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This publication is for general information only and is not intended to be advice to any speci�c person. You are recommended to seek competent professional 
advice before taking or refraining from taking any action on the basis of the contents of this publication. The Financial Conduct Authority (FCA) does not 
regulate tax advice, so it is outside the investment protection rules of the Financial Services and Markets Act and the Financial Services Compensation Scheme. 
This publication represents our understanding of the law and HM Revenue & Customs practice as at 25 June 2025.

THE VALUE IN THINKING AHEAD 
Retirement is something most of us look forward to � 
particularly on a Monday morning. However, those thoughts are 
often little more than a whimsical cocktail of not having to work 
and prolonged holidays. The reality could be rather di�erent.

For a start, retirement has increasingly become a gradual 
process, with part-time work often playing an important role. 
The latest data from the O�ce for National Statistics (ONS) 
show that 15.3% of men and 9.6% of women aged 65 and over 
are still in employment.

Ensuring you have enough to live on in retirement isn�t 
straightforward. In a report published earlier this year 
updated calculations from the Pensions and Lifetime Savings 
Association showed  that in 2025/26 a couple who wish to 
enjoy a moderate standard of living in retirement needed a net 
annual income of £43,900 (£45,500 in London). Not planning 
adequately for your later years could have a serious impact.

Please note that all examples included in this guide are 
�ctitious.

Introduction
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(i) you may lose the bene�t of contributions from your 
employer (if any) to that scheme; and (ii) your current and 
future entitlement to means tested bene�ts (if any) may be 
a�ected.

YOUR PENSION CONTRIBUTIONS
Contributions to private pensions generally attract full income 
tax relief, so if you are a higher rate taxpayer in England, Wales 
or Northern Ireland, a contribution of £100 will cost you a net 
£60 (it is £58 in Scotland where the higher rate on earnings is 
currently 42%). The income tax relief is so generous that there 
is a raft of legislation which places limits upon it.

Annual allowance
One such limit is that your total pension contributions, including 
employer contributions, must be kept within an annual 
allowance to avoid tax charges. For 2025/26, the basic annual 
allowance is £60,000, but it is gradually reduced if you are a 
high earner. As a very broad guide, tapering starts to bite if 
your income (not just earnings) plus your employer pension 
contributions exceed £260,000, and at £360,000 or more hits a 
£10,000 contribution �oor. 

Before 2023/24 the maximum annual allowance was £40,000 
and tapering ran from income of £240,000 to £312,000, at 
which point the minimum allowance was £4,000. The tapering 

of the annual allowance caused � and, despite the recent 
increase, can still cause � major problems for high earners. One 
result has been the spread of cash payments in lieu of pensions 
contributions for senior employees. 

Carry forward
There are some special rules that may allow you to catch up on 
the pension contributions you could have made in the previous 
three tax years, and thus contribute more than one year�s 
annual allowance. This process is known as �carry forward� and 
in 2025/26 you can exploit it to mop up your unused annual 
allowance dating back to 2022/23. The rules are relatively 
complicated in their application, but, in theory at least, if your 
earnings are high enough and you have not paid into a pension 
in recent years, it would be possible to make up to £220,000 
of pension contributions in 2025/26 with full tax relief.

Lifetime allowance
Alongside the annual allowance, there used to be an e�ective 
limit, the lifetime allowance, on the tax-e�cient value of your 
overall pension bene�ts, set at £1,073,100 for 2023/24. The 
allowance was abolished with e�ect from 2024/25, although 
the replacement legislation still includes tax-free lump sum 
restrictions which re�ect the former ceiling. As shadow 
chancellor, Rachel Reeves had said the lifetime allowance 
would be reinstated. However the proposal was not included 
in the Labour manifesto, went unmentioned in the Autumn 
Budget 2024 and is now assumed to have been abandoned. 

The abolition of the lifetime allowance was complicated by 
varying treatment of several sets of transitional rules dating 
back as far as 2006. If you were � or might be � a�ected by 
the removal of the lifetime allowance, advice is vital before 
making any fresh pension contributions. 

Outside of the pensions arena, there are many ways to create 
retirement funds, some of which o�er tax reliefs similar to 
those provided by pensions.

EXAMPLE
Maximising contributions

Bill is a self-employed consultant with a total income 
of £160,000 a year, meaning he is una�ected by the 
rules for tapering the annual allowance. For the last �ve 
years he has contributed £25,000 a year to his SIPP, 
well below the annual allowance he could have paid. In 
2025/26 he could in theory pay £145,000:

In practice, Bill might choose to set his contribution 
at £89,000 for this and the next tax year and £87,000 
for 2027/28, as that level would allow him to take 
advantage of his unused allowance receive additional 
and higher rate tax relief on all his contributions and 
take his taxable income below the £100,000 personal 
allowance taper threshold. If he made a one-o� payment 
of £145,000 in this tax year, about £35,000 of this would 
only attract basic rate relief.

Tax year Amount 
contributed

Balance of annual 
allowance available

2025/26 � £60,000

2024/25 £25,000 £35,000

2023/24 £25,000 £35,000

2022/23 £25,000 £15,000

TOTAL £145,000
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