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You are the advising actuary to the EBDS Employee Benefits Scheme.  

The regulator has recently released the following statement: 

Regulatory update: Duty of care to pension scheme members 

Our current regulations mean that pension scheme members are provided with an annual 
statement of benefits that assumes they will continue to pay into their respective arrangement 
on the terms they have used to date. 

Some schemes have flexibility in the level of contributions that the member and/or the 
employer will make. It is important that members are made aware of the implications of any 
changes they request, either temporarily or on a permanent basis, where this will adversely 
affect their financial future. Examples can include reducing the level of contributions or 
reducing other benefits such as medical or dental cover. 

We are concerned that there has been an increase in pension scheme members reducing their 
contributions without being aware of the full consequences of their actions. We strongly 
encourage pension schemes to increase the transparency of these implications by reminding 
those that would be affected in a timely manner. Schemes should not directly offer advice but 
should encourage their members to always seek independent advice and appraisal of their 
personal circumstances. 

We do not however intend to change our regulations regarding the preparation of annual 
statements at this time. 

– End of update – 

You met with the trustees on 21 March 2024 to discuss the operation of the pension scheme 
in light of the regulatory update. They wish to continue to support members and no changes 
to the scheme benefits are planned. They highlighted the following article in the Daily 
Communicator and other similar social media posts in recent months that have highlighted 
the option of reducing contributions as a means of dealing with the cost of living today. There 
is concern that some members may consider this as advice and this may have triggered some 
of the more recent transfers to the ‘low tier’. 

Article from the Daily Communicator: 3 March 2024 

So, we are in the midst of a national economic crisis with the latest inflation figure now 
being over 8% and it is expected to reach double figures in the near future. So many are 
concerned about their personal finances, and budgets are at the forefront of most people’s 
minds. Cutbacks on fuel consumption, looking for cheaper food and generally spending 
less have become routine but little government support is forthcoming.  

Employers are not helping as salaries are not keeping pace with inflation. So what else can 
you do? 

One solution may be to pay less into your pension. If you cannot afford to live today, then 
perhaps saving for tomorrow shouldn’t be a priority. Reducing your pension contributions 
will give you money for today. Definitely something to consider! 
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After discussing the issue with you, the trustees wish to have a letter to give to all those who 
request a transfer to the low tier.  

The letter to be issued by the trustees should include: 

 example data for a typical member on the financial impact of moving to the low tier.  
 what factors affect the actual fund at retirement. 
 a discussion of how other additional scheme benefits can be affected. 
 information that personalised illustrations can be made available but the trustees are 

unable to provide advice. 
 a reminder that a return to the ‘standard tier’ is possible at any time. 

The trustees have told you that transfer will no longer be automatic on receipt of the request. 
Members will need to send an email to the Human Resource Director to confirm receipt of 
the letter and that, having read it, they still wish to make the change. This is an effort to 
protect employees and reduce any possible reputational risk to the trustees and the employer. 
Without this email, the change will not be implemented and this should also be made clear to 
those making the request. 

Instruction to candidates 

Remember that CP3 is a test of your ability to filter information and communicate it to a 
particular audience. Use only information that is contained in this examination paper and the 
scenario material provided. Do not draw on prior knowledge of a particular market, 
legislation or company. 

1 Draft the letter requested by the trustees, which will be given to any member 
requesting a transfer to the low tier.  [80] 

2 (i) Describe how you chose the data to include in your draft and give two 
examples of data you chose to omit with reasons for their omission.  [7] 

(ii) Describe how you chose to use and display the numerical data you considered 
relevant in your draft.  [4] 

(iii) Explain how you chose to structure your answer so that it would be suitable 
for the member to fully understand all the implications of transferring to the 
low tier.  [5] 

(iv) Give two examples of jargon used in the scenario material or question paper 
that the audience may not understand, and for each example explain how you 
overcame this in your document.  [4] 

  [Total 20] 

END OF PAPER 


