YOUR GUIDE TO
DEFINED BENEFIT
PENSION TRANSFERS

INTRODUCTION
A pension transfer from a defined benefit
(salary-related) pension scheme means giving
up your guaranteed scheme benefits in return
for a one-off lump-sum transfer value which is
invested into another pension scheme of your
choosing, often a Personal Pension.
You should be aware that the Financial Conduct Authority (FCA), the
regulator of financial advice firms, maintains the view that the value of
guaranteed benefits available to members of a defined benefit pension
scheme are such that for most scheme members a transfer to a money
purchase arrangement, where you take on the investment risk of your
pension fund, is unlikely to be in the member’s best long-term interests.
Therefore, transferring out is NOT a simple or straightforward process. In
most cases, you are likely to be worse off if you transfer out of a defined
benefit scheme.
The obvious attraction of a lump sum of money in your own personal
pension pot must be carefully evaluated against the scheme benefits that
you will be giving up and the extra responsibility placed on you to manage
your own pension.
Transferring is an irreversible process. It is therefore imperative that you
fully understand the implications of a proposed transfer before deciding to
proceed and you should only do so on the recommendation of suitability
by a professional and qualified adviser.
Hamnett Wealth Management has adopted the Personal Finance Society’s
Gold Standard. Financial advice firms who adopt and promote this
standard adhere to a set of principles. As a result, you can be confident
that you are dealing with a Pension Transfer Specialist and professional
advice firm that will have your best interests at heart when providing
financial advice in relation to whether or not you should transfer your
pension. You can find out more about the Gold Standard at www.thepfs.org

MAKING AN
INFORMED DECISION
Pension transfers can be complex and there
is a lot to think about before going ahead.
Seeking professional financial advice will help
to ensure you are better able to make a fully
informed decision that is in your best
long-term interests.
It is for this reason that the FCA has made it a legal requirement to
seek financial advice if you are considering transferring what are called
‘safeguarded benefits’ – for example, if you are in a defined benefit
pension scheme or have a pension policy with guaranteed annuity rates
(GARs) – and your benefits have a transfer value of more than £30,000.
This rule is there for your protection to make sure you are aware of all
the pros and cons of transferring and receive a recommendation from a
qualified adviser that will be in your long-term best interests.

REMEMBER
1. The Government or the Financial Conduct Authority could change
the rules on pension transfers at any time.
2. It is a time-consuming process that involves gathering all of the
necessary information from your schemes, undertaking calculations
and verifying recommendations. The whole process could take
longer than the period for which your transfer quote is valid. If this
is the case, you must obtain a new transfer quote and be aware
that the transfer value may be less than the original offer. This may
affect both the advice and the benefits that you could receive.
3. A
 fter a full evaluation of your circumstances, your Pension Transfer
Specialist may advise you to stay in your defined benefit scheme
and not proceed with the transfer.
4. M
 ost defined benefit schemes state that you have to transfer your
whole pension in a single transaction. You cannot transfer a smaller
sum to try and preserve some of your guaranteed benefits.
5. If you do transfer out, your pension investment requires regular
monitoring. You will need to take financial advice throughout the
rest of your life and need to consider the associated cost of this.

Before discussing your potential transfer, you will be required to read
through the information available on the websites listed opposite to
educate yourself as much as possible. The information will support you
in your first decision which is whether you want advice as to whether or
not to transfer your scheme. A non-refundable fee will be payable and
remember, the advice may well be to remain in your scheme. If the advice
is to transfer out, it is imperative – and, in fact, a regulatory requirement
- that you fully understand the implications of a proposed transfer before
deciding to proceed.

You can get free, impartial information about transferring your
pension from:
Money Advice Service - www.moneyadviceservice.org.uk
Pensions Advisory Service - www.pensionsadvisoryservice.org.uk
Pension Wise - www.pensionwise.gov.uk

REASONS TO
CONSIDER A TRANSFER
CONCERNS ABOUT YOUR SCHEME
You may fear that the promised income
from your defined benefit scheme will not
be paid in full as a result of the sponsoring
employer becoming insolvent, for example.
Such failures are rare and all schemes that
are underfunded must prove they have
a recovery plan in place. Should your
previous employer fail and the scheme
be unable to meet its obligations, your
‘rights’ would be taken over by the Pension
Protection Fund (PPF). This is a pension
compensation scheme which would pay
100% of your pension as compensation
if you had already reached the scheme’s
normal retirement age and 90%
compensation (subject to a cap) if you are
yet to reach this age.
Leaving your funds in a defined benefit
scheme, even with the risk that it may
need to be bailed out in the future, may
produce a better financial outcome for you
than transferring.
FLEXIBILITY
If you transfer out of your pension and
invest into a flexible pension policy, when
you take your benefits (from age 55 at the
moment) you will be able to choose from
a range of income and lump-sum options.
These include a drawdown policy – which
allows you to take income as and when you
need it - an annuity (providing a guaranteed
income for life) or one-off income payments
directly from your retirement fund. Many
people transfer out to access these flexible
income options rather than having the fixed
(though guaranteed) annual income from
the defined benefit scheme.
This may seem attractive but you may
prefer or need the security of a guaranteed
lifetime income provided by your defined
benefit scheme.
TAX EFFICIENCY
If you transfer into a flexible pension
arrangement you can vary the flow of
income you receive and may be able

to reduce your overall income tax bill.
Furthermore, you can normally take the
first 25% of the fund as a tax-free lumpsum whereas most defined benefit pension
schemes give you access to a lower
tax-free cash amount; you will also usually
have to commute some of your scheme’s
pension in order to get the lump sum.
SERIOUS ILL HEALTH
If your life expectancy has been shortened
significantly and you are expected to live
less than 12 months then you may get
more cash by transferring out of your
defined scheme than from staying in it.
The whole fund would be available as a
cash sum to you or, in the event of your
death, your family.
Alternatively, if your condition is not
immediately life-threatening and you prefer
a more secure income, you may benefit
from purchasing an ‘enhanced annuity’
with your transferred fund. Generally, this
would offer you much more income than
a standard annuity or a defined benefit
pension because the annual income would
reflect your reduced life expectancy.
INHERITANCE
When you die with a defined benefit
pension your surviving spouse or civil
partner may receive a proportion of
your pension guaranteed for the rest of
their life. When they die however, there
is no residual fund to pass on and your
scheme pension benefits effectively
end. If you transfer out to your own
pension pot then any money that is left
after you die can be more easily passed
on as part of an inheritance, either as a
lump sum or a source of income to your
nominated beneficiaries. Furthermore, it
is free of Inheritance Tax and, in certain
circumstances, free of Income Tax when
heirs make withdrawals.
Whilst this may appeal, it is worth
remembering that the security of your own
retirement income for life is the main priority.

REASONS TO CONSIDER RETAINING
YOUR DEFINED BENEFIT SCHEME
INVESTMENT RISK

LIFETIME ALLOWANCE

If you transfer out of your defined benefit scheme you
will lose the security of a guaranteed lifetime income.
The value of your pension fund will be determined by
the performance of your chosen investment fund(s).
You - rather than your scheme’s sponsoring employer
- will carry all of the risk if the chosen investment
strategy fails to provide the retirement income you
need. This extra responsibility may be an unwelcome
burden to you.

The lifetime allowance is a ceiling on the value of
the pension benefits that you can draw from your
pension schemes. Your pension assets are tested
by the pension scheme providers against the lifetime
allowance at certain milestones, including when you
take benefits and when you turn 75.

SIMPLICITY
If you retire with a defined benefit pension then you
won’t need to monitor the performance of the fund
so you will have no investment risk; the scheme’s
sponsoring employer will have the responsibility of
making up any scheme shortfalls.
Drawing an income from a flexible pension requires
you to manage and carry all of the risks. You will need
to closely monitor the fund value and withdrawals up
to and throughout your retirement. Furthermore, to
safeguard against possible cognitive decline that may
impact on your ability to make decisions, you would
ideally put safeguards in place, such as a lasting
power of attorney. Hamnett Wealth Management can
help with all of this.
INFLATION PROOFING
If you transfer from your defined benefit scheme, you
will lose the protection against inflation that it provides
on your pension each year. Keeping your pension’s
buying power can be a valuable benefit as people often
underestimate how long they will live.
Generating a rising level of income from a flexible
pension can be very difficult to achieve. The amount
of income from your pension could reduce in real
terms if the investments and withdrawals are not
carefully managed.
Whilst it may be possible for you to buy an indexlinked annuity, these can be very expensive and will
only replicate the guaranteed benefits provided by the
defined benefit pension.

Defined benefit pensions are currently treated more
leniently compared to others. In valuing benefits to test
against the lifetime allowance, the promised defined
benefit pension income is multiplied by 20.
However, with transfer values sometimes being
multiples of 35 or more times the scheme’s pension,
you could find that when you take your pension
benefits in future, your value exceeds the lifetime
allowance, especially if you have other pension assets.
Any pension value over the lifetime allowance will be
taxed at 55% if you take it as a lump sum or 25% tax if
the excess is used to provide you with income.
SPOUSE’S OR PARTNER’S PENSION
The income guarantees that come with a defined
benefit pension provides reassurance that your
surviving spouse or partner will be financially secure,
often receiving 50% of the pension you were receiving
at death. If you transfer out and die during retirement
then there are no guarantees that your fund value on
death would provide your surviving spouse or partner
with the same level of income for life.

SUMMARY
DEFINED BENEFIT PENSION

DEFINED CONTRIBUTION PENSION

INCOME

You receive a regular guaranteed
income for life.

Your income is drawn from the fund
available at your retirement but the
level of income is not guaranteed.

TAX-FREE CASH

A tax-free cash lump sum is usually
available by commuting some of the
scheme pension.

A tax-free cash sum of a quarter of
the fund value is usually available.

CHOICES AT
RETIREMENT

A set level of pension income or
a reduced pension and a tax-free
cash sum.

You will be able to take cash lump
sums, variable income or buy
a guaranteed income (under an
annuity) or a combination of these
depending on your needs at the time.

RETIREMENT AGE

Full pension is available to you at the
scheme’s normal retirement age.
Benefits can normally be accessed
from age 55 subject to reductions in
the benefits payable which reflects the
fact that your pension will be payable
for longer.

Benefits can be accessed from age
55 at the moment, although early
access will impact on the ability of
the fund to sustain income in the
long term.

INFLATION

Inflation will reduce the purchasing
power of your pension over time.
These schemes offer some protection
against this risk by increasing the
income payable over the time.

You will bear the risk that inflation will
erode the value of the income you
can take from your pension fund. To
protect from this, you can:
- Purchase an index-linked annuity; or
- D
 raw an increasing amount from
your drawdown plan but this will
impact on how long your funds will
last.

INVESTMENT
PERFORMANCE

Performance doesn’t affect the
level of income payable to you. The
scheme bears the investment risk.

You bear the risks of investment
underperformance. You may
get back less than the amount
transferred in.
The benefits or level of income
you can take from a drawdown
arrangement will depend on the
level of investment performance
achieved.

DEFINED BENEFIT PENSION

DEFINED CONTRIBUTION PENSION

LONGEVITY

The scheme will pay you a guaranteed
pension for the remainder of your life.
This means the scheme bears the risk
of you living longer than expected.

Where an annuity is purchased, it
will be paid for the remainder of
your life. Where benefits are taken
by drawdown, the income will only
last as long as there are funds to
pay it. You may have to reduce
the amount of income you take to
avoid running out of money. You
bear the risk of living longer than
expected.

YOUR HEALTH

The level of benefit payable is not
affected by your health.

Annuities can be purchased which
reflect your health so you may get
a larger annuity if you have reduced
life expectancy.

BENEFITS ON DEATH

Most schemes will provide a
guaranteed pension for life to your
spouse, civil partner or life partner.
Some schemes may also provide
pensions to your dependants, such as
minor children.

Annuities can be purchased with
a pension payable to a surviving
spouse, civil partner or other
dependant. If you use drawdown,
any remaining fund on your death
can be inherited by any nominated
beneficiary who can choose a lump
sum or ongoing income payments.

UNDERLYING
GUARANTEES

The Pension Protection Fund (PPF)
acts as a guarantor to the benefits
payable from the scheme. In most
cases the PPF pays 100% of your
pension entitlement as compensation
to those who have already reached
their scheme’s normal retirement age
and 90% (subject to a cap) to those
who are yet to reach this age.

If you purchase an annuity and the
provider fails, the Financial Services
Compensation Scheme will pay
100% of the benefits.
If you’ve retained your funds in a
drawdown arrangement with an
insured scheme, the FSCS will
protect 100% of the remaining fund.

THE
NEXT
STEP
Whilst the introduction
of pensions freedoms in
2015 has changed the way
some people think about
retirement planning, for
most people, retaining the
guaranteed benefits of a
defined benefit pension
is likely to be in their
best interests.
The decision to transfer your pension or
leave it where it is will be one of the most
important financial decisions you will make.
Transferring is irreversible and therefore it
is imperative that you fully understand the
implications of a proposed transfer before
receiving any advice and only proceed to
transfer on the recommendation of a
Pension Transfer Specialist.
At Hamnett Wealth Management, we have
Pension Transfer Specialists who can
review your personal circumstances and
your objectives for retirement. They would
conduct a financial analysis of the benefits
you would relinquish against the benefits
available to you under the new scheme.
This is a time consuming and complex
process that will incur an upfront and nonrefundable charge. Once complete, your
Hamnett Wealth adviser will have all of the
necessary information to be able to advise
you on your options.
If you feel you would benefit from talking to a
Hamnett Wealth Pension Transfer Specialist,
please contact us on: 0114 235 3500 or
email advice@hamnettwealth.com.

GLOSSARY
ANNUITY

LIFETIME ALLOWANCE

A type of retirement income which provides you with
a regular, guaranteed payment, usually for life. If you
have a Defined Contribution pension fund you can
use it to buy an annuity. There are different types of
annuity for you to choose from.

The limit on the value of your pension benefits that
you can draw from pension schemes – whether lump
sums or retirement income – without triggering an
extra tax charge.

DEFINED BENEFIT
This is a type of pension scheme that provides
guaranteed levels of pension at retirement. The
amount you get at retirement is based on a formula
which takes into account a number of things,
including your earnings at the date of leaving the
scheme, the scheme’s annual accrual rate (often
1/60th a year) and how long you were a member of
the pension scheme.
DEFINED CONTRIBUTION
This is a scheme where your contributions (and
those your employer makes for you) are invested.
The amount of fund available to provide benefits at
your retirement age is based mainly on how much
has been paid in and how well the investments have
performed. The fund is used to buy an annuity, go
into drawdown or used for one-off income payments
– or a combination of these.

LUMP SUM
A single payment made at a particular time,
as opposed to a number of regular payments
or instalments.
PENSION PROTECTION FUND (PPF)
A compensation scheme set up to pay
compensation to members of eligible defined
benefit pension schemes. A scheme may enter the
PPF when the sponsoring employer has become
insolvent and there are insufficient assets in the
pension scheme to pay a specified minimum level
of benefits.
PENSION POT
This is a term used to describe the benefits held in
a Defined Contribution scheme. It simply refers to
the pot of money – the fund - that is invested for the
member.

DRAWDOWN

TRANSFER VALUE

When you retire, this is one way of taking an income
directly from your Defined Contribution pension
scheme fund. You can take lump sums over a period
of time or a fixed or variable income – you decide.
The remaining pension pot stays invested so its
value can go up and down. The income you draw
is taxable.

This is the amount of money that would be paid to
another pension scheme of your choosing if you
choose to transfer your benefits. It is a one-off
payment made by the scheme trustees that cannot
be reversed and extinguishes any rights you had
under the scheme.
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