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Crystallised Fund on Death of Survivor
It was a game changer when, two years ago, the Chancellor announced the staged elimination of the 55% tax 
charge on a pension drawdown Member Account, on death. The tax charge was first cut to 45%, and then axed 
altogether last year.

The elimination of this final tax charge means that undrawn pension funds now sit squarely in the arena of end-of-
life estate planning, legacy provision and inheritance tax mitigation.

Members in drawdown have always enjoyed the freedom to nominate those whom they wish to benefit, upon their 
death, from any remaining undrawn pension funds. Until last year’s tax withdrawal, the advantage and appeal 
of this discretionary and tax-free settlement route came to a halt once the finishing line of a 75th birthday was 
crossed.

All is now changed. Undrawn pension accounts can now pass, entirely tax-free and outside the member’s estate, 
into the hands of nominated beneficiaries, irrespective of the member’s age at date of death. A 75th birthday no 
longer makes any difference.

Benefits passing after death, retain their tax-sheltered pension status – and will keep that protected status for as 
long as the beneficiary chooses to retain their inherited pension account. 

Drawdown from an inherited pension account is permissible from the outset – irrespective of the age of the 
beneficiary. All drawdown undertaken by the beneficiary, is liable to income tax, by aggregation with the 
beneficiary’s overall taxable income in the year (or years) of uplift. 

Huge potential therefore exists for the delivery of valuable benefits to both children and grandchildren. School 
fees and University costs might be notable areas of both need and purpose – particularly where the recipient 
beneficiary is a nil-rate or basic rate taxpayer. 

The effect of the substantial changes now mean that a deceased member’s pension account can pass from one 
generation to another, retain its tax-sheltered pension status, avoid inheritance tax, side-step the rigours of taxable 
trusts and only encounter taxation when drawn upon by the beneficiary.

For clarity, here are the key points:
l On death prior to age 75, the entirety of a Member’s pension account within the Lifetime Allowance can be 

paid out to nominated beneficiaries as a lump sum, free of all taxes. Whether the funds are ‘crystallised’ or 
‘uncrystallised’ at date of death is irrelevant.

l  On death after age 75, the entirety of a member’s pension account that is undrawn at date of death, will retain 
its ‘pension fund’ status and may be settled, as a pension account, upon Nominated Beneficiaries, free of any 
tax charge and free of Inheritance Tax aggregation with the deceased estate.

Taxation upon these settled pension benefits will only be encountered when the settled pension account is drawn 
upon. At that point, the monies drawn down will be taxed as income at the marginal rate of the beneficiary under 
normal PAYE regulations.
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And finally, on a more joyous, celebratory theme:
l The attainment of age 75 no longer represents a date-line by which a member’s “tax free cash” must be taken. 

No upper age limit any longer applies to ‘tax free cash” availability from uncrystallised funds.

Members in drawdown are therefore able to defer “tax free cash” uplift for as long as they wish – perhaps using 
residual Cash Lump Sum entitlement within an overall income strategy.

The only words of caution needed here are that any uncrystallised funds remaining at date of death on or after age 
75 will be stripped of their Cash Lump Sum proportionate entitlement and will simply be treated as above – i.e. 
taxable at the beneficiary’s marginal rate once drawdown is undertaken.

‘Now where did we put those Wills...?”
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