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Tax efficient

pension schemes

Changes to the pension tax rules for high
earners are revitalising obscure investment
schemes into the mainstream.

High earners are now looking for more
tax-efficient ways to save. Employers are
now looking into Employer-Funded
Retirement Benefit Schemes, or EFRBS.

These can be set up for employees by
employers who are willing to make
contributions into a form of offshore
pension scheme.

EFRBS can be tax-efficient, particularly for
high earners who now face restrictions on
how much they can pay into a conventional
pension with higher-rate tax relief.

Companies are being questioned by both
their senior executives and tax-planning
advisers to consider EFRBS.

Pension investors with an annual income
of more than £150,000 are subject to a
special tax charge on contributions of more
than £20,000 a year (or £30,000 if they
have contributed this amount in the past
three years). This charge amounts to 20 per
cent of any further contributions, making
pension contributions tax inefficient for
most people earning above £130,000 as
the pension contribution counts towards the
£150,000 limit.

An EFRBS, employers make the
contributions and employees take money
from the scheme at a set retirement date,
with payouts taxed as income. But
contributions are not subject to the special
tax charge on pensions, or to the annual
allowance limits, they can be for any
amount.

Setting up an EFRBS can be expensive for
employers. Estimates suggest they cost
£2,500 a year to run for each member. But
pension providers are looking at launching
new “off-the-shelf” EFRBS products that
could bring costs down.

However, advice on the schemes is not
regulated, and employers do not receive
immediate tax relief on their contributions.
This may mean that employers make lower
contributions to EFRBS than they would to a
normal pension scheme, to reduce their
liabilities.

Other schemes are also making a come
back, Maximum Investment Plans (MIPs),
are also showing interest, these used to be
popular with life insurance companies.

Investors who pay into a MIP have to
commit to regular investments for 10 years,
a level of inflexibility that has put many
investors off in the past.

High earners are now using these
schemes to get their bonuses into a
pension. They put the bonus into a sing
premium investment that pays out 10
annual instalments. These instalments are
then paid straight into a MIP, so the 10-yd
income stream acts as the contribution to
10-year regular savings plan. As the MIP is
a qualifying life insurance policy, there is
also no income tax on encashment.

Employers can also consider helping high
earning employees by setting up Employee
Benefit Trusts (EBTS). These offshore trusts
are very similar to offshore bonds, deferring
tax until income is taken in retirement, at
which point the investors’ income tax
bracket may be lower.

Finally consider Self-Invested Personal
Pensions (SIPPs) where employers, not
employees, make the contributions. These
schemes can allow investors to get at their
savings from age 55, some employers are
setting up deferral arrangements that are
designed to pay out 25 per cent of the
capital sum in, say, five years’ time at the
age of 60 or later as required.

Levels and bases of, and reliefs from,
taxation are subject to change.
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