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Suitability, PR transfers and SIPP challenges for 2008

The SIPP market is experiencing growth, development, challenges and change all at the same time. Volatile market conditions, self 
investment of protected rights and discussions around the suitability issues when transferring to a SIPP are hot topics. 

On 29th September 2008 the FSA published a press release making it clear that they expect fi rms to ensure that suitable advice is 
provided on any transfer to a SIPP, including the transfer of existing protected rights from a personal pension.  

The release outlined clearly that the FSA expects fi rms to ensure any advice to transfer is suitable and based on an assessment of 
customer need in order to help consumers make decisions that are right for them.  This is consistent with other areas of the pension 
market, makes a great deal of sense and should be supported.
 
It then goes on to say that this would include determining whether there is a genuine need for the investment fl exibility and control 
associated with a SIPP.  You must provide a clear explanation of the costs involved and how the recommendation meets a customer’s 
needs and attitude to risk.   This highlights an area where I believe a greater understanding of the variety of SIPP structures available is 
needed.

Let us take a step back and look at the issue of suitability.  The FSA has made it clear the emphasis is on ensuring that advice on 
transfers is suitable and meets the client’s individual requirements.  You must evidence why the transaction is suitable for the client, 
allowing for his, or her, personal and fi nancial circumstances.  This will include:

• Needs analysis.
• Analysis of costs, penalties involved in any transfer and the benefi ts.
• Advantages, consequences and any disadvantages of the transaction.
• Documentation explaining how the new arrangement satisfi es the at least as suitable as stakeholder test.
• An explanation of any investment and on going advice.   

Must we now add to this a check to see whether there is a genuine need for investment fl exibility?  Playing devil’s advocate, if the 
answer is “no” does this mean that a SIPP can never be suitable?

Greater clarity and care is needed around this point of genuine need for investment fl exibility.  There is no doubt that SIPPs have 
earned their popularity for provision of investment fl exibility and control.  However, products have evolved to such an extent that many 
will link the degree of investment fl exibility to the charges the client pays.  If the needs of the client can be satisfi ed at a cost that 
compares favourably to other products there should be no issue with suitability.  Indeed, you could argue that a product that provides 
extra investment fl exibility that you pay for only when used should be used in preference of other more basic plans.  Why wouldn’t you 
want the comfort of knowing it is there if you need it, on the condition that you don’t pay for it until you use it?

SIPP challenges for the remainder of 2008

Clear explanation of the costs

The FSA has highlighted concerns in this area and changes are likely.  At the moment there is a requirement for SIPP providers to 
provide a clear statement of the charges applicable at the point-of-sale.  Confusion can exist because there is no need to provide a 
pre-sale illustration, some providers do and some don’t.  When illustrations are provided, not all allow for the costs of the underlying 
investments.  Also, the terminology used can differ across providers.

The Handbook Notice mentioned earlier raises another potential inconsistency.  When advising on contracting out into a SIPP, fi rms will  
need to provide a comparison of projected retirement income from the SIPP versus potential benefi ts from the State Second Pension.  
You now have a situation where you must provide a projection for the contracted out part but not for any other contributions to the 
SIPP!  

In practice, I understand that few SIPP providers will accept on going contracting out contributions for clients remaining contracted out 
but this is something to be aware of.  The issue of how you deal with a clear explanation of the costs on transfer of existing protected 
rights funds is the real issue.
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Thematic review

Thematic reviews are part and parcel of the work carried out by the FSA.  The current review, applicable to SIPPs, involves pension 
transfer advice and transfers to SIPPs.   The original scope focused on transfers to SIPPs.  Exploratory work carried out by the FSA in 
2007 identifi ed signifi cant growth in transfers to Personal Pensions and SIPPs.  From this, the decision was taken to widen the review 
to also include assessing the quality of advice on transfers to Personal Pensions. 

To quote the FSA “We set up a project to assess the risk of poor quality advice when transferring into SIPPs. The project now includes 
transfers into PPPs, including SIPPs. The intended outcomes of this project are that consumers are given suitable advice when they 
are thinking about transferring into PPPs and SIPPs, and fi rms consider their TCF obligations when designing and marketing PPPs and 
SIPPs.”

It is likely that the review will also look at how providers have incentivised advisers to recommend their products.  This will include an 
analysis of marketing literature, adviser remuneration and the role of broker consultants. 

As we approach the end of 2008 the results of this review should be made available.  

Treating Customers Fairly (TCF)

This is included for completeness as I am sure all will be aware of the end of year deadline.  By December 2008, fi rms are expected to 
be able to demonstrate they are consistently treating their customers fairly.  You will be expected to provide MI or other measures that 
allow you to evidence and articulate your positive results.

The stated aim of the FSA is to see changes that will help the market evolve – raising standards across the industry and consequently 
producing positive consumer outcomes.  When we eventually get to the end of what has been a hugely challenging year, I think we 
would all drink to that.

Billy Mackay
Marketing Director     
AJ Bell Pensions

END

Best Sipp 
Provider
SippdealWINNER

Notes for Editors
 
Pictures available here or by contacting kirsty.zollinger@ajbell.co.uk

Our customer proposition - Market leading, low cost, transparent, service, value, choice, leading functionality, integrity, award winning.

Our business - Market leaders, growing, innovative, own intellectual property, profi table, stable, we don’t provide advice or investment 
management.

Established in 1995, A J Bell Group specialises in providing administration, trustee and actuarial services for SIPP and SSAS. 

The A J Bell Group is now one of the largest SIPP trustee and administrators in the UK with in excess of 32,000 individual SIPPs and 
assets under administration exceeding £8bn. It provides third party SIPP administration services for Barclays Stockbrokers, Halifax 
Share Dealing, Skandia and E*Trade.

Recent research by CoreData Research places SIPPcentre alongside Standard Life as advisers’ two most preferred SIPPs. 

A J Bell Group have won an array of prestigious industry awards recognising our reputation for leading products and services. A J Bell 
Group products include SIPPcentre, Sippdeal, Sippdealxtra and A J Bell.
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