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Introduction

Many companies which have a final salary pension scheme are looking at ways to reduce
the financial risks. One option is to offer members who have left the company a financial
incentive to transfer their pensions out of the scheme. The incentive could either be a
cash payment to the member or an enhanced transfer amount. Both would usually be
funded by the employer. Any cash payment made to the member would be taxed.

10 steps to successful enhanced transfers

1. The company should check the scheme rules to ensure that there is a power to
offer more than the standard transfer value payment. The consent of the
trustees may be required.

2. A key decision for the company is what incentive to offer members to
encourage them to transfer out. The company should seek advice to ensure
that the likely savings outweigh the costs involved in making the offer. The
agreed basis for enhancement should be applied consistently to all members
receiving the offer.

3. Although the company is usually the one making the offer, it will need to
involve the trustees from the outset. Even if trustee consent is not required,
the company will need to ask the trustees for members' contact information
and details of their benefits. Trustees need to decide whether to release this
information.

4. The trustees should ask the company for details of any proposed offer,
including the reasons behind the offer. The Regulator expects trustees to take
an active role in any incentive exercise. It wants them to start from the
presumption that the offer is not in most members' interests and it is likely that
only a minority will benefit from accepting an offer. The Regulator wants
trustees to be willing to challenge the appropriateness of the offer. Trustees
will probably need to take legal and financial advice.

5. Trustees and employers need to manage any conflicts of interest that they
have. These could include a trustee also being a director or a shareholder of
the employer. Any adviser conflicts of interest should also be considered.

6. Before writing to members with an offer, the company should check that the
data which it holds on members is accurate and up to date. This should
increase the likely level of take-up.
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7. Communication with members must be clear and not misleading to ensure
that members can make an informed decision. The Regulator has issued
guidance about what information it thinks should be included when writing to
members. The trustees will want to check any communications which are sent
out.

8. The Regulator's guidance states that, unless the employer is confident that
members have the ability to understand the structure and implications of the
offer, then it should require members to take advantage of independent
financial advice paid for by the employer. This advice should be promoted in
the strongest possible terms. The Regulator wants the process for selecting
advisers and the basis of advisers' remuneration to be clearly articulated.

9. The company should give members plenty of time to make a decision, and not
subject them to any undue pressure.

10. Remember that project management is key to implementing a successful offer,
as there are likely to be a number of advisers involved as well as the trustees.

Further reading

The Pensions Regulator has issued guidance in respect of transfer incentives:
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