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Introduction

INTRODUCTION

With the introduction of new pension freedoms in 2015 those in Defined Contribution (DC) 
arrangements have much greater control and flexibility as to how to take their pension benefits.

As a result the industry has seen more enquiries from members of defined benefit (DB) schemes 
looking at the pros and cons of transferring to a DC arrangement to take advantage of these freedoms. 
At the same time we’ve seen increased regulatory scrutiny on DB transfers in recent years, with the 
guidance stating that it will not be in most people’s best interests to transfer out of a DB scheme.

To support you in your DB Advice client conversations, the following guide details:

• the background to the current regulations on DB to DC Transfers 

• things to consider when reviewing client’s suitability

• what support and solutions Scottish Widows can provide.

This guide focuses on DB advice considerations and is for information only. The intention is not to 
cover all aspects of pension transfers and you should ensure your advice meets all FCA regulatory 
requirements. For other safeguarded benefits (such as GMPs or GARs) there may be other factors 
involved that are not covered in this guide.
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REGULATORY BACKGROUND

In June 2020 the Financial Conduct Authority (FCA) 
published new rules within PS20/6, the much-anticipated 
response to the Consultation Paper CP19/25. 

The background leading up to this change is that the 
Government’s pension freedoms gave consumers with 
defined contribution (DC) pensions more flexibility in how 
and when they could access their savings. 

Since then, significant numbers of Defined Benefit (DB) 
scheme members have transferred to DC schemes to 
access their money flexibly. 

FCA data shows that 87,491 members took advice from 
1,310 firms on a DB transfer between October 2018 and 
March 2020, on transfer values worth £30.3bn in total. Of 
these, 38,035 clients were recommended not to transfer, of 
which 2,936 (8%) transferred against advice1. 

In their Policy Statement, The FCA specifically noted the 
risk of harm where consumers have additional 
responsibility for complex investment decisions because of 
this shift to DC pensions. 

Their pensions strategy therefore aims to reduce the risk of 
consumers not having adequate income, or the level of 
income they expect in retirement, with most consumers 
best advised to stay in their DB scheme. 

In the FCA’s view, given the advantages of DB pensions, the 
proportion of consumers that firms have advised to 
transfer appears too high. While a large proportion of the 
advice to transfer will have been suitable, file reviews also 
showed too many instances where transfers were not in 
consumers’ best interests. 

They also note that consumers are paying high charges, 
with a fee of close to £10,000 for advice on an average 
transfer value not unusual. 

The FCA therefore decided to implement their 
proposals as outlined in CP19/25 largely as planned, with 
some amendments where they agreed with the 
consultation feedback.

1 FCA DB pension transfers – market-wide data results, 2020.

We know there are many reasons to be cautious about this market. That’s why at Scottish 
Widows we’re focused on helping you achieve the right outcomes for your clients. We’ve 

set out below the background to the current regulations and some of the areas to consider 
when advising your clients so you can deliver the best outcome for them.

FCA Policy Statement – PS20/6

Some of the main rule changes introduced in 
October 2020 as part of PS20/6 “Pension transfer 
advice: feedback on CP19/25 and our final rules and 
guidance” are summarised as follows: 

• Advisers must demonstrate why the scheme they 
recommend is more suitable than an existing 
workplace pension scheme.

• Bans contingent charging for advice on pension 
transfers and conversions, except in specific 
circumstances where a consumer is more likely to 
benefit from advice and may be unable to afford 
non-contingent advice charges. 

• Enables firms to give a short form of advice 
(‘abridged advice’). 

• Introduces new disclosure requirements  
for adviser charges. 

• Introduced enhancements to suitability reports, 
including a new one page summary.

• Introduced changes to the TVC and cash flow 
modeling within the APTA.

• Introduces a new requirement for firms to obtain 
proof that their client understands all the risks 
before finalising a DB Transfer recommendation. 

• Introduced a minimum of 15 hours a year 
continuing professional development for Pension 
Transfer Specialist (PTS’s). 

• Require firms to supply new data to the regulator 
on DB Transfers and Professional Indemnity cover.

• Changed the definition of a ‘pension transfer’ to 
more closely align to the regulated  
activity wording.

The FCA also published FG21/03 – Advising on Pension 
Transfers. A useful resource for advisers specialising in 
DB Advice, with examples of good and poor practice for 
each area of the advice process.
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THINGS TO CONSIDER WHEN REVIEWING CLIENT’S SUITABILITY

PS20/6 reinforces the importance of an adviser making a 
personal recommendation. It also allows firms to give a 
short form of advice (‘abridged advice’) before proceeding 
to full advice. This is a lower cost alternative to full advice 
but cannot result in a recommendation to transfer. It may 
however provide a personal recommendation not to 
transfer, or confirm that there is insufficient information to 
give a personal recommendation. 

A full fact-find, risk assessment and attitude to risk is 
required, but the adviser must not undertake an 
Appropriate Pension Transfer Analysis (APTA), provide a 
Transfer Value Comparator (TVC) or consider the client’s 
proposed receiving scheme.

With the APTA, TVC or consideration of the client’s 
proposed receiving scheme falling under full advice. With 
the personal recommendation required for full advice, 
being whether to give up the DB Benefits, and where to 
transfer funds to, should a transfer proceed.

Both forms of advice require an adviser to collect key 
information from a client in order to review their 
suitability for any transfer. Here’s some of the things to 
consider when doing so:

1. APTA & “more suitable than a WPS”
Previously one of the factors in determining if it is in your 
client’s best interest to transfer was to look at the rate of 
return needed under the receiving plan to be able to match 
the benefits of the DB scheme. 

However, as part of the most recent rules within PS20/6, 
that come in force from October 2020, the requirement is 
now for advisers, as part of any full advice personal 
recommendation, to evidence that the proposed receiving 
scheme is ‘more suitable’ than an available workplace 
pension scheme (WPS). This is a higher test than the 
previous ‘at least as suitable as’ in COBS 19.2.2 (still often 
referred to as ‘RU64’).

This means that the ‘appropriate pension transfer analysis’ 
(APTA), that includes a prescribed Transfer Value 
Comparator (TVC), should now include a comparison of the 
advantages and disadvantages of the proposed scheme 
and the relevant WPS default arrangement.

With the regulator expecting to see, among other things, 
consideration of:

• whether a client needs a broad range of complex funds 
that require ongoing rebalancing, given their risk 
profile, and knowledge and experience of investing

• the proposed product charges with those in the capped 
WPS default arrangement, and how the level of charges 
could affect the income a client will ultimately receive

• whether ongoing advice is necessary, given these 
points, or whether the client is likely to be better off 
taking ad hoc advice when needed.

The TVC now requires calculations involving: 

• where relevant, a projection of the ceding scheme 
benefits to normal retirement age (NRA)

• the estimated cost of purchasing those benefits using 
an annuity, and 

• for TVCs prepared where there is less than 12 months 
to the scheme’s NRA or for late retirement, the annuity 
basis should be the same as for clients with more than 
12 or more months to NRA.

• with TVCs required for late retirement cases.

• where favourable early retirement benefits are 
available without reduction and no consent is needed 
to take them, the TVC should be based on the earliest 
age those benefits could be taken, rather than NRA.

If firms choose to use cashflow modelling as part of the 
APTA, this should:

• Be presented to the client in real terms

• Use reasonable assumptions for tax bands and limits 
and show any charges that will arise from the transfer 
(i.e. LTA charges)

• Include stress ‘testing’ to show the client the impact of 
unfavourable future scenarios on their income.
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Here’s an example of what a Transfer Value Comparator might look like.

It could cost you £140,000 to obtain a 
comparable level of income from an insurer.

This means the same retirement income could 
cost you £20,000 more by transferring.
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2. Flexibility
It is important to understand what your client’s retirement 
timeline looks like. Will it be a gradual transition? What do 
they intend to do once they do retire? Whilst the benefits 
in a DB scheme are more certain it may be they need the 
flexibility of the new pension freedoms to enjoy a certain 
lifestyle while they are still relatively young and won’t 
need as much as they get older. This will have a bearing on 
whether the benefits from their DB scheme will actually fit 
their needs fully. However, if they transfer out then they 
will lose the certainty the DB scheme offers. A cashflow 
model can help to demonstrate this important point. Most 
people who would benefit from a DB transfer are those 
who do not have to rely on their DB pension solely and 
have other pensions and investments. So a discussion 
about retirement income needs vs potential sources for 
this can help define any need or benefit for a transfer. 
You should also discuss what your client’s expenditure 
could look like in retirement. It could help splitting this 
expenditure into categories such as essential, lifestyle 
and discretionary.

3. Balancing needs and objectives
Does your client have a clear view of their needs and 
objectives? Establishing these will be key to shaping any 
recommendation. What do they want from retirement vs 
the level of income they need? If a client doesn’t clearly 
know what they want, it may not be possible to advise 
them on any transfer. For income needs, in the same way 
as expenditure, you may want to split their expected 
retirement income needs between essential, lifestyle and 
discretionary spending.

You need to identify all of their objectives and needs to 
highlight where these are in conflict, or simply cannot be 
achieved. It’s unlikely you will be able to recommend a 
solution that meets all of these. Any compromises needed, 
should be specific to your client, rather than generic. You 
then need to work through these, documenting clearly the 
reason/rationale for each decision.

You have been offered a cash equivalent transfer value 
of £120,000 in exchange for you giving up any future 
claims to a pension from the scheme.

Will I be better or worse off by transferring?

• We are required by the Financial Conduct 
Authority to provide an indication of what it 
might cost to replace your scheme benefits.

• We have done this by looking at the amount 
you might need to buy the same benefits 
from an insurer.

Note – this is for example purposes only.
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4. Tax-free cash
How tax-free cash entitlement is worked out is very different 
for DC arrangements than for DB schemes. And in general 
under current market conditions this results in a higher 
amount of tax-free cash being available under a DC pension. 

Tax-free cash under a DC scheme is 25% of the total amount 
being crystallised, or 25% of the member’s remaining 
available lifetime allowance, whichever is the lower.

Usually, in a DB scheme some of the income can be reduced 
and converted into a tax-free lump sum but it is common for 
the commutation factors on DB schemes to mean that less 
tax-free cash is available. 

A commutation factor of around 15 to 1 means for every  
£15 of tax-free cash your client would have to give up £1  
of income. 

For example, a client with DB benefits was going 
to receive an initial pension income of £10,000 a 
year and had a transfer value of £300,000. 

Let’s say the tax-free lump sum entitlement 
available by commutation is the maximum 
permitted by HMRC rules, using the formula (20 x 
F x G) / (20 + [3 x F]) where F is the commutation 
factor and G is the gross annual scheme pension 
before commutation.

With a 15 to 1 commutation the maximum lump 
sum is £46,153 and they would have to exchange 
£3,077 of their income for this amount of tax-free 
cash. If they transferred their benefits to a DC 
arrangement then they could take £75,000 as 
tax-free cash – nearly double the amount available 
under the DB scheme. This is one method of 
calculating tax-free cash entitlement under a DB 
scheme but there are others.

It is important to understand what your client’s financial 
circumstances are like. They may be in financial difficulty or  
need the cash to pay off debts such as a mortgage. Paying 
these off may mean they have more disposable cash even 
with a lower income. They may also wish to phase their 
tax-free cash to give a more tax efficient income stream in 
retirement, which is not possible under a DB scheme.

5. Death Benefits and Inheritance
In a DB scheme, if your client dies soon after they have 
taken their benefits then all that is likely to be paid out  
is a dependant’s pension, if they have one, which is taxed 
at their marginal rate. Unless there is a guaranteed period 
the pension has to be paid for.

If your client is in a DC arrangement and dies before  
age 75 whatever remains in their pension pot can be left  
to any beneficiaries tax free. If they die after age 75 then 
anything that remains can be passed on and is normally 
taxed at the beneficiaries’ marginal rate.

In a DB scheme, if an active member dies before taking 
their benefits a lump sum and a dependents pension will 
normally be payable. If your client is a deferred member  
of a DB scheme and dies before taking their benefits then 
often nothing would be paid to their beneficiaries as a 
lump sum (although a dependant’s pension will normally 
be payable). However, if they had transferred the fund to  
a DC arrangement then the value of the fund would be  
paid to their beneficiaries, normally tax free if they died 
before age 75.

6. Health
You should always consider the overall health and longevity 
of your clients. Looking at both lifestyle factors, such as 
smoking, drinking and exercise, as well as more serious 
health conditions.

You should look at family history. However where clients 
fear they will die early if their own parents died young,  
you should make clear that life expectancy and medical 
treatments have improved. A client may not necessarily 
inherit a parent’s health condition, where these are not 
genetic, or have the same lifestyle.

Enhanced annuities may provide an attractive alternative 
for clients who are not in good health. For such clients, 
transferring to a money purchase arrangement and buying 
an enhanced annuity may provide a higher income than  
if they took the income available from their DB scheme. 

If a client is not in good health they may instead wish to 
transfer in order to prioritise passing money down as a 
lump sum to their beneficiaries on death. If they have 
no spouse or dependants then benefits from their DB 
scheme will stop when they pass away, unless there is a 
guaranteed period the pension has to be paid for.

However, if they are in serious ill health and pass away 
within two years of transferring their benefits then there 
could be a potential Inheritance Tax liability.

Whatever the reason the health and lifestyle of your clients  
may have a bearing on whether or not a transfer is in their  
best interests.
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7. Investment choice, capacity for loss 
and attitude to risk

With a DB scheme the investment decisions are taken by 
the trustees of the scheme and they are responsible for 
ensuring the scheme can pay your client’s pension when 
they take their benefits. The client therefore bears no 
investment risk within the scheme. If a client decides to 
transfer from their DB scheme to a DC arrangement then 
the investment decisions will be their responsibility and 
so it is essential to know if they are comfortable taking on 
this responsibility and what their attitude to risk is. Taking 
on responsibility for managing investments may also result 
in your clients paying extra charges. To help you assess 
your client’s attitude to investment risk, you can measure 
their capacity for loss, which is the ability to absorb any 
falls in their investments. 

To do this, you can review your client’s retirement income 
needs as well as their desired lifestyle and discretionary 
expenditure. How far their DB pension meets these 
different expenditure levels versus the client’s other assets 
can identify the shortfall or increase in income that a 
transfer could create.

Asking your client if they are prepared to take a fall in 
income of a specific percentage, will not be enough on 
its own to understand their overall capacity for loss, 
but can help inform your assessment of their attitude to 
investment risk. You should explain to your client how 
an unrecoverable fall in asset values may affect their 
retirement income and lifestyle. What is the potential for 
any loss of capital to have a materially negative impact on 
the client’s standard of living.

There should be a consideration as to whether a transfer is 
appropriate at all, compared with the relative safety of a 
DB scheme. A client’s DB pension can often make up most 
of their retirement income other than a state pension. And 
the more reliant a client is on their DB benefits, the lower 
their capacity for loss will be.

Before making any recommendation, you must ensure 
your client has the necessary knowledge and experience 
to understand the risks involved in taking on investment 
decisions (as well as the overall risks of transferring).

8. Scheme solvency
Is your client worried about how solvent their scheme is?  
In the current climate with some pension schemes being 
underfunded some employees may be concerned about 
perhaps not receiving their full entitlement from their DB 
scheme when they retire. The Pension Protection Fund is 
available to protect members of schemes that are not able 
to meet their liabilities, and it is important to understand 
the caps and restrictions on pension benefits that may 
apply in these instances.

 You can find more information on their  
 website at: https://www.ppf.co.uk/

9. Allowance limits
You should look at the impact of a transfer on your client’s 
pension allowances. Are there any Lifetime Allowance (LTA) 
impacts and possible tax implications for them? Does the 
client have any current or potential future LTA issues that 
would affect the critical yield? If they were to transfer into 
a DC pension and start taking income, would the Money 
Purchase Annual Allowance (MPAA) cause any issues?

https://www.ppf.co.uk/
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WHY CHOOSE SCOTTISH WIDOWS?

We can provide help and insight on this topic and  
support you through the transfer journey

Expertise & insight 
We have a number of dedicated specialists who are experienced in simplifying the 
complexities of this market and providing insight on the kind of things advisers need 
to consider when approaching this market.

Support 
If your client does wish to proceed with a DB transfer, we understand the importance 
of this being done as smoothly and efficiently as possible. 

That’s why we have a servicing team who can:

• Complete DB transfer/discharge forms and issue the same day 

• Issue completed forms to the ceding scheme by special delivery 

• Email copies of completed transfer/discharge forms to the ceding scheme  
if required.

The solution 
If you decide that a transfer is in the best interests of your client then we have the 
solution. Retirement account has the flexibility to help meet your client’s needs to 
and through retirement. 

Here’s why Retirement Account could be the right choice for you and your clients.

Retirement account for advisers 
A wide range of investment options with robust 
governance – investment solutions for a variety of clients 
and competitively priced core portfolio funds 

Clear and competitive charges – that are easy to explain 
to your clients and can help you provide a full advice 
model at low cost 

We’re easy to do business with – our online services  
and offline support means you can get on with advising 
your clients 

One plan flexibility – plans change, which is why 
Retirement Account offers ultimate flexibility for you and 
your clients 

Experience and expertise – with over 200 years’ 
experience, you can rely on us.

Retirement account for your clients 
Flexible options for retirement saving 

Your clients can access our wide range of investment 
choices, including our core multi asset portfolio fund ranges 
(Pension Portfolios and Premier Pension Portfolios). 

Normally from age 55 (57 from 2028), they can partially or 
fully encash, or move seamlessly into Retirement Income 
and take flexible drawdown. 

Flexible options for retirement income 

Gives your clients full pension freedom flexibility in how 
they take their money – as much as they like, when they 
like – keeping the rest invested in our range of investment 
options including our Retirement Portfolio funds, which 
are designed to help manage volatility and make your 
clients’ pension pots last longer.



NEXT STEPS

If you would like to find out more about how Scottish Widows  
can support your DB advice conversations please visit  

www.scottishwidows.co.uk/changehub/defined-benefit/ 

To find out more about Retirement Account, contact your Account Manager,  
visit scottishwidows.co.uk/retirement-account or call 0800 096 4364.

This guide focuses on DB advice considerations and is for information only.  
The intention is not to cover all aspects of pension transfers and you  

should ensure your advice meets all FCA regulatory requirements. For other  
safeguarded benefits (such as GMPs or GARs) there may be other factors  

involved that are not covered in this guide.

The information in this guide is based on Scottish Widows’ 
understanding of current tax rules and pension legislation.

These may change in the future.

https://www.scottishwidows.co.uk/changehub/defined-benefit/
http://www.scottishwidows.co.uk/retirement-account
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