
Response to the pension scheme disclosure proposals 

 

This email and the attached document form my response to Chapter 5 (Pension scheme disclosure 

proposals) of Consultation Paper 12/05. I currently work for a financial research company and 

previously worked for a large SIPP operator for 12 years. However, the response is exclusively my 

own (paragraph 5.3 of the paper indicates it will be of interest to individual investors). 

The extent and complexity of your proposals should merit more than 3 questions in my view. I have 

answered Q5.1 and Q5.2 (Q5.3 is not aimed at individuals) but have supplemented this with 

feedback on consumers' decision-making and the observations below. 

Your concerns and proposals seem motivated by the best of intentions. However, they do not 

appear to be based on any evidence and, perhaps as a consequence, you do not seem to understand 

how consumers behave or what they want. 

Under the Financial Services and Markets Act 2000 one of your statutory objectives is consumer 

protection. Your concern about the potential for consumer detriment is clear in CP12/05, for 

example in paragraphs 5.2 (unnecessary switching and incurring additional charges), 5.6 (growing 

extent of non-advised sales) and 5.25 (fiduciary duty and disclosure). You also make your intentions 

clear, for example in paragraph 5.9 ("To help consumers ... compare alternative pension products") 

and 5.22 ("for all personal pension schemes, disclosure documents should include projections, effect 

of charges and reduction in yield information"). 

I am motivated to respond by the absence of research or benchmarks and your flawed assumptions 

of how consumers will behave and what they will do as a result of the additional information you 

propose.  

In paragraph 5.39 you state that consumers may make more suitable decisions as a result of your 

proposals. However, the paper does not define "suitable", benchmark the present situation, quantify 

the improvement expected or attach a value to it. In the same paragraph you concede that you have 

not sought any direct evidence of whether those that currently receive key features illustrations 

make any better decisions (for which you would need to control for other factors such as taking 

financial advice). Therefore, the costs of the proposals will be incurred for benefits you have no 

evidence to believe exist.  

My deduction is that the proposals could in fact lead to worse outcomes, among them the failure to 

take any action at all. The millions of people in the UK with no retirement savings serve as a 

reminder of the detriment of this outcome, one you must also consider in the cost-benefit equation. 

I share your intentions to see good outcomes for consumers. I hope my comments will help you 

adjust your proposals in a way that will lead to this. 

Yours sincerely 

Andy Leggett  



Consultation questions 

Q5.1: Do you agree that the pension scheme disclosure rules should be amended at the end of 2012 

to remove exceptions apply to pension schemes described as SIPPs? 

No. I believe the approach is fundamentally flawed and that extending it in its proposed form to 

SIPPs will lead to significantly increased risk of consumer detriment. 

There is a huge difference between financial advisers and consumers. It is therefore inappropriate to 

take the same approach to these two different groups. The degree of knowledge, sophistication, 

experience and familiarity that you can assume is very different between the two audiences. The 

decision-making process is also very different. 

Therefore, one part of your rules should set out pension scheme disclosure requirements to meet 

the needs of financial advisers. The exceptions for SIPPs could potentially be removed, allowing a 

consistent approach across personal pensions and SIPPs. 

However, a separate set of rules for pension scheme disclosure should be developed to meet the 

very different needs of consumers. Without advisers' knowledge and experience, consumers will not 

want or be able to follow the same process as financial advisers.  

Consumers' decision-making is illustrated in more detail in my additional feedback. 

Q5.2: Do you agree that our rules should reflect firms' fiduciary duties and require disclosure of all 

commissions (and similar payments) that a pension scheme operator or pension scheme trustee 

receives in relation to assets held within the scheme (both bank and non-bank assets)? 

Yes. However, the reasons for demanding disclosure and the different needs of financial advisers 

compared to consumers must be central in forming your rules. 

At a most fundamental level, disclosure acts as a demonstration of clean hands. It also allows for an 

understanding of how a SIPP operator makes money - something which may not be immediately 

apparent to consumers in cases where operators charge few administration fees. 

Financial advisers will want to assess the financial strength of SIPP operators and perform due 

diligence on them before placing business with them. The process may involve examination of the 

business model and sources of revenue and forming a view on its sustainability. So, for example, 

financial advisers may wish to know how much of an operator's revenue comes from a share of bank 

interest. However, they will not need this information at the level of the individual client. Indeed, 

information at this level will probably not enable them to complete their due diligence. 

Consumers will not think to, want to or be able to go through the same process. Attempting to force 

them to do something they are not equipped or inclined to do will lead to failure or paralysis. A 

simple statement of fact will suffice for consumers.  

  



Additional feedback - how consumers decide 

Understanding consumers' modus operandi and working with it will be far more effective as 

demonstrated, for example, by the work of Richard Thaler and Cass Sunstein. However, instead of 

quoting from the extensive research in the field of behavioural finance, I will use a real-world, 

personal example of consumer decision-making which illustrates it. My example is my own purchase 

of a brand new car in 2010 - a bigger financial decision in terms of costs than choosing a SIPP. 

My first observation, in reflecting on this, is that I did not consciously set out any specific criteria 

against which to make my decision or have a "scientific" process for making my choice. Looking back, 

just over 2 years later, I still have the car and remain highly satisfied with my choice.  

Despite the lack of "science", algorithms, documented process or governance, my decision-making 

was not random. With varying degrees of consciousness at the time, my criteria included the size of 

car, appearance, enjoyment in driving, reliability, budget and running cost, more or less in that order 

(most important first). 

Size was simple: big enough for 4 people and luggage but I did not want any gratuitous additional 

bulk. That established basic suitability and the sorts of car I would look at. 

Appearance and enjoyment in driving were obviously subjective. They were also the easiest things 

for me to decide: I instinctively knew what I liked. 

I could have judged reliability through various industry surveys or ratings. However, the general level 

of reliability is very high these days with few outliers. In the end, since the car I wanted to choose 

was Japanese, that to me was proof enough: Japanese manufacturers have ranked highly in such 

surveys for years, which is also consistent with my personal experience that "Made in Japan" is 

synonymous with quality and reliability in all things. 

My budget was never an actual figure: it was a broad range with blurred limits. I was willing to spend 

more for something I liked yet also happy to spend less if I could get away with it. My eventual 

choice was neither the most expensive nor cheapest that I looked at. Value for money was judged on 

"gut feel", not an Excel spreadsheet, and was not a big concern as the car market is very 

competitive. 

Undoubtedly the least important criteria for me was running cost. I have given it far more thought in 

preparing my comments for this consultation paper than I did at the time of purchase. In fact, at the 

time of purchase, I do not believe I gave it any conscious thought at all.  

The car I chose was quite a low insurance group and the cost of insuring it has proven low. Servicing 

costs have matched closely those of previous cars I have had, not that I considered it at the time. 

However, the most significant running cost was always likely to be fuel. 

The actual fuel economy someone will get from a car is affected by a great many variables. What is 

more, many are difficult to determine and may change. So most consumers rely on the figures 

produced by manufacturers in standardised tests. These produce figures for "urban" and "extra 

urban" driving but most consumers rely on an "average" figure which is a combination of the two. 

Despite the flaws in the tests, the average mpg figures have had enduring popularity with consumers 



due to their simplicity and ease of use. The various issues are discussed well in this article on MSN: 

http://cars.uk.msn.com/features/green-motoring/car-fuel-economy-the-truth-about-mpg  

Since making my choice of new car, the type of driving and mileage I do has undergone two 

significant changes already. Clearly, I do not know how many more there might be in future. 

However, this has not been an issue for me as, in my judgement, the car has been economical in all 

scenarios - much more so than my previous car. Had I tried to work out the most economical car to 

buy, it would have been too difficult a calculation for me. Furthermore, I would have undergone two 

anxiety-inducing shocks in two years as the bases of my calculations were completely undermined 

and I found that my car was now sub-optimal. 

My decision to buy a brand new car was made close to the end of the scrappage scheme. Choosing 

was surprisingly easy because my decision-making was fast and frugal instead of complex and 

fraught. Even setting aside the subsidy from the scrappage scheme, the purchase has been a 

significant benefit over doing nothing. My old car needed repairs running into a four figure sum and 

it was incredibly uneconomical.  

I hope the parallels to SIPPs are as obvious to you as they are to me and that you can in some way 

relate to my personal example. Although I did not consider it at the time, it is microcosm of what 

behavioural finance teaches us. I offer these thoughts for helping to shape pension scheme 

disclosure proposals specifically designed with the needs of consumers in mind: 

• Setting out the regulator's key concerns and the reasons for them in brief and simple 

language would help consumers and guide those wanting to help consumers 

• Keep it simple: complexity grows exponentially 

• The private sector has proven imaginative and innovative in providing information and help 

• This has been amplified by technology such as forums and social media 

• Consumers are used to and like measures such as ratings (e.g. energy efficiency), kite-marks 

(British Standards) and simple comparative measures (miles per gallon) 

• Such measures effectively guide consumers in the right direction in other walks of life 

• Do not set consumers impossible tasks (e.g. finding the cheapest) 

• A good decision is usually better than endless procrastination 

I do not believe that lengthy and complex calculations, the obscure concept of effect of charges, 

detailed disclosure of the individual amounts of commissions or the extensive information in key 

features illustrations in general are in any way consistent with helping consumers to make better 

decisions. If they had applied to cars and the cost of ownership, they would have made my decision 

much harder, so much so that I believe they would have prevented me from making any decision at 

all - to my detriment. 

 


