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Response to FCA CP19/25  

Pension transfer advice: 

Contingent charging and other proposed changes 
 

 

Opening observations about flaws in the FCA’s thinking about transfers 

 

Though we are opposed to any outright ban on contingent fees, which should in principle be partly 

contingent, we understand the political and media context in which the FCA’s latest DB pension 

transfer consultation is taking place. We are more concerned about a misconception about the origin 

and scale of welfare benefits from transfers that is blighting a legitimate consumer opportunity and 

infecting the political and media context.  

 

The misconception has an important impact on consumers by restricting access to welfare gains on a 

much greater scale than the FCA has claimed. It also raises doubt about any argument that the loss of 

those gains is justified by the mooted reduction of detriment simply by reducing the number of 

transfers. Neither do we think the two are necessarily mutually exclusive.  

 

Though we believe public-policy aspects ought to dominate the debate, we also have legitimate 

business interests. The point at which this misconception has the greatest potential impact on firms 

like ours involved in transfer advice is the adjudication by FOS of past recommendations. If errors of 

interpretation by the FCA in turn infect FOS, and send the wrong signal to claims management 

companies, we stand to be affected if complaints are made against us, if we have to meet high FSCS 

levies and if the reputation of the advice industry is generally damaged. These risks are vastly more 

important for us than the direct economic impacts of the proposals in this paper. 

 

In our previous comments on FCA consultation papers we have pointed to the possibility of a 

fundamental misunderstanding at the FCA of the main economic driver for transfers, which is welfare 

gains from higher lifetime spending. We define this as gains in probable sustainable real income that 

hold even when constrained by somebody’s own tolerance of shortfall relative to the safeguarded 

income (whether through emotional preference or via hard economic consequences).  

 

Though such an assertion of gain could simply be a matter of opinion, in this case it has an underlying 

logic that does not depend on judgement. This is the logic that links a DB scheme’s asset allocation, 

via TPR guidance for calculating CETVs or TVs, to the chance of exceeding the safeguarded income 

from drawdown, provided the risk tolerance of the scheme member (usually a deferred member) is 

higher than the scheme’s. The two conditions that in combination determine the scale of any gain in 

outcomes are i) negative real interest rates and ii) a scheme having derisked, or moved to a highly or 

fully risk-free (or liability-matched) asset allocation. The former being common to all schemes, in 

practice it is derisking that varies between schemes. When schemes held broadly the same ‘balanced’ 

portfolio mix as individuals, there was limited scope for a gain in outcomes and a condition other than 

income gains (one of those listed in the CP19/25 carve-out provision) was necessary to justify a 

transfer. These other conditions are indeed applicable only to a few scheme members. Though the two 

conditions for more general gain have been present on a growing scale since about 2012, and though 

the size of TV was usually above the typical threshold size for drawdown, it was the 2015 Pension 

Freedoms that provided the oxygen of publicity.  
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Where in the past we were merely suspicious this was not being understood, the arguments and data 

presented in this paper go a long way towards confirming our suspicions.  

 

If, on the other hand, there is no misunderstanding, we might deduce there is instead a difference of 

opinion about either  

• the number of schemes that have derisked sufficiently to create this opportunity (which ought to 

be a matter of discoverable fact) or  

• the number of people with benefits from these schemes that meet a threshold requirement of 

both i) higher risk tolerance than the scheme’s and ii) sufficient competence or experience to 

evaluate the tradeoffs that risk taking invites.  

It is possible that the second of these criteria is being negated at the FCA by an overriding assumption 

that a safety-first principle does or should apply to the funding of retirement liabilities, since this is a 

view explicitly expressed in the paper. As a description of an individual utility function, when applied 

to pensions, it means that people would not contemplate making any trade off until their core or non-

discretionary spending needs had been funded with certainty. But this is clearly not the utility that is 

typically observed in personal finance generally or in pensions in particular, including default options. 

It is paternalistic as well as wrong effectively to impose it on people by building it into regulatory 

processes. It is also directly in conflict with the public-policy objective of encouraging personal 

responsibility. 

 

On the basis of about half of schemes having derisked fully or substantially and about half of those 

deferred or active members being excluded by competence or experience, we might expect the 

proportion that prima facie stands to benefit from making the trade offs involved in a transfer to be as 

high as 25%. The best terms, implying negligible risk of shortfall when transferring, apply to those 

schemes that have almost entirely derisked but even that might leave a category as large as 15%. Yet 

the FCA has expressed ‘surprise’ and ‘disappointment’ at a scale of actual transfers since the 2015 

Pension Freedoms that we think equates to about 3% of all private-sector DB members. The difference 

is an order of magnitude greater than can plausibly be explained by differences of opinion about the 

size of the base and so has to be about what defines the base.    

 

It is not just by trying to justify the FCA’s data interpretation that we infer a misunderstanding. CP19/25 

also lists the categories of people who stand to gain. The largest category of all, those to whom the 

conditions described above apply, is not even mentioned.  

 

This error is so fundamental that it can be expected to affect almost every aspect of regulation in this 

area.  

 

1 Higher than expected volumes invite an alternative explanation that is neither accurate nor 

necessary. The ‘culprit’ then being sought needs to be one much larger and more widespread than 

the occurrence of exploitative or rogue advisers, for example poor standards, poor technical 

knowledge or perverse incentives 

2 The evaluation needed to establish the merit of an advised transfer process will be overstated, 

thereby excluding the use of cost-effective threshold tests of possible outcome gain by simple 

(and possibly remote) calculation 

3 If this ‘mathematical triage’ has in fact been going on, good advisers will only advise when they 

pretty much know the answer, in which case a high proportion of positive transfer 

recommendations will be wrongly interpreted as evidence of bias 

4 File reviews of suitability must be dubious if the FCA is expecting the wrong or incomplete 

conditions to apply to ‘good’ transfers  
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5 Consistency between FCA and FOS will replicate this bias, leading to unwarranted instances of  

redress and consequent business failures 

6 Continuing high numbers of perfectly rational transfers will lead the FCA (and others) to assume 

incorrectly that measures already taken to improve standards are not having the desired effect  

7 Estimates of detriment will be biased upwards 

8 Regulatory tradeoffs will be made suboptimally, as in the CBA for CP19/25 

We are so concerned about this that we have decided to comment on all the individual points in the 

paper that we believe are potentially tainted by this error, or at least need clarification. This is in 

addition to responding to many of the specific questions asked, much of which is (like our earlier 

responses) broadly supportive. We have grouped the two, clarifications and question responses, by 

chapter in the paper.  

 

Ch 2 Clarifications 

2.7 FOS awards 

Not clear whether the 500 instances is about eligibility or makes some assumption about frequency of 

detriment giving rise to a claim in excess of the old limit. If the second, the assumptions ought to be 

set out.  

 

2.18 Access to advice 

‘Small in number’ is a specific instance of the general error in assumptions about the scale of scheme 

members with increased welfare from transferring, per our opening observations. 

Ch 3 Clarifications 

3.9 Expectations about conversion rate 

‘The conversion rate…is higher than we would have expected, given our position that most consumers 

will be best advised not to transfer.’ The error is in your expectations, for reasons given in our opening 

observations. As you have partially acknowledged when referring to a self-selecting sample, smart 

money talks: the rationale we have posited based on the high chance of better income outcomes, even 

without exploiting flexibility, appears to have been the main driver of enquiries. You have also 

acknowledged that triage (albeit possibly non-compliant) could account for a high conversion rate. 

Our own proportion is somewhat higher than the FCA industry-wide survey but that is derived largely 

from our modelling of outcomes, which we know is blind to agency incentives. We somehow doubt we 

are the only advisers who understand the maths well enough to anticipate outcomes before we start. 

 

3.10 Level of TVs 

We think you underestimate the importance of the multiple of projected DB pension represented by 

the TV, as a priori ‘evidence’ (to both members and advisers) of the probability of achieving higher 

outcomes than the DB pension. This follows from the logic described in the opening observations. It is 

the main reason why ‘smart money talking’ applies so strongly within schemes: the income 

purchasing-power (or ‘generosity’) of the TV is not usually differentiated significantly between classes 

of members. So strong are the predictive powers that they even withstand comparison between a 

present value (TV) and a future value (projected pension) – although discounting the income so that 

both are present values (PV) improves the predictability significantly in our model. Though not great 

in number, we can use our own case histories as a test of the relationship between the multiple and 

modelled outcomes. 

 

• Excluding cases where utility is dominated by factors other than spending outcomes, the range 

of multiples on a PV basis where we have advised transfer is 22-53 and the average is 30  
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• In all cases with a PV multiple above 26, the chance of running out before age 100, if drawing at 

the same real rate (with full RPI indexation) as the DB income (also assuming full indexation), and 

ignoring all utility gains from flexibility, was less than 10% 

• Above a multiple of 32, none failed a 99% confidence test for avoiding running out.  

We quote this measure of comparative advantage because the bottom end of the distribution of 

sustainable real income is relatively insensitive to either age or the risk approach, whereas mean 

upside, for instance, is highly dependent on the risk approach and age (due to the effects of 

compounding a risk premium). This is relevant to our argument about the fallacy of assuming a ‘safety-

first’ utility function – see 3.48 below. 

 

This possible error about the significance of the multiple probably biases your example in para 89 of 

the CBA which assumes a ‘typical’ multiple of 23. A multiple of 23 in our modelling exposes members 

to shortfall risk that would not meet a threshold test for welfare gain arising from income comparisons 

alone (on which our estimate of 15-25% of all current and deferred members is based).  

 

3.18 Limitation of a ban to DB transfers 

Though opponents of a ban may welcome its limitation to transfers, the justification offered needs to 

be challenged. This too is tainted by understating the numbers of people whose welfare stands to be 

increased. But we believe it also probably overstates (by presumption) those among them who lack 

prior investment experience or competence. There are people in DB schemes as much as DC schemes 

who (even if selecting defaults in the latter) are now making, or will in the future need to make, 

tradeoffs between certain and uncertain outcome arising from either avoiding all risk or taking on 

some risk. They are neither highly experienced not highly vulnerable.  

 

It is not correct to argue that transfers are different (‘unlike investment advice’) when they are in fact 

a specific case of that general choice between certain and uncertain outcomes – exactly like 

investment advice.  

 

We also question whether the agency incentives are really any different, particularly where there is an 

ongoing relationship. The investment industry has always worked to move people from saving to 

investment, involving exactly the risk tradeoffs referred to above, and collectively the industry has the 

same incentive: firms make nothing (or if also deposit takers, next to nothing) if they cannot tempt a 

customer to move up the ‘capital allocation line’.  

 

3.19 Cross subsidies 

You’re right that there is currently a subsidy from those who do transfer to those that don’t but this is 

common across the industry, where only successful new business contributes to the cost of acquiring 

business. Contingent-fee firms have effectively treated transfer advice as in part a marketing cost, 

limited only by the selection criteria used in triage that we argue explains the high conversion rate. 

 

The paper suggests it is reasonable to exchange this for a ‘new’ cross subsidy, from those who do not 

transfer to those that do, because it is smaller. This is based on a false premise: that what is newly 

subsidised is only the marginal cost of implementing a transfer. This is disingenuous. The industry’s 

position on this has been clearly stated: risk follows transfer. Mispricing risk leads to misallocation of 

prudential capital. We do not see how you can ignore the need for profit (as the source of capital) to 

reflect the risks as well as direct costs that are contingent on transfer. Peers we talk to see the 

contingent risks as greater than the direct costs of arranging the transfer. Under your proposals they 

will have to be recovered by subsidy.  

 

3.20 FOS  

We also believe it is disingenuous to suggest that advisers who are confident that their advice is 

suitable have no contingent risk to fear. PI and own funds are not in place simply to insure against 
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actions entirely within our own control. Even the law-abiding can be at risk from the implementation 

of the law. 

 

In most cases (albeit less so for our firm) the risk crystallises with FOS rather than in court. The 

assertion that FOS agrees with the FCA’s interpretation of suitability presumes that it is itself reliable. 

But we have seen fit to question it, not least in this response. 

 

To assess the risk of perverse or biased adjudication we have reviewed FOS cases. As you point out, 

not many post-2015 have emerged yet. But what we can already see is a repetition of the FCA’s 

assumption that the suitability can be tested against personal circumstances and risk preferences 

independently of what the transfer analysis, and discussion of it, reveals about those preferences. 

Many of the arguments on which our own process depends would not even be considered if a decision 

could be made at a prior point that excluded a role for tradeoffs. FOS also appears vulnerable to 

inconsistency between adjudicators, making referral to FOS something of a lottery.  

 

3.47 Access issues 

We will dispute in our CBA comments your assertion that access issue are ‘minimal’ because of the 

mitigations in this paper.  

 

3.48 The ‘safety-first’ principle 

We single this paragraph out as an illustration of a particular definition of personal utility or welfare 

that you appear to treat as being generally applicable, to most or even all individuals. Maybe even 

where this definition of utility does not apply, you believe it should. This may partly explain your bias 

against transfers and might be expected to taint your suitability findings.  

 

The utility function that seeks to secure minimum required (or non-discretionary) spending without 

taking any risk and only then introduces risk (as in ‘households having multiple DB or other guaranteed 

pension income sources that is sufficient to meet their needs so that they can accept investment risk 

to acquire additional flexibility’) is commonly referred to as the ‘safety-first principle’. It conflicts with 

a much more widespread utility that accepts risk where there is sufficient motivation. One such motive 

is getting at an earlier stage to the situation described by self-sufficiency. That motive might even 

present itself as avoiding the more realistic possibility that without taking you will never get to that 

situation. Our observations about trade-offs and about moving people up the capital allocation line 

are all consistent with the concept that most people are motivated to take risk to achieve self-

sufficiency but also want to apply constraints to their risk taking that guard against shortfall risk. Most 

people are not making choices consistent with ‘safety first’ (including notably in DC plans, even in their 

default funds) and for good reasons. 

 

The significance in the context of transfers is, as explained in our introductory observations, the 

‘unusual’ feature (due to both derisking and negative real interest rates) that shortfall risks could be 

constrained within very low tolerances at the same time as opening up significant upside potential. 

Our analysis of our transfer activity (3.10) shows this is widespread. So even if an individual previously 

revealed a safety-first preference, he or she might abandon it if an adequate shortfall constraint could 

be obeyed. This means we cannot use the fact that an individual has not done so in the past, or would 

not normally doing so, as evidence they would not entertain it. It has to be tested as part of an iterative 

advice process, not assumed as a given. This can be demonstrated by example.  

 

• If considering a TV of £300,000 for a benefit in today’s money of £10,000 pa (assuming full 

indexation), with 5 years to retirement and assumed longevity of 95, even a low-risk approach 

may only introduce a shortfall chance (in our model) of 4%. If the planned draw rate could be cut 

to just £9,326 there is only then a 1% shortfall risk (ie as close to certainty as is realistically possible 

and as close as any DB scheme, even via the PPF). The possible reduction in income or the planned 

reduction in actual income constitutes an option cost. Its payoff (after assumed charges of 1.25% 
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pa) is a mean expected real income of £12,129, although all of the possible outcomes up to an 

equivalent 1% probability of £15,544 may be valued. It is impossible to judge without the response 

of the individual whether or not these option costs and payoffs justify a preference for introducing 

risk. There cannot be any prior assumption about the individual utility function and neither is it 

necessary, if the member’s response speaks for itself. 

• Let’s imagine a FOS redress order made on the basis that the member should not have been 

exposed to any avoidable risk. If in that case, being close to retirement, the redress equates to a 

TV income multiple of say 40-50 times, is it really likely the member would then choose not to 

expose any of that enlarged capital sum to risk, given what is effectively a free option (no shortfall 

risk) on the upside potential? What does that imply about dependence on the terms and what 

does it imply about the logic of the judgement? 

None of this argument excludes the possibility that utility defined by outcomes is actually less 

important for some members than the ability to live with the risk along the way or to cope with 

decisions around how much to draw and spend. But that also has to be tested not assumed, even if 

only tested by triage. 

Ch 3 Questions  

Q1  Do you have any comments on the intended commencement dates of our proposals or 

the draft Handbook text set out in Appendix 1? 

 

If the data presented as evidence of the need for a ban were believable, it should be implemented as 

fast as possible. If it were believable, we now know it could and even arguably should have already 

been done under emergency powers. But we don’t believe it. Neither, before, did you. 

 

Q2 Do you agree that a ban on contingent charging is likely to be effective in reducing the 

numbers of consumers receiving unsuitable advice? If not, how would you suggest we effectively 

reduce the numbers of consumers receiving unsuitable advice? Do you think we should address 

the conflict of interest issues differently? 

 

Of course it will be effective but the point is at what cost. We disagree with the arguments made in this 

paper and the data relied on in the CBA about the cost in access and utility foregone.   

 

We objected (in our response to 18/17) to any ban on (at least) a partially-contingent charge both on 

practical grounds (cash flow, VAT, perceptions of value – all of which you have chosen, wrongly in our 

view, to discount) and on principle (charges, profit and capital contribution logically follow risk).  

 

We also argued that it was probably unnecessary, given the initiatives already taken: promoting 

greater awareness of scams; changes to the prescribed advice process; restriction of permissions – to 

which we can add the increase in the FOS limit. We are curious why you have chosen to treat these as 

having failed to make an impact, or (as far as we can tell) to measure the data in such a way as to be 

unable to test that. This too may be because of the persistent misunderstanding of the utility gain 

driving this activity (referred to in our preliminary observations), leading to false expectations about 

declining rather than increasing numbers.  

 

What else could have been done? Clearly, much – and much earlier, had the FCA been cuter about the 

scale of the likely demand and the particular application to the transfer market of some general risks 

lurking in the industry:  

 

• rogue advisers and unregulated introducers knowing who to target (including the contemporary 

feature of ‘adtech’ for targeted internet promotions) 

• mis-selling of unregulated or inappropriately risky products to inexperienced savers 
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• irrational (self-defeating) value propositions.  

Initiatives involving scheme trustees, with the involvement of TPR, should also have been an early 

focus, without necessarily involving anything very sophisticated. Both regulators were apparently slow 

to heed warnings from the industry. Perhaps both were relying on the same incorrect assumptions 

about the small numbers of people who stood to benefit, although there were plenty of knowledgeable 

experts in the advice market and the actuarial profession who could have pointed that out, had its 

market intelligence been more effective.  

 

Though the main demand driver was economic welfare gains that in theory did not depend on Pension 

Freedoms, it was clearly the Freedoms initiative that advertised the opportunity and therefore the 

need for alertness to these risks. These were not just about rogue advisers. Transfers were also bound 

to suffer in the early years from the investment industry’s lack of technical preparedness for advising 

and communicating ‘drawdown’ and managing drawdown products or portfolios. Even now, after 

modifications, the prescribed advice process has little to say about the significance for sustainability 

of the actual rate of draw.  This is a quite extraordinary gap.  

 

Product regulation and the value proposition (in the context of common-law duties of care) are two 

strands of general weakness in financial-services regulation that are particularly exposed by transfers.  

 

• As far as products are concerned, the main cost to the FSCS from transfers hitherto has been a 

consequence of high-risk products sold with an expressly exploitative if not actually criminal 

motivation. There is much justifiable anger in the industry that this went unchecked for too long. 

• As to self-defeating value propositions, we hope to see this as a regulatory theme, perhaps as a 

duty of care that does not require any special definition of a fiduciary duty. We note the rationality 

of the value proposition is already being used in FOS transfer judgements.  

As an immediate contribution to price influence in the area of transfers, we also welcome the WPS 

initiative. This is a good (if not perfect way) of dealing with the incentive arising from ongoing (rather 

than initial advice) charges, which we had pointed out was the largest economic bias - except of course 

for rogue firms who are mainly interested in pocketing initial (and unrecoverable) fees.  

 

The case of BSPS shows up some of the worst of the two types of failing above, although their 

representativeness of wider practices is called into doubt by the Rookes report. This describes a much 

more concentrated set of firms than the FCA reporting implied (one adviser ‘cornered the market’, 

versus 10 firms having their permissions restricted). As far as we can tell the available income gains at 

BSPS were also compelling, particularly after the addition of deficit-reducing contributions, even if this 

was balanced by lack of evidenced experience and composure. What the Rookes report does describe 

is a failure to anticipate either the scale of the natural demand for transfer advice or the signal this 

special situation would send out to rogue firms who would encourage that demand. Rookes specifically 

mentions the desire of the unions to help, which was effectively frustrated by the advice boundary – a 

case of the perfect being the enemy of the good?   

 

The worst thing to happen is for the FCA now to instigate a contingent charging ban, even if everyone 

agreed with Q2, and then stop focusing belatedly on the initiatives that could have been taken earlier, 

simply in the hope that perverse incentives were the main driver of bad outcomes and will now have 

been addressed. Scam awareness and trustee responsibilities must remain a key focus as the 

conditions characterising the demand side remain intact and the majority of ‘eligible’ transfers (12-

22% on our estimate) are still to be acted on.  

 

Q3. Do you agree that the way in which we have set out the ban should be effective and 

adequately reduces scope for gaming? If not, how should we amend it?  
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As already noted in our comments on 3.19 and 3.20, we believe the risk-based principle of a part-

contingent charge is so fundamental as to outweigh the risk of gaming. The rules could instead 

mandate separation between a non-contingent advice charge and an (optional) arrangement charge 

with specific guidance as to the proportionality between them. Existing proposed rules for subsidy by 

non-transfer activities would still apply: this is a more limited test. This cannot be policed without data 

but that requirement would be met by making this one of the new data requirements.  

 

We appreciate that guidance about the proportionality of the contingent element aimed at preventing 

gaming requires resolution of the question whether arranging carries only direct costs or also risks. 

There would doubtless be vigorous opposition to a ratio that assumed no liability-based charging, or 

prevented a relationship with value (to which risk relates) rather than just time (direct costs). A risk-

based approach also means that standard pricing within a firm may not be used as a test of consistency 

with the draft 19.1.B3 (R), as the arrangement fee may need to be higher if the risks are higher. 

 

Going against long-standing practice is always likely to have inconvenient effects or to be unworkable 

in practice and as drafted we have some particular concerns about 19.1B.7.  

 

• We believe (2), which requires comparison with other charges levied by the firm for comparable 

functions, will be impossible to prove or disprove where ongoing advice or discretionary 

management fees are wholly or partially flat-rate rather than a standard percentage based on 

assets. Even where all ongoing fees are a percentage rate, the level will vary as a consequence of 

any regressive fee scale, so a smaller client with partially DB-derived assets in a SIPP may pay 

more than a larger client with no DB-derived assets without it having anything to do with gaming. 

• We believe (6) could in practice interfere with clients’ legitimate rights to apportion charges 

between different types of account or between accounts for different associated legal owners, as 

long as the proportion of holistically-agreed fees applied to a SIPP could be justified to HMRC. 

Though the amount charged would be tested as an unauthorised payment by reference to an 

equivalent percentage rate, the total amount charged may still be calculated as a flat rather than 

percentage rate, or even a combination. 

• A different type of problem may arise with (4) because the cross subsidy with other activities may 

be impossible to identify if a full transfer advice process arises in connection with a holistic review, 

particularly where it forms part of the development for a new client of a spending goal funded by 

multiple sources of capital or it arises because of a review of DB rights previously retained by a 

long-standing client. It would be entirely appropriate in those cases for the charges for the 

transfer process to vary between clients as a consequence of the personal analysis being partly 

attributed to the wider service being delivered or having already been performed as part of the 

existing relationship. We note that the FCA’s new rules make it more likely the transfer process 

will be holistic and also that it will be transactional advisers (not also providing the ongoing advice 

or management) that will tend to exit the market, leaving more of the transfer activity in the 

hands of holistic, integrated wealth managers/advisers (like us). 

 

Q6  Do you agree that changes to our existing conflict of interest and accountability rules 

would not effectively address the harm to consumers occurring in this market? If not, what 

changes to systems and controls would be most effective? 

 

We are in the dark, because the FCA has not apparently collected data that allows us to see how much 

of the mooted detriment has been: 

• caused by rogue advisers who may have already left the market 

• caused by genuinely lower standards persisting in transfer advice that are not present in advice 

generally which might otherwise be explained by inconsistencies in testing advice standards 

(LEBC’s VOP being a case in point, if any shortcomings might plausibly be accounted for by the 
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conflict between the customisation required by the rules and the standardisation invited by 

competitive terms for bulk transfers) 

• corrected by initiatives already taken to improve standards.  

 ‘In the dark’ is not a good place to be making radical interventions in long-standing charging practices.  

 

Because we think the estimated scale of the detriment is not believable and because we credit the FCA 

with much more success in addressing the weak points in transfer advice than it credits itself, we think 

that existing rules are much more effective than the FCA believes. We also think the data collection 

initiative is potentially very powerful in making advisers feel closely watched.   

 

Q7:  Do you agree that separating responsibility for transfer advice potentially has unintended 

consequences that may not be in clients’ best interests? Are there any ways in which a separation 

of advice or independent checking of transfer advice could work effectively? 

 

We are strongly pro-integration, anti-separation. One benefit of the FCA’s new rules and guidance has 

been to integrate more closely the recommendation and the replacement investment strategy or, if 

the client is self-directed, the intended strategy. Doing so in a holistic context, including all other 

resources, has been made more important and that also increases the need for integration. We suspect 

the outsourcing of transfers has had perverse effects by weakening that link between the two, so 

neither party has taken enough responsibility for ensuring the investment-related tradeoff is clearly 

understood and genuinely preferred. 

 

Q8:  Do you agree that banning percentage charging is unlikely to have a significant impact on 

consumer outcomes? If not, how could it be used effectively? 

 

The general principle should be the avoidance of cross subsidies between clients. For reasons 

previously given, we think it is appropriate in principle that part of the charge should be related to value 

because the contingent liability is itself dependent on value. However, most of the advice charge is 

time-related and can be flat-rate, even if variable between clients because of the context and scope. 

The principle is best satisfied by a combination, not a rule that excludes one or the other.  

 

Q11:  Do you agree with our additional guidance on triage services? If not, please indicate 

alternative ways of addressing the issue. 

 

We question whether triage has to be as limited in scope as you have suggested. The application of 

PERG 8 appears less obvious than you imply as to where to draw the advice boundary. The area we 

want to focus on is calculation and the material factor in PERG appears to be ‘evaluation’. The issue of 

interpretation is whether quantitative comparisons without any observations amount to evaluation 

and therefore constitute advice. For example, if the quantities being compared are possible income 

levels and a defined income level, could the relationship between those numbers alone imply a value 

judgement or does that instead require some personal response to the numbers or indeed a whole set 

of other required factors including personal information?  In our comments on 3.48, we argued that 

there can be no evaluation from the numbers alone.  

 

This is important because of our belief that prima facie benefits from transfer can be calculated from 

the TV and the projected DB benefit, or multiple, allowing objective comparison to be made. That 

would also allow a quick and efficient ‘threshold’ test of the income-purchasing power of the TV that 

is entirely consistent with the ‘smart money’ driver of enquiries. It also demonstrates the principles 

behind a transfer in a more engaging way than most alternatives. This does not, incidentally, require a 

human adviser to be present. 

 



 

10 

 

The inputs are i) the TV ii) the projected income (whether or not adjusted to a PV) iii) real return 

assumptions. The output is sustainable real income (or spending) subject to constraints, such as not 

running out by a certain age. The output is dependent on the risk-management approach and this 

might be more or less complex, such as between using the FCA’s linear illustrative rates or a complete 

distribution based on stochastic modelling of drawdown subject to rules. Either way, it is not actually 

customised.  

 

In the context of a transfer, it might be judged that what brings these inputs and outputs into the scope 

of PERG 8 is not that it may involve evaluation but that there is a designated investment (by explicit 

rule but consistent too with the investment being the rights in the ceding scheme) and that what 

makes it personal is the TV. (This, we assume, is why the FCA has opined that triage may not rely on 

calculations in the APTA report.) But, out of that transfer context, exactly the same calculation and 

comparison can be made without meeting the personal or investment tests of regulated advice. This 

has to be so if, as we have argued, a transfer is a specific case of a general, text-book, investment 

problem of choosing between, or identifying the point of indifference between, certain and uncertain 

alternatives. (The very fact that the text book solution to observing how people make and reveal such 

a trade off is called ‘indifference’ theory underscores that there can be no evaluation or opinion from 

the numbers alone.)  A calculator supporting this simply requires a target income (which happens to 

be equivalent to the projected benefit, even if not a PV) and a known capital sum (which happens to 

be the TV). The answers can be generated using exactly the same investment inputs with the same 

dependence on some generic risk approach as a transfer process. Though it is not specifically a 

‘drawdown’ calculator, it becomes that by inputting the target income as a real rate of draw.  

 

We expect such drawdown calculators to become commonplace, albeit with different sets of what is 

known and what is being solved for, without obviously breaching PERG 8. We are about to launch our 

own. We see their purposes for users as many: 

 

• Using information about alternatives to visualise the future and thereby determine tradeoffs 

involving resources (how much to save) and outcomes (spending) 

• Using probabilities together with visualisation to discover your ‘true’ risk preferences specific to 

the context, such as by thinking about the consequences of some level of shortfall against some 

required or preferred level of spending  

• Using conventional feedback about volatility to test whether you have the composure to live with 

the risks involved when making tradeoff that are mainly about future outcomes rather than the 

present  

• Helping you to decide on the amount to draw at any point. 

If an outcomes-focused calculator includes information about the risk experience along the way, such 

as conventional measures of annualised standard deviation and worst-case peak to trough paper loss, 

it can go a long way to determining the two things triage unconstrained by PERG 8 would seek to 

ascertain: do the investment maths alone suggest a likely gain in welfare and could you live with the 

risk? We suggest a good way to imagine its possible value to scheme members is to consider whether 

such calculations would have helped BSPS members to qualify themselves.  

 

Your proposals about abridged advice could partially meet this need, although we note the proposals 

are ambiguous as to whether they can include calculations of comparative advantage that might 

normally be found in the APTA. We will argue below that abridged advice should be able to do anything 

that generic calculators when applied to a transfer context could usefully do.  

 

Q12:  Do you agree with that our proposed abridged advice service will enable firms to provide 

a low-cost alternative to full advice for those consumers that need it? If not, how would you 

suggest we amend it? 
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We welcome the idea of abridged advice as a bridge over the advice gap that these proposals are likely 

to widen. But we doubt that as designed it will be as effective as it could be.  

 

The objective is clear: to fulfil the role of ‘non-compliant’ triage in qualifying a member by applying 

threshold tests of prima facie welfare gain. The motive is also clear: to reduce the loss of access 

otherwise implied by requiring all transfer advice to be a personal recommendation. There is therefore 

nothing wrong with the idea the outcome can be either not to transfer, or not to consider a full transfer 

process. But it makes no sense to exclude or discourage the corollary: if you can’t disqualify the client 

with abridged advice then there is sound reason, in probable outcomes, to recommend a full advice 

process. That will make it much more useful for individuals and cannot do any harm. 

 

The two sources of material gain to test for are either specific personal circumstances that apply quite 

rarely or the economic advantage that depends on the scheme and relies on the logic set out in our 

opening observations. But failing to disqualify a client on either does not alone mean that a full advice 

process is sensible. A separate threshold test of competence or comprehension, which may correlate 

quite closely with experience but not necessarily, may disqualify someone otherwise meeting the test 

of economic advantage. However, it may not exclude a low-competence client fulfilling your 

conditions of unusual personal circumstances (addressed by the proposed carve out), as they might 

need to depend on a recommendation, although this would normally be to transfer. 

 

Chapter 3 is somewhat ambiguous about the role of calculation of comparative advantage. Does 

‘would not’ in 3.66 also mean ‘could not’? We see it as a key threshold test but you may see it as 

belonging to the APTA. Those are arguably two slightly different purposes and we would not want to 

see calculation inadvertently or deliberately excluded from abridged advice, otherwise very little will 

have been gained by its introduction.   

 

Because the numerical threshold test does not require much personal information, and because the 

special needs can be ascertained quickly with limited information, we do not see the necessity for a full 

fact find. It is more like limited advice, requiring only the information necessary – in this case necessary 

to disqualify a transfer.  

 

The approach we suggest also gives protection to advisers whose existing continuously 

advised/managed clients may have deferred DB rights ‘in the mix’. When a transfer is viewed as a 

special case of a general choice between certain and uncertain outcomes, or between risk free and 

risky assets, the role of the DB pension as a risk free asset should already be integrated into the overall 

asset allocation but can be substituted at any time. It should be substituted if the utility provided can 

be improved by substitution, even if the risk approach to the capital complementing the notional risk 

free asset has to be altered when the underpin of the DB pension is removed (ie the net effect of two 

opposite changes). The FCA has rightly touched on this interdependence in earlier CPs. But this is 

naturally an ongoing process, informed by market conditions as they change, in exactly the same way 

as the ongoing management of the complementary capital should react to changing market 

conditions. To be unable to address this possible substitution at any point without following the rules 

applicable to abridged advice is overkill that can only discourage a sensible principle of continuous 

capital efficiency. 

Ch 4 Questions 

 

Q13:  Do you agree that requiring firms to demonstrate that an alternative scheme is more 

suitable than a WPS is the most effective way to reduce the numbers of consumers being 

transferred into schemes that do not meet their needs and limit unnecessary charges paid? If not, 

how would you suggest we address this issue more effectively? 
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As noted previously we believe this is perfectly sensible. Though benchmarking suitability against 

either a stakeholder or WPS is required under COBS 19.2.2R, we welcome the guidance that the value 

of factors other than cost must be demonstrated if they are to outweigh cost. This is because of the 

principle that advice under a duty of care must not be self-defeating because of its cost.  

 

We are somewhat doubtful that the WPS benchmarking will make a great deal of difference when it 

comes to actual drawdown, as there is genuine value approaching retirement in the advice around 

draw and in the management of the portfolio specifically to support a potentially dynamic draw 

strategy. But in accumulation it will help: the rationality of the value proposition will be harder to 

defend if high charges are attached to a pension still in accumulation, particularly in its earlier stages. 

As noted earlier, because a transfer identifies gross return thresholds we think FOS is right to feel in 

this area it can make high charges grounds for unsuitability.  

Ch 5 Questions 

 

Q14:  Do you agree with our proposals for requiring the disclosure of charges in engagement 

letters? If not, please indicate what alternatives should be considered. 

 

Yes. We have always used Scope of Services letters, largely to complement general Terms of Business 

in the absence of customised agreements. It definitely helps clarify expectations of the service scope 

as well as cost and likely sources of value. 

 

Q15:  Do you agree with our proposals to introduce a one page summary at the front of a 

suitability report? If not, please indicate what alternatives should be considered to improve 

disclosures to consumers. 

 

We are concerned that this proposal will encourage people to rely too heavily on the adviser’s 

conclusions at the expense of engaging with the information being presented so that they can reveal 

genuine preferences, as well as comprehension (a different requirement the FCA has rightly specified).  

 

What is striking about this chapter is that there is barely any mention of the process being interactive, 

except when advisers are criticised for presenting options without a clear recommendation. Surely, 

that should always only be the starting point, unless the client clearly lacks the capacity to process the 

information provided? We suspect this error arises because UK regulation has traditionally (and 

paternalistically) assumed a dependent relationship and requires a recommendation, placing the 

adviser in the role of proxy decision maker.  

 

To change this culture we need to place more emphasis on the record of the advice process being one 

of interaction. This obviously fits with our way of thinking because we rely heavily on adviser-guided 

interaction with models. Without the modelling there is less scope to design an iterative approach to 

problem solving.  

 

We have a more particular issue with 5.13(d) with regard to ongoing advice. It is a reasonable 

commercial decision to make ongoing advice (or indeed transfer advice) a condition of being a 

continuous investment-services client of the firm and is not an unfair contract term provided it is clear 

at the point of engagement. Making it clear that the service can be terminated with no notice by either 

party, which keeps it fair, is sufficient without proscribing conditions. Nor (incidentally) should the 

rules prevent a contract term that makes it clear that the advice fee may be due even if the contract is 

terminated on completion of the advice element of the agreed service.  

 

Q17:  Do you agree with our approach to checking that the client has a reasonable 

understanding of the risks of proceeding? If not, what alternative approaches might achieve the 

same outcome? 
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Yes. This follows from our view that the process would itself demonstrate this if it were more 

interactive and relied on directly-revealed preferences.  

Ch 6 Questions 

 

Q18:  Do you agree with our proposals to introduce CPD requirements for PTSs? If not, what 

other approaches could be used to help PTSs maintain knowledge? 

 

We do not believe ‘skills shortfalls’ or ‘out-of-date knowledge’ will be met by 15 hours of CPD in 

addition to other CPD, which for a PTS might well already be serving to expand their contextual 

knowledge applicable to transfers. Whereas it appears plausible for a year or so, it is not plausible that 

there can be enough material to be useful year after year. Since the cost is likely to end up being passed 

on and since it cannot conceivably yield proportionately different outcomes, it has nothing to 

commend it except as yet another deterrent to firms offering transfer advice.  

Ch 8 Questions 

 

Q24:  Do you agree with our proposed changes and clarifications to the TVC rules? If not, please 

indicate how we should change our approach. 

 

No. First, we do not accept the need for the TVC.  But were we to accept it, we believe (per our response 

to the original consultation) the TVC basis of costing a DB promise should be derived solely from 

capital-market prices, not retail product costs. The first has merit as an objective measure of market 

value of the promise, per your intentions. The second captures (but does not isolate) a different 

feature: the retail cost margin (institutional net and gross being much closer). There will be many 

instances of TVCs where the difference shown to clients is significantly accounted for by the retail cost 

margin.  

 

As first proposed, the TVC was meant to be a way of demonstrating the high value of a DB promise in 

general, as an abstract. The purpose of doing so was to correct a general tendency to misjudge the 

relationship between a capital sum today and a future stream of payments, even though that is exactly 

what the APTA does. It is one thing to capture that abstract value by using market prices for replicating 

it but the effect of adding retail product charges is to make the TVC less general and more specific to 

the logically-flawed assumption that anyone would actually replicate the benefits outside a DB 

scheme. It also implies that it is specific to the particular features of the benefit, which is not the case. 

 

One effect we fear is that instead of serving as an abstract the TVC will be interpreted by FOS as a 

target to beat, particularly given its historic attachment to a critical yield. Once the annuity assumption 

is rejected and replaced by calculations that give a much longer duration for risk taking, the TVC is as 

meaningless as a target as was the critical yield. The APTA calculations, including any probabilistic 

modeling being done, will provide the appropriate, benefits-specific target. Removing product costs 

would help ensure the TVC does not end up biasing later assessment of suitability.  

 

If you insist on including costs, the reduction in the ongoing charge for a retail gilt fund is sensible but 

the 4% assumed one off charge for an annuity, even if it includes a ‘manufacturing’ as well as retail 

cost, looks too high. This is not because the actual costs are overstated, particularly if the annuity were 

fully-RPI indexed, but rather than the actual annuity manufacturing costs (including reserving as well 

as profit) are so high as to negate most if not all of the value of the longevity guarantee, as can be 

demonstrated by replicating the real cash flows using a ladder of ILGs. This product-market 

inefficiency (an insight that we believe influenced Treasury thinking about the Pension Freedoms but 

that the FCA and FOS never apparently shared) should not taint a valuation of the DB promise based 

on capital-market prices. 
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Q25:  Do you agree with our proposals when cashflow modelling is used in an APTA? If not, how 

do you suggest we amend it? 

 

No. There are two important issues here, both affecting the proposals with regard to the use of a 

prescribed inflation rate. Otherwise the draft provisions look fine, largely because they are more 

general than prescriptive. 

 

1 Cash flow models are likely to be used in conjunction with holistic financial planning and 

techniques are likely to have been developed outside the reach of regulated advice. This should 

therefore be seen as an unprecedented intrusion on their format, not a minor rule tweak.  

2 Many are likely to have chosen to model future values for cash flows (whether expressed as inputs, 

such as income requirements, or outputs, such as pre- or post-tax outcomes) in today’s money. 

This is arguably far more reliable than modelling in nominal terms and discounting by a 

deterministic inflation assumption. There are two ways this might quite appropriately have been 

approached by firms and developers: 

a. Expressing all values in real terms and ignoring inflation. Since we have long data histories 

for real returns, deflated by a wide range of rates and price environments, and have market 

prices for real risk free rates, it is unnecessary to make any inflation assumption.  

b. Using a stochastic model to generate projected probable outcomes. This either treats 

inflation as another stochastic process like returns or the same approach as a) is adopted, 

treating the stochastic process derived from observed deflated returns as one that reflects 

but does not specify the inflation uncertainty.    

This is already implicit in the APTA rules because the real returns have been justified and approved by 

the FCA in isolation, based on historical data, and the inflation rate is effectively redundant as long as 

it is required to be common to the DB pension at NRA, the nominal growth rate of the replacement 

strategy and the assumed draw, typically set to be equal to the PV of the DB pension. The implication 

of this prescribed treatment is that the information content is greatest for outcomes in today’s money. 

The same logic applies to projected income for money purchase schemes. This is probably an 

important reason why most APTA reports use sustainability, or the projected age at which the capital 

is exhausted, as the key output because it is not affected by ‘money illusion’.  

 

Even disregarding the general ‘holistic’ principle in point 1, and even when cash flow modelling is used 

as part of a regulated recommendation, it is not therefore either appropriate or necessary to prescribe 

an inflation rate per the drafted COBS 19 Annex 4A R (5). The important principle is that where FVs are 

shown, the inflator be common to both the asset and the liability.  

 

There is one point in a real-return cash flow model when applied to an APTA that requires an inflation 

assumption: the discounting of the projected DB pension (the target to beat) to a PV in cases where 

the scheme’s information about the DB income includes a projected future value rather than a current 

value. We are not at all certain, though, that TPR rules (which do not seem to require any consistency 

in how the income is expressed) specify what future inflation rate the scheme should use when it does, 

and whether it is the same as the FCA specifies in COBS. Logically it will not be, as it is more likely to 

be consistent with a rate adopted by the scheme actuary.  

 

In any event, the ability for advisers to mislead clients by using an artificially high inflator to create 

illusions of plenty should not arise as long as the cash flow-based illustrations are in addition to rather 

than replacements for the use of prescribed rates in nominal outputs in the APTA. This would seem to 

be consistent with the use, for example, of stochastics in other illustrations where they are in addition 

to deterministic projections.  
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But actually it is not consistent in one respect. The existing rules for consistency between stochastic 

models with the deterministic rates do not require consistency at the level of each of real returns and 

inflation. If every element of the model has to conform to the FCA prescribed rates, and be similarly 

blind to the time horizon, there would be no point using stochastics. Is it really your intention to 

prevent the use of stochastic cash-flow modelling as one basis, whether or not in the APTA section of 

a report, of a transfer recommendation? 

 

If it were to be your intention, or to be its effect, it would prevent us applying the real-return 

probabilistic modelling approach on which both our goal planning and discretionary management of 

goal-based portfolios relies. We already accommodate the prescribed nominal rates as one element 

of an APTA report but we could not also integrate the probabilistic real outcomes from transfer with 

the client’s total cash flow outcomes to show them with and without substitution of the DB underpin 

in the way we currently do and that clients clearly value. That does not feel like technical progress.  

 

Q27: Do you agree with our proposed guidance on how advisers should give advice when only 

an estimated transfer value is available? If not, how would you change it? 

 

Yes. This is essentially what we have done but we are glad to be given comfort by explicit guidance. 

Issues with the CBA 

 

16:  Estimates of redress 

We doubt that 2015/16 actual FOS awards can be relied on. These are unlikely to be representative of 

actual cases post-Pension Freedoms and so do not provide the insight you lack as to whether the 

nominally-unsuitable cases found in your checks of advisers reports would have been resolved by full 

checks of personal data on file. It is likely that many would have been resolved, the gap arising because 

of the common separation of functions between two adviser firms that only applies to transfers.  

 

What is clear is that the actual redress will depend critically on whether a transfer was itself at fault, 

whatever the replacement investment strategy/product, or whether the transfer was suitable in 

principle but the level of either risk or charges associated with the product was unsuitable. If the FCA 

is underestimating the number of people for whom a transfer is prima facie suitable, it will affect its 

estimates of the number where higher levels of redress are appropriate. If the same bias exists in FOS, 

the actual redress levels may also be too high. 

  

17:  Estimates of detriment  

For the reasons given in our opening observations and in our detailed comments, including the redress 

point above, we disagree with the basis of your estimates. We also note that most of these possible 

sources of unrepresentativeness and estimation errors have been referred to in the paper as well as in 

this annex (at 9, 13, 14 and 15) yet are then relied on in the CBA as if representative.  

 

19.  Scenarios 

You have presented a case which is useful for illustrating the relevant point in the CP that charges may 

render a transfer irrational (when set against low investment returns caused by either bad markets or 

low risk tolerance) but that is a different exercise from the CBA. We think most advisers would take 

the view that, were these the actual numbers, the APTA comparisons, (which would have to apply 

these assumed costs to the illustrated real investment return) would not support a recommendation 

to transfer even if the illustrated draw rate and the projected DB income in today’s money were both 

£10,000, making transfer potentially suitable before costs.  

 

20:  Death benefits 

You go on to apply the logic of para 19 to the valuation of death benefits when the probability of 

running out of capital is high. But this is not necessarily the case if the probability is only high, as in 
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your illustration in 19, because of costs. Without the excessive cost burden, the APTA on these terms, 

and with sufficient risk being taken, may well be validated by the option of surplus, or upside.  

 

You cannot ignore the option values created in a transfer and how they are valued by clients. For 

instance, better outcomes than the DB income might be valued as inheritable wealth, as lifetime 

gifting or simply higher consumption and it is not be necessary for the client to identify at the point of 

transfer which is likely to apply as long as any one does. How they actually dispose of option payoffs 

may depend on circumstances at the time.  

 

22:  Tradeoffs and personal utility  

We single this out for comment only because it expressly refers to the concept of making tradeoffs 

that reflect individual utility. In this case, you say the ‘avoidable reduction in their expenditure and 

living standards’ creates a harm that ‘needs to be balanced against the utility benefits’ of flexible 

income: shaping the spending profile to their wishes. Yes, but without a safety-first utility function the 

more important tradeoff is some risk of shortfall (the option cost) that is balanced against the possible 

upside (the option payoff). Where the payoffs are substantial relative to the downside risk, changing 

the income profile does not necessarily involve significant tradeoffs. This is what the APTA should 

ideally show: where (depending on risk) the real income being replaced lies in a distribution of possible 

incomes from transferring. With appropriate modelling the two forms of benefit can be conflated: the 

income distribution reflects a particular assumed profile that is valued, such as the ‘taper’ implied by 

your example. 

 

We single this out because it points to the fundamental flaw in regulation of treating a 

recommendation as a decision by proxy. Surely personal utility, or how to make these tradeoffs, and 

how to use the point of indifference between certain and uncertain outcomes as a guide to risk 

aversion, can only be directly revealed, by clients selecting between choices that are fully informed, 

particularly by quantification. It cannot be deduced from personal information on file, psychometric 

profiling or any other form of categorisation. This is why interaction and engagement are critical to 

the transfer process, as to any other investment suitability process.  

 

It is also why we believe that ‘insistent clients’ are usually a euphemism for ‘insistent advisers’: those 

who have effectively made or assumed the tradeoffs for their clients, as proxies or (worse) to manage 

their own compliance risks. The key requirement for advisers is not to agree with the tradeoffs but to 

challenge the rationale, such as by working out what would rationalise their preference and testing (by 

discussion) whether that implied rationale in fact holds. This might still leave some genuinely insistent 

clients but they may also be ones who should have been disqualified in the triage stage if lacking in 

competence even to make this sort of tradeoff. 

 

28.  Partially contingent charges 

If you have any selective data on firms who choose to split their charges between fixed and contingent 

elements, it would have been helpful to publish it. It would also have been helpful to include charges 

information in the industry-wide data form if you thought contingent charges were an issue. 

 

30-33:  Correlations  

This should not be here. There is no evidence of any causal relationship that could be used to try to 

justify a ban. Our own data, which we are confident is not subject to bias, fits the same patterns 

reasonably well and there may therefore be an underlying explanation across firms that is logically 

consistent with our explanation of the utility gains from transfers. The main observable difference is 

at the low end of TVs, which in our case are usually small deferred pensions from much earlier short 

periods of employment and so are small in relation to other assets. But we can well imagine that this 

is more generally explained by cases where, even if service has been longer, earnings were lower and 

therefore the proportion of total retirement assets and planned spending is also much higher.  
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39:  Comparison of ongoing advice costs with DC advice 

We wonder what the point is here. If the percentage is the same, the only reason why the higher 

absolute level arising from higher average values could be relevant is if your point is that the charges 

should fall with size, perhaps because of a regressive fee scale, or should not even be asset-based. This 

is a different issue, even more challenging than contingent charges. 

 

50:  Numbers for whom suitable 

As noted, we believe you are understating by a factor of 5-7 the number of people who stand to benefit 

from transfer.  

 

53:  Behavioural biases 

These are not specific to transfers and should not form part of the CBA. If anything the opposite 

applies. The DB transfer advice process being both much more prescribed and involving more goal-

specific quantification, there is much less risk of behavioural biases affecting decisions than in other 

areas involving similar choices that are less well defined and more abstract.  

 

63: CBA table 

This is completely dominated by the £952m – £1.59bn pa of estimated detriment from bad transfer 

advice. As we have argued, this is based on weak assumptions.   

 

87-89:  Forfeited gains from a larger advice gap 

Our analysis of the numbers of scheme members who stand to gain, and our findings of the likely scale 

of those gains from our own case histories, applied to the eligible population yet to transfer, lead us to 

a different conclusion about the potential for harm from a shrinking number of advisers willing to 

operate in this increasingly blighted area.  

 

We specifically challenge the logic and intention of this assertion (para 88): ‘As consumers who are 

suitable for and proceed with a transfer accept the monetary loss as the price of flexibility, it is not 

practical to quantify its value further. So we think that for many of those who do not take advice after 

our intervention but who would have been suited to a transfer, there will be no forfeited gains.’ Even 

disregarding differences of opinion about the scale of the downside and upside being traded off, by 

discounting the option payoffs as if they had no value whatsoever we are left wondering whether you 

do not understand the very nature of the tradeoff that the utility gain involves.  

 

Though you do attempt to quantify the possible gain (para 89) we note you do so using assumptions 

that are not typical of the eligible category as we have defined it. As noted, we think the multiple of 

the PV of the DB income for the category where investment gain dominates is higher than 23 and, 

even if the ‘mean’ assumptions are correct, clients do assign a value to better possible outcomes with 

a less than 50% chance. The key condition is a missing number: the size and chance of shortfall 

associated with this outcome (often expressed differently in an APTA as the age at which the same 

income would run out). Even a mean gain of 15% could be valued highly if it were associated with 

negligible shortfall risk. This is without even accounting for non-investment sources of gain, such as 

reducing the exposure to capped inflation protection or to a PPF reduction, which are of course largest 

in proportion to the smallest expected investment gains.  

 

We dispute the statement, therefore, that ‘there may be a small number of consumers who transfer 

and do make a monetary gain’ and we disagree with the way the size of the gain and its value to 

beneficiaries has been presented.  

 

We note that one effect of discounting ‘forfeited gains’ is that you then feel it is not necessary to 

quantify the possible numbers of people who will lose access to advice, notwithstanding the 

mitigations in this paper. This should surely have been an important element of the CBA. 
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94-102:  Quantifying detriment 

We have already commented on the individual assumptions that make up your aggregated estimate.  

 

104: Market impact 

This reflects the same errors about numbers, based on the same misunderstanding of the nature, 

origin and scale of the utility gain. 

 

 


