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Flexibility or Security?
The purpose of this document is to give you general information about defined benefits
pension schemes and flexible benefits offered within an individual pension and
drawdown plans. If you’re reading this, it’s because you have expressed an interest
in looking at the option of transferring out of a defined benefit pension scheme. This
booklet has been written to help you consider whether you may benefit from formally
seeking regulated advice in relation to your personal situation.
The general rule of thumb is that defined benefit schemes offer very valuable guarantees,
so it is usually not appropriate to transfer out unless you have very compelling reasons
for doing so. This is the reason why the Financial Conduct Authority have made the
initial assumption that ‘It is unlikely to be suitable to transfer safeguarded benefits
offered through an occupational pension scheme in favour of flexible benefits’.
For most individuals, a defined benefit pension is one of their largest financial assets.
Therefore, deciding whether to transfer is one of the biggest financial decisions you will
make. It is also a decision that can’t be reversed, so if you decide to transfer out of
the scheme, you can’t later change your mind. You need to consider carefully whether
the benefit of flexibility really does outweigh the security of the guarantees of a defined
benefit scheme.
On the following pages we present an overview and some of the key advantages and
disadvantages of each scheme.
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Defined benefit scheme (DB)
Defined benefit or ‘final salary’ pension schemes used to be the norm when it came to
joining a pension scheme at work. They are often referred to as ‘gold-plated’ and are
generally seen as valuable because of the guarantees they offer.
Over time, many of these schemes have been closed to new joiners or have closed
altogether, with the public sector being one of the few places they are routinely offered.
Some large companies still offer them but they are in the main diminishing in numbers.
However, there are still lots of individuals who have left their employer or have accrued
benefits before the scheme was closed and these are known as deferred members;
deferred as they still have benefits accrued, and the payment of which is deferred to be
payable on reaching normal scheme retirement date. It is important to understand that
these deferred benefits are revalued each year to largely keep pace with inflation. The
only way to enter this type of scheme is through an employer.
So why are these schemes seen as ‘gold-plated’ and how do they work?
The benefits you receive from this type of scheme are linked to:
1: How much you earn (usually your ‘final’ salary, but it could be an average over time
– C.A.R.E. [Career Average Revalued Earnings] scheme)
2: How long you’ve been in a scheme
3: The accrual rate of the scheme
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Potential advantages of defined benefit schemes
• You will receive a secured income for life, which is likely to rise each year in line with
inflation, and you can elect for your spouse/partner to receive an income (subject to
income tax) upon your death.
• There is minimal paperwork needed to start the payment of benefits and no ongoing
monitoring of the scheme is required once the first payment has been made.
• Defined benefit schemes place no personal investment risk on you.
• Defined benefit schemes have a legal duty to provide a pension for a surviving widow/
widower or dependent in the event of your death.

Potential disadvantages of defined benefit schemes
• A defined benefit scheme is rigid in its structure, you will receive a set amount of money
each month until you die therefore it cannot adapt if your needs change throughout
retirement.
• The payments of your scheme pension must be selected before taking any benefits and
cannot be changed at a later date.
• Many defined benefit schemes have a pre-selected retirement age and taking benefits
early can result in penalties.
• Only your spouse/partner and children under the age of 23 (unless legally defined as
a dependent if older) will usually be entitled to a reduced pension on your death. This
will mean you will not be able to leave your pension benefits on death to any other party.
• Any options (if offered by your scheme) to provide benefits on death must be selected
at outset and will result in a lower initial pension payment.

Responsibility
The scheme trustees are responsible for ensuring that the employer pays enough into the
scheme for members to receive their promised benefits. All of the responsibility and risk
sits with them.
This employer responsibility is a big part of the reason for the decline in the availability
of final salary pension schemes, especially when coupled with other factors such as
people living longer than they did in the past.
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Defined contribution (DC),
money purchase or
Individual Pension and Drawdown
Schemes
Defined contribution or ‘money purchase’ pension schemes are simply a savings plan
with tax relief where the money contributed is invested and the value when you come
to take benefits is used to purchase those benefits. These are savings ‘pot’ style pension
plans such as individual personal pensions or group personal pensions (set up by an
employer).
This pot of money is earmarked to provide an income in retirement and differs from
DB pension schemes, particularly in that there are seldom any guarantees. But also, in
that the pension is based on the size of the pot and then whether you choose to buy an
annuity (which are dependent on interest rates) or choose to ‘draw down’ this pot with
an element of flexibility.
In summary, the benefits you receive from this type of scheme are linked to:
1: The performance of the funds they are invested in
2: The payments being made (hence the term defined ‘contribution’)
3: The charges being taken

Potential advantages of an individual pension
or drawdown plan
• The tax-free cash of an individual pension or drawdown plan can be greater than from
a defined benefit scheme.
• You can choose how and when your benefits are taken. This offers greater flexibility
and choice.
• When taking benefits there are no restrictions on the amount of money you can
withdraw at any one time.
• On your death your nominated beneficiaries will receive the remainder of your pension
fund. There is no restriction on who you choose to receive these benefits.
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Potential disadvantages of an individual pension
or drawdown plan
• The benefits taken from a drawdown plan will need to be carefully managed to ensure
it does not run out.
• THERE IS THE POSSIBILITY IF YOU NEED REGULAR INCOME THE INVESTMENT
FUND MAY NOT BE SUSTAINABLE THROUGHOUT YOUR LIFETIME. THIS
COULD POTENTIALLY MEAN YOU ARE NOT ABLE TO MEET CORE INCOME
REQUIREMENTS IN LATER LIFE.
• The funds you invest in will be subject to fluctuation and this can result in the value
of the fund reducing even when income is not being taken. Where income is being taken
this will deplete the fund to a greater degree.
• The only way to obtain a secure income through an individual pension is with the
purchase of an annuity. It is unlikely you would be able to replicate the same level of
income payments paid by the defined benefits pension scheme.
• Any income/lump sum payments you receive from the non-tax free element of a
pension fund will be subject to income tax at your highest marginal rate.
• Any income/lump sum payments you receive from a pension fund may effect your
entitlement to means tested state benefits.
• There will be ongoing annual charges and administration charges to pay. You will also
need to monitor where the fund is invested to ensure it meets your attitude to risk and
investment objectives.

Responsibility
Unlike DB schemes where the employer takes on the responsibility for providing the
promised pension, you are responsible for ensuring that your pension pot is sufficient to
provide you with an income throughout retirement.
This will involve investment decisions, having ongoing reviews and making sure enough
is paid into the plan before retirement.
Even after this, there are no guarantees as to how much the pension pot will be worth,
how well the investments will perform or how the charges being taken will affect the
final value.
YOU take all of the risk for providing your pension.
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Scenarios in which a transfer may be
beneficial or harmful
• Circumstances in which a transfer may be harmful
An individual would need to rely on the income from their pension to provide their
core income requirements throughout retirement.
• Circumstances in which a transfer may be beneficial
An individual that would not rely on their pension to provide their income throughout
retirement and would like individuals to benefit on their death but who are not defined
as a dependent.

This document provides you with information on generic advantages
and disadvantages of a defined benefit scheme and an individual
pension or drawdown plan.
This document is NOT providing any advice on your personal
circumstances or your actual defined benefit scheme.

Next Steps
The next step is to decide if a transfer is something you really want to consider and you
feel it will be in your interest, despite the risk of giving up guarantees. At this point,
our service becomes chargeable and one of our Pension Specialists will contact you to
discuss your circumstances and aims. If you decide you do wish to explore the option of
transferring out of your Defined Benefit scheme, there are two stages before a potential
transfer. Stage one is to prepare an “Viability Report” and stage two, if appropriate,
would be to prepare a ‘Transfer Recommendation Report’.
Stage One - Viability Report
The Viability Report is basically an abridged advice process where we try to ascertain
whether , in our opinion, you may benefit from pursuing a full transfer analysis. We will
aim to get an understanding of your personal circumstances, attitude to risk and why
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you think a transfer may be in your interest. We will not however at this stage, go into
the analysis of the scheme to look at the detail of a transfer. The outcome of this report
will simply result in a recommendation that it is not in your best interest to transfer or
that it is unclear if it is in your best interest to transfer and a full report will be needed.
Please note that if this report results in the conclusion that we do not feel a transfer is in
your best interest, we will not be prepared to move to the next stage.
Stage Two - Transfer Recommendation Report
We will carry out an analysis of the scheme benefits, looking at all the options of whether
your needs can be met by retaining the scheme benefits in full or part or whether a
transfer into a Defined Contribution scheme would be appropriate. We will look at your
income and lump sum needs in retirement, taking into account your overall income and
asset position. If you have a partner or husband/wife, we will view it jointly, taking into
consideration your combined requirements and their own pension arrangements, as any
transfer could also result in a loss of guarantees to your spouse. This allows us to create
a detailed cashflow to help you visualise your future finances (in scenarios where you
remain in the existing scheme, and on transferring out). These scenarios are discussed
with you and if, having looked at the advantages and disadvantages of the various
options, you still feel you do wish to pursue a transfer, our pension transfer team will
review your case together with your adviser. We have to be convinced as a company that
a transfer would be in your best interest for us to consider taking on the risk involved.
If the team agree that a transfer is in your best interest given your circumstances and
objectives, the pension adviser will then produce a written report detailing the pros and
cons of transferring, followed by a recommendation as to why a transfer is in your best
interests.
Both stages are chargeable and the fees will be outlined to you before you commit to
each report. These fees are payable whether a transfer takes place or not, even if you
wish to transfer and we recommend that you do not.
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Conclusion
Our initial question remains as to whether flexibility is more important than security.
Further, can you afford to take the risk of flexibility or do you need the security?
A DB scheme offers the advantage of security and the peace of mind that you will receive
a guaranteed income for life, increasing each year and providing benefits for dependants
after your death.
A DC scheme is much more uncertain. This can be beneficial as you have the potential
for the fund to grow to provide benefits in different ways or to pass on to beneficiaries,
but you also open yourself up to risks that wouldn’t otherwise exist.
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Contact Request
I confirm that I have read the contents of this booklet and I do wish to take personal
advice and explore the merits of a transfer.
My spouse/partner is also aware that if I transfer, I may be giving up benefits that they
may be entitled to and are in agreement with my actions.
Please contact me to outline the next steps in detail.
Name:
Address:

Telephone:
Email:
Signature:
Date:
I confirm I have discussed this with my partner and am aware of the potential loss of
guarantees.
Spouse/partner name:
Signature:
Date:
Please return to:
Beckford James, Queen Square House, Queen Square Place, Bath, BA1 2LL
Telephone: 01225 437600
Email: info@beckfordjames.com
www.beckfordjames.com
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Queen Square House
Queen Square Place
Bath
BA1 2LL
Telephone: 01225 437600
Fax: 01225 437601
Blackwell House
Guildhall Yard
London
EC2V 5AE
Telephone: 020 7556 0990
Fax: 01225 437601
The Colmore Building
20 Colmore Circus
Queensway
Birmingham
B4 6AT
Telephone: 0121 262 4140
Fax: 01225 437601
Email: info@beckfordjames.com
www.beckfordjames.com
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