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Incentive Exercises - Overview

= What?

» Individuals encouraged to give up/vary/transfer etc. their pension
rights (ETVs, PIEs, etc.).

" Why?
» Part of the wider risk-management landscape.

" Member protection
» Imbalance between employer/trustees and member.
» Code of Practice.

3 A
NORTON ROSE FULBRIGHT AJLT



Incentive Exercises — The Code of Practice

= Code of Practice introduced in June 2012.

= |ntention of the Code to balance the use of incentive exercises as a

legitimate tool to help employers manage risk against the need to provide
members with an appropriate level of protection.

* Code is voluntary

» Pensions Ombudsman/Financial Ombudsman Service to have regard to
the Code.

» Behavioural change
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Incentive exercises — The Code of Practice

An invitation or inducement (offer) to a member to change their existing

defined benefits in a UK registered pension scheme, which meets both of
the following tests:

The offer is intended to reduce risk or cost for the pension scheme or
sponsor(s); and

The offer is not ordinarily available to members of the pension scheme.
Either

Transfer Exercises involving transfers out of a defined benefit scheme.
These include Enhanced Transfer Value (ETV) exercises and Total
Pension Increase Exchange (TPIE) exercises (and variants); or

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

= A legitimate tool for managing DB liabilities
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The seven principles

1. No cash incentives contingent on accepting the offer

2. Transfers = Advice to be provided: Modification Exercises = either Advice
or Guidance if a Value Requirement met

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

4. Records should be retained by the various parties involved. Insistent
Customers should be reported to the other parties.

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

6. Exclude over age 80 on an “opt-in” basis — subject to adviser Vulnerable
Client policy.
7. All to be aware of their roles and responsibilities and act in good faith.
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What does the Code cover?

In scope

= Enhanced Transfer Values
= Pension Increase Exchange

= Other bulk transfer or
modification offers

= Variations on these, e.g.

»

»

»

»
»

ETV to occupational scheme

Standard CETVs but with
similar comms / advice

Transfer to immediately
vesting policy

TPIE (FRO, FaR etc)
Enhanced ER

Out of scope

DC benefits

Unregistered schemes

Benefit changes for future service
Commutation at retirement

Member initiated “normal”
transfers

BAU options, e.g. PIE at retirement

Benefit changes impacting past
service (i.e. salary capping)
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What’s happening today?

" Few ETV exercises
®= Mainly BAU PIE and TPIE (FaR, FRO)
» Advice is the norm
® Trivial Commutation
= Better member engagement
= Better member communications
* Real focus on compliance
» Lots of questions of interpretation
* Freedom and choice — are incentive exercises dead?
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Trivial Commutation — well you did ask....

* Budget changes to trivial commutation increased the impact of TC
* Created questions, we had to answer

= Trivial commutation can be an incentive exercise

® Not a change to the Code

* Trivial commutation is a modification, so Guidance applies
" |Information on available option is not an incentive exercise

= Typical exercises will be BAU, therefore not caught by Code
» but principles should apply
» Consider vulnerable members
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Will the Code need to change?

= Almost certainly

= Review of the Code begins 5" May

® Consult with Industry Forum in summer 2015
» Effectiveness of the Code?

DB to DC transfers?

» Definitions?

)

v

» Code becomes statutory?

» Code becomes focused on modifications?
* BAU PIE, BAU trivial commutation

)

~

Code falls away?
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QUESTIONS?
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Contact details

Name: Margaret Snowdon OBE
Email: margaret_snowdon@jltgroup.com
Telephone: 020 7309 8105

For further information on the Code: www.incentiveexercises.org.uk

Whilst all reasonable care has been taken in the preparation of this presentation no liability is accepted under any circumstances by Jardine Lloyd Thompson for any loss or damage occurring as a
result of reliance on any statement, opinion, or any error or omission contained herein. Any statement or opinion unless otherwise states should not be construed as independent research and

reflects our understanding of current or proposed legislation and regulation which may change without notice. The content of this document should not be regarded as specific advice in relation to the
matters addressed.

JLT Benefit Solutions Limited. Authorised and regulated by the Financial Conduct Authority. A member of the Jardine Lloyd Thompson Group. Registered office: The St Botolph Building, 138
Houndsditch, London EC3A 7AW. Registered in England No. 02240496. VAT No. 244 2321 96.
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Contact detalls

Name: Peter Ford
Email: peter.ford@nortonrosefulbright.com
Telephone: 0207 444 2711

Disclaimer

Horton RoseFulbrightU S LLP, Norton Rose Fulbright LLP, Norton Rose Fulbright Australia, Norton Rose FulbrightCanada LLP and Horton Rose Fulbright South Africa Inc are separate legal entities
alnd atll of themare members of Norton Rose FulbrightVerein, a Swissverein. Norton Rose FulbrightVerein helps coordinate the activities of the memizers but does not itself provide legal services to
clients.

Referencesto ‘Norton Rose Fulbright', ‘the lawfinm' and ‘legal practice’ are to one or more of the Norton Rose Fulbright members orto one of their respective affiliates(together ‘Horton Rose
Fulbright entity/entities'). No individual whois a member, partner, shareholder, director, employeeor consuliant of, in or to any Norton Rose Fulbrightentity {(whether or not suchindividual is
descrbed asa 'partner') accepts orassumes responsibility, or hasany liability, toany personin respect of this communication. Any referenceto a partner or directoris to a member, employee or
consultantwith equivalent standingand qualifications of the relevant Norton Rose Fulbright entity.

The purpose of thiz communicationis to provide general information of a legal nature, It does notcontaina full analysis of the law nordoes it constitute an opinion of any Norton Rose Fulbright
entity on the points of lawdiscussed. You musttake specificlegal advice on any particular matterwhich concems you. If you require any advice or furtherinformation, please speak to yourusual
contact at HortonRose Fulbright
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