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Our previous article summarised the
current DB to DC pension transfer
landscape. It can be characterised as an
area with a lot of potential demand from
members over the next few years, but
an increasingly limited supply of good
quality financial advice.

In this article, we will look at this topic from the
perspective of the defined benefit (DB) scheme
members and ask:

» What are the pitfalls of an unsupported DB transfer
process?

» How can sponsors and trustees provide better
support to members?

* What should sponsors and trustees consider when
looking to partner with a financial adviser firm?
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An unsupported transfer process

Transferring a DB pension out of a
scheme is an arduous process for a
member — perhaps rightly so given

the significance of the decision. Many
schemes take a ‘compliance-first’
approach to transfers and the resulting
process means that only those who really
want to transfer are likely to persevere.

Below we briefly draw out some pitfalls of a compliance-
first approach and then consider how a transfer support
process can be structured to avoid these.

1: MEMBERS RETIRE WITHOUT BEING AWARE OF ALL
THEIR OPTIONS
Not all schemes will pro-actively communicate all options
to members, particularly transfer values. Many members
will take the path of least resistance, follow the default
option of drawing the pension at the normal age and
maximise the amount of tax-free cash they can take. For
many, this will be the best outcome. However, for some, it
may represent a large opportunity missed.

"We're committed to driving high standards
and improved transfer option communications,
aiding members to make informed choices in a
secure environment.”

PASA GUIDANCE
July 2019*
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2: MEMBERS FIND IT DIFFICULT TO
EXPLORE THEIR TRANSFER OPTION

Most members have a statutory
entitlement to request a formal transfer
quote from their scheme. To control costs,
members are only entitled to one free
quote a year. They need to be at least one
year away from their normal retirement
age — but approaching normal retirement
age is precisely the time when members
are most likely to be considering their
options. Some schemes are more flexible
in this area than others.

They can be made to wait up to three
months before receiving their transfer
quote. When it arrives it will be daunting:
lots of paper, lots of warnings about
scams and lots of information to process
— making it potentially difficult to see the
wood from the trees. And, if the value of
the member’s benefits is worth £30,000
or more, they face the task of finding a
financial adviser and getting financial
advice before the scheme will allow the
transfer to be paid. All within three months.

www.pasa-uk.com/wp-content/uploads/2019/11/PASA-DB-
Transfers-GUIDANCE-P1-FINAL-Updated-16072019.pdf




“We remain particularly concerned
about the delivery of advice for

DB transfers... The FCA and TPR
will take all necessary action,

both singly and jointly, to improve
outcomes for members and

consumers.”

TPR AND FCA
Joint regulatory statement, October 20182

www.thepensionsregulator.gov.uk/-/media/thepensionsregulator/files/import/pdf/

fca-tpr-joint-strategy.ashx

www.pensionsage.com/pa/Over-30-firms-stop-offering-DB-transfer-advice.php
www.thepensionsregulator.gov.uk/-/media/thepensionsregulator/files/import/pdf/

corporate-plan-2019-2022.ashx

3: MEMBERS STRUGGLE TO FIND GOOD
QUALITY FINANCIAL ADVICE

If a member does want to explore the
option to transfer then the final hurdle

is finding good quality financial advice.
The FCA's concerns in this area are well
documented and our previous article
highlighted reasons why this is likely to get
harder in 2020 and beyond. Evidence is
growing of a hardening Pl market which is
starting to reduce the number of adviser
firms who will provide transfer advice®.

Even if the member is able to find a good
quality adviser, there is the thorny issue of
charges. If contingent charges are banned,
as seems likely, then upfront costs will

be significant (likely around £3,000 to
£5,000). Ongoing charges would also be
payable if the advice is to transfer into a
drawdown arrangement — which is often
between 1% to 2% per annum depending
on the advisory services provided and the
funds that the member invests in.

"We will also work with the FCA
and the Money and Pensions
Service on DB to DC transfers to
ensure that they work effectively
for those who want to transfer...”

TPR
Corporate Plan 2019 - 2022*
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The industry as a whole, apart from the scammers, is still playing catch-up following the 2015 Freedom
and Choice changes — most notably the FCA. It faces a difficult balance between ensuring members get
— good quality advice and having enough firms in the market to provide that advice. However, we support

allinitiatives designed to improve member outcomes. Whilst members retain a statutory right to a transfer

there will always be a role for trustees, and sponsors, in helping members make an informed decision.
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Providing better support to members

So what can trustees and sponsors do if
they want to provide better support to
members? In this section we will address
the first two pitfalls identified above. In
the next section we will focus on the
key considerations, if thinking about
partnering with a financial adviser firm.

Pitfall 1:
Members retire without being aware of all their options.

Pitfall 2:
Members find it difficult to explore their transfer option.

Addressing these pitfalls comes down to effective
communication with members. This is an area identified
by the FCA and TPR in their joint regulatory strategy for
the pensions sector published in October 2018°. It is worth
considering the regulators’ views in this area.

FCA and TPR’s joint regulatory strategy -
driving change

One of the four key issues identified in their joint strategy

is "People not being enabled to make good decisions” and

addressing this is one of two new priority areas for joint
action. Within this, DB transfers is a particular focus area.

5  www.thepensionsregulator.gov.uk/-/media/thepensionsregulator/files/import/pdf/
fca-tpr-joint-strategy.ashx

More broadly than just considering
members looking to transfer a DB
pension, the issues they identified for all
members and consumers in the pensions
sector include:

» Behavioural biases, information
gaps and disengagement mean only
around a quarter of the population
feels confident enough to choose a
pension product without advice;

» Information provided is often complex
and can intimidate members; and

» Take-up of high quality, free guidance
from sources such as the Money and
Pensions Service is lower than they
would like.

They intend to take action in this area. One
of the starting points is a “joint review of
the consumer pension journey’, originally
due to be published in 2019, though it has
not yet been published at time of writing.
This will look at how the information
pension schemes provide combined

with existing guidance services helps

(or hinders) consumers in making well-
informed decisions.

Supporting members
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Other workstreams include a review of the guidance given
to trustees on transfers and a review of the information and
support given to members — both being led by TPR. Taken
together, itis clear that there is a strong desire from TPR
and the FCA to raise standards in this area.

We believe that trustees and sponsors of DB
schemes have every reason to act now in order
to avoid future risks.

How can you engage with members
better?

So, where should you start if you want to help members
on their pension journey?

An obvious starting point is the scheme's existing
communications to members. Within Barnett Waddingham,
we have revamped the member communications that

we provide as administrator on many of our clients. This
includes simpler, cleaner member packs with a short
summary page of a member's options, including the
member's transfer value if a client is happy to show this.

This provides a rationale for schemes
and sponsors to take action well before a
member is requesting a retirement pack.
The table below provides some examples
of ways that this can be done.

More broadly, we have a strong belief in the power of a ‘learn, play and plan’

approach to engagement — embodied in our digital engagement platform,

Me2. Members will feel empowered to make good decisions if they

understand their options, have the ability to model personalised outcomes

and a clear view of what they need to do to get there.

8 DB to DC transfers
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METHOD OF
COMMUNICATION

WHAT ARE THE
CHALLENGES?

“"Wake-up"” pack of
generic guidance
and information

Rather than hit members cold at retirement,
start to warm them up with options they will
have in the scheme and other sources of
free guidance, like the Money and Pensions
Service. Do this well in advance of normal
retirement age.

There's lots of sources of
information out there and
providing too much may
overwhelm members. So
content needs to be selective
and targeted.

Online content
via a scheme, or
employer, website

More communication channels is likely to
lead to more engagement. Opportunity to
vary the method of communication — for

example by creating short videos.

Not all schemes will have
their own website or have the
number of members to justify
building one.

Face-to-face
financial and / or
retirement seminars

One of the most effective ways to engage
members: face-to-face presentations from
experts in the area. These can be targeted —
for example by age or by ‘stage of life, such
as those planning to retire in the next two
years.

Often works best when
members are still employed
by the same employer and
geographically concentrated.
Difficult to arrange when
membership geographically
diverse.

Tailored benefit
statements

Use benefit statements to talk about options
at retirement, rather than just accrued
benefits in the scheme. Use the member's
own figures to bring this to life.

More costly to produce and
requires automation of the

relevant calculations. Need

clean data.

Online modelling
and budgeting tools

Allow members to play with a modelling tool
that is pre-loaded with their data. Allow them
to add other pension benefits and build up
the full picture in one tool. Allow members to
build up a budget for their retirement.

Similar to tailored benefit
statements. Additionally,
have practicalities of getting
email addresses for deferred
members.

Supporting members
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Removing other barriers to engagement

In addition to boosting engagement, schemes and sponsors
should consider what other practical barriers get in the way
of members exploring their options. Human nature means
that the more steps a process has, or the more difficult it
seems, the more members will simply resort to the path of
least resistance. In short, we believe that there are actions
that all schemes and sponsors can take to remove barriers
to members engaging with their options.

PRACTICAL BARRIER

Members' options, including a DB transfer,
only available on request

Members have to pay for multiple transfer
requests within a 12-month period

However the biggest barrier of them all
is the requirement, since April 2015, for
those members with DB benefits worth
£30,000 or more to take financial advice
before being allowed to take a DB to DC
transfer. The next section discusses this.

ALTERNATIVE APPROACH

Provide information pro-actively on a regular
basis or provide access to up-to-date information
online

Relax policy to allow two or three quotations per
year without charge. Allow members to access

indicative transfer quotes online that are regularly
updated (e.g. quarterly)

Long delay between request for
information and receiving it

Work with administrator to see how timescales
can be improved. PASA guidance® sets out how a

maximum turnaround time of 7 working days can
be achieved for standard cases

Some members have no right to a statutory
transfer value (e.g. those within one year of,
or over, Normal Retirement Age)

10 DB to DC transfers
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Putin place a policy to allow non-statutory
transfer values to be paid

www.pasa-uk.com/wp-content/uploads/2019/11/PASA-DB-
Transfers-GUIDANCE-P1-FINAL-Updated-16072019.pdf



Accessing the right financial adviser

Pitfall 3:
Members struggle to find good quality financial advice

2020 is likely to be seen as a turning point in the DB
transfer financial advice market for the following reasons:

» Contingent charging is likely to be banned by the FCA

* Plinsurance premiums are increasing, with some firms
reporting 500% increases in premiums’

e Firms are starting to exit the market and we expect the
rate of exit to accelerate substantially

What will the market look like after this and how will
members be able to access financial advice?

Life after contingent charging

The FCA's cost-benefit analysis of the impact of banning
contingent charging® gives a good insight into how they
expect the market to look after their intervention.

As a result of banning contingent charging they estimate
that demand from individuals for transfer advice will fall by
between 56% and 66%, simply due to the fact that most will
be put off paying £3,000 to £5,000 in upfront advice fees.

As a result, they expect the number of firms in the market
to fall. They do not estimate how many of the c. 2,500
firms who have given DB transfer advice since April 2015
will exit the market. But they do highlight that 60% of these
firms (1,454) are ones where at least 75% of their clients
were advised, to transfer and that they are mainly firms
giving DB advice to fewer than 50 clients each year.

In short, itis the firms that do not
specialise in this advice, and are
recommending far too many transfers,
that the FCA is targeting and expects to
exit the market after its intervention.

For members, finding their own financial
adviser will be a lot harder and seem a lot
more expensive. The FCA estimates that
about 20% of members who will be put off
getting advice are cases where a transfer
would have been suitable. Conversely, the
remaining 80% of members who will be
put off getting advice are ones where the
FCA estimates a transfer would have been
unsuitable anyway —and, in the FCA's eyes,
these are the main beneficiaries of the FCA's
intervention into this market. However, for
many of these members financial advice
would have looked at all of a member's
retirement options, including when and
how best to take their benefits from their
DB scheme.

So where do trustees and sponsors fit into
all of this?

7 www.professionaladviser.com/news/3083376/pi-insurance-hikes-continuing-stop-pension-transfer-advice

8  See Annex 3 of CP19/25 www:.fca.org.uk/publication/consultation/cp19-25.pdf
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Partnering with a financial adviser

Our view is that trustees and sponsors are uniquely placed
to help members bridge this gap. They can do this by
partnering with one of the handful of ‘specialist’ financial
adviser firms — meaning those firms that operate in the
‘bulk’ DB to DC transfer market. We are aware of about
ten firms that could credibly claim some expertise in this
area. This is a tiny fraction of the c. 2,500 firms which have
operated in this market since April 2015.

Some of these firms advise thousands of members each
year on DB transfers and have robust processes in place
to ensure suitable advice outcomes. They face regular
FCA scrutiny, though are by no means immune from the
pressures of the market, as LEBC's abrupt exit from the
market in 2019 showed.

When considering partnering with such a firm

itis important to carry out due diligence to
understand the experience, capacity, financial
resilience, member journey and advice outcomes
of the firm.

There are differences between the firms and trustees and

sponsors will have their own priorities about what is most
important to them. We regularly carry out due diligence in
these areas for our clients.

12 DB to DC transfers

A well-structured due diligence process
will leave trustees and sponsors in a much
more informed position about how the
market works and what the pitfalls are.

The most experienced firms have a
strong pipeline of projects and need to
schedule resource carefully; there is a
limited supply of financial advisers with
the expertise needed to give DB transfer
advice. So trustees and sponsors need to
allow sufficient lead time to get a financial
adviser in place.
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An integrated approach

Once a financial adviser firm has been appointed, time
and money needs to be invested in getting them set

up. The most involved part of this is setting up the

'‘APTA' (Appropriate Pension Transfer Analysis). It involves
preparing a detailed summary of scheme benefit structure
and member data to allow the financial adviser to set up
the necessary financial analysis they will need to carry out.

Alongside this, trustees and sponsors will also need to
consider how the various parts of the process integrate
together. Data will need to be exchanged between the
member, IFA, administrator and APTA provider and the

quicker this can be done the better the process for members.

.-~ Company rG —>  Me2

10
: v J
: Administrator —4 = Portal &
2 /I\ N
1|1 APTA tool
3| 5 7 T
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> Member —— 5> A
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The ability to automate and integrate
these data flows is something that we
see the larger IFA firms looking to putin
place. Aside from cost advantages, this
means that data can flow between the
parties securely and that members can go
through the advice process at whatever
speed they want. The diagram below
illustrates the flows

1. OPTIONAL: Company makes offer to member

2. Member requests early retirement or transfer
value quote

3. Administrator sends pack to member
4. Administrator sends locked data to Portal

v

Member accesses Portal and agrees to release
data to Me2

. Data unlocked on Me2 and member self-triages
Member contacts IFA for advice via the portal
. IFA uses APTA tool to advise member

© ©® N O

. Member receives personal recommendation
and makes decision

10.1FA informs the Administrator

11. Normal administration processing of selected

benefit option
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Benefits for members

Partnering with a financial adviser firm is not risk-free — the
risk of reputational, and possibly financial, blowback on
the scheme or sponsor is a live one that will, ultimately, put
some schemes off. But, for those schemes who see that
the advantages outweigh the risks, what does this all look
like from the member's perspective?

Well, the advantages can be huge. Taken together with
a well-structured communication strategy and slick
administration processes, having a financial adviser firm
‘blessed’ by the trustees or sponsor can make all the
difference for the member:

+ Member is able to consider all options: A financial
adviser firm doing the right thing will advise most
members to stay in the DB scheme, and often highlight
just how valuable it is. They will also go through all
options the member has in the DB scheme, such as
early retirement and commutation, and allow the
member to optimise these.

e Reduced cost of advice: The upfront work on the APTA
(paid for by the sponsor or trustees) allows the financial
adviser firm to charge far lower per member advice
fees, typically between £750 to £1,500 per member.
This is much lower than the £3,000 to £5,000
expected cost on an individual basis. Moreover, if a
business case can be made for the scheme or sponsor
to pay the advice costs, rather than the member, then it
will result in much greater take-up rates.

16 DB to DC transfers

Suitable advice: Finally, and most
importantly, trustees and sponsors

can get comfort in knowing they have
taken all possible steps to ensure that
members get advice that is suitable for
their personal circumstances, without
conflicts of interests distorting the
outcomes. In this market there can be
no guarantees that this will be the case
for every single member. However, in
our view, such a process will lead to far
better outcomes overall than leaving
members to try and navigate through
this themselves.



The Receiving Scheme

The support given has focussed thus far on the advice
process to be delivered. Part of the advice to be given will
involve the selection of an appropriate DC pension plan
into which the transfer value will be paid and from which
retirement benefits can be provided in due course.

To date, many transfers have been recommended to
relatively high-charging individual pension arrangements.
FCA proposals will require the adviser to consider first any
workplace savings scheme available to the member which
will have a range of investment opportunities, but with a
default option capped at a maximum charge of 0.75% p.a.

987% of employers use a DC scheme for auto-enrolment
purposes and in line with guidance from the Pensions
Regulator and/or the FCA, the sponsor and, where
relevant, trustees will have undertaken a significant
amount of due diligence in establishing a workplace plan.
On an ongoing basis the trustee body or an independent
governance committee will also have responsibility for
ongoing oversight.

The member will typically have access to a broad range of
tools and educational material to help both in the period
up to retirement, but also at retirement, when greater
support is required to ensure informed decisions can be
taken as to how to use the DC benefits.

Workplace plans will offer a carefully
considered default investment approach
pre-retirement, along with a number

of other suitably designed investment
approaches. A self-select range of funds
will also be available for the member,
which the IFA can consider on behalf of
the member.

Workplace plans are now extending
these options into the retirement space
and members will be able to move

from accumulation into decumulation

in a seamless, integrated manner. The
institutional terms will be retained, rather
than needing to transfer to a retail product
and, later this year, it will be possible to
find suitable post retirement investment
pathways in such plans as part of the
design evolution of the DC products.

A more detailed consideration of the
investment requirements for those moving
from DB to DC forms part of the third
paper in our DB to DC series.

Supporting members
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Please contact your Barnett Waddingham consultant if you would like to discuss any of the above topics in
more detail. Alternatively contact Liam Mayne via the following:

DM liam.mayne@barnett-waddingham.co.uk R 03331111222

Barnett Waddingham LLP is a body corporate with members to whom we refer as “partners”. A list of members can be inspected at the registered office. Barnett
Waddingham LLP (OC307678), BW SIPP LLP (OC322417), and Barnett Waddingham Actuaries and Consultants Limited (06498431) are registered in England and Wales
with their registered office at 2 London Wall Place, London, EC2Y 5AU. Barnett Waddingham LLP is authorised and regulated by the Financial Conduct Authority. BW SIPP
LLP is authorised and regulated by the Financial Conduct Authority. Barnett Waddingham Actuaries and Consultants Limited is licensed by the Institute and Faculty of
Actuaries in respect of a range of investment business activities.
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