60% income tax reappears
The high marginal tax rates created by phasing out the personal allowance are back in the
news.
‘A million to pay 60% income tax within years,’ ran a recent headline in The Sunday Telegraph.
The next day The Times picked up on the same story with the article ‘Inflation may leave million
more workers paying 60% tax’.
Whether either article counts as ‘news’ is debatable. The 60% income tax rate (or 61.5% on
earnings in Scotland) has been around, in one form or another, since 2010/11. It is not, as The
Times suggested, the result of ‘a glitch in the personal allowance regime’ but was the product of a
carefully crafted piece of legislation. At the time, the aim was to raise extra revenue while keeping
the threshold for the newly introduced 50% additional rate tax at £150,000.
How the 60% tax rate happens
In 2022/23, Yasmin expects to have an income of £100,000 and is therefore entitled to
a personal allowance of £12,570. If she receives an unexpected bonus of £10,000, her
total income will be £110,000 and her personal allowance will be reduced by half of the
amount by which her total income exceeds £100,000 – i.e. £5,000. As a result, she will
not only pay tax of £4,000 on her bonus (at 40% outside Scotland), but she will also
have to pay £2,000 of tax on the £5,000 of her income no longer covered by the
personal allowance. The result is:
Total extra tax
Total extra income

=

£4,000 + £2,000 x 100% = 60%
£10,000

If Yasmin received a bonus of over £25,140, she would lose all her personal
allowance.
The newspaper articles indirectly highlighted that:
-

The £100,000 threshold at which the personal allowance is tapered has been unchanged
since 2010; and
The personal allowance has almost doubled since 2010, resulting in a £25,140 band of
income in which the 60% rate can bite.

Both factors mean that more taxpayers are being caught as incomes rise over time.
The one piece of good news is that if you are hit by 60% income tax you may also be able to
claim 60% tax relief on pension contributions or gift aid.
Tax treatment varies according to individual circumstances and is subject to change.
The Financial Conduct Authority does not regulate tax advice.
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Important Information This publication has been prepared solely for informational purposes and is not an offer or a solicitation of
an offer to buy or sell any security, product, service, or investment. The opinions expressed in this publication do not constitute
investment advice. Should you require advice you should speak to your financial adviser. The value of investments and the income
from them may go down as well as up and investors may not get back the amount originally invested. Please note that for your
security, calls to Aspect8 will be recorded. For further explanation of any financial terms, speak to your wealth manager. The data
contained in this document has been sourced by Aspect8 and should be independently verified before further publication or use.
Third party data is owned or licensed by the data provider and may not be reproduced or extracted and used for any other purpose
without the data provider’s consent. Third party data is provided without any warranties of any kind. The data provider and issuer of
the document shall have no liability in connection with the third-party data. Issued in July 2022 by Aspect8 Limited, registered
address: Broadlands Business Campus, Langhurst Wood Road, RH12 4QP, number 07572431. Aspect8 Limited is an appointed
representative of Best Practice IFA Group Ltd which is authorised and regulated by the Financial Conduct Authority FCA No. 227247.
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