
The pension annual allowance of 
£40,000 is reduced for those with 
income of more than £150,000. This 
factsheet looks at the restriction, and 
the associated changes to pension 
input periods. 

The annual allowance restrictions

The annual allowance is tapered at a rate of £1 for every £2 of 
income over £150,000, to a minimum allowance of £10,000 
for those with income in excess of £210,000. This effectively 
reduces the amount of tax-relieved pension savings that a 
high income individual can make in any year. Where the annual 
allowance is breached, excess contributions are subject to 
income tax at the individual’s marginal rate. 

It is worth noting that a separate restriction may apply 
where an individual has started to receive pension benefits 
but continues to make pension savings (ie under the flexible 
pension rules introduced from April 2015): where relevant, 
this restriction (which is not considered further here) reduces 
the annual allowance to £10,000 (the ‘money purchase annual 
allowance’) regardless of the individual’s annual income.

Defining income over £150,000

A specific definition of income is used to test against the 
£150,000 threshold. Some key points to note are:

 y All types of income need to be included in the calculation, 
including employment income, trading profits and 
investment income.

 y Generally, allowable expenses and some tax losses 
(including trading losses) can be offset against the total 
income figure. There is, though, no deduction for pension 
contributions.

 y Any employer pension contributions must be added to the 
total income figure (even though they do not form part of 
an individual’s taxable income).

There are rules in place to prevent individuals with a one-
off increase in income from being caught by the annual 

allowance taper. These measure net income (including, this 
time, a deduction for any pension contributions made by the 
individual themselves) against a threshold of £110,000. To 
prevent this threshold being artificially manipulated (ie salary 
being reduced to below the threshold, in return for increased 
employer pension contributions), any amounts sacrificed under 
a salary sacrifice agreement set up on or after 9 July 2015 are 
added back in calculating the net income figure.

The alignment of pension input periods

To facilitate the introduction of the annual allowance taper, 
legislation was also introduced to align pension input periods 
with the tax year, and to protect individuals who might 
otherwise have been adversely affected by this alignment.

Under the previous rules, a pension input period could end on 
any date, and when testing whether the annual allowance had 
been breached, it was necessary to test pension savings in the 
pension input period ending in the tax year in question. To align 
all pension input periods at the same date, all input periods 
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open on 8 July 2015 (the date of the Summer Budget at which 
the changes were announced) were closed at that date, with a 
new period running from 9 July 2015 to 5 April 2016. 

The 2015-16 tax year is, therefore, split as follows for pension 
input period purposes:

 y 6 April 2015-8 July 2015: pre-alignment tax year.

 y 9 July 2015-5 April 2016: post-alignment tax year.

This change could have created problems for some individuals, 
who had contributed to pensions pre-Budget in the 
understanding that their contributions would be tested against 
the annual allowance for both 2015-16 and 2016-17, but which 
would only be tested against 2015-16 once the periods were 
aligned.

Example

Richard has two pensions savings vehicles with pension 
input periods ending in the period from 6 April 2015 to 8 
July 2015, as follows:

 y The first pension scheme originally had a pension input 
period from 1 September 2014 to 31 August 2015. 
The new rules split this into two pension input periods: 
1 September 2014 to 8 July 2015 and 9 July 2015 to 
5 April 2016. Pension savings in the first pension input 
period are £39,000.

 y The second pension scheme originally had a pension 
input period from 1 May 2015 to 30 April 2016. As 
this period would have ended in 2016-17, it would have 
been tested against the annual allowance for that year. 
The new rules changed the pension input periods to 1 
May 2015-8 July 2015 and 9 July 2015-5 April 2016, 
such that these pension savings are now tested against 
the annual allowance for 2015-16. Pension savings in 
the period from 1 May to 8 July are £19,000.

Even assuming that no further contributions were made 
in the tax year, Richard has made £58,000 (£39,000 + 
£19,000) total pension savings, which, if tested against the 
standard £40,000 annual allowance (and assuming that 
Richard has no unused annual allowance to carry forward 
from earlier tax years), would give rise to an annual 
allowance charge.

To address this problem, each individual has an increased 
annual allowance of £80,000 for the pre-alignment tax year. 

Any unused allowance can be carried forward to the post-
alignment tax year, subject to a maximum of £40,000. There is 
no separate allowance for the post-alignment tax year, giving a 
maximum allowance of £40,000 for that period. 

Example continued

So, on the facts above, Richard’s combined £58,000 
pension savings are tested against the increased £80,000 
allowance for the pre-alignment tax year. No annual 
allowance charge arises. Richard carries forward an 
allowance of £22,000 to the post-alignment tax year. He 
can, therefore, make further contributions (to a maximum 
of £22,000) in the post-alignment tax year.

Individuals can potentially benefit from an increased annual 
allowance for the 2015-16 tax year, plus any available 
carry-forward from 2012-13, 2013-14 and 2014-15. This 
is particularly beneficial to any individuals who had made 
(relatively substantial) contributions before 9 July 2015, and 
can, therefore, make use of the £40,000 annual allowance 
which cannot be carried across to the post-alignment tax year.

Carrying forward unused 2015-16 annual 
allowance

Individuals can carry forward unused annual allowance from 
2015-16 to future tax years (up to and including 2018-19). 
It should be noted, however, that only the limited £40,000 
allowance which can be carried from the pre-alignment tax 
year to the post-alignment tax year can be carried forward to 
future years: the additional £40,000 is only available to offset 
against pension savings in the period ending 8 July 2015.

Other issues

The above gives an outline of the annual allowance taper in 
practice, but does not attempt to cover all possible scenarios, 
including the calculation of the relevant amounts for those in 
defined benefit schemes and how the restriction applies to 
those with overseas pension savings. It is important to seek 
appropriate advice on how the cap potentially affects you, to 
take into account your particular circumstances and retirement 
savings requirements.

This factsheet is based on law and HMRC practice at  
1 February 2017.
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