
 

 
 

 

 
 
 
 

tapered annual allowance  
 
 

setting the scene 
 

From the tax year commencing 6 April 2016 those with income above £150,000 will see their 
Annual Allowance reduced by £1 for every £2 of income above this limit. The maximum reduction 
is £30,000 where an individual reaches income of at least £210,000, resulting in an Annual 
Allowance of £10,000. 
 
In calculating this ‘threshold’ income, pension contributions are added in to the calculation. This 
can potentially mean that large, one-off contributions can affect the Annual Allowance of an 
individual.  
 

summary 
 

 The tapered annual allowance begins where earnings start at £150,000. This is known as 
‘adjusted income’. The calculation includes employer pension contributions and those paid 
by individuals to a net pay arrangement.  
 

 Where taxable income is £110,000 or less, the reduction in the Annual Allowance is not 
subject to the taper. This is known as ‘threshold income’ and is designed to help individuals 
who are making large one-off pension contributions. 
 

 Carry Forward of unused Annual Allowance is allowed from the previous three tax years for 
any individual affected by the taper. This can assist where an individual is caught by a 
reduction in the Annual Allowance. 
 

 Where an individual is subject to the taper in any given year, future Carry Forward for those 
years will remain subject to the taper.  

 
 For those subject to the Money Purchase Annual Allowance, Carry Forward will no longer 

be possible in relation to contributions being made to a Money Purchase arrangement. The 
tapered annual allowance can, however, still affect contributions to a defined benefit 
arrangement.  

 
 

 

 

For use by 

Financial Advisers only 

This note is for general guidance only and is based on our 
understanding of the current position of the rules relating to the 
tapered Annual Allowance. Specific advice should be sought in 
respect of each individual case to ensure that the requirements of 
HMRC and relevant legislation are being met. 
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detail 
 

Tapering 
Where an individual’s adjusted income is greater than £150,000, the Annual Allowance is reduced 
by £1 for every £2 of that income. The reduction is subject to a maximum reduction of £30,000, 
representing income up to the level of £210,000. Where an individual’s threshold income is 
£110,000 or lower, they will not be subject to the taper, even where the addition of pension 
contributions into the calculation takes them over the £150,000 limit. 
 
Adjusted Income  
This is the total amount of income for the tax year on which an individual is subject to income tax. 
This will include salary, bonus, dividends, profits from self-employment, benefits in kind, pension 
income, income from property as well as taxable death benefit income post April 2016. Importantly, 
total employer contributions are included, as well as personal pension contributions if that 
contribution reduces the client’s taxable income. This is typically where contributions are paid using 
the net pay method. Personal contributions that are made through relief at source are not included.    
 
Threshold Income  
Similar to Adjusted Income, the starting point is again the total amount of income for the tax year 
on which an individual is subject to income tax. It therefore includes salary, bonus, dividends, 
profits from self-employment, benefits in kind, pension income, income from property as well as 
taxable death benefit income post April 2016. However, in this calculation, pension contributions 
are excluded unless operated through a salary sacrifice arrangement post July 2015. 
 
The examples set out above for qualifying income are not exhaustive.  
 
Calculations 
The different between Adjusted Income and Threshold Income is designed to ‘protect’ those 
individuals who make large one-off contributions to a pension scheme. For example if an 
individual’s Threshold Income is £100,000, although an Employer pension contribution of £100,000 
would breach the Adjusted Income level of £150,000, they are excluded from tapering. 
 
Carry Forward 
Where an individual subject to the taper exceeds the tapered Annual Allowance they can use Carry 
Forward to help mitigate the position. This is on the basis that there is unused relief in the three 
previous tax years. In order for an individual to use Carry Forward they must have been a member 
of a registered pension scheme in the tax year that they wish to allocate the contribution to. 
 

In future years, if an individual wishes to Carry Forward unused Annual Allowance from an historic 
tapered year, they will only be able to Carry Forward the balance of any unused tapered amount. 
They cannot use the full Annual Allowance that is available for that previous year, even if they are 
no longer subject to the taper when they make the contribution.  
 
 
 
 
 
 
 
 
 
 

 

COMPASS 

 

Comprehensive Assistance  

for SIPP and SSAS 


