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RETIREMENT ACCOUNT

Customer’s guide to accessing income  
with drip feed drawdown

Giving you the flexibility to help manage your income tax in retirement.
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A REMINDER

There are 2 parts to your Retirement Account – 

Each part has its own Control Account – payments in and out  
go through the Control Accounts, and certain charges are taken from them.

You can see more details about your Retirement Account and how it works in:

• Retirement Account – Your Guide (45816)

• Key Features of the Retirement Account (46253)

• Key Features of the Retirement Account for Retirement Income (23168)

Retirement Planning  
receives your pension savings  
and holds them pre-retirement 

Retirement Income  
holds your pension savings  

post-retirement and allows you  
to take income drawdown.

Retirement Account
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Retirement Account

Taking your tax-free cash

When you move (or ‘designate’) money from Retirement Planning to Retirement Income, you can take up 
to 25% of the amount you designate as a tax-free cash sum. This is paid from Retirement Planning. The 
other 75% goes into Retirement Income, and any income payments you take are taxable. 

You could move your money all in one go, and take a single, one-off amount of tax-free cash. 

Some people have very definite plans for this – they may want to pay off their mortgage or other debts, 
improve their home or take the holiday of a lifetime. But many people don’t have such plans, and don’t 
need to take it all in one go. 

Can you do things differently?

Instead of taking it all in one go, you can ask us to automatically designate your pension savings into 
Retirement Income a bit at a time, taking a small amount of tax-free cash each time, and using the tax-free 
cash to provide some or all of your income at the start of your retirement. 

The remaining 75% is moved into Retirement Income – if you then take it as income, it will be taxable. 

We call this ‘Drip Feed Drawdown’, and there’s no extra charge for using it. 

You have three options – 

• you can just take the tax-free cash, and leave the remaining 75% invested,

• you can take the tax-free cash and some of the remaining 75% as income, or

• you can take the tax-free cash and all of the remaining 75% as income. 

If you only take the tax-free cash, you could use that to provide your income, and not pay any income tax 
on the income from your Retirement Account in the early part of your retirement. 
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25% 
TAX-FREE CASH

75% 
TO RETIREMENT 

INCOME

TAKE SOME OR  
ALL AS TAXABLE INCOME
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MANAGING YOUR INCOME TAX IN RETIREMENT 

Let’s look at some examples of how you can use Drip Feed Drawdown to pay less or no tax on your 
income in retirement. 

The following examples assume –

• each of the people in the examples are not receiving income from other sources  
such as income from employment, other pensions or the state pension

• tax rates and allowances for the current tax year apply (if you’re a Scottish or Welsh taxpayer, these 
may be different from the rest of the UK)

• no account is taken of National Insurance contributions. 

Remember –

• each tax year there is a basic amount of income that is tax-free, called your ‘personal allowance’.  
For the current tax year, the basic personal allowance is £12,570.

• although the amounts are shown as yearly amounts, you can ask us to pay your income monthly, 
quarterly, or half-yearly instead. 

Using Drip Feed Drawdown so you don’t have to pay any income tax  
on your income in retirement

Barry is 59 and has £250,000 in Retirement Planning. 

He doesn’t need to take all his tax-free cash at once, and decides to take an 
income of £14,000 each year from his Retirement Account. 

Barry sets up Drip Feed Drawdown to move £14,000 from Retirement Planning 
to Retirement Income each year, taking 25% of this as tax-free cash, and the 
remaining 75% as a taxable income payment. This gives rise to a payment of 
£3,500 as tax-free cash (£14,000 x 25%). The remaining £10,500 is taxable, 
but as it’s below the personal allowance of £12,570, no tax is due.

Barry can therefore take £14,000 out of his pension savings each year 
without paying any income tax. 

£250,000

£14,000

£14,000
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Paul is 56, and is retiring early. He has £450,000 in  
Retirement Planning. 

He’s decided to move all of his pension savings into Retirement Income in 
one go, and take his entire tax-free cash sum of £112,500 (£450,000 x 25%) 
to pay off his mortgage and pay for some home improvements. 

He then decides to take a taxable income of £20,000 each year from 
Retirement Income. 

Part of this is below the personal allowance of £12,570, so no income tax  
is payable on that part, but income tax will be due on the remaining £7,430. 
As he has no other income, he’ll pay basic rate tax of £1,486 (£7,430 x 20%) 
on this part, giving him a net income of £18,514 (£20,000 - £1,486).

Julia is also 56, but doesn’t need to take her tax-free cash  
in one go. She too, has £450,000 in Retirement Planning, and 
decides to take an income of £20,000 each year. 

She decides to use Drip Feed Drawdown to move her pension savings into 
Retirement Income a bit at a time, and sets it up to move £20,000 once a year. 

Each time money is moved across, she can take 25% as tax-free cash, giving 
her £5,000. She then takes the other £15,000 as a taxable income payment 
from Retirement Income. 

Part of this is below the personal allowance of £12,570, so no income tax  
is payable on that part, but income tax will be due on the remaining £2,430. 
As she has no other income, she’ll pay basic rate tax of £486 (£2,430 x 20%)  
on this part, giving her a net income of £19,514 (£5,000 +(£15,000-£486)). 

£450,000

£20,000

£19,514

Using Drip Feed Drawdown if you’re a basic rate taxpayer 

-£112,500

£20,000

£18,514

£450,000
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Jasmin is 58, and has £950,000 in Retirement Planning. 

She’s decided to move all of her pension savings into Retirement Income in 
one go, and take her entire tax-free cash sum of £237,500 (£950,000 x 25%) 
to pay off her mortgage, car loan and credit card bills, and take the holiday  
of a lifetime. 

She then decides to take a taxable income of £60,000 each year from 
Retirement Income. 

Part of this is below the personal allowance of £12,570, so no income tax  
is payable on that part, but income tax will be due on the rest. 

She’ll pay basic rate tax on the part between £12,570 and £50,270 and 
higher rate tax on the part above £50,270. 

• 20% x £37,700 = £7,540

• 40% x £9,730 = £3,892

Her total tax bill is therefore £11,432, giving her a net income of £48,568. 

Using Drip Feed Drawdown if you’re a higher rate taxpayer

-£237,500

£60,000

£48,568

£950,000

Edward is 63, and doesn’t need to take his tax-free cash in one 
go. He too, has £950,000 in Retirement Planning, and decides to  
take an income of £60,000 each year. 

He decides to use Drip Feed Drawdown to move his pension savings into 
Retirement Income a bit at a time, and sets it up to move £60,000 once a year. 

Each time money is moved across, he can take 25% as tax-free cash, giving 
him £15,000. He then takes the other £45,000 as a taxable income payment 
from Retirement Income. 

Part of this is below the personal allowance of £12,570, so no income tax is 
payable on that part, but income tax will be due on the remaining £32,430. 

As his taxable income is below the higher rate threshold of £50,270, he’ll 
only pay basic rate tax of £6,486 (£32,430 x 20%) on this part, giving him  
a net income of £53,514 (£15,000 + (£45,000 - £6,486)). This also means 
he pays no higher rate tax. 

£950,000

£60,000

£53,514
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Can I use Drip Feed Drawdown?

Drip Feed Drawdown is only available if you bought your Retirement Account through an Independent 
Financial Adviser and you are also applying for Drip Feed Drawdown via an adviser. 

Your adviser will be able to confirm specifically, but generally you can use this option if –

• you are NOT invested in our Governed Investment Strategies or Premier Governed Investment 
Strategies – if you ARE invested in these, you will need to switch out and into other investments  
if you want to use Drip Feed Drawdown

• you’re not invested in Commercial Property

• you have enough lifetime allowance left to cover the payments you want to take

• you don’t have a protected retirement age that allows you to take your pension savings before age  
55, or a protected lifetime allowance that allows you to have a lifetime allowance of more than  
£1,073,100 (tax year up to and including 2025/2026)

• you are not entitled to more than 25% tax-free cash

• your retirement age is set at age 75 or under.

Are there any minimum amounts?

If you are setting up a new Retirement Account and Drip Feed Drawdown straightaway, you must invest 
enough of your pension savings in Scottish Widows Pension Funds, or in the Control Account, to cover –

• 3 months’ worth if you are setting up monthly payments

• 2 quarters’ worth if you are setting up quarterly payments

• 1 payment if you are setting up half yearly or yearly payments. 

If you are paying only regular contributions, you may not be able to set up Drip Feed Drawdown 
straightaway.

These minimum amounts do not apply if you are setting up Drip Feed Drawdown on an existing 
Retirement Account, but you must have enough of your pension savings in Scottish Widows Pension 
Funds or the Control Account to cover the payments you want.

In addition, the current minimum Drip Feed Drawdown amount is £1 for each designation. 
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What if I’m already taking income drawdown from my 
Retirement Account?

You can set up Drip Feed Drawdown as long as you still have enough pension savings held in the 
Retirement Planning part of your Retirement Account.

If you’re already taking regular income payments calculated as a percentage of your fund value, 
remember that once a year we recalculate the amount of income that you get. So taking tax-free cash 
and/or taxable income payments using Drip Feed Drawdown won’t change the amount of your regular 
payments immediately, but any amounts retained in Retirement Income as a result of Drip Feed 
Drawdown payments until the annual calculation date will affect the amount you get in the future. 

What about the lifetime allowance and the annual allowance?

Each time you move money from Retirement Planning to Retirement Income, you use up some of your 
Lifetime Allowance. When you start Drip Feed Drawdown, we’ll ask you to confirm you have enough 
Lifetime Allowance left, and then ask you to re-confirm once a year. 

You can only use Drip Feed Drawdown on a flexible access drawdown basis – this means that the amount 
of income you can take is not subject to any maximum limit. If you’ve been taking income drawdown for 
some time and are still in capped drawdown, you’ll need to agree to switch to flexible access drawdown 
to use Drip Feed Drawdown. 

Remember that taking any taxable income payments under flexible access drawdown means you will be 
subject to the Money Purchase Annual Allowance (currently £4,000), which may limit the amount you 
can save into a pension in the future. This doesn’t apply if you only take a tax-free cash sum. 
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How are payments made?

You can tell us what date you want the payments to be made and we’ll normally make the payment on 
that date (if the payment date falls on a weekend or Bank Holiday payment will normally be made on the 
following first working day). If you’re taking tax-free cash AND an income payment, you’ll get two 
payments into your bank account. Payments are made using BACS, which means it’ll normally take 3-5 
working days to arrive into your account, and we’ll deduct any tax due using PAYE.

You can make changes whenever you like. 

If you have enough invested in the Control Account, we’ll use these amounts to make your Drip Feed 
Drawdown payments. 

If there isn’t enough in the Control Account, and you have enough invested in Scottish Widows Pension 
Funds, we’ll automatically disinvest the amount needed to make the payments you have asked for.  
We’ll do this proportionately across the Scottish Widows funds you are invested in, in the Retirement 
Planning part.

25% of this amount will be paid from the Retirement Planning Control Account to provide your tax-free 
cash. The remaining 75% will be moved to the Retirement Income part, where it will be re-invested in 
the same funds as it was invested in when it was in Retirement Planning part. 

If you’re taking some or all of the remaining 75% as an income payment, we’ll aim to take it from the 
Retirement Income Control Account. If there isn’t enough in the Retirement Income Control Account, 
we’ll automatically disinvest across all the Scottish Widows Pension Funds you are invested in, in the 
Retirement Income part. 

This includes any Scottish Widows Pension Funds you were already invested in, in Retirement Income, 
before the 75% was moved across, AND any further funds that the 75% is re-invested in after it has been 
moved. You and your adviser will need to rebalance the Retirement Income part regularly to be certain 
that your Retirement Account continues to be invested in the way that you want.

If you don’t have enough invested in Scottish Widows Pension Funds (you may have invested in funds in 
the Fund Supermarket, Share Dealing, or be using a discretionary fund manager), you and/or your 
adviser will need to make sure there’s enough in the Control Account to make the payments you have 
asked for – these investments cannot be sold automatically. You’ll also need to confirm what any 
amounts moved to Retirement Income should be re-invested in. 

When we make each Drip Feed Drawdown payment, we’ll write to you to confirm the amount of tax-free 
cash and any income paid, and the amount of the Lifetime Allowance used by that transaction.

We’ll also write and tell you if a payment fails, or if there is not enough in your Retirement Account to 
meet future payments.
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Important things to bear in mind

• when deciding how much tax-free cash or taxable income to take, you should bear in mind a number 
of things including charges and expenses, how well your investments perform and your long term 
plans. You should regularly review investment performance and your long term plans

• high levels of tax-free cash and taxable income payments may not be sustainable and in some cases 
could reduce the value of your Retirement Account to zero. You should consider the impact this might 
have on your income in retirement

• pensions are a long-term investment. The retirement benefits you receive from your Retirement 
Account will depend on a number of factors including the value of your Account when you decide to 
take your benefits which isn’t guaranteed and can go down as well as up. The value of your Account 
could fall below the amount(s) paid in 

• the value of the tax benefits of your Retirement Account depends on your individual circumstances. 
Tax rules and circumstances may change in future 

• we will close your Account if there is no remaining value. 

KEEPING TRACK OF YOUR RETIREMENT ACCOUNT

 www.scottishwidows.co.uk

We’ll send you a statement each year, but you can also keep track of your Retirement Account online, 
where you can see –

• all transactions within your Retirement Account

• real-time valuations

• your investment history.
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