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Retirement Account

TALKING ABOUT WHAT WE WANT TO HAPPEN TO OUR PENSIONS, INVESTMENTS 
AND OTHER ASSETS WHEN WE DIE IS NEVER EASY. WHEN IT COMES TO YOUR PENSION,  
THE GOOD NEWS IS THAT YOU CAN PASS ON YOUR BENEFITS TO YOUR BENEFICIARIES 

IN A WAY THAT BEST SUITS THEIR PERSONAL CIRCUMSTANCES AND THAT  
COULD MAKE YOUR INHERITANCE PLANNING EASIER. 

WHO CAN BENEFIT FROM MY PENSION 
FUND WHEN I DIE? 
Retirement Account allows you to pass on the value of 
your pension to a loved one in a tax efficient manner 
when you die, as a lump sum or an income.

If you die before you are 75, these benefits are normally 
tax-free. If you die on or after age 75, your benefits  
are taxable.

You can pass on your benefits to any beneficiary. 
The beneficiary could be a dependant, a nominee 
or a successor. 

A dependant is someone who is financially dependent 
on you. This could be: 

• Your legally married husband, wife or your 
civil partner; 

• A long term unmarried partner – they can be 
treated as financially dependent, even where the 
relationship was one of financial interdependence; 

• Former husband or wife (if they were married to 
you when you were first entitled to take the benefits 
from your pension) or civil partner (if they were your 
civil partner when you were first entitled to take the 
benefits from your pension); 

• Children under the age of 23, or older if they suffer 
mental or physical incapacity or are still receiving 
full time educational or vocational training;

A nominee can be any other person, even if they are not 
your dependant and can also be a charity; 

The nominated beneficiary can pass on any unused 
drawdown funds on their death to their own nominated 
beneficiary, known as a successor. 

THE IMPORTANCE OF A  
NOMINATION FORM
No Inheritance Tax will normally be payable on the 
value of your pension fund because we will choose 
who receives the benefits, taking into account any 
nominations you make. 

That’s why it’s so important that you complete a 
nomination form to tell us who you would like to benefit 
– this can be more than one person and in whatever 
proportions you wish. Without this instruction, the 
passing of benefits will usually be restricted to just 
your dependants, which could include your spouse and 
younger children.

It’s also important to complete a new nomination form 
if your personal circumstances change. 

You can get a nomination form by contacting us 
on 0345 716 6733. 
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Retirement Account

PENSION DEATH BENEFIT OPTIONS AND TAXATION

If you are under age 75 when you die

If death benefits are not paid tax-free they will be subject to the recipient’s marginal rate of tax.

For an individual, this will be their personal rate of tax taking into account their taxable income for that year.

If a lump sum is taxable and is paid to a trust or the member’s estate, the tax rate is 45%.

If paid within 
2 years:

LTA* test applies 
to uncrystallised 
funds. 55% LTA* 
charge applies to 
excess benefits.

Death benefits 
then paid 
tax-free to 

beneficiary.

If paid outside 
2 year period:

No LTA* test 
applies.

Death benefits 
taxed at 

beneficiary’s 
marginal rate.

If set up within 
2 years:

LTA* test applies 
to uncrystallised 
funds. 25% LTA* 
charge applies to 
excess benefits.

Death benefits 
then paid 
tax-free to 

beneficiary.

Lump sum death benefit paid out. Beneficiary drawdown or annuity set up.

If set up outside 
2 year period:

No LTA* test 
applies.

Death benefits 
taxed at 

beneficiary’s 
marginal rate.

If set up using 
crystallised funds: 

No 2 year rule 
and no LTA* test 

applies.

Death benefits 
paid tax-free to 

beneficiary.

*LTA = lifetime allowance. As long as the total amount you have saved in pensions is less than LTA, (currently £1,073.1 million) 
there will be no lifetime allowance tax charge to pay. 

Recipient of beneficiary drawdown dies before reaching age 75

If beneficiary drawdown is set up the beneficiary recipient can make their own nomination allowing further death 
benefits to be paid to another beneficiary (a successor) on their death. A lump sum death benefit can be paid to the 
successor or beneficiary drawdown can be set up for them. There will never be an LTA* test as that would have been 
dealt with when the original member died or reached 75.

Death benefits are paid tax-free to any beneficiary or successor.
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Retirement Account

If you are aged 75 or over when you die

Taxable death benefits are subject to the recipient’s marginal rate of tax.

For an individual this will be their personal rate of tax taking into account their taxable income for that year.

If a lump sum is taxable and is paid to a trust or the member’s estate, the tax rate is 45%.

No LTA* test applies.

Death benefits taxed at beneficiary’s 
marginal rate of tax.

Lump sum death benefit paid out. Beneficiary drawdown or annuity set up.

No LTA* test applies.

Death benefits taxed at beneficiary’s marginal rate of tax.

*LTA = lifetime allowance. As long as the total amount you have saved in pensions is less than LTA, (currently £1,073.1 million) 
there will be no lifetime allowance tax charge to pay. 

Recipient of beneficiary drawdown dies on or after reaching age 75

If beneficiary drawdown is set up the beneficiary recipient can make their own nomination allowing further death 
benefits to be paid to another beneficiary (a successor) on their death. A lump sum death benefit can be paid to the 
successor or beneficiary drawdown can be set up for them. There will never be an LTA* test as that would have been 
dealt with when the original member died or reached 75.

Death benefits are taxed at the beneficiary’s marginal rate.
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Retirement Account

AVAILABLE OPTIONS
Retirement Account offers the following options on death.

If you are under 75 when you die

Lump sum – any beneficiary can 
take the value of your Retirement 
Account as a tax free lump sum.

Beneficiary drawdown – any 
beneficiary can take the value 

of your Retirement Account 
by transferring it to their own 
beneficiary drawdown policy 

with Scottish Widows or another 
provider. The income will 

be tax free. 

Annuity – any beneficiary can 
use the value of your Retirement 

Account to buy an annuity. 
Income from any annuity will be 

tax free.

Please note, however, that 
Scottish Widows can only 

currently provide an annuity 
for your spouse or any other 

dependant. Another provider may 
be able to provide an annuity for 

any other beneficiary.

If you are aged 75 or over when you die

Lump sum – any beneficiary can 
take the value of your Retirement 
Account as a lump sum. This will 
be taxed at their marginal rate 

of income tax. 

Beneficiary drawdown – any 
beneficiary can take the value 

of your Retirement Account 
by transferring it to their own 
beneficiary drawdown policy 

with Scottish Widows or another 
provider. The income from that 
will normally be taxed at their 
marginal rate of income tax. 

Annuity – any beneficiary can 
use the value of your Retirement 

Account to buy an annuity. 

Please note, however, that 
Scottish Widows can only 

currently provide an annuity 
for your spouse or any other 
dependant. Another provider 

may be able to provide 
an annuity for any other 

beneficiary. The income will 
normally be taxed at their 

marginal rate of income tax.

Please note, Scottish Widows can currently only provide annuities to a dependant who is under 75 at the time of purchase. 

It’s also important to note that a non-dependant beneficiary who wasn’t nominated won’t have the option of beneficiary 
drawdown if you also leave dependants or nominated other individual beneficiaries. To ensure a specific beneficiary has 
the option of drawdown you should complete a nomination form telling us about them. 

Also if we choose a beneficiary other than one you have nominated then that beneficiary will only have the option of a 
lump sum if they are a non-dependant.
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Retirement Account

CASE STUDY: PAUL

Paul is 76 and Nigel is 58 and they are civil partners, who 
have been retired for some years. Paul has a Retirement 
Account and has taken tax free cash and an income from this 
since he reached 65. His remaining fund is £350,000. 

They have no other dependants. Sadly, Paul dies. Using our 
discretion, and guided by Paul’s nomination form, we  
could pay 70% (£245,000) of his fund to Nigel (as his 
dependant) and 30% (£105,000) to his sister Audrey (as  
his beneficiary). 

Annuity option – tax payable 
Nigel is a basic rate tax payer and, after considering his 
options, decides that he’d like to use this money to buy 
an annuity. He can do this because he is a dependant (but 
wouldn’t be able to buy an annuity with Scottish Widows 
if he were a beneficiary). Paul was over 75 when he died, 
so the annuity paid to Nigel is subject to Nigel’s marginal 
rate of income tax. When Nigel dies, there is nothing further 
payable, as the type of annuity he buys stops on his death. 

Beneficiary drawdown option – tax payable 
Audrey has also been retired for a few years and has a 
comfortable lifestyle. She decides that she would like to use 
the money to set up a beneficiary drawdown policy and takes 
a modest income from her share of Paul’s pension, with the 
intention of leaving the remainder to her two children –  
Chris and Charlie. She draws a total income of £25,000 from 
her policy until she dies at 78. She is taxed at her marginal 
rate of income tax on this amount whilst she is receiving the 
income (because Paul was over 75 when he died). 

Cash lump sum – tax payable 
When Audrey dies, Charlie decides he’d like to take his 
share (£40,000) of the remaining value of his mum’s 
beneficiary drawdown policy as a cash lump sum and uses 
it to pay a contribution towards his own pension, which he 
has neglected over the years. He pays tax at his marginal 
rate on the cash lump sum because his mum was over 75 
when she died. 

Beneficiary drawdown option – tax payable 
Chris decides that he would like to set up a flexible 
beneficiary drawdown policy with his share (£40,000) of 
the remaining value of his mum’s beneficiary drawdown 
policy. Although he would pay tax at his marginal rate 
on the income because his mum was over 75 when she 
died, he decides not to draw any income from the fund 
and leaves the money invested for the benefit of his own 
children when he dies. If they also decided to continue 
with drawdown, they could leave this to their own 
children, and so on, down the generations. Whether they 
paid tax on the income or not would depend on the age of 
their parent when they died.

Nigel 
receives an 
annuity – 

tax payable 
on the 
income 

Audrey takes 
beneficiary 
drawdown –  

tax payable on the 
income. Audrey 

dies age 78

Chris 
chooses 

beneficiary 
drawdown 
but draws 
no income

Chris’s 
children 

take 
beneficiary 
drawdown

Chris’s  
grand- 

children 
take 

beneficiary 
drawdown

Paul dies aged 76

Charlie 
takes  

a lump 
sum – tax 
payable
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Retirement Account

CASE STUDY: ANGELA

Angela dies aged 71 and has one son, Alan, who is 38 
and has a degenerative disability. He was dependent 
on his mum for day-to-day care before she died. Angela 
was divorced from Alan’s dad many years previously but 
remains close to her step children from that marriage, 
Marie and Neil. Angela retired when she was 60 and, after 
taking a lump sum and some income, her remaining fund  
is £180,000. 

Angela wanted to provide something on her death from 
her beneficiary drawdown pension for Alan, Marie 
and Neil. Using our discretion and guided by Angela’s 
nomination form, we could pay 80% (£144,000) to Alan 
and 10% (£18,000) each to Marie and Neil. Although Alan 
is over the age of 23, he is still classed as a dependent 
child under HM Revenue & Customs rules because of his 
physical condition. Angela also named Marie and Neil as 
her beneficiaries on her nomination form and we agreed 
that her wishes could be followed and each of them 
receive £18,000. 

Alan decides he wants a guaranteed income to help with 
his ongoing care and buys an annuity. The income from 
that annuity is tax free (because his mum died under age 
75 and it started within 2 years after her death). Marie and 
Neil decide to take their share as a lump sum, which is 
paid free of tax (because Angela died under age 75).

Neil  
takes a tax 
free lump 

sum

Marie  
takes a tax 
free lump 

sum

Alan  
receives an 
annuity –  
tax free 
income

Angela dies age 71
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Retirement Account

OTHER IMPORTANT INFORMATION

ACCIDENTAL DEATH BENEFIT 
• If you die as a result of an accident before your 

Retirement Account has been up and running 
for five years, your beneficiaries will benefit 
from our Accidental Death Benefit. We will pay 
out the greater of 120% of the total payments you 
have paid into the plan or the value of your plan 
as at the day we receive notification of your death. 
This only applies to the Retirement Planning part 
of your Retirement Account. 

BYPASS TRUST 
• It is unlikely that you will need to set up a 

bypass trust in order to avoid Inheritance 
Tax on your dependant’s estate. Everyone’s 
individual circumstances are different, 
however, and you should always seek the 
advice of a tax specialist or a legal adviser. 

NOTES 
• Tax treatment depends on your age at death and on 

the individual circumstances of your beneficiary(ies) 
and may be subject to change in the future. Tax rules 
can change. 

• Charges, limits and terms of any policy that 
your beneficiary(ies) may want to take out with 
Scottish Widows may change from time to time. 

• The value of the investments is not guaranteed 
and may go up and down depending on investment 
performance (and currency exchange rates where 
a fund invests overseas). 

BEREAVEMENT SUPPORT 
If you need to let us know that someone has died, we’re 
here to provide support. 

Once you let us know that someone has died, we’ll check 
what products they had. If you have already told Lloyds 
Bank, Halifax or Bank of Scotland, you don’t need to let 
us know. They will do this for you. 

LETTING US KNOW 
To let us know that someone has died, you can  
contact us: 

By Phone

0345 601 4179 (local rate) 

We are open 9am – 5pm, Monday to Friday.  
Calls may be recorded and monitored to help us improve 
our services. 

If you have a hearing or speech impairment you can 
use the Next Generation Text (NGT) Service. More 
information on the NGT Service can be found at  
www.ngts.org.uk 

By Post

The Bereavement Team  
PO Box 28015  
69 Morrison Street 
Edinburgh 
EH3 8YF 

On our website 

You can complete a short form on our website with some 
details of the person who has died, and one of our team 
will contact you.

You can find this form, plus further practical information 
and support at the following:  
https://www.scottishwidows.co.uk/contact-us/
bereavement/
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