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LCP CORPORATE PENSIONS TOOLKIT

The UK pension tax regime is undeniably complex.  Employers 
need to be aware of the potential pitfalls to avoid surprises within 
their pension schemes and unrest amongst key individuals.

Why pension taxation needs employer attention: Is pensions tax an individual income tax issue, or an issue 

for employers to be proactive about?  Whatever the case, if key individuals and/or long-serving valued 

employees are subject to nasty tax surprises, the fallout could land with employers.

Sponsors of pension schemes should therefore be aware of the following:

 � the Annual Allowance and Lifetime Allowance tax rules are highly complex, and higher  

earners/long-serving individuals are usually those most at risk of falling into the beartraps;

 �  where individuals already have tax “protections” in place, there are a number of ways that these can 

inadvertently be lost;

 �  deferred and dormant pensions are not necessarily excluded from the Annual Allowance;

 �  liability management and member option exercises can lead to unintended tax consequences; and

 � with auto-enrolment, more mobile employees, and new anti-abuse measures, tax pitfalls are even more 

plentiful – and they are an issue for both defined benefit and defined contribution arrangements.

Helping avoid employee unrest within the business can accordingly limit management time commitments in this area.

Company A agreed to let Bob retire 
early on ill health grounds.  Nobody had 
considered how this would impact the 
valuation of his benefits under HMRC 
tax rules.  Bob ended up breaching the 
Annual Allowance and additional tax 
became due.

As part of a Company led liability 
management exercise Sarah decided to 
retire early and make use of the offer to 
exchange some of her future pension 
increases for a higher initial pension. 
The tax implications had not been 
considered in advance and Sarah ended 
up with an unexpected tax bill.

Company B decided to close its DB 
scheme to future accrual and offer 
members a DC scheme instead.  
The implications of the change from a 
tax perspective were not considered 
in the design phase.  A number of the 
senior executives in the scheme were 
left with unexpected tax bills as a result 
of the change.
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LCP is a firm of financial, actuarial and business consultants, specialising in the areas of pensions, investment, 

insurance and business analytics.

Contact us to find out how we can help your business 

If you have any questions on this, or any other items within the LCP corporate pensions toolkit, please contact:

Phil Cuddeford

Partner
phil.cuddeford@lcp.uk.com

+44 (0)20 7432 6676

Alex Whitley

Partner
alex.whitley@lcp.uk.com

+44 (0)1962 872717

How our service can help your business
 � We will help you understand the principles underlying the existing pensions tax regime and keep track of 

changes as they are proposed and implemented

 � We will help you ask the right questions of individuals who may be impacted, and their pension providers

 � We will help you assist key individuals in understanding/maintaining any pension protections they have in 

place (or may be considering applying for)

 � We will help you pre-empt the potential pitfalls based on the wording of your scheme rules

 � We will help you model anticipated tax charges over the coming years for your employees 

 � We will help you devise alternative benefit policies for those employees you wish to help minimise tax

 � We will help you communicate to employees in relation to the pensions tax system

 � We will help you work with scheme Trustees to satisfy their obligations to identify and collect pensions tax

Example 

The employer has a complex legacy defined benefit (DB) pension scheme which is closed to future accrual, 

alongside an ongoing defined contribution pension scheme which is the employer’s auto-enrolment vehicle.  

The benefits payable to “in-service deferred” DB members differ from standard deferred benefits whilst the 

employees impacted on closure remain with the business.  A number of employees opt to pay additional 

contributions into the DC scheme and some pay into their own separate personal pension pots.

Concerned about the complexity of the various interactions from all the schemes involved, the employer 

requested an independent review of the likely tax position for mid to high earners.  

The outcome was a report which identified significantly more individuals than might initially have been 

obvious who were likely to be subject to tax charges without any mitigating actions.  Whilst not good 

news for the members involved, by bringing the position to their attention the employer was able to avoid 

significant unrest further down the line and plan employee communications for the future.


