themselves, and at their own cost so these
are free to you to attend.

Declare it...

Even though your scheme will collect and pay the tax, if you breach the LTA, it is your
responsibility to tell HMRC. You do this via Self Assessment.

Reduceit...
These are some considerations for potentially reducing your LTA charge as follows.

If you retire early with actuarially reduced benefits, the value of your benefits is calculated
based on your reduced benefits. This could reduce your LTA charge.

If the value of your pension savings at 5 April 2016 were higher than £1 million, you may be
able to protect your LTA limit up to a maximum of £1.25 million using Individual Protection
2016 or Fixed Protection 2016. More details on these protections, including how to apply,
can be found at www.gov.uk/guidance/pension-schemes-protect-your-lifetime-
allowance

You may also be able to avoid incurring a LTA charge by simply delaying your retirement by
a few days or months until the next tax year when the LTA limit increases in line with CPI
inflation. Delaying your retirement may, however, increase the amount of pension you are
building up so the tax charge you incur could end up being higher.
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If you are getting close to your LTA limit, you could consider opting out of the civil service
pension scheme you are in, by potentially joining partnership where you can easily track
the value of your benefits in this scheme. However, we strongly recommend that you seek
independent financial advice before considering any of the above actions.

Disclaimer

This guide is intended to provide information about procedures, criteria and practices in relation to civil service pension schemes and by analogy
schemes. There are several schemes with different rules that may be subject to change. As a result, you should not rely solely on the content of
this guide when making decisions relating to Your pension. The FDA strongly recommends that you should seek financial advice before making
any significant decision in relation to your pension. The FDA is not legally authorised to provide such financial advice and nothing in this guide
is intended to amount to financial advice.

Whilst every care has been taken in preparing the information published in this guide, the FDA does not guarantee the precision or currency
of the content. The FDA cannot be held responsible for any errors or omissions and accepts no liability whatsoever for any loss or damage

howsoever arising.




Heat charts: Annual Allowance

If you have only ever been a member of Nuvos or Alpha, you are only likely to breach the
Annual Allowance (“AA") limit if you earn over £108,000 (or have bought Added pension, an
EPA or buy-out the actuarial reduction on redundancy).

The situation is more complicated for anyone who has service in Classic, Classic Plus, or
Premium. Generally speaking, the more service you have and the larger your salary, the more
likely you are to exceed the AA.

The heat charts below will give you an indication as to whether or not you might breach the AA
limit by giving an illustration of the PIP increase, depending on what scheme you were in and
what scheme you move to, using the following key:

GEEI  You will breach the AA limit with a pay-rise of 0% above CPL
AMBER You will breach the AA limit with a pay-rise of between 0% and 5% above CPI
[E5S A pay-rise of over 5% above CPI would be needed to breach the AA limit

Assumptions:
The calculation date is 5 April 2019.

The figures in the heat charts show the increase in value of the pension (and lump sum where
appropriate) over the year, assuming a pay rise in line with CPI.

Threshold income has been calculated using salary (less pension contributions), and ignores
any other taxable income you may have, such as rental income.

Service (years) 15 20 25 30 35 40
Salary

30,000
40,000
50,000
60,000
70,000
80,000
90,000
100,000
110,000 26,648 26,648 26,648 26,648 26,647 26,648
120,000 29,070 29,070 29,070 29,070 29,070 29,070
130,000 31,493 31,493 31,493 31,493 31,492 31,493
140,000
150,000
160,000
170,000
180,000
190,000
200,000
210,000




Service (years) 15 20 25 30 35 40
Salary

30,000 8,160 8,160 8,160 8,160 8,160 8,160
40,000 10,880 10,880 10,880 10,880 10,880 10,880
50,000 13,600 13,600 13,600 13,600 13,600 13,600
60,000 16,320 16,320 16,320 16,320 16,320 16,320
70,000 19,040 19,040 19,040 19,040 19,040 19,040
80,000 21,760 21,760 21,760 21,760 21,760 21,760
90,000 24,480 24,480 24,480 24,480 24,480 24,480
100,000 27,200 27,200 27,200 27,200 27,200 27,200
110,000 29,920 29,920 29,920 29,920 29,920 29,920
120,000 32,640 32,640 32,640 32,640 32,640 32,640
130,000 35,360 35,360 35,360 35,360 35,360 35,360
140,000
150,000
160,000
170,000
180,000
190,000
200,000
210,000

Service (years) 10 15 20 25 30 35 40
Salary

30,000 8,160 8,160 8,160 8,160 8,160 8,160 8,160
40,000 10,880 10,880 10,880 10,880 10,880 10,880 10,880
50,000 13,600 13,600 13,600 13,600 13,600 13,600 13,600
60,000 16,320 16,320 16,320 16,320 16,320 16,320 16,320
70,000 19,040 19,040 19,040 19,040 19,040 19,040 19,040
80,000 21,760 21,760 21,760 21,760 21,760 21,760 21,760
90,000 24,480 24,480 24,480 24,480 24,480 24,480 24,480
100,000 27,200 27,200 27,200 27,200 27,200 27,200 27,200
110,000 29,920 29,920 29,920 29,920 29,920 29,920 29,920
120,000 32,640 32,640 32,640 32,640 32,640 32,640 32,640
130,000 35,360 35,360 35,360 35,360 35,360 35,360 35,360
140,000
150,000
160,000
170,000
180,000
190,000
200,000
210,000




Salary All Salary All

30,000 30,000 * For both Nuvos and
40,000 40,000 Alpha, the Annual
50,000 50,000 Allowance limit will
60,000 60,000 be breached if you
70,000 70,000 earn over around
80,000 80,000 £108,000, regardless
90,000 90,000 of the number of years

100,000 100,000 you have been in the

110,000 110,000 scheme.

120,000 120,000

130,000 130,000

140,000 140,000

150,000 150,000

160,000 160,000

170,000 170,000

180,000 180,000

190,000 190,000

200,000 200,000

210,000 210,000

Classic to Alpha (on 1 April 2015)

Service (years) 15 20 25 30 35 40
Salary

30,000
40,000
50,000
60,000
70,000
80,000
90,000 33,408 33,408 33,408 33,408 33,408 33,408
100,000 37,120 37,120 37,120 37,120 37,120 37,120
110,000
120,000
130,000
140,000
150,000
160,000
170,000
180,000
190,000
200,000
210,000




Premium to Alpha (on 1 April 2015)

10 15 20 25 30 35 40

Service (years)

Salary

30,000
40,000
50,000
60,000
70,000
80,000
90,000
100,000
110,000
120,000
130,000
140,000
150,000
160,000
170,000
180,000
190,000
200,000
210,000

37,120 37,120 37,120 37,120 37,120 37,120 37,120




Heat charts: Lifetime Allowance

The heat charts below will give you an indication as to whether or not you might breach the
Lifetime Allowance (“LTA") limit, depending on what scheme you are in, using the following key:

EEI  You will breach the LTA limit of £1.055m in the next year
AMBER You are likely to breach the LTA limit in the next 5 years
[T You are unlikely to breach the LTA limit in the next 5 years

Assumptions:
The calculation date is 5 April 20189.

The figures shown in the heat charts indicate the value of the pension (and lump sum where
appropriate) at the point of retirement, assuming annual pay rises in line with CPI.

Service 20 25 30 35 40

1,035,000
1,006,250
948,750 B (0[oR V4]

1,035,000 10y 8:10]0]

CRZRYA) 1,121,250 1,308,125

pMolswlsly 1,207,500 1,408,750

pCTOR0[o[ommr: oAt 1,078,125 1,293,750 1,509,375
(SO Ne[olommm-PI0N00l0 1,150,000 1,380,000 1,610,000
oRe[elo IR Y00 1,221,875 1,466,250 1,710,625
RO Ne[olo M MOEH00l0 1,293,750 1,552,500 1,811,250
1,092,500 1,365,625 1,638,750 1,911,875
1,150,000 1,437,500 1,725,000 2,012,500
1,207,500 1,509,375 1,811,250 2,113,125




Service 20 25 30 35 40

980,535

973,727

RIS 1,081,919

1,031,986 M=o bk

ERRE(0R] 1,125,803 1,298,303
MRy 1,219,620 1,406,495

TN CEY, 1,112,187 1,313,437 1,514,687
N0y /N 0E| 1,191,628 1,407,253 1,622,878
LNl NeV koY) 1,271,070 1,501,070 1,731,070
1,106,137 1,350,512 1,594,887 1,839,262
1,171,204 1,429,954 1,688,704 1,947,454
1,236,271 1,509,396 1,782,521 2,055,646
1,301,338 1,588,838 1,876,338 2,163,838
1,366,405 1,668,280 1,970,155 2,272,030

Service 10 15 20 25 30 35 40

933,333

1,050,000

1,166,667

¥ 1,100,000 1,283,333

(olle)osl 1,200,000 1,400,000

1,083,333 1,300,000 1,516,667

1,166,667 1,400,000 1,633,333
1,250,000 1,500,000 1,750,000

1,066,667 1,333,333 1,600,000 1,866,667
1,133,333 1,416,667 1,700,000 1,983,333
1,200,000 1,500,000 1,800,000 2,100,000
1,266,667 1,583,333 1,900,000 2,216,667
1,333,333 1,666,667 2,000,000 2,333,333
1,400,000 1,750,000 2,100,000 2,450,000




