
Pension Plan Factsheet

The standard Annual Allowance for tax-privileged pension savings is
currently £40,000. If you exceed the AA,  you may be subject to a tax
charge at your higher marginal rate.

To establish whether you have exceeded the AA in any tax year, you
will need to calculate your ‘Pension Input Amount’ (pension savings)
for Pension Input Periods (PIPs) ending inthat tax year.

How much  
is the AA?

There are different ways in which your Pension Input Amount can  
be calculated, depending on your IBM pension plan membership.  
The amount is calculated using either Basis A, Basis B or a mixture  
of them both.

Bas is A

The Pension Input Amount is the total contributions paid and credited  
in the tax year; this includes Smart* contributions, any employer
contributions, Matched Contributions, ASCs/AVCs and Companycredits.

Bas is B

The Pension Input Amount is the value of the pension accrued in the tax
year, with an allowance for the increase in Consumer Price Inflation (CPI))
multiplied by 16, plus any additional contributions (ASCs/AVCs) made.

Plan membership

M Plan
(or new IBM UK PPP members without any  
other IBM pension benefits)

Pension Input Amount  
calculated on

Bas is A

Hybrid me mbe r s  of the M Plan or  
IBM U K P P P
(with benefits in C, N, DSL or I Plan to  
05/04/2011)

Bas is  A  and B

E nha nc e d M Plan Bas is  A  and B

I Plan me mbe r s  with continue d accrual Bas is B

How to  
calculate your  
Pension Input  
Amounts

Annual Allowance
The Annual Allowance (AA) is the limit to pension savings that receive tax relief. Any  
contributions or increase in benefits that exceed the AA may be subject to a taxcharge.
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From April 2016, the AA of £40,000 was reduced for those members  
who have an annual income of over £150,000. It was reduced by £1 for  
every £2 of annual income (the definition of income differs from taxable  
income as it includes investments in pension savings. It is therefore  
called ‘adjusted income’). Those with a ‘threshold income’ of less 
than £110,000 were not subject to the tapered annual allowance.

The maximum reduction was £30,000.

From Apri l  2020, the tapered annual al lowance was amended.  
Only those with an adjusted income of over £240,000 wil l  be 
subject to the tapered annual al lowance.  Those with a 
threshold income of £200,000 wil l  not be subject to the tapered 
Annual Al lowance.

The maximum reduction is £36,000.

Adjusted income

Adjusted income includes;
• Any salary reduction for pensions and certain other benefits made  

through a salary sacrifice scheme.
• The amount of any employer contributions to pension savings.
• For I Plan, Enhanced M or Hybrid members, the value of any Defined

Benefit accrued Pension Input Amount, where the growth in pension
over the year is in excess of the Consumer Price Index.

Threshold income

Threshold income is the total amount of income for the tax year on  
which individuals are subject to income tax, which will include salary,  
bonus, profits from self-employment, benefits in kind, pension income,  
income from property, savings, dividends and taxable lump sum death  
benefits (post 5 April 2016).

Le s s
• Certain allowances and reliefs, e.g. excess tax relief under net pay  

pension schemes (where full tax relief not available through payroll),  
pension scheme tax relief upon making a claim (RACs),

• Any contribution made by an individual to a relief at source pension  
(e.g. the gross amount of a contribution to a personal pension),

• Any lump sum death benefits received in the tax year which were  
taxable at the individual’s marginal rate (i.e. taxable lump sum death  
benefits received on or after 6 April 2016.

Plus
• The amount of any employment income given up for pension provision  

as a result of any salary sacrifice or relevant flexible remuneration  
arrangement made on or after 9 July 2015.

Tapered  
Annual  
Allowance
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Where a member has a threshold income of £200,000 or lower, they  
won’t normally be subject to the reduction in AA.

Any unused AA from the previous 3 years will be brought forward and  
added to the AA.

Any members affected by the Tapered Annual Allowance before 6 
April 2020 will have any excess calculated on the previous Tapered 
Annual Allowance.

IBM Pensions Trust do not hold enough information to calculate a 
member’s Tapered Annual Allowance – members must calculate this 
for themselves.

Pensions Trust records are based on the Standard Annual Allowance.

The AA for each tax year will not be known until after  the end of the 
tax year in question.

Any member with a tax charge of £2,000 or more can use ‘scheme 
pays’ to pay the charge to HMRC (see below)

Tapered  
Annual  
Allowance

Pension Plan Factsh eet  // Annual Allowance Page 3 of 8

It is recommended that all members affected by the Tapered Annual  
Allowance calculation seek independent financial advice.

Guidance about the Tapered Annual Allowance can be found here 
www.gov.uk/guidance/pension-schemes-work-out-your-tapered-annual-
allowance

The MPAA rules stop people using the Defined Contribution (DC)  
pension flexibilities to divert their salary into their pension scheme with  
tax relief, and then immediately withdraw 25% of the money tax free.

Anyone who flexibly accesses a DC pension arrangement in certain  
circumstances will trigger the Money Purchase Annual Allowance  
assessment. Triggers include:
• Taking an Uncrystallised Funds Pension Lump Sum, and
• Starting income withdrawal from a drawdown arrangement.

If you pay more than £4,000 into a DC pension scheme in a tax year,  and 
have accessed any scheme flexibly at any time, you will need to  
undertake the MPAA tests. Tests start from the date you flexibly access  
your DC savings for the first time and continues each tax year thereafter.

The results will determine whether you need to pay any tax on your  
contributions to your pension plan(s).

Unused AA cannot be used to increase the MPAA.

A separate allowance is applied for any Defined Benefit benefits.

If you flexibly access your money purchase pension savings under  
another pension scheme, the administrator must give you a flexible  
access statement.

Pensions Trust require a copy of the statement so that they can  
calculate whether any tax is due on contributions made to the IBM  
Pension Plan.

For further information on the MPAA, please visit www.gov.uk /  
hmrc-internal-manuals/pens ions-tax-manua l/ptm056510

Money  
Purchase  
Annual  
Allowance  
(MPAA)

http://www.gov.uk/guidance/pension-schemes-work-out-your-tapered-annual-allowance
http://www.gov.uk/


You can carry forward any unused AA from the previous three tax years.

The carry forward from the oldest year is taken first.  Any unused carry 
forward drops out after the three-year period expires.

For the tax year 2020/2021 carry forward will be based on unused AA from
2017/18, 2018/19 and 2019/20.

H ow  to calculate carry forward

Below are two examples of carry forward calculations. The first is an  
example where no tax is due and the second is an example where a tax  
charge occurs (based on the standard AA of £40,000).

The three  
year ‘Carry  
Forward’ rule
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Tax Annual Plus carry Pension Carry
Year Allowance forward Input Forward

From Amount remaining
Previous
3 years

2020/21 £40,000 £61,000

2019/20 £40,000 £73,000 £45,000 £73,000
- £45,000        

-£7,000 
(unused 
f rom 
2016/17) 
= £21,000

2018/19 £40,000 £65,000 £32,000 £65,000 -
£32,000
= £33,000

2017/18 £40,000 £52,000 £27,000 £52,000
- £27,000
= £25,00 0

2016/17 £40,000 £40,000 £28,000 £40,000
- £28,000

= £12,000

Carry Forward
- Example 1

N o  tax payable



Tax payable

These examples don’t cover the tapered annual allowance or money purchase  
annual allowance restrictions.

If your Pension Input Amounts exceed the AA and you cannot use carry  
forward to increase the AA, the excess can be charged to tax in whole or  
in part at 45%, 40% or 20%, depending on your taxable income and the  
amount of the excess.

If your AA tax charge exceeds £2,000, you have the option to ask IBM UK  
Pensions Trust Limited to arrange payment of the AA tax charge on your  
behalf from your relevant plan benefits. This is known as ‘SchemePays’.

Carry Forward
- Example 2

Pension Plan Factsh eet  // Annual Allowance Page 5 of 8

Tax Annual Plus carry Pension Carry
Year Allowance forward Input forward

from Amount remaining
previous
3 years

2020/21 £40,000 £0

2019/20 £40,000 £48,000 £55,000 £48,000
- £55,000
= tax due 
on £7,000 

2018/19 £40,000 £51,000 £43,000 £51,000
£43,000

= £8,000

2017/18 £40,000 £52,000 £41,000 £52,000
- £41,000

= £11,000

2016/17 £40,000 £40,000 £28,000 £40,000
- £28,000

= £12,000



You’ll need to notify HM Revenue & Customs (HMRC) if your Pension  
Input Amount exceeds the AA, as you will be liable to pay an AA tax  
charge (taking into account any unused amounts carried forward from  
the three previous Pension Input Periods (PIPs)).

Your Pension Input Amount and AA tax liability should be included  on 
your Self-Assessment tax return. If using a paper return, additional  
information pages (SA101) will need to be requested.

IBM Pensions Trust has a responsibility to advise HMRC if you have  
exceeded the £40,000 AA limit or the £4,000 limit if you have exceeded 
the MPAA.

The AA tax charge isn’t calculated using a fixed rate but will depend  on 
how much taxable income you have and the amount that your total  
Pension Input Amount exceeds the AA.

For more information visit www.gov.uk/tax-on-your-private-
pension/annual-allowance.

The amount of AA tax charge will be included in your tax calculation.  
You would normally have to pay the charge in the usual Self-Assessment  
payment deadlines. However, you may get the choice of exercising  
‘Scheme Pays’.

Notifying  
HM Revenue  
& Customs

If your AA tax charge exceeds £2,000, you have the statutory right to ask IBM  
Pensions to arrange payment of the AA tax charge due on your taxable 
excess over the standard AA from your relevant plan benefits. This is known as 
Scheme Pays.

The AA charge will be paid by IBM Pensions in return for a reduction in  
your pension benefits.

The maximum amount you can request IBM Pensions to pay is based on  
the amount that your Pension Input Amount exceeds the AA.

If you have benefits in other arrangements that are subject to an AA tax  
charge, these can’t be taken from the IBM Pension Plan and/or IBM I T   
Solutions Pension Scheme.

Your election for Scheme Pays doesn’t have to be the total amount that  
you are required to pay.

You can elect for some of the AA tax charge to be paid by IBM Pensions,
and you would pay the difference directly to HMRC; or you can pay all of
your charge directly to HMRC.

This is an annual election so will not be done automatically. Each year
requires a new form. These forms have to be input with your contribution
details by Pensions Trust so are not available on the website. You will need
to request a form from Pensions Trust after the end of May.

If your AA is reduced (due to tapering or if it is subject to the MPAA) then
your excess will cover the amount between your AA and the standard
AA. You do not have the statutory right to use scheme pays for this
element. However, the Trustee of the Plan and IBM have currently agreed
that scheme pays can be extended to cover this on a ‘voluntary basis’.
For example:

AA is £10,000

Total pension input amount is £54,000

Total excess is £44,000

Statutory element = £14,000 (£54,000 - £40,000)

Voluntary element = £30,000 (£40,000 - £10,000)

Scheme Pays
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If you elect Scheme Pays, the reduction in your pension benefits will  
depend on whether your benefits are Defined Benefit (DB) and/or Defined  
Contribution (DC).

Reduction of D C fund(s)

If you have any AVCs/ASCs, the AA tax charge will be taken from your  
funds.

Your DC AVC/ASC fund is made up of units invested in one or more of  
a range of funds. Some of these will be sold to pay the AA tax charge.

If you have more than one fund, you will be given the option of which  
fund you wish to sell your units from.

Where applicable, after your AVCs/ASCs have been used, we will use  
your M Plan employer/employee fund.

The tax charge will be paid to HMRC from IBM Pensions Trust in the  
next accounting quarter.

D C  Negative A c c ount

If you don’t have a DC fund or it doesn’t cover your AA tax charge, your  
DB pension will be reduced by using a ‘DC negative account’ approach.

A DC negative account will be set up at the time the AA tax charge is  
paid to HMRC.

A separate account will be set up for each year that you request  
Scheme Pays.

The DC account will roll-up each year until you retire in line with the  
plan’s expected investment returns.

At retirement, your DB pension will be reduced by the value of each DC  
account, and will be calculated by using the plan’s commutation factors.

This will not reduce any dependant’s pensions that become due in the  
event of your death after retirement.

Reduction  
in benefits

The majority of members using scheme pays will have a statutory 
and voluntary element to pay in which case completed forms need 
to be received by Pensions Trust before 30 September after the tax 
year end to ensure payment is made to HMRC before the online 
self-assessment deadline.  Details of what to input will be provided.  
If you delay doing this you may receive a fine from HMRC.

If you only have a statutory amount to pay (excess over the standard AA 
only) you must request a form by 31 July of the following tax year.  The tax 
must be deducted by 31 December.  You advise HMRC of this on your tax 
return

Implement-
ation
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C ha r ge s

IBM Pensions won’t charge an administration fee if you elect  
Scheme Pays.

A A  tax c ha rge in the year of retirement

If you accrue an AA tax charge of over £2,000 within the PIP in which  
you retire, you can elect for Scheme Pays in respect of this charge.

You must notify IBM before you retire as the AA tax charge will be taken  
from your retirement benefits.

Points to note

Inland Revenue ( IR) limits

Benefits may be restricted to the pre-April 2006 IR limits.

IR limits are based on Company service and final remuneration (includes  
your total taxable payments).

Your deferred pension at the start and end of the PIP will be restricted  
to IR limits.

In some circumstances, if the deferred pension is restricted at the  
beginning of the PIP but not at the end, this could lead to a large  
pension input amount.

Additional  
information  
for Executive  
members

Pension Plan Factsh eet  // Annual Allowance Page 8 of 8


	Pension Plan Factsheet
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8

