
The basics

The annual allowance – the amount someone can pay into a pension 
scheme and receive tax relief on – is currently £40,000 for each tax 
year. However, there is a lower Money Purchase Annual Allowance 
(MPAA) of £10,000 for those who have ‘flexibly accessed’ their benefits 
– usually meaning taken an Uncrystallised Funds Pension Lump Sum 
(UFPLS) or entered into flexi-access drawdown.

From 6 April 2016, anyone who has an ‘adjusted income’ of over 
£150,000 will find their annual allowance reduce gradually from 
£40,000 a year. The annual allowance will be cut by £1 for every £2 of 
excess ‘adjusted income’ over £150,000, down to a minimum of £10,000 
(for someone who has an adjusted income of £210,000 and above).

Adjusted income Annual allowance

£150,000 £40,000

£160,000 £35,000

£170,000 £30,000

£180,000 £25,000

£190,000 £20,000

£200,000 £15,000

£210,000 £10,000

Carry forward of unused annual allowance will still be available.

Who does it affect?

This tapered annual allowance will affect anyone who has an 
‘adjusted income’ of £150,000 or more. The definition of adjusted 
income is significant. It means net income for the year, such as 
earnings, plus the value of any employer pension contributions, as 
well as personal pension contributions that reduce taxable income. (In 
other words, those paid to a ‘net pay arrangement’ pension scheme 
– an occupational pension scheme.) This definition has been devised 
so someone can’t circumvent the rules by either increasing employer 
contributions or entering into a salary sacrifice arrangement.

There is an exception though – anyone with a net income of less than 
£110,000. Net income excludes pension contributions, except those 
that result from a new salary sacrifice agreement entered into on or 
after 9 July 2015. So again, this stops people from using salary sacrifice 
to avoid the taper.

Example – Eric

Eric has an income of £140,000. His employer pays a pension 
contribution of £20,000 to his group personal pension contribution, 
and he pays £10,000.

Eric’s adjusted income is £160,000 (his employee pension contribution 
is not added in as it is paid to a scheme that operates ‘relief at source’ 
and so is already included in Eric’s net income of £140,000).

So his tapered annual allowance will be £35,000. This is more than 
his total pension contributions of £30,000, so Eric won’t face an annual 
allowance charge.

The danger is someone might not know what their adjusted income is 
until the end of the tax year, once they have received all bonuses and 
other net incomes. The problem is then that they may have already 
paid their pension contributions (which of course affects their adjusted 
income) and might find they are in excess of their tapered annual 
allowance, invoking an unexpected tax charge.

What should higher earners do now?

The tax relief on pension contributions is being cut for higher earners, 
so it makes sense for those who want to take advantage of the current 
reliefs to consider paying in additional contributions now before the 
end of the tax year. From 2016/17 they may find their ability to pay in as 
high contributions is curtailed.

When planning additional contributions these higher earners should 
be aware of the cut in the lifetime allowance to £1 million from April 
2016 onwards. This is another reason to contribute now, before the 
changes are made, but higher earners could consider opting for 
transitional protection, or even stopping contributions from April 2016 
onwards.
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The tapered annual allowance

The amount of money a higher earner can pay into a pension scheme and receive tax relief on is about to be cut dramatically. 
Those higher earners – broadly anyone earning above £110,000 – need to be aware of the new rules, and carefully plan their 
pension contributions both for the rest of this tax year and in 2016/17.

This factsheet looks at the new rules, and discusses who they will affect and what they will mean in practice.
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Alignment of Pips to tax years

A change to the rules for pension input periods (Pips) should help higher 
earners wanting to contribute more before the end of the tax year.

From April 2016, Pips will be simplified as they will automatically be 
aligned with tax years, and the ability to vary the end date of a Pip will 
disappear. This should make pension planning in the future easier. 

All Pips that were open on 8 July 2015 ended on 8 July 2015; and the next 
Pip was 9 July 2015 to 5 April 2016 for these arrangements. This means 
that all existing arrangements on 8 July 2015 will have two or three Pips 
ending in tax year 2015-16, depending on the start date of the Pip.

Effectively, this creates two mini tax years with the 15/16 tax year – the 
‘pre-alignment tax year’ that ran from 6 April 2015 to 8 July 2015 and 
the ‘post-alignment tax year’ running from 9 July 2015 to 5 April 2016.
There is a special annual allowance of up to £80,000 for 2015/16 – 
potentially giving some clients an extra annual allowance of up to 
£40,000 to use before 6 April 2016:

• ‘Pre-alignment tax year’ Pips, and other 2015/16 Pips that ended 
before 9 July 2015, will have an annual allowance of £80,000 

• ‘Post-alignment tax year’ Pips will have any unused part of the ‘pre-
alignment tax year‘ budget of £80,000 annual allowance – up to a 
maximum of £40,000 

In addition, there is still the opportunity to pay more than the annual 
allowance by making use of carry forward from up to three earlier years. 

Clients subject to the reduced £10,000 MPAA, because they have 
flexibly accessed their pension savings, will also have a double 
allowance of £20,000 for 2015/16. Of course, these clients do not have 
carry forward on top.

Defined benefit schemes will have special rules to avoid having to 
get valuations done on 8 July 2015. The input amount for the pre and 
post-summer budget Pips will be proportions of the total pension input 
amounts for all Pips that end in 2015/16.

These rules give higher earners an annual allowance of between 
£40,000 and £80,000 for the tax year 2015/16 – a very useful tool if 
they are considering making additional contributions now before the 
end of the tax year.

What should higher earners do in 2016/17?

Once the tapered annual allowance has been introduced from April 
2016, higher earners will have to tread very carefully to avoid an 

annual allowance charge. Often, because of the timing of receiving 
bonuses and confirmation of other net income, it will be impossible to 
say what their ‘adjusted income’ will be until the end of the tax year, so 
they may face an unexpected tax charge on pension contributions.

Add to this the very strong probability the tax relief rules for pensions 
will change either in April 2016 or April 2017, and it’s likely that higher 
earners will need to review their plans for future pension saving. If that 
is the case, it makes sense to take full advantage of the current tax 
reliefs in the time we have before the end of the tax year.

The tapered annual allowance
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If you only read one thing 
read this
• The tapered annual allowance will be 

introduced from April 2016. It will reduce the 
annual allowance for those with an adjusted 
income of over £150,000, gradually down to 
£10,000, for those with an adjusted income 
of £210,000 and above.

• As the definition of adjusted income is 
broadly net income (including bonuses) plus 
pension contributions, it may be impossible 
for people to know what their adjusted 
income is until after the end of the tax year. 
And so some may face an unexpected tax 
charge on pension contributions.

• Those affected may want to make the most 
of the current tax relief rules by paying 
in additional pension contributions now 
before the end of the tax year. 

• The change to align pension input periods 
(Pips) to tax years may help as it gives people 
an annual allowance of between £40,000 
and £80,000 for the tax year 2015/16.
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