
SIPP & SSAS 
TECHNICAL 
BRIEFINGS

a true partnership approach

Individual Protection 2014



a true partnership approach

www.barnett-waddingham.co.uk/sipp-and-ssas @bwsippandssas

Page 2 of 8

SIPP & SSAS 
TECHNICAL 
BRIEFINGS

Individual Protection 2014

Individual Protection 2014 (IP14) is a new transitional protection option when the 
standard lifetime allowance (SLA) is reduced from £1.5 million to £1.25 million 
from 6 April 2014. 

The application window is open until 5 April 2017, though the actual application 
process is not expected to be confirmed until August 2014.  

Eligibility
IP14 will be available to individuals with pension savings of more than £1.25 million on 5 April 2014 who do not have 
Primary Protection. 

An individual will be able to elect for both IP14 and Fixed Protection 2014 (FP14). In such a case, FP14 will take 
precedence. An individual with Enhanced Protection or Fixed Protection 2012 (FP12) may also apply for IP14, when 
once again the Enhanced Protection or FP12 would take precedence. 

An individual who registered for both Enhanced Protection and Primary Protection will not be able to elect for IP14 
even where Primary Protection is currently dormant. It is worth remembering that, unlike Enhanced Protection and 
Fixed Protection, you cannot lose Primary Protection.

Applying for IP14
To apply for IP14 an individual will need to complete the application form APSS240. This will be available on the HM 
Revenue & Customs (HMRC) website when the supporting regulations have come into force, which is likely to be 
around the middle of August 2014. The form can be completed and submitted to HMRC online or can be printed off 
to send to HMRC. The form must be received by HMRC no later than 5 April 2017.

The following information will need to be provided on the form for a valid application:

• Confirmation that the individual does not have Primary Protection.

• The value of the individual’s pension savings as at 5 April 2014, broken down into four amounts (see later).

• The date and amount of any pension debit (discounted where applicable) to which the individual’s pension savings 
have become subject on or after 6 April 2014.

• The individual’s full name and address, date of birth and NI number.

Where an individual is entitled to IP14, HMRC will issue a certificate with a unique reference number confirming the 
amount protected.  Where an eligible individual already has Enhanced Protection or either form of Fixed Protection, 
HMRC will not issue an IP14 certificate but will simply write to confirm the application has been accepted.

The individual must keep the IP14 certificate until their last benefit crystallisation event (BCE). To take advantage of 
IP14, the individual will need to give the certificate to any scheme where a BCE is taking place.
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Although the IP14 application does not have to be accompanied by documents setting out how the value of pension 
savings has been determined, information regarding this must be retained by the individual for 6 years from the day on 
which the application was made to HMRC.

All applications must be received by HMRC no later than 5 April 2017.

Operation
IP14 will enable an individual to protect the value of their pension savings of between £1.25 million and £1.5 million 
as at 5 April 2014 from a lifetime allowance charge. Where an individual has pension savings of more than £1.5 
million as at 5 April 2014, IP14 will be restricted to £1.5 million. 

The limit will be referred to as the individual’s protected Lifetime Allowance and be expressed as a monetary amount 
that will not be increased. If the SLA subsequently exceeds the amount of the individual’s IP14, IP14 will cease and 
benefits will be assessed against the then SLA.

An individual will be able to continue to pay (or benefit from) further pension contributions, or continue to accrue 
pension benefits, on or after 6 April 2014 without losing such protection, something generally not possible under 
the other forms of transitional protection (with the exception of Primary Protection). However, if the value of their 
crystallised pension rights exceeds their protected lifetime allowance any excess will be subject to the lifetime 
allowance charge. 

A member who has elected for IP14 will be eligible to take a Pension Commencement Lump Sum of up to 25% of the 
value of their protected lifetime allowance. 

EXAMPLE 1

Peter had pension savings of £1.4 million as at 5 April 2014 and elected for IP14, giving him a protected lifetime 
allowance of £1.4 million. Assuming that the SLA remains at £1.25 million when Peter draws his benefits, his 
maximum Pension Commencement Lump Sum would be £350,000 (i.e. 25% x £1.4 million). 

If the SLA had actually increased beyond £1.4 million to, say £1.6 million, by the time Peter draws his benefits and his 
pension savings increase in value, he could take a Pension Commencement Lump Sum of up to 25% of the SLA.

Valuing pension savings for IP14 purposes
An individual who wants to apply for IP14 will need to have a valuation of all of their pension savings built up with UK 
tax relief on 5 April 2014.  There are four amounts that need to be assessed for this:

• Amount A: any pension that started before 6 April 2006;

• Amount B: any pension that came into payment after 5 April 2006 but before 6 April 2014 along with certain tax-
free lump sums received in the same period;

• Amount C: pension savings yet to be taken from UK pension schemes as of 5 April 2014; and

• Amount D: pension savings in certain overseas pension schemes.
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Amount A

If there is a pension in payment that started prior to 6 April 2006, it may have already been tested against the lifetime 
allowance if another pension came into payment after 5 April 2006 but before 6 April 2014.  If this is the case, the 
amount deemed to have been crystallised would be included but adjusted for the change in the lifetime allowance as 
for Amount B below.

Where this is not the case, the value for IP14 purposes is a simple multiple of 25 times the annual pension on 5 April 
2014.  For those in drawdown, the annual pension is treated as the maximum drawdown rate regardless of how much 
is actually being drawn.

EXAMPLE 2

Fiona started a drawdown pension in 2004.  As of 5 April 2014, she was drawing an annual pension of £39,000, but 
this is below her allowed maximum of £45,000.  Fiona also has £500,000 of uncrystallised benefits as at 5 April 2014 
and elects for IP14. 

In assessing her protected lifetime allowance, Fiona’s drawdown pension is valued at 25 x £45,000 = £1,125,000 
which is added to her unvested fund of £500,000.   As this exceeds £1,500,000, her protected lifetime allowance is 
restricted to £1,500,000.

Amount B

Where benefits have been tested against the lifetime allowance, the value for IP14 purposes is the value of the original 
BCE but adjusted by the change in the standard lifetime allowance between the tax year of crystallisation and the 
2013/14 tax year.

EXAMPLE 3  
Edgar – benefit drawing commenced in 2011/12

Edgar took a pension of £45,000 and a Pension Commencement Lump Sum of £150,000 from a final salary scheme 
on 1 June 2011. This would have had a combined BCE value of £1,050,000 (i.e. 20 x £45,000 + £150,000) and have 
used up 58.33% of the SLA of £1.8 million in tax year 2011/12.

This £1,050,000 valuation will be adjusted for IP14 purposes, by the formula:

£1,050,000 x £1.5 million1/£1.8 million2 = £875,000. 

This is 58.33% of the SLA of £1.5 million for 2013/14.

Note: 
1 £1.5 million; i.e. the SLA in 2013/14

2 £1.8 million; i.e. the SLA in the tax year the BCE occurred.

Edgar also has uncrystallised funds worth £600,000 on 5 April 2014, so his protected Lifetime Allowance for IP14 will 
be £875,000 + £600,000 = £1,475,000.
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Amount C

Uncrystallised benefits are those that are not providing pension and have not been tested against the lifetime allowance.  
Their value is generally equivalent to the fund value for money purchase benefits, or a multiple of the accrued benefits 
for defined benefit and cash balance schemes. The multiple is 20 for accrued pension, and simply face value for lump 
sum rights which are separate from the pension rights.

EXAMPLE 4

As of 5 April 2014, Graham has an accrued pension of £55,000 in his defined benefit scheme.  He can swap part of that 
pension for a pension commencement lump sum at retirement.  In addition, he has £200,000 uncrystallised in a SIPP.
The value of Graham’s benefits on 5 April 2014 for IP14 purposes is £1,400,000 i.e. 20 times £55,000 plus £200,000.  
As the pension commencement lump sum is funded by giving up part of his pension, it is not included in the IP14 
assessment.

Amount D

The valuation for IP14 may also need to include the value of any uncrystallised benefits in a “relieved non-UK pension 
scheme” as at 5 April 2014.  A relieved non-UK pension scheme is broadly a particular type of overseas pension 
scheme that has been built up as a result of benefit accrual or contributions that have received UK tax relief.

Interaction with other lifetime allowance enhancements
Where an individual has IP14 and is entitled to an enhanced lifetime allowance, such as due to transferring in benefits 
from an overseas pension arrangement, the enhancement will be applied to the individual’s protected lifetime allowance.

Impact of pension debits
IP14 protection can only be reduced or lost where the value of the individual’s benefits as at 5 April 2014 is reduced as 
a result of these becoming subject to a pension debit upon divorce on or after 6 April 2014.

Where an individual becomes subject to a pension debit on or after 6 April 2015, the amount of the pension debit 
is discounted (for IP14 purposes only) by 5% for each full tax year that has elapsed since 2013/14. The following 
example, taken from HMRC’s draft Guidance Note, demonstrates how this will apply.

An individual with IP14 will be required to notify HMRC within 90 days of their benefits becoming subject to a pension 
debit and must provide HMRC with the amount and effective date of the debit.

EXAMPLE 5  
Julie has no protection other than IP14. The value of her pension savings on 5 April 2014 was £1.8 million. This is her 
relevant amount. As Julie’s relevant amount exceeds £1.5 million, her protected lifetime allowance for IP14 is £1.5 million.

In March 2015 Julie crystallises benefits worth £1.4 million relying on IP14 to prevent a lifetime allowance charge 
arising as the SLA at that time is £1.25 million. This uses up 93.33% of Julie’s protected lifetime allowance, so she has 
unused lifetime allowance of 6.67%.

In December 2020, the value of Julie’s remaining pension rights have risen to £600,000 but are reduced by a pension 
debit of £400,000 as a result of a pension sharing order with an effective date of 15 August 2020. This leaves Julie 
with £200,000 of pension rights.
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By 15 August 2020, six complete tax years have passed since tax year 2013/14, so the pension debit applied to her 
relevant amount is reduced by 30% to £280,000. Julie’s £1.8 million relevant amount is therefore reduced to £1.52 million 
because of the (revised) £280,000 pension debit. Julie’s protected lifetime allowance therefore remains at £1.5 million.

Julie crystallises her remaining £200,000 pension rights in March 2021 when the SLA is still £1.25 million. Julie has 
6.67% of her individual lifetime allowance remaining. Applying this percentage to her protected lifetime allowance of 
£1.5 million produces an amount of £100,050 as available lifetime allowance. Julie is therefore subject to a lifetime 
allowance charge on the excess of £99,950.

It should be remembered that if the deemed amount of the pension debit results in the amount of the individual’s 
protected lifetime allowance falling below £1.25 million, IP14 will be lost.

Scheme pays
Even where an individual’s pension benefits are reduced on or after 6 April 2014 to take account of a ‘scheme pays’ 
liability (i.e. where the individual’s scheme has paid all or part of the individual’s annual allowance tax charge), this 
will not reduce the value of the individual’s pension savings as at 5 April 2014 for IP14 purposes and so the protected 
lifetime allowance remains unaffected.

Drawing benefits
Every time an individual with IP14 has a BCE, they will need to present their IP14 certificate to the scheme 
administrator who will calculate how much lifetime allowance has used up. The individual will need to provide such 
statements to the scheme administrator in addition to their IP14 certificate when subsequent BCEs occur.

Where an individual has already taken some of their benefits prior to 6 April 2014, the percentage of their lifetime 
allowance that these previous benefits have used up will not need to be adjusted. Where an individual has IP14 and 
has had a BCE prior to 6 April 2014, the availability of their lifetime allowance will apply as if their protected lifetime 
allowance was the SLA. This may in some instances allow individuals slightly more headroom against their protected 
lifetime allowance than would otherwise be the case, as the following example will demonstrate.

EXAMPLE 6  
Ian applies for IP14. His pension savings are made up of £1 million in respect of a BCE in 2011/12 (original BCE value was 
£1.2 million) and £350,000 uncrystallised funds. Ian will therefore have a protected lifetime allowance of £1.35 million.

The original BCE of £1.2 million will have used up 66.66% of the SLA (£1.8 million) at the time of the BCE. For IP14 
purposes the BCE was revalued to £1 million (i.e. £1.2 million x £1.5 million/£1.8 million). This leaves 33.34% of Ian’s 
protected lifetime allowance available before he is subject to the lifetime allowance charge.

If Ian crystallises further benefits in 2014/15, he will still be able to crystallise a further £450,000 (33.34% of £1.35 
million) without exceeding his lifetime allowance.
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Drawing benefits before IP14 certificate received
Although IP14 will apply from 6 April 2014, certificates are not expected to be available until October 2014  at the earliest. 
This is likely to create a problem where an individual wishes to take advantage of IP14 when crystallising benefits on or after 
6 April 2014 but before they have received their IP14 certificate. 

Where the individual does not have an IP14 certificate at the time of benefit crystallisation, and wishes to crystallise benefits 
which will bring their total crystallised benefits to in excess of £1.25 million, a scheme administrator is jointly liable for the 
lifetime allowance charge if the certificate is not then forthcoming. It is up to each scheme administrator  to decide how to 
deal with these cases.

We have taken the approach that SSAS or SIPP members in this situation may take one of two approaches.  They may 
crystallise benefits without the benefit of IP14, and have benefits reassessed once the certificate is produced – which may 
involve waiting for a tax reclaim from HMRC.  Or, our preferred approach, the crystallisation is staged with benefits up to the 
available lifetime allowance crystallised first and the balance once the certificate is produced.

This document represents Barnett Waddingham’s understanding as at June 2014 and is provided for general consideration 
only and is subject to change.  

Each case must be considered and advised independently.
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For further information, please speak to your usual 
consultant or contact us via the following:

SIPP

   0844 443 0100

@    sipp@barnett-waddingham.co.uk        

SSAS

   0844 443 0200

@    ssas@barnett-waddingham.co.uk        
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