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In this issue we focus on:
l Taxation Easements on Lump Sum Settlements
l A 5 Week Settlement Opportunity?
l A Definitive Comparison of the Chancellor’s Proposals

Taxation Easements on Lump Sum Settlements
The news came a bit late for Bulletin 47, so we slotted in a ‘link’ to HMRC’s surprise announcement and then
summarised the proposed changes in the ‘Latest News’ section of our website.
http://www.pensionsmanagementltd.co.uk/news/removal-of-the-55-tax-rate-on-pensions-at-death/
Now that we’ve had time to reflect, it’s become increasingly clear that an ability to pass on, tax free, crystallised
pension funds on death before age 75, to any beneficiary, will reshape decades of thinking on tax efficient capital
investment and wealth settlement provision. The proposed changes, once in force will also greatly ease the
principal remaining decision on the timing of benefit uplift. 

At the moment a ‘Benefit Crystallisation Event’ (BCE) – i.e. taking pension benefit from some or all of a Member
Account, changes the potential tax treatment of the undrawn but ‘crystallised’ funds, in the event of the member’s
death. And whilst a qualifying ‘dependant’ can inherit the deceased member’s crystallised pension fund (and draw
taxable benefits accordingly) any Lump Sum payment to the deceased’s beneficiaries would, at present, be hit by
a 55% tax charge.

The proposed removal of both the ‘dependency’ qualification and of the lump sum tax charge (where death occurs
before age 75) promises to entirely liberate pension funds – not just to spouses, partners and other dependents,
but to any nominated beneficiary, ‘dependent’ or otherwise. It is however important to note that the tax free lump
sum payment will only be available after 5th April 2015, regardless of the actual date of death – provided no
dependants pension has been paid.

The dividing line of age 75, for the complete tax freedom of these benefits, looks likely to remain – although a
number of very valuable concessions have been proposed. The 55% tax charge currently levied on a Lump Sum
death settlement is to be reduced to 45%, in the 2015/16 Tax Year. And much more importantly, in the 2016/17 Tax
Year, it’s proposed that the Lump Sum death settlement tax charge shall fall not on the Trustees of the Scheme –
but upon the recipients of the settlement, to be charged at their marginal rate. 

These proposed changes carry great significance – and whilst their effectiveness will be dependent upon the
approval of the next Government, they demand immediate consideration.

At the moment, upon a member’s death on or after age 75, we have only the following options for the destination
of residual funds:

1. Transfer the residual pension fund to a surviving spouse, partner or qualifying dependent - for continuing
drawdown or annuity purchase.

Or

2. Make a Lump Sum payment to nominated beneficiaries after first settling a 55% tax charge.
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The proposed new regulations, whilst offering a lower tax charge on lump sum payments, most importantly sweep
away the ‘spouse, partner or qualifying dependent’ conditions for continuing drawdown benefit – and replaces
them with an “any beneficiary” definition. This means that, upon a member’s death at any time after age 75, a
residual fund could be held for the benefit (and purpose) of paying a drawdown income to any nominated non-
dependent beneficiary. Should this beneficiary be a grandchild, then the income to be paid would be taxed upon
the grandchild at their marginal rate – and might therefore hold every prospect of minimal taxation. This income,
liberated so tax efficiently and from such an unexpected source, could then be used to meet a range investment
and educational needs of grandchildren.

A 5 Week Settlement Opportunity?
All that I have said above pre-supposes that the new regulations suffer no limitations or reversals in the Chancellor’s
Autumn Statement on 3rd December – and will come into effect unchanged on 6th April 2015. 

The General Election is scheduled for the 7th May 2015. In recognition of the nature and extent of the tax easements
(and the very particular advantages that seem likely to arise for higher rate taxpayers and their beneficiaries), it
may well be prudent to prepare to act quickly, next April, to seize the opportunities created – whilst they remain.

A Definitive Comparison of the Chancellor’s Proposals
For simplicity, clarity and conciseness I now summarise the proposed key changes to the taxation of pension
benefits passing on death:

Current System

Proposed New System

Next stop, the Chancellors Autumn Statement – meanwhile, with your Scheme Trustees, look again at your current
Expression of Wish Form.

Geoffrey Stait
12 November 2014

The opinions expressed are those of the author. The material provided is for general information only and does not constitute
investment, tax, legal or other form of advice. You should not rely on this information to make (or refrain from making) any
decisions. Links to external sites are for information only and do not constitute endorsement. Always obtain independent
professional advice appropriate to your own particular circumstances.

Crystallised Funds Uncrystallised Funds

Death Prior to 55% tax charge if paid as Lump Sum - Can pass on as a Lump Sum completely
Age 75 or drawdown to a Dependant at their tax free to any beneficiary up to the

marginal rate. deceased’s Lifetime Allowance.

Death After 55% tax charge if paid as Lump Sum - 55% tax charge if paid as Lump Sum -
Age 75 or drawdown to a Dependant at their or drawdown to a Dependant at their

marginal rate. marginal rate.

Crystallised Uncrystallised

Death Prior to Can pass on completely tax free to any Can pass on as a lump sum completely
Age 75 Beneficiary as a Lump Sum or as a tax free to any Beneficiary up to the

drawdown pension. deceased’s lifetime allowance.

Death After 45% tax charge (2015/16 tax year) if paid 45% tax charge (2015/16 tax year) if paid
Age 75 as Lump Sum - or drawdown for any as Lump Sum - or drawdown for any

Beneficiary at their marginal rate. Beneficiary at their marginal rate.


