
Scheme Pays

1. The Scheme will only meet any Annual Allowance tax charge to the extent that it is 
required by law to do so (i.e. where your pension savings under the Scheme exceed the 
standard Annual Allowance, your total tax charge exceeds £2,000 and you notify the 
Scheme by 31 July in the year following the year in which the Annual Allowance charge 
relates).  The Scheme will not meet any tax charges which arise in respect of other 
schemes. 

2. If you are affected by the tapered Annual Allowance the Scheme will only meet the Annual 
Allowance tax charge where your pension savings under the Scheme exceed the general 
untapered Annual Allowance (£40,000 in 2017/18). 
 
Deduction from money-purchase funds and negative DC fund 

3. In order to reduce the benefits payable from the Scheme in respect of the tax charge 
paid by the Scheme, the Trustees will first reduce any money-purchase funds (e.g. AVC 
funds) held under the Scheme, irrespective of which section of the Scheme the tax charge 
has arisen under.  The balance of the tax charge, if any, will then be treated as a notional 
negative money-purchase fund (more commonly referred to as a “negative DC fund”) 
to which any future tax charges paid by the Scheme will then be added, and then the 
deduction to your benefits is applied on leaving the Scheme, transfer or claiming payment 
of your pension. 

4. The negative DC fund will increase in line with the pre-retirement discount rate used to 
calculate transfer values payable by the Scheme.  These rates are currently issued quarterly 
by the Scheme Actuary.  The current rate will be used when the Scheme receives the notice 
to pay the tax charge, and the rate will be fixed from then until retirement (or an earlier 
event).  These rates represent the “best-estimate” return the Scheme was expecting to 
receive on the money which was used to pay the tax charge.  You can find out the current 
rate by contacting the pension service line. 

5. If you apply for Scheme Pays more than once, then each tax charge paid by the Scheme 
in excess of any money-purchase funds would increase at the rate in force at the time.  
This means that the negative DC fund would effectively be like a collection of loans with 
different interest rates applying to each “loan”. 
 
Leaving 

6. If you leave the Scheme and do not claim payment of your pension, then on leaving the 
negative DC fund would be repaid by any money-purchase funds you have under any 
section of the Scheme, and any remaining negative DC fund would remain until the next 
event (e.g. transfer out or claiming payment of your pension). 
 
Transfer 

7. If you transfer any benefits out of the Scheme, then the amount of the negative DC fund 
can be deducted from the transfer value. The negative DC fund would first be deducted 
from any money-purchase funds, and any balance would then first be deducted from the 
post-1997 element of the transfer value.
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Starting your pension

8.  When you take any benefits under the Scheme the negative DC fund would   
then be deducted in the following order of priority until all of the tax charge has been  
reclaimed.  If the benefits being taken are not sufficient to repay the negative DC fund, the 
balance will remain as a negative DC fund and deducted from future benefits taken   
from the Scheme.

 A) Money-purchase funds held under the Scheme for Old and New Benefits members  
  (even if these are not being taken at the time).

 B) The lump sum payable under the Partial Refund Option for Old Benefits members.

 C) The Scheme pension being put into payment will be reduced.  The pension will be  
  reduced by converting the remaining balance of the tax charge into a pension   
  equivalent that, in accordance with normal actuarial practice, fully reflects the   
  amount of the remaining balance.

Benefits under different sections and/or benefits
 

9. You may have benefits under more than one section of the Scheme and/or more  than one 
benefit under any section – for example, from an earlier period of employment with the 
BBC, or because you joined CAB 2011.  The intention is to always first deduct the amount 
of the negative DC fund from any money-purchase funds held under the Scheme  and to 
apply the deduction at the first instance of you leaving, transferring or taking any benefits, 
regardless of whether the tax charge arose in respect of those benefits.

10. In cases where the negative DC fund cannot be repaid in full (e.g. on leaving the Scheme  
with a small AVC fund), the earliest payments would be repaid first.

Pension sharing on divorce

11. If you require a transfer value for pension sharing on divorce, the amount of the negative 
DC fund would be deducted from any money-purchase funds you had under any section 
of the Scheme (with the earliest payments repaid first), and then any balance would first 
be deducted from the post-97 element of the largest transfer value if you had more than 
one benefit under the Scheme.  Any money-purchase funds would actually be reduced at 
the point of quoting the transfer value, regardless of whether a pension sharing order was 
implemented.  Then if a pension sharing order was implemented, the remaining negative 
DC fund would be reduced by the pension sharing percentage applied to the largest 
transfer value, and a corresponding pension debit would also be created in the usual way.

Changes to policy

12. The Head of Operations can make changes to the policy in the event of any changes to the 
legislation or any change in interpretation, or vary the policy in any individual case.
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