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Introduction

Included in this guide;

 » Overview

 » Lifetime Allowance Test

 » The Lifetime Allowance charge

 » Protection

 » Age 75

 » Benefit Crystallisation Events

 » Disclaimer

From 6th April 2006 pension rules changed significantly, in particular the rules around the maximum 
benefits payable under UK tax approved pension schemes.

Although there are no limits on the benefits a member can receive from registered pension schemes, 
there is an overall limit of tax privileged pension funds a member can accrue during their lifetime – called 
the Lifetime Allowance (LTA.)

When a member takes certain benefits (and at other times such as reaching age 75 or on death before 
age 75), the amount of LTA used is tested. When the benefits along with any other benefits the member 
has previously taken exceed the LTA, a ‘Lifetime Allowance charge is applied to the value in excess of the 
LTA.
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Overview

The LTA is the overall limit of tax privileged pension funds a member can accrue during their lifetime 
before a LTA tax charge applies.

The standard LTA is currently £1,073,100 for the 2020/21 tax year. However, it has changed frequently 
since it was first introduced on 6th April 2006 as shown below;
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The Lifetime Allowance Test

A member will use part of their LTA most commonly when they start to draw a pension but there are also 
other occasions that trigger a test of pension savings against the LTA.

An event that results in the LTA being used up is called a ‘Benefit Crystallisation Event’ (BCE).

Generally speaking, the type of event which is a BCE includes:

 » taking pensions
 » taking lump sums
 » reaching age 75
 » death
 » transferring to qualifying recognised overseas pension schemes

When a BCE occurs, a comparison is made between the amount being crystallised and the member’s LTA 
that is still available. Any crystallising amount that exceeds the level of LTA available is subject to the LTA 
tax charge.
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Having used 100% of the LTA any further crystallisation events will incur a LTA charge.

• LTA

• % of LTA used

• % of LTA remaining

Because the value of the crystallised fund is less than the LTA there is no LTA tax charge

Members who decide to take their benefits in stages (i.e. phased retirement) will use up a proportion of 
the LTA in force each time benefits are taken.

Example - retirement

On 6th April 2020 Jemma crystallises her pension fund valued at   

£1,073,100

97%

3%

£1,040,907

• LTA

• % of LTA used

• % of LTA remaining

On 6th April 2020 Mark crystallises a further part of his pension fund valued at

Example - Phased retirement

On 6th April 2010 Mark crystallises his pension fund valued at

£1,800,000

40%

60%

£720,000

£1,073,100

60%

0%

£643,860

• LTA

• % of LTA used

• % of LTA remaining

The Lifetime Allowance Test

If the value of benefits exceeds 100% of the LTA, a Lifetime Allowance charge will be payable on the  
excess. The LTA charge can be applied in either of two ways or a combination of both depending on how 
the excess benefits value above the LTA is taken. The charge is;

 » 55% if taken as a lump sum, or
 » 25% if taken as income. In addition the income payments are taxed under the Pay As You Earn 
(PAYE) system.

• LTA

• Excess benefits £2m - £1,073,100

• LTA charge 55% x £926,900

• Net excess benefit value £926,900 - £509,795

Benefits taken:

Example - Phased retirement

On 6th April 2020 Michele crystallises her pension fund valued at

£1,073,100

£926,900

£509,795

£417,105

£2,000,000

£268,275

£417,105

£685,380

£804,825

• Tax free cash # £1,073,100 x 25%

• Net excess benefits value

• Total lump sum

• Remaining benefits value for income £1,073,100 - £268,275

#TFC is the lesser of

• 25% of the benefit value at crystallisation (£2m x 25% = £500,000) and

• 25% of the LTA at crystallisation (£1,073,100 x 25% = £268,275)

Michele received a total lump sum of £685,380 with the remaining benefits value of £804,825 being used 
for income drawdown.
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• LTA

• Excess benefits £2m - £1,073,100

• LTA charge 25% x £926,900

• Net excess benefit value £926,900 - £231,725

Benefits taken:

Example - LTA charge / excess benefits taken as income

On 6th April 2020 Richard crystallises his pension fund valued at

£1,073,100

£926,900

£231,725

£695,175

£2,000,000

£268,275

£804,825

£695,175

£1,500,000

• Tax free cash # £1,073,100 x 25%

• Residual benefits value for income £1,073,100 - £268,275

• Plus net excess benefit value

• Total benefits value to provide income

Richard received a total lump sum of £268,275 with the remaining benefits value of £1,500,000 being 
used for income drawdown. Note - all income drawdown payments are subject to tax under PAYE system.

Protection

 » Primary protection (PP)

 » Enhanced protection (EP)

 » Fixed protection (FP)

 » Fixed protection 2014 (FP 2014)

 » Fixed protection 2016 (FP 2016)

 » Individual protection 2014 (IP 2014)

 » Individual protection 2016 (IP 2016)

 » Pension credits and debits on divorce

Protection provides entitlement to a personal LTA which entitles the member to a higher fund value than 
the standard LTA without triggering the LTA charge.

When the LTA was introduced on 6th April 2006, HMRC allowed members of registered pension schemes 
to apply for two types of protection – known as primary and enhanced protection. Further types of                
protection have been introduced as the LTA was reduced in 2012, 2014 and 2016. Details of the
enhancements and protections include the following:

Primary protection (PP)

Primary protection is for individuals who had pension savings of over £1.5 million on 5 April 2006.                   
Individuals gain a personal LTA greater than the standard LTA in place when benefits are taken. Primary 
protection cannot be given up and can only be reduced or lost through pension sharing on divorce.

Enhanced protection (EP)

EP means an individual will not be liable to a Lifetime Allowance charge regardless of the value of their 
pension rights. Individuals with EP have only very limited opportunity to accrue further pension benefits 
and will lose their EP in a number of circumstances.

Fixed protection (FP 2012)

FP 2012 fixes an individual’s LTA at £1.8 million so benefits up to that amount can be taken without a 
charge. Individuals with FP 2012 have only very limited opportunity to accrue further pension benefits 
and will lose their FP 2012 in a number of circumstances.
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Fixed protection 2014 (FP 2014)

FP 2014 fixes an individual’s LTA at £1.5 million so benefits up to that amount can be taken without a 
charge. Individuals with FP 2014 have only very limited opportunity to accrue further pension benefits 
and will lose their FP 2014 in a number of circumstances.

Fixed protection 2016 (FP 2016)

FP 2016 fixes an individual’s LTA at £1.25 million so benefits up to that amount can be taken without a 
charge. Individuals with FP 2016 have only very limited opportunity to accrue further pension benefits 
and will lose their FP 2016 in a number of circumstances.

Individual protection 2014 (IP 2014)

IP 2014 offers more flexibility than FP 2014 because it does not restrict future pension savings.                               
Individuals who had pension savings of more than £1.25 million at 5 April 2014 gain a personalised LTA 
equal to the value of their pension savings on 5 April 2014 up to a maximum of £1.5 million.

Individual protection 2016 (IP 2016)

IP 2016 offers more flexibility than FP 2016 because it does not restrict future pension savings.                                
Individuals who had pension savings of more than £1 million at 5 April 2016 gain a personalised LTA equal 
to the value of their pension savings on 5 April 2016 up to a maximum of £1.25 million.

Divorce and international

LTA protections or enhancements may also be available on divorce where pension credit rights are                  
acquired and in some international non-residence situations or on transfers from recognised overseas 
pension schemes to UK registered pension schemes.

Age 75

Uncrystallised funds

If an individual does not take their pension benefits, all uncrystallised funds are tested against the LTA 
at age 75. Should the member then decide to take benefits after age 75 there are no further checks                  
required.

Crystallised funds

If an individual has taken benefits before age 75 a test is made against the LTA at the time the benefits 
are taken. However, a second test occurs when the individual either buys an annuity or reaches age 75, 
whichever the sooner. The second test is only concerned with the increase in the value of the funds that 
were designated to income drawdown.

Example - second test

• Tax free cash paid (25%)

• Residual benefits value for income (£1.2m - £300,000)

• LTA

• % of LTA used

• % of LTA remaining

On 6th April 2007 Nicholas crystallises his pension fund valued at

£300,000

£900,000

£1,600,000

75%

25%

£1,200,000
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• Residual benefits (was £900,000) but grown and valued at

• LTA

• % of LTA remaining from the first test

• 25% of current LTA

• Residual benefits value increased by (£1.25m - £900,000)

• Excess fund subject to LTA charge

On 6th April 2020 Nicholas reaches age 75 having taken no income. A second test is required

£1,250,000

£1,073,100

25%

£268,275

£350,000

£81,725

If there is an excess it is not possible to take it as a cash lump sum (less the 55% LTA charge) as this 
must be paid before age 75. Instead the excess must be taken as income (less the 25% LTA charge).

If Nicholas had taken a modest income each year he could have avoided the LTA charge.

Benefit Crystallisation Events (BCEs)
Each time benefits are taken from a registered pension scheme a test is carried out to ensure the LTA 
hasn’t been exceeded. These are known as Benefit Crystallisation Events (BCE’s) as shown below;

An individual reaches age 75 and has not 
taken all of their benefits under a DB 
scheme

20 times the pension, plus any separate 
lump sum, as if these benefits were taken 
at age 75

5

What and when Amount measured against LTABCE

The value of the amount moved into              
income drawdown

Individual moves funds to provide an               
income drawdown pension1

20 times the pension paid in the first yearIndividual becomes entitled to a scheme 
pension before age 752

The value used to buy the annuity (less  
any amounts previously crystallised 
under BCE1 if funds are coming from a                
drawdown pension)

Individual becomes entitled to a lifetime  
annuity4

An increase in a scheme pension that              
exceeds a certain level3 20 times the excess pension scheme

An individual with drawdown pension 
fund(s) reaches age 75

The value of the drawdown less any 
amounts previously crystallised under 
BCE1

5a
An individual reaches age 75 with                 
uncrystallised funds in a money  purchase 
scheme

The value of the uncrystallised funds5b

An individual dies before age 75 and the
remaining uncrystallised funds are used to 
buy a beneficiaries annuity #

The value used to buy the annuity5d

An individual dies before age 75 and 
the remaining crystallised funds are                     
designated for beneficiaries flexi-access 
drawdown #

The value of the amount moved into  
drawdown5c
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Payment of a relevant lump sum before 
age 75 (e.g. tax free lump sum) The amount of the lump sum6

Transfer to a Qualifying Recognised Over-
seas  Pension Scheme (QROPS)

The amount transferred (less any amounts                   
previously crystallised under BCE1) if 
funds are coming from a drawdown             
pension

8

Payment of a lump sum death benefit 
where the individual dies before age 75 The amount of the death benefit7

Any other event prescribed in regulations.                         
Currently includes certain payments made                    
(arrears after death, pension errors)

Depends on event9

# needs to be within 2 years of Heritage Pensions being informed of death.

Disclaimer

This guide is based on our current understanding of the relevant legislation and regulations and may be 
subject to alteration as a result of changes in legislation or practice.

All reference to taxation are based on our understanding of current taxation law and practice and may be 
effected by future changes in legislation and the individual’s circumstances.

Heritage Pensions Limited is authorised and regulated by the Financial Conduct Authority (FCA No. 
475096).
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The International Expat SIPP is operated and administered by Heritage Pensions Limited who are authorised and                
regulated by the Financial Conduct Authority.

The asset trustees for the International Expat SIPP is International SIPP Trustees Limited. An agreement is in place           
between Heritage Pensions Limited and IVCM whereby certain administrative functions in respect of the International 
Expat SIPP are outsourced to and undertaken by IVCM.

Heritage Pensions Limited

Telephone. +44 (0) 1525 408120
Fax. +44 (0) 1525 403189
Email. info@heritagepensions.co.uk
Website. heritagepensions.co.uk

6 Doolittle Mill, Froghall Road, Ampthill, Bedfordshire, MK45 2ND

Heritage Pensions Limited is authorised and regulated by the Financial Conduct Authority 
(FCA No. 475096)


