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Pension contribution & tax relief matrix (assumes 2006/07 tax year) 
Matrix does not apply in year of drawing pensions or death. The areas of most potential gain have been 
coloured grey. The remaining scenarios are inefficient (sometimes very) for tax purposes: 
 
 Salary of 

£3,000 
Salary of 
£30,000 

Salary of 
£215,000 

Salary of 
£400,000 

Employer 
contribution of 
£3,600 
 

Full Corporation Tax 
relief 

Full Corporation Tax 
relief 

Full Corporation Tax 
relief 

Full Corporation Tax 
relief 

Employee 
contribution of 
£3,600 

Full basic rate tax 
relief – net cost 
£2,808 

Full basic rate tax 
relief – net cost 
£2,808 

Full 40% tax relief – 
net cost £2,160  
higher rate tax via 
Self Assessment 

Full 40% tax relief – 
net cost £2,160  
higher rate tax via 
Self Assessment 

Employer 
contribution of 
£200,000 *3 
 

Full Corporation Tax 
relief *2 

Full Corporation Tax 
relief *2 

Full Corporation Tax 
relief  

Full Corporation Tax 
relief 

Employee 
contribution of 
£200,000 

Basic tax relief on 
£3,000 – net cost 
£2,340. Effective tax 
relief only 0.33% 

Basic tax relief on 
£30,000 – net cost 
£23,400. Effective 
tax relief only 3.3% 

Full 40%*1 tax relief 
– net cost £120,000  
higher rate tax via 
Self Assessment 

Full 40% tax relief – 
net cost £120,000  
higher rate tax via 
Self Assessment 

Employer 
contribution of 
£300,000*3 

Full Corporation Tax 
relief *2. Individual 
taxed at 40% on 
£85,000 – tax 
charge £34,000 

Full Corporation Tax 
relief *2. Individual 
taxed at 40% on 
£85,000 – tax 
charge £34,000 

Full Corporation Tax 
relief *2. Individual 
taxed at 40% on 
£85,000 – tax 
charge £34,000 

Full Corporation Tax 
relief *2. Individual 
taxed at 40% on 
£85,000 – tax 
charge £34,000 

Employee 
contribution of 
£300,000 
 

Basic tax relief on 
£3,000 – net cost 
£2,340. Effective tax 
relief only 0.22% 

Basic tax relief on 
£30,000 – net cost 
£23,400. Effective 
tax relief only 2.2% 

40% tax relief up to 
£215,000 – 40% tax 
charge on next 
£85,000 via Self 
Assessment 

40% tax relief up to 
£215,000 – 40% tax 
charge on next 
£85,000 via Self 
Assessment 

 
*1 Marginally less tax relief than 40% due to Basic Rate tax bands. 
*2 Subject to Local Inspector of Taxes ruling on whether pension contribution is excessive against 
earnings – speak to your Accountant. 
*3  Full tax relief only available for Companies with profits in excess of the pension contribution. 
 
Contribution opportunities 
The following are areas of opportunity under the new regime: 
 
Low salaried Company Directors 
Subject to *3 above, Directors can continue to pay low salaries whilst using their companies’ 
contribution to offset against company profits and therefore Corporation tax.  
 
Those with minimal pension funds approaching retirement 
Without the need for large salaries, large pension contributions can be made in the final years before 
retirement – particularly efficient for company directors, less efficient for ordinary employees. 
 
Commercial property purchase 
Although borrowing potential has reduced, larger contributions can be made to boost funds to sufficient 
size to make this a worthwhile option. 
 
Employees with other funds 
Funds from Inheritances etc could be used to pay into a low pension fund to reduce tax liability on 
current income and to boost tax efficient pension fund. Investment benefits from immediate 22% up to 
40% boost. 

 
If you have any questions or need an independent review of your pension arrangements, please contact 
Martin Andrews to discuss your situation further.  Martin Andrews & Associates Ltd is an Independent 

Financial Adviser authorised and regulated by the Financial Services Authority. 
 

Information given in this document should not be taken as advice as it is intended for guidance only.  If 
you wish to have an assessment of your own situation, you should contact the office for advice. 




