
Pensions Tax Simplification

A new pensions tax system for all pension schemes in the UK, including the LGPS, comes into effect from 
6 April 2006 (often referred to as ‘A’ Day). It will replace the existing tax rules and regulations with a single
set of rules for tax-privileged pension savings. In addition, it will give people greater choice and flexibility
in when and how they save for their retirement – being able to pay more towards their retirement if they
wish. Furthermore, you will be able to save into more than one pension scheme at the same time, for 
example, a personal pension and the LGPS. The allowances described in this information sheet do not take
into account any bespoke allowances on contributions or benefits that may be implemented by the LGPS.
The precise detail of how the LGPS will adopt the new pension tax system should be known over the next
few months to become effective in 2006.

Changes for 2006 - ‘A’ Day

Will the new legislation alter maximum contribution
levels for Scheme members?
From 6 April 2006, the current requirement to limit 
member contributions to 15% of taxable earnings will be
removed and annual and lifetime tax allowances will be
introduced. However, no decision has yet been made by
the Office of the Deputy Prime Minister (ODPM) about
adopting these revised allowances. In each tax year, an
individual will be able to receive tax relief on contributions
to one or more pensions plans up to a total amount of the
greater of:

• £3,600 gross, or

• up to 100% of relevant UK earnings (which 
includes employment income and self-employed
income). If more than the maximum is put into 
pension arrangements, then a tax charge will be due.

Those individuals who have the potential to go over the
lifetime allowance, which will be set at £1.5m for the tax
year 2006/07, will need to keep the value of their pension
funds, from all sources, under review to assess the risks of
incurring a lifetime allowance charge. The lifetime
allowance and annual allowance for each year up to April
2010 have been announced and are shown in the table
below.

Tax Year Lifetime Annual
Beginning Allowance Allowance

April 2006 £1.50m £215,000

April 2007 £1.60m £225,000

April 2008 £1.65m £235,000

April 2009 £1.75m £245,000

April 2010 £1.80m £255,000

Allowances will be reviewed every five years, with the first
review in 2010. This revised environment for pension 
saving will make it easier for individuals to plan with 
confidence for retirement. When put into context, this
means that only employees earning in excess of £130,000
per annum and with 40 years’ membership in the LGPS
could be affected. This is because the method of 
calculating capital value is done on the basis of 
multiplying pension by 20 (i.e.the actual pension in 
payment after any lump-sum commutation) and adding
the amount of any lump-sum.

How does it work for an LGPS member?
For an LGPS member earning £25,000 who retires after 40
years’ pensionable service, the pension benefits are:

Pension = £25,000 x 40 years = £12,500 annual pension
80  

Lump-Sum = £12,500 x 3 = £37,500

This means the fund value is:
Pension = £12,500 x 20 = £250,000  
Plus: Lump-Sum = £37,500  
Total Fund Value £287,500 

In this example, the value of the package is less than
£1.5 million and therefore within the new allowance.

But remember, your pension fund value includes any
other pension rights you may have of any kind, not
just your LGPS pension.

The amendments to the LGPS regulations to reflect the
new tax regime will come in force from 6 April 2006.
The ODPM has indicated the regulations will be made
shortly.
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Write:

Tel:
Fax:

Minicom:

Website:

E-mail:

West Midlands Pension Fund
PO Box 3948 
WOLVERHAMPTON 
WV1 1XP

0845 230 1665 (Helpdesk) 
0845 230 1565
01902 554607 (Typetalk facilities)

westmids-pensions.com                                                     

PensionFundEnquiries@wolverhampton.gov.uk

There is also a number which you can dial direct and 

get through to the person dealing with individual cases.

You will find this on any letter issued by the Fund.

Calls may be monitored for training purposes.

DATA PROTECTION

To protect any personal information held on computer, Wolverhampton City Council is registered under the Data

Protection Act 1998. This allows members to check that their details held are accurate. The Fund may, if it chooses, pass

certain details to a third party, if the third party is carrying out an administrative function of the Fund, for example, the

Fund’s AVC provider. Additionally, the Fund may respond to requests for personal information from other public 

bodies, e.g. HM Revenues and Customs (HMRC) in connection with their Statutory duties. Members who wish to apply

to access their data on Data Protection Act grounds should contact the City Council’s Data Protection Officer on

(01902) 554498, via e-mail at dataprotection@wolverhampton.gov.uk

This authority is under a duty to protect the public funds it administers, and to this end may use information 

for the prevention and detection of fraud. It may also share this information with other bodies administering

public funds solely for these purposes.

FURTHER INFORMATION

The authority administering the Local Government Pension Scheme within the West Midlands is Wolverhampton City

Council. If you need more information about the Scheme, you should contact the Pension Administration Service at

the following address:
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