
New rules: Tapered Annual Allowance  
– what you need to know

WHAT IS ‘ADJUSTED INCOME’?

This is any taxable income minus certain reliefs* (as for 
Threshold Income above).

However, this time you do not deduct personal contributions to a 
pension – but you must include the following:

• Employer pension contributions (including the value of any 
contributions made via ‘Salary Sacrifice’)

• Contributions to occupational/trust-based pension schemes, 
paid through a net pay arrangement (which would otherwise 
reduce taxable income)

• Pension Input Amounts for a Defined Benefit (e.g. Final Salary) 
Scheme.  Please note in this case, the cost of employee 
contributions to these schemes must be deducted.

WHAT IS THE ANNUAL ALLOWANCE?

The annual allowance is the maximum total contribution an individual can 
receive into their pensions in one year, without incurring a tax charge.

For most people, the allowance is currently £40,000. 

WHAT’S CHANGED?

Put simply, from 6 April 2016 the annual allowance will be reduced for most 
people with Adjusted Income (see opposite) above £150,000 a year.

WHO IS EXCLUDED?

If Threshold Income (see opposite) is £110,000 or less, these new rules 
will not apply.

SO HOW DOES IT WORK?

For every £2 of Adjusted Income over £150,000, the annual allowance will 
be reduced by £1. 

Once Adjusted Income is over £210,000, the maximum annual allowance 
stays at £10,000 – there is no further reduction.

Examples are given in the table below:

Adjusted Income Annual Allowance

£150,000 or less £40,000

£170,000 £30,000

£190,000 £20,000

£210,000 or more £10,000

Yet more pension changes were 
announced in the July 2015 Budget.

Whilst these changes are most likely to 
affect your senior employees, they could 
also affect anyone in your workforce who 
meets the criteria.

This factsheet explains what the changes 
mean and their potential impact.

* Please contact us if you’d like a full list of all applicable reliefs.

WHAT IS ‘THRESHOLD INCOME’?

This is any taxable income minus certain reliefs*.

Threshold Income includes taxable earnings from the workplace, 
such as salary, bonus payments, benefits-in-kind, and 
commission.

However, the workplace may not be the only source of income for 
your employees.

Threshold Income also includes:

• Most rental income
• Dividend payments
• Interest on savings
• Self-employed earnings.

Please note this is not an exhaustive list.

Any personal contributions to a pension should also be deducted.

Important: Salary Sacrifice arrangements reduce income. 
However, any contributions made via Salary Sacrifice (or by flexible 
remuneration), must be added to Threshold Income if:

• The arrangement started, or is renewed on or after 9 July 2015 
or

• Contributions are increased on or after 9 July 2015.
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WHAT HAPPENS IF A MEMBER EXCEEDS THE ANNUAL 
ALLOWANCE?

If a member exceeds their annual allowance, the total excess will be added 
to their income for the relevant tax year, and taxed at their highest rate. This 
charge should be declared and paid through income tax self-assessment. If 
the charge is over £2,000 it could be deducted directly from the members’ 
pension pot.

It may be possible for members to reduce or eliminate the excess by 
using ‘Carry Forward’ – our Annual Allowance & Carry Forward Factsheet 
explains more.

WILL THE NEW RULES AFFECT AUTOMATIC ENROLMENT?

Generally, no.

Automatic Enrolment aims to encourage mass participation in workplace 
pensions – not to cause complex issues for you and your high earners.

However, your existing contribution levels could cause your high earners to 
exceed their reduced annual allowance.

If you choose to limit the amount you contribute for an employee in light of 
the changes (e.g. by capping pensionable pay), this may mean you need 
to re-certify your scheme.

If you’re thinking about offering additional benefits to members (in lieu of 
pension contributions), and you’re concerned as to whether this could be 
viewed as an inducement to opt out, we suggest speaking to The Pension 
Regulator or to your legal adviser.

WHAT SHOULD EMPLOYERS DO NEXT?

There are a number of questions your business will need to carefully consider.

The new rules may cause you to re-think your entire reward strategy for 
higher earners.

Crucially it is not just any employees affected now, but also those who 
may be affected in the future due to pay rises, bonuses etc.

There are other important considerations:

• How could the changes impact any bonus or commission structure?
• Will you amend your pension contribution structure?
• How will you communicate these complex changes to your high earners?

You may also consider offering your higher earners additional company benefits.

Given the complexity of these new rules, you may wish to fund the cost 
of financial advice for certain employees. You could also consider offering 
alternative savings outside of pensions, such as ISAs (Individual Savings 
Accounts) or general investment accounts.

tax year end

2013/14

tax year end2014/15

WHAT IS CARRY FORWARD?

It is a rule that allows some investors to carry forward unused annual 

allowance from the previous three years and catch up on contributions 

they may have missed. You could potentially invest up to £180,000.

There are two conditions. First, in the same tax year you must have 

earned at least the amount you wish to contribute (£180,000 in the 

example above). Second, 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, even if you did not make contributions or 

were already taking benefits.  
WHO COULD POTENTIALLY BENEFIT FROM CARRYING FORWARD 

UNUSED ALLOWANCE
3 People earning more than £40,000 in the 2015/16 tax year who 

wish to maximise pension contributions

3	 People with an irregular earnings pattern who want to make a 

large pension contribution in a good year

3	 Final salary pension members whose accrued benefits 

increase significantly and would otherwise incur a tax charge

3	 Those who have recently switched pensions and would 

otherwise incur a tax charge

3	 Employers wanting to make large contributions

HOW DO I WORK OUT HOW MUCH I CAN CARRY FORWARD?

Our online calculator at www.hl.co.uk/carry-forward helps you

run the calculation and takes into account the main rules and

exceptions. If in doubt, please contact us for advice. 

Below are the facts you need to consider. You have to assume an 

annual allowance of £50,000 for 2013/14 or earlier tax years, and 

£40,000 for 2014/15 and the current tax year. 

You first use up the current year’s annual allowance. You then jump 

back three years and work progressively forwards. As an example:

AACF 07.15.2

This is calculated by adding up the remaining annual 

allowance from 2012/13 through to 2015/16. 

CARRY FORWARD: WHAT YOU NEED TO KNOW

In this example carry forward allows for a contribution of £120,000 

without exceeding the annual allowance in 2015/16.  The investor 

would still need £120,000 of earnings in the 2015/16 tax year for this 

personal contribution to be permitted. 

CARRY FORWARD 
FROM 2015/16 TAX YEAR

In future years, the amount 

you can carry forward from 

the 2015/16 tax year will be 

£40,000 minus the value 

of contributions made from 

9 July 2015 to 5 April 2016. If 

contributions registered from 

5 April 2015 to 8 July 2015 

exceeded £40,000, the excess 

will also reduce the amount 

you can carry forward.OTHER IMPORTANT POINTS 

TO CONSIDER• You must have been a member of a UK-registered pension 

scheme at some point in each of the tax years from which you 

wish to carry forward.  No contributions need to have been 

paid in those years.  Years in which you were taking a pension 

income also count.
• You cannot carry forward from a tax year before 6 April 2015 in 

which you either started flexible drawdown or had previously 

started flexible drawdown.  

• You can only use unused annual allowance once. 

• If total contributions exceeded £50,000 in 2012/13 or 2013/14 or 

£40,000 in 2014/15, you cannot carry forward any allowance 

from that year. 
 The excess will also use up unused annual allowance from an 

earlier year.  This can mean you may have to look back more 

than three years to work out how much of your allowance has 

been used. E.g. if you have exceeded £50,000 in 2012/13, this 

might be supported by unused allowance from as early as 

2009/10, leaving unused allowance from 2010/11 and 2011/12 still 

available to carry forward to 2013/14.

• If a 2011/12 pension input period started before 14 October 2010 

the annual allowance for 2011/12 could be higher than £50,000, 

without using up unused annual allowance from earlier years.

 • If you are subject to the money purchase annual allowance (see 

overleaf) you will not be able to use carry forward to increase this.

You do not need to notify HM Revenue & Customs if you use carry 

forward to eliminate an annual allowance tax charge.  We suggest 

you keep a copy of your calculations in case they are required.

IMPORTANT INFORMATION

This factsheet is for information purposes only and is not personal advice. 

It is based on our current understanding of legislation and HMRC guidance 

which can change. It is correct as at 15 July 2015. If you are in any doubt 

whether a particular course of action is suitable for your circumstances, 

you should seek financial advice.
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2012/13 2013/14 2014/15 2015/16

Annual allowance  
£50,000 £50,000 £40,000 £40,000

less
Total contributions  

£20,000 £30,000 £10,000 £0

equals
Annual allowance remaining 

£30,000 £20,000 £30,000 £40,000

Total amount available using carry forward   
                    £120,000

WHAT IS THE ANNUAL ALLOWANCE?

The annual allowance is the maximum you or someone else, e.g. your employer, can contribute to all your pensions in one year, without incurring a tax 

charge. In the 2015/16 tax year the annual allowance is up to £80,000. This includes benefits being built up in a final salary pension. 

If you are neither taking an income from your pension nor planning to do so shortly, this is the only annual allowance that could apply.  

>>  Please read section 1 – “How does the annual allowance work?”

If you have accessed a pension since 6 April 2015, or are in flexible drawdown, a reduced contribution limit may also apply.  

>>  Please also read section 2 – “How does the money purchase annual allowance work?”

SECTION 1 - HOW DOES THE ANNUAL ALLOWANCE WORK? 

For most people the annual allowance is effectively £40,000 and covers 

contributions made from 9 July 2015 to 5 April 2016. To work out how it 

affects you, go to the relevant section.

IF THE VANTAGE SIPP IS YOUR ONLY PENSION:

Did you start your Vantage SIPP on or after 9 July 2015? 

• Yes – you have a £40,000 allowance up to 5 April 2016.

• No – your current allowance depends on the total value of contributions 

made from 6 April 2015 to 8 July 2015:

• Less than £40,000 – your current allowance is £40,000.

• £40,000 to £80,000 – your current allowance is £80,000 minus 

these contributions. For example, if the contributions are £70,000, 

your remaining allowance to 5 April 2016 is £10,000.

• Over £80,000 – you have no remaining allowance to 5 April 2016. The 

amount over £80,000 will be an annual allowance excess (see below).

IF YOU AND/OR YOUR EMPLOYER HAVE BEEN CONTRIBUTING TO 

OTHER PENSIONS:

Calculate the value of all contributions registered from 6 April 2015 to 8 July 

2015:

A. For the Vantage SIPP, this is the value of contributions made in that period.

B. For other pensions, contributions made in the last tax year could also count. 

For example, a contribution made in October 2014 could count towards the 

2015/16 tax year. The period over which these contributions are measured 

is called a Pension Input Period. Ask your pension provider for the start and 

end date of your Pension Input Period as well as the contributions paid.

C. For defined benefit/final salary schemes, the benefits accrued are given 

a value which counts towards the annual allowance. This value can be 

surprisingly large. Call your pension administrator and ask for your ‘pension 

input amount’ for the previous and current tax years to find out this value.

Your current allowance depends on the total value of these contributions:

• Less than £40,000 – your current allowance is £40,000.

• £40,000 to £80,000 – your current allowance is £80,000 minus 

these contributions. For example, if the contributions are £55,000, your 

remaining allowance to 5 April 2016 is £25,000.

• Over £80,000 – you have no remaining allowance to 5 April 2016. The 

amount over £80,000 will be an annual allowance excess (see below).

Exception, if you are in serious ill health

If you are diagnosed with what HMRC considers ‘serious’ or ‘severe’ ill health 

in a tax year in which you take benefits from a pension, you can be unaffected 

by that tax year’s annual allowance, even if you would otherwise be caught.

What happens if I exceed the annual allowance?

If the annual allowance is exceeded, the total excess will be added to your 

income for 2015/16 and taxed at your highest rate. This charge should be 

declared and paid through your income tax self-assessment. If the charge is 

over £2,000 it could be deducted from your pension scheme. It may be possible 

to reduce or eliminate the excess by using ‘carry forward’ – see overleaf.

SECTION 2 - HOW DOES THE MONEY PURCHASE ANNUAL  

ALLOWANCE WORK?

Contributions to money purchase plans (e.g. personal pensions), including 

employer, employee or personal contributions, will become restricted if you 

flexibly access your pension. 

Flexibly accessing a pension includes:

• Having flexible drawdown before 6 April 2015

• Exceeding income limits from drawdown set up before 6 April 2015

• An uncrystallised funds pension lump sum (UFPLS) or standalone lump sum

• An income payment from drawdown set up after 5 April 2015

• An income payment from drawdown converted to flexible drawdown 

after 5 April 2015

• An income payment from a scheme pension with 12 or fewer members or 

from a flexible annuity

Flexibly accessing a pension does not include:

• Taking a pension as a small pot due to it being worth less than £10,000

• Taking income from capped drawdown set up before 6 April 2015 which 

remains within capped drawdown limits

• Taking tax-free cash and no income

• Taking a pension as an annuity or scheme pension other than as described above

What is the money purchase annual allowance?

If you first flexibly access your pension on or after 9 July 2015 you will have a 

£10,000 money purchase annual allowance. If you first flexibly accessed your 

pension before 9 July 2015 then contributions registered between that date 

and 8 July 2015 are measured against a £20,000 money purchase annual 

allowance. The contributions which can be made between 9 July 2015 and 5 

April 2016 depend on the value of those registered from the date you first 

flexibly accessed your pension to 8 July 2015. 

Contributions from first flexibly 

accessing your pension to 8 July 2015
Allowance from  9 July 2015 

to 5 April 2016

£0 to £10,000
£10,000

£10,000 to £20,000
£20,000 minus 

contributions from when you 

first flexibly accessed your 

pension to 8 July 2015

Over £20,000
£0

Once the money purchase annual allowance has been triggered, any excess 

will be added to your income and taxed at your highest rate. This excess 

will not count towards the annual allowance. The money purchase annual 

allowance does not apply to contributions made before you flexibly access 

your pensions, even if this is part way through a pension input period, nor 

in a tax year in which you take benefits from a pension while in ‘serious’ or 

‘severe’ ill health.

ANNUAL ALLOWANCE: WHAT YOU NEED TO KNOW

Find out how much you could contribute with our online annual 

allowance and carry forward calculator www.hl.co.uk/carry-forward

HARGREAVES LANSDOWN PROVIDES THE 
FOLLOWING SERVICES:

Financial Education

We have an in-house communications team who are trained 
to educate your employees on complex subjects. We use 
surveys, webinars, interactive calculators, modelling tools, online 
information and printed guides to complement the most valued 
part of our service - face-to-face support at your offices.

Financial Advice

Our team of Financial Advisers can help with wealth management 
and planning, for an additional fee.

•  93 Financial Advisers around the country

• All our advisers are salaried employees of Hargreaves 
Lansdown, not on commission.

•  Because of the scale, pricing power and efficiency of our 
business, our fees are highly competitive. Our advisers can also 
draw on the vast research within the company. We are unaware 
of any other Executive Planners or Financial Advisers who can 
match this.

Individual Savings Accounts (ISAs)

Members can invest up to a further £15,240 (2015/16 tax 
year) tax-efficiently each year. The annual ISA allowance is per 
individual. This means a husband and wife, for example, can put 
up to £30,480 between them into ISAs this tax year.

We provide access to an award-winning Stocks & Shares ISA, 
and a Junior ISA (with a further £4,080 allowance) – both of 
which can be managed in one convenient place.

Fund & Share Account

For those members who have used their pension & ISA 
allowances but still want to invest further, we offer a Fund & Share 
Account - a low cost, flexible investment account that allows 
members to deal, manage and hold a wide range of investments.

CONTACT US

If you’d like to learn more about the 
new rules, or any of the services we 
offer, please contact us:

0117 980 9992      

corporate@hl.co.uk

IMPORTANT INFORMATION
This factsheet is for your information only and is not personal advice. It is based on our understanding of current and draft legislation which can change 
and is correct as at 28 July 2015. If you are in any doubt whether a particular course of action is suitable for your circumstances, you should seek financial 
advice. Tax rules can change and benefits depend on individual circumstances. The value of investments can rise and fall, so investors could suffer losses.
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