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Update

Most people currently have an annual pension allowance of 

£40,000. This means total pension contributions in one year can 

be up to £40,000 without incurring any tax charge. But this will 

no longer necessarily be the case.

What are the new rules? 
From 6 April 2016, for most individuals with high income – 

defined as ‘adjusted income’ above £150,000 a year, the annual 

pension allowance will be reduced.  

But not everyone is caught. If an individual’s ‘threshold income’ 

does not exceed £110,000, the new rules will not apply. 

Therefore, to see if any individual is caught, the first step is to 

calculate their threshold income.

How is threshold income calculated?
This is total income for the year, less certain reliefs. It includes 

both earned income (e.g. pay and benefits) and unearned 

income (e.g. dividends and interest on savings). 

The calculation does not include employer pension contributions. 

Nor does it include employee pension contributions made by 

salary sacrifice to a scheme set up before 8 July 2015. Salary 

sacrifice arrangements are where employee contributions to 

group pension schemes are deducted by the employer before 

calculating tax under PAYE. 

If the threshold income exceeds £110,000, the next step is to 

calculate the adjusted income.

Are your pension contributions still 
within the annual allowance?

How is adjusted income calculated?
Adjusted income is any taxable income (minus certain reliefs).  

It includes the value of pension savings, such as employer 

contributions to defined contribution schemes and the 

calculated share of the value of defined benefit accrual. 

Contributions made by salary sacrifice are always included.

If adjusted income exceeds £150,000, the new taper rules will 

apply from April 2016.

If the rules apply, what happens?
The pension annual allowance will be reduced by £1 for every 

£2 of adjusted income over £150,000. For example, if adjusted 

income is £170,000 in 2016/17, the annual allowance will be 

reduced by £10,000 to give an annual allowance of £30,000. 

The maximum reduction is £30,000. In other words, once 

threshold income reaches £210,000 and above, the annual 

allowance remains at £10,000. 

New rules introduce a tapered annual pension allowance for high earners from April 2016.  
Who is affected and how?
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What action should high income 
individuals take?
High income individuals caught by the taper may have  

to reduce the contributions paid by them and/or their 

employers, or suffer an annual allowance charge.  

Any excess pension contribution above their (reduced) 

allowance will be added to income for the relevant tax 

year and taxed at their highest rate.

Is this a permanent reduction?
No. The calculations for threshold and adjusted income 

are made each year, so the annual allowance will be 

adjusted accordingly. It will be possible to have a tapered 

allowance in one year and a full allowance the next.

What anti-avoidance measures are in place?
There are some detailed anti-avoidance provisions.  

For example, these aim to stop individuals reducing  

their threshold income by making pension contributions 

under salary sacrifice arrangements or using flexible 

remuneration arrangements, where these are made  

after 8 July 2015.  

What about flexible drawdown?
Where an individual flexibly accesses their pension  

savings, i.e. takes some taxable income as opposed to 

tax-free cash, they are subject to what has been called  

the ‘money purchase annual allowance’ of £10,000, 

irrespective of income levels.

What happens to unused relief  
from previous years?
Carry forward of any unused relief from the previous three 

tax years can still be used by any individual who is subject 

to a reduced annual allowance. For 2013/14 this will be 

the unused element of the £50,000 annual allowance 

then in existence, and for 2014/15 and 2015/16 it will  

be the unused element of the £40,000 allowance.

Examples

1. Martin has the following income and benefits in the 
tax year 2016/17. 

£100,000 Salary

£10,000 Employee pension contribution to a pre-July 
2015 salary sacrifice arrangement

£10,000 Dividends

£5,000 Interest

£10,000 Company car

£25,000 Employer pension contribution

Adjusted income is £160,000, with all of the income and 

benefits being included in this definition. Threshold income  

is £125,000, because the pre-July 2015 employee pension 

contribution and the employer pension contribution are 

excluded. Tapered annual allowance will  apply. The tapered 

annual allowance reduction will be £10,000/2 = £5,000,  

leaving an annual allowance of £35,000.

2. Deborah has the following income and benefits in 
the tax year 2016/17.

£6,000 Salary

£70,000 Dividends

£150,000 Employer pension contribution using carry forward

Adjusted income is £226,000, but threshold income is £76,000 

because the employer pension contribution is not included. 

Deborah therefore retains the full annual allowance of £40,000 

in the tax year 2016/17.

For further information please contact:

Stephen Humphreys – Partner

stephen.humphreys@moorestephens.com

James Springham – Partner

james.springham@moorestephens.com

Stuart Stroud – Director

stuart.stroud@moorestephens.com

Moore Stephens LLP 

150 Aldersgate Street,  

London EC1A 4AB 

T +44 (0)20 7334 9191

www.moorestephens.co.uk

We believe the information in this factsheet to be correct at the time of going to press, but we cannot accept any responsibility for any loss occasioned to any person as a result of action or 
refraining from action as a result of any item herein. Printed and published by © Moore Stephens LLP, a member firm of Moore Stephens International Limited, a worldwide network of 
independent firms. Moore Stephens LLP is registered to carry on audit work in the UK and Ireland by the Institute of Chartered Accountants in England and Wales. Authorised and regulated 
by the Financial Conduct Authority for investment business. DPS29562 November 2015


