
 

Fowler Drew response to call for evidence 
 
Charging for pension transfer advice  

House of Commons Work and Pensions Select Committee 
 
Submission made on behalf of Fowler Drew by Stuart Fowler, Managing Director 
January 2019 
 
 
1. Summary 
1.1. Fowler Drew is FCA-regulated, as both advisers (with transfer permission) and discretionary 

investment managers. Our core competence is goal-based portfolio management; our 
methods are quantitative; our USP is a solution for ‘drawdown’ (converting capital to income 
to support spending). DB transfers particularly benefit from these strengths but we have only 
been active in arranging transfers in recent years, when the maths of CETVs altered because 
of the combination of a) derisking by most DB schemes and b) negative real interest rates as a 
consequence of QE.  

1.2. Opinion ranged against transfers is often not mathematically or economically informed and 
when it is, it tends to correlate with a bias to a paternalist tradition in financial services that is 
similarly ranged against personal freedom and responsibility. We are informed but we are 
also, as a firm, motivated to support freedom and responsibility and optimistic about its 
payoffs in a more engaged and composed society.  

1.3. We believe the case for a ban, though intuitively compelling, is flawed in principle. But our 
arguments are also evidence-based. We do not think that detriment having this cause has 
been demonstrated and we think it is actually somewhat implausible, compared with so 
many other reasons for poor practice or potential bias. A ban will probably reduce transfer 
activity but this carries a cost. 

1.4. There is a principles-based approach, one we apply with ease, which we believe validates a 
proportion being contingent on transfer and a function of exposure. Though this could 
command respect if set out in guidance, it is not easily prescribed in new rules before the 
event; nor is it easily testable after the event.     

 
2. How we manage conflicts  
2.1. Conflicts of interest are inherent in wealth management. We seek to minimise them by 

charging mainly non-contingent fees when advising, but we also apply a small proportion of 
contingent fees to reflect direct costs and contingent risks/liabilities. We are unusual in 
applying a flat-fee approach not only to advice and financial planning but also to asset 
management. This is because portfolio-based fees introduce conflicts of interest at multiple 
points (risk; saving vs consumption; agent utility vs client utility) as well as cross subsidies 
between clients. These charging methods have been well-developed and fee-setting refined 
over the 14 years of our existence. 

2.2. Since some conflicts inevitably remain, we seek to demonstrate impartiality in practice by 
basing collaborative high-level decision making (which includes transfer decisions) on 



quantitative methods, interacting with models. This allows mathematical advantage to speak 
for itself and the interactive process itself directly reveals ‘true’ client preferences. Though 
adviser-guided, these methods are capable of being entirely digital and arguably making 
them so would further demonstrate impartiality. 

2.3. Applying our conflict-management approach to pension transfers, we charge a flat time-
based rate for the advice (regardless of the recommendation) and a deployment fee of 
(normally) 0.5% of the transfer amount to cover those costs, or potential costs, that are size-
related. The time-based element is relatively common to all. The second fee element is by 
definition contingent. As well as matching our commercial risk exposures, this contingent 
element avoids cross subsidies between clients (the reverse of the subsidies arising when all 
fees are size-based, rather than time-based, simple needs not being the same as small 
wealth). It is both economically and ethically appropriate. But it is the setting of the level that 
makes it so, not just the general principle. 

2.4. Since we rarely advise on transfers unless being retained to manage the transfer amount (as 
well as the client’s other financial capital), the financial interest that might colour our 
judgement is not the contingent deployment fee so much as the present value of the 
continuous investment-management fee. (This only arises where the client is not already a 
managed client of the firm as then the addition of a CETV to the retirement portfolio does not 
normally alter the flat fee already being charged.)  

2.5. We are clearly not alone in standing to earn continuous fees with a far higher economic value 
than a contingent advice fee but we have no good information about how many firms this 
applies to. We note that the FCA’s recent data-collection exercise was not in a form that will 
provide this information. 

 
3. Theoretical advantages of a contingent fee ban 

3.1. There is self-evidently a potential conflict arising between transferring and not transferring 
when contingent fees are charged. We believe this applies to some extent, regardless of 
whether the firm is transactional or selling continuous services and whether or not it is 
vertically integrated. The risk is always greatest where the fee is ‘all or nothing’, as may apply 
to transfers but not only to transfers.  

3.2. The form actual detriment immediately takes is a reduction in expected utility or welfare 
where the risk transfer is inappropriate. The FCA has recently, rightly, made this assessment 
before the event a holistic exercise, since utility may be maximised by retaining a DB pension 
and adjusting the risk approach for other complementary capital. It is also possible for 
transfer to increase expected utility in theory but not in practice, by adopting the wrong risk 
approach or choosing a flawed product. After the event, actual detriment could be measured 
in lower spending outcomes but, as well as taking time, this introduces a complex principle of 
sustainability which is dependent on the rate of draw as well as the investment approach. In 
practice, detriment is likely to be tested at an earlier stage, ignoring the draw dependency, 
because a complaint arises. This might be triggered (randomly) as quickly as bad investment 
returns are incurred.  

3.3. With purely contingent charges there are also cross subsidies between clients who do and do 
not transfer. Such subsidies arguably are inconsistent with financial firms’ duty of care, even 
though they are not explicitly addressed in the FCA Handbook. Though cross subsidies 
between clients are an endemic problem arising from portfolio-based fees for wealth 



management, it may be tolerated by society as a form of cost-sharing. But this progressive 
social argument does not apply in the case of transfers where the subsidies are arbitrary.  

 
4. Practical issues arising from a ban 
4.1. Ideally these conflicts would be avoided. Their continued presence in the advice market has 

many explanations that are not necessarily associated with detriment and which clients 
actively encourage: 

 fees can be paid from a ‘gross’ pocket (the receiving pension plan) 
 the household budget is not affected   
 VAT can be avoided (where advisers choose to treat the advice fee as a zero-rated 

arrangement fee) 
 whatever firms assert about the value of advice, clients associate more value with a 

transaction than with a recommendation to do nothing 
 the cost is not necessarily (in this case) a fee for advice but a cost imposed by law where 

transfers exceed £30,000. 
 
4.2. Though the FCA has limited powers in most of these areas the same is not true of Parliament.  

 It would be generally healthy for the industry if doubt about (and resulting differences in 
competitive behaviour) could be eliminated by clarifying the application of VAT  

 Consideration could be given to allowing fees to be paid from the DB scheme (note this is 
outside our area of expertise so we cannot opine on the practicality of this) 

 Client perceptions are a different matter and are harder (and may be impossible) to shift.  
 
4.3. We do not believe it is possible to intervene without addressing contingent fees as a whole. 

An argument could be made that the context is different, because transfer involves the giving 
up of something of significant value or introduces particular detriment risks or involves 
greater amounts. But this is hard to substantiate (and command respect for) as a general rule. 
Other areas of advice may involve similar risk changes or equally large potential detriment. It 
is largely received wisdom that the substitution of safeguarded pension benefits involves a 
different order of risk. A transfer is, after all, only a special case of the choice individuals face in 
many different contexts, both investment and insurance, between a knowable certain 
outcome from a riskless alternative and a set of uncertain possible outcomes, or between 
‘hedges’ and ‘bets’. How individuals take or avoid bets, and decide to pay or reject the cost of 
avoiding bets, describes their utility or risk preferences. A single theoretical explanation, 
deeply embedded in investment practice globally, applies to all these decisions. Agent utility 
could interfere with individual utility in any of them. 

4.4. What is in the FCA’s powers that would alter the prevalence of contingent fees for transfers is 
going ahead with a proposal to require a full personal recommendation whenever there is 
any advice (including implicit advice) to retain DB rights. That prescribed advice format would 
be equal in most respects to advice to transfer. Under the rules this would have to be charged 
for, rather than subsidised by others or other services for the same client, and by definition 
could not be contingent. Reducing the prevalence of contingent fees is a benefit and logically 
(per 4.3) there should be no regulatory bias or difference in rights of complaint between 
advice to retain and advice to transfer. In practical terms, though, the FCA’s planned initiative 
has potentially even worse effects for consumers if it deters advisers from saying anything at 
all about a client’s DB rights, since clearly an integrated approach to all sources of retirement 



income is likely to be more accurate and ought not to be effectively discouraged by 
regulations..  

4.5. As noted in 2.3, a degree of contingent charging is economically appropriate and 
commercially prudent. For the FCA to intervene selectively or generally would require it to be 
able to identify what level of contingent fee is conflict free, ie an appropriate recovery of cost 
and profit margin rather than a transfer of value from one activity to another or from one 
person to another. Though we can work it out for ourselves, based on our known costs, we 
don’t see how this is feasible for a regulator. In the rules it would have to rely on a principle, 
with guidance, and it would be hard to assess compliance (eg in a file review) after the event.  

 
5. Evidence of actual bias 
5.1. The FCA has stated that it is not obvious that actual detriment is explained by the charging 

method. Our interpretation of what it has said about the bad practices it has detected is 
consistent with the view that any monetary motive for those practices did not rely on one 
charging method rather than another. 

5.2. It appears that regulation has been weak mainly in the area of ‘advice’ being driven by 
unsuitable product sales, incentivised by distribution payments, such as payments for lead 
generation. (We are not in a position to tell whether these were themselves contingent.) The 
product managers have seen the opportunity created by transfers and have organised 
distribution to exploit it. Though not necessarily outright scams, the problem still looks like 
one of promoting high-risk or unorthodox products.1 The FCA data suggests outright scams 
have been mercifully rare (being more often focused on pension unlocking?) but the 
boundary is a fuzzy one.  

5.3. Though systemic problems arising in financial services have often been to do with product 
design, the FCA was dealt a hand of regulating sales processes, not products.  Prescribed 
process is therefore the best defence against harmful behaviour, supported by onerous 
redress. We can note that in the case of pension transfers these two planks of regulation 
ought to be unusually successful in bearing down on actual harm. Firstly, the rules for redress 
make this particularly penal when combined with the large average size of transactions. 
Secondly, transfer advice calls for a highly quantitative assessment of relative advantage and 
the rules are heavily prescriptive about both the scope of the maths and the parameter values 
to be used (as updated from time to time by the FCA). There are often subjective factors 
affecting transfer decisions but only in exceptional cases do they outweigh the calculation of 
mathematical differences in outcomes.  

5.4. The evidence about the scale and frequency of advice failures, even when the FCA is the 
source, has been widely interpreted (not least by the Committee) as evidence these counters 
to harmful behaviour are not working. But this premise is questionable. The published FCA 
data on file reviews is not organised to allow us to see how representative it is of mainstream 
behaviour. As the FCA has stated, as the reviews have gone on they have become 
increasingly informed and focused and therefore less representative. The impression given, 
though, is that the faults are largely ones of process. The FCA notes that the instances of poor 
evidence of suitability plus evidenced poor suitability add up to a significantly higher 

                                                                      
1 It is not only the risk level that can make a product inappropriate. We are also aware of a case where 
British Steel Pension Scheme members were promoted a low-risk, guarantee-backed, retirement 
product that had recently been withdrawn from the market. Though designed as an alternative to a 
level annuity, the guarantee did not make it an alternative to a DB scheme except superficially. 



proportion of its transfer cases than of advice in general (based on an earlier representative 
testing of suitability). If it could be assumed that, after the ending of commission, fee bias 
affects transfers more than other advice, this would imply either that transfer advice is being 
affected by charging or (assuming also that the advice samples are representative) that 
advice standards are lower amongst transfer advisers than they are generally. But neither 
assumption is safe. Adviser-agreed remuneration is not sufficiently different from 
commissions to preclude contingent charging and therefore to isolate transfers as different. 
And the sampling is not representative. But a factor that might explain the difference is the 
way in which the business opportunity has arisen as a ‘window’, creating a rush to capture the 
available business before the window closes, and in clusters (often scheme-specific) leading 
to much faster processing and corner cutting. This factor could explain lower standards of 
suitability in transfers.  

5.5. We believe there is another explanation for the FCA narrative. Transfers being by their nature 
a highly-specified version of a general investment problem, they have exposed weaknesses in 
FCA suitability rules and guidance that were developed for non-specific problems. The rules 
were designed (like the processes existing before the rules) to be generally applicable 
whatever the context and scalable over large volumes of highly-individual customers. They 
therefore relied on some personality-specific rather than goal-specific risk attitude and on 
measures of risk that are time independent (such as observed variance in nominal returns). A 
suitability process then only has to demonstrate the matching of a category of owner to a 
category of solution. The weaknesses in this generalised approach are exposed when 
combined with highly-prescribed mathematical calculations or when specific to quantified 
goal-related outcomes (eg amounts of real income or spending) and specified dates or even 
multiple time horizons (invalidating time-independent measures of risk). These failings are 
exposed equally, incidentally, when applied to drawdown in DC or non-pension capital. Other 
suitability failings singled out by the FCA are not specific to transfers, notably giving 
‘disproportionate’ importance to one aspect of a decision in verbal descriptions of the 
decision2. But such examples also reflect a lack of theoretical and mathematical context for 
informing trade offs or valuing optionality that are common throughout retail financial 
advice. ‘Evidence’ of lower standards in transfer advice, even if accurate, is not therefore 
mainly about transfer advice processes and is not obviously explained by charging methods.  

5.6. There is not yet enough evidence of complaints to FOS, other than cases of outright fraud or 
flawed products, to indicate how easy or difficult it is to fault (without the benefit of 
hindsight) advice already given during the recent boom in transfers; or to estimate the 
quantum of harm from the calculated redress costs. It is also not yet possible to detect 
whether FOS itself has an unreasonable or poorly-informed bias against transfers. The 
expectation that it does is one reason advisers (ourselves included) charge much more for 
transferring than for advising retention. PI insurers appear to take the same view, being 
interested only in volumes of advice to transfer.  

                                                                      
2 An instance of how the FCA has improved its rules to deal with such instances is by requiring the use 
of a quantitative measure wherever one is available, such as by using insurance quotes to value a 
difference in spouse death benefits that might otherwise be misrepresented or misinterpreted if relying 
on verbal description without numbers. 


