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Fact Sheet

What are protected rights?

Unlike non-protected rights, which are an accumulation
of contributions directly made by an employer and/or
the scheme member themselves, protected rights are an
accumulation of National Insurance Contribution rebates
into a scheme where the member has opted out of the
State Second Pension (formerly SERPS).

What are the key differences between
protected & non-protected rights?

Since 1 October 2008, the differences between protected
& non-protected rights have narrowed and protected
rights can now be accepted into Self Invested Personal
Pensions (SIPPs). Prior to this date there were restrictions
on the type of pension scheme protected rights could be
transferred to, with additional conditions attached to
permitted investments, member’s benefits and death
benefits. The regulations to allow protected rights in SIPPs
also removed the legislative restrictions on investments,
however, a number of key differences from non-protected
rights remain on member’s benefits and death benefits. It
is worth noting that these remaining key differences are
currently scheduled to be removed in 2012.

Differences on member’s benefits:

B The Pension Commencement Lump Sum cannot
exceed 25% of the protected rights value, regardless
of any transitional protected entitlement in excess of
this figure

B |t is not permissible to do partial annuity purchase
B If an annuity is purchased, unisex rates must be used

B A guarantee period of up to 5 years only can be
included in an annuity

B Any lifetime allowance charge due cannot be paid
from protected rights
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Differences on death benefits

(under age 75):

B All of the fund must be used to provide an income to
a surviving spouse or civil partner (if there is one)

B |f there is no surviving spouse/civil partner, then a lump
sum can be paid to another individual as nominated by
the deceased. If no nomination has been made then a
lump sum is payable to the estate

B The value of any lump sum paid will be included in the
deceased’s estate for IHT purposes, regardless of who it
is paid to

NB An unsecured pension fund lump sum death benefit is
subject to a 35% tax charge as well as forming part of the
member’s estate for IHT

Differences on death benefits (age 75
or over)

If a member dies while taking alternatively
secured pension:

®  All of the fund must be used to provide an income to
a surviving spouse or civil partner (if there is one)

® |f there is no surviving spouse/civil partner, the fund
must be used to provide an income for a dependant(s)
of the member

B [f there is no surviving dependant, a lump sum must be
paid to a registered charity nominated by the member.
If no nomination has been made the scheme
administrator will choose a charity.

Differences on death benefits (annuity)
If the member is married or in a civil partnership at the
time an annuity is purchased it must provide a 50%
spouse’s/civil partner’s pension upon death
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General notes

B |f protected rights and non-protected rights are held
in the same pension scheme, they must be separately
identifiable, otherwise all the monies must be treated
as protected rights. For this reason James Hay holds
protected rights and non-protected rights under
separate plans

B Where both non-protected rights and protected
rights are held in the same scheme and income
withdrawal is being used to provide benefits, the
protected rights must not be eroded disproportionately
to the non-protected rights. This is a Department for
Work and Pensions (DWP) rule and is covered in
further detail in our ‘proportionality’ fact sheet.

James Hay is able to provide literature in alternative formats. The formats available are: Large Print (as recommended
by RNIB), Braille, Audio Tape and PC Disk. If you would like to receive this document in an alternative format please
contact us on 0845 850 4455. For the hard of hearing and / or speech impaired, please use the Typetalk service via
18001 0845 850 4455.

This fact sheet issued by the James Hay Technical Support Unit for use in connection with the James Hay SIPP. No responsibility to any third party is accepted if the information provided in this document is used for any other
purpose. This fact sheet is based on our understanding of current UK legislation and HMRC practice

The James Hay SIPP product is provided by James Hay Insurance Company Limited (JHIC), which has appointed James Hay Pension Trustees Limited (JHPT) as trustee and James Hay Administration Company Limited (JHAC) as
scheme administrator. JHIC is regulated by the Jersey Financial Services Commission and is registered in Jersey (Number 77318) at IFG House, 15 Union Street, St Helier, Jersey, JE1 1FG. JHPT (registered number 1435887) and
JHAC (registered number 4068398) are both registered in England and have their registered office at: Trinity House, Buckingway Business Park, Anderson Road, Swavesey, Cambs, CB24 4UQ. JHIC, JHPT and JHAC are part of the
James Hay group of companies, which is a wholly owned subsidiary of IFG Group PLC. JHAC is authorised and regulated by the Financial Services Authority (FSA) under Firm Reference Number 460698 and you can check this
authorisation at www.fsa.gov.uk/register or by calling the FSA on 0845 606 1234.
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