
1 

 

Title:  

Increase of Maximum Pension Credit Benefit 
Age 
IA No: DWP0047 
Lead department or agency: 
Department for Work and Pensions 

Other departments or agencies:  

 

Impact Assessment (IA) 

Date: 21/10/2014 

Stage: Final  

Source of intervention: Domestic 

Type of measure: Primary Legislation 

Contact for enquiries:  

Caroline Blackett 020 7449 7370  

Summary: Intervention and Options  RPC: EANCB Validated 

 
Cost of Preferred (or more likely) Option  

Total Net Present 
Value 

Business Net 
Present Value 

Net cost to 
business per year  
(EANCB on 2009 
prices) 

In scope of 
One-In, Two-
Out? 

 Measure 
qualifies as 

£0 £0 £0 YES OUT 

 What is the problem under consideration? Why is government intervention necessary?  

Currently, the age from which a pension scheme can start to pay a pension credit (a pension share arising 
from pension sharing on divorce) must be between age 60 and 65. The age is determined by the scheme 
rules and is not required to be the same as the scheme’s normal pension age for members (although it 
generally is). As longevity increases, some pension schemes are considering increasing their normal 
pension age above 65, possibly in line with State Pension Age changes. This would create an anomaly 
where schemes are forced to pay pensions to former spouses at an earlier age than the member can 
receive their benefits. 

 

What are the policy objectives and the intended effects?   

The objective is to prevent pension schemes being placed in the position where they are forced to pay a 
pension credit to the former spouse of a member at an earlier age than that member can receive their own 
pension or benefits from the scheme.The legislation would permit schemes to alter their scheme rules to 
set the age by which a scheme must start to pay a pension credit in line with the scheme’s normal pension 
age. The legislation would not permit schemes to set the pension credit benefit age higher than the 
scheme’s normal pension age. 

 
I have read the Impact Assessment and I am satisfied that, given the available evidence, it represents a reasonable 
view of the likely costs, benefits and impact of the leading options. 

 

Signed by the responsible Minister:   Date: 21/10/14 

 

What policy options have been considered, including any alternatives to regulation?  

The change requires an amendment to primary legislation so a non-legislative alternative is not possible. 
The preferred option is to extend the age by which a scheme must start to pay a pension credit benefit to 
above 65 but only if the scheme has a normal pension age for members which is above 65. Maintaining the 
current policy is considered to be irrational.  
 

Will the policy be reviewed?  No               If applicable, set review date: N/A 

Does implementation go beyond minimum EU requirements?  N/A 

Are any of these organisations in scope? If Micros not 
exempted set out reason in Evidence Base. 

Micro 
YES 

< 20 
YES 

Small 
YES 

Medium 
YES 

Large 
YES 

What is the CO2 equivalent change in greenhouse gas emissions?  
(Million tonnes CO2 equivalent)  

Traded:  
N/A 

Non-traded: 
N/A 
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Summary: Analysis & Evidence      Policy Option 1 

Description: Extend the age by which a scheme must start to pay a pension credit benefit to 
above 65 if the scheme has a normal pension age for members which is above 65. 

 

FULL ECONOMIC ASSESSMENT 

Price 
Base 
Year 

PV Base 
Year 
2010 

Time 
Period 
Years 10 

Net Benefit (Present Value (PV)) (£m) 

Low:  High:  Best Estimate: N/A 
 

COSTS (£m) Total Transition  
 (Constant Price) Years 

Average Annual  
(excl. Transition) (Constant Price) 

Total Cost  
(Present Value) 

Low   

 

  

High     

Best Estimate    

Description and scale of key monetised costs by ‘main affected groups’   

As the legislation will be permissive, schemes are likely to make changes to their schemes rules 
only if the administrative benefits outweigh the costs.   The actual value of the pension scheme 
benefits remains the same, irrespective of any change in pension credit benefit age. Therefore 
costs are assessed to be zero.  

 

 
Other key non-monetised costs by ‘main affected groups  

 

 

BENEFITS (£m) Total Transition  
 (Constant Price) Years 

Average Annual  
(excl. Transition) 

Total Benefit  
(Present Value) 

Low   

    

  

High     

Best Estimate N/A N/A N/A 

Description and scale of key monetised benefits by ‘main affected groups’  

N/A 

 

Other key non-monetised benefits by ‘main affected groups’  

If schemes exercise the option to increase their pension credit age, the wider presentational 
benefit  would be that members and their former-spouses would be able to receive their share of 
the pension at the same age, preventing inequity between the two. 

 

Key assumptions/sensitivities/risks Discount rate 
(%) 

3.5 
 

 

 

BUSINESS ASSESSMENT (Option 2) 

Direct impact on business (Equivalent Annual) £m:  In scope of  Measure qualifies 

Costs: 0 Benefits: 0 Net: 0 Yes OUT 
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Evidence Base (for summary sheets) 

 

Problem under consideration 

 

1. One option to enable a divorcing couple to achieve a clean-break financial settlement is to 
share the value of their pension rights. The portion of the member’s pension (which can be 
any percentage between 1 per cent and 100 per cent) transferred to the former spouse is 
known as a pension credit (not to be confused with the income-related social security 
benefit for low income pensioners called Pension Credit). Although the majority of 
occupational pension schemes require the former spouse to transfer the pension credit to 
a personal pension, some permit (and in the case of unfunded public service schemes, 
require) the former spouse to keep the pension credit in the original scheme. 

 

2. Currently, the age from which an occupational pension scheme can start to pay a pension 
credit must be between age 60 and 65. The age is determined by the scheme rules and 
existing legislation does not require it to be the same as the scheme’s normal pension age 
for members (although it generally is). As longevity increases, some occupational pension 
schemes are considering increasing their normal pension age above 65, often in line with 
State Pension Age changes. 

 

Rationale for intervention 

 

3. Without intervention an anomaly would exist where schemes with a normal pension age 
above 65 could be forced to pay pensions to former spouses of members at an earlier age 
than the member themselves can receive their benefits. Therefore Government 
intervention is required to amend legislation that currently requires the pension credit to be 
put into payment at a maximum age of 65. This will then give schemes the option of 
aligning the two ages. This change requires an amendment to primary legislation so a 
non-legislative alternative is not possible. It will be achieved through the Pension 
Schemes Bill. 

 

Policy objectives 

 

4. The underlying objective is to prevent schemes being forced to pay benefits to pension 
credit members at an earlier age than the member (from whom the pension share was 
transferred) can receive their own pension. This will allow schemes to treat former 
spouses fairly in that the former spouse and scheme member are able to receive their 
share of the pension at the same age. 

 

Description of options  

 

Do nothing 

5. Doing nothing would mean that occupational pension schemes would be obliged to put 
pension credit benefits into payment by the time the former spouse was 65 even if, under 
the scheme rules, ordinary members could not receive their pension or benefit until they 
reach a higher age. Maintaining the existing legislation is irrational. 
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6. This gives a public perception of inequity which may be difficult to justify even though the 
actual value of the benefits remains the same. (The actual pension is calculated on an 
actuarial basis from the cash equivalent value of the shared rights so a pension paid from 
an earlier age will be a lower amount each year to account for the fact it is expected to be 
paid for more years). 

  

7. The potential costs and benefits for public sector schemes are out of scope for the 
purposes of the calculation of the net cost to business (EANCB). However, doing nothing 
would cause problems for the new public service schemes set up under the Public Service 
Pension Act 2013. The new public service schemes will have, for most members, a 
normal pension aligned with the member’s State Pension age and hence above 65. The 
schemes intend that the normal benefit age for payment of a pension credit under these 
schemes will likewise align with State Pension age. One reason for raising the pension 
credit normal benefit age is because of the intended benefits in these new public service 
schemes. 

 

Option 1 (preferred option) 

8. The preferred option is to permit schemes to retain 65 as the maximum normal benefit age 
for a pension credit held in an occupational pension scheme unless that scheme has a 
higher normal pension age for any other members of the scheme, in which case the 
pension credit benefit age can be higher than 65 but must not exceed the highest normal 
pension age in the scheme. This is to avoid the risk of schemes adopting an arbitrarily 
high normal benefit age to discourage pension credit members from remaining within the 
scheme.  

 

9. This is the preferred option as it prevents schemes being forced to pay pensions to former 
spouses of members at an earlier age than the member themselves can receive their 
benefits. It is also removes a potential barrier so that schemes will be able to increase 
their normal pension age above 65 if they want to without introducing unequal treatment of 
members and their former spouses. 

 

10. This change gives schemes greater choice and is permissive – there are no requirements 
placed on schemes to change their scheme rules. Scheme trustees and their sponsoring 
employers will be able to choose whether they wish to use the provisions of the change. 

 

11. Although the schemes which will initially use the increased flexibility are in the public 
sector, some private sector schemes are likely to choose to follow suit. The number of 
private sector schemes with a normal pension age above 65 is very low; however we have 
anecdotal evidence that a number of schemes have expressed interest in the idea of 
increasing their normal pension age, although we have no information as to how many are 
actively planning an increase beyond age 65. Such issues are very sensitive and schemes 
rarely indicate their plans publicly in advance of a formal announcement. Therefore, some 
private sector schemes may also wish to take account of this pension credit age change in 
the future. 

 

Schemes potentially affected 
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12. As the legislation will be permissive, schemes can choose whether or not to increase their 
pension credit age. If they choose not to, this will maintain the status quo and they will not 
incur any new costs. It is reasonable to assume schemes would only choose to amend 
their rules if the benefits are at least equal to the cost. Therefore, for the purposes of this 
assessment there are no direct impacts on schemes.  

 

13. This section considers the number of schemes that have the opportunity to exercise 
choice in whether they increase their pension age or not.  

 

14. The schemes potentially affected by this change will be those who allow the former 
spouse to keep his/her pension credit rights within the scheme (referred to here as an 
“internal transfer”) rather than schemes which require the ex-spouse to transfer their share 
out of the scheme. Of those which allow internal transfers, any which already have a 
normal pension age over 65 may incur administrative cost if they choose to increase their 
pension credit age immediately.  

 

15. Those which allow an internal transfer but do not have a normal pension age over 65 may 
also incur administrative costs if they choose to increase their normal pension age beyond 
65 in the future. However, in this case it would be logical to expect schemes to change the 
pension credit age at the same time as increasing the normal pension age for members, 
and therefore this change alone would not incur any direct costs on these schemes (see 
paragraph 28). 

 

16. This impact assessment only covers private sector impacts. The legislation also covers 
public service schemes and, initially we anticipate that the majority of schemes most likely 
to be affected will be new public service schemes who are likely to benefit from the 
change. 

 

Number of schemes allowing internal transfers 

17. The vast majority of private sector occupational schemes do not allow the former spouse 
to keep his/her pension credit rights within the scheme (an internal transfer) but require 
that he/she transfer them to another pension arrangement, normally a personal pension, 
instead. There will be no impact on these schemes or their sponsoring employers since 
they are not responsible for paying a pension credit. 

 

18. Data from the Occupational Pension Schemes Survey 2013 indicates that around three 
quarters of sampled Private Sector occupational pension schemes require the pension 
credit to be transferred out of the scheme. Only around 3 per cent of schemes 
automatically keep the rights within the scheme (an internal transfer). The remaining 
schemes offer the former spouse a choice. 
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Table 1: When pension sharing order is made, proportion of private sector schemes offering each 
option for resulting member1 

 Defined Benefit Defined Contribution 

Transfer out of scheme 73% 75% 

Kept in scheme (internal 
transfer) 

3% 4% 

Given a choice 23% 22% 

Source: DWP analysis of OPSS data for 2013. Totals may not sum due to rounding. 

 

19. Although we do not know what the outcomes are when the resulting member is given a 
choice, informal engagement with stakeholders suggests that, in total, very few schemes 
allow the resulting member to stay in the scheme via an internal transfer. For example, 
industry sources, including the Association of Pension Lawyers have advised us that they 
are aware of very few schemes which offer internal transfers. 

 

20. We have also explored whether more evidence on the number of schemes offering 
internal transfers could be obtained by looking at the details of the pension sharing orders 
themselves. Court statistics show there are around 10,500 pension sharing orders each 
year (totalling around 130,000 since pension sharing was introduced in 2000). However, 
the Ministry of Justice does not collate detailed information such as the type of pension 
scheme in which the rights to be shared originated or the intended destination of the 
pension credit recorded on the order. Officials there have advised that the only way to 
establish such figures would be to inspect every relevant case file from each court. Not 
only would the cost be disproportionate but it would also provide incomplete information 
as officials understand that the information being sought is not included on many pension 
sharing orders. Finally, a significant proportion of the total number of pension sharing 
orders will relate to rights in public service schemes since defined benefit public service 
scheme rights are some of the most valuable pension rights and, therefore, more likely to 
be shared in a financial settlement. 

 

Number of schemes with Normal Pension age above 65 

21. The schemes most likely to be affected by the change will be those which already have a 
Normal Pension age above 65. Information from the Pensions Regulator indicates that no 
more than around 5 defined benefit or hybrid schemes have a normal pension age above 
65. This is less than 0.05% of these types of schemes. The OPSS data for 2013 shows a 
similarly small numbers for private sector DB and DC occupational schemes in the 
sample, with no compelling evidence that schemes both allow internal transfers and have 
a pension age above 65. 

 

22. Therefore, from all the information we have gathered, including informal engagement with 
industry, we believe private sector schemes which both allow internal transfers and have a 
normal pension age over 65 (so have the opportunity to exercise the new choice) are very 
rare, and the number could well be zero. 

 

                                            
1 Information comes from DWP analysis of the Occupational Pension Scheme Survey 2013. Note that estimates for scheme numbers have 

always been weaker than other OPSS estimates as the survey is designed primarily to measure membership numbers. Therefore these figures 

are indicative only. 
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Monetised and non-monetised Costs and benefits 

 

23. This section explores the costs and benefits that may be faced if schemes exercised their 
choice to increase their pension credit age, but as there are no schemes directly affected, 
the costs and benefits are zero and out of scope for the purposes of the calculation of the 
net cost to business. 

 

24. We do not hold reliable information on most of the administrative costs and benefits that 
schemes might face in order to make changes to their scheme rules which would amend 
the pension credit benefit age. To obtain robust estimates of the costs would require a 
survey of schemes which would be disproportionate for this purpose, both in terms of 
Government funding the survey, and for the burden imposed on schemes in completing it, 
particularly as our informal engagement suggests it is unlikely private sector schemes 
would be affected. 

 

Costs and benefits of paying the pension credit at a different age 

25. Altering the age at which pension credit benefit can be paid will not generate significant 
savings or additional costs for the scheme since the level of the pension is actuarially 
calculated from a share of the cash equivalent of the member’s pension rights. This 
means that a lower starting age will equate to a lower annual pension since it will be 
assumed that it will be in payment for more years. 

 

26. The change will also not materially affect the number of people receiving a pension credit 
so, whilst a higher pension credit age may delay some administrative costs, we do not 
expect any significant administrative benefits or costs from processing the pension credit. 

 

Costs of changing scheme rules 

27. For schemes that currently allow internal transfers and already have a normal pension age 
above 65, and who choose to increase their pension credit age, there would be costs 
associated with changing their rules around when a pension credit can be paid. We do not 
have any reliable estimates of how much these changes would cost, and the costs are 
likely to be variable depending on the size of the scheme. However, given there will be 
zero schemes directly affected, we estimate a zero cost. 

 

Other administrative costs 

28. We do not envisage any other costs for schemes or employers. Familiarisation costs will 
be negligible as it is a small change specific to very few schemes. In any rare cases where 
schemes offer internal transfers and already have a normal pension age above 65, and 
choose to increase their pension credit age, we do not expect any large scale 
communications will be required to notify members of the changes as the rules would only 
be changed for new pension orders not existing ex-spouses with an internal transfer. 
Therefore, the only changes are likely to be to the communications sent out when asked 
about pension sharing and these are expected to be negligible. In addition, given there will 
be zero schemes directly affected, the costs are also estimated to be zero cost. 

 

Costs and benefits for schemes potentially affected in the future 
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29. Occupational pension schemes which allow internal transfers but do not have a normal 
pension age above 65 are only likely to increase their normal benefit age at the same time 
as they chose to increase their normal pension age. We have anecdotal evidence that a 
number of private sector schemes have expressed interest in the idea of increasing their 
normal pension age but we have no information as to how many are actively planning an 
increase beyond age 65. Such issues are very sensitive and schemes rarely indicate their 
plans publicly in advance of a formal announcement. Any costs regarding changing 
scheme rules or other administrative processes would be indirect and subsumed by the 
cost of wider changes to the scheme’s normal pension age as a whole, and have 
therefore been assessed as zero cost. 

 

Conclusion 

30. From all the information we have gathered, including informal engagement with industry, 
we believe private sector schemes which both allow internal transfers and have a normal 
pension age over 65 (so have the opportunity to exercise the new choice) are very rare, 
and the number could well be zero. 

 

31. Furthermore, as stated above the change is permissive so even if there were schemes 
with these characteristics, it would still be their choice as to whether to change their 
scheme rules and therefore incur any cost. Therefore, for the purposes of calculating the 
impacts of the change there are zero schemes directly affected. 

 

Small and Micro Business Assessment 

32. The change applies to all occupational pension schemes regardless of size. However, 
anecdotal evidence from industry suggests it is rare for a small or micro business to 
sponsor an occupational scheme which allows a pension credit to be retained in the 
scheme. And since the measure is permissive, small and micro businesses will not be 
adversely affected. 

 

Rationale and evidence that justify the level of analysis 

33. As the measure is permissive with no direct costs, and schemes offering internal transfers 
are rare, it is not proportionate to gather further evidence by surveying potential schemes. 
For this assessment we have made use of available data and informal engagement with 
stakeholders to verify our assumptions. 

 

Direct costs and benefits to Business (OITO) 

34. Based on the information above, our best estimate is a zero direct cost to business. 

 

Monitoring and Implementation Plan 

35. The legislative changes will be achieved through the Pension Schemes Bill. Schemes, 
guided by their professional advisors will implement the changes, if they wish, once the 
legislation has come into force.  

 

 


