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Pension Payments
How tax relief on pensions works

If you’re paying into a workplace pension and/or your own private pension you will be entitled to tax relief on 

your contributions. This is paid in by the government and helps your pension pot grow faster.

Whether you’re paying into a workplace pension, your own private pension, or both, you’ll receive tax relief on 

any contributions you make. This tax relief is paid at the highest rate of income tax you pay:

• 20% if you’re a basic rate taxpayer

• 40% if you’re a higher rate taxpayer

• 45% if you’re an additional rate taxpayer

You’ll receive tax relief on your contributions as long as the total amount that goes into your pension (i.e. 

contributions paid in by you and / or your employer plus the tax relief you will receive) does not exceed EITHER:

• the lower of your annual earnings, OR

• the annual (tax relief) allowance of £40,000

You can even get tax relief if you don’t have any earnings or you earn less than £3,600 a year. Under the rules, 

you can pay up to £2,880 a year into your pension and tax relief at 20% will increase this to up to £3,600.

How tax relief is applied

There are two ways in which you receive tax relief on your pension, this will depend on the type of pension you 

are paying in to.

1. Before tax - where the pension payment is deducted from your pay before tax is deducted, and so the 

contribution and the tax relief is paid straight into your pension.

2. After tax - where you pay your contribution into your pension after tax has been deducted, and then the 

tax relief is added by the pension provider. If you are a higher rate tax payer you will need to complete a self-

assessment form in order to claim the maximum tax relief available.



Pension Payments… continued

Deductions BEFORE tax - a practical example

You get paid £2,000 a month and decide to put £200 into your pension each month. Your employer will deduct 

£200 from your salary before you are paid and they will pay it into your pension for you. You will then be taxed 

on your remaining income of £1,800.

Because your pension contribution was deducted before you paid tax, you didn’t pay any tax on that amount. 

Therefore you don’t need to claim any further tax relief from the Government, as it has all been handled by your 

employer and the pension provider.

Deductions AFTER tax - a practical example

When you pay pension contributions after tax has been deducted, you need to claim tax relief to get the money 

(that you already paid in tax) back.

If you are a basic rate taxpayer (earning less than £45k) then this is usually very simple. You just send your pen-

sion provider your contribution and they will reclaim the 20% tax that you have already paid. You won’t need to 

do anything else as long as your pension scheme is set up for automatic tax relief. (If your pension scheme is not 

set up for automatic relief then you will need to complete a Self-Assessment from HMRC.)

If you are a higher rate tax payer (paying the 40% tax rate) then you will need to complete a Self-Assessment tax 

return (available from HMRC) in order to claim the full tax relief you are entitled to.

Despite popular belief, self-assessments are actually quite simple as long as you have a record of all your sources 

of income for the year. Though it can be a bit more confusing if you are self-employed or have multiple sources 

of income, at which point you might benefit from getting professional advice from an accountant.

Either way, it pays to save

Whichever way you pay into a pension, it is never too early to think about saving for your retirement.

Your pension provider can often offer you consultations as to how much you should contribute in order to have 

a sufficient pension to retire on. 
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