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Do one thing this month
Two new relaxations of the employer debt legislation have come into force.
These mean that a debt may not be triggered where:
• employees move between two associated employers on an intra-group
restructuring;
• the transferred liabilities account for less than 3% of the scheme’s total
liabilities and the scheme is fully funded on the PPF basis.
Trustees and employers should consider the new relaxations where s75 debts
are triggered in the future.

Employer debt legislation: further changes
Summary. The government has changed the employer debt legislation by introducing two
new easements which may mean that, on corporate restructurings, a section 75 debt can
be avoided where previously one would have been triggered.
Background. A section 75 debt is an obligation on an employer participating in a defined
benefit (DB) pension scheme to pay the scheme’s trustees an amount equal to a share
of the scheme’s deficit, calculated by reference to the cost of buying-out benefits with
an insurance company. Normally, a section 75 debt is triggered if an employer ceases to
employ any active members in a scheme (sections 75 and 75A, Pensions Act 1995).
Restructurings often involve the transfer of employees from one employer to another. If
the transferring employer participates in a DB scheme, then the transfer may count as an
employment-cessation event under the Occupational Pensions Schemes (Employer Debt)
Regulations 2005 (SI 2005/678) (2005 Regulations), meaning that a section 75 debt is
triggered.
In September 2009, the government consulted on amending the 2005 Regulations.
Facts. The Occupational Pension Schemes (Employer Debt and Miscellaneous
Amendments) Regulations 2010 (SI 2010/725) (2010 Regulations) came into force on 6
April 2010 and are intended to facilitate corporate restructurings. The 2010 Regulations
contain two new easements: “general” and “de minimis” (the easements). The easements
potentially apply where a restructuring involves:
• The transfer of employees between two associated employers (for example, on an
intra-group transfer of an undertaking).
• A change in the legal status of an organisation (for example, where a partnership is
converted into a company, and there is a transfer of employees between the two).

mayer brown 1

If a restructuring
comes within one
of the easements,
then the transfer
of employees will
not count as an
employmentcessation event, and
no section 75 debt
will be triggered.

If a restructuring comes within one of the easements, then the transfer of employees
will not count as an employment-cessation event, and no section 75 debt will be
triggered. For section 75 purposes, pensionable service with the transferring employer
will be attributed to the receiving employer (so that, in effect, the receiving employer
steps into the transferring employer’s shoes).
The general easement will apply only if:
• The trustees are satisfied that the receiving employer will be at least as likely to meet
liabilities under the scheme (its own and the transferring employer’s) as it and the
transferring employer would have been.
• The receiving employer takes over responsibility for all of the transferring employer’s
assets, employees, scheme members and scheme liabilities.
The de minimis easement will apply only if:
• The scheme is fully-funded on the Pension Protection Fund basis.
• The transferring employer accounts for not more than 3% of the scheme’s DB
membership, or not more than two DB members.
• The accrued annual pensions of DB members associated with the transferring
employer, taken together, do not exceed a prescribed amount (£20,000 for 2010/11).
• The receiving employer takes over responsibility for all of the transferring employer’s
assets, employees, scheme members and scheme liabilities.
Further conditions will need to be met if there have been other de minimis
restructurings in the previous three years.
The 2010 Regulations list the steps which an employer and a scheme’s trustees will need
to take if the employer proposes to rely on one of the easements. In some circumstances,
if the necessary steps are not taken, an easement may be invalidated; if so, a section 75
debt will become due retrospectively, and the transferring employer and the receiving
employer will be jointly and severally liable.
Comment. The easements may mean that restructurings are now a realistic option
where previously they were not. However, employers and advisers will need to be
mindful of the prescribed steps and the time limits.
Source: The Occupational Pension Schemes (Employer Debt and Miscellaneous
Amendments) Regulations 2010, www.opsi.gov.uk/si/si2010/uksi_20100725_en_1.
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Pensions tax relief: high earners
Summary. The government has provided further detail on how the restriction of
pensions tax relief (the restriction) will apply.
the restriction will
not apply to those
individuals with
pre-tax incomes,
including their
own pension
contributions, of
less than £130,000.

Background. In the 2009 Pre-Budget Report, further measures were announced
regarding the restriction from April 2011. The restriction will apply to individuals
with gross income of £150,000 and over, where gross income covers all pension
contributions, including employers’ contributions. For these individuals, the rate of
tax relief will be tapered down from 50%, so that those on incomes of £180,000 and
over will receive tax relief at 20%. However, the restriction will not apply to those
individuals with pre-tax incomes, including their own pension contributions, of less
than £130,000.
At the same time, the Treasury and HM Revenue & Customs (HMRC) also consulted on
implementing the restriction (the consultation), focusing on the detail of applying the
restriction.
Facts. As part of the Budget 2010, the Treasury and HMRC issued a summary of
responses to the consultation, in which they announced the following further detail of
how the restriction will be implemented:
• A stepped taper of 1% of relief for every £1,000 of gross income over £150,000 will be
used.
• The restriction will not apply in cases of a member’s death or serious ill-health and
where the pension scheme (the scheme) starts to wind up before April 2011. The
restriction will apply in cases of redundancy.
• The government’s preferred method for valuing deemed contributions for individuals
in defined benefit schemes using age-related factors (ARFs) will be adopted. The
ARFs vary with an individual’s age and normal pension age, and are to be reviewed no
less frequently than every five years. Implementing regulations will include details of
how the ARFs will be adjusted where individuals are eligible for generous increases to
pensions in payment.
• The government is minded to use the previous year’s September Retail Price Index
figure for revaluing previous benefits for the purposes of the deemed pension
contribution. Negative deemed contributions will also be fairly recognised.
• Where a member incurs a recovery charge in excess of £15,000 this can be met by the
scheme directly, or where the scheme is unable to pay the charge it can be spread by
the individual over three years with interest.
• Schemes must provide details of an individual’s deemed contributions within three
months of a request.
Source: Implementing the restriction of pensions tax relief: a summary of consultation
responses, March 2010, www.hm-treasury.gov.uk/d/budget2010_pensionstaxrelief_
summary.pdf.

mayer brown 3

About Mayer Brown
Mayer Brown is a leading global law ﬁrm with oﬃces in major cities
across the Americas, Asia and Europe. We have approximately 1000
lawyers in the Americas, 300 in Asia and 450 in Europe. Our presence
in the world’s leading markets enables us to oﬀer clients access to
local market knowledge combined with global reach.
We are noted for our commitment to client service and our ability to
assist clients with their most complex and demanding legal and business
challenges worldwide. We serve many of the world’s largest companies,
including a signiﬁcant proportion of the Fortune 100, FTSE 100, DAX
and Hang Seng Index companies and more than half of the world’s
largest investment banks. We provide legal services in areas such as
Supreme Court and appellate; litigation; corporate and securities;
ﬁnance; real estate; tax; intellectual property; government and global
trade; restructuring, bankruptcy and insolvency; and environmental.
OFFICE LOCATIONS
AMERICAS
• Charlotte
• Chicago
• Houston
• Los Angeles
• New York
• Palo Alto
• Rio de Janeiro
• São Paulo
• Washington
ASIA
Bangkok
• Beijing
• Guangzhou
• Hanoi
• Ho Chi Minh City
• Hong Kong
• Shanghai
•

EUROPE
Berlin
• Brussels
• Cologne
• Frankfurt
• London
• Paris
•

ALLIANCE LAW FIRMS
Mexico, Jáuregui, Navarrete y Nader
• Spain, Ramón & Cajal
• Italy and Eastern Europe, Tonucci & Partners
•

Please visit www.mayerbrown.com for comprehensive contact
information for all Mayer Brown oﬃces.

© Copyright 2010. Mayer Brown LLP, Mayer Brown International LLP, Mayer Brown JSM and/
or Tauil & Chequer Advogados, a Brazilian law partnership with which Mayer Brown is
associated. All rights reserved.
Mayer Brown is a global legal services organisation comprising legal practices that are
separate entities (the “Mayer Brown Practices”). The Mayer Brown Practices are: Mayer
Brown LLP, a limited liability partnership established in the United States; Mayer Brown
International LLP, a limited liability partnership (regulated by the Solicitors Regulation
Authority and registered in England and Wales number OC 303359); Mayer Brown JSM,
a Hong Kong partnership, and its associated entities in Asia; and Tauil & Chequer Advogados,
a Brazilian law partnership with which Mayer Brown is associated. “Mayer Brown” and the
Mayer Brown logo are the trademarks of the individual Mayer Brown Practices in their
respective jurisdictions.

0250pen
May 2010

