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Agenda

• Brief recap of annual allowance and the taper

• Changes introduced

• McCloud Judgement



Recap of annual allowance

• Limit of £40,000

• Based on pension growth, not contributions

• If growth is more than allowance, pay tax on the excess at marginal rate – 40% / 45%

• Can bring forward any unused allowance from the prior 3 years

• What happens if you are a high earner > £200,000?

• Can pay tax personally or via scheme pays

• Need to complete a tax return

• Deadlines 



Where issues can arise

• Increasing profits

• Increasing inflation

• Outside earnings

• Added years contract

• Private pension contributions



What’s changed?

2019/20

• Government picking up the tab on any tax charges

• Need to complete a scheme pays election

• Followed by compensation application form

• Deadline for scheme pays – extended to 31 March 2022

• Deadline for compensation form – 31 March 2022

• Can’t complete compensation form without having submitted a scheme pays form

• For one year only!



What’s changed?

2020/21 onwards

• £110,000 threshold earnings limit has increased to £200,000

• £150,000 adjusted income limit has increased to £240,000

• More likely to retain full £40,000 allowance

• Doesn’t mean you will completely avoid excess growth

• Tax charge is again your own responsibility

• Lifetime allowance limit frozen



Mitigation of annual allowance tax charges

• Reducing pensionable / taxable income – dropping sessions / opting in and out of 

the scheme

• Ceasing added years contracts

• Stopping private pension contributions

• Opting out



McCloud Judgement

• New public sector pension scheme introduced 2015

• Not everyone transferred across at April 2015 – based on age

• Ruled as age discrimination

• Consultation has been carried out on how to remove the discrimination

• From April 2022 everyone will move across to the 2015 scheme

• What happens between 1 April 2015 and 31 March 2022 (remedy period)?



McCloud Judgement

• Members can choose whether to go back into 1995 / 2008 scheme (legacy scheme) or stay in 2015 scheme 

(reformed scheme).

• Consultation has concluded this decision to be made shortly before retirement (deferred choice underpin).

• In the meantime, all members will be moved back to the legacy scheme for the remedy period.

• NHS Pensions has until October 2023 to action.

• Only those already members of 1995 / 2008 scheme on 31 March 2012, and had membership in either legacy 

or reformed scheme after 1 April 2015, are eligible for this (including those who had a break in service < 5 

years).

• If likely to retire before October 2023, still have the choice.



McCloud Judgement - Impact of decision

• Pension growth will have to be recalculated based on 1995 / 2008 scheme rules for the 

remedy period.

• If AA tax charge reduces you will receive a refund / or scheme pays amended if elected 

for that option initially.

• Tax returns amended.

• Scheme pays amended.

• If you choose the reformed scheme at retirement and it triggers an increased AA charge 

during the remedy period, the Government will ensure you do not bear this cost.



McCloud Judgement - example

GP Practitioner who moved to 2015 scheme from 1 April 2015

The 2015 scheme has a higher accrual rate than the legacy schemes so delivers increased pension 

growth in the year, but you have to wait longer to draw it (without reduction).

Looks great in terms of annual allowance, but what about the impact on annual pension benefits?

Year Pensionable pay Growth if no 

change

Growth if remain in 

legacy scheme

2016 96,158 29,280 12,580

2017 123,485 58,344 53,981

2018 125,455 67,147 62,852

2019 88,953 37,048 29,323

2020 120,193 45,877 38,176



McCloud Judgement – decision making

No decision to make yet, but when you do you should consider the following:

• Accrued benefits

• Lump sum

• Normal retirement age

• AA implications

• Seek financial advice!!



Questions?
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Whilst every effort is made to ensure accuracy, the information contained within this presentation does not constitute any 

form of advice.
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