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What happens to my pension when I die?

This is one of the most common questions we get asked by our clients and that’s 
quite understandable given that for most people, their pension fund is their second 
biggest asset after their home. The rules are now relatively simple, and the key 
considerations are what type of scheme you have and the age at which you die.

Have you already retired and bought an annuity?

If the answer is yes, you will have decided what benefits would be payable on your 
death when you bought it. You may have included:

Guarantee Period – the minimum number of years the pension is payable whether 
you live or die

Spouses/Dependents Pension – an ongoing income payable to a spouse or depen-
dent for the rest of their lives if they survive you. Commonly this will be 50%, 66% 
or 100% of the pension you are receiving but may be nothing at all

Value Protection – pays out a lump sum equal to the purchase price of the annuity 
less any instalments of income you have already received. 

If you die before age 75, any ongoing income or lump sum will be paid tax free and 
if you die after age 75, the recipient of the lump sum or income will pay income tax 
on it.

Are you in a Defined Benefit/Final Salary Scheme?

The scheme rules will explain what happens in the event of your death. Before 
retirement age, it is common for the scheme to pay out a spouses or dependents 
pension, sometimes based on your service with the company to the date of your 
death and sometimes taking into account future service which you are unable to 
complete. In addition, some schemes offer a death in service lump sum, or for those 
who have left service, a return of members contributions, with or without interest. 
After retirement, the scheme will typically pay a spouses or dependents pension 
and may pay a small lump sum equal to the balance of any guarantee period. 
Death in Service lump sums are usually paid tax free, but and pension payable to a 
spouse or dependent, regardless of the age at which you die, will normally be 
subject to income tax.

Are you in a Personal Pension or Drawdown Plan?

In the event of your death most modern plans will offer your spouse/dependents 
one or more of the following options:

Lump Sum – the whole value of your pension fund can be paid out as a lump sum 
to your nominated beneficiaries. This option is offered by most Personal Pen-
sion/Drawdown plans and the lump sum is tax free if you die before age 75 and 
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Lump Sum – the whole value of your pension fund can be paid out as a lump sum 
to your nominated beneficiaries. This option is offered by most Personal Pen-
sion/Drawdown plans and the lump sum is tax free if you die before age 75 and 
taxable as income in the hands of the recipient of you die after age 75.

Buy an Annuity – if the spouse or dependent wants a secure lifetime income, they 
can choose to purchase an annuity with the pension fund. This will give them a 
guaranteed income for life but it cannot include any benefits payable in their even-
tual death. The income is tax free if you have died before age 75 and taxable if you 
died after age 75. Most Personal Pension/Drawdown plans will also offer this 
option.

Inherited Drawdown – this enables a spouse or dependent to have your pension 
fund transferred into their name and keep it as a pension fund, with the ability to 
draw money from it, at any time they wish, either as ad-hoc or regular payments. 
The key advantage is that the pension fund remains invested in a tax-free environ-
ment and can therefore continue to growth. If offers flexibility as to the timing and 
level of any benefits taken and importantly, in the event of the death of the spouse 
or dependent, whatever still remains in the pension fund can be passed on once 
again enabling pension assets to cascade through future generations of your family. 
As above, if you die before age 75, any benefits taken by the spouse/beneficiary are 
tax free and if after 75, they are subject to income tax. It is important to note that 
not all pension plans offer this option. 

Any other types of Pension?

There are some other pension plans which have their own specific rules which are 
beyond the scope of this note, such as Section 32 Buy Out plans, which may offer a 
lump sum and/or a pension, but the specifics depend upon the individual plan.

What about Inheritance or Other Taxes?

Death in service lump sums and Lump sums payable by Personal Pensions are 
normally paid under a “discretionary disposal power” and therefore will not normal-
ly attract Inheritance Tax. However, some older style pensions such as Section 226 
plans and some Section 32 Buy Out plans may be payable into the estate of the 
deceased and could trigger an inheritance tax charge. There is also the possibility 
that if you transfer a pension plan whilst in poor health and die within two years of 
the date of transfer, the death benefits could form part of your estate for Inheri-
tance Tax purposes. Finally, those with pension savings in excess of the Lifetime 
Allowance (currently £1,055,000 in 2019/20) will see the excess taxed at 25% or 
55% when they pass on the fund depending upon whether the spouse/beneficiary 
chooses a lump sum or income option. The 55% tax charge will also apply to lump 
sum Death in Service benefits which exceed the Lifetime Allowance.

What should I be considering?

The most important thing to do if you are an active or deferred member of a pen-



Manchester Office  Telephone: 0161 834 2222
Cheshire Office  Telephone: 01925 759083

Authorised and Regulated by the Financial Conduct Authority. Registered in England 4087392. 
Registered Office: 1 City Road East, Manchester, M15 4PN. 

What should I be considering?

The most important thing to do if you are an active or deferred member of a pen-
sion plan, is to make sure your death benefit nomination is up to date. If you have a 
Section 226 or Section 32 plan or a Personal Pension that was taken out a few 
years ago, it may be worthwhile having it reviewed to ensure it offers the maximum 
flexibility. 

If you want us to review any of the pension arrangements you have, please get in 
touch with us on 0161 834 2222, email us at enquiries@hammondraggett.co.uk or 
contact your usual adviser.

There can be no guarantee that one pension plan will perform better than another. 
The value of investments and the income from them can go down as well as up. 
You may not get back all you have invested. Taking lump sum or income benefits 
early is not suitable for everyone and may mean eventual retirement benefits are 
lower. Fees may be payable in relation to our advice. 


