
 

DEATH BENEFITS – POST 5 APRIL 2015 

The pension landscape is changing substantially. Some of the main changes are to the death 
benefits that can be paid from money purchase pension funds, and the proposed tax treatment of 
these benefits. The position from 6 April 2015 is explained in this document. 

Change to tax position 

Tax treatment to pension funds on the death of the member varies, depending on  

- age of member at time of death, and 

- whether funds are ‘designated’ within two years from date of death 

Age 75 remains a key age for the purpose of death benefits. The position on death is summarised as 
follows:- 

 
 

 
Crystallised  Funds                                  

                                              
Uncrystallised Funds 
 

 
Below Age 75  

 
Can pass on completely tax free to 
any beneficiary as a lump sum or as 
a pension.  
No Lifetime Allowance test. 

 
Can pass on completely tax free to any 
beneficiary as a lump sum or as a 
pension (up to the Lifetime Allowance)  

 
Above Age 75  

 
Any beneficiary can draw down on it 
at their marginal rate or 45% charge 
if paid as a lump sum (marginal rate 
proposed from 2016-17)  

 
Any beneficiary can draw down on it at 
their marginal rate or 45% charge if 
paid as a lump sum (marginal rate 
proposed from 2016-17)  

Death before age 75 

The pension fund can be paid tax free, so long as the funds are designated to a beneficiary within 
two years. They can be paid out as a lump sum, or the funds can remain invested and then paid out 
as an income. Monies do not need to be paid out within two years, merely designated within this 
timescale, i.e. moved into the beneficiary’s name. 

If this two year timescale is not met then the death benefits will suffer tax (at 45% if lump sum 
payment, or marginal rate of tax if paid as income). 

Death after age 75 

Benefits will suffer tax when paid. If paid as a lump sum, the tax charge will be 45% in 2015/16, 
(proposal for marginal rate 2016/17 onwards), if paid out as income then payments will be taxed at 
the beneficiary’s marginal rate of tax. 

Lifetime Allowance 

If the member dies before age 75, then any uncrystallised funds will be tested against the member’s 
lifetime allowance before being paid to a beneficiary. 

 



Payment Options 

1) Lump sum. The funds can be paid out to the beneficiary as a lump sum. If the member dies 
under age 75, and the fund is designated within two years, this will be paid tax free. If not 
designated within two years it will suffer tax at 45%. 
If the member dies over age 75 the lump sum will be taxed at 45%. 
 

2) Dependants Pension (this can be scheme pension, capped drawdown, flexi-access drawdown 
or lifetime annuity). 
 

3) Nominee Flexi-access drawdown (Successor pension must also be paid out as flexi-access 
drawdown). 

Death benefits can be paid out using one or any combination of the above options. 

Beneficiaries 

Anyone can receive death benefits, they no longer a need to be a ‘dependant’. Beneficiaries can 
elect to take the pension fund as a lump sum, or leave the funds invested and take an income.  

The member will nominate a beneficiary. In absence of the member nomination the Scheme 
Administrator can nominate, but they must nominate a dependant if there is one in existence. 

The new rules recognise three types of beneficiary:- 

Dependant – as per current rules 

Nominee – a person(s) that receives death benefits from the member 

Successor – a person(s) that receives any remaining pension fund from the nominee 

Funds can also be passed to a Charity, but only where the member is over 75, or has crystallised 
funds. To pass to a charity there must be no dependant to whom the funds could pass. A Charity 
lump sum death benefit can be paid free of tax. 

Continuation 

Following the death of the member, and the death of their beneficiary, the remaining pension fund 
can be passed on again and again to ‘successors’, indefinitely. The tax treatment of the funds being 
passed on depends on the age of the beneficiary at time of death – if below 75 then the fund could 
be paid out to the successor without tax, if above 75 then the successor will suffer tax on the 
income received at their marginal rate. 

Existing Dependants’ Drawdown Pensions 

Where a dependants pension from a drawdown fund is already in payment before April 2015, there 
is no change to the tax treatment of these funds – the dependant will suffer marginal rate of tax on 
the income from the fund.  If, at April 2015, no income has been taken yet from a fund designated 
as a dependants’ drawdown fund, then the new rules can apply. 
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This article is based on our interpretation of the legislative changes and other documentation available on the 
Treasury and HMRC websites, which could be subject to change. It does not constitute advice and should not be 
relied upon as such. 


