
 

 

WILL YOU LOSE YOUR PERSONAL ALLOWANCE?  

Every one has heard of personal tax allowances. We all know we can earn a certain amount each year before 
we start to pay income tax. Most people know there are higher rates of taxation, too, which will affect them 
when their earnings pass the relevant tax threshold. 

However, the vast majority of people are unaware of the fact that they can, in some circumstances, lose their 
personal allowances. This is because, as a person’s earnings increase, they will eventually reach a level at which 
the personal allowance disappears altogether. You need to know if this is likely to happen to you. 

When do you lose your personal tax allowance?  
Current tax legislation dictates that in 2017-2018 the standard allowance, that is the amount you can earn free 
of income tax, if you are under sixty-five, is £11,500. As your earnings increase you will pay income tax at a 
higher rate.  When your earnings exceed £100,000 you will begin to lose your personal allowance. The way 
this works is that when your earnings top £100,000 for every £2 you then earn you will lose £1 of your personal 
allowance.  

Basing the calculations on the current standard personal allowance this means that, when you earn more than 
£123,000 you will lose your entire personal allowance.  

It also means that the effective marginal taxation rate you will pay on your earnings between £100,000 and 
£123,000 is a whopping 60%.  If you find yourself in this situation, you have fallen into what is often called the 
Personal Allowance Trap.  This is a situation you would probably prefer to avoid.  

How can you protect your personal allowance? 
Developing your awareness that you could face these additional levels of taxation is an important first step to 
dealing with the situation. 

If you want to review the options available to you, you first need to work out how much you believe you are 
likely to earn during the current tax year. You should then check if that amount is greater than £100,000. If you 
are unsure of how much you are earning at present, or if you have never really thought about how much your 
earnings add up to, now is the time to think about this.   

However, making this calculation can be a complex task. Some people have earnings from more than one 
source, for example, from consultancy activities as well as from their employment. In such circumstances you 
may find that your total earnings reach £100,000 before you realise what is happening. That means you could 
be in for an unpleasant surprise, when you come to make your tax return for the year.  
 

Here at Cansdales we can help you.  There are several immediate financial planning opportunities we can 
discuss with you to help you to manage your personal finances effectively. We can work with you to plan your 
finances to take into account the possible impact of current tax legislation. 

Don’t sleepwalk into the Personal Allowance Trap.  Talk to us as early in the tax year as possible.   You could 
gain significantly as a result.  
 

 
Nick Evans is a partner at Cansdales and is responsible for the Tax Department.  He has specific expertise in 
Trusts and Capital Taxes Planning and he advises professionals on all aspects of taxation planning. 


