Pensions




Flexible Benefits — the new disclosure
requirements

A guide to the information trustees must provide to
members and beneficiaries from 6 April 2015 when
approaching retirement or accessing their benefits. This
guide is relevant for all schemes holding flexible benefits
— including money purchase benefits, cash balance
benefits and defined contribution AVCs.

The information in this guide is based on the Pension Schemes
Act 2015 and the Disclosure Regulations 2013 (incorporating the
Occupational and Personal Pension Schemes (Disclosure of
Information) (Amendment) Regulations 2015) and the Pension
Regulator's guide to communicating with members about
pensions flexibilities published in April 2015.
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Trigger

At least four months before
member's specified retirement
date.

Information

Disclosure Information A

Delivery

At least four months before
specified retirement date or
within 20 days of a date being
specified where less than four
months to retirement.

Relevant member requests
information about flexible
benefits or informs trustees they
are considering or have decided
what to do with their flexible
benefits.

Disclosure Information B

Within two months of the
request or contact.

Not required within 12 months
of the information being
provided under 1.

Where the trustees contact the
relevant member or the relevant
member contacts the trustees in
connection with what the
member may want to do with his
flexible benefits.

Disclosure Information C

May be given verbally unless
requested in writing by the
member.

Within 20 days of the contact
or of the request for the
information in writing.

Not required where the
member has accessed
Pension Wise or has received
independent advice within the
last 12 months or the
information under 2 has been
given in the previous two
months or is required to be
given in the following two
months.

Before a benefit is paid to a
member.

Disclosure Information D

In writing, before the member
makes a formal application to
take or transfer a benefit.

Where a benefit is or is about to
become payable to a member.

Disclosure Information E

Where the benefit becomes
payable on or after NPA,
before the benefit becomes
payabile if practicable but at
least within one month after it
becomes payable.

Where the benefit becomes
payable before NPA then
within two months of it
becoming payable.

Where a benefit is or is about to
become payable on the death of
a member.

Disclosure Information F

Before the benefit becomes
payable.

Where a person may be entitled
to exercise rights or options on
the death of a member and the
person has the opportunity to
transfer or access flexible
benefits.

Disclosure Information G

Within two months of the
trustees becoming aware of
the death.

Where a member first accesses
flexible benefits.

Disclosure Information H

Within 31 days of the day on
which the payment is made.




Useful definitions

The terms appearing in italics have the meanings set out below.
Flexible benefit:

e means a money purchase benefit;

. a cash balance benefit; or

e a benefit, other than a money purchase benefit or cash balance benefit, calculated by
reference to an amount available for the provision of benefits to or in respect of the member
(whether the amount so available is calculated by reference to payments made by the
member or any other person in respect of the member or any other factor).

NPA (normal pension age):

e is the earliest age at which the member is entitled to receive benefits on his retirement
disregarding any special provision as to early retirement on grounds of ill-health or otherwise.

A member has an opportunity to transfer flexible benefits where:

e he has transferrable rights in relation to flexible benefits (i.e. a cash equivalent right);

e he would have transferrable rights if he ceased to be in pensionable service in relation to
those benefits; or

e he has an opportunity under the scheme rules to transfer flexible benefits.

Pensions guidance:

means Pension Wise, the Government supported guidance service established under the Pension
Schemes Act 2015.

Relevant member:

e is a member who has a right or opportunity to transfer flexible benefits; and
e has reached normal minimum pension age (generally 55), is within four months of normal
minimum pension age or meets the ill-health condition.

Specified retirement date:

e means the date the member specifies to the trustees that is acceptable under the rules of the
scheme; or
o the date the trustees determine, where no acceptable date has been specified by the member.




Retirement communications
Pension Regulator's seven step good practice
process

The Pension Regulator's guide to communicating with members about flexible benefits

includes an illustrative seven step process.

Step 1

Member:

requests decumulation information or member approaches
retirement date.

Step 2

Scheme:

provides information in accordance with new disclosure requirements
including signposting Pension Wise (Disclosure Information A or B
as appropriate).

No application form to choose retirement option/s or to take a
transfer is sent out at this stage.

Step 3

Member:

decides whether or not to use Pension Wise/take financial advice.

Step 4

Member:

indicates they wish to retire or take a transfer in connection with
retirement.

Step 5

Scheme:

provides application form to choose retirement option/s or take a
transfer®.

Scheme also provides generic risk warnings and requests signed
declarations confirming reading of risk warnings and/or guidance/
advice received (Disclosure Information D).

Step 6

Member:

returns completed form and other required documents including bank
transfer details and proof of identification.

Step 7

Scheme:

actions member request and confirms to member.

*Additional disclosure and due diligence requirements will apply where a member wishes to
take a transfer. These are outside the scope of this guide.




Disclosure Information A
Pre-retirement warm-up material

Information to members at least four months before specified retirement date

A statement of the options available to the member under the scheme rules; and
where the member has the opportunity to transfer flexible benefits:

o a statement that the member has an opportunity to transfer flexible benefits to one or
more different pension providers;

e a statement that different pension providers offer different options in relation to what the
member can do with the flexible benefits, including the option to select an annuity;

e a statement that different options have different features, different rates of payment,
different charges and different tax implications;

e either:

o a copy of the Money Advice Service leaflet "Your pension: it's time to choose";
or

o a statement that gives materially the same information;

o a statement that pensions guidance is available to help the person to understand their
options in relation to what they can do with their flexible benefits;

e a statement that pensions guidance may be accessed on the internet, by phone, or
face-to-face;

e the phone number (030 0330 1001) and website address (www.pensionwise.gov.uk) at
which pensions guidance may be accessed and details of how the person may access
pensions guidance face-to-face;

e a statement that pensions guidance is free and impartial;

e a statement that the person should access pensions guidance and consider taking
independent advice to help them decide which option is most suitable for them;

e an estimate of the cash equivalent of any of the member’s rights to flexible benefits that:
o are transferrable rights; or

o would be transferrable rights if the member stopped accruing rights to some or
all of the flexible benefits;

e an estimate of the value of any accrued rights to flexible benefits that the member may
transfer out of the scheme under the scheme rules, in respect of which the cash
equivalent is not required to be given;

e the date by reference to which the cash equivalent or value (as appropriate) is
calculated;

e an explanation that the cash equivalent or value (as appropriate) is an estimate and
may not represent the exact amount available to the member to transfer to another
pension provider;

¢ in relation to the member’s accrued rights to flexible benefits in respect of which there is
an opportunity to transfer,

o details of any guarantee to which the benefits are subject; and

o details of any other features, restrictions and conditions that apply to the
benefits that affect, or may affect, their value;
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e where the member has a right or entitlement to benefits under the scheme that are not
flexible benefits, that the member has that right or entitlement and how the member
may access information about those benefits;

e a statement that:
o there may be tax implications associated with accessing flexible benefits;
o income from a pension is taxable; and

o the rate at which income from a pension is taxable depends on the amount of
income that the person receives from a pension and from other sources;

e where the member has accrued rights to flexible benefits that are not money-purchase
benefits, has not reached normal pension age and does not satisfy the ill-health
condition:

o a statement that the value of the member’s accrued rights to flexible benefits is
likely to be lower if the member accesses the benefits before normal pension
age; and

o (b) the age at which the member will reach normal pension age.

But, where the member has received information on request (Disclosure Information B)
within 12 months before the date on which Disclosure Information A is required to be

given, the following information must be given at least four months before the
specified retirement date instead.

A statement that the member has been given information about the flexible benefits that may
be provided to the member, the member’s opportunity to transfer those benefits and the
options available to the member under the scheme rules.

A statement that pensions guidance is available to help the person to understand their
options in relation to what they can do with their flexible benefits.

A statement that pensions guidance may be accessed on the internet, by phone, or face-to-
face.

The phone number (030 0330 1001) and website address (www.pensionwise.gov.uk) at
which pensions guidance may be accessed and details of how the person may access
pensions guidance face-to-face.

A statement that pensions guidance is free and impartial.

A statement that the person should access pensions guidance and consider taking
independent advice to help them decide which option is most suitable for them.

An estimate of the cash equivalent of any of the member’s rights to flexible benefits that:

e are transferrable rights; or

e would be transferrable rights if the member stopped accruing rights to some or all
of the flexible benefits.

An estimate of the value of any accrued rights to flexible benefits that the member may
transfer out of the scheme under the scheme rules, in respect of which the cash equivalent is
not required to be given.

The date by reference to which the cash equivalent or value (as appropriate) is calculated.

An explanation that the cash equivalent or value (as appropriate) is an estimate and may not
represent the exact amount available to the member to transfer to another pension provider.
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Disclosure Information B
Information on request

Relevant member requests information about flexible benefits or informs trustees they

are considering or have decided what to do with flexible benefits.

A statement of the options available under the scheme rules; and

a statement that the member has an opportunity to transfer flexible benefits to one or
more different pension providers;

a statement that different pension providers offer different options in relation to what the
member can do with the flexible benefits, including the option to select an annuity;

a statement that different options have different features, different rates of payment,
different charges and different tax implications;

either:

o a copy of guidance that explains the characteristic features of the options above that
has been prepared or approved by the Pensions Regulator; or

o a statement that gives materially the same information as that guidance;

a statement that pensions guidance is available to help the person to understand their
options in relation to what they can do with their flexible benefits;

a statement that pensions guidance may be accessed on the internet, by phone, or
face-to-face;

the phone number (030 0330 1001) and website address (www.pensionwise.gov.uk) at
which pensions guidance may be accessed and details of any other publicised method
of accessing pensions guidance;

a statement that pensions guidance is free and impartial;

a statement that the person should access pensions guidance and consider taking
independent advice to help them decide which option is most suitable for them;

an estimate of the cash equivalent of any of the member’s rights to flexible benefits that:
o are transferrable rights;

o would be transferrable rights if the member stopped accruing rights to some or
all of the flexible benefits;

an estimate of the value of any accrued rights to flexible benefits that the member may
transfer out of the scheme under the scheme rules, in respect of which the cash
equivalent is not required to be given;

the date by reference to which the cash equivalent or value (as appropriate) is calculated;

an explanation that the cash equivalent or value (as appropriate) is an estimate and
may not represent the exact amount available to the member to transfer to another
pension provider;

in relation to the member’s accrued rights to flexible benefits in respect of which there is
an opportunity to transfer:

o details of any guarantee to which the benefits are subject; and

o details of any other features, restrictions and conditions that apply to the benefits
that affect, or may affect, their value;
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e where the member has a right or entitlement to benefits under the scheme that are not
flexible benefits, that the member has that right or entittement and how the member may
access information about those benefits;

e a statement that:

o there may be tax implications associated with accessing the flexible
benefits;

o income from a pension is taxable; and

o the rate at which income from a pension is taxable depends on the
amount of income that the person receives from a pension and from
other sources; and

o where the member has accrued rights to flexible benefits that are not money-purchase
benefits, has not reached normal pension age and does not satisfy the ill-health
condition:

o a statement that the value of the member’s accrued rights to flexible
benefits is likely to be lower if the member accesses the benefits before
normal pension age; and

o the age at which the member will reach normal pension age.




Disclosure Information C
Information on contact

Relevant member and trustees make contact about what the member may do with

flexible benefits. This will include a member making a telephone enquiry about his
benefits.

A statement that pensions guidance is available to help the person to understand their options
in relation to what can be done with their flexible benefits.

A statement that pensions guidance is free and impartial.

A statement that the person should access pensions guidance and consider taking
independent advice to help them decide which option is most suitable for them.

The following must also be given unless the other Disclosure Information C is given

verbally and the trustees offer to give the member information about how he may access
pensions guidance and that offer is declined.

A statement that pensions guidance may be accessed on the internet, by phone, or face-to-
face.

The phone number (030 0330 1001) and website address (www.pensionwise.gov.uk) at which
pensions guidance may be accessed and details of how the person may access pensions
guidance face-to-face.

Where the member has not received information on request (Disclosure Information B)

within 12 months before the date on which Disclosure Information C is given then the
following must also be given.

A statement that:

e the member may request information about the flexible benefits that may be provided
to the member, the member’s opportunity to transfer those benefits and the options
available to the member under the scheme rules; and

e the information may help the member to decide what to do with the flexible benefits.
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Disclosure Information D
Risk warnings to members before accessing
benefits ("second line of defence")

The matters listed in Disclosure Information D are not mandatory. The Pensions Regulator,
in its "communicating with members" guidance published in April 2015, encourages trustees to
provide the warnings and confirmations set out below.

Generic risk warnings similar to those set out below should be included in the
application form for the payment of benefits (regardless of whether the particular form

of benefit is being offered or requested).

Using your pension to buy a guaranteed income for life (annuity)

People who have a medical condition, are in poor health, smoke or are overweight, may be
able to get a significantly higher income through taking an "enhanced annuity". These people
should consider opting into health and lifestyle questions - and it's important to answer these
questions honestly.

People considering this option should think about whether to provide an income for a partner
or another dependant on death and therefore whether to purchase a single life or joint life
annuity. Compare what, if anything, we offer to spouses or dependants against what'’s offered
by another scheme or provider.

"Level" annuities provide a higher income to start with than annuities that increase but the
payments will then stay the same for life. This means that the purchasing power of the annuity
income will reduce over time, due to inflation.

You don’t have to take any annuity or other pension we may offer — and different providers
might pay a higher income. So it's important to shop around. Remember that annuity
purchases are a lifetime commitment, so there’s no rush to make a final decision.

Using your pension to provide a flexible retirement income ("flexi-access drawdown")

As with every investment, there’s the risk that the value of a pension pot can go up and down.
People considering this option should think about how much they take out every year and
how long their money needs to last. If too much money is taken too quickly, the available
retirement income could fall drastically or even run out, especially if stock markets fall.

Charges can reduce the money received. Check whether there are any charges or other
reductions to a pension pot when a lump sum is withdrawn. Providers and schemes may also
make ongoing charges on any undrawn money, so it's important to consider the impact of
these charges. And if you plan to take the cash to invest somewhere else, check what the
charges are before you cash in your pension.

Different schemes and providers offer different types of flexible retirement income. Check
what kind of drawdown is being offered. Some might have products where part of your
income is guaranteed but charges and conditions will apply. People considering a flexible
retirement income should consider shopping around — an FCA-regulated financial adviser will
be able to help with this.

Take your pension as cash in stages

In most cases, 25 per cent of each amount withdrawn is not liable for tax but the rest will be
taxed as income. People considering this option should consider their own personal tax
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circumstances, and the impact of taking a taxable lump sum on the tax they pay — including the
possibility that they may have to pay a higher rate of tax than normal depending on the amount
withdrawn. As with every investment, there’s the risk that the value of a pension pot can go up
and down. People considering this option should think about how much they take out every
year and how long their money needs to last.

Charges can reduce the money received. Check whether there are any charges or other
reductions to the pension pot when a lump sum is withdrawn. Charges will continue to be
taken from any money left in the pension pot, so it's important to consider the impact of
these charges. And if you plan to take the cash to invest somewhere else, check what the
charges are before you cash in your pension.

Taking cash withdrawals may have implications for people with debt or who may be entitled
to means-tested benefits. People who are concerned about this aspect can contact Pension
Wise, the Citizens Advice Bureau or the Money Advice Service.

Take your whole pot as cash in one go

On average, people aged 55 today will live to their mid-to-late 80s. It's important not to
underestimate your own life expectancy. People considering this option should think about
how to use the money to provide an income throughout retirement.

There will be tax implications if an entire pension pot is taken as cash in one go. These will
depend on an individual’s personal circumstances. In most cases there will be a tax-free
amount available (normally 25 per cent). People considering this option should consider their
own personal tax circumstances, and the impact of taking a taxable lump sum on the tax they
pay — including the possibility that they may have to pay a higher rate of tax than normal. Some
providers and schemes may have charges for taking a pension pot as cash, so check this
before committing. And if you plan to take the cash to invest somewhere else, check what the
charges are before you cash in your pension.

Taking cash withdrawals may have implications for people with debt or who may be entitled
to means-tested benefits. People who are concerned about this aspect can contact Pension
Wise, the Citizens Advice Bureau or the Money Advice Service.

The application form for taking benefits or a transfer* from the scheme should include

the following retirement options declarations.

I confirm that | have/have not received guidance from Pension Wise. Yes/No

I confirm that | have/have not received advice from a regulated financial Yes/No
adviser.

If you have not received Pension Wise guidance or regulated financial advice, we
strongly suggest that you do this before proceeding.

| confirm that | have read the risk warnings in this document and am Yes/No
happy to proceed with taking my retirement benefits or taking a transfer
to another arrangement to access my retirement benefits.

*Additional disclosure and due diligence requirements will apply where a member wishes to take a
transfer. These are outside the scope of this guide.



Disclosure Information E
Information on accessing benefits (member)

Information to be given to a member where a benefit has, or is about to, become

payable.

The amount of benefit that is payable.
If benefit is payable periodically:

e any conditions for continuing to make the payments; and
e any provisions which would allow the payments to be altered.

Any rights and options that persons have on the death of the member or beneficiary of the
scheme and any procedures for exercising those rights and options.




Disclosure Information F
Information on accessing benefits
(following death of member)

Information to be given a beneficiary where a benefit has, or is about to, become

payable.

The amount of benefit that is payable and if benefit is payable periodically:

e any conditions for continuing to make the payments; and
e any provisions that would allow the payments to be altered.

Any rights and options that persons have on the death of the member or beneficiary of the
scheme and any procedures for exercising those rights and options.

The following must also be given, before the benefit comes into payment, where the

person has an opportunity to select an annuity in relation to the death of the member.

A statement that the person has an opportunity to select an annuity.
A statement that the person has an opportunity to select the provider of the annuity.

A statement that different annuities have different features and different rates of payment
including annuities that provide:

e the same payments every year;
e increasing payments every year,;
e  payments only for the person;
e payments for the person's spouse or civil partner; and
e aguarantee on the early death of the person.
Either:

° an explanation of the characteristic features of the annuities referred to above; or
e acopy of guidance giving that explanation that has been prepared or approved by the
Pensions Regulator.

A statement that the person should consider taking advice about which annuity is most suitable
for them.

The following must also be given, before the benefit comes into payment, where the

person has an opportunity to transfer, purchase an annuity or draw any flexible benefits
in relation to the death of the member.

A statement that pensions guidance is available to help the person to understand their options
in relation to what they can do with their flexible benefits.

A statement that pensions guidance may be accessed on the internet, by phone, or face-to-
face.

The phone number (030 0330 1001) and website address (www.pensionwise.gov.uk) at which
pensions guidance may be accessed and details of how the person may access pensions
guidance face-to-face.

A statement that pensions guidance is free and impartial.

A statement that the person should access pensions guidance and consider taking
independent advice to help in choosing the most suitable option for them.
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Disclosure Information G
Information on death benefit options

Where trustees are aware that a member or beneficiary has died and a person may be

able to exercise rights or options under the scheme as a result.

Except where that person has the opportunity to select an annuity

The amount of benefit that is payable and if benefit is payable periodically:
e any conditions for continuing to make the payments; and
e any provisions that would allow the payments to be altered.

Any rights and options that persons have on the death of the member or beneficiary of the
scheme and any procedures for exercising those rights and options.

The provisions (or, as the case may be, a statement that there are no provisions) under which
the pension payable to the survivor of a member or beneficiary of the scheme may or will be
increased and the extent to which such increases are dependent on the exercise of a
discretion.

Where that person has an opportunity to select an annuity

A statement that the person has an opportunity to select an annuity.
A statement that the person has an opportunity to select the provider of the annuity.

A statement that different annuities have different features and different rates of payment
including annuities that provide:

e the same payments every year;
e increasing payments every year;
e payments only for the person;
e payments for the person's spouse or civil partner; and
e aguarantee on the early death of the person.
Either:

e an explanation of the characteristic features of the annuities referred to above; or
e a copy of guidance giving that explanation that has been prepared or approved by
the Pensions Regulator.

A statement that the person should consider taking advice about which annuity is most
suitable for them.

Any rights and options that persons have on the death of the member or beneficiary of the
scheme and any procedures for exercising those rights and options.

The provisions (or, as the case may be, a statement that there are no provisions) under which
the pension payable to the survivor may or will be increased and the extent to which such
increases are dependent on the exercise of a discretion.




Disclosure Information H
Information on accessing flexible benefits that
trigger the money purchase annual allowance

Where trustees (scheme administrator) are aware that a relevant event has occurred

the following must be sent to the member

A statement confirming:

the date of the relevant event;

that the member has accessed benefits flexibly and a relevant event has occurred;
that the money purchase annual allowance will apply in relation to future money
purchase inputs; and

details of the member's duty to report the relevant event to the scheme administrator
of any registered scheme under which he is accruing benefits.

Relevant events include payments:

made from flexi-access drawdown;

of Uncrystallised Funds Pension Lump Sum;

made from a flexible annuity; and

of a scheme pension from a money purchase arrangement (where fewer than 11
other members are entitled to a scheme pension).
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