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Market update
Redress in relation to unsuitable defined benefit transfer is calculated as the difference between the current 
value of the proceeds of the transfer and the cost of providing the relinquished defined benefit pension. 
Movements in redress are therefore very dependent upon the performance of the personal pension but are 
also affected by the value placed on the defined benefit pension which can vary greatly depending on market 
conditions at the time of valuation. 

 

 

The graph below shows how redress for a typical British Steel member with an assumed pension of £10,000 
pa might have developed over time* if the funds were invested in a typical mix of asset classes.  It also shows 
how redress for individuals who transferred out of a typical UK defined benefit scheme in 2018 might have 
developed over the same period**. 

Net BSPS redress at 1 January 2022 is assumed to be 16% of the transfer value received, in line with paragraph 
42 of the FCA’s consultation paper CP22/6 published in March 2022.  We note that the FCA have now published 
their policy statement PS22/14 in which paragraph 6.11 (further updated in late January 2023) states that they 
estimate average redress remains 16% of the transfer value.  We do not have access to the underlying FSCS 
claims data on which the FCA have based their analysis but note that changes to market conditions over 2022 
would generally result in redress levels falling significantly in individual cases.  It may be that the FCA is using a 
different sample of members to arrive at their results, which is altering the FCA’s analysis of how BSPS redress 
levels have changed over 2022.
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The value placed on defined benefit pensions has 
typically decreased for younger investors over the 
quarter.  This reflects rising yields on longer-dated 
government bonds (which reduces the present value 
of future payments) and lower expected long-term 
inflation (which reduces the expected amount of 
future inflation-linked payments).   

For investors who have already reached retirement 
age, the value placed on the defined benefit pension 
is also likely to have fallen slightly due to lower 
expected long-term inflation.  



PS22/13 “Calculating redress for non-compliant pension transfer advice”

Summary
The FCA’s new rules and guidance are contained in DISP Appendix 4, “Handling pension transfer  
redress calculations”.

In our view, our analysis continues to provide a reasonable illustration of general movements in redress levels over 
time.  However, we recommend you bear in mind that the FCA has apparently reached a different conclusion.  Also, 
the redress tracker is based on an example member and, in our experience, the calculation outcome where there 
is a loss can vary considerably in scale.  A full calculation will be required to confirm the redress payable for each 
transfer found to be unsuitable under the PS22/14 process (CONRED 4 in the FCA Handbook).

** Modelling is based on an example individual born in 1967 and allows for the estimated redress applying for a comparable BSPS member to be  
adjusted to remove scheme specific features of the BSPS, in particular, the changes in BSPS benefit structure implemented on transition to the BSPS2. 
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*Modelling is based on an example member born in 1967 with pension of £10,000 at date of transfer in January 2018, for whom 50% of pension was 
accrued prior to April 1997.  Net redress is assumed to be 16% of the transfer value implemented as set out in the FCA document CP22/6.  
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The new rules come into effect on 1 April 2023 and provide some detailed regulations to be followed for 
communicating with the investor with regard to the redress offer.  New guidance is also given to assist with 
the calculation of redress, and this replaces the FCA guidance given in 2017 (FG17/9) and the earlier pension 
review guidance given from 1994 onwards.

The new features to be handled in the redress process are outlined below.

Policy Statements
On 28 November 2022, the FCA released two Policy Statements:

We provided some initial thoughts in early December on PS22/13. From the perspective of redress calculation, 
PS22/13 is likely to be of more interest and this newsletter focuses on it.  However, we’ve also provided some 
comments on PS22/14 on page 5.



Progress with confidence

Timing of new requirements
The new rules are effective from 1 April 2023 so no new offers should be 
made to investors under the existing FG17/9 regime after that date.  The 
possible exception to this would be where the terms of a Final Decision 
from FOS explicitly require the calculation to be performed under 
FG17/9.

Data gathering
The data required for redress calculations will remain broadly the same 
under PS22/13 as under the current guidance, FG17/9.  A detailed list of 
information which may be relevant is contained in DISP App 4 Annex 2.
However, there is more detail on the processes to be followed in 
obtaining this data.  In particular, the investor should be provided with 
a clear description of the information needed and why it is needed, 
and the consequences of not providing the information.  Requests for 
information must be adapted to the individual circumstances of the 
investor.

The investor must be given at least 14 days from their receipt of the 
request to respond.  If needed, a second request for information can 
then be made with a further 14 days from receipt for the investor to 
respond.  If sufficient information has still not been provided, it must be 
explained that the redress calculation may be discontinued if no reply is 
received.

The advisor should consider if it is able to calculate redress based on the 
information it holds, or whether it is appropriate to discontinue without 
further information.

Further requests for information can be made if the investor requests 
redress paid by augmentation.

Note that information must be provided in a durable medium, as defined by the FCA.

Cash redress or augmentation of pension?
The default offer of redress will be via a cash payment.  However, investors will need to be asked if they wish to  
be redressed by means of augmentation, i.e. whether they wish to have the redress applied to their personal 
pension plan.

It must be explained to the investor that any redress offer will be calculated on the basis that the redress will be 
invested prudently, and arranging payment into a defined contribution pension plan is one way of achieving this.

If the investor does ask for redress by augmentation, then further information gathering may be needed to establish 
what, if any, headroom the investor has to make personal contributions in the current tax year.  That is, to avoid 
breaching limits such as the Annual Allowance and Lifetime Allowance.

The calculation of redress by augmentation is only needed if the investor requests it.  The expectation is that only 
a minority of investors will ask for an augmentation but, if they do, there would be an onerous data gathering 
requirement and calculation. 

Further, the investor could decline redress by augmentation when initially asked, but would still retain the right 
to change their mind once they had received the cash lump sum redress offer.  If the investor does request an 
augmentation within the 3 month validity of the redress offer, the advising firm is required to promptly calculate an 
offer of augmentation. This could include part augmentation and part cash lump sum.

Any redress offer of augmentation must be accompanied by an alternative offer of a cash lump sum.
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Assumed retirement at or before the valuation date
The valuation date is the date at which the pension must be valued, and is the start of the calendar quarter in which 
the loss assessment calculations are performed and the redress offer is made.

If the investor had remained a member of the ceding defined benefit (DB) scheme, it will generally be presumed 
that they would have retired at the DB scheme’s normal retirement age (NRA).  The FCA have named this the 
“rebuttable presumption”.

If there is evidence that, more likely than not, the investor would have retired at or before the valuation date then 
the presumption of retirement at NRA can be “rebutted” and an earlier date of retirement used.  Guidance has been 
provided on the evidence required to rebut the presumption of retirement at NRA. 

Where the investor is at or over the minimum normal pension age of 55 on the valuation date, OAC will seek an 
instruction from the advisor whether they have strong enough evidence to rebut the presumption of retirement at 
NRA and, if so, the alternative retirement date to be assumed.

The Primary compensation sum is calculated in the same way as the existing redress methodology, comparing the 
value of the DB pension benefits that the investor would have received with the actual value of the DC plan that is 
currently held for the benefits transferred.  The new FCA rules and guidance provide for changes from the existing 
calculation methodology in the form of certain refinements, formula changes and defaults.  There are a few  
notable changes: 

 • expenses assumed before retirement are always to be defaulted to product charges of 0.75% pa plus   
  ongoing advisor charges of 0.5% pa.  

 • the FCA are providing a table of proportion married varying by marital status and term to retirement to   
  replace the existing proportion married assumption of 85%.

 • where a future earnings growth assumption is needed, this is to be CPI growth + 1%  
  (replacing the current RPI + 2% assumption). 

The updated methodology may cause an increase or reduction of the Primary compensation sum depending on 
an individual’s particular circumstances. It is also important to bear in mind that the Primary compensation sum is 
dependent on the market conditions at the date of calculation and has the potential to vary greatly as the financial 
parameters move with the markets.  As now, a deduction is made when paying compensation by means of a cash 
lump sum to reflect the investor’s expected tax position in retirement.  Payment by way of augmentation of the 
investor’s DC plan will take account of the tax relief on personal pension contributions.
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Redress calculation
Redress will consist of three components:

 a) The “Primary compensation sum” made up of the calculation of the gross pension loss at the valuation  
  date, adjusted for tax and any means tested state benefits.

 b) The “Secondary compensation sum” being any consequential loss, though the only such loss currently   
  identified in the new FCA rules is the possibility of compensating the investor for an initial advisor fee.

 c) The “Additional compensation sum” which is an addition of interest from valuation date to payment date.
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PS22/14 “Consumer redress scheme for unsuitable advice to transfer out of the British Steel 
Pension Scheme”

The Secondary compensation sum would cover the 
situation that the investor has no advisor and, it is 
assumed, will appoint one to advise on investment of 
the DC plan and the redress amount.  A similar situation 
arises if the advisor that gave the non-compliant advice is 
charging more than 0.5% and will not agree to reduce the 
charge to 0.5% in the period up to retirement.  In either 
situation, the amount of the secondary compensation 
sum is 2.4% of the total of the DC fund and redress amount 
(before any tax deduction), subject to a minimum of £1,000 
and a maximum of £3,000.

The Additional compensation sum is the interest to be 
added between valuation date and payment date.  The 
interest rate to be used is derived in the course of the 
redress calculation and will be made available, along  
with the formula to use, in OAC’s redress reports.

Redress offer
The redress offer must be issued within the same quarter 
as the valuation date and remains valid for 3 months from 
the date of issue.

The FCA Handbook DISP Appendix 4.3.36 to 4.3.40 provides 
detailed rules on the explanation of the redress calculation 
and the content of any redress offer to be made to the 
investor.  Our reports will be updated to support you in 
complying with these rules.

Actuarial oversight
The redress calculations are to be obtained from an actuary or using an approach approved by an actuary.  By using 
OAC, our clients can be confident of complying with this FCA rule. 

PS22/14 is generally of more interest from a redress compliance perspective than a redress calculation perspective.  
That is, it considers the process by which investors will come under the scope of the redress scheme and the steps 
to be taken to ensure redress is paid where appropriate.  Your compliance officers are likely to be more concerned 
with the detail of PS22/14; however, there are some areas of interest from the perspective of redress calculation.

The FCA estimates that 1,100 consumers will receive redress totalling £66 million.  This amounts to an average of 
£60,000 each, which is consistent with the FCA’s estimate that average redress will be 16% of the typical transfer 
value received of £374,000.

The FCA announced on 20 January 2023 that a legal challenge has been made against the decision to set up 

a redress scheme for former BSPS members.  At this stage, it is not yet clear if this will delay implementation 

and so we suggest affected advisors proceed as if PS22/14 will follow the proposed timetable.  However, if there is 

a delay (or if PS22/14 were not implemented at all), it might not have much of an effect on advisors’ liability as we 

might expect most affected former members to make a complaint via the usual channels anyway and receive 

broadly the same redress but calculated under PS22/13.



Progress with confidence
OAC PLC, 141-142 Fenchurch Street, London, EC3M 6BL, United Kingdom 

Registered in England | Company no. 4663795

The FCA amended in late January the text of PS22/14 to retain the 16% of transfer value estimate used 

in CP22/6.  We do not have access to the data underlying the FCA’s estimate of average redress – see our 
comments in the market update.  Our analysis assumes that the FCA’s analysis in CP22/6 is correct, and then 
adjusts for changes in market conditions.  This adjustment – see chart on page 2 – suggests that redress has 
dropped much more significantly when an average example investor is considered, although it is important to 
remember that redress can vary dramatically depending on individual circumstances. Our analysis suggests 
that a redress calculation for our average example BSPS transferee would currently be showing a gain – i.e. 
that there may be, under current market conditions, many individuals who will be seen to have benefited from 
the transfer compared with the value placed on the DB pension under the FCA’s guidance. 

The FCA intends to release a BSPS specific redress calculator in April, in the form of an Excel spreadsheet 
which will be available to advisor firms and third party firms representing advisor firms. This is intended to 
allow advisor firms to calculate redress without the involvement of specialists such as OAC.

However, the BSPS benefit structure is complex and some aspects remain unclear.  We have previously 
contacted the FCA to ask if they can clarify some aspects of the BSPS benefits, but to date, they have not felt 
in a position to do so.  When the model is released, we will be examining it and testing it against our own 
models to understand where any differences arise.  We will also consider potential pitfalls for advisor firms 
programming the model.  For example, PS22/14 states that tax implications (such as Lifetime Allowance and 
Annual Allowance) will not be captured by the model. Furthermore, PS22/14 states that actuarial oversight will 
be required where there are complications such as additional post-transfer contributions to the transfer fund.

We appreciate our clients’ desires to reduce the costs involved with providing redress, but we will always be 
available to support you with the calculations if we are needed. 
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