
Member Outcomes  
under Freedom  
and Choice
Providing members access to unbiased 
financial advice 



Background
In our May 2019 Survey – ‘Member Outcomes Under Freedom and Choice’  
we recommended four key areas where Trustees and Employers could achieve 
better outcomes for members as they navigate the options associated with 
freedom and choice. 

1  Ensure 
education 
and support 
is provided 
alongside 
transfer values. 

2  Highlight 
low-cost 
transfer 
options for 
appropriate 
scheme 
members.

3  Consider 
offering partial 
transfers to 
help members 
avoid making 
all-or-nothing 
decisions on 
transferring 
their benefits.

4  Provide 
access to 
unbiased 
financial 
advice. 

Pension Freedoms – a bewildering 
choice for members

Step 4 will be key to providing members with adequate 
support when making long term irreversible financial 
decisions. Should the expected ban on contingent 
charging materialise, it will make it more difficult for 
members to access advice.
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Simon Reddish
Senior Consultant

Freedom and Choice has been a game 
changer for the pensions industry and now 
is the time to respond. We are working with 
a growing number of trustees and sponsors 
who are looking to provide more support to 
help their members make the right decisions.



Key facts
 Transfer Values have risen sharply over the past few years, with members 

being offered mind-blowing sums in exchange for a relatively modest pension.

 We estimate 200,000 members consider transferring out of a defined 
benefit schemes each year.

 Members transferring more than £30,000 must take advice from  
an independent financial advisor (‘IFA’) when making decisions about  
their benefits.

 A review of advice carried out by the FCA has, once again, found the 
quality of pensions transfer advice to be unacceptable.

 Contingent charging is likely to be banned in the next 6 months. A ban 
will effectively rule out the transfer option for lots of members as the 
cost of paying direct fees to an IFA will be prohibitive, therefore transfer 
activity could fall significantly.

Supporting members through  
the transfer process

2  |  XPS Pensions Group

8  |  XPS Pensions

Helen, age 55, transfers out of an 
occupational pension scheme with a 
£230,000 transfer value. She wants 
to leave her fund invested until age 
60 at which point she will begin 
drawing a fixed level of income. She 
is planning for a 30 year retirement 

and therefore wants this income to 
last her until age 90. She is not a 
particularly sophisticated investor 
and hopes to leave her fund to 
accumulate in a simple mixed 
portfolio of equities and bonds.

The wrong choice of product  
could cost Helen £2,600 of income 
in each year of her retirement.

Income over expected lifespan

Helen, 55
Could have her lifetime 
income reduced by 
£2,600 each year

How Helen’s lifetime income could be affected
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£ Advised 
SIPP 1

Advised 
SIPP 2

Advised 
SIPP 4

Advised 
SIPP 3

Non-
advised 
SIPP 1

Advised 
SIPP 5

Advised 
SIPP 6

Advised 
full SIPP

Non-
advised 
SIPP 2

Master 
trust – 
trustee 

governed

Non-
advised 
SIPP 3

Income 
until  
age 90

8,100 8,600 8,600 8,800 9,000 9,400 9,400 9,700 10,500 10,700 10,700

Total fees 
charged 101,000 89,000 89,000 85,000 75,000 70,000 73,000 68,000 46,000 39,000 39,000

Sophie, age 55, has a few pension 
pots from various periods of 
employment. She is attracted by 
the idea that she can use one of her 
pots to provide an inheritance for 
her children. She transfers out of 

one of her employer schemes with a 
£230,000 transfer value. She wants 
to leave her pot invested, without 
drawing any income, and then pass 
on her accumulated fund to her 
children when she dies. She is in 

good health and has an estimated 
life expectancy of 91 years. 

Her choice of retirement product 
could lead to her leaving £340,000 
less to her children. 

Leaving an inheritance for children

Sophie, 55

How much Sophie could leave for her children
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Could leave £340,000 
less in inheritance to 
her children
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5 The difference in outcomes is larger than the difference in fees because of the additional loss of investment returns on the fees deducted.

£ Advised 
SIPP 1

Advised 
SIPP 2

Advised 
SIPP 4

Advised 
SIPP 3

Non-
advised 
SIPP 1

Advised 
SIPP 5

Advised 
SIPP 6

Advised 
full SIPP

Non-
advised 
SIPP 2

Master 
trust – 
trustee 

governed

Non-
advised 
SIPP 3

Fund at 
age 91 500,000 550,000 550,000 560,000 630,000 650,000 670,000 680,000 820,000 840,000 840,000

Total fees 
charged 250,0005 230,000 230,000 230,000 200,000 190,000 180,000 180,000 110,000 110,000 110,000

Member outcomes 

under freedom  

and choice
July 2018

The SIPP products continue to dominate the market. 
Within this, there has been a slight shift towards the 
simpler, cheaper SIPP products.
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Helping members achieve good  
retirement outcomes – 2019 update
We have continued to monitor the transfers that we administer to understand how the market is changing. Over the period 
since our last survey, we have analysed 1,800 transfers and the charts below summarise our findings.

1,800
£500m

£275,000
99% of transfers went into Self Invested Personal Pensions (SIPPs)

average transfer value increased from £230,000 to £275,000

worth of transfers

transfers between June 2018 and March 2019

Member outcomes analysis

1%

90%
9%

5%
9%
86%

Full SIPPPlatform SIPP Other

2018 2019
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Financial impact of member choices 
on future cash or income
As for 2018, we have modelled four examples of typical 
outcomes for members. As we have seen that 99% of 
transfers went into a form of Self Invested Personal Pension 
(SIPP) it is important to understand the financial impact 
this decision has on future cash or income. 

These products typically give members access to a range 
of investment options and flexibilities, which members pay 
for through a variety of different charges. 

There is a range of charges within the SIPP market, 
although they are, on the whole, typically more expensive 

than alternative retirement products such as a master trust. 
Whilst more expensive products can provide good value 
and better outcomes for members they are suitable for, 
many members do not use the additional features that they 
are charged for the members. For these members, their 
choice of retirement product can have a significant impact 
on their retirement outcomes.

Transfers £275,000 at age 55 and leaves it invested until  
age 60 when she begins drawing a fixed level of income.

The choice of drawdown product could result  
in Helen receiving £3,200 less in each year  
of retirement (£2,500 in our 2018 survey).

Helen

Transfers £275,000 on retirement at age 60, takes 25%  
as a tax-free lump sum and draws an annual income of £12,000 
from his fund.

The choice of drawdown product could 
result in Adam running out of money 
7 years earlier (same as our 2018 survey).

Adam

Transfers £275,000 at age 55 to leave as an inheritance  
for her children.

Her choice of product could result in Sophie  
leaving £400,000 less for her children  
(£340,000 in our 2018 survey).

Sophie

Transfers £275,000 at age 60 and invests it until his retirement  
at age 75, at which point he purchases an annuity.

Scott’s choice of provider and product could have 
a huge impact on the level of annuity income  
he can receive at age 75, receiving up to £5,000  
a year less (£4,000 a year in our 2018 survey).

Scott

The average transfer value has risen since 
last year to c£275,000, which has also meant 
there is even more at stake for members.

Member outcomes under freedom  and choice
May 2019



How trustees and sponsors  
can help
Sponsors often meet the cost of IFA advice for members to support bulk exercises 
such as flexible retirement options. However, when it comes to business-as-usual 
transfers members are typically left to their own devices to find an IFA.

Historically, many trustees and sponsors have believed that this is not an area 
that needs to be addressed by them, and may have been wary of providing 
support and appointing advisers.

Ensuring that members have access to an unbiased, quality IFA is key to acting 
in members’ interests to help achieve good outcomes. 

So, how can pension scheme trustees and scheme 
sponsors take a more active role to help members access 
independent financial advice?

1. Education
Focus on providing high quality information to members around options and  
in particular around defined benefit transfers. Signpost Government services 
like PensionWise and the new Money and Pensions Service and be more 
proactive in helping members find and choose a high quality IFA.

2. Appoint an IFA (paid for by member)
Run a selection process to appoint an IFA to support members. This can 
include checking accreditations and experience and negotiating bulk pricing 
to reduce cost for the members. Paying for advice upfront may still be a 
significant barrier to taking up this support so the impact may be limited. 

3. Appoint an IFA (paid for by scheme/sponsor)
The scheme could go further and choose to pay for the advice – contingent 
charging can be avoided and the uptake for members taking advice would  
be significantly higher.
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Have appointed an IFA

Do not have an appointed IFA

Are actively considering appointing an IFA

Source: XPS Survey of Member Options

10%
25%
65%

Number of XPS clients appointing an IFA:



Trustees of defined benefit schemes have historically focussed on the benefits 
provided by their scheme – the choices offered to members are typically limited 
to when to retire and how much of their pension to take as a cash lump sum.

Transfer values were fairly uncommon and seen as the member’s choice.  
This, combined with the fact that the member would typically have been taking 
advice, meant that schemes did not see any risks associated with members 
transferring out.

The introduction of Freedom and Choice in 2015 turned this around by making 
more options available to members and the associated risks placed more 
duties on trustees to ensure that transfers are suitable.

We believe that there is more that can be done to help members.

The current process for members considering their options in the scheme 
is shown in the diagram below:

IFA selection after

IFA selection before

The member engagement process 
must change to protect members
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Administrator

Administrator Financial 
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Member
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Transfer

Transfer

Retirement

Retirement

Key issues  
with this approach

Expensive – members approaching 
advisors individually will not benefit 
from economies of scale.

Poor advice – Members may choose 
advisors based on cost only rather 
than ability and reputation.

Biased – members are only required 
to take advice if they want to 
transfer. By this point, members may 
have already made up their mind, 
swayed by the large transfer value.

Key benefits  
of an appointed advisor

Economical – per member costs will 
be lower due to economies of scale.

Informed – advisors can be 
educated on the scheme to ensure 
they understand the benefits fully 
before advising members.

Impartial – advisor fees are not 
dependant on a particular outcome, 
meaning the advice is impartial.

Financial 
Advisor
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This is a fair challenge, and it is true that appointing an IFA could be seen as 
an endorsement. If a member were to receive poor advice or a poor outcome 
they could view the trustees and sponsor as responsible. This could be a 
reputational risk for the trustees and sponsor. 

However:
Doing nothing is making an active choice not to provide additional support to 
members. This leaves individuals at risk of receiving poor advice and making 
the wrong decision, perhaps even falling victim to a scam. Our research based 
on the schemes that use our Scam Identification Service show that 34% of 
cases show one or more ‘red flags’. This is up by 11% since last year.

The risks associated with appointing an IFA are significantly mitigated as:

 Trustees and sponsors can seek assistance from their professional 
advisors to carry out checks on the IFAs they are appointing.

 The IFA would be certified as competent for defined benefit transfers.

 The IFA may also hold the Pensions Transfer Gold Standard  
accreditation, which is a cross industry accreditation managed  
by the Personal Finance Society.

 In the unlikely event that an IFA firm was to be subject to claims  
or a ban, then this would be resolved with the Financial Ombudsman,  
and any compensation due would be covered by the IFA’s  
insurance arrangements.

In fact, failing to adequately support members could lead to the trustees  
and sponsors being required to reinstate any lost funds due to scams or poor 
advice, such as the recent Northumbria Police Authority case (see overleaf).

Ultimately we believe that the risk of poor member outcomes is significantly 
reduced by having a paid-for IFA in place. This outweighs the risks of taking 
responsibility for choosing an IFA to support members.

Is there a risk to trustees and sponsors 
in being seen to endorse an IFA?
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Northumbria Police Authority Pensions 
Ombudsman case
- Last year there was a case heard by the Pensions Ombudsman of 

a police officer who transferred his benefits from the Police Pension 
Scheme to an unsuitable arrangement, which is alleged to be a scam.

- The receiving scheme was registered with HMRC and the advising IFA 
was registered with the FCA.

- After transferring to the receiving scheme, the value of the member’s 
pot plummeted and he was likely to only get back a small part of their 
original transfer. The member complained to the Pensions Ombudsman 
about the conduct of the Police Authority in relation to the transfer.

- The Police Authority had previously published the FCA’s Scam Stop 
leaflet on an intranet and had checked the HMRC and FCA registrations. 
However, the Pensions Ombudsman determined that the Authority had 
not fulfilled its duty to warn members about scams and to carry out the 
necessary enquiries before a transfer.

- The Police Authority was ordered to reinstate them member into the 
Police Pension Scheme at the Police Authority’s cost. This was likely 
to exceed £100,000.

- This may sound quite harsh on the Police Authority, but it does raise the 
question that if the member might have made a different decision had 
it provided more education or support.

Amy Bielby
Senior Associate

Wouldn’t it be amazing if all members could 
have access to quality advice? The majority of 
members take cash, sometimes on very poor 
value, without taking any advice at all – this 
alone may be worrying trustees.
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Process for selecting an IFA 

Truly independent – advice is not tied solely to the advisor’s own 
receiving arrangements. 

No commission or other incentives paid to the IFA  
for promoting specific products.

No contingent charging.

Good options for members – there should be the option of a low cost, 
simple receiving arrangement that is not high in investment or advice fees.

Ongoing advice can be valuable, but this should be optional and 
proportionate to the members needs.

Able to engage and communicate well with the scheme’s members. 

Holder of the Pension Transfer Gold Standard accreditation from the PFPS.

Permissions with the FCA to provide defined benefit transfer advice.

No links to unregulated third parties.

We work with a range of financial advisors, from large-scale firms to smaller 
ones providing a more personal or local service. When selecting an advisor, 
we recommend looking for advisors who are:

Contingent charging – how does it work?
It is common in the UK for IFAs to only make a charge to an individual 
if they recommend a transfer. This is known as contingent charging.

Some IFAs say that this is necessary because individuals won’t 
pay fees up front. Although this is understandable, it is hard to 
see how getting paid in this way doesn’t influence the advisor’s 
recommendation.

The commercial reason for contingent charging reduces or disappears 
if an advisor is formally appointed to act on the scheme.



How can XPS Help
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We used XPS’s IFA selection team to help us find 
a good quality advisor to support our members to 
make the right retirement decisions. XPS understood 
our needs and presented a range of suitable firms, 
providing guidance so we could fully understand what 
each were offering. 

We were able to appoint a firm that shared our strong 
commitment to looking after our people both at 
work and beyond it. I would be happy to recommend 
Simon and his team to any trustees considering 
appointing an IFA.

Gary Shirley – Trustee Director, Henry Boot Pension Trustees Limited 

10 years experience  
IFA selection

Over 10 exercises in  
the last 12 months alone

We work with over 
20 advisors with more 
being continually added 

Members under advice

10 10+ 20+

12,500



XPS Pensions Group is the largest pure pensions consultancy in the UK, 
specialising in actuarial, investment consulting and administration. The XPS 
Pensions Group business combines expertise, insight and technology to address 
the needs of over 1,000 pension schemes and their sponsoring employers 
on an ongoing and project basis. XPS undertake pensions administration for 
over 870,000 members and provide advisory services to schemes of all sizes 
including 25 with over £1bn of assets.

XPS Pensions Group won the 2019 Professional Pensions Actuarial/Pensions 
Consultancy of the Year and the 2019 Professional Pensions Third Party 
Administrator of the Year. XPS Pensions Group was also ranked the No.1 Third 
Party Administrator in the Professional Pensions 2019 survey for the fifth time  
in the last six years.

About XPS

© XPS Pensions Group 2019. XPS Pensions Consulting Limited, Registered No. 2459442. XPS Investment Limited,  
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Limited is authorised and regulated by the Financial Conduct Authority for investment and general insurance business (FCA Register 
No. 528774). This communication is based on our understanding of the position as at the date shown. It should not be relied upon for 
detailed advice or taken as an authoritative statement of the law.
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t 0113 467 3387

e simon.reddish@ 
xpsgroup.com

@xpsgroup

company/ 
xpsgroup

t 0113 284 8025

e amy.bielby@ 
xpsgroup.com

For further information, please get in touch with Simon Reddish or 
Amy Bielby or speak to your usual XPS Pensions contact.
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