Financial Directors checklist – how to reduce your pensions liabilities
This checklist will help you to manage and reduce your liabilities and risks from your final salary pension schemes.
Freeze your final salary pension scheme

Trivial commutation

• Close the scheme to future pension accrual so that it is ‘frozen’.
The scheme continues and members remain entitled to pension
already accrued, but future liability is capped.

• Members can commute pension pots up to £30,000 in
aggregate for a lump sum at retirement.

• Final salary (DB) benefits are replaced by money purchase
(DC) benefits – the risk transfers to members.

• Members can commute small pot limits at any time up to the
value of £10,000 regardless of the value of other pension
savings.

We provide clear, pragmatic and robust
pensions advice to employers, trustees,
insolvency practitioners, pensions professionals
and high net worth individuals.

• Commutation removes pension liabilities from the scheme.
Contingent assets – guarantees, securities, charges, escrow,
asset backed contributions
• Trustees may include contingent assets in their scheme’s
funding strategy in order to reduce employer contributions
payable/permit more investment risk to be taken.
• A contingent asset may reduce the scheme’s risk-based levy
payable to the Pension Protection Fund.
Enhanced Transfer Values (ETV)
• An ETV exercise incentivises deferred members to transfer their
benefits into another arrangement.

Buy-out or buy-in scheme liabilities with an insurance
company
• A buy-out involves the trustees securing the scheme’s accrued
pensions with annuity policies and winding-up the scheme.
A buy-in has the same effect but is only in respect of some
of the scheme pensions and the scheme continues with the
annuity policies held as an investment of the scheme.
• This transfers the inflation risk, longevity risk and investment
risk to the insurance company.

• A successful ETV exercise can reduce the size of the
membership and liabilities of the scheme, with the
enhancement paid being less than the anticipated additional
cost of providing pensions from the scheme.

Merge your pension schemes

• A Code of Practice covers ETV exercises developed by the
pensions community’s Industry Working Group and supported
by the Pensions Regulator.

• This achieves considerable time and cost savings relating to
administration and professional advisers and the possible
winding-up lump sum option to discharge small liabilities costeffectively.

• Budget 2014 flexibilities make transfer more attractive even
without enhancement.

• An employer can offer members the option of giving up future
pension increases in return for a higher immediate pension –
Code of Practice applies.
• A PIE reduces risks associated with future pension increases, ie
inflation and life expectancy, and the scheme’s funding deficit.

Contact me for more information

• Pension schemes in the same employer group can be merged
by bulk transfer of all assets and liabilities without members’
consent.

Retirement Options
Pension Increase Exchange (PIE)

“T he level of service has always
been exemplary; they are fast to
respond, proactive in approach
and have a deep understanding of
our business due to a long-term
relationship.”

• Early retirement – tax free cash taken by members is often
cheaper to provide than pensions, and residual pension is
smaller, reducing long term liabilities and risk.
• Transfer to DC scheme at retirement – taking advantage of
new DC flexibilities e.g. taking all pension as cash or ‘flexible
draw down’ with pension drawn down in stages to suit
member needs reduces liabilities and risk.

Chris Netiatis
Head of Pensions
D +44 (0)207 634 4659
M +44 (0)782 521 9430
E cnetiatis@pitmans.com
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With Pitmans Law you can be assured of the
quality of advice and service you demand
from a city law firm – but with a distinction.
The courage to stand apart, to think and act
personably, with an uncompromising focus on
achieving outstanding client outcomes. We say
what we mean, matching our behaviours to
our words.
Established for over 150 years, Pitmans Law
is headquartered in Reading with offices
in London and Southampton. The lower
overheads of a regional office ensure we
can provide city quality legal advice at a
competitive price to deliver exceptional value
for our corporate and private clients locally,
nationally and internationally.
Pitmans provides legal advice to address our
clients’ needs across a wide range of industry
sectors and specialisms including particularly
strong specialist teams in pensions advisory,
real estate, dispute resolution as well as
corporate and commercial law. Our clients
draw confidence from the top tier recognition
Pitmans achieves in the industry benchmarking
directories, Legal 500 and Chambers UK.
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