
Introduction
Pension Freedom introduced significant changes to the 
taxation of pension death benefits. These changes offer 
tax planning opportunities and provide people with 
the potential to cascade pension wealth through the 
generations in a tax-efficient way. However some of the 
rules are not as straightforward as they could be, so while 
opportunities exist, care must be taken. 

This factsheet considers the rules surrounding pension 
death benefits and the areas which need to be considered as 
part of the planning process. It doesn’t cover death benefit 
rules for defined benefit schemes.

We have also provided another factsheet ‘Death benefits 
- The Retirement Account’ which looks at the benefits 
payable through The Retirement Account, our unique hybrid 
solution.

Format of benefits
Pension death benefits can be paid in a variety of ways 
depending upon the scheme rules and whether benefits are:

• uncrystallised, 

• have been invested in flexi-access drawdown, or 

• used to buy an annuity. 

In general terms, a lump sum can be paid, a beneficiary can 
use flexi-access drawdown to gradually withdraw funds, or a 
beneficiary’s annuity can be purchased.

If a member dies before age 75, payments to 
a beneficiary will be made tax free.

If a member dies on or after age 75, 
payments will be subject to income tax at the 

beneficiary’s marginal rate. 
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Trusts and Charities
Pension death benefits can be paid to a trust as a lump sum. 

There is no tax charge if the member 
died before age 75.

There is a 45% tax charge incurred if the 
member died on or after age 75.

Where a member has no dependants, a charity lump sum 
death benefit can be paid if scheme rules allow. A member 
(or, where they have inherited benefits, the dependant, 
nominee or successor) must nominate the charity. 

The scheme administrator can’t select the charity if no 
nomination is made before the member, or beneficiary, 
dies. Payment of a charity lump sum death benefit is tax free 
so long as it’s used for charitable purposes.
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Taxation of benefits
A key factor in the tax treatment of death benefits is the age 
at which the member dies, and whether this is before or  
after age 75. 



Inheritance tax (IHT)
Generally pension death benefits are not subject to IHT. There 
are however a few unusual situations where a potential IHT 
liability can arise. These include:

• Where there has been a transfer of benefits in the two years 
before the member’s death, the member knew at the time 
of transfer they were in serious ill-health and increasing 
death benefits was a key reason for the transfer

• If benefits are to be paid to someone ‘as of right’. Normally 
scheme administrators have discretionary powers to 
choose a recipient but if this doesn’t apply, IHT may 
apply. For example, if a member is able to, and has, given 
the scheme administrator a binding direction to make 
payment to a specific individual.

Who can receive death benefits?
Benefits can be made to a wide range of beneficiaries. These 
people don’t need to be a dependant of the member or 
related to them. However it is possible scheme rules can 
restrict this to a narrower range of people. Flexi-access 
drawdown and annuities can be set up for dependants, 
nominees or successors of the member.

1. Dependants 
include a spouse, civil partner and children under 
age 23. It can also include others such as people who 
are financially dependent or interdependent on the 
member.

2. Nominees 
are people who have been nominated by the member. 
Or, if there are no dependants and no one has been 
nominated, the scheme administrator can nominate 
an individual.

3. Successors 
are individuals nominated by a dependant, nominee 
or other successor. If no one has been nominated the 
scheme administrator can nominate a successor.

Completion and updating of Expression of Wish
Normally, schemes allow members (and nominees/successors) to complete 
an Expression of Wish form (sometimes called a Nomination of Beneficiary 
form). This allows members to suggest who they would like benefits to be 
paid to in the event of their death. However, normally, the wishes detailed 
on this form aren’t binding upon the Scheme Administrator who has 
discretionary powers to choose the recipients.

It is crucial members complete this form to give guidance to the Scheme 
Administrators, and update it as personal circumstances change. It’s also 
important to review the position of clients still in drawdown after age 75, 
as the change in taxation of death benefits at that point may mean an 
alternative beneficiary is more appropriate.

If a member doesn’t complete an expression of wish form, the position can 
get complicated as illustrated in the table below.

Did member nominate 
someone to continue 

drawdown?

Is there a 
dependant(s)?

Potential outcomes
Funds remain in pension drawdown 

wrapper - to be withdrawn as required
Funds are paid out of pension 

wrapper as a lump sum

No Yes At SA discretion to one or more 
dependant(s) only At SA discretion to anyone

No No At SA discretion to anyone At SA discretion to anyone

Yes Yes At SA discretion to one or more 
nominee(s) and/or dependant(s) only At SA discretion to anyone

Yes No At SA discretion to one or more 
nominee(s) only At SA discretion to anyone

SA = Scheme Administrator, although the Trustee may hold this function in some schemes

Where the member has not made a nomination and has left a dependant(s), the scheme can only set up drawdown for someone 
who is a dependant. 

Where the member has not made a nomination and has no dependants, the scheme can nominate any individual to receive 
drawdown – although clearly the member has not provided any guidance as to potential recipients. To avoid this latter 
situation arising, a member may want to include multiple potential beneficiaries within their Expression of Wish rather than 
one individual. A Scheme Administrator can choose to pay a lump sum to any beneficiary rather than set up a drawdown for a 
dependant, nominee or successor.

If you wish to name further beneficiaries, please provide their details below or on a separate sheet.
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This form supersedes any previous expression of wishes. Contact our Customer Services Team on 0800 032 7690 if you need 

our help.

For use with either the Canada Life Guaranteed Annuity, or the Canada Life Flexible Income 

Annuity with commencement dates a�er 2nd December 2013.

You may use this form to name the person (or people) you 

wish to be the beneficiary (or beneficiaries) of:

• any continuing payments under a guaranteed period, or

• a value protection lump sum 

in respect of your annuity contract with Canada Life.

However you should note that whilst Canada Life will pay 

due regard to your wishes, we retain ultimate discretion as 

to who will receive these benefits upon your death.

You do not need to allocate all of the benefit available, but the total that you do nominate must not exceed 100%.

Expression of wish form

How to return your form
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Passing money down the generations

The ability to pass on unused drawdown funds gives 
endless planning opportunities. A member can pass on 
funds to their nominated beneficiary, who in turn can 
pass on unused funds to a successor and so on. The 
same tax treatment applies but on death it is the age 
of that beneficiary which determines the tax status of 
the funds. 

If the beneficiary dies below age 75 
their successor can take inherited 

funds tax-free.

If the beneficiary dies at 75 or over, any 
benefits taken by the successor will be 

taxed at their marginal rate of income tax.

Two year rule

To ensure benefits are paid tax efficiently, payments to 
beneficiaries need to be made within two years from:

• when the scheme administrator was first notified of the 
member’s death (or could reasonably have known the member 
died). 

• when the nominated beneficiary dies and passes funds onto a 
successor

• where the beneficiaries wants to continue in drawdown. 
However, they only need to make the designation into 
drawdown, there is no requirement to take any income. 

If benefits are not paid within two years, they will normally be 
subject to income tax even if the member died before age 75.

Below 75

75 & above
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