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Things to consider before transferring your Pension
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INTRODUCTION
Pension Freedoms has changed how those saving for retirement could take their benefits. Giving those aged 
55 and over the ability to access their ‘Defined Contribution’ pension. 

With the option to take income drawdown on their pension by taking some or all of it to use as needed. And 
normally, being able to take 25% of the pension pot tax free, with the rest subject to tax. 

Or the pension pot could be used to purchase a guaranteed income for life (an annuity), or left so that it has 
the potential to continue to grow. It is worth remembering that the value of any funds left invested have the 
potential to go down as well as up.

These changes do not apply to those whose retirement benefits are held in a defined benefit (DB) arrangement, 
sometimes referred to as a final salary pension scheme.

For most people, the Financial Conduct Authority (FCA) believe the best course of action will be to keep 
their DB pensions. However, there has been interest from people with DB benefits in transferring these to a 
Defined Contribution (DC) arrangement so that they can then take advantage of pension freedoms. Typical 
examples of DC arrangements are personal pensions and stakeholder pensions (you can find definitions of 
both DB and DC pensions on page 7 of this guide).

We understand this can be a little daunting and so we’ve put together this guide to help you understand the 
sorts of things you need to consider carefully before deciding if transferring your DB benefits is right for you.  
Your pension(s) may potentially have other types of valuable benefits or guarantees for what you’ll receive 
when you retire. These might be known as a ‘Guaranteed Annuity Rate’, a ‘Guaranteed Conversion Option’ or a 
‘Guaranteed Minimum Pension’. If you do, speak to your adviser about these, as they are not covered in this guide.

Anyone who has DB benefits with a transfer value over £30,000 is required by law to take financial advice 
before they can transfer to a DC arrangement.

The Financial Conduct Authority (FCA) have recently introduced some changes to the advice you’ll receive in 
relation to a potential DB Transfer. These changes include:

• An adviser being able to provide a shorter form of ‘abridged advice’.

• Taking into account any existing workplace pension scheme as a destination for a transfer.

• Clients (in most circumstances) paying the same amount for full advice whether the transfer proceeds or not.

• The need for your adviser to get confirmation that you understand all the risks before finalising any 
recommendation to transfer. 

These changes have been introduced to help you better understand the risks of transferring and make an 
informed decision. Speak to your adviser if you would like to know more.

Scottish Widows cannot provide you with advice on the suitability of transferring your DB benefits 
irrespective of the transfer value. If you would like advice please speak to your financial adviser. 

If you decide to proceed with a transfer against the recommendation of your adviser, we’ll ask for 
confirmation that you understand the implications of transferring against their advice. 

Scottish Widows do not accept transfers from DB schemes, including those with a transfer value of less 
than £30,000, unless financial advice has been given. 

If you don’t have a financial adviser you can find out how to find one at  
www.scottishwidows.co.uk/help-support/find-an-adviser
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WHY TRANSFERRING MIGHT BE RIGHT FOR YOU

Interest in transferring benefits out of a DB scheme is nothing new. However, many people who transferred did so even 
though it was not in their best interests to do so. Guidance from the Financial Conduct Authority is that it will not be in 
most people’s best interests to transfer out of a DB scheme.

However, in some cases it may be appropriate for a person to transfer their DB benefits into a DC arrangement in order to 
take advantage of pension freedoms flexibility. Here are some of the reasons why transferring may or may not be suitable:

1. Flexibility
It is important to understand what your retirement timeline 
looks like. Will it be a gradual transition? What do you 
intend to do once you retire? Whilst the benefits in a DB 
scheme are more certain it may be you need the flexibility 
of pension freedoms to enjoy a certain lifestyle while you 
are still relatively young and won’t need as much income 
as you get older. This will have a bearing on whether the 
benefits from your DB scheme will actually meet your needs 
fully. What are your retirement income needs and sources 
for this income? Most people who would benefit from a 
transfer do not have to rely on their DB pension solely and 
may have other pensions and investments.

However, if you decide to transfer out into a DC 
arrangement then you will lose the certainty your DB 
scheme offers and your fund value will be subject to 
investment risk in the future.

It might be that you wish to take your benefits in stages 
over a period of years to give a more tax efficient income 
stream in retirement, which is not possible under a  
DB scheme.

2. Tax-free cash
How tax-free cash entitlement is worked out is very 
different for DC arrangements than for DB schemes.  
And in some cases, under current market conditions,  
this results in a higher amount of tax-free cash being 
available under a DC arrangement. 

Depending on your financial circumstances, access to as 
much tax-free cash as possible may be a priority if you 
are in financial difficulty or have debts to pay off such 
as a mortgage. Paying these off might mean you have 
more disposable cash even with a lower level of overall 
income. However, you may also be sacrificing long-term 
security for short-term gains.

3. Provision of Death Benefits
If you die whilst still a member of your DB pension 
scheme, your beneficiaries may inherit a reduced 
pension amount, payable for the rest of their life. If 
you were to die early, then your beneficiaries may also 
benefit from a guarantee period where the full pension 
is paid for a certain amount of time (for example five 
years). These rights will vary from scheme to scheme, 
and it is always important to fully understand the 
specific rules of your own pension scheme.

This is potentially a valuable benefit, but needs to be 
compared to the benefit of your beneficiaries inheriting 
a lump sum following a potential transfer to a DC 
pension scheme. This would normally be paid free of 
income tax on death before age 75. Please note that for 
funds in excess of The Lifetime Allowance, a tax charge 
may also be payable. 
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4. Health
Unfortunately not everyone enjoys the same good health. 
If you have health issues that might mean your life 
expectancy is not as long as the average for someone 
your age. However, your DB scheme does not take 
account of this. This means when you pass away your 
spouse and dependants may receive reduced benefits 
depending on the rules of the scheme. If you have no 
spouse or dependants then your benefits from your DB 
scheme will simply stop when you pass away unless 
there is a guaranteed period the pension has to be  
paid for. This guarantee period is often just for a period 
of five or ten years.

If you were to transfer to a DC arrangement then you 
could take advantage of an enhanced annuity which 
could provide an alternative for those who are not in 
good health and could provide a higher income than if 
you took the income available from your DB scheme. 
Unless you select a guaranteed period your annuity will 
stop when you pass away. 

It may be your wish to prioritise passing money as a 
lump sum to your beneficiaries on death. However, if  
you are in serious ill health and transfer your benefits, 
then should you pass away within two years there could 
be a potential Inheritance Tax liability.

Whatever the reason, your health and lifestyle could 
have a bearing on whether or not a transfer is in your 
best interests.

5. Scheme solvency
With stories of DB pension schemes being underfunded 
in the news, you may be worried about the possibility 
of not receiving all the benefits you are expecting when 
you retire. The Pension Protection Fund is available 
to protect members of DB schemes that are not able 
to meet their liabilities. However, it is important to 
understand the caps and restrictions on pension benefits 
that may apply in these instances and so if you have any 
concerns about your scheme, it is best to discuss this 
with your adviser.
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WHY TRANSFERRING MAY NOT BE RIGHT FOR YOU

Giving up the promise of a guaranteed income for life is not a decision to be taken lightly. Added to that is the responsibility 
that you and your adviser will be taking on everything from the investment decisions to how you take your benefits.

Here are some of the reasons why it might be best to stay where you are.

1

Investment risk
If you transfer out of a DB scheme then how much you 
have to live on will depend on how well the funds you 
are invested in perform in the future. Whereas in a DB 
scheme, you will have a guaranteed income based on the 
length of time you have worked for a company and the 
salary you have earned.

You and your adviser will then be responsible for choosing 
where to invest and for managing your investments. 
Also, it will be you, rather than the trustees of the DB 
scheme, who will be responsible for the consequences of 
those decisions. Depending on your decisions, this could 
mean that the value of your fund increases significantly 
but it could also mean it falls significantly in value. It 
is therefore important you carefully consider what your 
attitude to investment risk is. There is more certainty 
with a DB scheme than with a DC arrangement. Managing 
your investments will also result in paying charges to the 
pension scheme operator and investment managers. You’ll 
also need to pay charges to your adviser if you choose to 
take advice on how to invest. All of which could reduce 
your pension pot.

Whatever you decide, please remember that past 
performance is no guide to the future and with 
investments there are no guarantees. There is a risk 
that the value of your plan could go down as well as up, 
depending on investment performance (and currency 
exchange rates where a fund invests overseas), and may 
fall below the amount paid in.

2

Income for life
We all hope to live to a ripe old age and if you stay in 
your DB scheme then it will pay you an income until 
you pass away. If you transfer your DB benefits to a 
DC arrangement with the aim of utilising the pension 
freedoms then there is no guarantee the benefits won’t 
run out before you pass away, unless you purchase an 
annuity. You will have to manage how and when you take 
your income to ensure it lasts.

For most DB schemes the income you receive can 
increase each year to help protect it against inflation 
which you’ll lose if you transfer. You can be quite 
flexible in the amounts you take if you transfer your DB 
scheme, but how much you take will have an impact on 
how long your fund will last.

A transfer is likely to not be suitable if a DB pension is 
your main or only pension, and you would rely on this 
during retirement for most of your income.
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3

Guaranteed income for your dependants
If you have a spouse or civil partner then your DB 
scheme will provide them with an income if you pass 
away before they do, subject to the rules of the scheme. 
If you have others who are financially dependent on you 
such as children then the scheme may also provide them 
with a pension up to a certain age, or as long as they’re 
financially dependent.

If you were to transfer out of the DB scheme, you’d 
need to buy an annuity for yourself to provide similar 
guaranteed benefits for your dependants, and they may 
be lower than those available under the scheme. If you 
choose not to provide these benefits but still want to 
leave them something you’d need to make sure there  
was money left in the fund when you pass away. 

Most people near retirement today will live into their 
80s and even 90s. If you want to protect your family 
financially, you could consider whether buying life 
insurance could be a better option.

4

Allowance limits
There is a limit to the amount of pension savings you 
can build up without being taxed. This is known as the 
Lifetime Allowance (LTA) and this amount has risen and 
fallen since it was first introduced in 2006. The LTA is 
now frozen at £1,073,100 until April 2026. If you have not 
previously protected your LTA then any benefits you have 
over this would incur a tax charge when you take them.

For defined benefit pension schemes, the value for LTA 
purposes is calculated by multiplying the first year’s 
annual pension by 20 and adding any tax-free cash 
on top of this. This figure can often be lower than the 
transfer value being offered by the DB scheme where 
valuations can be 30 times the expected first year’s 
annual pension. If transferring your DB benefits could 
push you above the LTA and mean you may incur a tax 
charge then transferring may not be right for you.

If you flexibly access any DC arrangement, for example 
by withdrawing a flexible income or taking a partial 
pension encashment, you will be subject to the Money 
Purchase Annual Allowance of £4,000 (2022/23 tax 
year). This restricts the tax relievable contributions that 
can be made to any DC arrangements, which includes 
your own contributions and any paid by your employer.
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COMPARING DEFINED BENEFIT TO DEFINED CONTRIBUTION

The table below summarises the differences between a DB and DC pension. Speak to your financial adviser if you need 
any more information on anything below.

Defined Benefit Scheme Defined Contribution Arrangement

A DB or ‘Final Salary’ pension is one where the 
guaranteed income you’re paid is based on how 
many years you’ve worked for your employer and 
the salary you’ve earned.

Definition With a DC pension you build up a pension pot 
that can be used to support you financially in 
retirement. Unlike DB schemes, which have a 
guaranteed income, how much you get might 
depend on factors such as what is paid in, the 
fund’s investment performance and choices  
made at retirement.

A defined benefit (DB) pension, sometimes called 
a final salary pension, gives you a guaranteed 
lifetime income that may increase each year to 
help protect against inflation. If you want to take 
tax-free cash you must take your pension at the 
same time and this will reduce the amount of 
pension income you receive (see ‘Tax-Free Cash’). 

Once a guaranteed income is set up, you can’t 
take any ad hoc income out on top of this. This 
means it has less flexibility than a DC scheme, 
but does give a guaranteed income that will not 
run out.

Income 
Options

In a defined contribution (DC) pension, you 
choose how to use your pot to give you allowable 
tax-free lump sums, regular income or both. If you 
decide against buying an annuity then the level of 
income taken can be changed at any time. It can 
be increased or decreased to suit your needs at 
a particular time. However, there is a possibility 
your fund could run out.

If you flexibly access any DC arrangement, for 
example by withdrawing a flexible income or 
taking a partial pension encashment, you will be 
subject to the Money Purchase Annual Allowance 
of £4,000 (2022/23 tax year). This restricts the 
tax relievable contributions that can be made to 
any DC arrangements, which includes your own 
contributions and any paid by your employer.

In most DB schemes you can choose to convert 
some of the guaranteed income you would have 
received into tax-free cash.

The amount of income you have to give up can 
vary from scheme to scheme, but taking tax-free 
cash will reduce your guaranteed income.

Tax-Free 
Cash

Tax-free cash is normally 25% of the total 
amount of the benefits being taken, or 25% 
of the member’s remaining available lifetime 
allowance, whichever is the lower. The tax-free 
cash can be taken in stages rather than in one 
go. Tax treatment depends on your individual 
circumstances. Your circumstances and tax rules 
may change in the future.

Death Benefits are usually in the form of a spouse 
or dependant’s pension that may continue to be 
paid to them at a reduced rate when you die. It 
may also include a guaranteed period, usually 
five to ten years.

Death 
Benefits

Your remaining pension pot when you die can 
normally be passed on to any beneficiary free of 
tax if you die before age 75 (up to the lifetime 
allowance) and at the beneficiary’s marginal rate 
of income tax if you die after age 75.
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Defined Benefit Scheme Defined Contribution Arrangement

If you have health issues or other lifestyle factors 
which shorten your life expectancy, these do not 
affect the level of pension income you receive 
from your DB scheme.

Health You may be able to obtain an increased income 
using an enhanced annuity if you have a lower  
life expectancy.

Investment decisions are taken by the trustees. 
They are responsible for ensuring you receive 
the benefits you are entitled to and that the 
investment decisions they take will allow the 
scheme to meet its liabilities.

Investment 
Choice and 
Control

The investment risk is the responsibility of the 
individual. So it is essential you are comfortable 
taking on this responsibility. You will need to 
determine the level of risk you are prepared to 
take and make sure you review this regularly.

The value of your pension pot will be affected  
by changes in the value of the assets you invest  
in and can go down as well as up in value. There 
are no guarantees that your pension pot will let 
you maintain your chosen level of income for 
the rest of your life, unless you chose to buy an 
annuity that does this. Although the guaranteed 
income available through purchasing an annuity 
is likely to be lower than what was on offer in 
your DB scheme.

The costs involved with running the scheme are 
borne by the scheme itself.

Charges In a DC pension, as you invest in funds to build 
up a personal pot of money you’ll pay charges 
to the pension scheme operator and investment 
managers. You’ll also need to pay charges to 
your adviser if you choose to take advice on how 
to invest.
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WHY USE SCOTTISH WIDOWS

If you decide to go ahead with a transfer then Scottish Widows Retirement Account could meet your needs to and through 
retirement with an extensive range of investment options combined with a clear and competitive charging structure. It 
could allow you to:

• save while receiving favourable tax treatment,

• invest to suit your goals,

• have control over the way you access your benefits, including flexible retirement income, 

• manage a gradual transition into retirement if you decide to wind down from full employment rather than retire altogether,

• pass on the value of your fund when you die to your beneficiaries.

Speak to your adviser if you want to know more about how our Retirement Account can help give you the retirement  
you want. 

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

Trying to understand exactly what needs to happen before 
you are able to decide to transfer or not can be confusing. 

It is important to speak to your financial adviser before deciding if transferring 
from your DB scheme to a DC arrangement is really in your best interests.  

Your adviser will be able to talk through any issues or concerns you may have  
so you are confident the decision you ultimately take is the right one for you.

The information in this guide is based on Scottish Widows’ understanding of 
current tax rules and pension legislation. Tax treatment depends on your individual 
circumstances. Your circumstances and tax rules may change in the future.
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