
TAX TREATMENT OF YOUR SEVERANCE PAYMENT
Your severance payment may be made up of two elements; a 
redundancy payment and a post-employment notice payment.  
The first £30,000 of your redundancy payment is completely tax 
free. Any payment over this amount is subject to income tax at 
your highest rate, but may not be subject to National Insurance. 
Any part of the payment that consists of post-employment 
notice pay will all be subject to income tax and National Insurance.

Example 1:
Sarah has earnings of £60,000, so she is currently a higher 
rate taxpayer. She does not pay tax at the Scottish rates.

She receives a redundancy payment of £40,000.

She will receive £30,000 tax free and pay tax at 40% on the 
remaining £10,000.
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Her net redundancy payment is £36,000.

Paying a proportion of your severance payment into your pension 
can be a simple way to reduce your tax bill, whilst giving a boost 
to your retirement saving. Please remember tax rules can change 
and the value of any benefits depends on individual circumstances.

HOW MUCH CAN I PAY INTO MY PENSION?
This is not as straightforward as you might think. There are two 
important limits to be aware of:

• Relevant UK earnings – which affects your personal contributions.

• The annual allowance - which affects both personal and 
employer contributions.

RELEVANT UK EARNINGS
Your relevant UK earnings will determine how much you can pay 
into a pension scheme in one year and receive tax relief. Earnings 
are measured in each tax year e.g. 6 April 2022 - 5 April 2023 and 
include earned income. You do not include unearned income such 
as interest and dividends.

Only the taxable portion of your severance payment counts 
towards your relevant UK earnings.

Example 2:
In Sarah’s example, she has been paid a salary of £60,000 in 
the tax year and has received no other earnings.

Of her redundancy payment of £40,000, only £10,000  
is taxable.

Therefore, her relevant UK earnings for pension purposes 
are £70,000.

So, to work out how much you can contribute to your pension, 
you can: 

• work out what your relevant UK earnings will be in the 2022/23 
tax year.

• work out how much you have personally paid into any pension 
plans in the 2022/23 tax year (including any tax relief claimed by 
the pension scheme).

• The difference is what you can potentially pay into a pension plan 
and gain tax relief on at up to your highest rate. You must pay 
sufficient tax at a higher rate to claim the full amount of tax relief.

You may choose to use your severance payment to make up 
this difference and benefit from the tax relief available. 

However, you also need to consider whether the amount you can 
contribute is limited by the annual allowance (see below).

Example 3: 
Sarah has relevant UK earnings of £70,000. 

Through regular contributions, she will contribute £40,000 
into her pension in the 2022/23 tax year. 

Therefore she has £30,000 left that she could fund her 
pension with and receive tax relief on – although she may 
also be limited by the annual allowance.

Please note, in a year where you do not have any relevant UK 
earnings, the maximum you can normally pay into a pension 
plan and receive tax relief on is £3,600.

THE ANNUAL ALLOWANCE
For most people, a £40,000 contribution limit applies for the 
2022/23 tax year. If you were in flexible drawdown prior to 6 April 
2015, or you have made any flexible income withdrawals from 
a money purchase pension since 6 April 2015, contributions to 
money purchase plans are restricted to £4,000 – exceptions apply. 

If your threshold income is over £200,000, your annual allowance 
will be reduced by £1 for every £2 that your adjusted income is 
over £240,000; to a minimum annual allowance of £4,000. 

Threshold income is, broadly, all taxable income (including 
sources of income outside of your employment, e.g. rental 
income) plus salary sacrificed (or severance payment waived) for 
pension contributions on or after 9 July 2015, minus personal or 
employee (not via salary sacrifice or severance payment waiver)  
pension contributions.

Adjusted income is, broadly, all taxable income (as per threshold 
income) plus employer pension contributions (including via salary 
sacrifice and severance payment waiver), plus some benefit 
accrual in defined benefit, e.g. final salary, pension schemes.

PENSION FUNDING OPPORTUNITIES  
FOR YOUR SEVERANCE PAYMENT



Only contributions made in the current tax year count towards 
your annual allowance. To request confirmation of the amount 
contributed to your Hargreaves Lansdown Group Self-Invested 
Personal Pension (SIPP) in the current or any previous tax year 
contact Hargreaves Lansdown’s pension helpdesk on 0117 314 1795 
or at invest@hl.co.uk. To request this information for any other 
pensions, please contact the relevant pension provider.  

If you want to make a payment to your pension plan and think you 
will be limited by the annual allowance – it may be possible to make 
use of a facility called ‘Carry Forward’.

CARRY FORWARD
This is a rule which allows some investors to carry forward unused 
annual allowance from the previous three years. There are two 
conditions:

• In the same tax year, you must have earned at least the amount 
you wish to personally contribute. This restriction does not 
apply to employer contributions (including those paid due to 
waiving severance pay).

• You must have been a member of a UK-registered pension scheme 
in each of the tax years from which you wish to carry forward.

Prior to 6 April 2016 a contribution could count towards the annual 
allowance in the tax year after it was made. For example a contribution 
made in October 2014 could count towards the 2015/16 tax year. 
This depended on the scheme’s ‘Pension Input Period’ (PIP).

Example 4:
For simplicity, we’ll assume Sarah is not subject to the 
tapered annual allowance.

She has added up her total pension contributions for 
2022/23 and they come to £40,000. With her redundancy 
payment, Sarah has relevant UK earnings of £70,000 for the 
2022/23 tax year. 

She wants to pay £10,000 of her redundancy payment into 
her pension; this would take her total pension payments to 
£50,000 – over the allowance of £40,000.

However, she has £20,000 of unused allowance she can 
carry forward from 2020/21. 

Therefore, she can still make a further payment of up to £20,000 
in the 2022/23 tax year, get tax relief and not suffer a tax charge.

For a more detailed explanation of the annual allowance and carry 
forward – please read the annual allowance factsheet.

If you have any questions, please call Hargreaves Lansdown on  
0117 314 1795 or email invest@hl.co.uk.

Important information: This is a brief overview of a 
complex area and the information provided does not 
constitute personal advice. If you are unsure of the 
suitability of an investment for your circumstances please 
seek personal financial advice. Tax rules can change and 
benefits depend on individual circumstances. Once held 
in a pension money is not usually accessible until age 55 
(rising to 57 in 2028). The value of investments can fall as 
well as rise, so you could get back less than you put in.  
All figures are correct for the 2022/23 tax year

MAKING A PAYMENT WITH YOUR SEVERANCE PAY  
There are two ways to make a lump sum payment from your 
severance pay into the Hargreaves Lansdown Group SIPP – they 
both result in the same tax saving, but Option 2 means you will 
benefit from it more quickly.

However Option 2 is only available for payments over the tax-
free £30,000 amount.

Example 5:
Sarah decides to pay £10,000 of her £40,000 redundancy 
payment into the Hargreaves Lansdown Group SIPP. For 
simplicity, we’ll look at this £10,000 amount in isolation:

Option 1 – Receive the redundancy payment and then 
contribute into the Group SIPP

• Sarah waits until she has been paid the redundancy 
payment. 

• She is paid £6,000 (£10,000 less 40% tax = £4,000).

• She pays £8,000 into her Group SIPP and Hargreaves 
Lansdown reclaim basic rate tax relief (20%) and apply it 
to her pension. 

• £10,000 is invested on her behalf. 

• She will need to claim the additional £2,000 of higher rate tax 
relief via her self assessment – so she has to wait for this.

Note: You must pay sufficient tax at a higher rate to claim 
the full tax relief through your tax return.

Option 2 – Sacrifice part of the redundancy payment 

Sarah can sacrifice all or part of the taxable part of her 
redundancy payment for an employer pension contribution: 

• She informs her employer that she wants to sacrifice 
£10,000 of her redundancy payment.

• Her employer pays the £10,000 to Hargreaves Lansdown 
and the full amount is invested on her behalf.

• As she has never been paid the amount, there is no tax to 
reclaim and she immediately benefits from a 40% tax saving.

To make a contribution using Option 2 you will need to 
complete the ‘Severance Payment Waiver Application Form’. 

ANY QUESTIONS? 
We appreciate this is a complex decision, but it’s one we hope you 
will consider carefully. 

If you have any questions about your Hargreaves Lansdown Group 
SIPP, please contact Hargreaves Lansdown on 0117 314 1795 or 
invest@hl.co.uk.

0422

http://www.hl.co.uk/__data/assets/pdf_file/0005/5844632/Annual-Allowance-and-Carry-Forward-Factsheet.pdf

