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Disclaimer 

The Code is for guidance only and does not purport to constitute legal advice. The Code is not exhaustive and nothing in 

the Code can be relied upon as evidence of compliance with any other legal or regulatory requirement. The Code relates 

to circumstances prevailing at the date of its original publication and may not have been updated to reflect subsequent 

developments. 

Following the Code does not relieve a party of its legal or regulatory obligations and following the Code may not prevent 

a claim being brought against a party.  
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Steve Webb MP 

Minister of State for Pensions 

For some time I have been concerned about Incentive Exercises that involve bad practices. I have seen 

many examples of exercises that left me in no doubt action was needed. I was not prepared to stand by 

and allow this to continue - the risks were simply too great.  

 

There were risks for pretty much everyone involved. For members, the risk that they make the wrong 

choices that lead them to lose out on substantial amounts of income in retirement. For consultants, 

employers, advisers and insurers, the risk that some of the people who accept an incentive offer may in 

the future feel they were misled to transfer or modify their pensions in a way that turned out to be not 

suited to their needs.  

 

I was well aware that I was setting a difficult challenge to the pensions industry to develop a Code of 

Practice by the end of May 2012 that would improve standards and address my concerns.  

 

I am therefore delighted that such a wide range of stakeholders and practitioners have worked together to 

produce this Code so quickly. It sets challenging but realistic standards that will go a huge way to improve 

future Incentive Exercises and end the practices that I have been so concerned about. 

 

My Department will work closely with the industry Monitoring Body. Whilst I expect all employers to 

voluntarily follow the Code, the Government does not rule out future legislation, although I sincerely hope 

this does not prove necessary. 

 

I would like to thank the members of the industry Working Group for the tremendous commitment they 

put into developing the Code, and all the organisations represented on the Steering Group for setting the 

direction for this work. 

 

I commend the Code to you and urge everyone to follow it.  
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Margaret Snowdon  OBE 

Chairman of the Industry Working Group on Incentive Exercises 

At the end of 2011, prompted by the Pensions Minister’s concerns about some poor practices, I was given an 

interesting challenge, namely, to improve the standard of Incentive Exercises for pensions carried out in the 

UK, while preserving such exercises as a legitimate tool for sponsors to help manage the liabilities in their 

defined benefit pension schemes. On the surface, the two objectives might seem contradictory, but 

fortunately, a number of Incentive Exercises had already been carried out to a high standard and a number of 

organisations and individuals were keen to identify and extend this good practice more broadly.  

 

The idea of an industry Code of Good Practice was born. 

  

A Working Group was set up to include representatives from across the industry, who freely gave their time 

and expertise to produce this voluntary Code of Good Practice. I am very grateful to all who worked so hard 

over a relatively short period of time, and who gave priority to delivering the Code by the target date, and to 

their employers for generously agreeing. I am particularly grateful to the NAPF, the ABI, the DWP and the 

Steering Group, who provided support to the Working Group, as well as contributing technical expertise and 

advice. I am also grateful to eShare for providing us with an on-line collaboration tool, free of charge, so that 

the whole team could share a common workspace. Finally, my thanks go to the Wider Industry Forum, who 

reviewed and commented on the ideas and working drafts and kept our focus firmly on the art of the 

possible. 

 

A list of Working Group and Steering Group members and other contributors to the Code is on page 2 and a 

list of members of the Wider Industry Forum is included on page 29. 

 

We did not always agree, which is not surprising given the broad range of interests represented, but we did 

arrive at a version of good practice that could be supported by almost everyone and which, if followed, will 

substantially improve the safety and security of members, employers, advisers and insurers participating in 

Incentive Exercises in future. 

 

As practices are likely to evolve over time, an industry Monitoring Body will be set up to review the 

effectiveness of the Code, to consider how it may be improved and updated and if it proves necessary, to 

recommend legislative changes.  

 

I am proud of the Code and hope that you find it informative and helpful. Views and suggestions are welcome 

via the industry website or contact address shown on page 26.  

 



                                                                                               

8    

 

Introduction  

 

Status 

This Code is a voluntary Code that sets out good practice for Incentive Exercises.  

 

Whilst the Code is voluntary, the authors anticipate that all future Incentive Exercises will follow the spirit and 

principles of the Code. The authors of the Code do not expect employers, trustees or their advisers to look for 

creative ways to work around the Code. 

 

Whilst the Code is not a statutory code, and so would not be considered by the courts in relation to any matters 

considered by the court, the Pensions Ombudsman and the Financial Ombudsman Service will have regard to the 

Code, where appropriate, when dealing with a complaint involving an Incentive Exercise. 

 

The Code does not replace or over-ride existing requirements and guidance on Incentive Exercises. In particular, the 

Code deliberately does not address the legal and other responsibilities of the different parties, who will need to 

consider these in addition. The FSA’s Conduct of Business Sourcebook (and other relevant rules) continues to apply 

to FSA regulated activity.  

 

The Pensions Regulator welcomes the development of the voluntary the Code from the industry. The Regulator 

intends to publish new guidance that will rationalise its current publication, focussing on succinct core principles. The 

Regulator intends to support the Code in the new publication of its guidance, and anticipates early publication to 

limit any potential overlap that may cause confusion in how these exercises are conducted.  

 

The party initiating the offer, typically the employer, is responsible for following the Code and seeking to ensure that 

other parties follow the Code.  

 

Commencement date 

The Code applies to all circumstances where an offer is made available to a member after the date of publication of 

the Code.  

 

Where at the date of publication of the Code an offer has already been made to a member in writing, the exercise is 

outside of the scope of the Code. However, employers could still consider how relevant aspects of the Code could be 

applied given the nature of the offer to members and is the stage the exercise has reached.  
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Scope 

For the purposes of the Code, an Incentive Exercise is an invitation or inducement (generally referred to as an “offer” 

throughout this Code) provided to a member to change the form of their accrued defined benefit rights in a UK 

registered pension scheme, which meets both of the following tests: 

 One objective of providing the invitation or inducement is to reduce risk or cost for the pension scheme or 

sponsor(s); and 

 The invitation or inducement is not ordinarily available to members of the pension scheme. 

The Code broadly covers two types of Incentive Exercise: 

 

 Transfer Exercises involving transfers out of a defined benefit scheme. These include Enhanced Transfer Value 

exercises and Total Pension Increase Exchange exercises (and variants thereof); and 

 Modification Exercises within the DB scheme. These include Pension Increase Exchange exercises. 

These terms are referred to in the Code when differentiating between types of exercise. Examples of transactions 

that are out of scope are provided in the Supporting Information on page 27. 

 

The Code does not apply to the introduction of new benefit options in pension scheme rules that will subsequently 

be made ordinarily available to members. For example, the Code does not apply to the introduction of a pension 

increase exchange offer that is subsequently made available to members as a matter of course as they approach 

retirement. However, the Code would apply if existing pensioners were made a similar offer. Employers, trustees and 

advisers are encouraged to consider the extent to which it may be appropriate and helpful to members to apply 

some or all of the Code both at the time of introducing the option in the rules and at each time when the option is 

subsequently offered to a member. 

 

Purpose 

The key objectives of the Code are to help ensure that all Incentive Exercises enable members to make informed 

decisions and better choices, whilst permitting exercises and options to be offered in a responsible manner, and that 

exercises are: 

o carried out fairly and transparently; 

o communicated in a balanced way and in terms that members can understand; 

o available with appropriate financial advice (or in some limited circumstances, financial guidance) that is 

paid for by the party initiating the exercise (typically the employer);  

o able to achieve high levels of member engagement; and   

o provided with access to an independent complaints and compensation process. 
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Glossary 

A Glossary of Definitions is included in the Supporting Information on page 23 to describe what is meant by various 

terms. These terms are highlighted in bold in this Code.  

 

Practitioners’ Notes 

Practitioners’ Notes have been published together with the Code. The Practitioners’ Notes provide additional 

commentary and examples that may be helpful in the following areas: 

o Scope and coverage of the Code 

o Illustrative Advisory Process 

o Illustrative Insistent Customer Reporting Process 

o Advice for Pension Increase Exchange exercises 

o Advice for Total Pension Increase Exchange exercises 

o Record Keeping 

o Cooling off Periods 

o Balanced Deal Calculations 

The Practitioners’ Notes have been produced for use in conjunction with the Code but do not have to be followed in 

order to follow the Code.  

Any questions or comments on the Code should be emailed to:  

info@incentiveexercises.org.uk 

 

mailto:info@incentiveexercises.org.uk
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The Principles for Following the Code 

The Code is made up of 7 principles supplemented by information on how to apply those principles.  

 

The Principles 

To follow the Code there are 7 principles that should be followed. These are: 

  

1. No Cash Incentives should be offered that are contingent on the member’s decision to accept the offer.  

 

2. For Transfer Exercises, Advice should be provided to the member. For Modification Exercises, either:  

a. Advice should be provided to the member, or; 

b. A Value Requirement should be complied with and Guidance should be provided to the member. 

 

3. Communications with members should be fair, clear, unbiased and straightforward. 

 

4. Records should be retained by the various parties involved in an exercise so that an audit trail is 

maintained that can be examined in future. When providing Advice, the Member Adviser should record 

and report on Insistent Customers to the other parties. 

 

5. Exercises should allow sufficient time for members to make up their mind with no undue pressure 

applied. 

 

6. Incentive Exercises should only be offered to members who are over age 80 on an “opt-in” basis. 

Member Advisers should adhere to a Vulnerable Client policy when providing Advice. 

 

7. All parties involved in an Incentive Exercise should ensure that they are aware of their roles and 

responsibilities and act in good faith in the areas over which they have direct control. 

 

 

Steps that should be taken in order to apply the principles are set out below. 
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How to apply the Principles 

PRINCIPLE 1: No Cash Incentives. 

Cash Incentives include anything which has a value to the member that is not a pension benefit arising from a UK 

registered pension scheme. This includes payments in cash, goods and services.  

 

How to apply this principle 

 To follow the Code, there are no circumstances in which a Cash Incentive can be offered to a member 

where the incentive is only available if the member accepts the Incentive Exercise offer. 

 Cash payments designed to encourage members to engage with the process and that are not on the 

condition that the offer is accepted (for example incentives to encourage members to engage with Member 

Advisers before making a decision on whether or not to accept an offer) are permissible. The expectation is 

that these incentives would usually be of relatively small material value (for example £100 retail vouchers 

offered and paid to members who actively participate in the advisory process, regardless of their decision 

on the offer). It must be made clear to members that accepting any incentive to engage with Member 

Advisers does not put them under any pressure to accept the offer. 

 Members over age 55 (or in certain circumstances age 50) may be entitled to cash from their pension 

scheme. For the avoidance of doubt, this principle of the Code does not restrict exercises that provide 

opportunities for members to access tax-free cash at retirement in the normal way. 

 For Modification Exercises, the offer must not include a significant immediate lump sum. For example, 

backdating a Pension Increase Exchange for a short period for the specific objective of administrative 

simplicity (usually no more than a few months) is acceptable but back-dating with the objective of creating 

an additional Cash Incentive to accept the offer would not be following the Code. 

PRINCIPLE 2: For Transfer Exercises, Advice is provided. For Modification Exercises, 
either Advice is provided or a Value Requirement is complied with and Guidance 
provided. 

 

How to apply this principle 

 

Section A below is on how to meet the Value Requirement. Section B is on how to provide Advice or Guidance. 

 

A. Meeting the Value Requirement 

For a Modification Exercise to meet the Value Requirement: 

 a Balanced Deal Calculation must be undertaken and  

 the Balanced Deal Percentage must be 100% or more.  
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The Balanced Deal Calculation is a calculation of the expected present value of members’ additional benefits to be 

awarded following the Modification Exercise (assuming 100% take-up) as a percentage of the expected present 

value of the benefits being given up, to arrive at the Balanced Deal Percentage. It is an aggregate calculation for all 

members who are informed that the Modification Exercise offer is open to them (including any members who are 

informed of the exercise on an “opt-in” only basis). The Balanced Deal Calculation will result in a single Balanced 

Deal Percentage figure for all members. 

 

For example, with a Pension Increase Exchange exercise the Balanced Deal Percentage is: 

 

Present value of the additional pension following the Pension Increase Exchange 

 

Divided by 

 

Present value of the pension increases given up as part of the  

Pension Increase Exchange 

 

This calculation must be undertaken using the framework for actuarial equivalence tests under section 67 of the 

Pensions Act 1995 (the subsisting rights provisions). This requires a comparison of the actuarial value of members’ 

accrued rights on an actuarial basis consistent with that used to calculate cash equivalent transfer values (CETVs) 

from the pension scheme. The Balanced Deal Calculation must ignore any reduction in CETVs arising from 

underfunding.   

 

Whilst the Code does not require each member’s individual balanced deal calculation to exceed 100% in order for 

the Balanced Deal Percentage to be in excess of 100%, approaches to designing Modification Exercises that leave 

some members materially below 100% of the Balanced Deal and others materially above should be avoided.  

 

It is recognised that CETV bases change following changes in market conditions, typically monthly or quarterly. A 

pragmatic approach to addressing these timing issues when assessing the Balanced Deal Percentage is acceptable, in 

particular: 

 

 Calculations of the Balanced Deal Percentage may be completed based on market conditions (and a CETV 

basis) as at a date within 3 months prior to the date the offer is issued to members. 

 Once the offer has been issued to members, and the Balanced Deal Percentage has been communicated to 

members, the Balanced Deal Percentage and the communications do not need to be revisited for the 

period of an offer (up to 6 months). 

The Balanced Deal Percentage must be communicated prominently to members (see how to apply principle 3).  
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B. Providing Advice and Guidance 

 

Where Advice is provided, key points on how this should be carried out are described below. The table further below 

shows which points apply where Guidance is provided. 

 

1. Impartial financial Advice by a Member Adviser that can show independence from the party making the offer 

should be made readily accessible to all members who are part of the offer, and promoted clearly. Where 

existing employer or trustee advisers play a role in Advice to members, they will need to ensure that an 

appropriate conflict of interest policy is established and relevant disclosures are made to all parties.     

2. The Member Adviser should be suitably qualified and experienced. For advice that is regulated by the Financial 

Services Authority (FSA), the Member Adviser will need to comply with the FSA’s requirements. For other 

Advice, the Member Adviser will need to demonstrate suitable qualifications and experience, which should be 

disclosed to the member. 

3. The contract between the Member Adviser and the member should make clear that the member has legal 

recourse to the Member Adviser if necessary in the future; should clearly state the complaints process; should 

clearly state any limitations in liability (which should be reasonable) and should refer to any relevant 

Professional Indemnity (PI) insurance (where permitted by the PI insurer).  

4. The party initiating the offer (typically the employer) should pay for the Advice and associated services, for 

example helplines and the Transfer Value Analysis report production. Remuneration for Advice must not be 

related to take up rates or involve commission. These points should be communicated to the member.  

5. The Advice should be tailored to the individual and their circumstances as a whole including consideration of all 

materially relevant factors known after reasonable enquiries. This applies whether or not the Advice is a 

regulated FSA activity. To do this, the Member Adviser will need to collect personal information from the 

member using a fact find or similar process. The Member Adviser should: 

 Follow Know Your Client principles and should have, and should follow, a written Vulnerable Client policy.  

 Assess Suitability, including an assessment of the member’s capacity for loss, their attitude to risk and their 

ability to manage risk.  

 Assess the relative value and risk of the member’s current benefits (including discretionary benefits and 

benefit options) and the alternative benefits they are being offered (this may involve presenting benefit 

projections and/or values to members). This assessment should be made bearing in mind the potential 

implications for the member in the short, medium and long term, and considering various outcomes based 

on different events (for example early retirement, ill health, death). 

 Consider the extent to which the strength of employer’s financial strength and its covenant to the pension 

scheme, and the protection offered by the Pension Protection Fund and FSCS might be relevant factors to 

the Advice. 

6. Advice should include at least one face-to-face or telephone meeting with the member. Face-to-face meetings 

should be available to all members who are classified as Vulnerable Clients.  
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7. The Advice should result in a written, tailored Recommendation to each member that is in each member’s best 

interests and should explain the reasons for the Recommendation.  

8. For Transfer Exercises, the Advisory Process should be structured so that a member is required to take Advice 

before the offer can be accepted. This should be clearly communicated in early member communications. In the 

majority of cases the Advice will be regulated by the FSA. Where this is not the case the Member Adviser should 

apply the same processes and principles as would apply to FSA regulated advice (for example, on a transfer to a 

DC occupational scheme, the Member Adviser should follow the same process as if it was a regulated transfer to 

a personal pension). 

For Modification Exercises that do not meet the Value Requirement, the Communications and Advisory 

Process should be structured so that Advice is strongly recommended. However, if a member does not wish to 

engage Advice, the Member Adviser may, as an alternative, provide Guidance and the member may be 

permitted to accept the offer if the member signs a suitably worded statement that confirms that they were 

offered Advice but did not accept it and they accept the consequences of this.  

For Modification Exercises that meet the Value Requirement, the Communications and guidance process 

should be structured so that it is a requirement to take Guidance before the offer can be accepted. 

Nothing in this Code should be taken to mean that the member may not, as an alternative, or in addition, seek 

Advice or Guidance from their own financial adviser. Where a member seeks Advice from their own financial 

adviser for a Transfer Exercise, there should be clarity between all parties as to which adviser is taking 

responsibility for the Advice. Where a member seeks Advice or Guidance from their own financial adviser for a 

Modification Exercise, the member will need to at least engage with Guidance and (if appropriate) sign a 

statement saying they do not want Advice from the employer’s selected Member Adviser. 

9. Employer advisers and Member Advisers should not promote themselves by reference to the features of their 

own Advisory Process that are designed to result in higher take-up rates (for a given level of engagement with 

Advice). For the avoidance of doubt, it is acceptable for advisers to promote themselves by reference to 

innovative ideas to encourage engagement with Advice.  

The following table shows which of the above points apply when providing Guidance (these differences are also 

listed at the end of the Glossary of Definitions):  
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Key points to provide Advice Does this also apply to 

Guidance? 

(Yes/No/Partial) 

Comments 

1. Impartial financial Advice by 

Member Adviser independent 

from employer 

Y  

2. Member Adviser suitably 

qualified and experienced 

Y  

3. Contract between member 

and Member Adviser specifying 

legal recourse for member 

N No need for a written contract under Guidance 

4. Advice paid for by party 

initiating offer 

Y  

5. Advice tailored to individual 

and their circumstances as a 

whole 

Partial Guidance should be as complete and relevant 

as possible but not a written fact-find; Guidance 

does not require following Know Your Client, 

Vulnerable Client and Suitability procedures 

6. Advice includes at least one 

face to face or telephone 

meeting 

Partial No need for face to face meeting to be offered 

to Vulnerable Clients under Guidance but at 

least one telephone meeting in all cases 

7. Advice results in tailored 

Recommendation to each 

member 

Partial Recommendation not required under Guidance 

but record of conversation required to be 

provided to the member  

8. Advice or Guidance is 

required 

Y As indicated in the text 

9. Employer advisers and 

Member Advisers should not 

promote themselves by take-up 

rates 

Y  
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PRINCIPLE 3: Communications should be fair, clear, unbiased and straightforward. 

 

This section has been written primarily with the employer’s communications to members in mind and assumes that 

the employer is the party making the offer. The Member Adviser should also apply these points in their member 

communications (unless the point is irrelevant). The trustees and any other party (for example Insurers, employer 

advisers) who communicate with members should also apply these points when communicating to members about 

the offer unless irrelevant or inappropriate in the context. 

 

How to apply this principle 

 

1. Communications should be fair, clear, not misleading and, wherever possible, use plain English. This includes 

ensuring the following principles (drawn from The British Code of Advertising, Sales Promotion and Direct 

Marketing) are met:  

 

 Honesty: no party should exploit the credulity, lack of knowledge, or inexperience of members. 

 

 Truthfulness: no Communication should mislead, or be likely to mislead, by inaccuracy, ambiguity, 

exaggeration, omission or otherwise. Communications must not omit, hide or provide in an unclear, 

unintelligible, ambiguous or untimely manner any material information. 

 

 Fear and distress: no Communication should cause fear or distress without good reason. 

 

2. Communications should be unbiased and straightforward. Employer Communications should be factual and 

should simply inform the member of the offer and the process. Employer Communications should not attempt 

to influence the member one way or another.  However, the member may be encouraged to engage with the 

Advisory Process. 

 

3. In preparing Communications, employers and other parties should consider: the member’s perspective; the 

nature of the decision for them and their needs in making that decision. 

 

4. There should be an initial written communication from the employer that includes at least the following 

information (it will invariably be appropriate to include further information to follow the Code and ensure that 

the offer is understood by members): 
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 A clear statement that the member does not need to accept the offer and the default position if the 

member takes no action. 

 

 A description of the offer – what is being given up, and what is being offered, including the benefits and 

risks of both alternatives.  

 

 The employer’s reason for making the offer. 

 

 Warnings about the potential downside risks of accepting the offer. 

 

 Easy to find contact details to be used if the member wishes to take the next step (usually this will be a 

telephone number for the Member Adviser). 

 

 Contact details for the Pensions Advisory Service and their availability at any time to assist members in 

connection with any pensions query they may have. 

 

 Contact details for the Pensions Ombudsman and an explanation of their role in case of the potential need 

for redress. 

 

 An explanation of the role of the Pension Protection Fund (and FSCS where applicable) and how this is 

relevant to the exercise. 

 

 An explanation of the roles of FSA and the Pensions Regulator as appropriate to the exercise. 

  

 A prominent statement that this Code has been followed. 

 

 Prominent statements of compliance with any other relevant requirements or guidance. 

 

 For Modification Exercises, the Balanced Deal Percentage and an explanation of what this means. 
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 If the Balanced Deal Percentage is less than 100%, a clear and open explanation of the expected gain to the 

employer and expected loss to members if the offer is accepted, making it clear that the security of the 

scheme is the employer’s responsibility.     

 

5. Charts, tables of figures and descriptions should illustrate the risks and benefits of an offer in a fair and balanced 

way. For example: 

 

 For Pension Increase Exchange exercises, projections of future pensions should continue to at least the 

average expected lifetime of a member based on the same age and sex, and should be based on a suitably 

wide range of future inflation assumptions; charts should be to scale and appropriate to the member to 

ensure the correct impression is given. Consideration should also be given as to how to fairly communicate 

any impact on dependants’ pensions.  

 

 For Enhanced Transfer Value exercises, illustrations of risk (if included) should include a suitably wide range 

of possible future inflation, investment return and annuity price outcomes.  

 

6. Communications should be tailored and meet the needs of the intended audience, ensuring that they are 

relevant, accessible, comprehensive and focus on the key and important points.  

 

7. Where presentations are held the employer should ensure that those who are unable to attend can access the 

information at the same time as attendees or shortly afterwards.  

 

8. The employer may remind the members of the deadline by which decisions need to be made. A reminder should 

be brief and should make it clear that the member does not have to take up the offer but, if they do want to 

accept, they need to respond by the deadline date. A reminder letter may restate the offer to the member. A 

reminder letter should not seek to influence members, for example by informing them of take-up rates to-date. 

 

9. All parties to an offer should promptly circulate all template Communications to the other parties associated 

with an offer who have an interest in those Communications and provide adequate opportunity for consultation 

and comment before issue.  

PRINCIPLE 4: Records should be retained and Insistent Customers should be 

reported.  

 

Record retention provides protection for all parties by providing the evidence of what was intended and what 

actually transpired. It provides an objective source of evidence to confirm that an Incentive Exercise has sought to 

follow the Code and assists in the resolution of complaints and disputes.  
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How to apply this principle 

 

All parties should be mindful of their duty to retain appropriate records to meet statutory and regulatory obligations. 

They should also consider how they would make available records of their decisions and the information used in 

their consideration. It is likely that such records will need to be retained indefinitely to satisfy this principle. 

 

Where providing Advice rather than Guidance, the Member Adviser should record and report on Insistent 

Customers to the other parties (the employer, the trustees, the where applicable the Insurer). In order to follow this 

requirement without breaching member confidentiality, it may be necessary to seek the member’s permission 

(perhaps as part of the member offer acceptance form) for evidence of their acceptance of the offer to be passed to 

the Member Adviser. The Member Adviser can then collate a report for the other parties on the outcome of the 

Advisory Process, and which members have followed the Recommendation. The report can be on a summary 

aggregate basis.  

PRINCIPLE 5: Exercises should allow sufficient time. 

 

Incentive Exercises should not be rushed. Members should have sufficient time to consider offers and to contact the 

Member Adviser to raise questions, and reflect on the issues, before proceeding. Members should not feel under 

undue pressure when considering an offer.  

 

How to apply this principle 

 

1. The Communication and Advice timetable, and any reminder letters, should not put undue pressure on 

members to make quick decisions. 

 

2. From the date of receiving the final information and communications on the offer, members should be provided 

with at least three months to make a decision. 

 

3. From the date the final piece of Advice or Guidance has been provided, members should be given at least two 

weeks to make a decision before the final deadline. 

 

4. It is recognised that some employers may wish to set a fixed cash budget to spend on an Incentive Exercise (for 

example the employer may have a fixed cash budget to spend on topping up transfer values). In such cases, 

particular care should be taken with Communications so that they are not perceived as putting undue pressure 

on members – for example, the communication of “first come first served” should be avoided. Employers should 

not set cash budgets with an objective of encouraging take up of an offer.   
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5. A two week cooling off period should be provided to members, from the point at which each member returns 

his/her option forms. For Modification Exercises, this means designing option forms such that they allow 

members to change their decisions within two weeks. For Transfer Exercises, this means retaining the transfer 

value within the scheme for two weeks, before transferring it to the Insurer. (The parties will need to liaise 

closely with the Insurer so that members are not confused by any subsequent FSA required cooling off notice.)  

As this introduces additional out-of-market risk for members, it would be appropriate to bring this to the 

attention of members early on in the communication process so that members are fully aware of this additional 

delay and the reasons for it. 

 

6. It is recognised that some decisions are necessarily time critical (for example, the acceptance of an annuity 

quotation) and where this is the case, there will be less time available. To meet this principle, information and 

advice should be provided to members in a timely way within these constraints so as to avoid undue pressure.  

PRINCIPLE 6: Treatment of Vulnerable Clients. 

 

How to apply this principle 

 

1. For exercises where pensioner members are included: 

 

 Pensioners under age 80 may receive an offer pack. 

  

 Pensioners aged 80 and over should only receive a short letter to notify them that the exercise is taking 

place and that they will not be contacted again unless they get in touch to ask for an offer pack. This 

letter should be unbiased, factual and not seek to influence the member one way or the other. 

 

2. For all members, regardless of age, the Member Adviser should have a Vulnerable Client procedure and should 

follow it when providing Advice. It is acceptable for a different procedure to apply when providing Guidance.  

 

3. More generally, those initiating the exercise may choose to target only specific groups of members who may be 

more likely to benefit from an Incentive Exercise and this is acceptable under the Code. If they do so, care must 

be taken to comply with all relevant legislation (for example, age discrimination legislation). 

Principle 7: Aware of roles and responsibilities and acting in good faith 
 

The following points describe key roles and responsibilities in Incentive Exercises and how parties should follow the 

Code in their areas of control. This has been written on the assumption that an employer associated with a pension 

scheme is the party making the offer. If another party is making the offer these points should be interpreted 

accordingly. 
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How to apply this principle 

 

1. It is the responsibility of advisers (for example actuarial and legal advisers of employers and trustees) to ensure 

that their clients are aware of the Code if they are asked to advise on an Incentive Exercise and pro-actively 

bring to their attention any areas that they become aware of that are not being followed. 

 

2. If an employer is considering an Incentive Exercise, they should engage with the trustees of the pension scheme 

at an early opportunity and confirm to the trustees whether or not it is their intention to follow the Code. 

 

3. The employer, with the help of their advisers, is ultimately responsible for ensuring the Code is followed and 

reporting on this to the other parties involved in the exercise.  

 

4. The Code envisages that trustees, providers and Member Advisers may choose not to participate in an exercise 

that does not follow the Code, other than where there are clear reasons to depart from the Code and those 

departures do not adversely affect the protection of members and other stakeholders, although this should not 

be taken to over-ride other legal obligations of the various parties. 

 

5. The primary duty of trustees is to comply with trust law, which includes for example seeking to protect the 

security of existing accrued benefits. Following the Code is not a legal duty for trustees. Trustees should seek 

advice on their responsibilities in relation to a particular Incentive Exercise at an early opportunity. The Code 

deliberately does not address trustee responsibilities as they may vary in different cases depending on the facts. 

This is likely to at least include trustees seeking advice on the following: data protection matters, conflicts of 

interest, their own Trust Deed and Rules, and the extent to which they should satisfy themselves that the design 

of the offer, the Communications and the Advisory Process are appropriate for members.  

 

6. Employers and trustees will need to consider their responsibilities in relation to the Balanced Deal Calculation. 

Trustees may wish to validate an employer’s calculation of a Balanced Deal Percentage. Trustees and employers 

should allow the other party adequate time to consider and respond to any proposals in a timely manner. 

 

7. The trustees should play a role in ensuring that the Communications principle (principle 3) is met. The employer 

and other parties (as appropriate) should confirm to the trustees that this principle has been followed. In this 

connection the trustees may also choose to review, and ask their advisers to review, written material, Member 

Adviser scripts for member Advice and/or Guidance.  

 

8. The Insurer has a duty of care to its policyholders. Therefore the Insurer should seek sufficient information to be 

assured that any transactions received and that are covered in the scope of the Code have followed the Code. 

Where the Insurer is not assured, the necessary governance procedures should be in place to make and record a 

formal decision whether to accept the transactions.  

 

9. Adoption of the Code will be monitored. Employers, trustees and advisers should therefore assume that they 

will be asked to provide information about an exercise, and may also be asked to take part in research.  

 

10. Discussions are ongoing with The Pensions Regulator on whether reporting on Incentive Exercises might be 

included within their scheme return. Any concerns about the running of an Incentive Exercise, for example 

reports of coercive, pressuring, or misleading behaviour, or any concerns about the structure or conduct of 

parties involved in an exercise, should be reported to the Pensions Regulator. DN Yet to be agreed with TPR 

 

The Pensions Regulator  Address:  Napier House   Tel.: 0845 600 0707 

 Trafalgar Place 

Brighton BN1 4DW 
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Supporting Information 

 

Glossary of Definitions 

 

Advice* – Every aspect of the advice given to members that leads to a written Recommendation, including: the 

Advisory Process, the pre-advice information provided to the member, the collection of information from members 

using fact-finds, the verbal advice given to the member, the actual recommendation, and all advice supporting 

documentation. The Recommendation to members should be clear and unambiguous.  

 

Advisory Process – The process of taking general information, and specific information from the member, and 

leading towards a Recommendation. 

 

Balanced Deal Calculation – a calculation completed for a Modification Exercise, typically a Pension Increase 

Exchange exercise, to value members’ benefits before and after the Modification Exercise using the framework of 

Section 67 of the Pensions Act 1995, and to compare the two, so as to assess the Balanced Deal Percentage. 

 

Balanced Deal Percentage – the result of a Balanced Deal Calculation; a single result will apply to all members for a 

particular exercise.  

 

Cash Incentives – Any part of the Incentive Exercise offer which has a value to the member that is not a pension 

benefit arising from a UK registered pension scheme and which is contingent on the acceptance of the offer. This 

includes payments in cash, goods and services of value which are immediately available to the member on 

completion of the exercise. It also includes cash, goods and services of value – including additional salary increases – 

which are available in instalments or deferred until a later date. For the avoidance of doubt, this refers to additional 

amounts beyond (or earlier than) what an individual could otherwise receive from a UK registered pension scheme.  

 

Communications –  communications to members in relation to an offer. This includes all written and verbal 

communications from all parties, depending on the context.  

 

Enhanced Transfer Value – an offer made as part of an exercise where a member or members of a UK registered 

defined benefit pension scheme are offered an enhancement to the transfer value(s) that would otherwise have 

been available to them (or another inducement to transfer). 

 

Guidance* - Every aspect of a process by which a member is assisted by a Member Adviser in making a decision, by 

the Member Adviser being available to answer questions, provide information, educate and explain relevant issues 

to the member. There is no formal written contract with the individual, and no Recommendation is made to the 
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individual. For the purposes of the Code the provision of Guidance must be backed up with a written record of the 

Guidance that is issued to the member. 

 

Incentive Exercises – an invitation or inducement (generally referred to as an “offer” throughout this Code) provided 

to a member to change the form of their accrued defined benefit rights in a UK registered pension scheme, which 

meets both of the following tests: 

 One objective of providing the invitation or inducement is to reduce risk or cost for the pension scheme or 

sponsor(s); and 

 The invitation or inducement is not ordinarily available to members of the pension scheme. 

The Code broadly covers two types of Incentive Exercise: Transfer Exercises and Modification Exercises.  

 

Insistent Customer –  a member who has received Advice and chooses to act contrary to the Recommendation in 

relation to acceptance of the offer. A member who acts contrary to another part of the Recommendation is not an 

Insistent Customer for the purposes of this Code. 

 

Insurer or Pension Provider – the insurance company that is offering the investment product that receives a transfer 

from a UK registered defined benefit pension scheme. Example products include a personal pension, stakeholder 

pension, annuity or income drawdown product.   

 

Know Your Client – used in the same way as for FSA requirements, referring to the process by which a Member 

Adviser ascertains relevant information about their client, including whether they are a Vulnerable Client, before 

being able to assess Suitability.  

 

Member Adviser – The party providing Advice or Guidance to the member. This term may be used to refer to the 

individual adviser or his/her firm depending on the context.  

 

Modification Exercise –  an Incentive Exercise that involves an offer to members to change the terms of their 

accrued defined benefit rights usually within the same trust; typically a Pension Increase Exchange exercise. 

 

Monitoring Body – the body established to monitor the Code.  

 

Pension Increase Exchange – an offer made as part of an exercise where a member or members of a UK registered 

defined benefit pension scheme are offered an enhancement to their pension income (or another inducement) in 

return for surrendering all or part of their future pension increases.   
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Recommendation – A final written recommendation provided to members. This includes a clear statement on 

whether or not the Member Adviser recommends the offer is accepted and if there are options on implementation, 

which options should be selected.  

 

Suitability – used in the same way as for FSA requirements, referring to the assessment of whether a financial choice 

and/or financial product is suitable for a client. 

 

Total Pension Increase Exchange – an offer made as part of an exercise where a member or members of a UK 

registered defined benefit pension scheme (typically over age 55) are offered a transfer value to an immediately 

vesting annuity, income drawdown arrangement or other similar product. 

 

Transfer Exercises – an Incentive Exercise that involves an offer to members to transfer defined benefit rights out of 

their pension scheme; typically an Enhanced Transfer Value exercise or a Total Pension Increase Exchange exercise. 

 

Value Requirement – a Modification Exercise meets the Value Requirement test if the assessed Balanced Deal 

Percentage is at least 100%. 

 

Vulnerable Clients – used in the same way as for FSA requirements, referring to clients who may be particularly 

vulnerable by virtue of age, health, understanding etc, and who may therefore require special treatment. 

 

* Differences between Advice and Guidance include the following:  

 Guidance does not require a written contract between the member and the Member Adviser (the Member 

Adviser firm may wish to consider whether any Communications imply there is a verbal contract). 

 When providing Guidance, the Member Adviser may require the member to confirm by signature that a 

Recommendation has not been provided and Advice has not been given. 

 Guidance does not require the collection of, and retention of, personal information about the member and their 

attitude to risk etc (for example using fact finds). 

 Guidance does not require a written Recommendation to be made to the member but does require a written 

record of the Guidance to be issued to the member. 

 Whilst Member Advisers should make reasonable efforts to ensure that Guidance covers all the relevant issues, 

Guidance need not be complete if the member has little interest in discussing particular issues. 

 When providing Guidance, there is no need to follow Vulnerable Clients and Know Your Client procedures, 

although the Member Adviser should bear in mind these principles when giving Guidance (Guidance does not 

require a face to face meeting to be available to Vulnerable Clients). 

 When providing Guidance, there is no need to record and report Insistent Customers.  
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Ownership, Maintenance and Monitoring of the Code 

 

An independent industry body will become responsible for ownership, maintenance and monitoring of the Code. It 

will be a volunteer body representing key industry interests.  

 

The Monitoring Body will “own” the Code and will make it available to the industry, promoting it as necessary. 

  

Maintenance will involve liaising with stakeholders to ensure the Code remains fit for purpose as well as making and 

communicating version changes. The Monitoring Body will seek to achieve this through encouraging practitioners to 

share experiences of exercises, in a non-attributable way. It will not seek to interfere with exercises and will not 

publish information on exercises that would identify any scheme or stakeholder, but it will use statistics collected on 

exercises and the extent to which they follow the Code, as provided by the industry and where relevant via 

information collected by the Pensions Regulator. The Monitoring Body will ensure full compliance with Data 

Protection Act principles in the sharing and use of such information.  

 

Modifications to the Code may be considered where these are in line with the objectives of the Code. 

 

The Monitoring Body will not have an advisory role. For example, it will not clarify what is meant by the Code or 

confirm whether specific actions are in line with the Code. 

 

If there is evidence of significant departures from following the Code, the Monitoring Body might recommend 

Government to introduce legislation. 

 

One area that the Monitoring Body will be monitoring over time will be the extent to which employers introduce 

offers outside of the scope of the Code (for example, Pension Increase Exchange options offered ordinarily at the 

point of retirement) and do not appropriately apply relevant principles of the Code. 

 

Comments on the Code and monitoring may be directed to: 

 

info@incentiveexercises.org.uk 

or via the website www.incentiveexercises.org.uk 

 

 

 

mailto:info@incentiviseexercises.org.uk
http://www.incentiveexercises.org.uk/


                                                                                               

27    

Examples of transactions that are out of Scope  

For the avoidance of doubt, the following transactions are outside the scope of the Code: 

 An individual member transfer request which is in line with normal ongoing terms for the scheme – both in 

financial terms and associated communication / any financial advice. 

 Transfers or modifications made without member consent accompanied by the required certificate from the 

scheme actuary. 

 Transfers with member consent from one defined benefit scheme to another defined benefit scheme where 

identical benefits are being provided. 

 Changes to defined benefit schemes solely relating to future accrual for active members (i.e. not affecting 

accrued rights and entitlements). 

 Member options ordinarily available on certain events, such as retirement or leaver processes, including 

early retirement and options to commute pension for a tax-free lump sum. 

 Securing benefits with an insurance company or any transfer value offered after a wind up has been 

triggered which is an equivalent value alternative to a buy out. 

 Any situation involving only defined contribution pension rights.  

However, employers, trustees and advisers should be mindful of the principles of the Code and seek to ensure that 

changes to benefit options offered by the scheme will maintain suitable protection of members’ interests. In some 

cases it may be appropriate to apply some aspects of the Code to exercises that fall outside the scope of the Code. 

For example changes to defined benefits for current employees such as introducing restrictions on pensionable pay 

may impact accrued rights over time. Employers, trustees and advisers are encouraged to consider the extent to 

which it would be appropriate and helpful to members to apply some or all of the Code in such situations.   

 

Complaints and Redress 

Evidential value of the Code 

The Pensions Ombudsman, the Financial Ombudsman Service and the courts often consider industry and 

Government codes of practice when deciding cases. And although each case will be decided on its own merits, 

following publication of this Code, where employers and advisers are unable to demonstrate they have followed the 

Code in good faith then the ombudsman or the courts may take this into consideration when deciding the case.  

 

Making a complaint 

Should a member have cause to complain about an Incentive Exercise, this should in the first instance be raised with 

the employer, administrator of the pension scheme or Member Adviser as appropriate. If the complaint is against 

the trustees, the member will need to go through the scheme’s formal Internal Dispute Resolution Procedure (IDRP). 

The member should be aware that there are time limits within which the complaints procedure should be instigated. 

 

The Pensions Advisory Service (TPAS) 

TPAS is an independent, non-profit organisation, providing free and impartial information to members. The Pensions 

Ombudsman expects complainants to have consulted TPAS before coming to him.  
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The Pensions Advisory Service 

11 Belgrave Road 

London 

SW1V 1RB 

020 7630 2250 

 

The Pensions Ombudsman  

The Pensions Ombudsman may consider a complaint about the management or administration of a pension scheme 

including in relation to Incentive Exercises. Current, former or potential members of an occupational or personal 

pension scheme may make a complaint. This may be against the trustees, manager, or administrator of a pension 

scheme or the employer. Trustees or managers of an occupational pension scheme may bring a complaint against 

the scheme’s participating employer (or a trustee or manager of a different scheme). Employers may bring a 

complaint against the trustees or manager of the same occupational pension scheme. 

The Office of the Pensions Ombudsman 

11 Belgrave Road 

London 

SW1V 1RB 

020 7630 2200 

 

Financial Ombudsman Service (FOS) 

FOS may be able to help with complaints about sales or advice given by FSA regulated financial firms. 

The Financial Ombudsman Service 

South Quay Plaza 

183 Marsh Wall 

London 

E14 9SR 

0800 023 4567 

 

The Pensions Ombudsman and FOS have an agreement in place known as a Memorandum of Understanding by 

which they ensure that complaints are directed to the correct office and that complaints that may straddle the two 

jurisdictions are dealt with appropriately. 
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Wider Industry Forum  

 

Darren Wateridge AEGON  

James Knight AEGON 

Jane Vass Age (UK)  

James Ellison Alexander Forbes 

Garry Appleton Alexander Forbes 

Andrew Parncutt Alliance Boots 

Ben Roe Aon Hewitt 

James Pinnock Aon Hewitt  

Steve Gay Association of British Insurers 

Yvonne Braun Association of British Insurers 

Margaret Craig Association of British Insurers 

Param Basi  AWD Group plc 

Mike Morrison AXA Wealth  

Annelis Brophy Barclays 

Simone Macmillan Barclays 

Nick Griggs Barnett Waddingham LLP 

Shameen Hossenboccus BDO LLP 

John Hubbleday BDO LLP 

Richard Farr BDO LLP 

Graham Wardle BESTrustees plc 

Clive Weston Boots 

Ronnie Murray BP 

John Wastnage  British Chambers of Commerce 

Kevin O’Boyle British Telecommunications plc  

Paul Rogers British Telecommunications plc 

Warren Firth  Broadstone Ltd 
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Mark Stocker Buck Consultants 

Kenneth Donaldson Capita 

John Rogers Capital Cranfield Trustees Ltd 

Teresa Perchard Citizens Advice Bureau 

David Sankey CTC Software  

Robert Young Culver EBC Ltd 

Tony Clare Deloitte 

P Wheeler Ernst & Young 

Bruce Moss eValue FE Ltd 

Graeme Fisher Federation of Small Businesses 

Paul Moloney First Actuarial LLP 

Hilary Salt First Actuarial LLP 

Martin Palmer Friends Life 

Martin Mannion GlaxoSmithKline plc 

Philip McEvoy  GMB 

Naomi Cooke GMB 

Jonathan Sarkar Goldman Sachs 

Neil Messenger     Grant Thornton LLP 

Alistair Russell-Smith Hymans Robertson 

Ian Eggleden Independent Pension Trustee Group 

Richard Boniface Independent Trustee Services Ltd 

Mary Louise Wedderburn Institute of Chartered Accountants in England and Wales  

Liz Cole Institute of Chartered Accountants in England and Wales  

Christine Jackson ITV plc 

Charles Cowling JLT Group 

Nigel Manley JLTGroup 

Malcolm Reynolds JLT group 

Stephen Lowe Just Retirement Group 
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James Riley KPMG LLP 

Rodney Jagelman Law Debenture 

Paula Cotton LEBC Group Ltd 

Paul Fox  LEBC Group Ltd 

Roger Sanders Lighthouse Group 

Tim Cox Linklaters LLP 

Martin Collins Lloyds Banking Group 

Philippa James Mayer Brown LLP 

Matthew Demwell Mercer Ltd 

Patrick Lloyd Mercer Ltd 

Andrew Waring Merchant Navy Officers Pension Fund 

Phil Gammond  Mercury Financial Management Ltd 

Gary Williams Mercury Financial Management Ltd 

Dominic Grinstead Metlife Ltd 

Anne-Marie Winton Nabarro LLP 

Helen Butler Nabarro LLP 

Kirsten Skrepek Nabarro LLP 

James Walsh National Association of Pension Funds 

Roger Turner National Federation of Occupational Pensioners  

Malcolm Booth National Federation of Occupational Pensioners 

Jason Wykes O&M Systems 

Anna King O&M Systems 

Graeme Riddoch The Open Market Annuity Service 

Tim Middleton  Pensions Management Institute 

Carolyn Saunders  Pinsent Masons 

Richard Butcher Pitmans Trustees 

John Reeve Premier Pensions 

Greg Wenzerul Prudential plc 
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Joanne Livingstone Punter Southall  

Thomas M Davey PricewaterhouseCoopers 

Andrew Gibson QinetiQ Group plc 

Guy Freeman Rothesay Life 

Ray Martin  Royal Bank of Scotland 

Georgina Jones Sackers LLP 

John Mortimer Society of Pension Consultants  

John Lawson Standard Life 

Paul Chafer  Towergate  

Mark Duke Towers Watson  

Joanne Goulding  Towers Watson 

Fiona Matthews Towers Watson 

David Robbins Towers Watson 

Craig Berry Trades Union Congress 

Jason Coppard Truestone 

Tim Whiting Truestone 

Bryn Davies Union Pension Services Ltd 

Bryan Freake Unite 

Nick Walker USDAW 

Jason Coates  Wragge & Co LLP 

Ronan Donaghy Xafinity Consulting 

 

 


