Concurrency explained
The ability to contribute simultaneously to an occupational pension scheme and a personal pension scheme is referred to as concurrency.  It has been estimated that eight million people will be eligible to take advantage of the concurrency rules – some of these people will be your clients, so it is important to understand how the rules work.

With effect from 6 April 2001 it will be possible for active members of occupational pension schemes with earnings below the ‘Remuneration Limit’ to simultaneously contribute an amount up to the ‘Earnings Threshold’ into a personal pension scheme, including a Stakeholder pension.  Any employer contributions paid into the personal pension will be included towards the ‘Earnings Threshold’.

The Remuneration Limit is £30,000 for the tax year 2001/02.  The figure relates to the amount shown for the year on the client’s P60 for the preceding year and does not include any P11D benefits.  The Earnings Threshold is £3,600 for the tax year 2001/02.
In addition the client will need to satisfy the following conditions: -

· must be resident or ordinarily resident in the UK (or be overseas as a Crown Servant or a spouse of a Crown Servant) at some point in the year 

· must not be a controlling director, at any time in the tax year

The fund built up from these contributions will be treated in the same way as other personal pension funds when the client takes benefits.  This means that the member will be able to take benefits from age 50 without having to retire and will be eligible for a 25% tax-free cash sum.  The remainder of the fund could be used to buy an annuity or to take income withdrawals and defer the purchase of an annuity until age 75.

In comparison, most occupational pension schemes have not yet shown any inclination to change their rules to make AVC/FSAVC benefits more flexible even though the legislation is in place to allow them to do so.  In practice an AVC/FSAVC will allow retirement after age 60; require the client to retire and take benefits from the main scheme at the same time and not offer any tax-free cash.  There is an income withdrawal facility available under occupational pensions legislation, but it may not be as simple or flexible as the facility under personal pensions.

Common questions 

Q
What happens next year if a client’s salary increases to above the Remuneration Limit?

A
If the client’s salary is below £30,000 for 2000/01, he or she will be allowed to continue to contribute for the next five years before having to review the salary for concurrency purposes.

Q
A client’s salary was under £30,000 in 1999/2000, but is over £30,000 this year.  Can he or she contribute on the basis of that salary?

A
No.  The salary for years prior to 2000/01 cannot be used for concurrency purposes.

Q
How do these rules affect a client who is no longer a controlling director, but has been in the last five years?

A
For this purpose the client must not have been a controlling director in the last five years.  However years prior to 2000/01 do not count.  Therefore a client who is not a controlling director in 2000/01 can contribute and continue to contribute until he or she becomes a controlling director again.

Q
Will the Remuneration Limit and the Earnings Threshold be increased?

A
It is quite likely that the Treasury will increase both for each tax year.  However it is not clear to what index the increase will be linked.

Q
Can the client contribute more than £3,600 p.a?

A
It is only possible to contribute more than £3,600 if the client has enough net relevant earnings.  However under concurrency rules the client has net relevant earnings of zero and therefore cannot contribute more than £3,600.

Q
Can the client contribute to an AVC/FSAVC and a personal pension?

A
Yes.  The client is still eligible to use an AVC/FSAVC facility alongside his occupational pension scheme up to the normal contribution limits and also contribute to a personal pension by taking advantage of the concurrency rules. 

Q
What will the maximum retirement benefits be?

A
The maximum retirement benefits for the occupational pension scheme will be calculated independently from the personal pension fund.  It will be possible for the client to have a maximum pension of two-thirds of final salary from the occupational pension scheme and have the pension from the personal pension scheme in addition.

There are therefore a number of reasons why a client earning under £30,000 could be better off taking advantage of these rules and contributing to a Personal Pension instead of an AVC/FSAVC.  

After 31 January - pensions payment time, the new dilemma

Now the 31 January deadline has passed, the next important deadline for personal pensions is 5 April 2001.  It is important to take action regarding carry back/carry forward before the end of this tax year, as the rules for carry back/carry forward (amongst others) for personal pensions are changing.  However, waiting until after 5 April also deserves careful consideration – as will be explained later.

The changes to carry back/carry forward

The changes for carry forward mean that 2000/01 is the last tax year in which it can be used.  Carry back changes are a little more detailed.  From 2001/02 onwards carry back will only be allowed if the contribution is paid before 31 January in a tax year and the decision to carry back is made at the same time as making the contribution (or earlier).

The combination of carry back/carry forward will mean that a contribution paid in 2001/02 can be carried back to 2000/01.  If 2000/01 is the base year then carry forward can still be taken advantage of.  This means that the absolute deadline for using carry forward is 31 January 2002 (provided of course that the contribution paid is carried back).

The 6 April deadline?

Consider a higher rate tax paying self employed individual planning to contribute just before the end of the tax year on 5 April 2001 and not wishing to carry back (perhaps due to lower earnings last year).  Relief at 40% will be obtained by having a lower balancing payment on 31 January 2002 – a wait of nine months.  Alternatively a contribution could be paid on say 6 April and this time carried back.  Because the contribution is paid in 2001/02 this must be paid net of basic rate tax – even if paid by someone who is self employed.  The rest of the tax relief would be obtained as an offset against the balancing payment due on 31 January 2002 – in other words 22% tax relief immediately and the remaining 18% in nine months.  The choices are:

· pay before the tax year end and wait nine months for 40% or, 

· carry back, and wait a few days until the next tax year starts; receive 22% tax relief immediately and 18% in nine months. 

The end of the tax year 2000/01 sees the abolition of some important benefits.  Changes to life cover and waiver of contribution will also occur at the end of this tax year:

· in future, the cost of life cover cannot be more than 10% of the contribution, rather than 5% of net relevant earnings as at present.  This will really limit the life cover that can be obtained by individuals paying low contributions and cause problems for anyone wishing or needing to reduce future contributions

· from 6 April 2001, an individual will no longer be allowed to use part of the pension contributions to fund for a waiver benefit.  Contracts in place before then can continue on the current basis provided the plan included a waiver option “even where that option has not been exercised at that date”

· anyone wishing to insure against not being able to afford a contribution due to illness or accident (or unemployment) will have to take out an unconnected plan which will not obtain tax relief on the contributions  

· if the individual uses the benefits from a waiver plan to fund a personal pension they will be able to pay net of basic rate tax

These changes mean that higher rate taxpayers whose earnings cease in the future will lose out on tax relief on the contributions.  Also, anyone paying contributions over £3,600 who suffers a long term illness – and likely to have no net relevant earnings – will eventually be limited to only being able to pay £3,600 into their personal pension plan.  


Consider someone paying say, £10,000 pa and making a claim under existing or new waiver.  The existing waiver would credit the plan with £10,000 pa potentially through to retirement, whereas under new waiver the maximum contribution to the plan may be limited to £3,600 pa in five years time.

The new dilemma

The year-end choices may be difficult.  Will the current rules for life cover be more beneficial for an individual than the rules after 5 April?  Should contributions be paid before the year-end to obtain the current waiver rules or will waiting until after the year-end (and carrying back) be more beneficial with better cash flow?  

An Independent Financial Adviser can help with these decisions, and offer guidance through this maze of ‘simplification’.

Every care has been taken to ensure that the information given in this document is correct and in accordance with our understanding of current law and Inland Revenue practice. The law and Inland Revenue practice are subject to change.  
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