
PENSION TAX RELIEF

2 ways to receive tax relief 
Net pay and relief at source are 

the two methods of receiving the tax 
relief available for pension 

contributions made by 
 an employed individual.

Net pay 
Contributions collected before 

income tax is incurred.  Full tax relief 
is applied automatically.  No income 
tax is paid on amount of the pension 

contributions. 
If you are enrolled into a net pay pension scheme

you must be paying tax to receive tax relief onpension contributions.
Relief at source 

Income tax is paid first;  employers 
then collect the net of basic rate tax 
pension contribution from take home 
pay.  Tax relief is reclaimed directly 
from HMRC by the pension scheme 

BUT HMRC only returns 
the basic tax rate. 

If you are enrolled in this type of scheme and

pay higher rate income tax you can claim back the

remainder of the relief by writing to HMRC or 

through your annual tax return.     

Employer contributions
If contributions are paid on your 

behalf by your employer you are not 
taxed on them and no national 

insurance contribution is due.  A 
common method for taking 

advantage of this element of the tax 
system is called salary sacrifice. 

Salary sacrifice 
Sometimes referred to as salary 

exchange, you can forego a portion of 
your salary which your employer then 

pays as a pension contribution on 
your behalf.  This benefits both you 
and your employer as it can lead to 

reduced national insurance 
contributions, whilst providing you 

with the same level of take home pay. 
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There are pros and cons to pension contributions and salary sacrifice.  We suggest 

that additional information and/or advice is obtained before proceeding further.  

If you would like to find out more about the options available to you please read 

the Bloomsbury Wealth Guide to Pensions or get in touch directly. 
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