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1

INTRODUCTION

11

Altus Consulting welcomes the opportunity to respond to the FCA's proposals for the
Value for Money (VfM) framework. We fully support the ambition to create a robust
mechanism that ensures pension schemes deliver real value to their members,
particularly in the workplace pension sector, where consumer inertia is a central
feature of the system’s design. However, we believe the current proposals introduce
a level of complexity that risks overwhelming governance boards, firms, and even the
regulator itself. The extensive data collation and analysis required could create
substantial challenges in establishing clear, consistent measures of value across all
schemes and products in the market.

A recurring theme in our feedback is the need for a more measured and phased
approach to implementation. A pilot phase that separates the development of ViM
assessments from the immediate consequences of failing those assessments would
give both regulators and the industry the space to refine the framework using real-
world data, without the distractions of premature penalties. This approach promotes a
fairer and more manageable implementation, allowing firms time to adapt and
improve before facing any repercussions. Ultimately, it strengthens the framework by
enabling it to mature in a controlled and supportive environment.

We also believe the framework should begin with a simpler, core set of metrics—
what we refer to as a minimum viable product (MVP)—and gradually expand based
on real-world data and insights. This would reduce initial implementation costs, give
firms time to adapt to new reporting requirements, and ensure the framework’s most
critical components are in place before additional layers of complexity are introduced.

Starting with a simpler framework would allow for a sharper focus on the elements
that have the greatest impact on member outcomes, such as net investment returns
and overall costs, before incorporating more nuanced metrics like ESG or asset
allocation. Furthermore, we are concerned that the framework at times appears to
stray into monitoring outcomes related to broader policy objectives that are only
tangentially connected to whether schemes are delivering VM. For example,
measuring schemes’ contributions to UK economic growth or their investment in
certain asset classes, while important from a broader policy perspective, risks
diverting attention from the core goal of assessing whether schemes are truly
delivering value to savers.

Another key concern we raise in our response is the framework’s reliance on the
assumption that the industry, equipped with better data, will drive VM largely on its
own. Given the well-documented disengagement of the majority of savers—and even
employers, particularly smaller ones—we argue that regulators must play a more
active role in using the data the framework generates to define clear standards that
reflect what savers expect the industry to deliver. The experience of the Australian
superannuation market, where the regulator actively benchmarks and tests schemes,
offers a useful comparison. We believe a similar approach will be necessary in the
UK if the framework is to be viewed as effective in the long term. Providing
Independent Governance Committees (IGCs) with better data alone will not be
sufficient to drive change; there must be clear mechanisms to hold schemes and
providers accountable, especially in the absence of consumer and employer
pressure.

We also have concerns about the proposed RAG rating system. While simple and
widely recognized, it risks oversimplifying the complexities involved in assessing VM.
The binary nature of the ratings—particularly the amber category—could result in
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disproportionate commercial and reputational consequences for firms without
allowing enough flexibility to address specific issues. Additionally, a one-size-fits-all
approach does not account for the diversity of schemes or the differing needs of
savers, potentially penalizing schemes that perform well in most areas but face
isolated challenges. A more flexible, graduated approach would enable more
nuanced assessments and action plans, ensuring fairness and transparency in
promoting VIM.

Finally, we stress that for the framework to have real teeth, there must be legislative
changes allowing for the bulk transfer of members from red-rated schemes without
consent. Without this, savers may be left trapped in underperforming arrangements—
held back by the same inertia that auto-enrolment was designed to overcome for
more positive long-term savings outcomes.

Our response provides detailed feedback on these and other key aspects of the
framework, with a focus on ensuring the VM framework is practical, effective, and
scalable. We believe the FCA has a crucial opportunity to create a system that drives
meaningful improvements in the workplace pensions market—nbut only if it starts
simpler, builds gradually, and incorporates clear oversight mechanisms from the
outset.
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CONSULTATION PAPER RESPONSE

2.1

Q1: Do you agree with the proposed scope, thresholds and exclusions? Why or
why not? If not, what alternatives would you suggest?

We strongly support the proposal to establish a framework for assessing value for
money (VfM) in pension schemes. Ensuring the industry is held accountable for
safeguarding people’s pension savings, even when they are disengaged, is a
fundamental promise of the auto-enrolment (AE) system. It is a significant oversight
that an independent measure for this was not embedded in the original AE design.
After more than a decade, it is concerning that we still lack a robust way to measure
our performance in delivering value for consumers.

However, these proposals seem to represent an over-correction. Faced with the
dawning realization that these measures should have been in place from the start,
the response to correct this appears to be swinging too far in the opposite direction.
The volume of data required for each scheme is enormous, creating substantial
challenges in terms of data collection, analysis, and generating meaningful insights.

Rather than narrowing the metrics since the joint Discussion Paper, the scope
appears to have expanded, with additional data requirements (e.g., asset allocation)
without any reductions. This significantly complicates the task of creating the VM
ratings and establishing a benchmark. We question whether the regulators have fully
considered the demands this will place on both the industry and their own resources.

The cost-benefit analysis suggests that the FCA expects the benchmarking work to
be driven by the industry, which we believe is unrealistic. The existing Independent
Governance Committee (IGC) framework has shown that an industry-only approach
often falls short in delivering strong VM outcomes. Any VM benchmark standards
must be developed by an independent third party to avoid potential conflicts of
interest and ensure consistent standards across the industry. If the FCA does not
plan to take on this role, it is unclear who will.

We advocate for a phased approach to implementing the VM framework rather than
a "one and done" launch. The FCA should identify a core set of metrics that offer the
best insight into scheme value with the fewest indicators—a minimum viable product.
This response includes suggestions on streamlining the framework.

Piloting the framework with a small group of providers before finalizing the design
would allow for adjustments based on real data, separating the process of data
collection from acting on the results. Forcing the framework into action while
immediately expecting firms to make commercial decisions based on initial outcomes
could lead to unintended consequences.

Taking the time to collaborate with the industry on a strong working prototype will not
only reduce firms’ apprehension but also enable the regulator to refine the framework
based on live data. Our greatest concern is that if this attempt to deliver a framework
for meaningfully assessing value for money fails, as the current IGC framework is
perceived to have done, it could be 10 years before another similar attempt is made..
AE savers cannot afford a delay of this magnitude so it is vital that we get it right this
time.

Q2: Do you agree with the proposed application of the 80% threshold to
determine whether legacy arrangements are quasi-defaults? Why or why not?
If not, what would you propose?
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2.2

We have no problem with this measure but, in line with our view that the introduction
of the framework needs to be phased we believe legacy arrangements should fall
into at least a phase 3 (after a pilot phase 1 and large open schemes phase 2).

Q3: Do you agree with the proposed 1,000 member threshold? Why or why
not? Do you think there are risks around this level, for example excluding too
many savers? If you don’t agree, what would you suggest?

We strongly support the introduction of a threshold to reduce the reporting burden on
the industry, particularly in relation to the numerous small default arrangements,
many of which are long-closed legacy schemes. Given the substantial volume of data
that the current proposals are likely to generate, we welcome the FCA'’s efforts to
focus on the largest and most significant schemes that play a central role in the
national pension system established by auto-enrolment. By concentrating on these
key schemes, the FCA can prioritize its resources and ensure the most meaningful
outcomes, without overwhelming the industry with excessive data requirements.

Q4: Do you agree with the proposed investment performance metrics? Why or
why not? If not, what alternatives would you suggest?

We have several concerns regarding the proposed investment performance metrics,
particularly the volume of data that will be generated. Based on our calculations,
requiring three different types of return over five time periods for three age cohorts
would result in 45 return figures per scheme. Given that some providers manage
hundreds of schemes, this would generate an enormous amount of data.

While more data can seem beneficial, it risks introducing unnecessary complexity
and ‘noise’ into the results. Therefore, we recommend simplifying the data collection
to three time periods, such as 1, 3, and 10 years, or alternatively 1, 5, and 10 years.
In our experience, performance data beyond 10 years is rarely meaningful, as fund
managers, fund design, and economic cycles—key factors that influence investment
outcomes—often change within that timeframe, limiting the current provider's ability
to do anything to meaningfully fix’ performance generated over a more than 10 year
period.

We also question the need for three types of investment performance metrics when
cost data is already being collected separately as part of the VIM assessment. The
performance that truly matters to members is net of all underlying costs, as this
reflects the actual return they experience. We believe this should be the primary
performance stream by which investment outcomes are assessed.

Even if multiple performance streams are collected, gross return is the least relevant
to consumers. Effective management of underlying costs, particularly investment
costs, should be seen as part of the asset manager's skillset, and net returns are the
best measure of this. In the case of passive tracker funds, which dominate the
defined contribution (DC) workplace pensions market in the accumulation phase, cost
management is the primary driver of added value.

If the aim of the VM assessment is to enable fiduciaries to take action, focusing on
gross returns is of limited use since fiduciaries typically have little influence over
investment costs. If net returns after investment costs are insufficient, their primary
option is to seek alternative investments. Providers may argue for showing gross
figures to highlight their investment skill before costs, but we question the relevance
of this. If none of the value generated by strong performance reaches the consumer,
it has little real-world impact.
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We also have concerns about the proposed risk metrics. While annualized standard
deviation is attractive due to its ease of calculation and understanding, its utility as a
measure of the value added by a provider is limited. Standard deviation does not
distinguish between market volatility and risk added by the asset manager’s
decisions. More appropriate risk metrics, such as information ratios or Sharpe ratios,
offer a clearer picture of how much value an investor gains in return for the risks
taken by the asset manager relative to a benchmark.

Given the FCA'’s cohorting approach, different risk metrics should be collected
depending on the cohort. For those far from retirement, metrics like maximum
drawdown are less relevant, as these portfolios are designed to take on higher risk
for higher returns, and thus will exhibit more volatility. An information ratio, which
measures the return per unit of risk taken by the manager compared to the
benchmark, is more appropriate for this group. For those nearing retirement, Sharpe
ratios (which measure how much value an investor is receiving for risks taken over
and above the risk-free rate) combined with maximum drawdown metrics would
better measure the return relative to risk, as these investors are the most sensitive to
volatility in their portfolio values.

Furthermore, standard deviation can make asset classes with fewer data points, such
as private equity or property, appear to be lower risk, when in reality they carry
illiquidity risk premiums. This can distort the assessment of risk in comparison to
more liquid assets.

Finally, we note that the proposal does not mention collecting data on the number of
individuals in each cohort, which we believe would be an important consideration.

Overall we would caution that the weight of data being sought could place a
considerable burden not just on the providers who are being asked to create it but
also on those who are seeking to analyse this data to create market level
benchmarks of value (see below for our arguments as to why we do not think that the
FCA'’s suggested approach of leaving each IGC to select its own comparators will
ultimately lead to better VM). Why not start small and work upwards as opposed to
trying to boil the whole ocean all at once?

Q5: Do you agree with the proposed calculation methodology? Why or why
not? If not, what alternative methodology would you suggest?

We have no strong views on the calculation methodology for investment performance
— geometric averages have been industry standard practice for many years so their
use here seems in line with how these returns are calculated in other parts of the
pension landscape.

Q6: Do you agree with the proposed requirement for chain-linking? Why or why
not? If not, what would you propose?

While there are some objections to chain-linking, we believe it offers the most
practical method for creating a time series that accurately reflects the performance
customers actually experienced. Chain-linking is the methodology used in both the
Australian and Dutch pension systems to provide a continuous performance record
that reflects the returns members have actually experienced, even when investment
strategies change.

In Australia’s superannuation system, chain-linking is applied to track long-term
performance in default MySuper products, ensuring transparency while
accommodating strategy shifts.
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2.3

Similarly, in the Netherlands, chain-linking is utilized within defined benefit (DB) and
collective defined contribution (CDC) schemes to maintain consistency in
performance reporting, despite changes in fund management or approach. These
examples demonstrate that chain-linking can provide a practical solution for
maintaining continuity in performance reporting across evolving pension strategies,
ensuring that members and fiduciaries have a clear view of long-term outcomes.

However, we caution that using chain-linked data could complicate the analysis of the
risk a provider is delivering. Risk measures that span linked periods may give a
distorted view of the new strategy's value, especially if they are overly influenced by
the risk characteristics of the previous strategy during the earlier periods.

The requirement to report across multiple time periods should help mitigate this risk,
as shorter periods will quickly move past the influence of historic data. However, we
recommend that providers clearly indicate which figures are based on chain-linked
data to ensure transparency.

Furthermore, the potential issues with chain-linking provide a strong argument for
limiting the VIM reporting period to a maximum of 10 years. Beyond this, the data
primarily serves as a historical record that current personnel at the provider have little
responsibility for and can do little to influence.

Q7: Do you agree with the approach to in-scope legacy arrangement features?
Why or why not? If not, what alternative approach would you suggest?

We strongly agree with the recommendation that valuable guarantees that may apply
to these arrangements should be disclosed so they can factor into assessments.

Q8: Do you have further feedback on the incorporation of forward-looking
metrics within the Framework? If included, how prescriptive do you think we
should be on assumptions?

While the asset management industry has often promoted the use of forward-looking
metrics, these measures have historically been poor indicators of actual future
performance. Predicting market conditions, investment outcomes, or fund behaviour
based on assumptions often leads to significant deviations from reality, making these
metrics unreliable as a means of evaluating value. However, it is reasonable for
providers to offer some context around recent changes to a product, such as shifts in
risk exposure or asset allocation, that might affect its future performance. This can
provide a better understanding of how past performance might not fully reflect a
product’s future potential.

That said, forward-looking metrics should not be relied upon as a primary measure of
the value a provider is likely to add. The goal of the VM framework is to assess the
value delivered to date, not to speculate on what a consumer might receive in the
future. Using backward-looking data and historical performance gives a more
concrete basis for understanding the product’s value. Overemphasizing forward-
looking measures risks shifting focus away from the actual outcomes and benefits
that consumers have already experienced.

Q9: Do you agree with the approach to asset allocation disclosures? Why or
why not? If not, what would you suggest? Do you think asset allocation
disclosures will support better decisions in the interests of savers?
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We question why asset allocation is being considered as a core element of the Value
for Money (VfM) assessment. While asset allocation is undeniably important in
determining investment outcomes, the returns and risk metrics already being
collected in the analysis sufficiently capture the value a provider delivers through
these decisions. It would seem the FCA agrees with this view as the VM framework
they outline in the introduction to the document makes no mention of asset allocation
assessment as one of its three core components.

The notion that asset allocation data will help "monitor how much firms are investing
in the UK economy" seems to stray from the central goal of assessing the value
received by consumers. In fact, the long-term benefits of diversification suggest that
consumers often fare better with exposure to a global portfolio, rather than a
concentrated focus on any single market, including their home market.

In other areas of the investment industry, asset allocation data is typically paired with
attribution analysis to identify which parts of the portfolio drive performance.
However, without such context, the collection of asset allocation data in this
framework seems misaligned with its objective to assess VM for consumers.

We are concerned that this data may be collected to monitor compliance with broader
public policy goals, which could ultimately conflict with a true assessment of VM. For
instance, a scheme with a high allocation to UK investments may meet government
policy goals but could still underperform globally, leading to suboptimal outcomes for
consumers. While such a scheme might receive favourable VM ratings based on the
assessment as it is currently being proposed, its actual value to members could be
poor.

Furthermore, if this framework had been in place in recent years, it would have
highlighted the significant underperformance of schemes with heavy UK allocations
compared to those with more global exposure. If the aim is to promote UK
investments or “productive finance,” the risk of poor consumer outcomes must be
considered. Unless there is strong confidence that the UK will outperform global
markets, we would urge policymakers to think carefully about designing a framework
that makes the negative effects of these policy-driven allocation decisions so
transparent.

Therefore, we caution against including asset allocation as a core part of this
framework unless a stronger case can be made that its inclusion directly supports the
assessment of consumer value.

Q10: Do you agree that asset allocation disclosures should be limited to firm-
designed in-scope arrangements only? Why or why not? If not, how would you
broaden this requirement and to what arrangements?

As previously stated, we question the inclusion of asset allocation in the Value for
Money (VM) assessment altogether. However, if asset allocation remains in scope,
we see no reason why ‘bespoke’ arrangements should be treated differently. From a
member’s perspective, they are unlikely to know or care whether their pension is
invested in a bespoke scheme; what matters to them is whether the scheme delivers
outcomes comparable to those in the broader market.

‘Bespoke’ arrangements are far from a niche category—they can cover thousands of
employees in single-company schemes. Any lighter-touch treatment for these
arrangements could create opportunities for firms to sidestep the scrutiny the VM
framework is designed to enforce. For example, it could encourage firms to partner
with Employee Benefit Consultants (EBCs) to structure future schemes as ‘bespoke’
in order to avoid the full requirements of the framework.
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For consistency and fairness, all arrangements, whether bespoke or firm-designed,
should be subject to the same level of scrutiny under the VM assessment.

Q11: Do you agree that we should require the disclosure of the overall asset
allocation of the whole arrangement, as well as for the YTR points? Will this be
of use to firms, and will it be an added burden to disclose?

If asset allocation disclosures are required, they must be collected relative to the YTR
(Years to Retirement) cohorts. A blended asset allocation across a lifestyle scheme is
largely meaningless, as it is heavily influenced by the demographics of the scheme’s
membership. For instance, a scheme with an older membership will naturally have
higher exposure to liquid, lower-risk assets compared to one with a younger
membership. To ensure meaningful comparisons and assess value properly, asset
allocation should be reported as it evolves through the lifestyling process. This is the
only way to compare investment strategies on a like-for-like basis and provide an
accurate reflection of the scheme’s alignment with its members’ needs.

However, this raises two critical issues. First, it shows that an asset allocation
collected at the scheme level cannot be meaningfully connected to the investment
returns data that the framework is proposing be collected at the cohort level. . A
single, blended asset allocation figure for the whole scheme would provide little
insight into the factors driving individual cohort outcomes (which are influenced by the
asset allocations decisions made for their part of the overall journey) and, therefore,
add little value to a meaningful VfM assessment.

Second, if the FCA where to fix this deficiency by requiring asset allocations that
match cohort returns this would significantly complicate the dataset. Capturing how
asset allocation evolves across different cohorts within a scheme introduces
unnecessary complexity and places a substantial reporting burden on firms. Given
that returns and risk metrics are already being collected, which directly measure the
value being delivered to members, adding a requirement for cohort-based asset
allocation reporting adds more burden than could be justified by the benefits that
such reporting would deliver to a VM assessment.

Q12: Do you agree with the proposed definitions for UK assets? If not, what
would you propose??

The appropriateness of the proposed definitions for UK assets largely depends on
the intended purpose of tracking UK exposure. If the FCA's goal is simply to monitor
the drivers of portfolio performance, the definition works adequately. It allows for a
clear breakdown of asset types and their geographic exposure, helping analysts
understand the influence of UK-registered assets on overall returns.

However, if the aim is to track what percentage of UK pension money is being
invested directly in the UK economy, the current methodology is flawed, particularly
regarding UK-listed equities. For example, in 2022, around 82% of FTSE 100
revenues and 57% of FTSE 250 revenues were derived from outside the UK. Simply
labelling investments in UK-listed companies as “invested in the UK economy”,
therefore, ignores the fact that much of the revenue and economic activity of these
companies takes place abroad. This distorts the picture and undermines the
accuracy of any assessment claiming to measure domestic economic impact.

The broader challenge is that capital is globally mobile, and unless there is a move
toward capital controls—which seems highly unlikely—any value assessment based
on the level of pension investment in UK assets risks leading to poorer long-term
outcomes for consumers. Pension schemes should be free to invest where the best
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2.4

opportunities for growth and returns exist, regardless of geography, in order to
maximize value for members.

Finally, the notion that money invested in non-UK assets is “sent abroad” and lost to
the UK is flawed. The returns generated by these global investments are eventually
drawn out by UK pensioners and reinvested in the UK economy through consumer
spending and tax payments, including higher income and capital gains taxes. In this
sense, global investments contribute to the UK economy just as much, if not more,
than investments solely focused on UK assets. For these reasons, if the intention is
to track how pension funds are supporting the UK economy, the current definitions
fall short and risk distorting both the assessment and the investment strategies of
pension schemes.

Q13: Do you think we should break out ‘Quoted but not listed’ (eg AIM) and if
so, how would that be useful? Would there be additional cost to doing this and
can you indicate how much?

We do not have strong views on this — although again this is added complexity whose
ultimate value in the overall assessment we would question.

Q14: Do you agree with the proposed costs and charges metrics? Why or why
not? If not, what alternative metrics would you suggest?

As with our views on investment performance metrics, our primary concern with the
proposed costs and charges metrics is the volume of data being collected and its
relevance for assessing value for money. Given the complexity and potential
redundancy of the data, we recommend removing costs for 15-year periods and
either 3 or 5-year periods, in line with our response to Q9.

Furthermore, we question whether all the costs and charges data being sought is
necessary. Since, if returns are reported net of investment charges, then the impact
of the investment charges are inherently captured in the net performance metrics. In
most cases, such as in listed equity or bond funds, fiduciaries have limited control
over the investment costs of the funds they invest in beyond choosing to disinvest.

We do acknowledge, however, that collecting detailed cost data may be more critical
for funds with significant allocations to private assets or fund-of-fund structures,
where costs tend to be higher due to performance fees and multi-layered cost
structures. In these cases, understanding the impact of charges can be more relevant
for evaluating value for money. We would also caution that in the case of net
performance metrics for funds charging both a baseline and performance fees (e.g.
2% base plus 20% performance) the net performance calculation often excludes the
performance fees since these are adhoc rather than regular charges. If the FCA is
asking for net investment performance (and indeed investment costs) it will need to
be explicit in requiring performance fees be included in these costs to ensure they
are captured.

Nonetheless, we advocate for starting with a minimum viable product (MVP)
approach. A simplified VM measure focusing on net investment performance
combined with an assessment of service/wrapper costs, would be sufficient to build a
robust but streamlined assessment framework. Additional layers of cost data can be
introduced as needed, but the focus should initially be on metrics that directly inform
the value received by members without overwhelming the analysis with excessive
detail.
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On this basis a simplified table for reporting performance and costs could look
something like this:

Cohort: 30YTR

lyr 3yr 10yr
Net Investment X. X% X. X% X. X%
Performance
Service charges X. X% X. X% X. X%

If charges are reported as annualised percentages on the same basis as the
investment performance then adding service charges to the net investment
performance should give total performance net of all charges.

If the FCA wanted to go one level of detail more granular the investment charges
could be split from the performance as follows:

Cohort: 30YTR

lyr 3yr 10yr
Gross Investment | X.X% X. X% X. X%
Performance
Investment X. X% X. X% X. X%
charges
Service charges X. X% X. X% X. X%

Again totals for both net investment performance and performance net of all charges
can be created by adding the relevant percentages together. Either way this would
reduce the number of performance and cost metrics collected from each cohort from
30 (15 performance metrics and 15 costs metrics) down to between 6 or 9 metrics.

Q15: Do you agree that historic costs and charges information should be
calculated in the first year of implementation, rather than waiting for this data
to build over time? Please explain your answer. If you do not agree with either
approach, what alternative would you suggest?

While we question the usefulness of 15-year cost data, we agree that if a VM
framework is implemented, any cost information it contains should include historic
costs. Waiting for this data to build over time would only prolong the period in which
the industry lacks the necessary data to make meaningful VM comparisons.
Incorporating historic cost data from the outset ensures that stakeholders can
immediately begin making informed assessments of value for money, rather than
delaying this crucial analysis.

Q16: Do you agree with our proposed approach to converting combination
charging structures to annual percentage charges? Why or why not? If not,
what alternative would you suggest??

While we understand the rationale behind allowing firms to show combination
charges once a product has fully matured, this approach seems inconsistent with the
rest of the framework.
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Currently, there is no provision for firms to project future investment returns to offset
future costs, yet the proposed approach on costs allows firms to blend future charges
with current charges. This creates a mismatch, as firms would be projecting future
costs without corresponding future returns, leading to potentially misleading
conclusions about value for money.

Moreover, this approach opens the door to arbitrage opportunities. Firms could adopt
combination charging structures to obscure high current costs by blending them with
lower future projected costs (that may never materialise). Additionally, there are no
clear guidelines for when a scheme is expected to achieve breakeven. Some firms
may choose to predict very long timelines to reach their breakeven, while others may
project it sooner, creating the potential for misleading comparison between largely
similar schemes simply due to differing choices they have made regarding future
projections.

Lastly, the same arguments against including projected future returns apply here—
schemes may fail to reach anticipated maturity, and consumers could end up paying
higher charges for longer than expected. Meanwhile, their current VM assessments
would continue to report artificially lower charges than were actually incurred. To
ensure fairness and transparency, the costs data should remain focused on the
present and historical charges rather than on speculative future charging structures.

Q17: Do you agree with the proposed approach to unbundling? Why or why
not? If not, what alternative would you suggest?

We have significant concerns regarding the comparability of bundled life company
funds with external investment products. Life company funds often have structural
differences that make direct comparisons with open-market vehicles, such as OEICs
or Unit Trusts, difficult. These external products are not always designed to meet the
same objectives or serve the same types of customers as life company funds, which
are typically tailored to long-term, stable growth within specific regulatory and
administrative frameworks.

Even when comparable external investment products do exist, there is a notable
discrepancy in the cost structures between life funds and products like OEICs or Unit
Trusts. External investment vehicles often carry higher investment and administrative
charges due to the increased complexity and governance associated with their
structure. These additional layers of cost, which are common in open-market
products, can make them inherently more expensive to administer compared to life
company funds. As a result, life company funds could appear less competitive in a
purely cost-based comparison, even though their lower charges may offer greater
value to consumers over the long term.

Moreover, administrative differences create further challenges in comparing life
company funds to external products. Life company funds benefit from a streamlined
administrative process, which is designed to reduce costs while still providing a
secure, well-managed investment environment. In contrast, OEICs and Unit Trusts
are subject to higher regulatory and compliance costs, which are often passed on to
consumers, inflating their overall expense ratios.

For these reasons, any comparison between life company funds and external
investment products must take into account the fundamental differences in their cost
structures, regulatory environments, and investment purposes. Failing to do so could
lead to an unfair assessment of life company funds and mislead consumers and
fiduciaries about their relative value. A more nuanced approach that considers these
distinctions would be necessary to ensure a fair and accurate evaluation of the value
for money provided by life company funds.
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2.5

Q18: Do you agree with the proposed approach to multi-employer cohorts?
Why or why not? If not, what alternative would you suggest?

We do not object to the proposal of limiting multi-employer providers to disclosing
total costs and charges for the 30YTR cohort, but this raises the question: if the FCA
is comfortable with just the 30YTR data for multi-employer schemes, why not extend
this streamlined approach to single-employer schemes as well? The rationale
provided by the FCA—namely, that savers spend much of their pension journey in
the growth phase and that costs and charges may not differ significantly in later
stages—applies equally to single-employer schemes. Simplifying the data collection
process for all schemes could improve efficiency without sacrificing meaningful
assessment.

Additionally, it is important to recognize that much of the market comparison will be
between multi-employer and single-employer schemes. If only the 30YTR data is
collected for multi-employer schemes, while single-employer schemes provide more
detailed 5YTR and At Retirement data, it could result in a skewed comparison. Over
time, there is a high likelihood that only the 30YTR data will be used in market
comparisons, as it will be the most universally available.

Q19: Do you agree with the proposals on scope? If not, what alternative
approach would you suggest?

Overall, we broadly agree with the need to capture quality of service metrics within
the Value for Money (VfM) framework. However, it is important to recognize that the
industry often promotes service quality as a primary deliverable, whereas from a
consumer perspective, investment outcomes tend to carry more weight. Consumers
generally expect the service aspect of their pensions to "just work" without viewing it
as a significant value add.

This distinction is important because, while the industry may seek to place service
quality on equal footing with investment outcomes in VfM assessments, consumers
clearly value investment returns more. Additionally, collecting meaningful feedback
on service quality from consumers can be challenging, as they may view good
service as merely meeting their baseline expectations. In other words, when services
function as expected, consumers often see that as the default rather than a
distinguishing feature of value.

For these reasons, we believe the FCA should be cautious in overemphasizing
service quality metrics in comparison to investment performance. While quality of
service is an important part of the overall consumer experience, any final assessment
of value should balance these elements appropriately against the elements that
consumers prioritize higher, such as investment outcomes.

Q20: Do you agree with the five proposed indicators of service quality? If not,
what alternatives would you suggest, with metrics?

At a high level, the five proposed indicators of service quality seem reasonable, but
their practical application can be highly subjective. The key challenge is determining
where the line between good, mediocre, and poor service lies, as this can vary
significantly depending on the individual customer’s expectations. Service quality is
inherently subjective—what one member views as excellent service (for example,
minimal interaction for inactive or low-maintenance customers), another may view as
inadequate if they require more immediate responses or support.
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Additionally, the type of employee base that a scheme supports will influence the
perception and delivery of service. Should we assess turnaround times and response
quality for high-volume, low-value schemes in the same way as low-volume, high-
value schemes? The costs of servicing these different types of schemes also vary,
making it difficult to establish a consistent way of evaluating service quality across
them.

Moreover, this raises the question of how to combine service metrics with cost
considerations to arrive at a comprehensive value for money judgment. Without a
way to ensure that the comparisons are truly like-for-like, there is a risk that schemes
with different service needs or structures could be unfairly judged. In summary, while
the indicators themselves make sense, the challenge lies in finding a fair,
standardized way to measure and compare service quality across diverse schemes

Q21: For each of the five proposed indicators, do you agree with the proposed
metrics for measuring these? If not, what metrics would you suggest? We
would particularly welcome views on these metrics.

We have concerns with some of the metrics proposed for measuring the five service
quality indicators. For example, the specificity around transfer and payments out
metrics requires further qualification. Schemes often lack visibility over when a
customer actually receives a payment, as they can only monitor when it is sent.
Additionally, in the case of transfers, the metrics could unfairly penalize the ceding
scheme if delays are caused by the receiving scheme, and vice versa. This creates a
potential for schemes to be judged unfairly based on factors outside their control.

When it comes to investments, measuring performance solely based on default fund
arrangements poses fewer challenges. However, schemes offering a wide range of
non-standard or complex investment options may face delays due to the nature of
these investments. These schemes could be unfairly disadvantaged in comparison to
schemes offering simpler investment solutions, even when the performance of their
default investment funds is comparable. This may deter schemes from offering
flexibility to members, which is a value-add in itself.

Additionally, many schemes do not currently catalog the detailed data being
requested by these metrics. There would need to be a lead-in period to allow
schemes time to collect and report this data effectively. Furthermore, the nature of
certain investments—such as guarantees or illiquid assets—raises the question of
whether different benchmarks should be applied to different scheme types. A more
tailored approach to these metrics may be necessary to account for the diversity in
scheme structures and investment options, ensuring that all schemes are fairly
assessed.

Given these challenges, we believe it reinforces the need to pilot this framework
before full implementation. A pilot phase would allow for the identification of any
unintended consequences, such as schemes being penalized for issues beyond their
control or the complexity of offering flexible investment options. This approach would
give schemes time to adjust, allow regulators to refine the metrics, and ensure the
framework is robust and fair before it is rolled out more broadly across the industry.

Q22: Do you agree with our proposal to include a non-employer related email
address and phone number when defining common data? If you don’t agree,
please explain why not.

The inclusion of a non-employer related email address and phone number in defining
common data makes sense conceptually, however, penalizing schemes when
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customers fail or decline to provide this information seems unfair. In many schemes,
particularly those tied to employer arrangements, the primary point of contact is the
employer rather than the individual employee. Although schemes commonly request
personal contact information and encourage engagement through portals, it is not
unusual for members to withhold this information, especially when contacted via their
former employer.

This raises the question of how frequently a scheme must request this information
before it is deemed acceptable to stop penalizing the scheme for non-compliance. At
what point should a member’s continued refusal to provide personal contact details
be recognized, and how can schemes validate and record this position? It is
important to ensure that schemes are not unfairly penalized for circumstances
beyond their control, particularly when the member actively chooses not to share this
data.

Q23: Do you agree with our proposals for an event-based member satisfaction
survey? We would particularly welcome feedback on the trigger events and
proposed questions.

While we understand the rationale behind an event-based member satisfaction
survey, we have concerns about its effectiveness and practicality. As noted in the
paper, there is no perfect way to monitor member satisfaction, and event-based
surveys are typically influenced by the nature of the member's inquiry. In many
cases, members may be in a vulnerable state of mind during the call—such as after a
life event or when accessing their funds—which can skew their responses and make
them less reflective of the actual service or support received. For example, members
seeking to receive funds are unlikely to provide negative feedback unless there is an
egregious delay, as their primary focus is simply receiving their money. Conversely,
those calling in vulnerable circumstances are less likely to respond positively,
regardless of the support they receive.

Additionally, implementing this type of survey poses significant cost and logistical
challenges. Surveys of this nature typically take around 5 minutes to complete, and
many schemes do not currently have automated or digital solutions in place to handle
this efficiently. Introducing such systems would require substantial investment in
either survey technology or additional staffing to accommodate extended call times.
Alternatively, using basic survey platforms like SurveyMonkey often results in low
engagement and response rates, which reduces the effectiveness of this metric.

The likelihood of non-engagement is also high, as many members may skip the
survey without seeing any direct value in completing it. Moreover, using surveys as a
proxy for member engagement seems misaligned with the paper’s earlier
acknowledgment that, under auto-enrollment, most members have little to no
engagement with their pension provider. Relying on survey completion as a measure
of engagement seems to contradict this point. For these reasons, we would strongly
recommend against using survey participation as a key metric for member
engagement in the VM framework.

Q24: Do you think that a firm should be able to provide a saver specific view of
access to tools and saver use across its digital offerings? If not, what metric
would you suggest?

We believe that the ability to provide a saver-specific view of access to tools and
saver use across digital offerings may not always provide a fair reflection of the value
a scheme offers. Many savers may have valid reasons for not accessing digital tools
or platforms, especially if they receive support through other channels, such as an
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adviser. This could unfairly penalize schemes that have a higher penetration of
advice, as members may not need or choose to use digital tools.

Recent interviews conducted by Altus around the take-up of investment pathways
have demonstrated that simply making digital support solutions available does not
guarantee that savers will use them. This does not necessarily reflect on the quality
or availability of these tools. In fact, if members are not engaging with the digital
offerings, it raises the question of whether the scheme should continue to invest in
such solutions. Measuring the use of digital tools as an indicator of value may
therefore lead to misleading conclusions.

Instead of focusing solely on digital tool usage, we suggest exploring alternative
metrics that account for the range of ways members interact with their pension
schemes, including through advisers or other non-digital channels. This would
provide a more balanced view of how well a scheme supports its members.

Q25: Do you agree with our proposed conditions for the selection of
comparator arrangements? If not, what would you suggest?

While the proposed approach to selecting comparator arrangements makes sense in
theory, there are several practical and structural concerns. One significant issue is
the timing of comparisons. Firms that publish their assessments early may end up
comparing their performance against outdated data from the previous year, which
could reduce the relevance and accuracy of these comparisons. This timing
misalignment could diminish the overall value of the VfM assessment.

A major concern is that the selection of comparator schemes is left entirely in the
hands of the IGCs and providers without any independent oversight. This opens the
door to potential gaming, as IGCs and providers may strategically choose
comparators that cast their own scheme in a more favourable light. Past
benchmarking exercises have shown that gaming is common in data reporting, and
without proper checks, firms could exploit rules and definitions to their advantage.
The current framework lacks sufficient detail and governance to prevent this. We
would strongly advocate for the introduction of an independent body (which in the
absence of an alternative is likely to be the regulator) to provide an assessment of
the quality of chosen comparators and if necessary draw up guidelines to more
clearly define what acceptable comparators look like. In this way the regulator would
play an active role in ensuring VM assessments continue to be fair, transparent and
implemented to a consistent standard across the industry.

Additionally, the scale of the comparison process is daunting. With a large number of
schemes and data points involved, achieving meaningful and objective comparisons
may prove difficult. The proposal suggests comparing at least three providers, two of
which must manage assets exceeding £10 billion, and one of which must be contract-
based and one trust-based. While this variety is crucial for a comprehensive
comparison, it adds complexity to data collection. A pilot phase to assess whether
these comparisons can be implemented effectively at scale would be prudent before
rolling out the framework more widely.

Q26: Do you agree with the assessment process we have outlined above? Do
you have views on what should be considered a material difference in value
relative to comparator arrangements? If you think that RAG ratings will not be
sufficiently comparable, what refinements would you suggest?
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We have concerns about the proposed assessment process, particularly regarding
the value delivered from service quality relative to cost. This metric is inherently
subjective and open to interpretation, making it difficult to standardize across different
schemes. As highlighted in our previous comments, assessing service quality and its
relationship to cost can vary greatly depending on the specific characteristics of a
scheme and its members, leading to inconsistencies in how value is judged.

While we support the use of RAG ratings as a clear, visual indication of value, we are
concerned about the subjectivity involved. Without independent oversight, there is a
risk that schemes will be “marking their own homework,” leading to potential bias in
the assignment of RAG ratings. This could undermine the comparability and reliability
of the ratings across different schemes.

Additionally, there is the question of how varying performance across different
cohorts will be reflected in the assessment. A scheme may deliver good value for one
type of employer or member group while underperforming for another. It's unclear
how such discrepancies will be accounted for in the assessment process and
whether a scheme could be penalized for performing well in one area but poorly in
another. Further clarification is needed on how these cohort-specific differences will
be scored and factored into the overall assessment.

To enhance the objectivity and comparability of the assessment process, we suggest
introducing more detailed guidelines for evaluating service quality and ensuring that
RAG ratings are subject to external validation. This would help reduce subjectivity
and ensure that the ratings are consistent and fair across the market.

Q27: Do you agree that a multi-employer arrangement should be rated amber if
it fails to deliver value for a material number of savers in relation to at least one
employer cohort? If not, what would you suggest?

We do not fully agree with the proposal to rate a multi-employer arrangement as
amber if it fails to deliver value for a material number of savers in relation to at least
one employer cohort. This approach overlooks the fact that different cohorts within a
multi-employer arrangement can incur varying costs, which can impact the value
delivered. For example, smaller employers may face higher per-member costs
compared to larger employers, which could lead to discrepancies in value for different
cohorts within the same scheme.

If a scalable solution is implemented, or if cross-subsidisation is permitted to balance
costs across different cohorts, this issue could be resolved. These approaches would
allow schemes to distribute costs more equitably across cohorts, ensuring that value
is delivered more consistently to all savers, regardless of employer size or cohort.
Without addressing these structural differences, rating an arrangement amber based
on underperformance in one cohort risks oversimplifying the complex cost dynamics
within multi-employer schemes.

Question 28: Do you have any concerns about our proposals for assessing
bespoke in-scope arrangements? If you do have concerns, please explain
them. If you anticipate negative effects, what can be done to address those?

We have concerns about the proposals for assessing bespoke in-scope
arrangements, particularly given the wide array of bespoke options available in the
market. As noted in our earlier responses, this flexibility could encourage more
entities to classify their schemes as "bespoke" in order to bypass the core challenges
faced by mainstream schemes. This would allow them to avoid the more rigorous
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assessments required under the Value for Money framework, creating a potential
loophole.

Without safeguards, the bespoke classification could lead to entities developing
tailored solutions solely to be categorized as bespoke, rather than meeting the VM
standards that apply to mainstream schemes. To address this issue, we recommend
introducing an approval process for bespoke status. While this would introduce
additional governance, it would ensure that only genuinely unique schemes are
classified as bespoke, preventing entities from using the label to avoid scrutiny. This
process would help maintain consistency across the industry and protect against an
exodus to "bespoke"” status, ensuring that these arrangements are subject to
appropriate oversight and evaluation.

Question 29: Do you agree that IGCs should consider and report on whether
their firm’s current scale may prevent it from offering value to savers? If not,
what would you propose?

We have concerns about the proposal for IGCs to report on whether their firm’s
current scale may prevent it from offering value to savers. This requirement risks
stifling innovation and creating concentration risk, potentially making the market less
viable for smaller schemes. Smaller schemes often offer unique or niche services
that deliver value in ways larger schemes cannot, and focusing primarily on scale
may discourage these innovations, reducing diversity in the market.

Additionally, this is another area where we believe the Framework risks straying into
an adjacent but ultimately separate policy initiative—namely, the push towards a
more consolidated pensions market. If it is truly the case that larger schemes offer
better value, the framework should be sufficiently robust to demonstrate this through
existing metrics without explicitly referencing a firm’s current scale. By ensuring that
the framework effectively measures value for money, the natural outcome should
reveal whether larger schemes consistently outperform smaller ones, making specific
references to scale unnecessary. This also aligns with our broader argument to keep
the framework focused on a few key metrics—following a minimum viable product
(MVP) approach—rather than introducing additional complexity.

Moreover, the justification that larger schemes have access to higher-performing
asset classes fails to fully account for the trade-off between risk and reward. Larger
schemes may have access to certain asset classes, but these may not always be
appropriate for the target market of savers, particularly those with lower risk
tolerance. Emphasizing scale and access to higher-risk asset classes could lead to
investment strategies that are unsuitable for certain saver groups.

The wider proposal for firms to RAG their performance naturally creates transparency
around underperforming firms. If a firm'’s lack of scale affects its ability to deliver
value, this will be reflected in its RAG rating. Therefore, the focus should remain on
overall performance, with the framework robust enough to show if scale plays a role
in delivering better value, rather than singling out scale as a standalone factor.

Question 30: Do you agree that IGCs should consider how ESG considerations
have been taken into account across firm-designed in-scope arrangement? Do
you think this is sufficient and if not, what would you suggest?

We believe that, in general, ESG considerations should be excluded from the Value
for Money (VfM) framework. Including ESG as a standard requirement may introduce
unnecessary complexity and could shift the focus away from the core objective of
delivering value to all savers, regardless of their personal preferences. For many
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schemes, the primary goal should remain achieving solid financial outcomes, and
ESG may not always align with these objectives for every saver.

However, there may be circumstances where ESG considerations are of particular

importance to a specific scheme or membership base. In these cases, ESG could be

incorporated as a bespoke feature, allowing members who prioritize ESG principles

to access relevant options without imposing it as a default for everyone. This ensures

flexibility, giving like-minded individuals the opportunity to align their savings with
their values, while ensuring that members who do not prioritize ESG are not forced
into such strategies.

Q31: Do you agree that firms should inform employers of amber and red
ratings and proposed steps to address the poor value, where an employer’s
current and past employees are at risk? If not, why not and what would you
suggest?

We agree with these proposals.

Q32: Do you agree that firms should not be allowed to accept business from
new employers into an arrangement rated amber or red? If not, why not and
what would you suggest?

We have significant reservations about the proposal to prevent amber- or red-rated
firms from accepting new business, particularly as the current approach creates a
rigid "cliff-edge" for schemes. This is especially problematic for multi-employer
schemes, where being rated amber could trigger a disproportionate commercial
impact by halting new business immediately, even when only certain cohorts are
affected. The lack of a transition period to rectify performance issues further
compounds this challenge, as many of the proposed metrics—such as long-term
investment performance—can take several years to improve, even with immediate
corrective actions.

Given the complexity of the Value for Money (VfM) framework, which involves
evaluating a range of metrics over varying timeframes, reducing the outcome to a
single amber rating is too blunt an instrument. It oversimplifies what is often a
nuanced evaluation process, making it difficult for governance boards to make fair

assessments. There is also a risk that this "all or nothing" approach could encourage
overly optimistic interpretations of "material” differences in an effort to avoid receiving
an amber rating. As a result, we believe there is a clear need to introduce a gradation

within the amber rating—perhaps splitting it into two or more categories—to better
reflect the varying degrees of concern and urgency.

While we agree that schemes/products rated red should not be permitted to accept

new business, there are significant issues around how this would be operationalized.
If a red rating indicates that a scheme is no longer fit for purpose, then it is imperative
that a clear legal mechanism is in place to allow these firms to wind up their schemes

without needing member consent and to transfer members to a superior scheme.
This would prevent a scenario where new members receive better benefits than
existing members, which could lead to legal challenges regarding unfair treatment.
Ensuring a fair and efficient transition to a new, better scheme would protect all

members equally and provide regulatory certainty that this process can be executed

swiftly and fairly.

In conclusion, the current proposal oversimplifies the complexity of assessing value
for money and risks creating disproportionate consequences for schemes. A more

17/10/2024

Issue 1.0

20



Response to FCA Value for Money Framework Consultation Paper

nuanced approach that better reflects the reality of scheme performance and
introduces legal safeguards for winding up underperforming schemes will ensure the
framework is both practical and fair for all stakeholders.

Q33: Do you agree with our proposed actions and timings for firms with
arrangements rated amber or red? If not, what alternative approach would you
suggest?

We recognize that an amber rating indicates the expectation of meaningful
improvements leading to a green rating within a two-year period. However, the
proposal allows for up to three additional years before a scheme is moved to red,
meaning members could remain in an underperforming arrangement for nearly four
years.

This is an excessively long period for members to endure suboptimal outcomes and
fails to align with any of the timeframes used in the assessment of investment returns
or costs. A more appropriate timeframe would be to move a scheme to red if it fails to
demonstrate value for money after three years. This would align with the metrics
framework, allowing for the 1- and 3-year data points to assess whether
improvements are being made.

For multi-employer schemes, being rated amber due to the underperformance of a
specific cohort results in an immediate suspension of new business for the entire
arrangement. This blanket restriction seems overly harsh, especially when only
certain areas may be underperforming. A brief reassessment window should be
allowed before enforcing such suspensions. This is particularly important as single-
employer schemes rated amber do not face the same immediate commercial
consequences.

Another challenge relates to longer-term metrics, such as 10- or 15-year performance
figures. If an amber rating is assigned due to poor long-term performance, a three-
year window may not be sufficient to make meaningful improvements. In this case, a
wind-up might as well occur immediately, as there’s little chance the metrics will
improve substantially within the given timeframe. This is also why we believe the 15-
year metrics should be dropped from the assessment framework; it's unlikely that any
scheme performing poorly for that long will see sufficient improvement in such a short
period.

Moreover, long-term metrics need to be treated cautiously. Firms making meaningful
changes may not see this reflected in long-term figures for several years. The
framework should account for this to avoid unfairly penalizing schemes or forcing
consumers into multiple scheme changes based on persistently low long-term
numbers, which may reflect early performance issues that have long since been
addressed but which have not yet had sufficient time to become reflected in the long-
term performance. Consumers should not be switched from one scheme to another
simply because of mathematical lag in the metrics that doesn’t represent the true
value of their current arrangements.

Q34: Do you think that we should require firms to transfer savers out of red-
rated arrangements, subject to enabling legislative changes? What are the
costs associated with the proposed actions and are they proportionate? If you
don’t agree with our proposed actions, what would you suggest?

We agree that if an arrangement is rated red and cannot achieve value for money
(VM) within two years, transferring savers is a logical step. However, we want to
stress that a change in the law to allow for the bulk transfer of non-consenting
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members from red-rated schemes is not simply an "optional extra" as the
consultation suggests—it is vital. Without this legislative change, the framework
would lack the necessary power to protect members effectively. Members could end
up languishing in underperforming schemes, much as they do now, with no way to
move them into better arrangements.

Furthermore, without the requirement to transfer all members from these schemes,
firms could be incentivized to close underperforming schemes to new members more
aggressively than they do currently. Knowing that members would remain trapped in
these schemes, firms may see no urgency in making improvements. The proposed
legislative change would ensure that the framework has real consequences for red-
rated schemes and that members are not left in arrangements that consistently fail to
deliver ViM.

While there are costs associated with this process, they are proportionate to the need
to protect members’ long-term financial outcomes. Without this mechanism, the VM
framework risks becoming ineffective, leaving members vulnerable to ongoing poor
performance.

Q35: Do you think that requiring transfer from arrangements could benefit one
group of savers to the potential detriment of others? If so, please explain and
can you suggest an approach that doesn’t risk detriment to some savers?

Yes, we are particularly concerned about the FCA'’s suggestion that savers with
higher balances be encouraged to move while those with lower balances are left
behind. This approach is alarming, especially while there are strong policy initiatives
to push the industry towards higher levels of investment in private equity and illiquid
assets. History has shown that when more liquid, high-value assets are sold to meet
the needs of exiting savers, those left behind often find themselves stuck with lower-
guality and more illiquid assets. It is shocking that a regulator would propose this, as
it risks significant detriment to those with smaller balances.

To prevent this unequal treatment, we stress again that the requirement for firms to
wind up and transfer all members of red-rated schemes is an essential component of
this framework. Leaving any group behind would undermine the framework’s ability to
deliver value for all savers. Additionally, the Pensions Regulator (TPR) will need
more active powers to wind up underperforming trust-based schemes if the
framework is to function effectively. Ensuring that all members are treated fairly and
not left in poor-performing arrangements should be a fundamental goal of this
initiative.

We are not looking to comment on the disclosure requirements in specific detail but
would like to take the opportunity to make the following general observations:

The proposed Value for Money (VM) framework is primarily designed for a
professional audience, and this should be reflected in how the results are
communicated. Including detailed VfM assessments in the Chair’s annual report,
which is intended for a member audience, may not be appropriate, especially
considering that the majority of members are disengaged. A more effective approach
would be to create a separate report specifically aimed at professionals, providing the
necessary detail without overwhelming members with technical information. If VM
results must be included in the Chair's report, this should be done succinctly, with a
clear explanation of the RAG ratings in plain language, focusing on key comparisons
and how conclusions were reached.
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Additionally, aligning the timing of the VfM reporting with existing scheme reporting
periods would improve efficiency and reduce the administrative burden, particularly
for Master Trusts, which typically report by 31 March. Streamlining this process and
removing duplicative reporting requirements would also help simplify the disclosure
framework. The proposed narrative explanations for amber and red ratings make
sense, while optional narratives for green ratings could provide useful insight where
metrics alone do not fully justify the result. However, overall, this framework should
remain focused on a professional audience, avoiding unnecessary plain-language
summaries unless future phases explicitly include non-professional stakeholders.

Finally, notably absent from the proposals is a clear structure for how the broader
oversight will function to ensure value is being delivered across the market. The
framework relies on the assumption that professional audiences, in the absence of an
engaged consumer base, will hold schemes accountable. However, it lacks detail on
the regulatory mechanisms that will be needed to ensure the system operates
effectively. Beyond some vague references to FCA supervision, there is little clarity
on how oversight will function or who will monitor the guardians of this system. Given
that most savers remain disengaged, a stronger regulatory role will be essential to
ensure that the framework delivers meaningful value across the market.

We do not have any comments for this section

Q45: How do you think the use of data will evolve and what other measures
may be needed?

We believe that the use of data in the Value for Money (VfM) framework will
undoubtedly expand over time, but the current approach appears overly complex
from the outset. The FCA should prioritize starting with a simpler, minimum viable
product (MVP) framework, focusing on the core metrics that deliver the most
immediate value. Overloading the framework with vast amounts of data risks
overwhelming governance boards and complicating assessments, which could dilute
the effectiveness of the entire process.

As the framework evolves, we anticipate that data collection will become more
sophisticated, with more granular insights into investment performance, costs, and
service quality. However, to avoid analysis paralysis, the FCA should start by
focusing on a few high-impact metrics and gradually scale up. Future phases can
incorporate more detailed data points as the system matures, and as stakeholders—
both firms and regulators—become more adept at handling and interpreting the
information.

Additionally, while the framework is currently designed for a professional audience,
there needs to be a plan for how the data will eventually be presented in a way that
benefits savers, especially as efforts to engage them improve. Oversight
mechanisms should also evolve in parallel with the data usage, ensuring that the
system does not solely rely on professional judgment but has clear regulatory
structures to monitor and enforce outcomes, particularly in the absence of engaged
consumers.

Ultimately starting simpler will make the framework more manageable and provide a
solid foundation for future iterations. As data usage evolves, the focus should remain
on practical, actionable insights rather than an overwhelming amount of information
that may obscure the real goal of delivering value for money to savers.
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Q46: We invite views on the roll out, evolution and future phases of the
framework, over what time periods, and on the correct sequencing of these
developments.

We believe that the roll-out and evolution of the Value for Money (VM) framework
should adopt a phased, gradual approach, starting with a streamlined, minimum
viable product (MVP) that focuses on the core elements most critical to delivering
value. The current framework is too complex from the outset, which could overwhelm
both firms and governance boards. A simpler, more manageable framework in the
initial phase would allow the industry to adapt and ensure the key metrics—such as
investment performance, costs, and basic service quality—are working as intended
before expanding the scope. It would also reduce initial implementation costs and
accelerate the framework’s full rollout across the workplace sector.

The first phase should focus on ensuring that these core metrics are clearly defined,
consistently measured, and easily understood by all stakeholders. Following this,
subsequent phases could gradually introduce additional complexity, incorporating
more detailed data points and broader metrics, as stakeholders gain familiarity with
the system and as better data becomes available. This incremental approach will
ensure the framework remains effective and doesn't become unwieldy.

We do not have a strong view on the time period for this first phase but it should
allow for sufficient data collection and analysis to assess its effectiveness. Only after
this initial period should consideration be given to additional layers be added, such as
more complex risk metrics or ESG considerations, which could come into play in later
phases. Importantly, each phase should be subject to a thorough review before
proceeding to the next, to ensure that lessons from the earlier stages are fully
incorporated into the framework’s evolution.

If the FCA were minded to be particularly aggressive we would argue that
sequencing should prioritize the core factors that most directly impact savers—such
as net investment returns and service costs—before expanding into more granular or
specialized areas like bespoke arrangements or more nuanced quality-of-service
measures. This measured evolution, with adequate time for adaptation and review,
will ensure the framework remains effective in achieving its goals.

Question 47: Do you have any comments on our cost benefit analysis??

We believe that the cost benefit analysis presented is significantly underestimated.
This feeling is largely anecdotal but, drawing from a recent experience with one of
our clients, producing an equivalent analysis to the one being sought by the
Framework required the full-time attention of a dedicated team of eight individuals.
Given that the average salary for a data scientist with the necessary skills to develop
and maintain these metrics is around £50k, a back-of-the-envelope calculation
suggests that the estimated 10-year cost for just this one provider would be around
£4 million. When scaled across the 27 firms identified, this brings the 10-year cost for
the industry well over £100 million, and that is without accounting for wage inflation.

Based on this more clarity from the FCA on how it reached seemingly low figures
such as £29m (that is just over £100k per provider per year) as the total cost would
be much appreciated.

Also it is not clear that the CBA has included any assumptions for implementation by
all the trust-based schemes in the market. Given that we assume the FCA is not
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suggesting that these proposals are not designed to apply to the whole of the UK
pensions market we believe the costs analysis should include these schemes.

More critically, however, the analysis appears to overlook the essential role the FCA
itself must play in overseeing, developing and maintain the framework, including the
creation of a market level view.

The Australian Prudential Regulation Authority (APRA), often cited as one of the
most successful models for implementing a Pensions Value for Money (VM)
framework, actively oversees performance benchmarks for superannuation funds and
conducts annual performance tests. The FCA, by contrast, seems to assume that this
framework will function effectively without its active involvement. This is particularly
concerning given the principal-agent issue it itself identifies as existing in the UK
pension market, where consumer inertia and a fragmented system limit the usual
forces of competition. Relying on IGCs to manage the framework without robust FCA
oversight risks leaving savers vulnerable to underperformance.

The Australian regulators have recognized their need to play an active role in
maintaining market pressure in the absence of more active consumer engagement—
when will the FCA learn this lesson? IGCs have not succeeded in driving meaningful
change on their own over the past decade, and there is no reason to believe that
simply providing them with better data will make them more effective.

Without greater FCA, and indeed TPR, involvement, this framework is unlikely to
deliver the desired outcomes.

END OF DOCUMENT
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