
Topping up your company pension 
 
From April 2006, everybody will have more flexibility to pay extra into their 
pension funds.  
 
Until then, as a company pension scheme member, Additional Voluntary 
Contributions (known as AVCs) are a cost-effective way of increasing your 
pension benefits - provided you stay within the overall limit for contributions. 
 
 
Making Additional Voluntary Contributions  
 
Company, or occupational, pension scheme payments are normally made up of a 
regular contribution from you plus one from your employer. 
 
But there are many reasons why you might want to increase the basic value of 
your pension fund - to provide additional benefits for your family, to make up for 
a period when you couldn’t pay in as much as you wanted, or because you 
started saving for a pension later in life. 
 
You can choose to make extra payments from your salary to increase your 
pension benefits - these are called Additional Voluntary Contributions (AVCs) and 
are offered by all company pension schemes. 
 
Because pension contributions receive favourable tax treatment there is a limit to 
the amount that can be paid in each year.  
 
Currently this is 15 per cent of your salary up to a maximum of £15,840 per year 
(although the £15,840 maximum does not apply if you joined your scheme before 
1 June 1989). 
 
 
The advantages of AVCs 
 
So if you are paying less than this and want to increase it, then paying AVCs is a 
cost-effective way of doing so, offering 
 

• tax relief on your contributions 
 

• lower additional administration charges 
 

• the opportunity to stop or vary the amount you pay. 
 
In certain circumstances AVCs can boost your retirement tax free lump sum, 
although you will need to check with your pension administrator what your 
scheme allows. 
 
 
Changes from April 2006 
 
From next April, new, more flexible pension rules will allow you to pay in the 
equivalent of your whole salary with a maximum of £215,000 per year. There will 
be a upper limit of £1.5 million on the amount your pension fund can grow to. 
 
You can find out more about AVCs from  
 



The Pensions Advisory Service (OPAS) 
http://www.opas.org.uk/publications/WhatAreAdditionalVoluntaryContributions%
20.htm 
 
The Financial Services Authority (FSA) 
http://www.fsa.gov.uk/consumer/11_LEARN/financial_products/Investment/pensi
ons/tuyp1.html 
 
 
A summary of the changes being introduced from April 2006 
[Link to Pension rules changes from April 2006 (PN0054)] 
 
 
 
How your AVCs are used by your pension fund 
 
The benefits you receive from your AVC money will depend on the type of scheme 
you are in and its particular rules.  
 
Money purchase schemes 
 
These schemes have a fund which is invested with an insurance company. Your 
contributions are paid into this and used to grow the fund. 
 
When you come to retire the whole fund, including your AVCs, is used to buy your 
pension. 
 
 
Final salary (defined benefit) schemes 
 
In these schemes, your pension is linked to your salary and the length of your 
membership. 
 
Here, AVCs are normally offered as a separate investment.  
 
You will need to talk to your pension administrator to find out the exact 
arrangements for your scheme. 
 
 
Public sector final salary schemes 
 
Most pensions covering, for example, teachers, local authority and NHS staff, will 
let you use AVCs to buy ‘additional years’ of service and so increase your pension 
benefits. 
 
Again, you should talk to your pension administrator to get the full details. 
 
Getting to know more about Company Pensions 
[Link to Understanding Company Pensions (PN0037)] 
 
 
Can I get my AVCs back? 
 
Pension fund contributions are normally not repayable until you start drawing 
your pension. 
 



However, if your pension investments do particularly well, or you pay a lot AVCs, 
your fund might exceed what can be paid out under a tax approved occupational 
pension scheme. 
 
Withdrawing this excess money will be subject to tax. Most pension 
administrators will monitor this situation for you - but you should also check with 
them yourself and reduce or stop your AVCs if there is a danger of overfunding. 
 
If somebody dies their AVCs are normally returned to their estate together with 
any interest earned. 
 
Understanding what happens to your pensions when you die 
[Link to What happens to your pension when you die(PN0049)] 
 
 
 
Alternative ways of increasing your pension fund 
 
Free-standing AVCs 
 
Free-standing AVCs (FSAVCs) differ from ordinary AVCs mainly because they are 
arranged by you, not through your employer, with an investment company you 
choose. 
 
This does mean that you will probably pay higher administration charges, but the 
scheme can continue if you change employers. 
 
FSAVCs count towards the maximum contribution rules of no more than 15 per 
cent of your salary up to the maximum of £15,840 per year (although the 
£15,840 maximum does not apply if you joined your scheme before 1 June 
1989). 
 
Again this will change in April 2006 when you will be able to contribute more. 
 
The Pensions Advisory Service explains more about FSAVCs 
http://www.opas.org.uk/TypesOfPensionScheme/occupationalPensionSchemes/#f
savc 
 
A summary of the changes being introduced from April 2006 
[Link to Pension rules changes from April 2006 (PN0054)] 
 
 
A Stakeholder or Personal Pension 
 
In some circumstances you can start a stakeholder or personal pension while 
being a member of an occupational pension scheme - and this falls outside the 
maximum contributions limit. 
 
This can apply if, during the last five tax years, you earned less than £30,000 a 
year and were not a ‘controlling’ director. 
 
If you think you might want to start and stop your payments or vary the amount, 
then a Stakeholder Pension is probably more appropriate. 
 
Getting to know more about Personal Pensions 
[Link to Understanding Personal Pensions] 
 



The circumstances for having both a company and personal pension 
[Link to Contributing to a company and a personal pension at the same time] 
 
To help decide whether a Stakeholder Pension is appropriate 
http://www.fsa.gov.uk/consumer/decision_trees/index.html 
 
 
 
 
More useful links 
 
Where to get free advice about pensions 
[Link to Where to get free advice about pensions (PN0029)] 
 
 
Contact details for the Pension Advisory Service  
[Link to Contact Database for OPAS Helpline & website (previously advised on 
Excel template) - if not included in PN0029] 
 
 
Choosing and using a financial adviser for pensions advice 
[Link to internal article: PN0006 ‘Pensions: Choosing and using a financial 
adviser‘] 
 
 
A useful guide to reviewing your pension arrangements [PDF, 367kb] 
http://www.fsa.gov.uk/consumer/pdfs/retirement_reviewing.pdf 
FSA reviewing you pension 
 
 
To help you work out your retirement income 
http://www.pensioncalculator.org.uk/pages/home.php 
 
 
For more information on the tax situation on pensions 
http://www.hmrc.gov.uk/pensionschemes/guidance.htm 
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