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Guide to
Pensions and Divorce
Breaking up is hard to do!
Divorce and pensions are very significant. A pension could be a couple’s most valuable
matrimonial asset, in some cases worth more than the equity in the family home. As such, it
is important that pensions are considered in the financial settlement if a couple decides to
divorce or dissolve their registered civil partnership. All the money you’ve saved into it (except
for your basic State Pension) will be taken into account when your assets are divided.
IMPORTANCE OF TAKING
PENSIONS INTO ACCOUNT
Pensions vary in complexity. Some are relatively
straightforward whilst others, in particular
public sector or other final salary schemes, can
be much more complicated. When a marriage
breaks down, a couple might not appreciate
the importance of taking pensions into account
as a key asset – and perhaps even the most
valuable asset – on divorce. It may be that
you’re a long way from retirement, and how
you’re going to manage then may not seem the
most pressing issue. However, it’s important
not to underestimate or overlook pensions and
consider how this could eventually impact on
your retirement.
The courts have long had the power to take
pensions into account in dividing up the
matrimonial assets. Over the years, you may
have paid into a number of workplace and
personal pension schemes, as well as the
additional State Pension. You’ll need to obtain
a valuation for each one. This will be based on
what your pension would be worth if you moved
it elsewhere. Typically, the total will be below
the current fund value because any charges or
penalties for transferring out of the scheme will
be included.

If you live in England, Northern Ireland or
Wales, you will need to obtain a statement
that gives you the cash equivalent transfer
value. If you live in Scotland, your pension
value will be based on what was paid in after
you married or entered into a civil partnership,
up to the date of separation.

HOW YOU DIVIDE THEM
BETWEEN YOU
Once you’ve obtained the value of all your
pensions, you need to think about how
you will divide them between you. It is
important to realise that there is no automatic
entitlement to pension sharing. People often
seem to think that just because they have
been married, they are entitled to half of
everything – including the pension. That is not
the case. Divorce pension entitlement is more
subtle than that.
When disputes arise within families, emotions
run high and rash decisions can be made.
This is why divorce is an arena fraught
with acrimony. But seven in ten couples
don’t consider pensions during divorce
proceedings, leaving some women shortchanged by £5 billion[1] every year. Research
shows that more than half of married people

(56%) would fight for a fair share of any jointly
owned property, and 36% would want to split
their combined savings.

WOMEN ARE LESS WELL
PREPARED FOR RETIREMENT
Fewer than one in ten (9%) claim they want
a fair share of pensions, despite the average
married couple’s retirement pot totalling £132k
– that’s more than five times the average UK
salary (£26k)[2]. In fact, more married people
would be concerned about losing a pet during a
settlement than sharing a pension (13% vs 9%).
Overall, women are less well prepared
for retirement than men, with 52% saving
adequately for the future compared with 59%
respectively. This figure falls to below half (49%)
for divorced women, with nearly a quarter (24%)
saying they are unable to save anything at all
into a pension – twice the rate of divorced men
(12%) saving nothing. Furthermore, two fifths
of divorced women (40%) say their retirement
prospects became worse as a result of the split,
compared with just 19% of men.
Even if pensions are discussed during a divorce
settlement, women are still missing out – 16%
lost access to any pension pot when they split
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with their partner, and 10% were left relying
completely on the State Pension.

WHAT HAPPENS TO
PENSIONS WHEN A COUPLE
GETS DIVORCED?
Almost half of women (48%) have no idea
what happens to pensions when a couple gets
divorced, which may explain why so few couples
consider them as part of a settlement. A fifth
(22%) presume each partner keeps their own
pension, and 15% believe they are split 50/50,
no matter what the circumstances.
In reality, pensions can be dealt with in a
number of ways on divorce.

PENSION SHARING
Divorce courts can and often do order a pension
to be shared when considering financial
arrangements during a divorce. Other options
however include offsetting which is where the
pension fund value is ‘offset’ against other
matrimonial assets, such as the house. To offset
a pension or part of a pension against another
capital asset has to be done carefully because
of the different nature of capital assets and
pensions. Pension are not liquid assets; they can
only be turned into cash at retirement.
When a pension is divided or shared, this does
not mean that you will receive a cash lump
sum – although in certain circumstances where
the recipient is over retirement age, that can
be the case. A pension or part of a pension
that is ordered from one party to another still
remains a pension and has to be invested in a
pension plan.

PENSION OFFSETTING
The value of the pension is weighed against
another asset, such as the family home. If you
choose this option, your ex could be awarded
a larger share of the property in return for you
keeping your pension. However, they will have
to make their own retirement arrangements. If
they’re close to retirement and haven’t made
any pension arrangements of their own, they
may not agree to offsetting.

PENSION EARMARKING
Pension earmarking means one of you receives
a lump sum or income from the other person’s
pension when they start to draw on it. However,
the pension holder may decide not to take
their pension straight away or carry on working,
leaving the other person without a retirement
income. If you’re dependent on pension

earmarking and you remarry, you will lose your
right to carry on receiving the pension – and if
your ex dies, your income is likely to stop.

DEFERRED LUMP SUM
You receive a lump sum when the
pension holder retires. This option is not
available in Scotland.

DEFERRED PENSION SHARING
If your ex is below the age at which they can
receive a pension and you are already receiving
one, you can ask the court to make a Deferred
Pension Sharing Order. This allows you to receive
an unreduced pension until they reach the age
at which they can start to receive a pension too.
This option is not available in Scotland.
If you’re retired, you can still split pensions if your
ex has already retired, but it won’t be possible
for a tax-free lump sum to be taken from their
pension – even if they took a lump sum.
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Source data:
[1] The research was carried out online for Scottish
Widows by YouGov across a total of 5,314
nationally representative adults in April 2017.
Additional research was carried out by Opinium
across a total of 5,000 nationally representative
adults in September 2017.
[2] ONS Earnings and working hours
www.ons.gov.uk/employmentandlabourmarket/
peopleinwork/earningsandworkinghours
[3] Based on Ministry of Justice figures showing
there were 11,503 ‘pension sharing orders’ in the
year to March 2017, and ONS data that shows
there were 107,071 divorces in 2016.
INFORMATION IS BASED ON OUR CURRENT
UNDERSTANDING OF TAXATION LEGISLATION
AND REGULATIONS. ANY LEVELS AND BASES
OF, AND RELIEFS FROM, TAXATION ARE SUBJECT
TO CHANGE.
THE VALUE OF INVESTMENTS AND INCOME
FROM THEM MAY GO DOWN. YOU MAY NOT
GET BACK THE ORIGINAL AMOUNT INVESTED.

WHEN A PENSION IS
DIVIDED OR SHARED,
THIS DOES NOT MEAN
THAT YOU WILL
RECEIVE A CASH LUMP
SUM – ALTHOUGH
IN CERTAIN
CIRCUMSTANCES
WHERE THE RECIPIENT
IS OVER RETIREMENT
AGE, THAT CAN BE
THE CASE.

OBTAINING THE RIGHT
GUIDANCE AND SUPPORT
IS VITAL
Obtaining the right legal and financial
guidance and support is vital when
dealing with pensions (and indeed the
other assets and financial issues) in the
event of a divorce. Pensions may vary in
complexity but can be confusing at the
best of times, and the details need to be
addressed carefully. To find out more or
to discuss your situation, please call us –
we look forward to hearing from you.

PAST PERFORMANCE IS NOT A RELIABLE
INDICATOR OF FUTURE PERFORMANCE.

Divorce is an arena fraught with
acrimony – want to chat about
your options?
When disputes arise within families, emotions run high and rash
decisions can be made. This is why divorce is an arena fraught
with acrimony.

To discuss your situation or for further
information, please contact us.

This guide is for your general information and use only, and is not intended to address your particular requirements. The content
should not be relied upon in its entirety and shall not be deemed to be, or constitute, advice. Although endeavours have been made to
provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that
it will continue to be accurate in the future. No individual or company should act upon such information without receiving appropriate
professional advice after a thorough examination of their particular situation. We cannot accept responsibility for any loss as a result of
acts or omissions taken in respect of the content. Thresholds, percentage rates and tax legislation may change in subsequent Finance
Acts. Levels and bases of, and reliefs from, taxation are subject to change and their value depends on the individual circumstances of
the investor. The value of your investments can go down as well as up and you may get back less than you invested. All figures relate to
the 2017/18 tax year, unless otherwise stated.
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