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Saving for retirement is an essential financial goal for any family.
However, many people are unaware of the options available to help
them build a substantial nest egg. One of the most generous yet often
misunderstood options is the pension annual allowance. For families
across Norfolk, Suffolk, and Essex, understanding and maximising this
allowance can significantly speed up your journey to a comfortable
retirement, offering unmatched tax benefits along the way.

our pension is more than just a

savings fund for later life; it is a

highly effective wealth-building
tool. The government encourages you to
contribute to a pension by offering valuable
tax relief on your payments. The annual
allowance is the maximum amount you
can contribute to your pensions in a single
tax year while still receiving this tax relief.
For this tax year, the allowance is £60,000
for most people, or 100% of your relevant
UK earnings if that amount is lower.

HOW THE ANNUAL
ALLOWANCE WORKS

When you contribute to a pension, the
government effectively refunds the income
tax you have already paid on that money.

If you are a basic-rate taxpayer, a £100
contribution costs you only £80. Your
pension provider claims the £20 from HMRC
and adds it to your pension pot. If you are
a higher-rate (40%) or additional-rate (45%)
taxpayer, the benefit is even greater, as you
can reclaim the exira tax relief through your
self-assessment tax return.

This tax relief is the primary reason
pensions are such a compelling long-term
investment. It provides an immediate,
guaranteed increase to your savings that
is difficult to match with other investment
options. For a higher-rate taxpayer living
in an Essex commuter town, a £10,000
pension contribution could effectively cost
only £6,000, offering an instant 66% return
on your personal investment before any
growth from the investment itself is taken
into account.

UNDERSTANDING THE
CARRY-FORWARD RULES

Life is rarely straightforward, and you
can’t always use your full £60,000
allowance each year. You might
experience a period of lower earnings

or have other financial priorities, such

as saving for a house deposit or paying
school fees. Recognising this, HMRC
allows you to ‘carry forward’ any unused
annual allowance from the previous three
tax years. This rule can be quite beneficial
for those who receive a sudden windfall,

such as a bonus, inheritance, or proceeds
from a business sale.

To apply the carry-forward rule, you
must have been a member of a registered
pension scheme during the years from
which you are carrying forward allowances,
even if you made no contributions.

You must also use your current year’s
allowance before tapping into any unused
allowance from previous years, starting
with the earliest of the three preceding

tax years. This useful feature allows for
substantial, one-off contributions, making
it ideal for business owners in Suffolk or
Norfolk who might have fluctuating profits
and wish to make a large pension injection
in a particularly good year.

TAPERED ANNUAL ALLOW-
ANCE FOR HIGH EARNERS
For individuals with high incomes, the
annual allowance may be diminished or
‘tapered’. This tapering applies if your
‘threshold income’ (your total income
before pension contributions) exceeds
£200,000 and your ‘adjusted income’ (your
total income plus pension contributions)
exceeds £260,000. In the tax year 2025/26,
for every £2 that your adjusted income
exceeds £260,000, your annual allowance
is reduced by £1.

The maximum reduction can reduce your
annual allowance to as low as £10,000
per year. This tapering can significantly
affect the retirement plans of high-earning
professionals, such as senior managers
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commuting to London or Cambridge, or
successful entrepreneurs. It is essential for
those in this group to seek professional
advice to determine their exact allowance
and to explore strategies to effectively
manage the impact of this taper.

MONEY PURCHASE ANNUAL
ALLOWANCE EXPLAINED
A separate, more restrictive rule applies
if you have already begun to access your
defined contribution pension savings
flexibly. This is known as the Money
Purchase Annual Allowance (MPAA).
Once triggered, your annual allowance
for contributions to defined contribution
schemes decreases to just £10,000 per
year, and you cannot carry forward any
unused allowance from previous years.
The MPAA can be triggered by several
actions, such as withdrawing funds from a
flexi-access drawdown or taking a taxable
lump sum from your pension. It is designed
to prevent people from recycling their
pension savings to benefit from multiple
rounds of tax relief. For anyone considering
phased retirement, perhaps reducing
their hours at a family-run coastal tourism
business in Norfolk, understanding the
MPAA trigger points is essential to avoid
unintentionally restricting their ability to
continue saving for the future.

HIGHER-RATE TAXPAYER
STRATEGY TO BEAT THE CHILD
BENEFIT TAX CHARGE

One of the most effective ways to utilise
pension contributions is to minimise the
High Income Child Benefit Charge. This tax
affects families where one partner earns
over £60,000 and they claim child benefit.
The charge effectively reclaims the benefit,
and once income surpasses £80,000, the
entire amount is recovered through the tax
system. This results in a very high effective
tax rate for many families within this
income bracket.

However, the income figure used to
assess the charge is your income after
pension contributions. By making a
personal pension contribution, you can
lower your ‘adjusted net income’ and
potentially fall below the £60,000 threshold,
enabling your family to retain the full child
benefit. This is a completely legitimate and
highly effective strategy for families across
the region to boost their retirement savings
while maintaining valuable family benefits.

USING YOUR PENSION FOR
LIFETIME PLANNING AND
SCHOOL FEES

While pensions are primarily meant for
retirement, savvy planning can assist with

other long-term objectives. For example,
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some parents utilise their tax-free lump
sum, which they can generally access from
age 55 (rising to 57 in 2028), to contribute
towards university fees or a house deposit
for their children. By increasing their
pension savings during their working years,
they build a flexible fund that can be used
for significant family expenses later.

This requires careful forward-planning
and an understanding of the timescales
involved. By maximising your annual
allowance and taking advantage of carry-
forward rules, you can build a substantial
pot that offers this kind of flexibility. The
key is to view your pension not just as a
retirement vehicle but as a central element
of your overall family wealth strategy.

INDIVIDUAL SAVINGS
ACCOUNTS (ISA) VS PENSION:
A COMMON DILEMMA

Many savers wonder whether to prioritise
saving into an ISA or a pension. Both
provide significant tax benefits. ISAs allow
your investments to grow free of tax,

and any withdrawals are also tax-free.
Pensions offer tax relief when contributions
are made, tax-free growth, but withdrawals
(beyond the 25% tax-free lump sum) are
taxed as income. For most people, the
best strategy is not to pick one over the
other, but to utilise both together.
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A pension is usually the better choice
for long-term retirement savings due
to the upfront tax relief and employer
contributions. However, an ISA offering
flexibility allows you to access your money
anytime without penalty for medium-term
goals. At DG Financial Services, we can
help you find the right balance for your
circumstances, ensuring you meet your
short-term needs while maximising your
long-term retirement prospects.

MAXIMISING YOUR WORK-
PLACE PENSION THROUGH
SALARY SACRIFICE

If you are employed, you will likely have a
workplace pension. Your employer must
contribute to it, and you should always
contribute enough to receive your employer’s
maximum matching contribution; this is
essentially free money. Many employers also
offer a ‘salary sacrifice’ (or ‘salary exchange’)
scheme, which can make your pension
contributions even more efficient.

With salary sacrifice, you agree to a
lower gross salary, and your employer pays
the sacrificed amount directly into your
pension. Because your salary is lower, both
you and your employer pay less in National
Insurance contributions. Your employer
might pass some or all of their NI saving on
to you, further boosting your pension pot.
This is a simple but powerful way to make
your money work harder.

PENSION PLANNING FOR
THE SELF-EMPLOYED AND
COMPANY DIRECTORS

If you are self-employed or a company
director, you do not have a workplace
pension to fall back on. The responsibility
for saving for retirement rests firmly

on your shoulders. The good news is
that you have a wide range of options,
including personal pensions and Self-
Invested Personal Pensions (SIPPs). Your
contributions will still qualify for tax relief
based on your relevant UK earnings.

Company directors have an extra option:
making employer pension contributions
directly from the business. These are usually
regarded as an allowable business expense,
lowering the company’s corporation tax
bill. Moreover, employer contributions are
not restricted by the director’s personal
earnings, only by the overall annual
allowance and carry forward rules. This
can be a highly tax-efficient method of
extracting profit from the company.

INTRODUCTION TO SIPP
AND SSAS PENSIONS
For those seeking greater control over
their pension investments, a Self-Invested
Personal Pension (SIPP) can be an
excellent option. A SIPP enables you
to invest in a broader range of assets
compared to a standard personal or
workplace pension, including individual
stocks and shares, commercial property,
and more. This offers you the flexibility to
create a portfolio that truly aligns with your
investment strategy and risk appetite.
Business owners might also consider a
Small Self-Administered Scheme (SSAS).
A SSAS is a type of company pension
scheme that can be managed by the
company’s directors. It provides all the
flexibility of a SIPP but with additional
features, such as the ability to lend money
back to the sponsoring company or to buy
the company’s commercial premises, which
can then be leased back to the business.
This makes a SSAS a powerful tool for both
retirement planning and business financing.

PENSIONS FOR A
NON-WORKING SPOUSE OR
ADULT CHILDREN

Many believe you must earn an income
to contribute to a pension. However, even
if you have no earnings, such as when
taking time off to raise a family, you can
still contribute up to £3,600 annually.

This amount includes your personal
contribution of £2,880 and £720 in tax

relief claimed by the pension provider.
This is a valuable allowance that should
not be overlooked. Over many years,
these contributions can accumulate
into a substantial retirement fund for a
non-working partner. You can also make
contributions on behalf of your children or
grandchildren, subject to the same £3,600
annual limit. This is a fantastic way to give
them a head start on their own retirement
savings, with decades of potential
investment growth ahead.

INVESTMENT CHOICES

AND STRATEGY INSIDE
YOUR PENSION

Your pension is a long-term investment,
so it is essential to have a clear strategy.
The options available will depend on the
type of pension you have. Workplace
schemes may offer a limited selection
of funds, while a SIPP provides a nearly
unlimited universe. Key principles include
diversification, spreading your money
across different asset classes and
geographical regions, and ensuring your
investments match your risk tolerance.

As you approach retirement, you might
want to gradually decrease the level of risk
in your portfolio to safeguard the value you
have accumulated. Many investors are also
increasingly interested in Environmental,
Social, and Governance (ESG) investing,
aiming to align their pensions with
companies that demonstrate sustainable
and ethical practices. A financial adviser
can assist you in building and managing a
portfolio that suits your goals.

UNDERSTANDING YOUR RE-
TIREMENT INCOME OPTIONS
When you reach retirement, your pension
fund can be accessed in different ways.
You can usually withdraw up to 25%

of the fund as a tax-free lump sum (the
Pension Commencement Lump Sum, or
PCLS). The remaining 75% can be used to
generate a taxable income. One option is
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to purchase an annuity, which provides a
guaranteed income for the rest of your life.
Alternatively, you can transfer the fund

into flexi-access drawdown. Here, your
pension stays invested, allowing you to
withdraw a taxable income as and when
you need it. This provides greater flexibility
but also involves investment risk, as your
fund value can rise or fall. The best option
depends on your health, other income
sources, and your attitude to risk.

UNPARALLELED INHERITANCE
TAX BENEFITS OF PENSIONS
From April 2027, the long-standing
exemption that usually kept defined
contribution pensions outside your estate
for Inheritance Tax (IHT) is set to end. This
change means pension savings may be
included in the IHT calculation on death,
alongside property, investments, and other
assets. For many families, especially those
with significant pension pots accumulated
through workplace schemes, SIPPs,

or employer contributions, this could
substantially increase the potential IHT bill
and affect how they plan their withdrawals
and bequests.

In practical terms, estate plans that
previously focused on spending from ISAs
or cash while safeguarding pensions for
inheritance may need to be reviewed.

You might want to reassess beneficiary
nominations, consider lifetime gifting
strategies, revisit trust planning, and
explore different drawdown options to
manage both IHT exposure and income
needs. Since the specific rules, thresholds,
and interactions with existing allowances
and reliefs will influence the actual impact
on your family, at DG Financial Services,
we can run personalised projections well
before the April 2027 change.

STEP-BY-STEP CHECKLIST
BEFORE THE TAX YEAR-END
As the 5 April tax year-end approaches, it
is also a vital time to review your pension

planning. Taking action now can save you
a considerable amount of tax and enhance
your retirement savings.

B Review your earnings: Calculate your
total income for the year to determine
your marginal tax rate and whether
you are affected by the tapered annual
allowance or the child benefit charge.

B Check your current year’s
contributions: Tally up all contributions
made by you and your employer to all
your pension schemes.

B Calculate your unused allowance:
Work out how much of your £60,000
allowance for the current year is
remaining.

B Look back at previous years: Check
your pension statements from the last
three tax years to identify any unused
allowance that can be carried forward.

m  Consider a lump-sum contribution: If
you have the funds and the allowance,
make a contribution before the
deadline to secure valuable tax relief.

HOW DG FINANCIAL SERVICES
CAN HELP YOU PLAN
Navigating the complexities of pension
allowances, tax relief, and investment
strategies can be challenging. At DG
Financial Services, we specialise in
helping families across Norfolk, Suffolk,
and Essex to make the most of their
financial opportunities. We provide clear,
practical, and personalised advice to
help you craft a strong plan for your
retirement and beyond.

We understand the specific
circumstances of people in our region,
from self-employed tradespeople and
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farm owners to company directors and
city commuters. We will take the time to
understand your unique goals and help
you create a strategy that maximises
your allowances, minimises your tax
liabilities, and gives you confidence in
your financial future. ®

This guide was published before
Chancellor Rachel Reeves’ 2025 Autumn
Budget, which was announced on
Wednesday, 26 November. Please note
that some details may have changed
since the announcement.

At DG Financial Services, we are
committed to helping families explore
these opportunities within the wider
context of their lives. Whether saving
for retirement, funding education, or
planning for property wealth, making
effective use of allowances can be one
of the most significant steps you take. To
learn more about how these principles
can support your financial journey,
please contact us today.

THIS DOES NOT CONSTITUTE TAX,
LEGAL OR FINANCIAL ADVICE AND
SHOULD NOT BE RELIED UPON AS
SUCH. TAX TREATMENT DEPENDS ON
THE INDIVIDUAL CIRCUMSTANCES
OF EACH CLIENT AND MAY BE
SUBJECT TO CHANGE IN THE
FUTURE. FOR GUIDANCE, SEEK
PROFESSIONAL ADVICE.

Arrange a no-obligation consultation to discuss your financial goals. To

find out more about how these options can support your journey towards

retirement, please contact DG Financial Services today to schedule your initial

meeting and begin your path to a more secure and prosperous retirement.

G
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