
 

 
 

 

 
 
 
 

third party loans 
 
 

setting the scene 
 

Loans to connected parties (such as the Member, the Member’s relatives or employer) are not 
permissible, other than a Sponsoring Employer loan via a SSAS. It is possible, however, for a 
registered pension scheme to make a loan to an unconnected third party as a form of investment. 
 
Loans to third parties do not have the same criteria applied as those to Sponsoring Employers and 
as a consequence could have extremely flexible repayment criteria. Trustees are charged, 
however, with ensuring that any such loans are prudent, secure and on a commercial basis, and 
thus the terms being offered to any third party need to be balanced by these requirements. 
 

summary 
 

 Registered Pension Schemes may make loans to unconnected third parties. Broadly, these 
loans are not as restrictive as Sponsoring Employer Loans, and thus could incorporate a 
variety of repayment terms.  
 

 Trustees have a duty to ensure that the loan is prudent, secure and commercial. This 
means that the terms being offered to the third party should reflect the nature of the loan. 
 

 Third party loans will invariably be considered high risk unless assets are being offered as 
security. Due diligence should always be undertaken in relation to the financial strength of 
the borrower. 
 

 Loans generally cannot be granted for the purposes of acquiring taxable property. To do so 
would likely result in a tax charge. 
 

 Loans to connected parties, such as Members of the pension scheme, are not allowable. It 
is also not possible for a SIPP to lend to an employer of, or a party connected to, the 
Member. To do so would result in tax charges being applied to the Scheme. 
  

 
 
 

For use by 

 Financial Advisers only 

 

This note is for general guidance only and is based on our 
understanding of legislative requirements. It does not recommend a 
loan as a suitable investment of a pension scheme nor does it 
represent Alltrust’s specific position as regards third party loans. 
Specific advice should be sought in respect of each individual case to 
ensure that the legislative requirements are being met. 
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detail 
 

Amount of the Loan 
There is no restriction on the amount of the loan that can be granted, so the Member could 
theoretically consider up to 100% of the fund. In practice, however, it would be rare to grant a loan 
at this level, given that the risk associated with such loans can be considerable. Trustees are 
unlikely to sanction loans of this level, given the need for liquidity and balance in a pension fund, 
and may restrict the amount of monies that can be used from the pension for granting loans. 
 
Security 
Loans can be secured or unsecured. Where a loan is unsecured, it would be usual for the interest 
rate to be considerably higher to reflect the increased risk. Comparisons should potentially be 
made on the open market to determine appropriate terms. Considerable due diligence on the 
financial strength of the borrower would also likely be a prerequisite. 
 
Care must be taken where assets used as security constitute taxable property (tangible, moveable 
property or residential property). In these cases, creating an interest in such property by fixing a 
charge on them can lead to an unauthorised payment tax charge both on the costs of putting the 
charge in place, and on the value of the assets if the charge were ever to be enforced. 
 
Interest 
There is no minimum or maximum interest rate that can or should be charged for a loan. However, 
it must be demonstrated that the interest being charged can be classed as commercial. 
Comparisons might need to be obtained against what is available on the open market. 
 
Term & Repayment 
There is no minimum or maximum term for the loan, but equally it should be commensurate with 
the purpose behind the loan. Equally, capital and interest can be spread throughout the term itself. 
Consideration of the needs of the member over the longer term should be factored in to the length 
of the loan. For example, impending retirement or the need to pay death benefits. 
 
Prudence 
Ultimately, the loan needs to be considered as an investment designed to enhance the pension 
benefits of the member. Where the loan is high risk the terms of the loan should reflect this. If a 
borrower defaults on a payment, unless the loan is secured, the Trustee might only have recourse 
to the courts to try to recoup monies. This necessitates a balanced approach to such investments. 
 
Consideration should be given to the purpose of the loan and who the borrower is. Loans being 
used to acquire taxable property cannot proceed unless the borrower qualifies as a ‘Genuinely 
Diverse Commercial Vehicle’. The Trustees may consider it necessary to undertake additional due 
diligence as to the financial strength of the borrower to help ensure that the pension monies will be 
repaid, and obtain copies of accounts and a statement from the borrower’s accountant. 
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Comprehensive Assistance  

for SIPP and SSAS 


