
Understanding Tax Codes

A tax code is used by your employer or pension provider to calculate the amount of tax to 
deduct from your pay or pension. If you have the wrong tax code you could end up paying 
too much or too little tax.

Areas Covered

What is a tax code?
How tax codes are worked out
How the ‘K code’ works
Where to find your tax code
Changes that might affect your tax code

What is a tax code?

A tax code is usually made up of one letter and several numbers, for example: 117L or 
K497.

If your tax code is a number followed by a letter

If you multiply the number in your tax code by 10, you’ll get the total amount of income you 
can earn in a year before paying tax. The letter shows how the number should be adjusted 
following any changes to 
allowances anounced by the Chancellor - common tax code letters are explained below.

If your tax code is a ‘K’ followed by a number

If your tax code is a ‘K’ code - for example, K497 - the number indicates how much must be 
added to your taxable income. Read more under How the K code works.

Common tax code letters and what they mean

	 L 	 is used if you are eligible for the basic personal allowance.

	 P 	 is used if you are aged 65 to 74 and eligible for the full personal allowance.

	 V	 is used if you are aged 65 to 74, eligible for the full personal allowance and the 
full
		  married couple’s allowance (for those born before 6 April 1935 and aged under 
75) and 			   estimated to be liable at the basic rate of tax.

	 Y 	 is used if you are aged 75 or over and eligible for the full personal allowance.

	 T 	 is used if there are any other items HM Revenue & Customs (HMRC) needs to 
review 			   in your tax code, or if you ask HMRC not to use any of the other 
tax code letters listed 			   above.

	 K 	 is used when your total allowances are less than your total ‘deductions’ (read 
more 
		  under ‘How the K code works’).
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Important changes you need to be aware of for this financial year.

Income Tax – Personal Allowances

All income tax allowances have increased in line with inflation. The personal allowance remains unchanged as £6,475. 
As do the age-related personal allowances which are £9,490 for people aged between 65 and 74 and to £9,640 for 
those aged 75 and over.

Personal Tax Allowance Benefits 2009-10 Change 2010-11

Personal allowance (age under 65) £6,475 none £6,475

Personal allowance (age 65 - 74) £9,490 none £9,490

Personal allowance (age 75 and over) £9,640 none £9,640

Married couple’s allowance^ (aged less than 75 and 
born before 6th April 1935)

£6,535 none £6,865

Married couple’s allowance^ (aged 75 & over) £6,965 none £6,965

Married couple’s allowance^ - minimum amount £2,670 none £2,670

Income limit for age related allowances £22,900 none £22,900

Blind person’s allowance £1,890 none £1,890

^ Married couple’s allowance is given at the rate of 10 percent

Additional higher rate of Income Tax

A new additional higher rate of Income Tax of 50% has been introduced for those with incomes above £150,000 from 
April 2010.

Income Tax - Taxable Bands

2009-10 2010-11

Rate Name £ per year Rate Name £ per year

Starting savings rate:  10%** £0-2,440 Starting savings rate: 10%** £0-2,440

Basic rate:  20%** £0 - £37,400 Basic rate:  20%** £1 - £37,400

Higher rate:  40%** Over £37,400 Higher rate: 40%** £37,400 - £150,000

Additional rate:  50%** N/A Additional rate: 50%** over £150,000

** There is a 10p starting rate for savings only. If an individual’s non savings taxable income exceeds the starting rate limit, the 10p starting rate for 
savings will not be available for savings income.
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National Insurance Contributions (NICs)

National insurance contribution (NIC) rates and thresholds for 2010-11 are outlined below:

£ per week (unless stated) 2009-10 Change 2009-10

Lower earnings limit, primary Class 1 £95 +£2 £97

Upper earnings limit, primary Class 1 £844 none £844

Primary threshold £110 none £110

Secondary threshold £110 none £110

Class 2 rate (per week) £2.40 none £2.40

Class 2 small earnings exception (per year) £5,075 none £5,075 

Class 3 rate (per week) £12.05 none £12.05

Class 4 lower profits limit (per year)  £5,715 none  £5,715

Class 4 upper profits limit (per year) £43,875 none £43,875

* correct at time of print

For a full explanation of the changes please see: http://www.hmrc.gov.uk/employers/epa-understanding.htm 

For further information please contact our experienced advisors on 0800 848 8888
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