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Budget 2010 Update: Restricting 
Pensions Tax Relief for High Earners 
Alongside the 2010 Budget, the Government 
released a summary of the responses to its recent 
consultation exercise in relation to the proposals to 
restrict pensions tax relief for high earners from 
April 2011.  Whilst the summary essentially 
confirms that the Government intends to proceed 
with the proposals as planned, it also provides a 
summary of the decisions on certain matters of 
detail on which the Government consulted. 

This BBS briefing note provides a summary of the 
decisions reached.  It should be read in conjunction 
with BBS briefing note bn55, which provided a 
summary of the full proposals. 

Decisions Reached 

The Government has confirmed that: 

 A stepped taper of 1 per cent of relief for every 
£1,000 of gross income between £150,000 and 
£180,000 should be used, rather than a formula or a 
more finely graduated scale. 

• It does not intend to require schemes to align 
pension input periods for the purposes of the Annual 
Allowance with the tax year. 

• It continues to believe it is appropriate to operate an 
income look-back in the year of drawing benefits, to 
deal with a situation where a high earner’s income 
drops in the year of retirement.  The Government 
will consider how such a look-back test might 
operate in practice. 

• The restriction of relief will not apply in cases of 
death or serious ill-health. 

• Where schemes began (or will begin) to wind up 
before April 2011, any enhancements will be treated 
as accruing to members at the start of wind-up, and 
hence out of the scope of the restriction. 

• The Government’s view remains that age-related 
factors (ARFs) represent the best means of valuing 
the deemed contribution to a defined benefit (DB) 
scheme.  The ARFs will vary by both age and normal 
pension age (NPA) and will be independent of 
gender.  There will also be no difference for 
employer insolvency risk. 

• The Government is minded for higher ARFs to apply 
in cases where individuals are eligible for particularly 
generous increases to their pension in payment. 

• In cases where different NPAs apply to tranches of 
an individual’s pension rights, the appropriate ARF 
will be used with respect to each tranche to 
calculate the deemed contribution. 

• The ARFs will be reviewed not less frequently than 
every five years (but earlier if appropriate), and the 
Government will seek advice from the Government 
Actuary’s Department in setting and reviewing the 
scale. 

• Schemes will carry out the calculation of the deemed 
contribution, and will be required to provide details 
of the deemed contribution to the individual within 
three months of a request to do so. 

• In DB schemes, the restriction of relief will be based 
on the deemed contribution, even where this may 
be smaller than the DB employee contribution for 
that year. 

• Negative deemed contributions should, however, be 
fairly recognised and taken into account and the 
Government will consider the options for doing this. 

• The previous year’s September Retail Prices Index 
(RPI) figure should be used for the purpose of 
revaluing the previous year’s pension rights in 
calculating the deemed contribution. 

• The option for members to elect the Scheme to 
meet the tax charge will be available to members of 
both DB and defined contribution (DC) schemes, 
where the member incurs a recovery charge 
exceeding £15,000. 

• Individuals will be allowed to elect for a single 
scheme to pay the charge, which will be required to 
pay only that portion of the charge relating to 
contributions made to that scheme. 

• Individuals incurring a recovery charge exceeding 
£15,000, whose scheme is not able to pay the charge 
on their behalf, will be allowed to spread payment of 
the recovery charge over three years, with interest 
charged on the deferred element. 

BBS View 

Despite criticism of the original proposals from a 
number of quarters, the Government clearly 
intends to proceed as originally planned.  Given 
this, and on the assumption that the proposals are 
adopted, these are technical measures and are 
generally sensible. 


