I
What to think about before transferring your &/

DB pension benefits s

This guidance is for members of defined benefits (DB) pension schemes, sometimes known as
‘final salary’ or ‘career average’ schemes, who are thinking of transferring their benefits to a
personal pension or Self-Invested Personal Pension (SIPP). You should also read our guides on
‘Helping you to Understand your Defined Benefits Pension’ and ‘What to expect from a
Financial Adviser’.

This is important because transferring out of a DB pension is a one-way street. Once
completed, the process cannot normally be reversed.

What are you looking for when you want to retire

Not everyone is looking for the same things when they retire, and your lifestyle will be highly
personal to you. Some people want to remain active, and possibly take on part-time work, whilst
others just want to ‘kick back’ and avoid future stress.

Your views on this could dictate whether transferring out of your DB scheme is likely to be suitable
for you:

A transfer is unlikely to be suitable if: A transfer might suit you if:

o This is your main source of income in ¢ You have other pensions or savings, and
retirement, and you will rely on it to pay this pension is a relatively small part of your
your bills. overall assets.

¢ You are used to receiving a steady ¢ Your income needs are likely to change
salary and want to be sure of how much in future, due to part-time work or additional
you will get each month. money becoming available.

¢ You are anxious about money or ¢ You need the tax-free lump sum, for
uncomfortable with investment risk. example to pay off debts, but don’t want an

e You don’t yet know when you will retire, iIncome yet.
or how much income you will need. You e You enjoy and are comfortable with
should wait until this is clearer. investing money on the stock market

You also should think carefully about your family, and how they might be provided for if you are
no longer around. You may be the world’s greatest entrepreneur and love taking investment risks,
but this could leave your partner exposed to more risk than they are comfortable to deal with.

You must also be willing to pay for professional advice. It is a statutory requirement to take
professional advice from a qualified Pension Transfer Specialist, and this could cost between 2-
3% of the value of your Cash Equivalent Transfer Value (CETV) (although it may be possible to
deduct this from the pension fund rather than paying in cash’).

' Advisers may only take their fees from your fund if a transfer goes ahead and they are the authorised
adviser for the new plan.



What to do Next
If you find yourself tending toward the right hand box, you should:

1. Request a transfer statement from the pension scheme.

e You may already have a recent statement, but it is important to note that any transfer
value (CETV) will only be guaranteed for 3 months.

o |If your statement is older than this, the CETV may have changed.

2. Check the benefits payable at retirement and the options available to see if they suit
you.

e Although you will receive a guaranteed lifetime income from your DB scheme, the
scheme is likely to dictate the choices of when and how it is paid, including whether it
will increase over time (inflation-proofing) and what will be paid to your family when you
die.

e The scheme’s choices may not suit your circumstances, for example, if they include a
spouse’s pension when you are not married. This is because the additional benefits are
paid for by a reduction to the main pension, whether you need them or not.

e Pension income must start to be paid at the same time as you take any tax-free cash.
You cannot delay taking the income, and it cannot be reduced if you receive another
source of income (such as your State Pension) after it has been set up.

¢ |f these conditions do not suit you, you might prefer a more flexible pension
arrangement, such as a Self-Invested Personal Pension (SIPP).

3. Find a specialist adviser

e People often say one of the hardest parts of the process is finding a financial adviser
you feel comfortable with.

¢ |f you know someone who has previously transferred a DB pension you could ask them
if they would recommend their adviser. Alternatively, you can use the ‘find an adviser’
services offered by www.MoneyHelper.org.uk, www.unbiased.co.uk or
www.vouchedfor.co.uk .

¢ You should also check the Financial Services Register to ensure that your adviser is
authorised for ‘advising on pension transfers and opt-outs’.

4. Ask the adviser to set out what the process will look like. It should cover the following
points:

e The key steps involved in the advice process, and how long it is likely to take — this
can be a surprising length of time, as some schemes can take months to provide up-to-
date information.

e When and how much you are likely to have to pay in fees — in the case of a DB
transfer it is important to know that a fee will still be payable even if you are advised
not to transfer. This is due to the amount of work carried out to reach this conclusion
and the fact that being advised not to do something can be equally valuable as being
advised to go ahead, if it's the right thing to do.

Further details may be found in ‘What to expect from a financial adviser’.



http://www.moneyhelper.org.uk/
http://www.unbiased.co.uk/
http://www.vouchedfor.co.uk/
https://register.fca.org.uk/s/
https://consumerduty.org/images/Consumer_Duty_Guides/RIT_Guides/What_to_expect_from_a_Financial_Adviser.pdf

