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Protection from the Lifetime Allowance Charge 

 

 

 

 

A new pensions saving regime was implemented on ‘A’ Day – 6 April 2006. The concept of 

the Lifetime Allowance was introduced at that time – a limit on the total value of pension 

funds tested at the time of taking benefits, with any value in excess of the LTA being 

subject to a Lifetime Allowance Charge of 55% or 25% if the excess should be taken as 

income.  

From its peak of £1.8m, the LTA has been successively reduced in recent years and now 

stands at just £1,073,100 (frozen until 5.4.26). Over this period, forms of protection from 

the reduced Lifetime Allowance (LTA) that individuals may have, or intend to put, in place 

include: Primary Protection, Enhanced Protection and Fixed and/or Individual Protection 

2012/2014/2016. These protections give the individual a personal LTA which may exceed 

the current standard LTA, and so reduce or eliminate any LTA charge for exceeding the 

standard LTA. 

It is important to note that individuals who have registered for Enhanced or Fixed 

Protection cannot make any further pension contributions or accruals without losing 

protection. These individuals should be particularly aware of falling foul of these rules via 

auto-enrolment or participation in a corporate pension death benefit scheme. If Protection 

is lost, then the individual must notify HMRC within 90 days or be liable to penalties.  

Tax free cash protection was also available to those with tax free cash rights of over 

£375,000 at ‘A’ day, in conjunction with registration for Enhanced or Primary Protection. 

In addition, individuals who have tax free cash lump sum rights in excess of 25% may 

retain this right, but within their existing scheme only, in the majority of cases.  

Those individuals who have not registered for protection will need to be mindful of their 

position in relation to the LTA with each new pension contribution, and also regularly 

review the growth being achieved by their pension fund. It should be remembered that any 

lump sum funds taken in excess of the LTA will be subject to a 55% tax charge (for more 

details please see our Research Note on Saving into Pensions).  
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Notes: 

1. Please note that this is a simplistic summary, and exceptions apply (e.g. the definition of further accrual for final salary schemes). 

Please see below for further details. 

2. If Primary and Enhanced both apply, Enhanced takes precedence and Primary lies dormant until Enhanced is revoked. 

3. If Enhanced FP12/FP14/FP16, and IP14/IP16 apply, Enhanced FP12/FP14/FP16 takes precedence and IP14/IP16 lies dormant until 

Enhanced FP12/FP14/FP16 is revoked. 

 

Primary Protection 

• This was available only to those whose funds exceeded the LTA at A day (£1.5m on 5.4.06). 

• This provides the individual with a personal lifetime allowance, expressed as a percentage of the higher of the 

statutory lifetime allowance and £1.8million (the applicable LTA is now fixed at £1.8m until such time as the 

statutory LTA may exceed this).  

• The individual can continue contributing to pension arrangements after A day. 

• The funds are valued at the day before A day, i.e. 5 April 2006.  

- For a final salary scheme, the valuation will assume the individual left service on 5 April 2006, and use a factor 

of 20:1.  

- Any pensions already in payment at A day will be valued using a factor of 25:1 at the point of the first benefit 

crystallisation event after A day.  

- Any schemes where a cash sum is separately provided, e.g. statutory schemes, the cash sum is added on a 1:1 

basis. 

Example:  

An individual has, on 5 April 2006, personal pension funds valued at £1.3m, a final salary pension not yet in payment 

valued at £20,000p.a., and a pension in payment of £4,000p.a. His total pension funds are therefore valued at £1.3m + 

(£20k x 20)+ (£4k x 25) = £1.8m on A day. He registers for primary protection and is therefore given a personal LTA of 

(£1.8m-£1.5m)/£1.5m = a factor of 0.2 x the statutory LTA in addition to the statutory LTA.  

He takes benefits from all of his personal pension funds, which by then are valued at £2.2m, in 2012/13 when the 

applicable lifetime allowance is £1.8m.His personal LTA is therefore 1.2 x £1.8m = £2.16m. However, as this is his first 

benefit crystallisation event since A day, from this he needs to deduct the current value of the pension in payment – 

Type of Protection Fund Protected Further 

Contributions 

Allowed? 

Deadline for 

registration 

Primary Fund at A day indexed in line with standard LTA (minimum applicable 

LTA is £1.8m) 

Yes Closed 

Enhanced No limit to fund level protected No Closed 

Fixed 2012 (FP12) Up to £1.8m (or the standard LTA if higher) No Closed 

Fixed 2014 (FP14) Up to £1.5m (or the standard LTA if higher) No Closed 

Individual 2014 (IP14) Fund value at 5.4.14 - minimum £1.25m maximum £1.5m (or the 

standard LTA if higher) 

Yes Closed 

Fixed 2016 (FP16) Up to £1.25m (or the standard LTA if higher) No No deadline 

Individual 2016 (IP16) Fund value at 5.4.16 - minimum £1m maximum £1.25m (or the standard 

LTA if higher) 

Yes No deadline 

None Standard LTA: £1,073,100 (frozen until 5.4.26) Yes n/a 
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assuming the pension is level, this is (£4k x 25) = £100,000 - giving a reduced personal LTA of £2.06m. The excess of 

£2.2m - £2.06m = £140k can be taken as a lump sum subject to the lifetime allowance charge on excess funds of 55%. 

Alternatively it can be taken as income with the rest of the pension pot (subject to income tax as usual), after a lifetime 

allowance charge of 25% has been applied.   

His final salary pension and/or lump sum, when taken, will be wholly subject to the excess charge as he has no 

remaining lifetime allowance. He would therefore be able, under the Revenue rules, to take this entirely as a lump sum 

net of 55% tax. However, the scheme rules would also need to allow this choice. 

 

Enhanced Protection 

• This was available to all – i.e. both to those whose funds exceeded the LTA at A day, and also those who calculated 

that they may exceed the LTA by the date of vesting – and excluded the LTA from applying, provided that certain 

rules are adhered to. 

• HMRC distinguish between three different types of scheme when specifying the rules under which enhanced 

protection can be maintained. It is necessary to refer to the scheme rules to determine the particular type of scheme. 

The following extract from their Pensions Tax Simplification Newsletter no 8 explains: 

o “Defined Benefit” benefits: the form and amount of the benefit promised is fixed. For example the member 

is promised a pension of one 60th of final salary for each year of pensionable service, or that a lump sum 

benefit of, say, £100,000, or 4 times salary, will be paid if he dies in service. 

o Cash Balance benefits: the promised value of the pot that will provide the benefit is fixed, but the form 

and/or amount of the benefit is not. For example the member is promised that when she retires a pot of 

£200,000 will be made available to provide her with benefits, of, if she dies in service, a pot of £200,000 will 

be made available to provide death benefits (whether pension or lump sum). 

o Other Money Purchase benefits: the benefits are calculated by reference to a pot, the amount in which will 

be determined by the value of the member’s pension fund at the date of calculation. For example, the 

member is promised that the current value of his pot will be made available to provide benefits on 

retirement, or, if he dies in service, the current value of the pot, including the proceeds of any life cover 

policy held by the trustees in relation to him, will be made available to provide death benefits (whether 

pension or lump sum). 

o It is possible for a scheme to contain more than one type of arrangement. For example a scheme may 

provide a member with retirement benefits under ‘other money purchase’ basis and also provide benefits 

on death in service of 4 x salary (a defined benefits arrangement).” 

• For ‘other money purchase arrangements’, absolutely no further pension contributions can be made after A day in 

order for enhanced protection to be retained. However, continuing contributions to pension term assurance policies 

in place at A day, and contracted out rebates, where the contracting out policy was in existence at A day, are 

permitted. 

• For final salary (‘defined benefit’) schemes, or ‘cash balance’ arrangements, membership can continue as long as 

the post A day salary increases are at a lower rate than ‘indexation’, or the benefit accrual is within the ‘appropriate 

limits’. This is a relatively complex calculation – please contact your clarity adviser if you require further details.  

• It is important to note that certain types of lump sum death benefits may cause enhanced protection to be lost when 

paid, notably those from a defined benefit or ‘cash balance’ arrangements, where the payment exceeds the 

‘appropriate limits’. Return of fund payments from ‘other money purchase’ schemes do not have this effect. This 

includes section 226A policies as the pot is not fixed, but calculated by reference to the payments made. 

• Death benefits which take the form of a dependant’s pension will not cause enhanced protection to be lost, for all 

types of scheme.  

Example:  

An individual has, on 5 April 2006, pension funds worth £1.3million. He claims enhanced protection and makes no further 

contributions/relevant benefit accruals after A day. He takes benefits from these funds in 2019/20, when the funds are 

worth £2.2million. Even though the lifetime allowance is then £1.055million, no recovery charge will apply under 

enhanced protection. Please note that, unless specific tax free cash protection exists (see below), the maximum tax free 

cash sum is limited to 25% of the statutory lifetime allowance (or 25% of £1.5m if higher). 
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Fixed Protection 2012 (FP12) 

On 6 April 2012, the statutory LTA dropped from £1.8m to £1.5m. Those who believed they would be penalised by this 

change were able to register for ‘fixed protection’. The registration needed to be made by 5 April 2012, and had the effect 

of fixing the individual’s personal LTA for the purpose of calculating maximum pension and tax free cash benefits at 

£1.8m (until such time as the statutory LTA may exceed this). To maintain FP12, the conditions are similar to Enhanced 

Protection above, with no further pension contributions or accruals in excess of the permitted amount allowed. 

 

Fixed Protection 2014 (FP14) 

On 6 April 2014, the statutory LTA fell again from £1.5 million to £1.25 million. Fixed Protection 2014 was available for 

those who registered by 5 April 2014, to protect a personal LTA of £1.5 million, and works in the same way as FP12 

above.  

 

Individual Protection 2014 (IP14) 

IP14 gives individuals a personal LTA equal to their pension rights as at 5 April 2014 (up to £1.5 million), or the standard 

LTA if higher. Unlike those with FP14, those who register will be able to continue saving, however, benefits above the 

personal LTA will be subject to a LTA Charge when taken. IP14 was only available to those with benefits over £1.25 

million on 5 April 2014. It was also available to those who are registered for Enhanced Protection, FP12/FP14/FP16, in 

which case it will remain dormant until such time as Enhanced/FP12/FP14/FP16 is revoked. Registration for IP14 was 

required by 5 April 2017. 

 

Fixed Protection 2016 (FP16) 

On 6 April 2016, the statutory LTA fell again from £1.25 million to £1 million. Fixed Protection 2016 is available to protect 

a personal LTA of £1.25 million, and works in the same way as FP12 above. However, there is no deadline for 

application, and applications must simply be made before benefits are crystallised. FP16 is not available to those who 

already have Primary or Enhanced Protection, or FP12/FP14.  

 

Individual Protection 2016 (IP16) 

IP16 works in the same way as IP14, and gives individuals a personal LTA equal to their pension rights as at 5 April 

2016 (up to £1.25 million), or the standard LTA if higher. Those who register will be able to continue saving, however, 

benefits above the personal LTA will be subject to a LTA Charge when taken. IP16 is only available to those with 

benefits over £1 million on 5 April 2016. There is no deadline for registration (although this must of course, be completed 

before benefits are taken), however, a valuation of pensions must be carried out as at 5 April 2016 and therefore action 

on this, if not already taken, should not be delayed. 
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Protecting Your Tax Free Cash Lump Sum 

Tax free cash (strictly called the Pension Commencement Lump Sum) cannot be registered for protection on its own, 

and there are a number of permutations for the level of tax free cash that can be protected. The situation is by no means 

straightforward, and the table below is intended as a broad guide only. In addition, the valuation of the tax free cash at A 

day for these purposes is also by no means a straightforward calculation, and is not covered here.  

 

Protection Scheme Level (TFC > 25% at A day) TFC rules if Scheme Level not used 

Primary and TFC≤£375k 

at A day 

Tax free cash entitlement at A day indexes in 

line with the LTA (minimum £1.8m)3 

Lower of 25% of the fund and 25% of the 

applicable LTA (set at minimum £1.5m) 

Primary and TFC>£375k 

at A day 

n/a Tax free cash entitlement at A day indexes in 

line with the applicable LTA (lower of £1.8m 

and the standard LTA) 

Enhanced and 

TFC≤£375k at A day 

Tax free cash entitlement at A day indexes in 

line with the LTA (minimum £1.8m)3 

Lower of 25% of the fund and 25% of the 

applicable LTA (set at minimum £1.5m) 

Enhanced and 

TFC>£375k at A day 

n/a Same percentage of the fund as registered at 

A day – as detailed on protection certificate2 

FP12/FP14/FP16/ 

IP14/IP16 

Tax free cash entitlement at A day indexes in 

line with the LTA (minimum £1.8m)3 

Lower of 25% of the fund and 25% of the 

applicable LTA 

None Tax free cash entitlement at A day indexes in 

line with the LTA (minimum £1.8m)3 

Lower of 25% of the fund and 25% of the 

standard LTA 

 

Notes 

1. There must always be sufficient headroom within the overall lifetime allowance to crystallise the tax free cash, otherwise LTA 

charges will apply on the excess. 

2. The maximum available tax free cash will always be limited by the individual scheme rules. If an amount less than the protected 

percentage is taken from one scheme, then the excess cannot be taken from another scheme. 

3. Any fund growth or contributions post A day are only entitled to 25% tax free cash, which may reduce the overall percentage 

applying to the fund. IF FP12/14 applies, this may also reduce the overall tax free cash entitlement. 

1. Primary/Enhanced Protection with Tax Free Cash protection: where tax free cash entitlement 

exceeded £375,000 at A day 

This may be the case where the fund value exceeded the statutory lifetime allowance at A day (£1.5m x 25% = 

£375,000). Cash protection will only apply if either Primary or Enhanced Protection was also registered for, and the 

registration certificate will detail the amount of tax free cash protection given.  

For Primary Protection, the lump sum will be increased in line with increase in the applicable LTA. The applicable LTA is 

£1.8million, until such time as the standard LTA exceeds this. The maximum percentage that can be taken from each 

scheme is subject to individual scheme rules, and so if one scheme allows a lower percentage, and another a higher 

percentage, both may be taken so long as they are within the overall protected amount. Where the overall pension funds 

exceed the personal LTA, and differing levels of tax free cash are able to be taken from each scheme, care must be 

taken in the order of taking benefits to ensure that the maximum level of tax free cash within the personal LTA is 

achieved. 

For Enhanced Protection, the lump sum at A day is expressed as a percentage of funds on the protection certificate, and 

represents the maximum tax free cash which may be taken from each scheme (subject to individual scheme rules 

permitting this). If the maximum amount is not taken from one scheme, an amount above the protected percentage 

cannot be taken from another scheme instead. 
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2. Scheme level protection: where the tax free cash entitlement at A day is greater than 25% of the 

fund (e.g. in an OPS or section 32 plan, does not apply to PPP/RAPs), and no Primary/Enhanced Tax 

Free Cash Protection applies. 

In this case, the tax free cash entitlement will be protected, but won’t need to be formally registered. This protection is 

scheme specific, and only applies if all benefits from a scheme are vested at the same time. The protection would be lost 

on any transfer that was not a ‘bulk transfer’. If the individual is a member of more than one scheme in respect of the 

same employment, the tax free cash sum must be split proportionately between the schemes, i.e. it cannot be allocated 

to one scheme only. 

There are two parts to the calculation of how much tax free cash can be taken: 

1. The tax free cash entitlement at A day will be indexed in line with the increase in the statutory lifetime allowance or 

£1.8m if higher. This gives a current revaluation factor of 20%. 

2. Any fund growth in excess of the indexed fund value at A day (including contributions since A day) will have a 25% 

tax free cash rate applied. The formula used to calculate the indexed fund value doesn’t have the £1.8m underpin 

applying to the LTA, but uses the statutory LTA – or if FP12 or FP 14 applies, the relevant personal LTA. Please 

note that, in this situation, if FP12 or FP14 applies, the calculation can, in some cases, mean that a lower maximum 

tax free cash amount applies than if no protection is applied for. 

3. Primary/Enhanced Protection without specific tax free cash protection  

If no specific tax free cash protection applies – i.e. the tax free cash entitlement at A day was £375,000 or less, then the 

usual rules apply – giving a maximum tax free cash amount of the lower of 25% of the fund or the applicable LTA.  

The Finance Bill 2013 contained provisions to ensure that the fall in the LTA to £1.25m from April 2014 did not 

disadvantage those with existing Enhanced or Primary Protection, but no specific tax free cash protection. For these 

individuals, the applicable LTA for calculating the maximum tax free cash amount will continue to be based on the £1.5m 

LTA. 

 

 

 

 

Important information: Our views are based upon our understanding of current legislation in England. Levels and bases of, and reliefs 

from, taxation are subject to change and their value to you will depend upon your personal circumstances. You should not act on any of 

the information without seeking professional advice.  

Risk Warning: The past is not necessarily a guide to future performance.  The value of your investment and the income from it can fall 

as well as rise and is not guaranteed. You may not get back the full amount invested.  

© clarity Ltd. clarity Ltd is authorised and regulated by the Financial Conduct Authority (FCA). The FCA does not regulate all types of 

Pensions, Mortgages or Taxation Advice. clarityLAW is brought to you in association with Taylor Vinters solicitors, a firm regulated by 
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Find out more 

If you would like to discuss any of the issues raised in this research note, or to arrange a meeting with a clarity 

adviser, please don’t hesitate to get in touch:  

Tel:  0800 368 7511  

Email:  enquiries@clarityglobal.com  

Web:  www.clarityglobal.com 

 


