RPSM03109120 – Enhanced protection and funding for and paying death benefits flowchart



Individual has notified HMRC of their reliance on enhanced protection





Rights in an other money purchase arrangement





Rights in a relevant hybrid arrangement (see note 1)





Rights in a defined benefits or cash balance arrangement





Contributions may be paid after 5 April 2006 provided:


They are used to pay premiums under a policy of life insurance,


The insurance contract was made before 6 April 2006,


There is no right to surrender any rights under the policy,


There is no payment under the policy except on the individual’s death, and


The policy is not varied significantly to either increase the prospective benefits or extend the term of the policy (see note 3).





Contributions may be paid after 5 April 2006 provided:


The contribution is paid by a sponsoring employer


The contributions are made solely to provide either a defined benefits lump sum death benefit or an uncrystallised funds lump sum death benefit that is a cash balance benefit





The payment of contributions that meet all the conditions will not cause loss of enhanced protection.





The value of the appropriate limit (see RPSM03104525) is increased if:


A recipient of the lump sum notified HMRC


The value of the deceased member’s right to lump sum death benefits on 5 April 2006 (see note 2) in respect of the pensionable employment to which the arrangement relates as re-calculated by


An indexation increase, or


A re-calculation of the right on 5/4/06 using  the individual’s earnings immediately before their death


is greater than the previously calculated appropriate limit





The payment of contributions that meet all the conditions will not cause loss of enhanced protection.  Death benefits may be paid without loss of enhanced protection





The amount of the lump sum death benefits is tested against the available amount of the revised appropriate limit.  Enhanced protection is lost if the lump sum exceeds the available amount – see RPSM03109042.





Notes


1. An arrangement under an occupational pension scheme that held prospective lump sum death benefit rights on 5 April 2006 and that subsequently became an other money purchase arrangement.


2.The legislation refers to these rights as ‘pre-commencement rights to death benefits’ – see RPSM03109022


3. Guidance on what is a significant variation to an insurance policy can be found in the Insurance Policy Holder Taxation Manual at IPTM8145 and IPTM8150.





Individual dies and a defined benefits lump sum death benefit and/or an uncrystallised funds lump sum death benefit is paid








