
Giving advice and assessing suitability

• All advice on the transfer and conversion of
safeguarded benefits should include a personal
recommendation (including where the benefit is a
guaranteed annuity rate)

• The ‘starting assumption’ should be that a transfer
will be unsuitable (the FCA decided not to change
this to a neutral starting point)

• When assessing suitability, advisers should
consider:

a) The client’s intentions for accessing pension
benefits

b) The client’s attitude to, and understanding of the
risk of giving up safeguarded benefits for
flexible benefits

c) The client’s attitude to, and understanding of
investment risk

d) The client’s realistic retirement income needs
including how they can be achieved, the role
played by safeguarded benefits in achieving
them and the consequent impact on those
needs of a transfer, conversion or opt-out

(including any trade-off)

e) Alternative ways to achieve the client’s
objectives instead of the transfer, conversion or
opt-out (this may include only giving up some
safeguarded benefits)

• If an adviser cannot get the necessary information
to assess suitability, they must not make a
personal recommendation. For example, this could
be income needs in retirement for a younger client

• A Pension Transfer Specialist (PTS) should go
beyond just checking the numerical analysis. They
should:

a) Check the entire advice process and consider
whether it is sufficiently complete

b) Confirm that the personal recommendation is
suitable

c) Inform the firm in writing that they agree with
the advice, including any recommendation,
before the report is given to the client. This
means that any disagreements between the
PTS and the adviser must be settled before the
client is given the suitability report

Analysis to support advice

• Since 1 October 2018 firms have been required to
carry out an Appropriate Pension Transfer Analysis
(APTA). The FCA believe the pension environment
has shifted significantly in recent years and this
new minimum analysis requirement is designed to
address this. They also believe that too much focus
has been on the TVAS critical yield figure in the
past and a more rounded assessment of suitability
is required

• The FCA have not provided detailed rules on the
elements of an APTA. However, they set out the
following as a minimum expectation within the
original Consultation Paper (CP17/16):

a) An assessment of the client’s outgoings and
therefore potential income needs throughout
retirement
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b) The role of the ceding and receiving scheme
in meeting those income needs, in addition
to any other means available to the client

c) Consideration of death benefits on a fair
and consistent basis

d) A mandatory Transfer Value Comparator (TVC)

• Changes to the handbook were added in relation
to the APTA, including:

a) Requiring advisers to consider the
impact of tax and access to state benefits

b) Stating that the APTA must consider a
reasonable period beyond average life
expectancy

c) Requiring advisers to consider the trade-offs
that may occur by prioritising differing client
objectives

d) Requiring advisers to have regard to the likely
pattern of benefits that might be taken from
both the ceding arrangement and the proposed
arrangement

e) Guidance on considering safety nets (the
Pension Protection Fund and Financial Services
Compensation Scheme) that cover both the
current and receiving schemes in a balanced
and objective way

f) Guidance that if information is provided
on scheme funding or employer covenants, it
should be balanced and objective

• A mandatory Transfer Value Comparator, which
replaces the TVAS critical yield, is required for all
transfers (except those where the client has less
than 12 months to their normal retirement date or
the safeguarded benefits are guaranteed annuity
rates only)

• The TVA should show in graphical form:

a) The cash equivalent transfer value (CETV)
offered by the DB scheme

b) The estimated value needed to replace the
client’s DB income in a DC environment assuming
investment returns that are consistent with the
client’s attitude to investment risk and that they
purchase an annuity

• The calculation of the TVA needs to include:

a) Where relevant, a projection of the ceding
scheme benefits to normal retirement age

b) The estimated cost of purchasing those benefits
using an annuity

c) Discounting the figure in (b) by the appropriate
rate of return and charges to determine the
estimated value at the calculation date

• The FCA have defined the assumptions to be used
when calculating a TVC:

a) The annuity cost should be determined in
accordance with COBS assumptions (with a
4% annuity charge)

b) The investment growth/discount rate will be
based on a risk-free return using gilt yields (UK
FTSE Actuaries Indices). Firms should assume
product charges during accumulation of 0.75%

• Details have been given on a number of financial
and demographic assumptions to be used when
preparing an APTA or a TVC, such as the annuity
interest rate, mortality rates and growth rates, and
that charges should be incorporated into the
analysis (except where an adviser charge is
payable by an employer or if the advisers charge is
non-contingent on the outcome i.e. still payable
whether the transfer proceeds or not)

• Where third-party software is used, the adviser is
still responsible for the recommendations they
provide and the supporting analysis. Firms
therefore need to ensure that any third-party
software is fit for purpose. Regarding free software
offered by providers, the FCA have stated “we
consider it is unlikely that providing or accepting
free TVA or APTA software would fall within the
narrower definition (acceptable inducements
under MiFID II) and so should not be used”

Other issues

• Pension opt-outs:

a) There is a requirement for advice to be given or
checked by a Pension Transfer Specialist

b) Record keeping should be consistent with the
provisions of COBS 19.1

c) The APTA and TVC requirement will not be
extended to opt-outs of safeguarded benefits.
Opt-outs that do not involve safeguarded benefits
will also be excluded from these provisions

• Overseas transfers – the FCA consider that their
guidance (the need for a personal recommendation,
an APTA, etc.) can accommodate overseas transfers

• Streamlined advice – the FCA stated that this is
unlikely to be appropriate for pension transfers

Policy Statement 18/20: Improving the
quality of pension transfer advice

Standards to meet before giving advice:

•All Pension Transfer Specialists (PTSs) must hold the
Level 4 RDR qualifications for advising on investments
before they can advise on or check pension transfer



advice. Holding this qualification, as well as the PTS
qualification, will ensure advisers have sufficient
knowledge to assess the suitability of a transfer,
including the risk, returns and charges of the proposed
scheme and the underlying investments

• A PTS should hold the new qualification as soon as
practically possible and by no later than 1 October
2020. There will be no automatic transition – to
continue practising after this date a PTS must have
achieved the investment qualification

• The rules will continue to permit an adviser who
does not meet the PTS requirements to provide
pension transfer advice, as long as their advice is
checked before the client is given a suitability report

• Firms are responsible for reviewing the competence
of their employees on a regular basis and the FCA
believe it is very important for a PTS to keep up to
date with current thinking and market trends. Firms
therefore need to act to ensure their staff remain
competent for their role, particularly where an adviser
has not been involved in pension transfers for some
time or only advises on occasional cases. The FCA is
therefore giving further thought to the question of
minimum CPD requirements

• The Appropriate Exam Standards for the PTS
qualification (ApEX 21) have been revised to reflect
the FCA’s updated rules and guidance, as well as
more widespread changes to the pensions
environment, such as the introduction of the pensions
freedoms

• The FCA decided not to change the definition of a
pension transfer at this time (the proposal had been
to include reference to safeguarded and flexible
benefits). The regulator is investigating other ways to
simplify and clarify the definition.

Preparing to give advice

• When advising on a pension transfer, the advice
must take account of the proposed destination of the
transfer funds (both the proposed scheme and
investments)

• The rules do not prevent two separate advisers
providing the transfer advice and the advice on the
proposed receiving scheme and its investments.
However, the FCA expect the two advisers to work
with the same information about the client and have
robust processes in place to ensure that this happens.
Both parties should therefore work together to:

• Collect the necessary information to inform the
transfer advice and associated investment advice

• Undertake risk profiling which assesses the client’s
attitude to transfer risk and investment risk

• Recognise that the investment advice should

consider the impact of the loss of any safeguarded
benefits on the client’s ability to take on investment
risk.

• When a firm operates a two-adviser model, they
should make this arrangement clear to the client. The
client needs to understand the roles of both advisers,
their respective charging structures and the complaints
process

• The FCA’s rules and guidance do not prevent firms
from advising self-investors (clients who choose their
own proposed schemes and investments). Where this
is the case, the FCA have the following expectations:

• Advisers should take account of the proposed
destination of the funds (the client needs to be clear
that they should provide the necessary information
on the scheme and its underlying investments). The
adviser must have a clear view on the destination
scheme and the long-term investment strategy – this
is so they can take account of the risks, expected
returns and charges which support the pension
transfer advice

• Where a transfer is unsuitable in principle, but not
specifically because of the proposed destination,
the adviser should explain the basis for their
recommendation

• Where a transfer is unsuitable specifically
because of the proposed destination, the adviser
should explain that a transfer may be suitable if the
client selects a different destination for the funds

• If the adviser gives an opinion on how to amend
the proposed destination, this is likely to be
investment advice (Perimeter Guidance (PERG)
8.28.1G)

• Where there is uncertainty about the client’s future
intentions or the relevant information about
particular asset classes is not available, an adviser
should not advise on the transfer.

• The FCA intends to proceed with their proposed
perimeter guidance on triage (where a firm provides
information and holds an initial conversation with a
potential client so that they can decide whether they
want to take advice).This clarifies the boundary
between advice and guidance – the regulator has
found some forms of triage stray into providing a
personal recommendation rather than just giving
generic information. The perimeter guidance on triage
came into force on 1 January 2019:

• If triage is to be a non-advised service, it should
be an educational process so that the prospective
client can decide whether to proceed to regulated
advice. Firms can achieve this by providing generic,
balanced information on the advantages and
disadvantages of pension transfers



• If the firm wishes to avoid giving advice, it should
not comment on whether the client should consider
a transfer based on any information about the
client’s personal circumstances (should the client
pass this information on during the triage stage)

• The FCA do not consider that re-stating the
starting assumption of unsuitability is giving advice,
if given as information about the FCA’s view on
pension transfers

• The regulator considers it good practice for firms
to keep records where they have provided triage

Providing advice

• The FCA introduced new requirements regarding
the assessment of a client’s attitude to transfer risk. So,
when considering a client’s attitude and
understanding of giving up safeguarded benefits for
flexible benefits, an adviser should take the following
into account:

a) The risks and benefits of both staying in the
safeguarded benefit scheme and transferring to a
flexible benefits scheme

b) The client’s attitude to certainty of income
throughout retirement

c) Whether the client is likely to access funds in flexible
benefits in an unplanned way and the impact this
would have on sustainability of the funds over time

d) The client’s attitude to any restrictions on their
ability to access funds in a safeguarded benefits
scheme

e) The client’s attitude to and experience of managing
investments themselves or paying for them to be
managed in a flexible benefit scheme.

In addition, the regulator has stated that clients also
need to be told about other risks such as longevity
risks and investment risks. Insolvency risk should also
be covered in a balanced way so that any client
biases and misconceptions are managed, for instance
regarding the benefits provided by the Pension
Protection Fund:

• If a firm uses a risk profiling tool or software to
assess a client’s attitude to the risks detailed above,
they should check that the tool or software takes these
factors into account. If not, then the firm should
determine the client’s attitude to transfer risk in other
ways

• When a firm asks a client about their attitude to
transfer risk, they should communicate in a way which
is fair, clear and not misleading

• The regulator confirmed that firms should provide:

• A suitability report regardless of the outcome of
the advice (one should be issued even where the
recommendation is not to transfer or convert)

• An advice confirmation for both positive and
negative recommendations.

• The FCA confirmed the pension increase
assumptions to be used for the Transfer Value
Comparator (TVC). Full details of the changes can be
found within PS18/20.

Charging structures associated with
advising on pension transfers

Within its 2018 consultations the FCA sought views on
a number of questions relating to different charging
structures used in pension transfer advice (they did not
propose rule changes). A particular focus was on
contingent charging, where an adviser is only paid if
a transfer takes place or where they receive a
significantly lower amount where a transfer does not
take place.

In the feedback it published in October 2018, it
summarised the pros and cons of a ban and said
responses to the consultation highlighted the
“complexities and interlinked issues that need to be
worked through and considered”. As a result, the FCA
did not introduce a ban on contingent charging and
said it “needs to carry out further analysis of the
issues”. In particular, there was a lack of evidence
linking contingent charging to unsuitable advice and
bad outcomes.

Subsequent to this, the Work and Pensions Committee
have set up an inquiry to look at how pension transfer
advice is charged for where is called for evidence
from consumers and related professionals. The FCA is
expected to consider the matter further and issue
further information in the summer of 2019.



For more insights and analysis relating to pensions and the wider retirement
landscape, visit the ‘Technical matters’ area of fundsnetwork.co.uk

Important information

This document provides information and is only intended to provide an overview of the current law
in this area and does not constitute financial advice, tax advice or legal advice, or provide any
recommendations.

This document represents a summary of our understanding of the relevant regulations at the date
of its last review (July 2019).

Regulations and guidance are often subject to change and may change in future. Individuals
should check that rules and regulations have not changed.

Issued by Financial Administration Services Limited, authorised and regulated by the
Financial Conduct Authority. FundsNetwork™ and its logo are trademarks of FIL Limited.
UKM0619/24221/QC/0620

ADV-PEN-35


