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Introduction

Included in this guide;

 » Overview

 » When does the recycling rule apply?

1. Payment of tax-free cash

2. Amount of tax-free cash

3. Significant increase in contribution level

4. Contribution increase of more than 30% of tax-free cash

5. Pre-planning

 » Examples where the recycling rule will apply

 » Examples where the recycling rule will not apply

 » The consequence of recycling tax-free cash

 » What if the member and/or the pension scheme is overseas?

 » Disclaimer

Recycling of tax-free cash involves using the tax-free lump sum as the means to increase pension                   
contributions significantly to gain more tax relief.

HMRC introduced the ‘recycling rule’ to prevent the systematic exploitation of the tax rules to generate 
artificially high amounts of tax relief.

This guide explains the recycling rule in detail helping to determine if the actions of taking a tax free cash 
lump sum and making a pension contribution will be caught by the ‘recycling rule’.
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Overview

Recycling involves taking a tax-free cash lump sum and re-investing back into a pension scheme. The 
money re-invested would be treated as a contribution and qualify for tax relief. The member would con-
tinue to benefit from tax efficient growth and have access to a further tax-free cash sum at the point they 
take benefits from the pension scheme.

In 2006 HMRC introduced the ‘recycling rule’ to prevent the systematic exploitation of the tax rules to 
generate artificially high amounts of tax relief.

The recycling rule applies in respect of all pension tax-free cash payments where those lump sums are 
used as part of a recycling. Anyone who falls foul of the rule could face unauthorised payment tax charges.

The flow of the diagram below helps identify whether the recycling rule applies. If the answer is ‘yes’ to 
all of the following conditions the recycling rules apply. Otherwise recycling of the tax-free cash hasn’t 
happened.

Recycling of tax-free cash hasn’t 
happened

No

Yes

1. Has the member received or are they planning 
to take a tax-free cash sum?

No

Yes

2. Is the amount received over 12 months more 
than £7,500?

No

Yes

3. As a result, have contributions increas by more 
than 30% of what might have been expected?

No

Yes

4. Are the additional contributions more than 
30% of the tax-free lump sum received?

Yes

5. Is the recycling pre-planned?

Tax-free cash has been recycled. It will be treated 
as an unauthorised payment

Recycling of tax-free cash hasn’t 
happened

Recycling of tax-free cash hasn’t 
happened

Recycling of tax-free cash hasn’t 
happened
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4. Contribution increase of more than 30% of tax-free cash

The increase in additional contributions is only significant if the total amount is more than 30% of the 
tax-free cash lump sums. If contributions are paid to more than one pension scheme, it is the total of all 
contributions that are taken into account.

5. Pre-planning

Pre-planning is when a conscious decision is made to take the tax-free cash in order to allow significantly 
increased contributions. Such planning must take place at the ‘relevant time’. Where the tax-free cash 
is taken before contributions are significantly increased, the ‘relevant time’ is when the tax-free cash is 
taken and where the significant increase in the level of expected contributions are first made then the 
‘relevant time’ is when the increase to contributions takes place.

When an individual takes tax-free cash and only later decides to use it to pay greater contributions, the 
onus will not be on the individual to prove the absence of intent to recycle. HMRC can, however, take into 
account any evidence that points towards pre-planning.

3. Significant increase in contribution level

If the contribution level has increased by more than 30% of what might have been expected the recycling 
rule applies.

The period of time over which the measurement to determine a significant increase will take place is;

• The tax year in which the tax-free cash is taken with an intention to use it to significantly increase 
contributions and

• The two immediately preceding and two immediately following tax years. This gives a five year 
testing period.

Where it is an aggregate of tax-free cash amounts that takes the amount over the £7,500 limit, it is the 
last payment of tax-free cash that the significant increase in contributions is measured against.

Any personal contributions (including third party contributions but excluding employer contributions) 
which are paid on or after age 75 are excluded from this test. This is because personal contributions do 
not attract tax relief and therefore the member will not benefit from double tax-relief if recycling occurs.

Recycling may not apply if the member contributions increased because they are linked to salary,                      
bonus, and overtime or commission as long as the basis on which the pension contribution is based 
hasn’t changed.

1. Payment of tax-free cash

All payments of tax-free cash in a 12-month period need to be counted. This may include payments from 
more than one pension plan.

2. Amount of tax-free cash

If the total of all tax-free cash payments over the 12-month period are greater than £7,500, the recycling 
rule applies. But if less than £7,500 then recycling hasn’t happened. (Pre 6th April 2015 the threshold 
was 1% of the lifetime allowance).

When does the ‘recycling’ rule apply?

The recycling rule applies in respect of tax-free cash paid on or after 6th April 2006, where it is then used 
to significantly increase future pension contributions.

The conditions for recycling to apply are dependent on the following;

1. Payment of the tax-free cash

2. Amount of tax-free cash

3. Significant increase in contribution level

4. Contribution increases of more than 30% of tax-free cash

5. Pre-planning.
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Examples where the recycling rule will apply

There is no definitive list of situations but the following are example of situations that will get caught;

 » Paying the tax-free cash as a contribution (where the 5 rules are all met)

 » Borrowing to facilitate recycling (where it is intended to repay the loan with the tax-free cash)

 » Employer contribution facilitating recycling (usually where the individual can control the level of 
employer ccontributions)

Examples where the recycling rule will not apply

The following are examples of situations in which the recycling rules may not apply;

 » The member receives an inheritance soon after taking the tax-free cash and because of the              
inheritance they make a one-off contribution

 » Contributions are based on profits from self-employment

 » The member benefits from a genuine windfall and takes a tax-free cash sum, the payment of 
which had been under way before the win, to clear debts before receiving the windfall. When the 
windfall is received the member pays a contribution

 » The employer buys an immediate annuity for an employee whose employment had been non-
pensionable and the employee takes a tax-free cash sum from a scheme they had been privately 
funding.

The consequence of recycling tax-free cash

The whole tax-free cash amount (not just the amount that is deemed to have been paid in additional 
contributions) is an unauthorised member payment.

The unauthorised member payment is deemed to occur when all the conditions for recycling rules to apply 
are met. The date will determine the year of assessment in which the charges arises.

Where the significant increase in the contributions happens first, it will be the date of the payment of the 
tax-free that is the deemed occurrence date.

Member tax charges

As it is common for the tax-free cash to be taken at 25%, if tax-free cash recycling is deemed to have 
occurred, the surcharge is likely to apply in most cases.

• An unauthorised payments charge of 40%of the tax-free cash amount

• A possible further 15% surcharge where the unauthorised payment either alone or in aggregate 
with any other unauthorised payment to, or in respect of the member from that pension scheme 
over a 12-month period is 25% or more of the member’s total rights under the scheme.

The member will be liable for;

Scheme Administrator tax charges

The scheme administrator will be liable for;

• A scheme sanction charge of between 15% and 40% of the tax-free cash amount (dependent on 
the amount of charge actually paid by the member).

The scheme administrator can, where it considers that it has just and reasonable grounds to do so, ask 
HMRC to discharge its scheme sanction charge liability. Such a request can be made, for example, where 
a member triggers the recycling rule despite having previously told the scheme administrator that they 
had no intention of doing so.
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Disclaimer

This guide provides information about HMRC ‘recycling’ rule, it is not personal advice. Heritage Pensions 
and International SIPP Trustees are not authorised to provide you with any advice.

There are many rules governing the ‘recycling’ rule and whilst we have tried to keep our explanation as 
simple as possible if you need further clarification please speak to your adviser.

This guide is based on our understanding of current law relating to pensions. The law and tax rates may 
change in the future.

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

What if the member and/or pension scheme is overseas?

• An individual takes tax-free cash from a pension scheme and then recycles it into an overseas 
pension scheme where UK tax relief is available on contributions as if the overseas pension 
scheme were a registered pensions scheme, or

• An individual benefiting from migrant member relief (i.e. an individual who has come to the 
UK and received UK tax relief on contributions to their existing overseas scheme, subject to                     
conditions) recycles a tax-free cash payment from an overseas pension scheme into that same 
scheme or to a UK registered pension scheme.

The recycling rules are not limited to UK resident members. The rules also apply to non-UK residents in 
a UK registered pension scheme

They could also apply where;

A member who takes a tax-free cash sum with the intention of recycling it will have to tell the scheme 
administrator of the recycling within 30 days of the date of the deemed unauthorised payment.

Where the member fails to tell the scheme administrator within the required 30 days, the member could 
be liable for a penalty of up to £300. Subsequent penalties of up to £60 a day could become  payable for 
as long as the member doesn’t inform the scheme administrator.

The member should also declare the unauthorised payment on their self-assessment tax return.

Summary tax charges;

The amount of the tax-free lump sum is regarded an unauthorised payment and any of the following 
charges may be applied;

• An unauthorised member payment charge of 40% of the tax free lump sum paid

• An unauthorised payments surcharge of 15% of the tax-free lump sum paid

• A scheme sanction charge of 40% of the tax-free lump sum

• A de-registration charge of 40% of the scheme’s assets
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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)


