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Appendix 1

Approach to the review

The review was undertaken between June and September 2009 and included a random
sample of 977 trust-based occupational pension schemes with at least 12 members with
defined contribution benefits. The sample included:

*

48 Defined contribution (DC) schemes

38 Hybrid schemes

8 Defined benefit (DB) schemes with members that had additional voluntary
contributions (AVCs) based on DC benefits

*

*

Group Personal Pension (GPPs) and Stakeholder schemes were excluded from the
review as the FSA carried out a review of these schemes in 2008°.

We are publishing this report pursuant to section 89 of the Pensions Act 2004.

For the purposes of this report, we defined a scheme as ‘insured’ when the presence

of an insurer has been reported on the latest scheme return. Chart 6 below shows that
the vast majority of DC schemes with fewer than 100 members had an insurer (91%),
compared to the larger schemes in the sample where the incidence of schemes with 500
or more members having an insurer reduced to 57%

Chart 6
Proportion of ‘insured’ schemes in review by membership band
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Base: All 94 respondents (48 DC, 38 Hybrid, 8 DB with DC AVC).
Occupational pension schemes with 12 or more DC members.

" Three schemes from the 97 scheme sample have been excluded from the samples for analysis in the report.

This includes two late respondents and one non-respondent.

http://www.fsa.gov.uk/pages/Library/Other_publications/Pensions/2008/omo.shtml
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Appendix 1: Approach to the review

All participants were screened to ensure that they had one or more member that had
reached their intended retirement date within the recent past and/or members that were
due to reach their normal retirement age within the next few years.

The scheme contact (typically a trustee, pension manager, administrator or adviser) was
asked to complete a short questionnaire (13 questions) and provide examples of the
following scheme retirement literature:

*

‘wake up’ information pack sent at least six months before retirement
pre-retirement ‘reminder’ letter
any other information sent to members approaching retirement

*

*

Many schemes were able to provide the material requested with relative ease. We
received one completed response within two hours of the electronic request.

Several trustees who indicated they were unfamiliar with the scheme’s retirement
process (either through a lack of awareness or because very few members had reached
retirement) referred us to their scheme insurer who we found to be helpful in providing the
information on their behalf.

One open DC scheme with 50 members refused to participate in the review on a
voluntary basis. We are in dialogue with this scheme and, if appropriate, may consider
use of our regulatory powers to obtain information.

The information provided was both assessed for regulatory compliance and ‘good
practice’ in the provision of information. The ‘good practice’ judgement assessed a
number of attributes of the material on a ‘Red, Amber, Green’ basis. This led to an overall
rating of Green = acceptable material, Amber = scope for some improvement(s), Red =
considerable scope for improvement(s).

The trustees of schemes that participated in the survey will be provided with scheme
specific feedback. Where breaches have been identified, corrective action will be required
and/or further information sought.
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Appendix 2

‘Good practice’ case studies

‘Good practice’ case study 1 * DC
* Under 100 members
* Insurer

The ‘wake up’ information pack that is sent to members six months before their
normal retirement date was fronted by a well-written two-page covering letter that
explained all of the key options in a clear, helpful and balanced manner.

This letter and information pack was prepared by the scheme insurer and issued by
the scheme trustees.

A bold statement at the start of the covering letter stated:

‘The decision you make at retirement can make a big difference to how much pension
income you receive. By shopping around you may improve the pension income you
receive in retirement.’

The letter also included clear, concise and helpful statements, such as:

‘Different pension providers can offer different types of annuities to suit your
circumstances. For example, some other pension providers pay a higher pension
income to people who smoke or are in poor health...’

‘If you don’t want to buy a lifetime annuity, there are other options, for example short-
term annuities and income withdrawal.’

The letter clearly signposted additional guidance provided within the information pack
enclosed to enable the covering letter to be kept short, simple and effective.
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Appendix 2: ‘Good practice; case studies

‘Good practice’ case study 2 = DC
* Over 500 members
* Employee benefit consultant
and specialist annuity broker

This scheme provided us with an example of an effective retirement process that
included a personalised approach, offering informative guidance with sufficient detail
to enable members to make an informed choice.

In this case, the administrator contacts the member six months before their

intended retirement date with a provisional quote. At this stage the member is also
provided with clear information on choices (the key element of the information

pack had been crystal marked by the Plain English Campaign). The information

pack included a helpful retirement process flowchart and a copy of the Pensions
Regulator’s Making your retirement choices — Think before you choose booklet (www.
thepensionsregulator.gov.uk/pdf/MakingYourRetirementChoicesJuly2009.pdf).

The member is then referred to a specialist annuity broker who invites them to
complete a detailed, but helpful medical/lifestyle questionnaire.

The annuity broker shops a panel of leading and specialist providers and then sends
the member a personalised illustration setting out a full range of choices.

The next steps and forms which enable the member to proceed with the purchase of
their chosen retirement product are clear and user-friendly.

‘Good practice’ case study 3 * DB with DC AVCs
* Over 500 members
* Employee benefit consultancy

A pre-retirement ‘wake up’ information pack provided by the third party scheme
administrator (on behalf of the trustees) clearly sets out the member’s retirement
benefits from the DB scheme within a well designed and user friendly information
pack. The pack includes an informative illustration of the DC benefits payable
from the member’s AVC, including using the AVC fund towards the pension
commencement lump sum.

The AVC illustration provides information on the OMO, different types of annuity
(including impaired/enhanced annuities) and includes a strong recommendation that
the member takes independent advice in relation to the OMO.

The retirement options form includes clear separate sections for the DB benefits and
the DC AVC benefits. This helps the member to recognise that a separate decision is
required over how they draw their DC AVC benéefits.
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Appendix 2: ‘Good practice; case studies

‘Good practice’ case study 4 * Hybrid (DB and DC sections)
* Over 500 members
* Insurer

This scheme produced a succinct and helpful covering letter in a ‘wake up’
information pack that was based on the ABI's template.

The effective covering letter can help members by raising awareness of their choices,
which may lead to more active decision making by the members. Examples of helpful
statements in the letter included:

Clear, unbiased and helpful description of OMO at start of the ‘wake up’ letter:

‘For information on the different types of annuity offered by xyz please see your
xyz retirement guide. If you move to another provider you are likely to get a higher
income. This is not always the case, but it is always worth checking before you buy.’

The ‘wake up’ letter clearly raises awareness of key considerations...
‘If you do plan to buy an annuity, you should consider the following questions:

*  Are you married or do you have a partner?
*  Will they need an income if you die first?
— If so, you may want a joint-life’ and/or a ‘guaranteed’ annuity.
Make sure you discuss this with your spouse or partner.

* Do you have a recognised medical condition?
*  Are you a smoker?
— If so, you may be able to buy an annuity that pays more because of these
factors. They are known as ‘enhanced’ or ‘impaired-life’ annuities.

* Do you want your income to increase over time or adjust to rises in inflation?
— If you do, think about an ‘escalating’, or ‘index-linked’ annuity. These start
with a lower income but increase over time.’
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Appendix 2: ‘Good practice; case studies

‘Good practice’ case study 5 = DC
* 100-499 members
* Insurer

This insurer of this scheme sends the trustees a useful clear, precise and informative
letter that sets out the trustees’ legal responsibilities and signposts ABI good practice
guidance to consider when they issue the ‘wake up’ letter to members.

This letter is sent to the trustees at seven months, enabling the trustees time to send
the member letter before the six-month deadline.

The insurer also encloses a letter that trustees can send to members. Again, this

is well set out, has clear headings and factual messages, signposting the three

main sources of free, independent information: the Pensions Regulator (Making

your retirement choices — Think before you choose — www.thepensionsregulator.
gov.uk/pdf/MakingYourRetirementChoicesJuly2009.pdf), FSA (Money Made Clear/
comparative annuity tables — www.fsa.gov.uk/tables) and TPAS (online annuity
planner — www.pensionsadvisoryservice.org.uk/tkflow/Flow.aspx?f=TPASOnlineAdvic
e&template=TPAS_Template_new&xsl|=dtree_new).

*

Encloses TPR guide with comment ‘Make sure you read it’

*  The OMO

‘The most important thing is that you can shop around to get the

best deal for you, like you would for home or car insurance.’

Strong emphasis on accessibility

(eg letter available in different formats, reminding members that

computer access is available free at local libraries)

* Highlights alternatives to annuities

Reminder pack includes two page guide on the different ways

to use benefits from a pension fund

Advice

‘We recognise that this is a big decision and we recommend that you take
financial advice. Your scheme trustees may be able to arrange for you to speak
to your scheme’s financial adviser. We want you to get the best value from your
pension fund but we can only give you factual information.’
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How to contact us

The Pensions Regulator
Napier House

Trafalgar Place

Brighton

BN1 4DW

www.thepensionsregulator.gov.uk
www.trusteetoolkit.com

Customer support

Phone: 0870 6063636
9am to 5.30pm, Monday to Friday
Fax: 0870 2411144
Email: customersupport@thepensionsregulator.gov.uk

© The Pensions Regulator, November 2009
You can reproduce the text in this publication as long as you
quote the Pensions Regulator’'s name and title of the publication.

We can produce it in Braille, in large print or on audio tape.
We can also produce it in other languages.



