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Procedures – DB pension transfers
Background
This procedure is implemented as a result of the FCA’s (and FSA’s) historic track record of conducting thematic reviews of defined benefit transfers into DC schemes

We draw our regulatory references for this procedure from 

· The FCA handbook (COBS 19.1)
· TR 14.12

· Occasional FCA paper (Advising on DB pension transfers – our expectations)
You are strongly advised to read and understand the implications of these documents when following this guidance.
Note:

In order to deliver advice in the client’s best interests, and limit the firm’s liability exposure, adopt the regulator’s best practice.

In all advice situations, consider the generation of income relative to cost of living expectations for life, as the key driver for pensions.
A: In all situations

Information gathering

DO

· Ensure that the information gathering process is broad enough to support the personal recommendation regarding pension transfers and is not limited simply because the advice focus is on the TV – i.e. normal KYC procedures apply.

· Ensure that as a minimum KYC includes a complete picture of the client(s) personal assets, liabilities, incomes and expenditures, now and in retirement.

· For incomes the break down should include fixed and flexible income

· For expenses the break down should include fixed and discretionary spend

· Ensure there is an indication of expected post death asset distributions to future generations

· That risk profiling is carried out on an emotional, need and capacity basis.
Preferred retirement age

DO

Gather sufficient information to explain whether and how the preferred retirement age would be achievable as a result of a personal recommendation.
Supporting evidence for advice

DO

· Ensure the TVAS accurately reflects the scheme and the member’s circumstances. 

· Ensure that where assumptions are made about the member and the scheme (e.g. preferred retirement age, fund charges), the member is made aware of the impact this may have on the critical yield. 

· Ensure critical yields are shown to the member with and without the enhancement (where applicable) and with and without the pension commencement lump sum (PCLS) and Pension Protection Fund (PPF) yield. 

· Ensure the relevant TVAS report and KFI are aligned and discussed with the member and retained as part of the record of the advice. 

· Ensure the Annuity Interest Rate is consistent across the TVAS and KFI.

· Ensure the TVAS has a “when the money runs out” section.

· Ensure there are annuity quotes on a mirror and level basis on file.

· Ensure cash flow assessments are done for a total financial position

DON’T

· Forget that where the investment selection changes during the advice process, the ability to achieve the critical yield must be reconsidered. That where cautious investments are selected (including 100% cash) the member must be made aware of the low probability of the critical yield being met and the material impact on their retirement income if they transfer from the DB scheme. 

· Forget that for members who are nearing their preferred retirement age, the impact of life-styling on the critical yield is considered in the personal recommendation, i.e. reducing the equity content of the investment fund leading to potentially lower returns on the fund. 

Employer insolvency risk

DO

Besides the usual suitability procedures,

· Consider including a Dun and Bradstreet (or similar) score reflecting the probability of employer insolvency, where there is a reasonable expectation of risk.
· Alternatively, conduct an internal review comparing the company’s net current and other realisable assets to the pension debt
· State in the suitability report that the scheme is not guaranteed (it could fail), describe the role of the PPF, and explain the current deficit of the scheme (if applicable).
DON’T

Dilute the importance and relevance of the PPF. 
Recommendation

Consideration of wider benefits

DO

· Reflect the member’s individual circumstances. Among other things, in addition to critical yields, consider wider benefits, such as AVCs, tax, NI, and benefit implications. 

· Assess the benefits of the ceding scheme, such as generous early retirement terms, or ill health benefits, etc. in isolation even if other factors (the critical yield for example) are favourable. 
· Use cash flow modelling to stress test the client’s ability to absorb the risks of market catastrophes.

DON’T

Over-emphasise the possible ‘flexibility’ under a DC scheme when undertaking the transfer analysis, while not adequately 
· Reflecting the downside. 
· Assessing the need for flexibility
Receiving scheme
DO

· Consider the member’s other existing pension schemes and other liquid or income generating assets in conjunction with the proposed receiving scheme (but not outside of the stand-alone benefits of the DB scheme). In other words, it is not possible to assess the transfer of the DB scheme as suitable, just because other pensions and investments makes it possible.

· Assess the OMO market on a mirror basis with the scheme pension and on a level basis with cross over. Consider dependent’s benefits as they are reflected by the client’s personal circumstances.

Fund selection

DO

Always insist on ongoing reviews of fund performance and potentially rebalancing of the portfolio, together with the cost of that. 

DON’T
· Selected a portfolio that is too cautious to meet the critical yield without explaining why that is suitable. 

· Presume that the member will take an annuity at their preferred retirement age, without consideration to alternative methods of securing retirement income (i.e. phased retirement or drawdown). 

Language of the recommendation

DO

Ensure the recommendation is expressed in clear and unambiguous terms in relation to both the advice on whether or not to transfer and, if the member transferred, the receiving product and the funds into which the member is advised to invest. 

Transfer of risk

DO

· Be clear and unambiguous where it is not in the client’s best interests to transfer with words such as “The critical yield demonstrates that you would need to take too high a risk and then be rewarded for taking that risk. Our opinion is that this is extremely unlikely, and if you transfer, your retirement income will be lower than if you stayed with the [employer’s] scheme”.
· Conduct stress tested cash flow modelling to assess the risk of money running out and advise the client accordingly.

· Be aware of the risk of advising people with little or no investment experience to transfer and draw a flexible income, especially when they have always had a fixed income while working. 
· Discuss transfer of risk taking into consideration;

· Relative generosity of the CETV (perhaps on a multiple basis)

· Interest rate risk

· Mortality risk

· Inflation risk

· Market risk
Tax and benefit implications

DON’T

· Forget to consider /explain the potential detriment in relation to state benefits and conditional allowances. 

· Forget that where the key driver for taking the TV was to access a cash enhancement, consideration needs to be given to whether taking the enhancement to a DC scheme and then releasing the cash through payment of a PCLS would be more tax efficient; 

Insistent members

DON’T

Do them
B: Terms of contract: firm to client and firm to adviser
DO

· Charge the client for the work undertaken, regardless of the outcome. 

· Construct the terms of engagement with the client such that the firm should allow for the advice to cover the members’ existing pension arrangements, and other assets available for use for income funding in retirement. 

· Ensure the contract with the client includes an ongoing servicing remit.
DON’T

· Limit scope of advice purely to the suitability of the transfer (i.e. always consider the member’s wider financial circumstances)

·  Transfer to a DC arrangement with no consideration of existing pension arrangements. 

· Incentivise the financial adviser’s fee structure. 

D: Internal documentation
DO

· Use a cash flow tool to stress test the outcomes both for the transfer in isolation and for the client’s global financial position. When using a cash flow tool to assess relative risk (chance of running out of money) like a Monte Carlo simulation, use a discrete catastrophe scenario too, at the point of transfer to demonstrate absolute risk too.
· Use a pre-advice risk assessment document taking into consideration the specific de-risking and up-risking issues of the particular case. 

· Use a formal sign off document, the sign off being by a second PTS (if the firm only has one, use an external PTS – ensure the external is paid a flat fee retainer rather than on a per case basis to avoid conflicts of interest.
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