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Everything you ever wanted to know 

about Pensions but were afraid to ask! 
 

Some Definitions - Defined Benefit, Defined Contribution, Accrual Rate, Annuity  
 

Defined Benefits Pension Scheme: An employer-sponsored scheme where the eventual pension 
is based on your earnings (generally either your final salary or your career average), your length 
of employment and the scheme's rate of accrual.  
 
Defined contribution pension (Often referred to as a money purchase scheme): A pension plan 
where monies are paid in and invested (generally in stocks and shares), the eventual retirement 
income is based on the amount of money paid in, the returns on the investments. There are 
several different types including company, personal, stakeholder, self-invested and group 
personal pension plans. The resulting pot is usually used to buy an annuity – an insurance 
contract that pays out regular income. 
 
Accrual rate: This is the rate at which you build up pension benefits while a member of a defined 
benefit scheme. The rate is multiplied by your earnings to calculate how much money you will 
eventually be entitled to. It is typically expressed as a fraction, and the bigger the fraction the 
more pension benefit you will get. So a 1/60th rate would generate more benefits that a rate of 
1/80th. 
 
Annuity: This is an insurance contract that pays out a regular income, either for a set period of 
time or until you die. It is usually bought with the money from your pension fund. The income it 
will provide will depend on a number of factors including your age when you buy it, whether or 
not you're a smoker, and annuity rates (which are normally based on interest rates) at the time 
of purchase. 
 

Nothing is more important that a decent pension in retirement – 
Pensions, your pay when you retire! 

 

https://www.theguardian.com/money/2011/nov/24/pensions-glossary#accrual
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