
Review

If you are a cider drinker then yesterday’s budget wasn’t good news. Cider duty will rise by 10% above 
inflation from midnight on Sunday. This news has captured public imagination and dominated the 
media. Yesterday also saw the issue of the Government’s consultation response ‘Implementing the 
restriction of pensions tax relief’ - the implications of this have received rather less attention so far.

BACKGROUND 

Currently, tax relief is available at an individual’s highest marginal rate of income tax, ie 20% for a 
basic rate tax payer and 40% for a higher rate tax payer. The Government considers that the highest 
paid are benefitting disproportionately from tax relief and that this would be exacerbated by the 
introduction of the 50% income tax rate from April 2010 for those earning over £150K. 

Tax relief on pension contributions (which will include those made by employers) will be restricted from 
April 2011. Those earning £180K or above will qualify for tax relief at 20%. Those with gross incomes 
of between £180K and £150K and (including employer pension contributions) will receive tax relief of 
between 20% and 50% in accordance with a special ‘taper’ of 1% of relief for every £1,000 of gross 
income1. On the back of these previously announced tax changes, the Government has set out more 
detail of how the restrictions will apply. 

If you thought that all of this was just a matter for discussion between companies, highly paid 
employees and their tax advisers, without impact on pension schemes, then think again. 

TAPER RELIEF 

How do we work out the employer pension contribution, where this has to be included in the 
calculation of an individual’s income? In a defined contribution scheme this should be straightforward, 
but in a defined benefit scheme the ‘deemed contribution’ must be valued. The Government has 
decided that the employer contribution will be determined by factors that depend upon the member’s 
age and the Scheme’s Normal Pension Age (“NPA”). The NPA is defined for this purpose as the 
earliest age from which members have the right to take their pension, without the consent of the 
trustees and/or employer, and without any actuarial reduction for early payment. Where pensions are 
divided into ‘tranches’ that have different NPAs, each tranche has to be calculated separately using 
the appropriate factor. Pension schemes must therefore calculate this deemed contribution. 

Most members will be unaware of complications surrounding NPAs, which stem from the way that 
individual schemes implemented equalisation in the early 1990s, and will not know that they may 
have more than one NPA. Many trustees are still grappling with the practicalities of their scheme’s 
equalisation solution following the decision in the Foster Wheeler2 judgment last July. It is bound to be 
an area of potential confusion.
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 1 	 The restriction of relief is subject to an income floor of £130K. If an individual’s pre-tax income, before any deduction of his 
own pension contributions or charitable donations, is less than £130K, he will not be affected.

 2 	 Court of Appeal judgment in Foster Wheeler Limited v Hanley and others [2009] EWCA Civ 651.



WWW.HAMMONDS.COM
If you do not wish to receive further legal updates or information about our products and services, please write to: Richard Green, Hammonds LLP, Freepost, 2 Park Lane, Leeds, LS3 2YY or 
email richard.green@hammonds.com. 

These brief articles and summaries should not be applied to any particular set of facts without seeking legal advice. © Hammonds LLP 2010. 

Hammonds LLP is a limited liability partnership registered in England and Wales with registered number OC 335584 and is regulated by the Solicitors Regulation Authority of England and 
Wales. A list of the members of Hammonds LLP and their professional qualifications is open to inspection at the registered office of Hammonds LLP, 7 Devonshire Square, London EC2M 4YH. 
Use of the word “Partner” by Hammonds LLP refers to a member of Hammonds LLP or an employee or consultant with equivalent standing and qualification.

36
45

/0
3/

10

Catherine McKenna
Head of Pensions
T: +44 (0)113 284 7045
E: catherine.mckenna@hammonds.com

Francois Barker
Head of Birmingham Pensions
T: +44 (0)121 222 3584
E: francois.barker@hammonds.com

Steve Southern
Head of Manchester Pensions
T: +44 (0)161 830 5172
E: steve.southern@hammonds.com

Wendy Hunter
Head of London Pensions
T: +44 (0)207 655 1119
E: wendy.hunter@hammonds.com

Emma King
Head of Pensions Disputes
T: +44 (0)121 222 3103
E: emma.king@hammonds.com

SCHEME PAYS

If an individual incurs a tax recovery charge of more than £15K he will be able to elect for this charge 
to be met from the pension scheme and recouped from his benefits. Although the details are yet to be 
worked out, the Government has said that this will be a mandatory requirement for pension schemes, 
subject to very few exceptions (such as a defined benefit scheme being so underfunded that it cannot 
meet the payment). 

This seems to us to be imposing an unnecessary administrative burden upon pension schemes. 
Bearing in mind that tax recovery charges are primarily dealt with through the Self-Assessment 
system, then it would appear appropriate for such payments to be a matter for agreement between 
affected individuals and their tax inspectors.

A FEW OTHER POINTS…

•	 Only the first £30K of any redundancy payment will be excluded from counting towards an 
individual’s income (which may produce a big distortion in a single year for long-serving 
employees on generous packages). The Government will keep this under consideration.

•	 There will be no restriction on tax relief where an individual takes a serious ill-health lump sum, or 
dies during the course of a tax year.

COMMENT

If you are about to take your first steps on the property ladder, the budget held some good news. If 
you are a pension scheme trustee you may want to order an extra pint of cider before midnight on 
Sunday…

We will keep you informed of further developments affecting trustees and sponsoring companies. 

FURTHER INFORMATION

If you would like more information please contact one of the following or your usual  
pensions contact. 


