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Summary 

Starting in October 2012, millions of employees will be automatically enrolled into 
workplace pension schemes for the first time. Employers will be required to establish a 
pension scheme for their staff and they must also make a contribution to each employee’s 
pension. These duties will start first for the largest employers, but all current employers will 
be required to enrol their staff in a pension scheme by 2017.  

Auto-enrolment will significantly increase the numbers of people participating in 
workplace pension saving. The Government’s design of the programme gives individuals 
the freedom to opt out, but they will be required to make an active decision to do so. 
Participation rates are expected to be high and millions of people are likely to benefit for 
the first time from employer contributions and tax relief from the Government. The 
minimum annual contribution rate (equivalent to 8% of an employee’s salary) has 
understandably been set initially at a modest level. This approach is realistic in the short 
term. However, the Government should review this level in 2014 with a view to 
encouraging people to make higher contributions over the longer term to help them secure 
an income in retirement which they are more likely to regard as adequate.  

Auto-enrolment was always intended to form part of a package of measures which would 
also include reform of the State Pensions system, to reduce the level of means-testing and 
enable people to see clear benefits from retirement saving. The Government should 
proceed with its welcome plans for State Pension reform without delay and introduce a Bill 
to this effect at the beginning of the 2012–13 parliamentary session. 

The Government has established the National Employment Savings Trust (NEST) to offer 
a simple, low-cost pension scheme to employees on low to moderate earnings. NEST is 
required to be available to all employers who wish to use the scheme to meet their auto-
enrolment requirements, including businesses that existing pension providers may 
consider loss-making or not commercially viable. The existence of NEST in the pensions 
market has increased competition and encouraged other providers to offer lower charges 
and has also prompted improvements in the way in which the pensions industry 
communicates with its customers.  

The Government has placed restrictions on the operation of NEST, including a cap on the 
annual contributions an individual can make to a NEST scheme and a ban on individuals 
transferring existing pension pots into NEST. The cap on contributions will result in severe 
complexity for small and medium-sized businesses, and the ban on transfers will be 
disruptive both for individuals who would like to consolidate separate pension pots into 
their NEST scheme and for employers who would like to consolidate their occupational 
pension schemes. These restrictions are likely to reduce the effectiveness of NEST in 
addressing the market failure that is was designed to resolve, and will not serve the best 
interests of employers or individuals. The Government should remove these two 
restrictions as a matter of urgency.  

We welcome the work that the National Association of Pension Funds is undertaking with 
the industry to improve transparency around fees and charges. Employers can choose 
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either NEST or a private pension provider to deliver their auto-enrolment pension scheme, 
and providers must demonstrate that their schemes offer value for money to individuals. 
At present, the fees and charges applied by providers can be complex and it is difficult for 
employers and individuals to compare schemes. It is imperative that the pensions industry 
establishes a clear, accessible and universally-adopted model to allow the comparison of 
charges by the end of 2012. From 2013 onwards, if it transpires that some auto-enrolment 
providers are applying hidden charges, or charges that represent poor value for money, the 
Government should use its powers to intervene. 

Auto-enrolment will impose new costs and additional administrative duties on employers. 
This may be particularly challenging for small employers. However, exempting small 
employers would create significant complexity. It would also exclude many employees of 
smaller companies which have not previously offered a pension scheme from workplace 
pension saving despite this group having always been a key target for auto-enrolment.  

The Government’s implementation schedule is designed to ensure that the new 
requirements are phased in gradually. Small employers will be the last to be phased in, and 
the flexibilities in the process should minimise the administrative burden on businesses. 
Whilst the delay to the timetable announced by the Government in November 2011 may 
ease the concerns of some small businesses, it will also mean that millions of employees 
start workplace pension saving later than anticipated. It is vital that there is no further 
postponement to the implementation timetable. 

Communicating the reforms to the public and employers and ensuring that employers are 
fulfilling their duties are key to the success of auto-enrolment. The Pensions Regulator 
(TPR) faces a significant challenge in this respect. The Government and TPR must 
continue to research and monitor awareness among employers. If awareness among 
smaller employers remains low by 2014, TPR should consider writing to employers earlier 
than the currently planned 12 months in advance of their staging date.   

Employers will need access to affordable and impartial guidance on choosing a workplace 
pension scheme for their employees. Equally, while one-to-one guidance may only be 
needed by a small minority of workers, it must be available for those who do need it, 
including help for individuals considering opting out, by telephone as well as online. 

 

 
 



5 

1 Introduction 

Background to automatic enrolment  

1. In December 2002,  the then Labour Government established the Pensions Commission 
in response to concern that individuals were not saving enough for their retirement and 
that measures taken to encourage private sector pension provision might not be 
succeeding. The Pensions Commission published reports in 2004 and 2005, followed by a 
final statement in 2006. It recommended the automatic enrolment of employees in 
occupational pension schemes and a role for the state as an organiser of pension savings. 
The Commission envisaged the establishment of “a low cost, national funded pension 
saving scheme into which individuals will be automatically enrolled, but with the right to 
opt out, with a modest level of compulsory matching employer contributions, and 
delivering the opportunity to save for a pension at a low Annual Management Charge”.1 

2. Based on these recommendations, the Pensions Act 2008 established a duty on 
employers to automatically enrol jobholders into, and to contribute to, a qualifying 
workplace pension scheme. The Act also made provision for the introduction of a new 
“personal accounts” scheme as a state-supported savings vehicle. In January 2010 the 
Government announced that the National Employment Savings Trust (NEST) would be 
the permanent name of the personal accounts scheme. This was subsequently 
implemented by statutory instrument and the NEST Corporation became operational from 
5 July 2010.2 

3. In 2010, the Coalition Government set up a review to look at whether the proposed 
scope for the auto-enrolment policy was still appropriate. The Making Automatic 
Enrolment Work review (the “Johnson review”—chaired by Paul Johnson, now Director 
of the Institute for Fiscal Studies), reported in October 2010. It recommended some 
adjustments to the design of the policy, including an optional waiting period of up to 
three months before an employee needs to be automatically enrolled and an increase in 
the minimum earnings threshold for auto-enrolment. These changes were included in 
the Pensions Act 2011. Other core aspects of the policy were supported by the Johnson 
review, including the establishment of NEST. 3 

The automatic enrolment model 

4. Workers in Great Britain who are aged at least 22 and under State Pension age and earn 
over £7,4754 a year will be automatically enrolled into a pension scheme chosen by their 
employer. Contributions and tax relief will be paid on earnings between £5,035 and 
£33,540 a year.5 Employees earning under £7,475 can join their employer’s pension scheme 

 
1 Pensions Commission (2005), A New Pension Settlement for the Twenty-First Century. The Commission was chaired by 

Lord Turner and is also sometimes known as the “Turner Commission”. 

2 For further background information, please see: House of Commons Library (2011), Pensions: Automatic enrolment and 
employer contributions 

3 Paul Johnson, David Yeandle and Adrian Boulding (2010), Making automatic enrolment work, Cm 7954 

4 This figure will increase in line with earnings before the reforms are implemented.  
5 These figures will increase in line with earnings before the reforms are implemented. 
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if they wish, although their employer is not required to pay a contribution. For employees 
who are automatically enrolled the minimum total pension contribution will be 8% of 
relevant earnings. This will include: a minimum pension contribution from their employer 
equivalent to at least 3% of their earnings; and tax relief on contributions of around 1% of 
their earnings.6 

5. Employees are able to opt out of auto-enrolment pension saving at any time. However, 
employees who opt out and continue to meet the criteria for automatic enrolment will be 
re-enrolled into their employers’ pension scheme every three years.7 In addition, 
individuals who leave one job to start another one will be automatically enrolled by their 
new employer, provided they meet the criteria.8 Self-employed people will not be 
automatically enrolled but can make their own pension arrangements; for example, they 
can invest in a NEST scheme.9  

6. Eligible employees will be enrolled into a pension scheme chosen by their employer. 
Employers can choose either NEST or a private provider which has met the criteria defined 
by the Department for Work and Pensions (DWP) and published by The Pensions 
Regulator (TPR). NEST has a public service obligation to be available to all employers who 
wish to use the scheme to meet their duties under auto-enrolment. Unlike private 
providers, NEST must therefore accept business that the existing market may consider 
loss-making or not commercially viable.  If employers do not comply with their duties 
under auto-enrolment, TPR will be able to issue warning notices and penalties. In the most 
serious cases, it can prosecute.10  

Timescales 

7. Although the new duties start to take effect from 1 October 2012, individual employers' 
specific start dates will be introduced gradually based on the size of the employer, typically 
by PAYE size. Prior to November 2011, the Government’s intention was for all existing 
employers to be enrolled by September 2016. However, in November 2011 the 
Government announced a delay to the timetable for smaller employers. Under the revised 
timetable, small employers (those with fewer than 50 employees) will not be required to 
auto-enrol employees until between May 2015 and April 2017. They were originally due to 
enrol between May 2014 and February 2016.  

8. The minimum levels of contributions will be phased in gradually, to help employers and 
employees adjust to the cost of the reforms. The minimum rate of employers’ 
contributions will start at 1% of the worker’s salary, rising to 2% in October 2017 and 3% in 
October 2018. This timetable for the increases in minimum contributions represents a one-
year delay to the Government’s original schedule.   

 
6 Department for Work and Pensions (2011), Automatic Enrolment and Workplace Pension Reform – the facts  

7 ibid.  

8 House of Commons Library (2011), Pensions: Automatic enrolment and employer contributions 

9 Ev 151  

10 Ev 139, Ev 146 and Ev 144  
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About this inquiry  

9. Auto-enrolment is a significant reform which has been designed to encourage millions 
of individuals to save more for their retirement. It places new duties on employers and the 
establishment of NEST requires considerable ongoing investment from the Government. 
We were therefore interested in examining the implementation of this major policy to 
ensure that it would be delivered effectively and in the best interests of employees.  

10. We received 46 submissions from a range of organisations and individuals. We also 
took oral evidence from Steve Webb MP, Minister of State for Pensions; The Pensions 
Regulator; NEST; experts in workplace pensions; and panels involving representatives of 
businesses, private pension providers and workers. A full list of witnesses is set out at the 
end of the report. We also visited NEST’s offices in June 2011. We are grateful to all those 
who contributed to our inquiry.  

11. Our specialist adviser for this inquiry was Alan Woods.11 We very much appreciate the 
contribution he made to our work.  

12. Some of the issues we have covered in this inquiry have alerted us to concerns about the 
operation of workplace pensions which go beyond automatic enrolment. We intend to 
look in detail at these wider issues in our recently announced inquiry into governance and 
best practice in workplace pension provision.12 

Structure of this report 

13. Our report considers the implementation of auto-enrolment from the perspectives of 
individuals, businesses and pension providers, as well as the costs and implications for the 
Government, The Pensions Regulator and NEST. Chapter 2 examines the extent to which 
auto-enrolment might be effective in encouraging individuals to save for an adequate and 
sustainable income in their retirement. In Chapter 3 we assess whether sufficient 
safeguards are in place to ensure that pension providers offer value for money to savers. 
Chapter 4 explores the costs and administrative impact that businesses will experience as a 
result of the new requirements. In Chapter 5 we consider the communications challenge 
facing the Government in raising awareness of the reforms among the public and 
employers. Chapter 6 examines the operation of NEST and the restrictions that the 
Government has placed on NEST’s functions. 

 
11 Relevant interests of the specialist adviser were made available to the Committee. The Committee formally noted that 

Alan Woods declared the following interests: paid adviser to the Workplace Retirement Income Commission, 
Governor at the Pensions Policy Institute (unpaid), volunteer at the Pensions Advisory Service, adviser to Cleveland 
Associates, consultancy work for the National Association of Pension Funds, and commissioned by NEST to 
undertake a review of the effectiveness of its trustee board.  

12 For terms of reference for this inquiry, please see our website at www.parliament.uk/workpencom 
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2 Increasing participation in pension saving 

Addressing the decline in retirement saving 

14. The policy of automatic enrolment has been pursued by successive governments to 
address a concern that individuals are both living longer and not saving enough to enjoy an 
adequate income in retirement. In 2005, the Pensions Commission indicated that private 
pension saving was in “serious and probably irreversible decline”. It found that employers’ 
willingness voluntarily to provide pensions was falling and that initiatives to stimulate 
personal pension saving had not been successful. The Commission concluded that the 
current voluntary private funded system, combined with the current state system, was not 
fit for purpose for the future. It therefore recommended that employees should be 
automatically enrolled into workplace pension schemes and that the Government should 
reform the State Pension so that over time it became more generous and based on a flat 
rate but paid at a higher age.13  

15. The Pensions Commission’s concerns about private pension saving are supported by 
recent evidence from the DWP’s Family Resources Survey. This research highlighted a 
gradual decline in private pension saving over the last 10 years, with a particular decrease 
among two demographic groups; men of all ages and people under 40. The survey found 
that in 2009–10 only 38% of working-age people—11.6 million out of 30.4 million 
people14— were saving into a private pension, compared with 46% in 1999–2000. Over the 
same period, pension saving among men fell from 52% to 39%, and among individuals 
aged between 20 and 39, from 43% to 31%.15  

16. Separate DWP figures showed that, in 2010, over 11.5 million private sector jobs had 
no pension provision, an increase of 2.5 million since 1997. The Department estimated that 
seven million people were not saving enough to enjoy the security in retirement that they 
aspired to.16 The latest survey from the Office for National Statistics showed that, in 2011, 
only 33% of private sector employees were members of a workplace pension scheme.17  
DWP indicated that this figure represented a fall from 46% in 1997. 18  

17. Having identified this serious deficit in retirement saving, the Pensions Commission 
concluded that people would be far more likely to enter a pension scheme if they were 
automatically enrolled with a right to opt out, than if they were required to make a positive 
choice to join a pension scheme. They described this model as adopting the “power of 
inertia” in order to achieve an increase in pension saving. 19   

 
13 The Pensions Commission (2005), A New Pension Settlement for the Twenty-First Century 

14 Figures based on a working age population of 30.4 million people according to DWP: www.dwp.gov.uk 

15 Department for Work and Pensions (2011), Family Resources Survey: Estimates of Private Pension Participation Rates 
1999/00 – 2009/10 

16 Ev 136 

17 Office for National Statistics (2012), 2011 Annual Survey of Hours and Earnings: Summary of Pension Results 
18 Ev 136 

19 The Pensions Commission (2005), A New Pension Settlement for the Twenty-First Century 
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18. We welcome the decision by successive governments to pursue auto-enrolment in 
order to address the steady decline in pension saving. The policy has been designed to 
encourage high levels of participation in workplace pension saving, whilst retaining an 
individual’s freedom to opt out. The recommendations contained in our report are 
intended to support the successful implementation of auto-enrolment.   

Estimated participation rates 

19. According to DWP estimates, 9–10 million people will be eligible for automatic 
enrolment into a qualifying workplace pension scheme. DWP estimated that 2–4 million 
individuals would opt out of automatic enrolment, leaving 5–8 million individuals newly 
saving or saving more as a result of automatic enrolment.20  DWP research found that 65% 
of respondents would “definitely” or “probably” stay enrolled, whilst 20% would 
“definitely” or “probably” opt out.21  

20. Although the levels of participation and opt-out are difficult to predict, we believe that 
the Government’s estimates are reasonable and broadly in line with other available 
evidence. Survey results published by the National Association of Pension Funds (NAPF) 
in October 2011 indicated that 27% of people thought it unlikely they would remain in 
auto-enrolment schemes, while 57% said it was likely and 16% were unsure. The NAPF 
suggested that a proportion of the “unsure” respondents might also opt out, and they 
concluded that overall one in three workers—around three million people—might opt out. 
Of those who told the NAPF’s survey they would opt out, nearly 48% said they could not 
afford the contributions, 29% said they did not trust the Government and 26% said they 
did not trust the pensions industry. The NAPF believed that fears about fees and charges 
were a major obstacle to the success of auto-enrolment and the organisation is itself taking 
steps to develop an industry code of practice on the transparency of fees and charges.22 We 
consider concerns relating to fees and charges in chapter 3 of this Report.  

21. The Pensions Policy Institute (PPI) highlighted the complexities in estimating 
participation rates under auto-enrolment, given that this is a new policy with limited 
international comparisons. PPI suggested that a 20% opt-out rate would be an optimistic 
scenario; 33% would be in line with the central case made by the Government; and a 50–
60% opt-out rate would be a pessimistic scenario. PPI indicated that the only international 
comparison is the KiwiSaver experience in New Zealand, which was launched in July 
2007.23 Under this scheme, workers aged 18–65 starting a new job are automatically 
enrolled in the KiwiSaver, but can opt out from day 14 to day 56 of their employment. The 
percentage of members who were enrolled into KiwiSaver automatically and chose to opt 
out has declined over the past three years from 34% for 2009 to 28% for 2011.24 DWP has 
therefore estimated a slightly higher opt-out rate than the current rate in New Zealand.   

 
20 Department for Work and Pensions (2011), Pensions Act 2011 – Impacts – Annex B: Workplace Pension Reform  
21 Ev 145  

22  National Association of Pension Funds (October 2011), Three million set to drop out of pensions auto-enrolment, 
www.napf.co.uk 

23 Ev 116 

24 New Zealand Inland Revenue (2011), KiwiSaver evaluation. Annual report: July 2010 to June 2011 
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22. However, there are some significant differences between the KiwiSaver and the UK’s 
criteria for auto-enrolment, including some measures that may encourage higher 
participation rates in New Zealand. Individuals can only opt out of the KiwiSaver during 
the first eight weeks of being auto-enrolled, whereas UK employees can opt out at any time. 
In addition, in New Zealand, individuals can only have one pension account, whereas UK 
employees can establish a number of smaller pension pots.25   

23. The New Zealand Government also introduced financial incentives for individuals to 
participate in the KiwiSaver scheme. When an individual joins KiwiSaver they receive a 
$1,000 tax-free “kick start” to their savings from the Government. They also receive a tax 
credit payment of up to $1,042.86 a year, and potentially a first-home deposit subsidy.26  
KiwiSaver members can also withdraw their savings (minus the Government 
contributions) to buy a first home or if experiencing financial hardship or serious illness.27 

The home ownership incentives became operational in July 2010, and an initial evaluation 
found that the number of KiwiSaver members receiving a first home withdrawal and/or 
being approved for a first home subsidy was higher than forecast.28 This may suggest that 
these incentives are popular among savers in New Zealand, although the ability to 
withdraw funds would of course have implications in terms of overall retirement saving.  

24. The UK model for auto-enrolment provides tax relief for scheme members on 
contributions. At this late stage of the implementation it would not be advisable for the 
Government to consider adding additional upfront financial incentives to encourage 
participation. However, following the implementation phase, the Government could 
consider the advantages and disadvantages of introducing the ability for individuals to 
withdraw savings, for example to help them buy a first home. The Minister indicated that 
the Government may look at this issue again in the future, especially if the inability to 
withdraw funds was found to be a significant influence on those deciding to opt out of 
auto-enrolment.29 

25. Retirement saving through auto-enrolment may be even more attractive to 
individuals if it offered additional financial incentives or flexibilities. We welcome the 
Minister’s willingness to look at this again. In its review of auto-enrolment scheduled 
for 2017, the Government should consider the advantages and disadvantages, including 
the legal implications, of enabling individuals to withdraw pension savings to buy a 
first home. The New Zealand experience may offer evidence on the extent to which 
savers’ behaviour has been affected by this aspect of the KiwiSaver scheme.  

Relationship between auto-enrolment and the State Pension 

26. The Pensions Commission recommended that, in addition to the introduction of auto-
enrolment, the Government should reform the State Pension so as to greatly reduce the 

 
25 Pensions Policy Institute (2012), What are the lessons from KiwiSaver for automatic enrolment in the UK?, PPI Briefing 

Note Number 62 

26 KiwiSaver, KiwiSaver benefits, www.KiwiSaver.govt.nz 

27 Pensions Policy Institute (2012), What are the lessons from KiwiSaver for automatic enrolment in the UK?, PPI Briefing 
Note Number 62 

28 New Zealand Inland Revenue (2011), KiwiSaver evaluation. Annual report: July 2010 to June 2011 

29 Q 461 
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prevalence of means-testing. They considered that this was essential in order to provide 
clear incentives to individuals who were considering pension saving but concerned that 
their private retirement income would be means-tested. The Commission also proposed 
that the State Pension should be uprated in line with earnings but that pension age should 
rise, resulting overall in an increase in expenditure as a percentage of GDP between 2020 
and 2045.30 In New Zealand, the Superannuation payments for those aged 65 and over are 
not income tested and are paid at a higher rate than the UK’s Basic State Pension rate.31   

27. The 2011 Green Paper A State Pension System for the 21st Century outlined the 
Government’s belief that automatic enrolment would only succeed “if today’s workers feel 
confident that it will be worth their while saving and if they understand how much they 
need to save to fund their aspirations for retirement”. The Green Paper highlighted the 
complexity and uncertainty in the State Pension system, noting that many people are 
unsure what their State Pension will be worth when they retire. It also indicated that the 
current reliance on means-testing in the current system meant that incentives to save were 
not clear and that groups such as women and the low paid tended to have poorer State 
Pensions.  The Government proposed two options to reform the State Pension: 

• Option 1: acceleration of existing reforms so that the State Pension evolves into a 
two-tier flat-rate structure more quickly; or  

• Option 2: more radical reform to a single-tier flat-rate pension set above the level of 
the Pension Credit standard minimum guarantee.32  

28. Respondents to the Government’s Green Paper consultation broadly supported option 
2, with around three-quarters of organisations supporting a single tier pension in 
principle.33 Many witnesses in our inquiry also supported the Government’s proposal for a 
flat-rate State Pension, expressing concern that people would otherwise see their private 
pension savings effectively reduced by the loss of means-tested benefits in retirement. The 
Centre for Retirement Reform believed that the Government should move ahead with their 
proposals “so that everyone who saves in a pension scheme will be better off at retirement 
than those who don’t save”.34 The Association of British Insurers (ABI) and NAPF both 
indicated that moving to a flat-rate, simple State Pension would reduce existing 
disincentives to save for retirement, and the NAPF also suggested that a single tier pension 
would make it easier for employers to make decisions about scheme benefits and 
contribution levels.35  

29. Legal & General argued that the numbers opting out of auto-enrolment would be lower 
if the Government’s proposals to reform the State Pension were in progress by the time 

 
30 The Pensions Commission (2005), A New Pension Settlement for the Twenty-First Century 

31 The weekly New Zealand Superannuation rate for 2010–11 was approximately a minimum £167 net (single person) and 
£139 net (married person). This compares with a UK weekly Basic State Pension rate of £102.15 (single person) and 
£61.20 (married person), although the UK figures would increase if an individual was eligible for the income-related 
Pension Credit. Information from www.workandincome.govt.nz and www.direct.gov.uk  

32 Department for Work and Pensions (2011), A state pension for the 21st century, Cm 8053 

33 Department for Work and Pensions (2011), A state pension for the 21st century: A summary of responses to the public 
consultation, Cm 8131 

34 Ev w14 

35 Ev 101 and Ev 127 
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employees start being auto-enrolled, as this would significantly reduce the fear that people 
would lose means-tested benefits as a result of increased retirement saving.36 In addition, 
Aviva believed that the Government’s proposals would help people understand the mix of 
state and private provision that they could expect on retirement, and therefore make 
informed plans for their retirement saving.37  

30. The current State Pension system, with its means-tested Pension Credit top-ups, 
may act as a disincentive to some individuals on lower incomes who are considering 
workplace pension saving. The Government’s plans to reform the State Pension and 
reduce means-testing are therefore welcome, and essential in creating a simpler 
foundation pension which will enable people to increase their retirement saving with 
confidence that they will not be penalised by losing state benefits.   

31. The Government must set out its detailed plans for State Pension reform as a 
matter of urgency. Individuals need certainty on the Government’s plans if they are to 
make informed decisions about their retirement saving and whether to remain enrolled 
in their workplace scheme. Equally, financial advisers need clarity about the future of 
the State Pension if they are to provide sound, long-term advice to individuals. We urge 
the Government to proceed with its reform of the State Pension without delay and to 
introduce its Bill on State Pension reform in the 2012–13 session of Parliament.  

Minimum thresholds for employee eligibility 

32. The self-employed and individuals with earnings between £5,715 and £7,475 will not be 
auto-enrolled into a pension scheme, although they will be able to opt in. We explored the 
implications for individuals earning below the £7,475 threshold, and in particular whether 
any particular groups on lower incomes may be disadvantaged as a result.  

33. The 2010 Johnson review recommended that the earnings threshold for automatic 
enrolment should be aligned with the personal allowance for income tax and that the 
threshold from which pension contributions become payable should be aligned with the 
National Insurance primary threshold. The rationale was that lower earners would 
otherwise produce very small pension pots, undermining the credibility of the reforms.38 
Following the Johnson review, the Government subsequently raised the annual minimum 
earnings threshold from £5,035 to £7,475 to reflect these recommendations.  

34. The  review also estimated that increasing the threshold from £5,035 to £7,475 would 
mean that one million fewer people would be eligible for automatic enrolment (a 10% 
reduction), with a fall in total individuals contributions of £180 million (a 4% reduction). It 
also noted that costs for employers would be reduced.39 The Pensions Policy Institute (PPI) 
indicated that part-time, temporary, casual and agency staff were likely to have lower 
earnings than full-time employees and might consequently fall under the threshold for 
eligibility.40 Raising the threshold further, as proposed by the Government’s consultation 
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in December 2011, would reduce further the number of people eligible for auto-
enrolment.41 

35. The Coalition Government has stated its intention to increase the personal allowance 
for income tax to £10,000.42 If the Government decides to align the minimum earnings 
threshold for auto-enrolment with the personal allowance (as recommended in the 2010 
review), this would further reduce the number of employees eligible for auto-enrolment. 
The Minister suggested that excluding some lower earners from eligibility would not 
necessarily make a significant difference to their income on retirement: 

There are two sorts of people at those income levels. You have the folk who are 
temporarily at those levels, and not being auto-enrolled when they have a temporary 
low income does not make much difference to their pension. [...] You have also got 
people who always earn that amount, who are relatively few and far between. [...] If it 
is what you always earned, the state is going to give you a good replacement rate 
anyway.43 

The Johnson review offered a similar view, indicating that somebody earning £10,000 a 
year over a working life would, net of tax, be entitled to almost as much in benefits at 
retirement as they received in work.44 This implies that raising the threshold may not be 
that damaging for lower earners.  

36. However, the review decided against recommending a higher threshold of over 
£10,000. Firstly it argued that working tax credits provide a big incentive for many low 
earners to save in pensions. Under the current tax credit arrangements, 100% of an 
individual’s workplace pension contributions can be disregarded in their income 
assessment (although from 2013 this will reduce to 50%).  Secondly, the review concluded 
that most low earners go on to earn more at some point and can only accumulate a pot of 
reasonable value by saving year on year. It found that most very low earners were women 
living with men who were on higher incomes, and that it might be desirable for those 
women to accumulate a pension pot of their own.45 Baroness Drake, a member of the 
Pensions Commission, was particularly concerned about how raising the income threshold 
might disadvantage women:  

I am concerned that, if the trigger for auto-enrolment continues to rise, and goes up 
to a figure in excess of £10,000 to reflect where the Government wishes to go on the 
tax threshold, you are going to exclude about 1.4 million people who would 
previously be in auto-enrolment, 76% of whom would be women. [...] if you remove 
the benefit of auto-enrolment from them when they are having periods of part-time 
working when they are caring, you break the habit of persistency of saving.46   

 
41 Department for Work and Pensions (2011), Automatic enrolment thresholds: review and revision 2012 / 2013 
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37. The Government’s consultation on the first annual revision of the automatic enrolment 
earnings threshold closed in January 2012. It proposed options for relatively modest 
increases in the threshold, and did not propose lifting the threshold to £10,000 at this stage. 
The consultation outlined the potential implications for women, black and ethnic 
minorities, individuals with disabilities and younger workers, and highlighted that women 
would be significantly affected; if the threshold was raised to £8,105, some 90,000 people 
would become ineligible, of whom 75,000 would be women.47 We await with interest the 
Government’s response to the consultation. 

38. We understand the complexities in setting a minimum income threshold for 
automatic enrolment and accept the rationale behind the current threshold levels. The 
case for increasing the income threshold significantly above its current level in real 
terms is not clear. As women have historically retired earlier, and had lower earnings 
and lower pensions than men, we believe that it is very welcome that auto-enrolment 
will bring so many millions of women into pensions saving for the first time.  However, 
as women make up the majority of persistently lower earners, the Government needs to 
consider the impact on the gender pensions gap when setting the income threshold. We 
do not regard it as essential that there should be a permanent link between the auto-
enrolment threshold and the income tax threshold.  

Impact on existing workplace pension schemes 

39. Witnesses raised concerns that some businesses may choose to reduce their existing 
pension provision to the statutory minimum for auto-enrolment in order to contain their 
costs (known as “levelling down”). The Institute for Fiscal Studies reported that, although 
automatically enrolling employees in a workplace pension could substantially raise 
participation rates, it could also lead some employees to save less than they would have 
done if their company had previously invited them to opt into a workplace pension 
scheme. Its report showed that, when large companies have switched to automatically 
enrolling staff, contributions rates tended to be lower than those previously offered under 
an opt-in system.48 The NAPF’s latest Annual Survey showed that 7% of its members were 
planning to level down in some way and 20% had not yet decided what they were going to 
do in the face of increasing costs.49   

40. PPI indicated that in an optimistic scenario, in which all employers auto-enrol their 
qualifying employees under existing terms, total annual pension contributions in the UK 
could be £10 billion (in 2006–07 earnings terms) higher than without the reforms by 2050. 
By contrast, in PPI’s most pessimistic scenario in which all employers make only the 
minimum contribution of 3% of band earnings, total annual pension contributions could 
actually be £10 billion lower than without the reforms by 2050 (again in 2006–07 earnings 
terms).50  

 
47 Department for Work and Pensions (2011), Automatic enrolment earnings thresholds review and revision 2012 / 2013 
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41. The Minister suggested that, while some firms may level down, they would be unlikely 
to take their current scheme and “make it worse” for existing scheme members on the 
grounds that: “Saying to your existing work force who are in a good scheme, ‘Guess what, 
guys, we are going to cut your pension,’ is a heck of a difficult conversation.”51 He also 
indicated that auto-enrolment was designed principally to support employees who 
currently have no workplace pension scheme:  

You are moving from a world where half the workforce have a damn good pension 
and the other half have nothing, to where half the workforce have a damn good 
pension and the other half have something. That is not dumbing down; that is 
fantastic and a huge step forward.52 

Baroness Drake shared this view: 

I would start from the basis that you cannot level down from zero, and when you 
think that 66% of companies do not make any provision and approximately 30% of 
workers in the private sector are saving, there is a huge group for whom levelling 
down is not a debate because they are not saving anyway.53   

Niki Cleal of the PPI highlighted that around 10% of private sector companies offer a 
pension contribution of over 3% of an individual’s salary. However, since these companies 
tend to be larger employers they incorporate around 50% of existing workplace pension 
members. She suggested that, while there may be some levelling down among these 
employers, it was important to remember the 60% of private sector employees with no 
workplace pension.54  

42. We recognise the risk that some employers may level down their existing pension 
provision to the statutory minimum for auto-enrolment, although it is very difficult to 
assess the extent to which this might take place in practice. However, the risk that some 
employers may level down their contributions is outweighed by the strong likelihood 
that auto-enrolment will introduce millions of individuals to pension saving for the 
first time.  

Encouraging contributions above the minimum rate 

43. The Pensions Commission recommended that the Government should strongly 
encourage median earners to achieve an income in retirement that represents around 45-
50% of what they earned during their working life (known as the “replacement rate”). 
However, the Commission found that many individuals actually aspired to a replacement 
rate of up to 67% and further recommended that Government policy should enable 
additional saving at low cost so that people could reach that level.55 Figures published by 
the Organisation for Economic Cooperation and Development showed that the UK State 
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Pension provided a median earner with a replacement rate of 37%.56  Even without the 
reform of the State Pension, as discussed earlier in this chapter, auto-enrolment is therefore 
expected to play a pivotal role in helping individuals reach their desired income in 
retirement.”  

44. The combined minimum rate of employer and employee contributions (including tax 
relief) for auto-enrolment when fully implemented will be 8%. When he gave evidence in 
March 2011, the Minister noted that “8% is not going to get you much of a pension, 
particularly if you start later in life, so obviously we will be encouraging people to start 
earlier, and our language will very much be that 8% is the floor not the norm.”57  

45. Niki Cleal made a similar point, arguing that the standard 8% contribution under auto-
enrolment would not provide a sufficient retirement income for employees. However, she 
recognised that it was a “step forward” and would mean that “people, for the first time, will 
be accruing some kind of pension in their own right”.58 In New Zealand, employees and 
employers tended to contribute at the legal minimum rate for the KiwiSaver programme, 
which was also considered insufficient for some employees to achieve their desired income 
on retirement.59  

46. The Investment Management Association also believed that an 8% contribution would 
not be sufficient, but they did not recommend raising this contribution rate in the near 
future: 

[...] this level of contribution is only a pragmatic starting point.  One element of the 
communications challenge, both initially and over time, will be to ensure that 
employees understand that the statutory minimum is not a form of tacit advice about 
adequacy.  We are cautious about calls to review the 8% minimum between now and 
2017.60 

47. Friends Life also called for an examination in 2017 of whether 8% of qualifying 
earnings would be sufficient to meet most employees’ requirements in retirement. They 
proposed that employees could potentially be required to save more through gradually 
increasing employee and employer contribution by 1% every 2-3 years, as is the case in 
Australia.61 

48. The minimum contribution rate of 8% is an important and realistic starting point 
for auto-enrolment. During the implementation stage, it is sensible for the 
Government to encourage participation in pension saving by increasing individual and 
employer contributions gradually to this moderate minimum level.  

 
56 Organisation for Economic Cooperation and Development (2011), Pensions At A Glance 2011 

57 The Government's pension reforms: oral evidence, 9 March 2011, HC 846-i, Q51 
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49. However, it is unlikely that 8% will secure a level of retirement provision which 
most employees would consider adequate. The Government should therefore conduct a 
review to examine a) how to promote saving above the 8% minimum; and b) whether it 
should raise the statutory minimum above 8% over the longer term. This review should 
take place by 2014, building on the lessons learned from implementation up to that 
point. Waiting until the review scheduled for 2017 to consider these issues could mean 
that many employees miss out on higher pension contributions for a longer period.  
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3 Ensuring pension schemes offer value for 
money  
50. Employers will be responsible for choosing an auto-enrolment pension scheme on 
behalf of their employees. They can choose from a wide range of private providers or they 
can opt for a NEST scheme. Employers will therefore have an important role in comparing 
pension schemes and selecting a scheme in the best interests of their staff. This chapter 
considers the extent to which employers and employees can be assured that pension 
providers will operate with transparency and offer products that represent good value for 
money.  

Criteria for auto-enrolment providers  

51. Providers must meet certain criteria established by the Government and regulated by 
The Pensions Regulator (TPR) in order to offer an auto-enrolment pension scheme. For 
example, UK pension providers must be tax registered and must offer occupational or 
personal pension schemes. Non-UK pension schemes must meet additional qualifying 
criteria relating to regulation in their country. In addition, there are minimum 
requirements according to the type of pension scheme (for example, defined benefit (DB), 
defined contribution (DC) or hybrid schemes which combine elements of DB and DC 
schemes). For example, the requirements for DC occupational pension schemes require 
employers to make minimum contributions at a set rate.62  

52. Although providers are required to meet these criteria, they will not be assessed against 
them by TPR as part of a registration process. Instead, it will be for the employer to satisfy 
themselves that the pension scheme they plan to use to fulfil their auto-enrolment duties 
meets the criteria. 63 TPR and the Financial Services Authority take a risk-based approach 
to regulation, whereby resources are concentrated on organisations where they identify the 
greatest risk to the security of members’ benefits.64   

53. It is useful to compare the UK criteria with the requirements on pension providers 
offering the KiwiSaver scheme in New Zealand. Organisations wanting to provide 
KiwiSaver schemes need to be certified by the NZ Inland Revenue and meet requirements 
set out by the Financial Markets Authority before they can register a scheme.  These 
include meeting certain IT requirements, implementing a business continuity plan, 
providing data to the Government and taking part in annual review meetings with the 
Inland Revenue. All providers are required to sign a scheme provider agreement before 
they can provide a KiwiSaver scheme.65 All KiwiSaver schemes are regulated by the 
Financial Markets Authority and schemes are required to have charges that are “not 
unreasonable”.66 Although the New Zealand Government has not defined a cap for 
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charges, providers can only offer a KiwiSaver scheme if their charging structure has been 
assessed and considered to be reasonable.  

54. The regulatory arrangements for providers under the KiwiSaver are significantly 
stronger than the requirements faced by providers wishing to offer auto-enrolment 
schemes in the UK. It is arguable that the New Zealand system offers a higher level of 
protection for savers that could increase their chances of receiving good value for money 
on their investment.  

55. Employers will be responsible for ensuring that their pension provider meets the 
Government’s criteria for auto-enrolment. Providers are not currently required to 
register with The Pensions Regulator to ensure that they are eligible. This may 
represent a regulatory gap, and we are concerned that some employers may 
unknowingly enrol their staff in schemes that do not meet the criteria. Equally, the 
criteria for providers appear relatively light compared with the New Zealand model. 
The Government must monitor this situation closely. It should act to strengthen the 
minimum criteria for providers, or require providers to register with The Pensions 
Regulator, if it becomes clear that some providers are not safeguarding the interests of 
pension scheme members.  

Transparency of pension scheme charges  

56. Comparing pension charges can be very complex due to the different types of fee that 
can be applied. These can include: 

• Contribution charges: investors are charged a percentage of each contribution they 
pay into their scheme. 

• Annual management charges: every year investors are charged a percentage of the 
total pension pot amount they have invested. 

• Fixed administration charges: investors pay a fixed monthly or annual fee, for 
example £2 a month or £20 a year, regardless of the size of their pot.  

• Trading charges: taxes and commissions incurred each time an asset is traded. 

• Active member discounts: increased charges once the employee ceases to 
contribute. 

57. DWP research examining a sample of schemes found a current mean charge level, 
expressed as a percentage of funds under management, for defined contribution (DC) 
occupational schemes of 1.23% (with a median charge level of 1%), and charge levels for 
most contract-based workplace schemes at 1% or lower. The Department therefore 
expected that NEST’s charges (broadly equivalent to a 0.5% annual management charge)67 
would act as a benchmark across the pensions industry which, combined with a 
competitive pensions market, should keep charges for auto-enrolment schemes low.68 Otto 
Thoresen from ABI echoed the expectation that NEST’s low charges would force other 

 
67 Employees enrolled in NEST will pay a 1.8% contribution charge and a 0.3% annual management charge. 
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providers to keep their charges competitive:  “the existence of NEST [...] is setting 
standards that will force the market to normalise at a level that I think we should be able to 
demonstrate is good value for money for the services provided.”69   

58. Lawrence Churchill, the Chair of NEST, highlighted the complexity of setting a single 
transparent measure for pension scheme charges, indicating that there could be variation 
in annual management charges (AMCs) within a single pension provider: 

People using AMCs have multiple AMCs, and you are never sure which one you are 
getting at any point in time, and when you stop paying contributions, the costs 
suddenly go up. Even in the beguiling simplicity of one currency, there are 
complications.70 

Joanne Segars from the NAPF highlighted the need for the industry to develop a common 
language around pension charges:  

We have been looking at the way in which different providers and different pension 
schemes describe what they are doing.  Some of them talk about bid-offer spreads, 
some talk about reductions in yields, some give percentage AMC and some talk 
about basis points.71   

59. Due to the current complexity and lack of transparency around pension scheme 
charges, there is the potential for pension providers to misrepresent the fees applied by 
their competitors, even if they do so inadvertently. This may become an issue as providers 
compete increasingly against each other for auto-enrolment contracts. The Advertising 
Standards Council and the Financial Services Authority have powers to regulate product-
related claims, and the increased transparency of charges would help reduce the risk of any 
miscommunication around competitors’ fees, demystifying the industry, and therefore 
encouraging pension saving.  

60. At its annual conference in October 2011, the NAPF announced that it planned to hold 
an industry summit on fee transparency. Its aim was to develop a code of practice for 
pension providers that would help customers understand and compare pension scheme 
charges. A working group has been established to explore the issues in depth and the 
NAPF proposed launching the code in spring 2012, ahead of the launch of auto-enrolment. 
A NAPF discussion paper put forward several ideas for fee transparency, including: 
ensuring fees are disclosed in a standard format to employers; providing annual 
information to employees about the cash amount they have paid in charges; ensuring 
transaction costs are disclosed; creating a comparison website for charges; and adopting a 
standardised method of comparing charges.72  

61. If auto-enrolment is to be successful in convincing people to increase their 
retirement saving, it is essential that providers offer value for money for employees who 
are automatically enrolled and that they demonstrate that this is the case. A 
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competitive market of providers should help promote this but it will only work if 
charges are clear, understandable and comparable. In the insurance industry, 
comparison websites are available to enable people to compare providers, and we 
believe that the pensions industry should aim to establish a similar model. 

62. Current industry practice and regulation does not offer sufficient transparency for 
employers or savers. We welcome the work that the NAPF and the pensions industry 
are undertaking to develop transparency around pension scheme charges and look 
forward to the NAPF’s code of practice.  

63. We expect to see the industry make progress on improving transparency and will 
continue to monitor their actions in this regard. It is imperative that the pensions 
industry establishes a clear, accessible and universally-adopted model to allow the 
comparison of charges and that this is in place by the end of 2012. This would ensure 
that the model is available to all employers choosing schemes from 2013 onwards.   

Regulation of fees and charges 

64. The criteria for auto-enrolment pensions, as determined by the Government and 
published by The Pensions Regulator, currently do not restrict the level of charge that can 
be applied by a pension provider. DWP has stated that it will monitor charge levels across 
the market and emphasised that it has reserve powers in the Pensions Act 2008, which 
would allow a charge cap to be set should auto-enrolment charges reach inappropriately 
high levels.73  

65. The Royal Society of Arts’ (RSA) Tomorrow’s Investor programme argued that the 
current consumer protection legislation that regulates workplace pensions is being 
“abandoned” alongside the introduction of auto-enrolment, increasing the risk of high 
charges: “There will be no restrictions on how much [providers] can charge, and we can 
expect that many will be sold pensions where 50% or more of their potential pension 
disappears in charges. Some of these fees will be hidden from customers.”74  

66. David Pitt-Watson, who led the Tomorrow’s Investor programme for RSA, provided 
the example that if an employee paid a 2% annual management charge each year over 60 
years (including time spent saving in work and in retirement), half their pension would 
disappear in fees. He drew a comparison with stakeholder pensions, where providers 
currently cannot charge more than 1.5% over the first 10 years, and thereafter cannot 
charge more than 1%.75 As noted earlier in this chapter, DWP research suggested that 
typical charge levels were lower than those feared by the RSA. 76 

67. The Minister outlined several reasons why it might not be advisable to introduce a cap 
on charges at this stage in the implementation of auto-enrolment. Firstly, he explained that, 
since there are “dozens and dozens of different sorts of charges”, introducing a cap on one 
type of charge might simply result in a provider increasing a different type of charge: “it 
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could be a bit like a tyre: you squeeze this bit and think you have got it capped, and all the 
charges rush off over there.”77 Secondly, the Minister indicated that some investors might 
wish to pay a higher charge in return for an improved service from their pension scheme: 

Plain vanilla default funds are fine, but if somebody wants tutti frutti or 
knickerbocker glory or whatever, they should be able to choose that, if they know 
what they are doing and it is an informed choice. Perhaps the charges are higher, but 
they feel that they are getting something for that. 78  

68. Thirdly, the Minister suggested that if the Government applied a cap, then the cap 
might become the standard level for charges, with providers increasing their fees to the 
level of the cap. He explained: “If you simply said, ‘You cannot charge more than—to take 
a round number—1%’ there would be a risk that everyone would say, ‘Oh, well, that’s the 
norm, so we will charge 1%.’”79 Lawrence Churchill from NEST made a similar point, 
indicating that, when the cap was imposed on charges for stakeholder pensions, providers 
set their charges at the cap level, rather than below the cap.80  

69. The current model for automatic enrolment will rely on scale and competition in the 
market to ensure that charges represent value for money. However, this model can only 
operate successfully if the pensions industry establishes transparency and clarity so that 
employers and individuals can compare schemes. It is also worth remembering that it will 
be employers who will be choosing pension schemes on behalf of their employees. The 
TUC expressed concern that there will not be sufficient incentives for employers to select a 
scheme that offers value for money and low charges for employees. They suggested that 
employers should be held accountable if they choose a pension provider that does not offer 
this.81 

70. It should be borne in mind that the employer will choose the pension scheme but 
the consequences of that choice in terms of the level of charges and the potential lack of 
value for money will fall on the employee. Given the current complexity of pension 
scheme charges, it is important that the Government and the pensions industry create a 
model that helps protect employers against the risk that they will, inadvertently, select a 
scheme that offers poor value for money for their employees. 

71. The Government must monitor the pension market to ensure that scale and 
competition between providers is effective in keeping charges at a low level. We 
recommend that the Government, or The Pensions Regulator, publish a report every 
two years on the value for money of pension scheme charges, including an assessment 
of the levels of fee applied under auto-enrolment.   

72. Whilst we accept the Government’s current rationale for not applying a cap on 
scheme charges, this approach will only work if all providers act with transparency and 
offer genuine value for money in relation to charges. During 2012, the pensions 
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industry has an opportunity to demonstrate that it can operate fairly and effectively 
without a cap on charges. From 2013 onwards, if it transpires that some auto-
enrolment providers are applying hidden charges, or charges that represent poor value 
for money, the Government should use its powers to intervene. 

Short service refunds  

73. In its December 2011 consultation paper Meeting future workplace pension challenges, 
the Government announced its intention to abolish the use of short service refunds for 
defined contribution (DC) occupational pension schemes. It expects the rule change to be 
introduced by 2014, subject to the parliamentary timetable.  

74. Under the current short service refund rules, an individual can receive a refund of 
pension contributions if they leave an occupational pension scheme within two years. 
Employers’ contributions can remain within the scheme to be used in accordance with 
scheme rules; for example to cover future employer contributions for other members or 
scheme administration costs. These employer contributions can therefore effectively be 
forfeited by the employee to subsidise other members. The Government felt that the short 
service refunds mechanism did not support the aim of increasing overall saving for 
retirement, with some individuals never accumulating pension pots.82  

75. We welcome the Government’s intention to ban short service refunds. This measure 
will help individuals experience the benefits of longer-term saving for retirement and 
reduce the risk that their employer contributions will be lost.  

Active member discounts  

76. Individuals can face higher charges for their pension schemes when they are no longer 
making contributions into that scheme, for example when they have moved to another 
employer. These higher charges are referred to as “active member discounts” or “deferred 
member penalties”. Some witnesses voiced concerns about this type of charge; for example, 
The Pension Regulator (TPR) argued that it was “not fair or acceptable”83 and the TUC 
called for active member discounts to be forbidden.84 NEST confirmed that it will not have 
higher charges for inactive members than for contributing ones.85 TPR told us that only 2% 
of trust-based schemes use active member discounts, but that these charges were more 
prevalent in contract-based schemes, which are expected to grow in number during the 
implementation of auto-enrolment.86   

77. Jos Joures, Head of Workplace Pension Reform at DWP, explained that higher charges 
for inactive members sometimes reflected the fact that the cost of administering them was 
proportionately higher because the pots were often very small. If higher charges were not 
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imposed for inactive members, it could sometimes mean that existing scheme members 
were in effect subsidising the administrative costs of deferred members. 87    

78. The Minister explained that the Government has brought active member discounts 
into the scope of its powers to cap pension scheme charges and said that the premiums 
applied to deferred members were “sometimes quite hard to justify”. However, he 
suggested that the best way to resolve the issue would be to encourage individuals to 
consolidate their pension pots into a single scheme, as outlined in the Government’s 
December 2011 consultation.88 We are likely to return to this issue in our forthcoming 
inquiry into governance and best practice in workplace pension provision.  

79. Active member discounts sometimes reflect the additional costs of administering 
inactive pensions but can also lead to disproportionately high charges for individuals 
who are no longer contributing to their scheme. We believe that pension providers 
should operate a fair balance between active and deferred members and that the 
Government should consider intervening if this issue is not resolved by greater 
consolidation of small pots into single schemes.  

Annuities  

80. Investors in defined contribution (DC) pension schemes use their pension pot to 
purchase an annuity from an insurer when they retire. This product will provide them with 
a regular income in retirement. Individuals will only make a single decision in choosing 
their annuity, and this major financial decision cannot be changed at a later date.  

81. A joint report by the NAPF and the Pensions Institute at Cass Business School found 
that around half a million people retiring each year are receiving reduced incomes in 
retirement because there are obstacles preventing them from obtaining the best possible 
deal on their annuity. The report suggested that each annual cohort of pensions loses up to 
£1 billion in lifetime income as a result.89 Age UK argued that the annuities market is not 
working adequately and recommended that savers should be automatically referred to 
either specialist advice or NEST when they reach retirement.90 The Pensions Advisory 
Service suggested that fluctuations in annuity rates could lead to disaffection among 
individuals and potentially lower levels of participation in retirement saving.91  

82. As NEST does not offer an annuity product, it is useful to consider its approach to 
helping its members to find an annuity. If a NEST member has a retirement pot worth 
more than £1,500, NEST will help them to look for a competitive rate through a panel of 
different retirement income providers. Their Retirement Tool will collect a range of 
quotations on how much retirement income different companies from its panel would give 
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an individual in exchange for their pension pot. Members are also free to select another 
company if they prefer.92  

83. In March 2012, the ABI launched a compulsory code of practice designed to encourage 
individuals to shop around for an annuity when they reach retirement. This represents a 
step in the right direction. Supporting individuals to achieve the best possible deal on their 
annuities is critical to the success of auto-enrolment and the DC pensions market more 
widely. We will return to this issue in more depth in our forthcoming inquiry into 
governance and best practice in workplace pension provision.  

Trust-based and contract-based schemes  

84. The regulation of workplace pension schemes is split between TPR and the Financial 
Services Authority (FSA): 

• TPR is the sole regulator of trust-based pension schemes. These schemes are 
overseen by a board of trustees who have a fiduciary duty to run the schemes in 
the best interests of members.  

• The FSA is the primary regulator of contract-based pension schemes. These 
schemes are not overseen by trustees and providers do not have the same 
fiduciary duty. Providers are subject to FSA rules and are also regulated by TPR.   

85. FairPensions argued that the regulatory framework should be equally robust for all 
types of pension provision and that the Government should act to ensure that standards of 
governance and consumer protection are comparable across the market. They suggested 
that some employers may see contract-based provision as an “easy option” requiring 
employers to take on less responsibility. FairPensions recommended that the FSA rules 
regarding conflicts of interest and obligations towards savers should be strengthened given 
that contract-based pensions fulfil the same role as trust-based schemes.93  

86. Some witnesses questioned the existence of two separate regulators for DC schemes. 
The Investment Management Association said that the respective roles of TPR and FSA 
were “not totally clear” and suggested that the Government consider options to 
“rationalise” regulation.94 The Building and Civil Engineering Benefit Schemes also 
commented that DC pensions “would benefit from a simple common regulatory 
framework, regardless of whether it is a trust-based or contract-based scheme”.95 The 
NAPF told us that “there should be a single regulator for pensions and that should be the 
Pensions Regulator”.96  

87. TPR assured us that they would work closely with the FSA wherever the regulatory 
boundaries were drawn. Bill Galvin of TPR also explained that the current structure may 
make more sense in terms of keeping financial services under FSA regulation: “Looking at 

 
92 NEST, NEST For Savers, www.nestpensions.org.uk  

93 Ev w5–6  

94 Ev 132  

95 Ev w30 

96 Q 133  

 



26     

 

the current structure, you would come to the conclusion that it is more important for there 
to be a single regulator of financial services providers than it is to have a consistent view 
across all workplace pension provision.”97  

88. The Minister noted that a 2007 review had considered the respective regulatory roles of 
FSA and TPR, concluding that the bodies should continue with their separate roles.  He 
believed that TPR has developed specialist expertise that may be lost if it was merged into a 
single “super-regulator”.98 His view was that it would not be advisable to undertake a 
significant restructuring of the regulatory bodies in the near future. We agree. However the 
advent of the new financial regulatory regime created by the Financial Services Bill, 
currently going through Parliament, offers the opportunity for the Financial Conduct 
Authority (a successor body to the FSA) to look at approaches such as that of introducing 
something akin to a fiduciary duty for those running contract-based schemes 

Scheme governance 

89. Witnesses shared some concerns about the effectiveness of governance arrangements 
for trust-based and contract-based schemes, with some calling for stronger quality criteria 
or certification to safeguard employees’ interests.  

90. A report published in 2011 by the Workplace Retirement Income Commission 
(WRIC) expressed concern about a ”governance vacuum” within pension schemes that 
could lead to schemes not being operated in the best interests of participants. The WRIC 
noted that in trust-based schemes (overseen by a board of trustees) the trustees are able to 
oversee pension schemes in the interests of beneficiaries, but the extent to which they do so 
seems variable. For contract-based schemes (without trustees and associated fiduciary 
duties) it is usually only the employer who could ensure the scheme was operating in the 
employees’ best interests, and the extent to which they do so is also variable.99  

91. Evidence from Dean Wetton Advisory, an investment advisory firm, suggested 
introducing the certification of pension schemes that meet a high standard, as determined 
by The Pensions Regulator or another body. It pointed out that the NAPF already has a 
suitable certification scheme that could be used for this purpose: the Pensions Quality 
Mark.100 

92. TPR has asked the pensions industry to take part in a dialogue on six principles for 
good design and governance of workplace DC pension provision. These principles were 
published in December 2011 and cover issues including fairness, accountability, 
transparency, effective governance and communication with members. TPR has stated that 
these principles will “form the basis of its regulatory approach going forward”.101 Its Chief 
Executive, Bill Galvin, told us that they would discuss the principles with the pensions 
industry before coming up with “hard proposals” about what they should look like for 
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different parts of the pensions market.102 However, it is not yet clear how TPR will act to 
ensure that these principles are adopted by pension providers or that TPR has the powers 
needed to enforce these principles. We will return to this issue in more detail in our 
forthcoming inquiry into workplace pension governance and best practice.  
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4 Implications for employers 
93. Establishing and administering an auto-enrolment pension scheme will create both 
immediate and ongoing financial costs for employers. The Government has introduced 
several mechanisms to help businesses manage the costs and complexities of auto-
enrolment. The policy will be introduced gradually over a six-year period through the 
Government’s “staging” and “phasing” model: 

• Staging: Although the new duties commence from 1 October 2012, individual 
employers’ own duties will be introduced gradually over the following five years 
and will be based on the size of the employer, typically by PAYE size. The largest 
employers will be staged first, followed by medium and then small firms.  
Employers will be given the flexibility to enrol workers three months either side of 
their automatic enrolment date. 

• Phasing: Employers’ contributions will be phased in gradually: the minimum rate 
of employers’ contributions will start at 1% of the worker’s salary, rising to 2% in 
October 2017 and 3% in October 2018. 

The Government amended the timetable for implementation of auto-enrolment in 
November 2011. The details are set out later in this chapter. 

Financial and administrative impact on employers 

94. Aviva explained that employers will experience two types of cost—one-off upfront 
costs in setting up schemes and responding to the new legislation, and ongoing costs in the 
form of long term increases to their pension contributions.103 In a 2010 survey 
commissioned by DWP, 31% of employers said they would absorb the extra costs through 
profits or overheads, 18% said they would absorb costs through lower wage increases, 16% 
through restructuring or reducing the workforce and 15% through increased pricing.104 

95. The Federation of Small Businesses (FSB) believed that DWP’s estimate of the 
administrative cost of auto-enrolment to business was a “gross underestimation”. FSB 
estimated that auto-enrolment would cost an average small firm with four employees 
£2,550 per year in administration costs and pension contributions.105 The DWP estimate 
was that micro businesses (fewer than five employees) would need to pay up to £1,280 in 
pension contributions and up to £440 in administrative costs in the first year.106 The 
Minister defended the Government’s figures, highlighting the work DWP has undertaken 
to collect precise data, and Jos Joures outlined the processes the Department has carried 
out to verify its estimates through employers’ working groups.107     
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96. The FSB believed that the spirit of auto-enrolment had been altered since the Pensions 
Commission report, which recommended that all employees without an existing scheme 
should be enrolled into a single savings scheme (i.e. NEST).  The FSB believed that, by 
allowing employers to choose between NEST and a range of private providers, the 
Government had created additional complexity and administrative burdens for employers. 
They argued that there should be an exemption for businesses with fewer than 10 
employees from the requirement to automatically enrol to enable both employers and 
employees to make their own choices in their best interests. According to the FSB’s 2009 
survey, only 18% of small businesses offered a pension scheme to employees and 49% felt 
that pensions were too expensive. In addition, only 50% of businesses with a pension 
scheme contributed towards their employees’ pension.108  

97. John Longworth from British Chambers of Commerce (BCC) described the potential 
administrative difficulties facing smaller employers:   

A business has to deal with a thousand different things, and to handle this would be 
extremely difficult for a lot of small businesses.  Even if they are actually able to grasp 
the full implications and deal with the associated bureaucracy and also the lack of 
joined-upness with other Government policies, for example agency workers, they 
will find it extraordinarily difficult to meet the demands of what will be necessary to 
implement.109   

Mr Longworth also explained that some employers may not use computers and may not 
have adequate IT systems to handle their new duties.110 BCC proposed that sole traders 
should be exempt from auto-enrolment for three years from taking on their first employee. 
They suggested that one in three sole traders regarded auto-enrolment as the biggest 
barrier to them taking on their first employed person, and proposed that workers should 
not be allowed to opt in during the three month waiting period, as this could place a 
further administrative burden on employers. 111 

98. However, Age UK expressed concern about the possibility of exemptions for small 
businesses. They suggested that the burdens on smaller firms should be reduced by 
targeted support, rather than by excluding their employees from auto-enrolment.112 The 
Johnson review had previously considered recommending the exemption of smaller 
employers from auto-enrolment, but concluded that there would be practical 
implementation problems in identifying and keeping track of employers of very specific 
sizes. The review also highlighted the views of consumer and employee representative 
groups, who felt that exempting small employers would be unfair to those individuals who 
worked for them, as they would lose out on the benefits from pension savings, employer 
contributions and tax relief.113   
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99. Neil Carberry from the CBI believed that creating exemptions for smaller companies 
would create more barriers in the employment market than benefits for employers.114 The 
CBI described the Government’s phasing and staging arrangements as “essential”, as 
companies’ cashflow was likely to remain under pressure in the current economic climate. 
It believed that these steps would give employers the time they needed to plan ahead and 
absorb as much as possible of this cost into their pay systems.115  

100. If an employee opts out of an auto-enrolment pension scheme, employers will be 
required to re-enrol them every three years. BCC argued that if employers take money out 
of an employee’s pay without express consent, this will “damage the employment 
relationship and cause unnecessary red tape for firms”. It recommended that instead of 
automatic re-enrolment every three years, HMRC could simply include a reminder about 
pension saving with employees’ final yearly income statements.116 However, removing the 
requirement to re-enrol individuals every three years would mean that some individuals 
would fall through the net into a state of inertia, remaining outside retirement saving.  

101. We recognise that auto-enrolment will create new costs and administrative 
requirements for employers at a time of economic uncertainty. However, we believe 
that, through the staging and phasing arrangements, the Government has designed a 
flexible and gradual implementation process with employers’ needs in mind.   

102. We understand the calls from employers’ representatives for some exemptions to 
auto-enrolment, for example for micro businesses, but believe such concessions would 
add to the complexity for employers, as well as having detrimental effects for 
employees. It is also important to bear in mind that micro businesses and their 
employees have to date been the hardest group to reach in terms of workplace pension 
provision. We therefore support the Government’s decision that auto-enrolment 
should apply to employers of all sizes.  

103. Whilst we recognise that the requirement to re-enrol individuals every three years 
has administrative and cost implications for employers, we believe this step is necessary 
to ensure high levels of participation in workplace pension saving. 

Delays to the auto-enrolment timetable  

104. In December 2011, the Government announced delays to the roll out of the 
programme. The Minister explained that the Government had decided to “soften” the 
timetable to recognise “the fact that businesses—and smaller business in particular—are 
currently operating in very difficult economic conditions”.117 Under the revised timetable, 
small employers (those with fewer than 50 employees) will not be required to auto-enrol 
employees until between May 2015 and April 2017. They were originally due to enrol 
between May 2014 and February 2016. In addition, the timetable for the increases in 
minimum contributions was delayed for one year; the minimum rate of employers’ 
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contributions will start at 1% of the worker’s salary and rise to 2% in October 2017 and 3% 
in October 2018.  

105. Adrian Boulding, Pensions Strategy Director at Legal & General, described the delays 
as “a huge mistake”, and outlined the potential consequences in terms of overall retirement 
saving:  

[...]  four million people will wait at least an extra year before they start to benefit 
from employer pension contributions [...] a total of £5 billion of pension 
contributions will be lost. That is £5 billion less in these pension pots than they were 
expecting and there is no prospect of that ever being made up.118 

The Minister stated that the actual figure for lost pension contributions may in fact be in 
excess of £5 billion, if this calculation took into account both employer and employee 
contributions.119   

106. Mr Boulding also believed that the delay in increasing employer contributions would 
encourage larger employers to offer less generous pensions to staff who were not part of 
their employers’ existing schemes. He suggested that delaying the gradual increases in 
employer contributions would widen the gap between employers’ current more generous 
existing schemes and the statutory minimum, making the statutory minimum more 
attractive to employers and therefore increasing the risk of “levelling down”.120  

107. Standard Life’s Head of Pensions Policy, John Lawson, argued that the delays might 
not actually bring significant benefits for businesses:  “The decision was rushed and has not 
been justified. If the Chancellor expects the economy to grow by about 3% in 2013, 2014 
and 2015, then a pension contribution of 1% will not have much impact on small 
businesses.”121  

108. The Director of the Institute for Fiscal Studies, Paul Johnson, who led the Making 
Automatic Enrolment Work review in 2010, questioned the Government’s commitment to 
auto-enrolment, stating: “The Government has increased the uncertainty over the reforms 
and there is a risk they will end up being put off indefinitely.”122 

109. The Minister provided a firm assurance that there would be no further delays to the 
timetable.123  He indicated that the delays would give the Government more time to refine 
the process for auto-enrolment and learn lessons over the next few years, and he hoped 
that the delay would also mean that the economy would be in a much stronger shape by 
the time small employers join the programme.124  
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110. We note with regret the delays to the schedule for implementing auto-enrolment 
announced in November 2011, although we recognise that these delays may be welcome 
to some small employers. The delays mean that millions of employees will start 
workplace pension saving later than anticipated, and overall retirement saving will be 
reduced significantly as a result. It is vital that there is no further postponement to the 
implementation timetable, and we welcome the Minister’s assurance that the timetable 
will not be changed again. 

Preparation of payroll providers 

111. The Pensions Regulator (TPR) has highlighted that payroll software is expected to 
play a key role in enabling employers to meet their requirements under auto-enrolment. 
However, its guidance for software developers indicates that some existing payroll systems 
might not be able to support the full range of employers’ auto-enrolment duties. The 
technical guidance therefore encourages software developers with products used by the 
largest employers to take immediate action.125  

112. TPR has also expressed concern that employers have not received sufficient 
information from payroll providers about the new software being developed for auto-
enrolment. In December 2011, TPR wrote to payroll software providers asking them to 
share details of their products with employers.126  

113. Given the concerns that employers’ representatives have expressed about the 
administrative implications of auto-enrolment, we believe that it is important that TPR 
takes the steps necessary to ensure that payroll providers are supporting employers 
towards a smooth transition to the new arrangements.  

Ensuring employer compliance  

114. TPR’s approach will focus on educating employers about their duties and helping 
them to comply. It has been given a range of powers to ensure that employers comply with 
their duties, including the ability to issue compliance notices and fixed or escalating penalty 
notices, and in the most serious cases, to prosecute employers. TPR will take a “graduated” 
approach to enforcement, which can involve using warnings. Employers will have 
opportunities to appeal against any financial penalties and criminal prosecution will only 
be used in the most serious cases, for example wilful failure to auto-enrol.127  

115. Some witnesses expressed concerns about TPR’s capacity to perform its regulatory 
role effectively. The Society of Pension Consultants noted that it faces “a very significant 
challenge” in monitoring compliance with the auto-enrolment requirements, which they 
suggested would be much more complicated than compliance with the existing stakeholder 
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requirements. They also suggested that TPR would need to rely heavily on 
whistleblowing.128  

116. The Chartered Institute of Personnel and Development warned that, in time, TPR 
would be dealing with a very large number of small employers, and was not confident that 
it would have the resources to be able to cope when small and micro employers started to 
become involved.129 Friends Life also suggested that TPR’s success would depend on the 
extent to which it had the resources to follow up non-compliant employers.130  

117. DWP funding for TPR fell from £33.27 million in 2010–11 to £31.20 million in 2011–
12,131 although the Minister highlighted that the Government has provided additional 
funds to enable TPR to engage Capita to undertake compliance work on its behalf. The 
Minister told us that TPR had been given “a significant budget for the employer 
compliance regime, a big chunk of which has been spent on the subcontract with Capita”. 
He also believed that resources for employer compliance would fall following the 
implementation phase: “Clearly, the employer compliance regime is focused initially on the 
roll-out period, but then there will be a watching brief, obviously on a more limited 
scale.”132   

118. TPR assured us that it would have sufficient resources. It outlined Capita’s role in 
undertaking high-volume administrative tasks and explained that TPR would use spot-
checking and whistleblowing to monitor employer compliance, rather than checking every 
individual company’s registration.133 The Minister accepted that there would be employers 
who did not comply straight away, and that these employers might not be picked up 
immediately:  

As with minimum wage legislation, there are always breaches and there is always 
enforcement. You cannot get absolutely everyone, so you have to ensure that there is 
good whistleblowing, so that if someone says, “We have not been auto-enrolled and 
we should have been”, we know that action will be taken. As I have said, however, we 
are talking about a huge number of firms. I think that the analogy is with minimum 
wage legislation. It is a duty on everybody. Some very small firms might not do what 
they should do and we have to ensure that there are mechanisms for picking that 
up.134 

119. It is interesting to note that in New Zealand, all KiwiSaver contributions are collected 
by the Inland Revenue, mainly through the “pay as you earn” (PAYE) tax system. The 
Inland Revenue then allocates these contributions to the respective pension provider and 
carries out enforcement activities to ensure contributions are received from employers. We 
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understand anecdotally that employer compliance is high in New Zealand as a result, 
although we are not aware of any published statistics.  

120. In the UK, contributions will not be collected by a single Government agency, but 
instead will be paid by employers direct to pension providers. As a result, the onus will be  
on pension providers and TPR to ensure that contributions are delivered on schedule.  
Lawrence Churchill explained the process that NEST would follow if employers fell behind 
on their pension payments:  

What we have done is to set up a system where all employers are notified before a 
payment is due—each time a payment is due. They are then notified if the payment 
is late, and we go through a series of notifications. We then obey the Pensions 
Regulator’s rules for, in a sense, handing the file over to the Pensions Regulator if the 
incidence of breach is beyond a certain number of times.135  

121. TPR confirmed that pension providers would be expected to follow up with 
employers who fell behind with their payments. Charles Counsell said that TPR would not 
follow up with an employer if they had failed to pay their contributions due to an 
administrative error. However, it would pursue employers where there was a “consistent 
wilful failure to pay”.136  

122. Charles Counsell also explained how the regulator would also use whistleblowing and 
spot-checks to monitor employers who coerce employees to opt out: 

The primary mechanism will be whistleblowing. We will have a whistleblowing 
capability so that whistleblowers can get in touch with us and tell us that is 
happening. Again, we will do spot-checks of employers; clearly spot-checks, by their 
definition, are not universal, but we will do spot-checks. The intent is to establish and 
maintain contingent consent: in other words, that an employer thinks, “There is a 
chance that we might get caught here, so it is not worth our while going down that 
route.”137 

123. However, it is not clear how whistleblowing can work effectively, in terms of offering 
confidentiality to the employee reporting the breach, in the smallest businesses. In firms 
which employ only two or three people, an employee might feel there is too great a risk in 
reporting a non-compliant employer when they can be easily identified as the person 
making the complaint.  

124. TPR has examined HMRC’s enforcement of the national minimum wage in designing 
its own employer compliance arrangements. Charles Counsell suggested that, if employers 
that were not complying with the national minimum wage or other employment laws, they 
may be more likely to neglect their responsibilities under auto-enrolment. TPR will be 
working with HMRC to gather intelligence on employers who are not fulfilling their auto-
enrolment duties.138  
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125. Ensuring employer compliance is critical to the success of auto-enrolment and the 
programme could suffer reputational damage if a large number of employers are seen 
not to be fulfilling their duties. The resources that the Government makes available for 
TPR to address non-compliance must reflect emerging evidence on employer 
awareness and compliance levels, particularly during the implementation phase for 
medium and smaller employers.  

126. Relying on whistleblowing to identify non-compliance has inherent problems, 
particularly in respect of small firms where the fact that a business has only one or two 
employees will make it impossible for TPR to guarantee anonymity to the person 
making a complaint. TPR needs to consider very carefully how it will address this issue 
and whether it needs to use more proactive methods to check compliance amongst 
small employers. We therefore recommend that, by the end of 2013, TPR provide a 
written update on its plans for dealing with non-compliance among small and medium 
employers, drawing on its latest research on employer awareness and preparation.   

127. The Government should take steps to ensure that HMRC, the Health & Safety 
Executive and other relevant enforcement bodies are working closely with The Pensions 
Regulator to promote compliance, including sharing relevant information where 
employers are found to be in breach of their auto-enrolment requirements.   
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5 Communications 
128. The Government faces a significant challenge not only in raising awareness of the 
changes to pensions law, but also in encouraging employers and individuals to participate 
in the new auto-enrolment arrangements. DWP outlined the respective responsibilities of 
TPR and DWP in communicating with employers, individuals and other parties:  

• The Pensions Regulator is responsible for informing employers about their 
responsibilities and making sure that employers comply. It is also communicating 
with wider stakeholders, including employer representative bodies and commercial 
payroll providers.  

• DWP is responsible for communications and information to individuals, for 
highlighting to small and medium employers the importance of offering pensions 
to their workers and for providing information that employers can give to their 
employees. 139  

129. In September 2011, TPR announced that Capita Group Plc. had been awarded a 
contract to support its direct communications with employers.  Under this agreement, 
Capita will take on the responsibility for delivering “high-volume” employer 
communications and transactional processes. TPR’s press notice stated that it does not 
have the scale to manage these processes entirely in-house. More complex enforcement 
activities, strategic communications decisions, and compliance and enforcement policies 
will remain under the control of the regulator. The seven-year contract has an option for 
the regulator to extend it for a further three years, and has an estimated value of £105 
million.140   

Employer awareness of auto-enrolment 

130. A survey of employers carried out in September 2011 by BMG Research on behalf of 
TPR found that 44% of all employers interviewed were aware – without prompting – that 
there were forthcoming changes to UK pensions law for employers. Awareness increased 
with the size of the employer; 36% of micro employers (fewer than five employees) 
mentioned the changes without prompting, compared with 91% of large employers (over 
250 employees).141   

131. Charles Counsell from TPR told us that they have been focusing their 
communications so far on larger employers and that 90% of larger employers were aware 
of the reforms. He explained that there is “clearly a greater deal of time to go before the 
duty dates apply [to small and micro employers]”.142 Bill Galvin from TPR suggested that 
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awareness among medium and small businesses was “quite high” and that it was the figures 
for micro businesses that were “dragging down” overall awareness levels.143 

132. TPR has published guidance for employers and intermediaries to explain the process 
of automatic enrolment and the employer duties.144 Several witnesses, including KPMG 
LLP, the Building and Civil Engineering Benefit Schemes and the Tax Incentivised Savings 
Association, commented that TPR’s communications materials for employers were 
helpful.145 The Pensions Management Institute indicated that TPR has “already developed 
a suite of online tools to help advise employers”, and said that TPR’s communication 
strategy “is already highly developed and there are no grounds for supposing that it will not 
be successful”.146 TPR told us that by the time smaller employers begin auto-enrolment its 
written guidance and contact centre will provide information in seven languages, in 
addition to English and Welsh, with further translations available if necessary.147  

133. Employers will be contacted by TPR 12 months and three months prior to the 
implementation of auto-enrolment. The British Chambers of Commerce (BCC) described 
TPR’s plans to communicate directly with firms 12 months before their enrolment date as 
“inadequate”. They believed that firms would need longer to plan for auto-enrolment and 
to consult their staff. John Longworth from BCC told us that a 12 month notification was 
“way too late”. He explained:  

There needs to be a lead-in time.  For example, some of the businesses I have been 
talking to have contracts for the provision of business activity that are longer than the 
implementation dates.  If they do not know about it, they cannot start to adjust their 
internal cost structures in order to be prepared to pay for this.148   

However, the Minister supported TPR’s plans to write 12 months ahead of their staging 
dates: 

There is a balance here: if you are a busy employer and you get a letter saying, “In 
two years’ time, you will have this duty”, it goes in the pending tray and you will not 
pay any attention to it at all. We need a wake-up process and then, three months out, 
a bigger wake-up process, but if you go too far ahead, it will just get binned.149 

134. TPR told us that they had conducted “detailed analysis” in reaching the decision to 
write to employers 12 months before their start date. They also highlighted that employer 
awareness would be raised through “the broad range of communications that we are doing 
through intermediaries and the general campaigns that we will run through the 
stakeholder and industry bodies”.150 If this approach was not working by 2015, TPR 

 
143 Q 271 

144 Ev 139 

145 Ev w54, Ev w30, Ev w42 

146 Ev w46 

147 Q 295 

148 Q 61  

149 Q 370 

150 Q 276 

 



38     

 

indicated that it would then have the opportunity to change its approach before small 
employers were required to enrol.151  

135. Effective communication will be vital to ensuring employer compliance. The 
Government and The Pensions Regulator must continue to research and monitor 
awareness among employers and publish the findings. If awareness among smaller 
employers remains low by 2014, we recommend that The Pensions Regulator consider 
writing to employers earlier than 12 months ahead of their staging date.   

Availability of advice for employers  

136. As we have explained, employers will have to choose a pension provider, whether 
NEST or one of the many private companies now offering auto-enrolment schemes. For 
many, this may be a daunting task. Marta Phillips from The Pensions Advisory Service 
(TPAS) told us that employers would be able to get independent financial advice on their 
choice of scheme, but that they would need to pay for this advice. Larger companies often 
use the services of Employee Benefit Consultants (EBCs) who provide advice and support 
on the range of employees benefits which many employers offer.152  Other companies may 
seek advice from membership organisations and representative bodies.  However, if these 
organisations are promoting their own auto-enrolment schemes, this may affect the advice 
they provide to employers.   

137. The TUC suggested that there was some risk that EBCs or Independent Financial 
Advisers (IFAs) might not give unbiased advice regarding NEST because a) NEST does not 
offer commissions; and b) EBCs may recommend products in which they have a wider 
commercial interest, for example through providing administrative or continuing paid-for 
advice.153 In addition, the Financial Services Consumer Panel stated that advising 
employers on their choice of pension scheme is not an activity regulated by the FSA or 
TPR. They highlighted that this might become a “significant regulatory gap” in future and 
“a source of indirect consumer detriment”.154 

138. The Retail Distribution Review (RDR) will be implemented from 31 December 2012, 
and will ban advisers from receiving provider-paid commission on pensions. The FSA have 
stated that: 

Instead of being paid by commission from a pension provider, an adviser will 
negotiate the level of their remuneration with an employer considering setting up a 
GPP [Group Personal Pension].  The employer can pay the adviser remuneration by 
fee (as now) or agree with the adviser how the remuneration can be obtained by 
deducting charges for services from employees’ GPP accounts.  These services 
include, for example, help in choosing a scheme provider, promoting the GPP to the 
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employees and assisting in ongoing scheme administration. Employees will be given 
full details of the charges before they sign up.155 

139. Despite these welcome new arrangements, it is not clear where employers, and 
particularly small businesses, will be able to turn for affordable and impartial guidance on 
their choice of a pension provider. TPAS expressed concern that the complexity of the 
legislation meant there was a danger that small employers would be unable to comply 
without help. TPAS have suggested that they are well placed to provide additional support 
to small and medium sized employers with understanding any complexities which might 
arise with their implementation of automatic enrolment.156 However, it is not clear 
whether TPAS, or any other relevant public body, has the resources to take on an 
additional task of this scale without increased support.  

140.  The Pensions Policy Institute suggested that The Pensions Regulator or the Money 
Advice Service might be suitable organisations to offer independent information and 
guidance.157 DWP informed us that TPR will also develop specific guides for employers on 
choosing a pension scheme, which will be available through its website.158  

141. Employers must be able to access impartial information on choosing a workplace 
pension scheme for their employees. We recommend that the Government and The 
Pensions Regulator lead a discussion with employers and other relevant stakeholders 
about the availability of independent and impartial information. The Government 
should then ensure that effective support for small employers is available by July 2014 
at the latest.  

Communications with individuals  

142. Auto-enrolment has been designed to rely on inertia to achieve high participation 
rates: eligible employees will have to make a decision to opt out of workplace pension 
saving, otherwise they will be participating. Nevertheless, it is important that the 
Government acts to raise public awareness of the reforms and encourage people to plan 
ahead for their retirement. This is necessary to ensure that participation rates remain high 
and that people are equipped to make informed decisions in relation to their retirement 
saving. As indicated in chapter 2, the minimum contributions under auto-enrolment may 
not meet an individual’s expectations of their income on retirement, and it is therefore 
important that scheme members understand as much as possible about their savings.  

143. The media will play an important role in shaping the extent to which the public feels 
positive about the auto-enrolment reforms. The Minister indicated that DWP was 
spending public money on advertising, and that this advertising was necessary to put 
forward the positive reasons for joining a pension scheme and address some of the negative 
perceptions about pension saving. DWP confirmed that it is tracking public opinion 
towards the reforms and that there would be opportunities to change its approach if 
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necessary. The Minister suggested that the media would be more likely to support auto-
enrolment if the Government made progress with its proposals to reduce means-testing of 
the State Pension (as discussed in chapter 2).159  

144. DWP will use a range of methods to communicate with individuals, including media 
partnerships, social media, advertising, and information for employers to use for their 
employees, including template letters containing statutory information for distribution to 
employees. DWP started its campaign to communicate with individuals in January 2012, 
with its messages aimed at two priority audience groups—the “daunted” and the 
“unprepared”. The campaign included advertising on radio, in national press and online, 
with audiences directed to information on the DirectGov website. The Department has 
also published a guide on language to help stakeholders overcome the barriers presented by   
technical and legalistic language in the pensions sector.160 It is important that appropriate 
information is available for people whose first language is not English, and the Minister 
confirmed that while the general publicity material is in English, detailed information will 
be available in different languages.161  

145. In February 2012 a telephone helpline was established for individuals without access 
to the DWP’s online materials, and telephone advice will be available through TPAS and 
The Money Advice Service. Auto-enrolment may have resource implications for both these 
organisations, particularly since the DWP telephone helpline intends to direct callers to 
these two services,162 and it is important that these telephone services offer guidance to 
individuals who are considering opting out.  As explained in chapter 2, for a small minority 
of individuals it will be very difficult to assess whether they might be better off opting out, 
and they may well seek advice on this issue from the helplines provided by DWP and its 
partners.   

146. The NAPF suggested that TPR should produce guides for employers on 
communicating effectively with their employees about pensions. They highlighted findings 
from the final report of the Workplace Retirement Income Commission (WRIC), which 
recommended that employers who provide good quality financial education and guidance 
for employees should be given protection against potential regulatory or legal comeback.163  

147. While most employees will not need one-to-one guidance on auto-enrolment it is 
important that it is available for those who do. The Government and the pensions 
industry should work together to ensure that individuals are able to access independent 
one-to-one guidance, including by telephone alongside online information. This 
information should include well-publicised and sound guidance for individuals 
considering opting out. Guidance to employers on choosing an auto-enrolment scheme 
should also include information on how to involve employees or their representatives 
in the choice.   
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6 The operation of NEST   
148. The Government established the National Employment Savings Trust (NEST) to fill a 
gap in the pensions market by offering a “simple, low cost pension scheme to individuals 
on low to moderate earnings” and to support “employers that the existing pensions 
industry does not serve well”.164 The Pensions Commission intended that employers who 
did not already have an occupational pension scheme would be defaulted into NEST and 
did not envisage that employers would have the option to enrol into other saving 
schemes.165 However, under the current arrangements, employers can either choose NEST 
or a private provider that has met the qualifying criteria.  

149. NEST has a public service obligation to be available to all employers who wish to use 
the scheme to meet the auto-enrolment requirements. Unlike private providers, NEST 
must therefore accept businesses that the existing market may consider loss-making or not 
commercially viable.166 In recognition of this its set-up costs are funded through a 
Government loan. NEST’s latest annual report indicated that the Government’s loan had 
reached £120 million by April 2011.167 The repayment date for the loan will depend on a 
number of factors, including NEST’s performance, as discussed later in this chapter. 

NEST’s influence on the pensions market 

150. The introduction of auto-enrolment and the emergence of NEST has already started 
to influence the behaviour of the private pensions market, in particular in relation to how 
the industry communicates with employers and the public. In chapter 3 we also noted that 
the low charges applied by NEST are helping to increase competition and put pressure on 
private pension providers to lower their charges for workplace pensions. Several providers 
have entered the auto-enrolment market in the past year, seeking to compete with NEST 
for large volumes of members by charging low fees.  

151. NEST described the steps it has taken to ensure that its scheme is easy to set up and 
administer for employers, including employers who are not large enough to have their own 
human resources function. In addition to establishing an employers’ advisory panel, NEST 
has worked with the Federation of Small Businesses, the CBI, the British Chambers of 
Commerce and other business organisations. NEST has also conducted research into how 
it can communicate most effectively with members and employers, and the organisation 
has developed and published a NEST phrasebook of terms which have been tested and are 
considered appropriate for its audiences.168 Otto Thoresen from ABI suggested that NEST 
had already influenced and improved the way that the pensions industry communicates 
with the public: 
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We have to give credit to what NEST has set out to do, because it has set out to use 
the opportunity of, if you like, soft compulsion in the process to redesign the way 
they engage with and talk with their customers.  In terms of the language that is used 
and the simplicity in the way facts are presented, in all aspects of what they are doing, 
[the NEST Chief Executive] and the team are seeking to design in simplicity and 
access for the consumer, and the industry is now responding too.169 

152. Joanne Segars from the NAPF also suggested that NEST’s governance structure may 
help improve the overall governance of DC pension schemes. She said that the industry 
would need to create the “right type of DC pension scheme” to cater for the new demand 
under auto-enrolment, and that NEST could be a model for effective governance as these 
schemes grow in size:   

At the moment, we have something like 54,000 separate DC schemes in this country, 
often operating for tiny employers.  If we can start to consolidate them and put some 
really big DC schemes into operation, with some really good governance, operating 
on the same model as NEST, we can start to re-instil trust in the system.170 

Restrictions on NEST’s operation   

153. The Government has placed a number of restrictions on NEST’s operation. The 
NAPF explained that these restrictions had been developed as part of a broad consensus 
following the reports of the Pensions Commission, reflecting a concern that employers 
might shift their existing pension schemes into NEST and reduce the level of their pension 
contributions.171  The restrictions placed on NEST were also considered by some witnesses, 
including the ABI and Pensions Management Institute, to be a key part of obtaining 
European Commission (EC) approval for the Government’s state aid to NEST.172 
However, the Minister confirmed that the restrictions on NEST were not integral to the 
EC’s approval.173  

154. We received a great deal of evidence about the problems that are starting to emerge as 
a result of two of the restrictions placed on NEST: the cap on contributions and the ban on 
transfers into NEST.  

Cap on contributions to NEST schemes  

155. The Government has set a limit on the annual contributions that can be paid into a 
NEST pension scheme. The limit was set at £3,600 in 2005 terms, subsequently uprated to 
£4,200 for 2011–12.174  NEST’s written evidence showed that if a scheme operated the 
minimum 8% contribution, an employee earning over £53,000 would breach the cap.175 
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Alison-Jane Bailey from The Pensions Advisory Service suggested that the original 
rationale for the cap on contributions may have been lost over time:   

The Personal Accounts Development Authority, which developed NEST, had to be 
guided by a principle when carrying out its functions that any adverse effects on 
qualifying schemes should be minimised. The cap was suggested at that time at 
£3,600 a year, because that was the cap on contributions that could be paid to a 
stakeholder pension scheme without a member having any earnings at all.  I am not 
sure what the relevance is of that cap still being in place.176 

156. ABI acknowledged that the contribution limit would prevent employers from using 
NEST for higher earners, or for medium paid staff where they want to make more 
generous contributions than 8%. However, it argued that this simply showed that the 
contribution cap would be effective in keeping NEST focused on its target market of low 
and moderate earners.177 This view was echoed by private pension providers including 
Legal & General, Prudential and Friends Life.178  

157. However, we also heard from a succession of witnesses that the contribution limit 
would create complexities for many employers. Consumer Focus highlighted that 
employers with both lower-paid and higher-earning senior staff could be put off using 
NEST as they would need a separate scheme for their higher-paid workers.179 Age UK 
agreed that the cap might deter employers from using NEST, even for lower-paid 
employees who would benefit from its low charges and specially designed systems.180 The 
TUC was also concerned that the cap would put an unnecessary burden on employers, 
who would have to offer more than one scheme for a workforce on varying salaries.181 

158. Witnesses also indicated that the contributions cap would create disadvantages for 
individuals. Which? believed that the cap would provide a disincentive for some people to 
save for their pension, and that the Government should not restrict people’s ability to save 
by capping their contributions to NEST schemes.182 The Pensions Management Institute 
highlighted that the cap would “frustrate the overall objective of promoting adequate levels 
of retirement saving” and Mercer noted that the cap would restrict individuals on higher 
salaries from saving into NEST schemes.183 Age UK pointed out that employees who 
wished to make a lump sum additional contributions to their scheme (for example, if they 
received an inheritance) could not pay this into their NEST scheme if it would exceed the 
cap.184 The Federation of Small Businesses also argued that, if employers decided to avoid 
NEST as a result of the cap on contributions, this could “expose many employees to the 
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possibility that their money is deposited in funds that are not really suitable, thus losing a 
proportion of savings in higher fee charges”.185   

159. Lawrence Churchill, Chair of NEST, explained that the cap on contributions would be 
an impediment to women over 40 who were looking to save for an adequate retirement. 
Women in these circumstances may wish to make higher contributions if they had not 
contributed to a pension during a career break, but the cap on contributions would prevent 
them from investing higher amounts.186  

160. The RSA’s Tomorrow’s Investor Programme believed that the cap on contributions 
would hinder NEST’s competitiveness and result in it offering less value for money to 
customers.187 NEST confirmed that it would experience some administrative difficulties 
and costs as a result of the cap on contributions. It explained that, in cases where the 
contribution cap is exceeded, there would be difficulties in identifying which contributions 
fell within and outside the cap, as well as in subsequent calculations relating to refunds and 
tax relief. It also noted that, if an individual has more than one employer, it would be costly 
to administer cases where the cap was breached.188  

Ban on transfers and the consolidation of small pension pots  

161. The UK currently has a significant problem with the number of small “stranded” 
pension pots accrued by employees in occupational schemes. An individual who changes 
jobs several times in their working life, possibly joining a new scheme on each occasion, 
can easily end up with many stranded pots.  

162. According to HMRC, 2.4 million people have combined personal and stakeholder 
pension pots of less than £5,000; and four million have less than £10,000.189 In theory, 
employees can transfer small pension pots into other (non-NEST) schemes upon leaving a 
job. However, the NAPF describes the rules around transfers as “extremely bureaucratic 
and off‐putting”. It described the build‐up of small pots as a “perennial problem” for its 
members and indicated that the problem is likely to grow after the introduction of 
auto‐enrolment, with the cost of administering small pots becoming larger than the value 
of the pots themselves in many cases.190  

163. ABI highlighted this problem and emphasised how complicated and expensive it can 
be to try to combine multiple pots. It indicated that it would be beneficial to consumers if 
their small pots could be transferred into their pension pot in their new employer’s 
scheme.191 
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164. Nevertheless, the Government has decided that pension pots accrued in other 
schemes cannot be transferred into a NEST scheme, despite the conclusion of the 2010 
Johnson review that the restriction on transfers into NEST would exacerbate the problem 
of employees accumulating numerous small pension pots, particularly for those on low 
incomes or for people who change jobs frequently.192  

165. The Pensions Management Institute believed that banning transfers into NEST was a 
“missed opportunity” to deal with the issue of small pension pots: NEST could have been 
used as a default vehicle for accepting all pots which fall below a set monetary value.193  
Consumer Focus argued that holders of small pension pots face “on-going detriment” as 
the management and administration costs are often high compared to the annual growth. 
It believed that qualifying employees should have the opportunity to transfer existing 
pension pots into a new employer’s qualifying scheme, including NEST.194 

166. The Government has itself acknowledged the problem created by small pension pots. 
In December 2011, DWP published a consultation seeking evidence on how the 
Government could reduce the number of small pension pots and improve the process for 
transfers between pension schemes. It put forward several solutions, including an 
automatic transfer system where pension pots could be collected in one or more 
“aggregator” schemes or could follow people from job to job. The consultation paper asks 
whether NEST might play an “aggregator role”, as it has already been designed to have 
many of the characteristics that would be needed for an aggregator scheme. For example, 
the aggregator would need to be willing to accept the small pots.195 However, NEST could 
of course only play this aggregator role if the Government lifted the ban on transfers.  

State aid 

167. We considered the impact that these two restrictions might have on the level of 
Government financial support needed for NEST. NEST received a loan from the 
Government to cover the costs of its establishment and the initial years of its operation. 
NEST receives interest relief on the loan and is therefore not paying a full commercial rate 
of interest. This form of Government support for NEST is therefore considered as state aid 
under European Commission rules. The Government’s intention is that NEST will repay 
its loan and become self-financing.  

168. NEST’s repayment terms for the Government’s loan are based on forecasts of its costs 
and revenues, and these in turn will be based on the NEST scheme’s expected size and 
membership profile.196 Figures published by the EC indicated that if NEST experiences low 
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volumes of members, state aid could reach £379 million, whereas if membership is high, 
only £200 million may be required.197    

169. The Minister explained that it was not possible to provide a precise figure for the 
impact the restrictions would have on the level of state aid. However, he accepted that the 
amount of state aid was likely to be greater than it might otherwise have been as a result of 
the restrictions being in place: “Clearly, there is a benefit to the Exchequer; you lift the 
constraints on NEST and presumably it gets more contributions and more business, so it 
can borrow less and repay the loan quicker."198 

Removing the restrictions on NEST  

170. NEST was set up to address an existing market failure which meant that many 
employers and employees were unable to access low-cost, good quality pension provision. 
It has been given a public service obligation to accept all employers and employees, 
including those that private providers may consider to be unprofitable business. If NEST is 
to deliver on its public service obligation, it needs both to achieve economies of scale and 
for the Government loan to be available at a non-commercial rate for its set-up costs. 

171. The Government has determined that NEST should offer the same charges to all, so 
that lower-paid people in small businesses can benefit from low charges that might 
otherwise only be available in larger or better-paid workplaces. To keep NEST focused on 
its core business it has also been agreed that, unlike other providers, it cannot cross-sell 
other financial products or operate outside the workplace, in addition to the contribution 
limit and ban on transfers. 

172. As we have highlighted, these final two restrictions risk creating unintended 
complexity for employers. Many employers wish simply to have one pension scheme for 
auto-enrolment, and to be able to consolidate previous DC schemes into their new one. 
However, these restrictions make it impossible for NEST to deliver this to many employers, 
who may therefore find NEST less attractive. It is likely that this effect will grow as 
medium-sized and smaller employers are brought into auto-enrolment. For many of them, 
it will be even more important to be able to use a single scheme for all employees but they 
will not be able to use NEST as a single provider if they have employees earning more than 
£53,000199. This may force them to choose a scheme with charges higher than those offered 
by NEST. 

173. The unintended consequence of the Government’s restrictions might be that the 
original market failure is not addressed by NEST: many employers will still fail to access its 
low-cost pension scheme, and many of the employees for whom it was intended will not be 
reached. Instead they may be offered an alternative scheme with higher charges, and with 
the accompanying detrimental effects on their retirement income. If this situation is 
allowed to arise, a further consequence is that NEST may be unable to achieve the scale it 
needs to deliver the low charges which are at the heart of its public service obligation.  
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174. Several witnesses, including the CBI, the Investment Management Association and 
the ABI suggested that the Government should wait until its review of auto-enrolment in 
2017 before considering whether to lift the restrictions on NEST.200 However, if the 
Government waits until 2017, the overwhelming majority of employers will have already 
chosen their pension scheme and it will be too late to rectify the situation.  

175. We understand the rationale behind the restrictions placed on NEST as part of the 
sensitive consensus agreed between the Government and the various stakeholders. 
However, we are very concerned that two restrictions will have unintended 
consequences: the cap on contributions will add complexity for small and medium 
businesses, and the ban on transfers will be disruptive for both employers and 
employees who would like to transfer existing pension pots into NEST.  We believe that 
these restrictions may prevent NEST from addressing the market failure that it was 
designed to resolve. If state aid rules allow, we therefore recommend that the 
Government removes the cap on contributions and the ban on transfers as a matter of 
urgency.  

176. The growing problem of small stranded pension pots needs to be urgently 
addressed, and we warmly welcome the Government’s consultation on consolidating 
small pension pots. NEST would appear to be the obvious choice for the role of 
aggregating small pots into a single, larger pot. If the Government wishes to pursue this 
option, it will of course need to remove the ban on transfers of pension funds into 
NEST.  

NEST’s investment strategy 

177. NEST plans to offer a range of investment options, with a default, the NEST 
Retirement Date Fund, for members who do not wish to make a choice. NEST believes that 
the strong likelihood is that the majority of members will invest in the default fund. 
Members can alternatively choose one of NEST’s non-default funds, which include higher 
risk and lower growth funds.201   

178. NEST’s research showed that its membership would be likely to have median earnings 
of around £20,000. Members at this income level were considered likely to be less 
comfortable with investment risk and unlikely to recognise the long-term risks of inflation. 
NEST’s research also suggested that younger members were particularly sensitive to 
volatility and loss. NEST’s default Retirement Date Fund has therefore been designed with 
these members in mind.202 

179. The default fund will take on different amounts of risk at different stages in a 
member’s saving “career”, assuming that an individual begins saving in their twenties. The 
Foundation phase pursues a lower risk strategy to reflect the lower appetite for risk and the 
adverse reaction to volatility and loss amongst people aged 29 and below. During the 
Growth phase, which will make up the bulk of the pension “career”, NEST will seek to 
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maximise the value of the retirement pot. Finally, during the Consolidation phase, money 
will gradually be taken out of higher risk assets, such as equities, and put into those that are 
likely to be less volatile. This should reduce the risk that a member’s pot will decline 
suddenly in value just before they retire. 203  

180. Several witnesses suggested that the investment strategy for NEST’s default fund was 
too cautious and might lead to members receiving lower incomes in retirement. The 
Centre for Retirement Reform and the Building and Civil Engineering Benefit Schemes 
both described NEST’s investment strategy as “ultra conservative”. They argued that it was 
“imperative” to educate members to make individual choices that will help them reach 
their desired retirement income.204 Legal & General believed that NEST’s approach was 
“very cautious” and that investment for young employees should be exposed to more risk 
and return as they will be less affected by volatility over the long term.205 Friends Life said 
they understood the rationale for NEST’s policy, but they believed that education and 
guidance was necessary to increase members’ understanding of investments.206 However, 
NEST reiterated its view that its approach was necessary to address the concerns of its 
potential customers: 

[...] the very strong message we got from our potential members was, “You need to 
manage the risk of the investments. Taking extreme or unnecessary risk is not what 
we want. What we want is to build a pension steadily.” Ultimately, if you are going to 
build a pension from the age of 22, you have to keep on saving. When you retire, 
50% of the size of a pension pot is typically made up of contributions and 50% is 
from investment returns. So if you stop saving after three or four years because you 
just do not like the volatility and because you have been scared off by big falls in the 
stock market, you are never going to build a pension.207 

181. Nevertheless, the experience in the 401(k) marketplace in the United States showed 
that many investors suffered low returns from a cautious approach to investment. NEST 
should take account of this in relation to its investment strategy for  younger investors with 
a long investment time horizon. 

182. Whilst we understand the views of witnesses who considered NEST’s investment 
strategy to be overly conservative, we believe that NEST’s approach has a clearly 
explained behavioural rationale and will be distinctive in the marketplace. It will help 
to ensure that savers are not deterred by potential temporary falls in the value of their 
pension which might lead them to withdraw from their auto-enrolment scheme and 
exacerbate resistance to retirement saving.  

183. However, over the longer term the Government, the pensions industry and NEST 
must act to increase savers’ awareness and understanding around the advantages and 
disadvantages of investments. We recommend that the Government’s communications 
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strategy for auto-enrolment includes a strong focus on improving the public’s 
understanding of effective retirement saving.  
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List of Recommendations 

Increasing participation in pension saving 

Addressing the decline in retirement saving 

1. We welcome the decision by successive governments to pursue auto-enrolment in 
order to address the steady decline in pension saving. The policy has been designed 
to encourage high levels of participation in workplace pension saving, whilst 
retaining an individual’s freedom to opt out. The recommendations contained in our 
report are intended to support the successful implementation of auto-enrolment. 
(Paragraph 18)    

Estimated participation rates 

2. Retirement saving through auto-enrolment may be even more attractive to 
individuals if it offered additional financial incentives or flexibilities. We welcome 
the Minister’s willingness to look at this again. In its review of auto-enrolment 
scheduled for 2017, the Government should consider the advantages and 
disadvantages, including the legal implications, of enabling individuals to withdraw 
pension savings to buy a first home. The New Zealand experience may offer evidence 
on the extent to which savers’ behaviour has been affected by this aspect of the 
KiwiSaver scheme.  (Paragraph 25) 

Relationship between auto-enrolment and the State Pension 

3. The current State Pension system, with its means-tested Pension Credit top-ups, may 
act as a disincentive to some individuals on lower incomes who are considering 
workplace pension saving. The Government’s plans to reform the State Pension and 
reduce means-testing are therefore welcome, and essential in creating a simpler 
foundation pension which will enable people to increase their retirement saving with 
confidence that they will not be penalised by losing state benefits. (Paragraph 30)    

4. The Government must set out its detailed plans for State Pension reform as a matter 
of urgency. Individuals need certainty on the Government’s plans if they are to make 
informed decisions about their retirement saving and whether to remain enrolled in 
their workplace scheme. Equally, financial advisers need clarity about the future of 
the State Pension if they are to provide sound, long-term advice to individuals. We 
urge the Government to proceed with its reform of the State Pension without delay 
and to introduce its Bill on State Pension reform in the 2012–13 session of 
Parliament. (Paragraph 31)   

Minimum thresholds for employee eligibility 

5. We understand the complexities in setting a minimum income threshold for 
automatic enrolment and accept the rationale behind the current threshold levels. 
The case for increasing the income threshold significantly above its current level in 
real terms is not clear. As women have historically retired earlier, and had lower 
earnings and lower pensions than men, we believe that it is very welcome that auto-
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enrolment will bring so many millions of women into pensions saving for the first 
time.  However, as women make up the majority of persistently lower earners, the 
Government needs to consider the impact on the gender pensions gap when setting 
the income threshold. We do not regard it as essential that there should be a 
permanent link between the auto-enrolment threshold and the income tax threshold. 
(Paragraph 38)   

Impact on existing workplace pension schemes 

6. We recognise the risk that some employers may level down their existing pension 
provision to the statutory minimum for auto-enrolment, although it is very difficult 
to assess the extent to which this might take place in practice. However, the risk that 
some employers may level down their contributions is outweighed by the strong 
likelihood that auto-enrolment will introduce millions of individuals to pension 
saving for the first time. (Paragraph 42)  

Encouraging contributions above the minimum rate 

7. The minimum contribution rate of 8% is an important and realistic starting point for 
auto-enrolment. During the implementation stage, it is sensible for the Government 
to encourage participation in pension saving by increasing individual and employer 
contributions gradually to this moderate minimum level. (Paragraph 48)   

8. It is unlikely that 8% will secure a level of retirement provision which most 
employees would consider adequate. The Government should therefore conduct a 
review to examine a) how to promote saving above the 8% minimum; and b) 
whether it should raise the statutory minimum above 8% over the longer term. This 
review should take place by 2014, building on the lessons learned from 
implementation up to that point. Waiting until the review scheduled for 2017 to 
consider these issues could mean that many employees miss out on higher pension 
contributions for a longer period. (Paragraph 49)   

Ensuring pension schemes offer value for money 

Criteria for auto-enrolment providers  

9. Employers will be responsible for ensuring that their pension provider meets the 
Government’s criteria for auto-enrolment. Providers are not currently required to 
register with The Pensions Regulator to ensure that they are eligible. This may 
represent a regulatory gap, and we are concerned that some employers may 
unknowingly enrol their staff in schemes that do not meet the criteria. Equally, the 
criteria for providers appear relatively light compared with the New Zealand model. 
The Government must monitor this situation closely. It should act to strengthen the 
minimum criteria for providers, or require providers to register with The Pensions 
Regulator, if it becomes clear that some providers are not safeguarding the interests 
of pension scheme members. (Paragraph 55)   
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Transparency of pension scheme charges 

10. If auto-enrolment is to be successful in convincing people to increase their 
retirement saving, it is essential that providers offer value for money for employees 
who are automatically enrolled and that they demonstrate that this is the case. A 
competitive market of providers should help promote this but it will only work if 
charges are clear, understandable and comparable. In the insurance industry, 
comparison websites are available to enable people to compare providers, and we 
believe that the pensions industry should aim to establish a similar model. 
(Paragraph 61)  

11. Current industry practice and regulation does not offer sufficient transparency for 
employers or savers. We welcome the work that the NAPF and the pensions industry 
are undertaking to develop transparency around pension scheme charges and look 
forward to the NAPF’s code of practice. (Paragraph 62)   

12. We expect to see the industry make progress on improving transparency and will 
continue to monitor their actions in this regard. It is imperative that the pensions 
industry establishes a clear, accessible and universally-adopted model to allow the 
comparison of charges and that this is in place by the end of 2012. This would ensure 
that the model is available to all employers choosing schemes from 2013 onwards. 
(Paragraph 63)    

Regulation of fees and charges 

13. It should be borne in mind that the employer will choose the pension scheme but the 
consequences of that choice in terms of the level of charges and the potential lack of 
value for money will fall on the employee. Given the current complexity of pension 
scheme charges, it is important that the Government and the pensions industry 
create a model that helps protect employers against the risk that they will, 
inadvertently, select a scheme that offers poor value for money for their employees. 
(Paragraph 70)  

14. The Government must monitor the pension market to ensure that scale and 
competition between providers is effective in keeping charges at a low level. We 
recommend that the Government, or The Pensions Regulator, publish a report every 
two years on the value for money of pension scheme charges, including an 
assessment of the levels of fee applied under auto-enrolment. (Paragraph 71)    

15. Whilst we accept the Government’s current rationale for not applying a cap on 
scheme charges, this approach will only work if all providers act with transparency 
and offer genuine value for money in relation to charges. During 2012, the pensions 
industry has an opportunity to demonstrate that it can operate fairly and effectively 
without a cap on charges. From 2013 onwards, if it transpires that some auto-
enrolment providers are applying hidden charges, or charges that represent poor 
value for money, the Government should use its powers to intervene. (Paragraph 72)  
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Short service refunds 

16. We welcome the Government’s intention to ban short service refunds. This measure 
will help individuals experience the benefits of longer-term saving for retirement and 
reduce the risk that their employer contributions will be lost. (Paragraph 75)  

Active member discounts  

17. Active member discounts sometimes reflect the additional costs of administering 
inactive pensions but can also lead to disproportionately high charges for individuals 
who are no longer contributing to their scheme. We believe that pension providers 
should operate a fair balance between active and deferred members and that the 
Government should consider intervening if this issue is not resolved by greater 
consolidation of small pots into single schemes. (Paragraph 79)    

Implications for employers 

Financial and administrative impact on employers 

18. We recognise that auto-enrolment will create new costs and administrative 
requirements for employers at a time of economic uncertainty. However, we believe 
that, through the staging and phasing arrangements, the Government has designed a 
flexible and gradual implementation process with employers’ needs in mind. 
(Paragraph 101)    

19. We understand the calls from employers’ representatives for some exemptions to 
auto-enrolment, for example for micro businesses, but believe such concessions 
would add to the complexity for employers, as well as having detrimental effects for 
employees. It is also important to bear in mind that micro businesses and their 
employees have to date been the hardest group to reach in terms of workplace 
pension provision. We therefore support the Government’s decision that auto-
enrolment should apply to employers of all sizes. (Paragraph 102)  

20. Whilst we recognise that the requirement to re-enrol individuals every three years 
has administrative and cost implications for employers, we believe this step is 
necessary to ensure high levels of participation in workplace pension saving. 
(Paragraph 103)  

Delays to the auto-enrolment timetable 

21. We note with regret the delays to the schedule for implementing auto-enrolment 
announced in November 2011, although we recognise that these delays may be 
welcome to some small employers. The delays mean that millions of employees will 
start workplace pension saving later than anticipated, and overall retirement saving 
will be reduced significantly as a result. It is vital that there is no further 
postponement to the implementation timetable, and we welcome the Minister’s 
assurance that the timetable will not be changed again. (Paragraph 110)  
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Preparation of payroll providers 

22. Given the concerns that employers’ representatives have expressed about the 
administrative implications of auto-enrolment, we believe that it is important that 
TPR takes the steps necessary to ensure that payroll providers are supporting 
employers towards a smooth transition to the new arrangements. (Paragraph 113)    

Ensuring employer compliance 

23. Ensuring employer compliance is critical to the success of auto-enrolment and the 
programme could suffer reputational damage if a large number of employers are 
seen not to be fulfilling their duties. The resources that the Government makes 
available for TPR to address non-compliance must reflect emerging evidence on 
employer awareness and compliance levels, particularly during the implementation 
phase for medium and smaller employers. (Paragraph 125)   

24. Relying on whistleblowing to identify non-compliance has inherent problems, 
particularly in respect of small firms where the fact that a business has only one or 
two employees will make it impossible for TPR to guarantee anonymity to the person 
making a complaint. TPR needs to consider very carefully how it will address this 
issue and whether it needs to use more proactive methods to check compliance 
amongst small employers. We therefore recommend that, by the end of 2013, TPR 
provide a written update on its plans for dealing with non-compliance among small 
and medium employers, drawing on its latest research on employer awareness and 
preparation. (Paragraph 126)    

25. The Government should take steps to ensure that HMRC, the Health & Safety 
Executive and other relevant enforcement bodies are working closely with The 
Pensions Regulator to promote compliance, including sharing relevant information 
where employers are found to be in breach of their auto-enrolment requirements. 
(Paragraph 127)   

Communications 

Employer awareness of auto-enrolment 

26. Effective communication will be vital to ensuring employer compliance. The 
Government and The Pensions Regulator must continue to research and monitor 
awareness among employers and publish the findings. If awareness among smaller 
employers remains low by 2014, we recommend that The Pensions Regulator 
consider writing to employers earlier than 12 months ahead of their staging date. 
(Paragraph 135)    

Availability of advice for employers 

27. Employers must be able to access impartial information on choosing a workplace 
pension scheme for their employees. We recommend that the Government and The 
Pensions Regulator lead a discussion with employers and other relevant stakeholders 
about the availability of independent and impartial information. The Government 
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should then ensure that effective support for small employers is available by July 
2014 at the latest. (Paragraph 141)  

Communications with individuals 

28. While most employees will not need one-to-one guidance on auto-enrolment it is 
important that it is available for those who do. The Government and the pensions 
industry should work together to ensure that individuals are able to access 
independent one-to-one guidance, including by telephone alongside online 
information. This information should include well-publicised and sound guidance 
for individuals considering opting out. Guidance to employers on choosing an auto-
enrolment scheme should also include information on how to involve employees or 
their representatives in the choice. (Paragraph 147)    

The operation of NEST 

Restrictions on NEST’s operation  

29. We understand the rationale behind the restrictions placed on NEST as part of the 
sensitive consensus agreed between the Government and the various stakeholders. 
However, we are very concerned that two restrictions will have unintended 
consequences: the cap on contributions will add complexity for small and medium 
businesses, and the ban on transfers will be disruptive for both employers and 
employees who would like to transfer existing pension pots into NEST.  We believe 
that these restrictions may prevent NEST from addressing the market failure that it 
was designed to resolve. If state aid rules allow, we therefore recommend that the 
Government removes the cap on contributions and the ban on transfers as a matter 
of urgency. (Paragraph 175)   

30. The growing problem of small stranded pension pots needs to be urgently addressed, 
and we warmly welcome the Government’s consultation on consolidating small 
pension pots. NEST would appear to be the obvious choice for the role of 
aggregating small pots into a single, larger pot. If the Government wishes to pursue 
this option, it will of course need to remove the ban on transfers of pension funds 
into NEST. (Paragraph 176)   

NEST’s investment strategy 

31. Whilst we understand the views of witnesses who considered NEST’s investment 
strategy to be overly conservative, we believe that NEST’s approach has a clearly 
explained behavioural rationale and will be distinctive in the marketplace. It will help 
to ensure that savers are not deterred by potential temporary falls in the value of their 
pension which might lead them to withdraw from their auto-enrolment scheme and 
exacerbate resistance to retirement saving. (Paragraph 182)   

32. Over the longer term the Government, the pensions industry and NEST must act to 
increase savers’ awareness and understanding around the advantages and 
disadvantages of investments. We recommend that the Government’s 
communications strategy for auto-enrolment includes a strong focus on improving 
the public’s understanding of effective retirement saving. (Paragraph 183)   
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Formal Minutes 

Wednesday 7 March 2012 

Members present: 

Debbie Abrahams 
Harriett Baldwin 
Andrew Bingham 
Karen Bradley 

Sheila Gilmore
Mr Oliver Heald 
Glenda Jackson 
Stephen Lloyd

In the absence of the Chair, Mr Oliver Heald was called to the Chair.  

Draft Report (Automatic enrolment in workplace pensions and the National Employment Savings Trust), 
proposed by the Chair, brought up and read. 

Ordered, That the draft Report be read a second time, paragraph by paragraph. 

Paragraphs 1 to 183 read and agreed to. 

Summary agreed to. 

Resolved, That the Report be the Eighth Report of the Committee to the House. 

Ordered, That the Chair make the Report to the House. 

Ordered, That embargoed copies of the Report be made available, in accordance with the provisions of 
Standing Order No. 134. 

Written evidence was ordered to be reported to the House for printing with the Report (in addition to that 
ordered to be reported for publishing on 7 and 14 September and 2 November 2011). 

 

[Adjourned till Monday 19 March at 4.15 pm 
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Oral evidence
Taken before the Work and Pensions Committee

on Wednesday 12 October 2011

Members present:

Dame Anne Begg, in the Chair

Debbie Abrahams
Harriett Baldwin
Andrew Bingham
Karen Bradley

________________

Examination of Witnesses

Witnesses: Baroness Drake CBE, former Pensions Commissioner, Paul Johnson, Director, Institute of Fiscal
Studies, and David Pitt-Watson, Hermes Fund manager, and the Royal Society of Arts, gave evidence.

Q1 Chair: Can I welcome our witnesses this morning
to the first evidence session of our inquiry into auto-
enrolment and NEST (National Employment Savings
Trust)? Could you just very quickly introduce
yourselves for the record?
Paul Johnson: I am Paul Johnson; I am Director of
the Institute for Fiscal Studies (IFS).
Baroness Drake: I am Jeannie Drake, Labour peer. I
was on the original Turner Commission and I was
involved in the creation of NEST at the early stages.
David Pitt-Watson: I am David Pitt-Watson; I am a
fund manager, but I have been leading a project with
the RSA, the Royal Society of Arts, on pensions
futures in Britain.

Q2 Chair: Thank you very much for being here this
morning. We are going to go straight into the nitty-
gritty of auto-enrolment. We have had a briefing from
our adviser on the mechanics of it, but we would like
to get your take on some of the issues. I will start with
you, Jeannie, because you are the mother—I do not
know if that is the right description—of the concept
of auto-enrolment and the idea that there should be a
National Savings Trust, although it was called
Personal Accounts in those days. It certainly came out
of the work that you did as a member of the Turner
Commission. Obviously, there are some things that
you recommended at that stage that perhaps have not
made it into the final cut of the way it has been done.
I am going to start off with some questions on
incentives for individuals. Why did you decide to go
for the opt-out model of enrolment? Why didn’t you
follow the Australian example of compulsion, for
instance, or why did you not recommend that kind of
model? Do you think that the effects of auto-
enrolment will be enough to get over the general
lethargy of the individual about saving into a pension?
Baroness Drake: Thank you very much. Good
morning, Dame Anne. There are two elements to the
question: why we went for the route we did and
whether I think it will be enough.
One starts from the premise that the Pensions
Commission said the taxable capacity for pensions
was finite; therefore, it should be concentrated on
creating a flat-rate, as generous as possible state
pension that would deal with poverty and provide a

Mr Oliver Heald
Glenda Jackson
Brandon Lewis
Teresa Pearce

firm foundation for saving, and the earnings-related
provision should be through private saving. To get that
saving through private provision, what route should
be taken? Should it be compulsion, with the state
compelling? Should it be enrolment through the
employer? Or should it be persuasion through the
industry?
In considering that, we looked at both the employer
and the employee separately. In terms of the worker,
there are three reasons why we took the auto-
enrolment route. First, we felt that if you go straight
to compulsion people may see it as a tax and there
could be initial political resistance to that. If it were
the perception at the point of introduction—that it was
a form of tax—it could put pressure on that state
pension over time, so maybe compulsion should be
considered if subsequently it was shown that auto-
enrolment had failed. Secondly, there was recognition
that people have different preference rates on how to
save and when to stop working. Third, individual
circumstances differ—people have housing assets
and inheritances.
On the employer—the contingent compulsion—that
was driven by the belief that employer engagement
with occupational pensions was in irreversible decline
and that it required compulsion to reverse it. The
employer contribution would ensure a significant
increase in workers’ participation and would also
ensure a return on savings so that it could be safe to
auto-enrol without all the regulated advice
requirement.
Will that be sufficient to produce what is needed? In
the Pensions Commission’s view, we were confident
in terms of our recommendation. Of course, as you
said, Dame Anne, the way in which the policy has
evolved is slightly different to the Pensions
Commission’s recommendation because the Pensions
Commission’s view was that NEST could not be
separated from auto-enrolment. There was a view that
not only did you strongly encourage people to save
but you had to enable them to save in a low-cost way
and so that their interests were protected—that is both
a governance issue and a low-cost issue.
Therefore, because we believed there was a market
failure and the market could not effectively service
the low to moderate-income earners, particularly in
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small and medium-sized employers and those with
higher churn, you had to have NEST. Employers
would be defaulted into it and they would have to
choose to opt-out of it, subject to two conditions: that
people could transfer back into NEST so their pots
over time were protected and, secondly, any employer
opting out had to meet an 8% contribution rate net of
all charges.
What has happened, of course, is the policy, which
Government are entitled to determine—now allows
auto-enrolment into any qualifying savings scheme. I
do have a concern that there will be lots of providers,
and there are some weaknesses that I think need to be
addressed. One is that I am concerned that there is a
lack of quality standards being set for these providers.
Chair: We have questions on that kind of thing
coming up.
Baroness Drake: Sorry. Okay, fine.

Q3 Chair: It was more: why auto-enrolment rather
than compulsion? One of the things you said was that
you did not want it to go to compulsion because that
would be seen as an extra tax, so auto-enrolment was
there, but if it failed it would be possible to move
to compulsion. Does that mean you think that auto-
enrolment might fail? How confident are you in the
concept of auto-enrolment as a model that might
succeed?
Baroness Drake: We were confident. We made the
point that, if we were shown over time to be wrong
on that, Government would need to re-consider. We
were confident though: we had done considerable
modelling; we had looked at other data sources; and
the combination of the employer contribution—I have
brought the figures—for the lower income groups we
were assuming that there would be a participation rate
of the order of about 60% and nearer 80% for
moderate earners. So we were pretty confident.

Q4 Chair: So if you have a participation rate of 60%,
do you think that would be 40% opt-out then?
Baroness Drake: Yes.

Q5 Chair: Do you think the incentives of 3%
employer contribution and 1% tax relief will be
enough to attract people? I understand that in New
Zealand there are different incentives to get people to
save into KiwiSaver.
Baroness Drake: We did believe that, but of course
that rested on a set of assumptions, and that set of
assumptions included having very low charges. We
were making the assumption that you would do this
on charges of around 0.3%. The more that charges
rise, the less you actually get from your savings.
Taking the tax relief and the employer contribution
would provide the incentive to save, and the DWP did
do a lot of modelling on this in terms of payback and
how many people would get a return on their savings
on this base load of contributions. We can go through
the detail of that modelling and Paul will be very
familiar with it. I think their modelling showed that
95%-plus would get a positive payback on their
savings.

Q6 Chair: The Commission thought the expectation
that people would have on retirement would be that
their net income would be about two-thirds of their
net income when they were in work. Auto-enrolment
does not give them two-thirds; it gives them around
45%. With the state pension and auto-enrolment
combined, that is getting closer, but it is still not going
to get to the level that the Turner Commission thought
would be an adequate income in retirement. Are you
disappointed that that is the route the Government has
gone down?
Baroness Drake: What we said when we looked at
the evidence was that people aspired to 60% or so
replacement income in retirement. However, in terms
of public policy what it should seek to achieve
through auto-enrolment and contingent employer
compulsion, we took the view that the Government
should try to achieve a 45% replacement rate gross,
and that it should try to facilitate, through voluntary
means and incentivised saving, getting people up to
60%. But the design of the base load and the auto-
enrolment was targeted at 45% replacement rate gross;
30% of that had to come from the state reforms, so
you have to hold to the state reforms to get the 30%,
with 15% to come from the auto-enrolment and
contingent compulsion. The additional saving above
that would come from incentivised voluntary saving.

Q7 Chair: So you see very much the combination of
the state and this second pillar as just being a base
that people can then add on to, rather than being the
complete income that they should have in retirement?
Baroness Drake: Yes, to get to the 45% replacement
rate aspiration, the state reform and the auto-
enrolment are inseparable. That was the big political
argument we had at the time, if you recall—that we
had to look at both. To get above the 45% requires
voluntary incentivised saving and facilitating that
taking place.

Q8 Karen Bradley: My questions, directed at you,
Mr Johnson, are specifically on the reports that the
IFS has published and work you have been involved
in. The first question is: comparing the economic
climate today with 2006, when the scheme was being
developed, do you think that the scheme is workable
in today’s economic environment?
Paul Johnson: Yes, I think it is still workable.
Clearly, as you say, several things have changed since
2006. There are two big issues that one might want to
think about. Firstly, of course, the economy is in a
much more difficult state, and the extent to which
auto-enrolment is successful in increasing savings
rates in the short run will take money out of the
economy. It is worth saying that it is still a year before
that starts in 2012, it is still only big firms that will
be coming in and it is still only at an initial rate. I am
not a macroeconomist, but the scale of that is not
going to be enormous in the sense of the impact it
might have on the economy. Where the economy will
be in two or three years’ time is anyone’s guess.
The second issue is about household incomes though,
where the levels of household incomes and real
earnings are falling and falling quite fast. That must,
I would have thought, increase the probability that
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there will be more people who will opt-out, because
even the additional 1% or 2% is going to feel like
more of a cost in a climate in which their real earnings
are falling. We have seen falling real earnings this
year. The Office for Budget Responsibility expects to
see falling real earnings next year. Even since 2001
we have had really very small increases in earnings.
The people this is aimed at as well, at median
incomes, have been doing less well than those further
up the distribution. Their choice will be a harder one
than I think was initially expected in terms of putting
initially that extra 1% and then 3% into a scheme.

Q9 Karen Bradley: Do you think the assumptions
that were made about level of enrolment and opt-out
are still realistic, given falling household incomes?
Paul Johnson: There is huge uncertainty about what
that level will be. The sorts of numbers that Jeannie
talked about seemed to me still to be plausible, but
there were significant confidence intervals around
those at the time. The risk must be on the downside,
given what we know has happened to household
incomes. I guess if you were to redo the same exercise
today you might come up with a smaller number, but
it would be surprising if it were a massively smaller
number.

Q10 Karen Bradley: Could I just ask for clarity? Did
your report that was issued yesterday about falling
household incomes in future build in auto-enrolment
as one of the costs that was going to be levied on
households?
Paul Johnson: No, it did not because, obviously,
people have the option not to do that. No, it was not
building that in at all.

Q11 Karen Bradley: In 2010, you recommended
raising the minimum earnings threshold. What are the
implications of doing that for employees on lower
incomes if they are not automatically enrolled? Are
there any groups in society or any demographics that
would be particularly affected by that?
Paul Johnson: As you can imagine, it was one of the
more complex things that we looked at—at what level
of earnings you want to start auto-enrolling people.
There are strong arguments in both directions. The
argument against auto-enrolling people on relatively
low earnings is that the state system anyway will be
providing a single person on £10,000 a year every
year of their life 100% replacement. In that very
simple world you might think there is a case for a
significantly higher point at which you start auto-
enrolling people.
Of course, the world is much more complicated than
that. People move up and down the earnings
distribution. Most of the people on the sort of earnings
we are talking about are either very young, are
married to people earning more or are lone parents
who are entitled to tax credits, which gives them a big
incentive to put money in. That is why we ended up
proposing that the threshold remained low—
essentially at the tax threshold—and it was a balance
of issues around not wanting people who are on very
low incomes over their life to be able to enrol because
they would not be better off as a result, and ensuring

participation was as wide as possible. It struck us that
the point at which people start to pay tax seemed a
reasonable thing to tie that to.
The groups below that tax threshold are all working
part-time; a majority of them are women working
part-time. There is clearly a risk that some of those
women will end up with less time in the pension
system than they otherwise would have. As I said, I
think it is a balance between that risk and the risk that
you are auto-enrolling significant numbers who really
would not be made better off by being in that process.
I think you could make a sensible argument for a
much higher number; you could also make a sensible
argument for a lower number and that is where we
ended up.

Q12 Karen Bradley: Are you comfortable with it
staying in line with the tax limit if the tax-free
personal allowance goes up to £10,000 as is in the
Coalition Agreement?
Paul Johnson: We knew that was in the Agreement
when we made the recommendation. We made it with
that knowledge in mind because it struck us that
somewhere around £10,000 was a pretty good place
to base that on. For someone working full-time, that
is still an income below the minimum wage; it is still
a very low level of earnings.

Q13 Karen Bradley: Do you feel that there is little
point in the Government trying to give extra
incentives to people on lower incomes to enrol or to
stay auto-enrolled, and actually the focus should be
on those at the median income to make sure that they
continue enrolled in the scheme?
Paul Johnson: The difficulty for Government and
anyone giving advice here is clearly you have a whole
range of very different circumstances for people on
these very low incomes. I do not think it would be
helpful to be trying to persuade a 22-year-old student
who is working part-time to auto-enrol. I think there
might be some significant case for lone parents, for
example, on tax credits who are working 16 hours a
week; there is a very big incentive for them to auto-
enrol because of the way that tax credit works. That
is one of the reasons why this is a difficult balancing
act and why I think a blanket message for people on
those levels of income just is not possible.
Baroness Drake: Can I say I do not really agree with
that? I am just anxious that the moment does not pass
and I lose the opportunity to express a view. People
on low incomes do not necessarily spend all their time
on low incomes, and some people on low incomes
live in households where the household income is not
low. One of the principles for reforming the state and
the private pension system is that it would produce a
system that would work for women. I am concerned
that, if the trigger for auto-enrolment continues to rise,
and goes up to a figure in excess of £10,000 to reflect
where the Government wishes to go on the tax
threshold, you are going to exclude about 1.4 million
people who would previously be in auto-enrolment,
76% of whom would be women. I think only 34% of
women would then be covered by the targeting of the
auto-enrolment.
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You then begin to stretch whether this design works
for women because a) if they are part of a household
they should still saving for pension; and b) all the
evidence shows that, increasingly, when women get
to retirement they will be living on their own—their
marriages will not necessarily hold up. Furthermore,
if you remove the benefit of auto-enrolment from
them when they are having periods of part-time
working when they are caring, you break the habit of
persistency of saving. If you look at the women’s
labour force statistics, there is a high incidence of full-
time working, and then you get into the 30s age group
and there is a high incidence of part-time working.
Then full-time rises again and then part-time rises
again when you get caring at the other end. So many
women may have periods of full-time working, and
if you do not continue auto-enrolment when they are
working part-time, even though they may be making
modest contributions into the pot, you break the
persistency.
I am not wholly disagreeing with what Paul says, but
I think you have to think very carefully about whether
you introduce a design feature whereby raising that
earnings trigger means the private pensions system
does not work for women. Certainly, when the Bill
was going through the House of Lords, I did oppose
that provision in the Bill because I did think it actually
started to undermine whether this design would work
for women.
Paul Johnson: Can I just add one more consideration
around this threshold point? What we recommended
and what I believe is happening is that once you go
above the threshold you then start being auto-enrolled
on income over the difference between the National
Insurance threshold and the tax threshold, so you get
a decent amount of money going in. One of the things
that weighed in our mind was a lot of concern among
both employers and fund managers about significant
numbers of people who literally put in 50p a week or
£1 a week, and the difficulty that would create both
for the schemes and also for the credibility of the
system.

Q14 Andrew Bingham: Mr Johnson, it is the
employers that I am concerned about. Given that we
are in uncertain economic times, what is your view on
the desirability of adding further burdens and costs to
business, particularly small businesses?
Paul Johnson: It is clearly one of the costs of auto-
enrolment. In terms of the range of policies that
Government could have followed towards pensions,
which might be from essentially what we have at the
moment to a significantly higher state pension to
compulsion into private schemes, the auto-enrolment
system is the one that puts the biggest burden on
employers. That is central to the design of auto-
enrolment; it puts the responsibility on the employer
in a way that none of those other types of systems do.
I think that is an important background to the
judgment made about the role of auto-enrolment. You
are right; that is a significant judgment.
In terms of the distribution of that burden across
employers and the work that was done for our
Commission, that looks pretty small for large
employers, but it could be significant, particularly in

the first year or two, for the very smallest employers.
That particularly relates to how that relationship with
The Pensions Regulator may work and the scale of
the work that The Pensions Regulator will have to do
to make that work. I do not think there is any getting
away from the fact that this is a burden on employers,
but if you are going to have auto-enrolment it is
inevitable. From what we have seen of the way that
NEST will work, it will minimise that; we were taken
through the systems and it looked as simple and
effective as it could be.
The particular issue of micro-employers—those with
five employees or fewer—is one that we thought
about a lot. Of the 1.2 million employers in the
country, 800,000 are micro-employers. That is
something that, if anything, lives with me from doing
the report—that number is seared into my mind. That
is a very small minority of employees, but a very big
majority of employers. Inevitably, if you are getting
the employers to do that, the costs for that group will
be substantial.

Q15 Andrew Bingham: I speak as a former
micro-employer. Do you think that there should be
an exemption for those employing fewer than five or
10 people?
Paul Johnson: There are two reasons why we did not
come down in that direction. The first was that, on the
basis of conversations with HMRC1 and others, it
appeared practically extraordinarily difficult to put in
place something that said, “Once you go above five
employees, you’re in,” or “Once you go above 10
employees, you’re in; once you’re below, you’re out.”
In a purely practical sense, tracking who those groups
are is very difficult.
Secondly, there were some concerns raised—and it is
hard to know how serious these are, but you can see
it—that if at five employees you do not have to do
this and at six you do, the actual cost of hiring the
sixth employee becomes really quite big. That is a
potential brake on growth. The other issue was around
the purpose of auto-enrolment. We were just talking
about where the threshold should sit, and we were
quite concerned about having a threshold so low that
it might be disadvantageous to a number of people
auto-enrolled. Where it came to the status of the
employer, if you are going to have auto-enrolment—
which, as Jeannie was saying, is aimed across the
population—to exclude a couple of million people on
the basis of their employer size did not quite fit with
the philosophy behind auto-enrolment.

Q16 Brandon Lewis: We are going to have some
employers who already have schemes higher than 3%
but also have employees who are not in those schemes
because they are at different pay scales. What could
the Government do to protect against employers in
that situation trying to balance out their costs by
reducing their upper scheme to have everybody on
NEST and reducing that contribution for the other
staff, so that they end up no worse off overall as a
company?
Baroness Drake: This is the levelling down issue, I
think, and whether you can give protections. I would
1 Her Majesty’s Revenue & Customs
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start from the basis that you cannot level down from
zero, and when you think that 66% of companies do
not make any provision and approximately 30% of
workers in the private sector are saving, there is a
huge group for whom levelling down is not a debate
because they are not saving anyway. The work that
the DWP has done suggests that the majority of
employers are not going to take the opportunity to
say, “The base load is 3%; I am going to drop down
to that.”
A lot of schemes have low participation rates. People
say, “Oh well, 33% or 34% of employers do provide
schemes,” but schemes can have participation rates as
low as 7%, 10% or 20%, so even within a company
you can have very high levels of non-participation
even though the statistics will say they are making a
provision. It tends to vary by sector. In terms of
levelling down, it is the case that you may get it at
the individual level, but all the evidence, and certainly
the work done by DWP, is that at the aggregate level
you will not get levelling down; you will get an
overall increase of some significance in private
saving.
In terms of the individual, then I think it all depends
on employer behaviour. Employer behaviour will vary
by company because some companies will have high
levels of participation and simply take the view that
this is a very important part of their employment
package, and they will not do anything negative.
Others will say, “I have a certain participation rate and
I know that reflects that my managers join and my
non-managers do not, so I am just going to run a
two-tier system. I will have one scheme for certain
grades and one scheme for other grades,” so you may
get protections for some employees coming in by
default because employers use two-tiered systems.
For a lot of those people who have contribution rates
at a desirable level it will be part of their contract of
employment, so presumably normal contract of
employment law will kick in. The bottom line is that
I do not think the Government can compel employers
as to what the contribution rate should be other than
the base load, but there is a lot they can do to
encourage good practice.
Certainly, the evidence collected by the DWP on this
was quite positive. Good employers are going to stay
good employers; they have a reason for being good
employers and these reforms are not going to change
them. It is predominantly good employers that are
making good provision. Finance directors may look at
it and say, “Gosh, I’m suddenly going to get a 50%
increase in the number of people in my company who
are saving for pensions.” That does not necessarily
mean that they will start changing the contract of
employment for those that already did, because they
will have taken a view that there is a recruitment and
retention value, but they might take a view, “Well,
what’s the new offer I give for the section of my
workforce that traditionally have not participated?”

Q17 Brandon Lewis: Thank you. My second
question, which I am actually going to put in two
parts, is probably best directed at Paul, because of
your review in 2010.

If we have new employees where they have the
three-month waiting period, how big a risk do you
think there is of there being huge opt-out at the end
of the three months when they obviously see their pay
packet being particularly hit for the first time in a new
job, particularly in the current economic climate?
There is a potential risk to the whole scheme if that is
on too big a scale. That is the first part.
Equally, in terms of that three-month option before
taking in, what impact do you think that will have in
the bigger sense? For example, the fifth or sixth
biggest employment industry in this country is tourism
and there is a huge amount of seasonal employment
within that sector. What impact does that three-month
option have on the tourism industry, particularly
because it is filled mainly by SMEs2 and people who
are moving from job to job on a seasonal basis or are
unemployed for parts of the year? What continuity is
there? Will they ever, effectively, opt-in?
Paul Johnson: Those are, again, some of the big
issues that we have to take a balanced view on.
Essentially, why did we end up at three months as
opposed to day one for auto-enrolment? One reason
was because, looking at the statistics, there are quite
a lot of jobs that last for a month or two, whether it
be over Christmas or over the summer. We were given
quite a lot of suggestions that the cost/benefit
calculations of the costs of having very large numbers
of people in for very short periods of time, both in
terms of the administrative burden on the companies
and employees involved, and indeed on the pension
schemes, would be really quite significant. Within the
scheme it obviously allows companies to do this
quicker; it is an optional three-month waiting period.
There is a cost of doing things on day one and there
is a cost to employers and schemes, and arguably a
cost to the credibility of the system if, again, you have
very large numbers of people in for very short periods
of time.
That will nevertheless clearly mean that those people
who are in jobs for less than three months will often
not be covered. We looked at the numbers of people
moving jobs very frequently, and across people’s
lifetimes the amount of time they spend in jobs that
last for fewer than three months is quite small.
However, there will clearly be groups of individuals
for whom that is not true.
The first part of your question was about the risk of
people opting out at the point of auto-enrolment when
they see their salary fall. The truth is that we do not
know the likely scale of that impact. There is not very
good evidence on this from other countries. Our guess
is that it will not make a significant difference, but I
think the Department is going to have to accept that
there is a risk there that it will make some difference.
Baroness Drake: Can I comment on those issues as
well? I think starting on 1% means there will not be
such a drop in income, because you have the tax relief
and you may get the tax credit adjustment as well. I
personally do have concerns about the waiting period,
because anything that undermines turning the power
of inertia into a positive will weaken the reform. You
have to hold that as a central tenet—auto-enrolment
works because you are turning inertia into a positive.
2 Small and medium-sized enterprises
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When you are looking at making any adjustments to
the system always ask what is it doing to that power
of inertia? If it interrupts that power of inertia which
is a positive in terms of saving, then you are going
to weaken the public policy outcomes that you want.
Therefore, waiting periods will weaken the power of
inertia; there is absolutely no doubt about that.
It also, in my view, disadvantages people in casualised
employment. They get a double hit now because there
is a waiting period and they are also banned from
transferring into NEST. The whole point of NEST—
of being able to default your little pot—is if you
happen to work in an industry, acting or something,
and you regularly have casualised employment, that
does not matter. You can still get the benefit because
wherever you go for little periods, you capture all
your little periods, and if the employer had a different
arrangement they need not be bothered with you when
you left, because it would all be transferred into
NEST. You could sleep at night because it would only
have an AMC3 at 0.3% and first-class governance.
That was a brilliant solution—a simple and brilliant
solution for people working in casualised
employment. Even if employers chose alternative
contract routes, when they left it could all just default
simply into NEST, and the ban on transfers into NEST
is serious in its consequence to everyone, but
particularly for those in casualised employment. The
combination of the waiting period plus the ban on
transfers means that, if you are in casualised
employment, public policy is not going to work too
well for you.
Paul Johnson: I agree with that point on the transfer
issue; it is a very important one.

Q18 Brandon Lewis: I am conscious of time, so I
will be very brief. Just as a follow-up to that, playing
devil’s advocate to an extent with the three-month
issue, one of the issues around the three-months is if
you have people in seasonal employment—you
mentioned acting; I am mentioning tourism because
in my constituency it is a huge employer, it is very
seasonal and can be very short term for hundreds of
thousands of people—that in itself would otherwise
put a huge cost on to very small employers who rely
on seasonal work. It could, in effect, be the difference
between make or break economically. Equally, the
second part, which I will leave more for Oliver—
surely that is an argument for NEST coming out of
PAYE4 rather than through employers?
Baroness Drake: I am not an operational person, but
I think taking it out of PAYE without the employer
interface you could get an operational implode. I think
you have to distinguish between waiting periods and
the time allowed before you complete the auto-
enrolment process; they are not the same thing.
Waiting periods are where an employer actively
chooses to have that. The intent or the application of
that waiting period will be different from allowing an
employer a realistic period to complete the process of
auto-enrolment.

3 Annual Management Charge
4 Pay As You Earn taxation

Q19 Chair: But there is presumably nothing to stop
an employer who wants to auto-enrol from day one.
It is just that the legislation does not kick in to force
them to do it until the three months.
Paul Johnson: That is right. What we are really
talking about here is a balance between the costs,
particularly to employers in this case, and the potential
benefits to the individuals involved. To characterise it
rather unfairly, we did think in looking at this scheme
that all the weight was put on the individual and none
on the cost to employers. This was one area where
there was unanimity, in terms of the employers that
we were talking about, about the difficulties that might
be raised by very short-term engagement in this
scheme, particularly some of the retailers, the tourism
industries and so on.
We recognised that there is a cost in terms of some
people having less time in the scheme than they
otherwise would have done, but particularly given
where we were with transfers and so on, and
particularly given those costs and the importance of
the scheme achieving credibility, that is a balance we
thought was right to strike. However, reasonable
people can and clearly do disagree about where that
balance should be.

Q20 Glenda Jackson: On the issue of the start-up
costs of auto-enrolment for a small employer, what
happens if none of his or her employees wish to be in
the scheme? We are talking, as you have said, about
a major reduction—is it 7%?—in people’s standard of
living. Is there a cost for the employer that can be
reimbursed? What are the costs for an employer
coming into this scheme? Are there any other than
saying, “Yes, we’re in”?
Paul Johnson: Yes, initially they do have to make it
clear to The Pensions Regulator that they have a
scheme available, which for a very small employer
you would expect to be NEST, and there is obviously
the time put in to understanding what that is and
making it available to their employees. There are
estimates of the number of days of effort that would
be required.
Glenda Jackson: I am asking you the question in
money terms. Time is money.
Paul Johnson: It can be. There are some numbers in
here that are calculated precisely that way. So even if
none of your employees join, there is still a cost to
you in terms of making the scheme available,
interacting with the regulator, finding out what NEST
is and so on. It is not colossal, but it is a day or two
of someone’s time.
Glenda Jackson: The point I am making is they
cannot claim that back from anybody. But presumably
that stays, so when employees decide, “Yes, I actually
do want to be part of that,” that is already covered.
Chair: Oliver has some questions you are all
desperate to answer.

Q21 Oliver Heald: I would perhaps start with Mr
Pitt-Watson. Of course, the reason why more than half
the population do not save properly for their
retirement is partly because they do not earn very
much money, they are intermittent or casual workers,
or they are in a small business—I think fewer than



cobber Pack: U PL: COE1 [O] Processed: [12-03-2012 13:03] Job: 014906 Unit: PG01
Source: /MILES/PKU/INPUT/014906/014906_o001_db_Corrected Transcript 12 10 11.xml

Work and Pensions Committee: Evidence Ev 7

12 October 2011 Baroness Drake CBE, Paul Johnson and David Pitt-Wilson

20% of small businesses offer a pension. The idea
with NEST was that this would be the default
provision and that it should be suitable. These
restrictions, first of all, on transfers: Baroness Drake
has made it clear how difficult it is if you have an
intermittent worker with lots of little pots not to be
able to transfer it all into NEST, which is the obvious
thing to do, which seems a major restriction. Then the
cap on contributions at £3,600, which is to stay the
same until 2017, is a restriction as well.
I am just thinking of a small business. Say you are a
small business with 10 or fewer employees: you have
one person who earns £50,000 to £55,000; you have
somebody on £30,000; you have a couple of people
who want to do a transfer; and the rest earn less than
£20,000. This is the very sort of business that NEST
is designed for and yet there are these clunky barriers
to using it. At the same time, here we are putting
taxpayers’ money behind the scheme and saying,
“This is the default provider.” If we did not have the
contribution cap, of course, there would be more
money in the scheme and we might not need so much
taxpayer money. I am interested in your views on this,
Mr Pitt-Watson.
David Pitt-Watson: If NEST were not to have a
contributions cap, it would not need so much
taxpayers’ money. As we understand it, it would need
£100 million less taxpayers’ money if you were to
eliminate that contribution cap. I think the questions
you are asking are very fundamental and they link
back to where Dame Anne started off the questioning,
which was about how much pension people are going
to get by saving. The design of a pension system
makes a huge difference to the outcome because of
the way that charges ramp up over time.
I will take a very simplified example, but I am happy
to give you numerical examples that are more
complicated if you would like. Let’s take a very
simplified example that we have two 25-year-olds
who both start saving at the same time. One pays no
charges and the other one pays a 1% charge. The
person who paid no charges will have a 33% higher
pension than the one who paid nothing. I am using the
example of zero charges because Jeannie told us that
this scheme was originally designed to have an 8%
net of all charges. If somebody takes 2% per year over
the 60-year life of a pension, half the money will
disappear in fees.
We then come to say, “What is it we are going to
present to employers and employees with auto-
enrolment?” If they go to NEST it is designed as a
low-cost scheme. However to be attractive, it needs to
be a low-cost scheme that works for employers, and
there are a number of restrictions that we have put on
it that really hamper what it is that NEST can do, and
make it less attractive. Worse than that and a more
acute problem is that in the past we have had
restrictions on workplace pensions and regulations to
ensure that people are not overcharged or
inappropriately invested. A workplace pension is a
stakeholder pension and for the first 10 years you
cannot charge more than 1.5%, and thereafter you
cannot charge more than 1%.
The proposal as it stands right now with auto-
enrolment and NEST, which by the way I fully

support—I think it is extraordinarily important that we
push this forward—is one that is proposing to remove
all those consumer protections. In so doing, the risk
of people thinking they have a good pension scheme,
like a NEST scheme that is low cost and will give you
a decent pension, to people getting a bad deal—or
rather their employers auto-enrolling them into
something that will not give them a decent pension—
is very high indeed.
Sorry; I have given a very long answer to your
question, but it would seem to me that there are two
things that we do need to pay attention to. One is
that anyone who is competing with NEST is offering
broadly the same terms as NEST. Second, if it were
me, I would not restrict NEST, not least because as a
good Aberdonian, I do not see why the taxpayer
should be paying £100 million-plus for a worse
service from NEST than would be possible if those
restrictions were withdrawn.

Q22 Oliver Heald: Let me just challenge you as
some in the industry would, because, of course, you
probably know I basically agree with you. Many
people will say, “Look, this is a state-backed provider
competing with the private sector. How could it be
right that there is even any state backing?” Of course,
that is almost the opposite of what you are saying.
David Pitt-Watson: Because what NEST is doing is
being the default provider. Nobody is out there in the
City saying, “I’m more than happy to take the
business at low cost from every fish and chip shop in
Britain.” That is what NEST is doing and that is why
we are willing, it seems to me, to give it a loan,
actually, rather than a subsidy. It is loan money that is
going to NEST. It seems to me that is a service in the
general economic interest.
In Britain, I think we have the second lowest
replacement rate by state pensions of the final salary
of the retiree, of any country in the whole OECD5.
Our state pension provision is really minimalist. That
is why we need to promote private pension savings.
By the way, I think that auto enrolment should be
available to poor people as well as to wealthy people,
but certainly we do need something that is going to
add to the state pension. It seems to me clearly in the
general economic interest that people have a low-cost,
effective route for their savings. NEST and auto-
enrolment provide that and they allow the opt-out for
people who decide they do not want to save. That is
good, but the architecture of the rest of the system is
very ill-designed to provide what Baroness Drake was
saying was the objective of the reform, which was a
low-cost system that is run in savers’ interests.

Q23 Oliver Heald: Another thing that is said, Mr
Pitt-Watson, is that, “You would never get it through
state aid rules if you didn’t have those restrictions
because you’re making an unfair advantage in the
market place.” What would you say to that?
David Pitt-Watson: The lawyers that we have working
on the RSA project do not understand that objection
at all. They say that, if it is a service for general
economic interest, as long as it does not distort
competition so as to be against the public interest it is
5 Organisation for Economic Co-operation and Development
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not affected by state aid rules. State aid rules, in any
case, are designed for things that affect trade between
member states and, of course, this is a purely domestic
UK matter that we are talking about. I don’t, and I
think our lawyers don’t, understand that objection.

Q24 Oliver Heald: I don’t know whether Baroness
Drake or Mr Johnson would want to come in on this
restrictions issue.
Paul Johnson: I broadly agree with what David has
said. The restriction on the amount that you can put
in has three consequences: one, it adds complexity;
secondly, it adds cost; and thirdly it sends out a very
odd message to the populace that that is as much as
you would ever possibly need to save for a pension,
which is clearly not the case.
Oliver Heald: Yes, and there are some inflation
upside risks at the moment.
Paul Johnson: Yes.
Baroness Drake: I agree with the three headings. It
adds cost and complexity and disadvantages the
employee in terms of what you are trying to achieve
for them. On state backing and state aid, there is no
state backing on the return on the fund, so there is no
“if you put it into NEST, you are guaranteed to get
X”. This is not National Savings, so there is no state
backing of the return. The custodial arrangements of
the monies are not with the state. The state backing
comes in a loan to create NEST, which will be repaid
at proper interest rates.
Where the state aid element comes in, there is a public
service obligation that NEST cannot turn any business
away. A contract provider can say, “I don’t want to
provide to you,” and it will. A contract provider will
go for those parts of the market it wants to go for to
get a return and to lower its costs. NEST cannot. Any
employer who knocks at its door, even those that are
just not cost-effective to service, has to be provided
for. It is on that narrow issue of the public service
obligation.
The primary driver for NEST is if you are going to
auto-enrol people and compel employers to
contribute, you have to deal, as we saw it, with a
market failure—supply side failure; the market cannot
provide to a significant chunk of the market, either at
the cost and so the charges levelled act as a
disincentive to save. Also, there are governance issues
here, such as how you manage these people’s savings
over their lifetime. State backing or state aid gets a bit
muddled, so I was trying to strip it back.
David Pitt-Watson: I would say, just in conclusion,
that there are two things here. One is the restrictions
on NEST, which I think we all agree we would like
to see removed. The other one, which really is an
acute issue, is the failure to regulate the rest of the
industry. “Which”, the consumers’ association has
said “responsibility for ensuring pension charges are
low in workplace personal pensions is falling through
a massive black hole”.
Robert Peston has said that the: “scope for mis-selling
is enormous”. This is a real and present problem, so
that should be the first priority. If you sort that one
out, in a way it helps you with the second one,
because at least you know, if there is a private
provider, that they are giving at least as good terms as

NEST. But it seems to me very difficult to justify why
you would wish any restriction on NEST. You would
want it to be competing hard and doing the best it
could to make sure that the private sector did the
same.

Q25 Teresa Pearce: Baroness Drake, just in what has
been said there it is quite clear that the original idea
for NEST was to solve a problem, but in the
negotiations between the Government and other
vested interests—large, small, micro-employers, the
industry—there have been a number of compromises.
Would you say, could you say or do you think that
those compromises are in the best interests of the
employees who would not have been around that
table negotiating?
Baroness Drake: The big difference between the
Turner recommendations and what Government
decided is that NEST is not a default fund; it is one
of many providers, so that was the big policy
difference—but that is the policy, so we are where we
are. I do have a real concern that there have been
some arrangements allowed as a result of the response
to various representations that I do not think serve the
employee well. I have no hesitation in saying that.
One of those is the ban on transfers into NEST. I
cannot see any gain for the employee of a ban on
transfers into NEST. I cannot see it. I struggle to have
any suggestion. It can only support the industry; it
cannot support the employee.
Secondly, I am concerned at the way in which short
service refunds are being deployed, because short
service refunds were a facility introduced under
defined benefits, but it is now being utilised by the
industry. NEST cannot give short service refunds, so
it may be attractive to an employer to maybe go with
a contract provider who sets up a trust arrangement
that allows a short service refund, which is totally
contrary to public policy. Short service refunds can go
up to cover two years of employment. We are not just
talking a few months here, because the rules are that
for the first six months the employer can ask you to
go and take your contributions. After six months you
can either transfer your savings out or the employer
can say, “Well, I will keep my contributions; here’s
yours, net of the NI that the Government will take.”
So it is quite a long period for these short service
refunds. That is against the public policy intent and
also it is leveraging against NEST, because they
cannot give short service refunds.
Those are two particular examples, and I think the
third one is that the Secretary of State has power under
the 2008 Act to set quality standards on any provider
who wants to offer a scheme for auto-enrolment
purposes. I know that the Minister, Steve Webb, has
indicated he is thinking of increasing the quality
standards. At the moment, it is just a requirement to
have a default fund and to have the base load of
contributions. I would certainly add to that quality
standard list—for example, duty of care around the
design of default funds, because you can have contract
providers and you can have an employee leave the
employer scheme, and you have these small pots
foundering around that cannot transfer into NEST; you
do not know what the charges will be and who is
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looking after the investment. What is the investment
strategy for those? Those are the three areas I would
identify.
David Pitt-Watson: I would comment as well—almost
all the areas that Jeannie has mentioned are ones that,
if they change, would also be to the advantage of the
small employer as well as the employee. The changes
we are suggesting would create a simple, good and
easy system to which you could default. That was
what the Pensions Commission wanted. What we have
done is to tie NEST’s hands behind its back, and then
to deregulate so that nobody knows whether anybody
out there is selling them a good pension or a lemon.
For a small employer, it would be much better to
know, “Look, here is NEST and maybe a few other
competitors. We know these are good; we can default
to that; we can put in our 8%—3% for the employer,
1% and 4%—and we know that people are provided
with what is a decent basic pension at low cost.”
That was the original intent and somehow all these
restrictions have been put in, and at the same time we
have completely derestricted the protections that made
sure that people were not being overcharged—and, by
the way, that their money was being invested in
appropriate things—It isn’t just fee levels where
consumer protection is needed. It is also investment
practice. As I understand it, there is nobody who
would stop a pension provider which decided to invest
all their clients’ money in Greek bonds. That is not a
sensible outcome of an auto-enrolment policy that has
been designed with cross-party support over 10 years,
with Jeannie being one of its great architects. That
cannot be a sensible outcome and it is a loophole that
needs to be closed.

Q26 Glenda Jackson: Essentially, my question has
been answered previously. Mr Pitt-Watson, you gave
the example of charges, which would be 1%, and then
it is astronomical. Essentially, I was going to say to
you: why would any employer opt for the extravagant
charges? Is it simply that the amount of detail that is
furnished to any of us when we are looking at
pensions is indecipherable nine times out of 10? It is
simply impossible to read all the small print, so is that
part and parcel of what you would regard as beginning
to re-regulate the pensions industry?
David Pitt-Watson: I think it is just setting sensible
rules. Even if we kept the regulation that is there
today, that would be a big advance on what we are
doing, because we are planning to throw the
regulation out. That is the problem. Yes, it is because
it is quite complicated to know what it is that you
are paying for. It is what the economists would call a
situation of asymmetric information, where the person
who is selling you the pension knows more than you
do. That is why you get so many misspelling scandals
in financial markets. It is why you have endowments
mis-selling and so on and so forth. So, for a market
like this to work and work well, it needs a degree of
regulation. All the studies that have been done on this
market that have tried to get any quantitative sense
of what the current costs are for small employers of
pensions like the NEST pension suggest a) that they
are extremely expensive and b) that employers do not
really know how much they are paying.

Q27 Glenda Jackson: I have been quite scathing
about the pensions industry, and Dame Anne said
earlier they are now interested in this market. Are they
going to change their ways because NEST is offering
them serious competition in this area? Or do they just
see it as an easy picking?
David Pitt-Watson: I am sure some will try to do the
right thing, but if we abandon regulation there will be
an awful lot of people—some good, some not so
good—who will do the wrong thing. If they do do the
wrong thing, I think two things will happen. One is
that a really good system, a really good policy will be
introduced and you will have headline after headline
of things that have been mis-sold. Employers will say,
“My goodness, it is a jungle out there; we should
withdraw from this.”
The other thing is that there will be pensions that are
costly and inappropriate and for years, we will never
know, as with endowments; where it took years and
years and years before anybody ever discovered that
was a problem. We just need to get back to what
Jeannie said the pension commission wanted; which
was, “We have NEST, and if you go to NEST that is
a sensible default option.” Unfortunately, due to the
four key restrictions that have been put on NEST,
including the way they charge, if an employer goes to
NEST it is difficult for NEST to comprehensively
offer them the service they want.
Paul Johnson: Could I add something just by way of
clarification? We have been talking about two things
here in terms of restrictions, regulations and so on; I
think they are very different. The set we have just
been talking about, which is about restrictions on
NEST, ensuring charges are regulated, transfers and
all that kind of thing, seem to be creating problems
for the whole system. Getting rid of them is not
putting any burden on employers—indeed, maybe the
reverse. The other set of things we have been taking
about are about burdens for employers and how that
relates to the trade-off with employees. I think it is
just worth being clear that one set of those things, I
think we all agreed, is almost a no-brainer—it needs
to be sorted out. We may get different views, but with
the other set there is going to be more of a trade off.

Q28 Harriett Baldwin: You have all spoken very
eloquently about charges, and I just wanted to explore
another area a bit further. Another point at which
providers can perhaps earn excess profits is when the
pot purchases an annuity. At the moment, we rely on
good will to explain to people who are purchasing an
annuity that they ought to be shopping around for the
best possible rate. Do any of you have any comments
on that?
Baroness Drake: Again, looking at NEST, one of its
virtues, particularly for low to moderate-income
earners, is that NEST, in terms of the thought
leadership as to how it manages people through their
saving through lifetime, has given a lot of thought to
handling the annuity stage, and how you help people
exercise their choice. I cannot do it justice here; I can
merely commend the work that NEST has done. It is
worth reading because it is a good model of assisting
people making choices and identifying what is
available in the marketplace in relation to them. I
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would give NEST a tick because I think that is fine;
if you are in NEST there is a lot of work being done
to help people.
This is an issue for the Department. An ongoing
policy consideration generally is how you assist
people getting access to annuities that are appropriate
to them. The open market option has not really
worked too well because, again, it requires a degree
of activity on the part of the person buying the
annuity, and we know inertia always sets in. There is
scope for doing work through that. It is not strictly an
auto-enrolment issue; it is a standing issue that would
be there anyway, with or without auto-enrolment.
There need to be more efficient ways of helping
people into the annuity market.
The third area, which is probably much more Paul’s
area, is that the Government needs to think about what
kind of instruments would support a good annuity
market going forward, given the large numbers of
people who would be going to the markets seeking
annuity. At a macro level, there is an area to look at
here as to the ways in which the Government could
support the industry.
David Pitt-Watson: I agree with all that, and I think
there are some really big and interesting questions
about pension design. If you take my 25-year-old
again and you compared a 25-year-old Briton with a
25-year-old Dutch person, both saving an equal
amount of money in real terms until they are 65,
retiring on the same day and with the same life
expectancy, you would expect they would get the
same pension, but actually the Dutch person would
have a 50% higher pension than the British person.
We have a very inefficient pension system in respect
of which NEST and auto-enrolment are a very strong
step in the right direction. Part of that expense of the
UK system has to do with annuitisation.
Another thing I would say is to be careful about the
idea that “education will solve this problem”. As I
have been writing about these issues over the past
three or four years, I have gone to several conferences
of pensions experts, most of whom come and tell me
how they have managed to be sold the wrong pension.
These are people who are really quite knowledgeable.
I have been sold an endowment that was quite
inappropriate and I am supposed to be good at this
stuff. You need to have a system that nudges people
in the right direction.
Jeannie started off by telling us we need a low-cost
on a system that is run in people’s interest. We started
this whole RSA work with a citizens’ jury where we
asked people, “What would you like to see from the
financial system?”. They just said, “I want to be able
to give my money away and trust the right thing
happens with it.” What we need to have is a system
where there are defaults and there are nudges that will
do the right thing for the ordinary saver. In that, NEST
and auto-enrolment are, I think, moving in exactly the
right direction.

Q29 Harriett Baldwin: Can I just ask about the
investment strategy of NEST? We were told when we
visited that for young investors, such as 22-year-olds,
it would actually be invested in quite a low-risk
portfolio because the behavioural implications of

someone seeing a drop in the value of their portfolio
early in life were very worrying. All investment
theories suggest that when you are young you should
be very heavily invested in high-risk investments.
Would you like to express a view on that?
David Pitt-Watson: I think there is a tension between
theory and practice thing here, and I think it is a very
interesting choice that NEST have decided to make in
that, because, as you say, traditional investment theory
would say you take a bigger risk in the early stage of
a pension investment. NEST are saying, “But if
people see that risk on the downside, they will
withdraw.” There would be ways in design where you
can get over that—for example, if we all invested
collectively. But that is not on the table right now, so
I think NEST probably has done its research on this,
and I wouldn’t challenge them on that policy.
Baroness Drake: The rationale for this, in public
policy terms, is that you want to get people not only
saving but to persist with saving, because saving for
just three years is not sufficient. You have to design
something that gets them in and gets them staying in
for about 30 years. What the research that NEST and
its predecessor undertook showed was that low to
moderate-income earners were very sensitive to
absolute loss but did not understand relative loss. If
they started in January with £200 and they put money
in over the year, and they got to December and there
was £150, they thought “What am I doing here? I
don’t have very much.” They were very sensitive to
absolute loss.
Therefore, when you are designing an investment
strategy, you have to balance a reasonable risk/return
philosophy with achieving persistency of savings.
When you are concentrating on that persistency of
savings, what it also showed was that young people
in particular were very sensitive to absolute loss, and
we can all easily speculate why. When you are
investing, at the beginning you do not have a lot of
money in, so do you have to put it all in equities—it
is only a little bit of money. The bigger thing is, if
you see a loss in that first year or so, it could trigger
you into non-persistency. NEST were seeking to
balance achieving persistency—not saying, “Equities
are out,” but managing persistency against risk/return
profile.

Q30 Harriett Baldwin: I totally appreciate what is
intended. It is just that the risk in a defined
contribution scheme is people remain invested in the
low return options, which gives a much higher
probability that, like Mr Pitt-Watson was saying,
people are disappointed with their retirement incomes.
Baroness Drake: This comes back to the governance
issue that, if all providers can come in and provide a
scheme under auto-enrolment subject to meeting the
quality standards, and it says one of those is you have
to have a default investment fund, then in my view
there should be some quality standards around what is
expected. If you are in a trust-based scheme, The
Pension Regulator is working away telling you as a
trustee, which I am, what you have to think about and
do in order to produce a good quality default—it is
not telling you what it should be; it should tell you
what to think about.
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There is a deficit on the contract provision side and it
is even worse when somebody has left their employer.
Maybe if there is an employer engaged there is some
thought on it. But when you have left your employer,
you are not staying in your employer scheme and you
are just defaulting to some other provision in that
contract provider—who is looking after your
investment interest there? There is a governance gap
and that is why I was saying that the Secretary of
State has the power to set the standards under the Act.
They are being jolly well set for trustees; I think, if I
may presume, that Steve Webb should take the

opportunity to set some standards around governance
in this area.
Chair: I am going to draw things to a close. We will
lose the rest of the Committee because Prime
Minister’s Questions are on in 10 minutes, and the
House is sitting. I had another question, but we do not
have time for that. Thank you very much for coming
along this morning. It was lively and interesting, and
I think it set the tone for the rest of our inquiry. Can
I thank you very much for your contributions.
Baroness Drake: Thank you for the opportunity to be
before your panel. I have enjoyed the discussion.
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Q31 Chair: We are normally in the Grimond Room
in Portcullis House, but unfortunately we have been
moved to this room. It is a bit more crowded, but
hopefully we will manage to get through our
questions. Can I thank you very much for coming
along this morning? Sorry to have kept you waiting—
we had quite a lot of business to do in our private
session—but we do appreciate your time this morning.
Can I ask you to introduce yourselves very briefly for
the record?
John Longworth: John Longworth; I am Director
General of the British Chambers of Commerce,
relatively recently appointed. I have run businesses,
and I am still involved with business as a director.
Graeme Fisher: Graeme Fisher, Head of Policy at the
Federation of Small Businesses. I have also recently
run small businesses and joined the FSB quite
recently.
Neil Carberry: Neil Carberry, Director of
Employment policy at the CBI.
Nigel Stanley: Nigel Stanley, Head of Campaigns and
Communication at the TUC. The Committee should
also know I am a member trustee of the NEST
(National Employment Savings Trust) Corporation,
although I am clearly speaking on behalf the TUC
today, not NEST.

Q32 Chair: Thank you very much, and welcome this
morning. Can I, perhaps, address my first question to
the FSB? I think in the submissions that we received
from all of you, the FSB was perhaps the organisation
that had the most concerns—if I can put it that way—
about the introduction of auto-enrolment, and it
reflected the concerns of your members. Can you very
briefly, perhaps, list for us those concerns, particularly
around the costs? I think the FSB disputes the
Government’s estimates of how much it is going to
cost both to implement and to run auto-enrolment for
small businesses. Perhaps you can quantify the main
concerns of your members.
Graeme Fisher: The main concerns centre on
administrative costs for small businesses to run the
scheme, the basic point being that small businesses
are not experts on pension policy. The feedback from
our members is they will not have much confidence
in actually delivering this scheme.

Mr Oliver Heald
Glenda Jackson
Brandon Lewis
Stephen Lloyd
Teresa Pearce

In terms of the actual costs the DWP came up with,
they have £46 per employee per year, and we think
that underestimates the level of costs that small
businesses are going to face. To look at it another way,
if you put a wage rate at £10 an hour, that would
roughly mean 20 minutes a month per employee,
which seems to us, on the basis of experience, using
existing systems such as HMRC’s tax returns, to be a
very low estimate of the amount of time. There will
be considerable start-up costs as well, particularly in
the first year, in implementing and getting used to
the system.
In addition, we estimate the additional cost for a
business with four people earning around £25,000 a
year each would be roughly £2,500, which would be
money the business could have used elsewhere in
terms of marketing and business development. We
question what sort of impact that would have on
wages, prices for the business and other consequences.

Q33 Chair: Clearly, it would be the employer’s
contribution that is going to be the big cost to the
business, rather than necessarily administrative costs.
Graeme Fisher: I would say the administrative costs
would be very considerable. The time that you would
take to administer the scheme would be the biggest
concern.

Q34 Chair: So you don’t think that employers are
concerned about the 3% that—
Graeme Fisher: Yes, they will be concerned about
that as well. So there are two main concerns: the cost
in terms of purely financial costs, and then the
administrative costs of actually carrying out the duties
underneath that in administering the scheme for a
small business.

Q35 Chair: The other organisations before us: how
do you think that employers will fund either the
administrative costs or the 3%? Will it be by laying
off workers, or will it be about reducing or freezing
wages? What are your members telling you might
happen in order for businesses to meet their
obligations?
John Longworth: From my point of view, having
looked at this legislation afresh in the way it might
operate, it has been a bit of a revelation. I have come
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at this with a fresh eye; I am not an expert in the
detail. The thing that actually struck me about it is the
complexity and the bureaucracy surrounding it. It is
an extremely difficult piece of legislation to get your
head around for that very reason and, clearly,
members of the panel will be completely familiar with
it. A business has to deal with a thousand different
things, and to handle this would be extremely difficult
for a lot of small businesses. Even if they are actually
able to grasp the full implications and deal with the
associated bureaucracy and also the lack of joined-
upness with other Government policies, for example
agency workers, they will find it extraordinarily
difficult to meet the demands of what will be
necessary to implement. For example, it is very
difficult to deal with this issue, if you go into the
NEST arrangements, without adequate IT; it is not a
paper system, so that is going to be significant.

Q36 Chair: Surely most businesses nowadays are
all computer—
John Longworth: Not necessarily.
Chair: They don’t do their HMRC, their—
John Longworth: Some of it, but they have to adjust
their existing systems to deal with this particular area
of business activity. They will also have to deal with
the costs, ultimately, which means they may well have
to depress other benefits and remuneration packages
in the lead-up time to this proposal being implemented
in order to afford it. I guess the other thing I would
say is that in business there is only one pot. Unlike
Mervyn King, we cannot actually print any money.
There is one pot to deal with everything. If there is a
cost in one place, it has to come from somewhere else.
Chair: We have questions, obviously, about how a
business might cope with the bureaucracy, as you
described it, coming up, and whether we can make
it simpler.

Q37 Stephen Lloyd: I ask this of both John and
Graeme, and possibly the others too. Firstly, in
principle, do you think that this group, which is many
millions of people, having some sort of auto-
enrolment pension is a good thing? Do both your
organisations—the BCC and FSB—in principle think
it is a good thing, and it is just the delivery of it that
you are challenging? I stress that I am very pro small
business and a member of the FSB, no less, and I am
a great supporter of it. However, on this issue, my
second question would be: as we have KiwiSaver and
a similar scheme in Australia that has been going for
very many years, presumably you would not in any
way suggest that the small business owners in the UK
are dimmer than the small business owners in New
Zealand or Australia, who have somehow managed to
cope with this. The first question is: in principle do
you think it is a good idea or not? Secondly, I am sure
you would not be impugning the intelligence of the
splendid small business owners in this country.
John Longworth: That is a leading question.
Stephen Lloyd: I thought it might be.
John Longworth: Our position has always been that
in principle we support the concept. We understand
fully why the Government would want to have a
regime that creates satisfactory pensions for people

and deals with the costs of that. What we have said is
that there are a number of things that can be done
to mitigate the bureaucracy and the complexity of it,
particularly for small and medium-sized businesses.
We have asked, as you probably saw in the
submission, for a period of time, for example, from
the first enrolment of an individual in a sole trader
business, for this to be implemented, rather than it
having to be implemented immediately, or for a 10-
employee threshold, which would be the threshold we
would propose—whichever comes first.
We are not asking for this thing to be swept away,
although I have to reiterate that when this concept was
first introduced, which I believe was around 2005, we
were in a period of largesse—a period of supposed
economic prosperity. It has transcended into a period
where we are under severe pressure for business
growth. It goes without saying: all costs on society
come out of productivity of the country, and our major
priority in periods of austerity or in periods of growth
should be to create wealth and economic growth. That
is my starting point on all legislation. It is very
important to focus on how it affects growth and
prosperity and it should be designed in a way that best
helps growth and prosperity.

Q38 Chair: If we are going to have a pension system
for the next 50 to 100 years, and pensions planning
has to be within that timescale, then it has to survive
all the different ups and downs of the economy, so
you cannot vary what you do because of the economic
situation. This will be the real test for auto-enrolment
in introducing—
John Longworth: I absolutely agree with that. It is
the point I am making, actually: in times of prosperity
we should be as scrupulous about making sure that
legislation is pro-growth and pro-wealth creation as in
times of austerity, because we should not differentiate
between the two. Growth and wealth creation are
fundamentally important, but this particular policy we
support in principle, because it will create a general
regime in the economy that is beneficial. It is about
how it is done.
Graeme Fisher: We would very strongly echo John’s
points about the design of the scheme and being
behind it in principle, but it seems to have moved
quite far away from the Turner recommendations in
2005. The complexity and administrative burdens
have increased, which is why we have been arguing
for an exemption for smaller firms, beneath
10 employees, because the administrative burden is so
considerable for them.
Turning to the point about KiwiSaver, I am not that
aware of the scheme over there, but I think it is run
on a very different basis to the one proposed here.
We would just draw the Committee’s attention to the
implementation of auto-enrolment in Norway and the
difficulties they have had, particularly on the IT side,
in implementing their scheme.

Q39 Chair: Neil, if you answer the principle
question, and then on some of the difficulties.
Neil Carberry: I think we need to draw a distinction
between the principle of whether it is right that
smaller employers are included in the regime or not,
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and the current economic circumstances, for exactly
the point you set out, Chair. Lord Turner
recommended a new pension system, and it has to
work both in good times and bad. Certainly, we
thought long and hard over the summer about whether
the current economic tumult is sufficient to suggest
that we should delay the reform. Actually, we came
back to the conclusion that the phasing and staging
programme, which of course sees smaller businesses
not coming in for several years yet, plus the phase-up
of contributions, plus the capacity to offset costs—and
many of us are seeing the LPC around the 2012
national minimum wage award to offset costs perhaps
against the national minimum wage awards in the
coming years—makes it possible to deliver this
slowly.
The critical thing is that we probably will have higher
levels of opt-out than we would have in the years of
largesse. I don’t think that holes the reform below the
water line. If people come in at the first re-enrolment
date in 2015 or 2016, we are still getting them into
saving. Our view is that you create more barriers in
the labour market by having an exemption than you
create benefits. One of the challenges for Nigel and
his colleagues, with his other hat on, is to make sure
that NEST do as much as possible to make sure that
they are taking on the costs of delivering the scheme,
rather as KiwiSaver does in New Zealand, to reduce
the figure that is pushed back on to small business.

Q40 Brandon Lewis: I just wanted to pick up on
something from the comments Graeme made. Like
Stephen, obviously my company has been a member
of the FSB. I have wide experience of small business.
One of the things that has concerned me is the issue
raised around the small businesses of 10 employees or
fewer; I have a lot of sympathy for that view.
However, the other side of that argument, and what I
am also quite concerned about, is it is those very
employees that this scheme is most probably aiming
to help, who would otherwise not be in a situation to
organise this. From your point of view, what is the
FSB’s answer to that?
Graeme Fisher: I think it goes back to this issue about
the design of the scheme. We are in principle for a
good default scheme that is simple to administer. The
argument goes back to improving the scheme and
reducing the administrative burden as far as possible
so it is easy for small businesses to administer and to
include their employees in the scheme.

Q41 Brandon Lewis: So your suggestion around the
10 employees or fewer would go away if it were more
cost-effective.
Graeme Fisher: If we could see a significant
improvement in the administrative burden, similar to
the point Neil has just made.

Q42 Debbie Abrahams: I am grateful to you in
terms of reaffirming your support for auto-enrolment
in principle. I think that is very important, and I
recognise the context that you are talking about
around the particular pressures that small businesses
are facing at the moment. It did remind me a little
bit of some of the objections and arguments for not

introducing the minimum wage; I have particular
concerns about delaying any auto-enrolment for low-
paid workers, who this hopefully will be protecting in
the future. What other particular support do you
envisage that you would need, other than, for
example, the support through NEST, to make this
work?
Neil Carberry: I think the primary thing is that the
enforcement body for this is the Pensions Regulator,
and the Act from 2008 gives it a very substantial stick
with which to hit employers—rather larger than the
Cabinet Office guidance on enforcement suggests they
should have. The Pensions Regulator is a body that is
very good at talking to some very large employers
because they have defined benefit schemes, and they
are used to talking to people with complex pensions
frameworks. They are now going to be talking to
businesses who don’t even know who they are. The
single biggest challenge is making sure that the
regulator is able to speak the language of small
employers, to support small employers and, first and
foremost, to come around with the arm around the
shoulder before the big stick comes out of the closet.
I think that is the critical thing for us.
Chair: We have some questions on the Pensions
Regulator.

Q43 Teresa Pearce: I have a wee supplementary to
that. There was a comment about how we had moved
away from the Turner recommendations, and that had
made it more complex. Can you just clarify what you
meant by that?
Graeme Fisher: It was just the point that there has
been a move away from the good, simple default
scheme, and there has been a muddying of the waters
on the administrative costs that were envisaged
under Turner.

Q44 Chair: Turner was going to auto-enrol
everybody into a default scheme, so there was no real
thought around it. Would you have welcomed that
rather than the fact that employers now have a choice?
Graeme Fisher: We would have welcomed the
implementation of the Turner recommendations, yes.

Q45 Harriett Baldwin: Again, I want to add my
words of appreciation for the fact that these small
businesses and micro-businesses have led us out of
slow economic growth in every single recession in
history, in every country in the world. You have a
Committee here who fully appreciate that. I just
wanted to clarify, in terms of definitions, micro-
businesses is under 10; is that correct? Small is 10 to
200 employees; is that right?
Graeme Fisher: Small is up to 49, medium 49–249
and large 249 plus.

Q46 Harriett Baldwin: Okay, 50 to 250 becomes
medium, and then 250 and above is large. Under the
current proposals, in what year would
micro-businesses be coming in?
Graeme Fisher: They will start coming in from 2014.

Q47 Harriett Baldwin: Would the panel accept that
we don’t know what the economy is going to be like
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then, but the Office for Budget Responsibility’s
forecast is probably the most plausible forecast that
there is out there, and the economy may well be
different then from what it is today?
John Longworth: Could I say a few words about that?
The reason why I took the opportunity to make a
macro statement at the beginning was this very point.
Whether times are good or bad, it would be fantastic
if Government took the view that their number one
priority was economic growth and prosperity, because
everything else flows from that. For me, and for the
members of the British Chambers, one of the key
things is that that is always kept as the number one
focus in the Government’s mind, and in every
Department, not just the Treasury and BIS
(Department for Business, Innovation and Skills).
Everything else flows from wealth creation, economic
growth and business growth. Whether it is good or
bad, we should try to minimise the amount of
bureaucracy and complexity in proposals, even if the
proposals are inherently ones that everybody would
agree to.

Q48 Harriett Baldwin: If we are going to think in
terms of these longer-term horizons, 82% of small
businesses, according to the FSB’s survey, currently
don’t offer any kind of pension scheme to their
employees. Does the panel agree that a world where,
in fact, those employees are accumulating pensions
savings over their lifetime might be a world where
there was a more prosperous group of retired
individuals, which actually might contribute over time
to economic growth?
John Longworth: I would just reiterate what I said at
the beginning. From the point of view of the Chamber
network, we believe that this is, in macro terms, a
good proposal because it will create benefits for
employees, for society and for business in the round.
However, we have to recognise the fact that it does
have consequences, and if you can minimise the
consequences, all the better. We surveyed 7,000 firms;
one in four of those firms said the way in which these
proposals were introduced would cause them to be
disinclined to take on an employee. It will have the
impact, unless we handle it in the least bureaucratic
way, of minimising employment at the very time when
this is a really big issue. It is always a big issue; even
in good times we want to maximise employment.
If you are a business, even if this were a very simple
piece of legislation, it isn’t the only thing you are
dealing with. From the Government and this
Committee’s perspective, this is the main thing. But
then the firms have problems with working capital,
and we are actually relying on them to create
economic growth in the UK through exports, and that
may be choked off as a consequence. They have issues
around the fact that they are facing a lack of
confidence because of the eurozone crisis. I am going
slightly off-piste now, but the point I am making is
that businesses have a lot of things coming at them,
not just this.

Q49 Harriett Baldwin: Can I make a point back to
you in terms of the BCC’s submission? Again, let’s
try not to focus on what is happening in the economy

today and think about 2015, when this will apply to
your members. Your proposals are to exempt sole
traders for three years from the date of their first
employee, or until they have 10 employees, whichever
is soonest, to amend the 12-week auto-enrolment
postponement period, to remove the right to opt-in and
to remove this requirement to re-enrol people after
three years. Your proposals would actually add to the
bureaucratic complexity of the scheme.
John Longworth: No, I don’t think that is right. We
have over 104,000 businesses in the network, many of
them, not all, are small to medium-sized enterprises.
Your definitions—again, I just want to challenge that
slightly—are Government definitions of what micro,
small and medium are. In fact, in any particular sector,
a technology sector business, whether you are big or
small, very much depends on the type of business that
you are undertaking in terms of what the business can
cope with and what it thinks of itself. That is a
complex point in any event. But the removal of the
requirement to introduce it the moment the first
employee is taken on actually encourages businesses
to get some level of scale before they have to deal
with this. At that point they are in a better position to
deal with it, so that helps a lot.
We are trying to deal with the issue on the 12 weeks
and the in-out, in-out situation, where the businesses
are having to issue forms to their employees, and also
then reverse out if they decide to opt-out of it
subsequently. There is also the compensation to an
employee, which we calculated might amount to 37p.
Then you obviously have to go through a process that
costs the business money to refund the employee that
37p. It is the complexity and bureaucracy of handling
those potential changes in those first few weeks that
we are trying to eliminate.

Q50 Harriett Baldwin: On those thresholds, the
legislation now requires employees to be included
once they cross the £7,475 income tax threshold, so
there is consistency of those thresholds to simplify it.
Also, the contributions are on earnings above the
£5,035 national insurance threshold, so actually the
current proposals in the legislation eliminate those
very small payments like the 37p. That was done
directly based on feedback from organisations like
yours. Do you accept that is an improvement?
John Longworth: It is an improvement, but it does
not change the chopping and changing aspect of those
initial weeks of employment, which causes
complexity for the business in handling that process.
Furthermore, we also said in our submission that we
wanted to try to get alignment between this legislation
and the agency workers legislation, because again that
introduces a layer of potential complexity in the way
in which businesses handle agency workers and the
agencies handle agency workers, and what the
businesses will end up having to ask the agencies to
do. In a sense, this will be counterproductive, I
suspect, in relation to both employment and achieving
the objectives of this legislation.

Q51 Harriett Baldwin: If the Chair will permit me
one last question, can I ask the panel: isn’t it the case
that, although any change is obviously complex to
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manage, the simplest thing that all businesses could
do is just implement the scheme and not argue for
different levels of implementation for different types
of businesses?
John Longworth: I suspect that a lot of small
businesses will probably head for the NEST option
because it is simplistic. Businesses do worry about
whether in fact they are offering their employees the
best option. A lot of businesses that will be involved
in this have not done it before and they will genuinely
worry, as human beings, that they are not giving the
best option to their employees, and they will come
back later and say, “Actually, you gave us bad
advice.” Therefore, the whole issue of helping
businesses understand what they should do, and what
the best advice they can give to their employees is, is
also important.
Neil Carberry: There are two critical changes in the
current Bill that are helpful. One is the three-month
opt-in window, and we lobbied for that, and John’s
organisation lobbied very strongly for it as well,
which helps sort out the problem of having to do it all
in week one. Many of the smaller organisations are
still on weekly pay, on paper and pen, and that is
primarily designed to help that, and the point that you
raised. If I talked to our members at the smaller end,
now their critical challenge is, “Tell me what this
means, and what that means, and what this means,”
which is a process question that we have to sort out
with the regulator and is worth further study.
Nigel Stanley: If I can just come in here, I think it is
worth emphasising that those micro-businesses that
are the smallest and least able to deal with the
administration of it will be those tending to employ
part-time workers on the minimum wage. If they are
a high-skill IT business, they won’t have any
problems using the IT. It should not be forgotten that
contributions only become payable on about the 19th
hour of a minimum wage employee’s working week.
The median working hours of part-time workers is
significantly less than full-time. I am not quite sure of
the exact figure, but it is not much higher than that.
Many micro-businesses employing part-time workers
on the minimum wage won’t actually have to auto-
enrol anybody or pay very much in the way of
contributions. Although we all use the 3% employer
contribution shorthand, it should not be forgotten that
the maximum contribution that any employer pays is
2.55%, and that is on someone earning exactly at the
top of the earnings band. Someone earning a little bit
above the lower earnings band would have 3% of
really quite a small amount of their pay deducted, so
the percentage becomes very small. The contributions
that micro-businesses in particular, other than very
high value-added, very small specialist ones, will have
to pay won’t be that big compared with the amount
that much bigger businesses employing more full-time
staff on higher salaries are likely to pay.

Q52 Karen Bradley: I just wanted to touch on
communications. What do you think the level of
awareness is amongst your members at the moment,
and how do we get that level of awareness up? Do
you see the risk that I see of the media potentially
misrepresenting what is happening and what we are

doing, and the possibility of a campaign being run to
try to stop this legislation because it is seen as
somehow being Big Brother-ish or Government
interfering in a way that it should not?
Neil Carberry: I think the opt-out is a critical part of
the reform for exactly that reason. On the opt-out for
individuals, who in some cases may be better off
opting out, we should admit that there are people who
are prioritising cash. If you are, for instance, taking a
three-month contract at a shop over Christmas and
you are looking to earn some money to buy the kids’
Christmas presents, it is clearly likely to be in your
interests to opt-out. We should not dispute the fact that
there are some people in whose interests it would be
to opt-out, so that is a critical part of stopping it being
seen as a tax. I think, if there wasn’t an opt-out, it
would be seen as a tax.
More broadly, in our membership, I think people who
are coming in soon—the big guys—are really well
aware and well advanced. This is an 18-month, £1
million programme for a lot of larger companies, and
their questions at the moment are actually about, “Can
we get this Bill that is going through at the moment
finished so we know precisely what we have to do in
July or October next year?” That is not an
unreasonable position to take, I think. The further out
you move, the less the awareness is, and we come
back to the point I made earlier about people just not
knowing what the structure of this reform is. The truth
of the matter is that will require a big Government
communications effort.
There are two things to do there: one is we have to sell
the reason why this is happening, because we have not
touched on the demographics yet, but the underlying
problem and the thing that persuaded our members
was that this is not a choice about cost or not cost for
taxpayers; this is a choice of taking the cost gradually
over time through a new pension system or taking the
cost in a giant lump later on through the taxation
system, when we have to adjust the state pension to
take account of the fact that we have a load of under-
savers reaching retirement age.
Within that framework, it is important that the
regulator and DWP take the lead. NEST has a
valuable role to play, but it would be unhelpful if
NEST became “the” pension scheme that we have in
this country. I think it is important to maintain
diversity, and in particular to maintain the higher
levels of DC1 saving that currently go on in a lot of
businesses around the country.

Q53 Chair: That is interesting, because you just said
you want to maintain diversity, but Graeme from the
FSB said that they would prefer the Turner model.
Graeme Fisher: We like the element of simplicity
within Turner but, yes, there is now an element of
diversity as well.
Neil Carberry: I think the very small businesses will
default to NEST or possibly to ATP, the competitor
that launched earlier this week, who will be very
focused on that small-business market. I think the
larger a business gets, the more likely it is they are
going to want to do something that is more about how
they want to engage with their employees.
1 Defined Contribution
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Q54 Chair: Is it right the FSB are going to offer their
own scheme?
Graeme Fisher: That is right.

Q55 Chair: Does that not contradict what you were
saying? You are concerned about complexity, you are
concerned about administrative costs, but the FSB is
setting up its own pension scheme—
Graeme Fisher: I think it is this element of the
moving away. We supported Turner in that it removed
the element of choice, but the position we are in
currently is that the FSB—and I would need to talk to
Member Services—have developed their own scheme,
which might provide more flexibility for—

Q56 Chair: But that scheme won’t have the kind of
money behind it that NEST or some of the big
competitors will have.
Graeme Fisher: Yes.

Q57 Chair: And, in fact, the charges are going to be
much higher.
Graeme Fisher: I think, from what I understand from
Member Services, the charges are comparable to the
NEST scheme.

Q58 Chair: One of your leaflets says that, but it isn’t.
It is 0.7% or 1% for—
Graeme Fisher: Yes, I think someone has not
reflected accurately the situation, because I understand
the management charges on the scheme are
comparable to the NEST scheme.

Q59 Chair: Back to the question, you are
complaining about administrative costs, complaining
about confusion, complaining about complexity, but
you are adding to that by having your own scheme.
Graeme Fisher: I think the answer is that the FSB
have developed this scheme in part to respond to—

Q60 Chair: You can do a better job than NEST or
some of the big pension—
Graeme Fisher: I think it is a members’ service. It is
an option there for members to take up if they so
desire.
Chair: I think Brandon might want to come in and
defend you.

Q61 Brandon Lewis: Yes, I am just thinking it
through. I appreciate the Chair’s point, actually, about
complexity and adding to it with another scheme,
although that partly is the competitive market, but
surely there is also, I assume, from the FSB’s point of
view, a logic that says that you have a lot of members
out there who don’t have the time or the inclination
to look at this or think about it. They trust the FSB,
they are part of the FSB, and therefore they will go
with that scheme, because they understand it and they
trust it, because it is the FSB.
Graeme Fisher: I think that is right, yes.
John Longworth: Can I just come back to the point
on awareness? It is a concern for the Chamber
network. The ACA2 report said that two-thirds of
2 Association of Consulting Actuaries

employers had a very low level of awareness. The
work that we have done with the Chamber network
says to us that, actually, there is a very low level of
awareness. The regulator, as I understand it, is going
to start communicating 12 months before
implementation day. We think that is way too late.
There needs to be a lead-in time. For example, some
of the businesses I have been talking to have contracts
for the provision of business activity that are longer
than the implementation dates. If they do not know
about it, they cannot start to adjust their internal cost
structures in order to be prepared to pay for this. That
is going to create major problems.
We are using our network to communicate with the
Chambers about this scheme coming in, so at least
businesses are aware of it, and we will also use our
website to do that too, but we really think that the
regulator ought to be communicating much earlier.
Neil Carberry: We would strongly support that point.
Chair: Yes, because of the bidding and things like
that. We have some questions now on regulation.

Q62 Stephen Lloyd: If I can turn initially to Nigel,
please, the RSA3 and others have expressed
concerns about the lack of transparency of charges.
Do you agree that this is a problem, and if so, what
further action would you like to see?
Nigel Stanley: I think it is a problem. I think the RSA
deserve a lot of thanks and credit for the work they
have done in making people aware of just how much
difference even quite a small change in charges can
make to your retirement income. We are very worried
that there is a lack of transparency. We are worried
that the sale of pensions for the purposes of auto-
enrolment is about the only unregulated pension sale
allowed in the pensions world. As an individual, if I
want to buy a pension, it is very heavily regulated,
and rightly so, because there are all kinds of records of
mis-selling and people buying inappropriate products.
In terms of the particular issue, for example, of what
the industry call active member discounts—what we
would much prefer to define as deferred member
penalties. It should never be in the interests of an
employer to buy a pension scheme in which to auto-
enrol their staff that, if when their money stays in that
pension after they have left that employment, it starts
having higher charges on it, particularly in an
environment where they don’t have the choice of
transferring it into, say, NEST—perhaps the leading
example of a low-cost pension scheme designed for
people with small pots and small savings. I think there
is a real issue here.
I think we would like to see active member discounts
simply outlawed, so that you have to have the same
charges on a pension, whether you are contributing to
it or not. I think that there needs to be much more
transparency. I looked up to see if I could work out
what the FSB scheme’s charges were, and I could not
find out what they were. You did better than me,
Chair, in finding that out, because I could not find it
on the FSB website or on the Scottish Widows
website. As a good employer, the first thing I would
want to know is, “Am I getting good value for money
3 See, Tomorrow’s Investor: Building the consensus for a

people’s pension in Britain, RSA, December 2010



cobber Pack: U PL: COE1 [E] Processed: [12-03-2012 13:05] Job: 014906 Unit: PG02
Source: /MILES/PKU/INPUT/014906/014906_o002_db_Corrected Transcript 02 11 11.xml

Ev 18 Work and Pensions Committee: Evidence

2 November 2011 John Longworth, Neil Carberry, Graeme Fisher and Nigel Stanley

for my contributions and my employees’
contributions?” I think that is a very important angle:
that we have a good definition of what charges are,
and they have to be absolutely up front in all literature
about that pension scheme.

Q63 Stephen Lloyd: A supplementary to that: would
you agree or disagree that, as it is obviously a public
body, NEST is going to be very, very transparent
about its charges, and the market forces that NEST
will bring to it will actually mean that it is more likely
that its competitors will need to be equally
transparent, because if they are not, conclusions could
be drawn? Would you think that is a fair comment?
Nigel Stanley: I don’t think that is right. There is a
good philosophical argument about whether markets
work in pensions anyway, given that you don’t really
know what you have bought until you have retired
some years later. I think the problem is: who is doing
the buying? What is good for the employer in buying
a pension scheme might not be good for their
employee. High charges taken from pension
contributions don’t really cause any detriment to the
employer. Of course, most employers will be good
and they will look for something that is good for their
staff and they will want to see their own contributions
doing well as well, but there is no market incentive to
do that. You are relying on them being honest and
principled, and having the time to think about it and
go into this, which is, as we know, quite hard, because
these charges are not transparent anyway. I would not
rely on market forces. I think market forces just don’t
work in pensions generally. That is why we have to
regulate them. I think it is not particularly
controversial, and not just from my part of the
spectrum, to say that there is a lot of market failure in
pension sales.

Q64 Stephen Lloyd: That is fine. Thank you for that,
Nigel. If I go back to the transparency thing and ask
Neil, Graeme and John.
Neil Carberry: At the risk of starting a predictable
CBI/TUC argument, I don’t think the facts of the last
five years bear that out. Since a low-charge default
scheme appeared on the market, charge levels in
GPPs4 have come down to levels that, when we
began this discussion in 2005, people did not think
were sustainable. Relatively small schemes—ones
with, say, 100 people in them in DC, so not a small
employer’s pension scheme, and we have discussed
that they are more likely to go to NEST anyway—but
just big enough to want to have your own scheme and
do a bit more, are being charged at 0.6% or 0.7%,
which is, I agree, more than NEST, which comes in
about 0.47%, once you take into account its quite
complex, I have to say, dual-charge model. Therefore,
there has been some movement.
I would agree that it is absolutely right that savers
should be aware of what they are being charged for
their pensions. I don’t think many people appreciate
how 0.6% translates to an impact on the final pot. I
think there is a debate to be had on that that involves
the scheme-providers, employers, employees and their
4 Group Personal Pensions

representatives, before we decide on what the right
interaction is.
From our position, we don’t necessarily oppose
having some form of arrangement to protect
employees. I think it has to be designed correctly,
which means taking time over it, and it has to be set
at the right level. It actually reminds me—coming to
the point earlier—of the national minimum wage,
where the issue with employers’ organisations, of
course, was not necessarily having a national
minimum wage, but the level at which it was set. That
is what is really instrumental in this debate.

Q65 Stephen Lloyd: Carrying on on the
transparency thing, from the FSB and the BCC’s
perspective, would you broadly—
Graeme Fisher: Clearly, the FSB supports
transparency of charges. I will just pick up on the
TUC’s point: the information is just being developed
and is in draft form, and once that has been issued it
will be on the website and be freely available, and the
benefits and the cost of this scheme will be clearly set
out for prospective users.

Q66 Stephen Lloyd: I think we can probably all
agree, the more transparency in this area, the easier it
will be for employers and employees.
Graeme Fisher: Yes.
Chair: The importance is that the difference between
0.3% and 0.4% is huge, and the difference between
0.3% and 0.5% is huge, and the difference between
0.4% and 0.7% is huge—they are not comparable, and
that is the thing that many people will not understand,
because it does not sound a lot, but it is in terms when
it is the whole pension fund.

Q67 Stephen Lloyd: If I can drill down a little bit
more on the regulatory framework, do you consider
the proposed regulatory framework for auto-
enrolment sufficient to ensure that the scheme is run
in the best interests of scheme members, as we
understand the proposals at the minute? Nigel, if I can
go back to you again.
Nigel Stanley: I think I have kind of dealt with that in
my earlier answer. What worries me is how employers
choose the scheme they offer for auto-enrolment,
because I think there are some market incentives that
are not right in the system. Many employers will rely
on outside advisers to help them choose—and quite
rightly; there is nothing wrong with that—but for
those looking to IFAs, are commissions going to be
paid there, and are trail commissions being paid that
will reduce the value of pensions over time?
Employee-benefit consultants don’t work on a
commission basis but are often involved in selling
services to do with pensions administration directly to
employers too. Again, I am not saying there is a
massive abuse there, but the history of pensions shows
that these incentives do distort behaviour and do result
in employees not necessarily getting the best deal.
I think we need the kind of regulatory regime that, if
employers make choices that are not around very low
charges—the lowest possible charges—and around
not having deferred member penalties, they need to
have a good reason for making choices that don’t offer
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a clear best deal to their staff. I am not sure we have
quite got that yet, although lots of employers are
doing it very well, and I don’t want to suggest that is
a huge issue. But the system has to work for
everybody, as we have already said. It is a system for
everyone in work to build up a pension for the future.

Q68 Stephen Lloyd: Fine. I am just going to move
quickly on to the trade associations, if that is all right.
Could you give us some idea of what plans each of
you have currently to communicate information to
your members about auto-enrolment? I will go to John
and then Neil, because I know that the FSB has
already been talking about that a wee bit.
John Longworth: I said earlier in the evidence that
the BCC are communicating with the Chamber
network, and the Chamber network are
communicating with their members, on this proposal.
Once it is clear exactly where we are, we will continue
to communicate that clarity and we will also provide
access to the information on the website. We will also
seek to direct members to the regulator’s information,
which is one of the reasons why having the regulator
communicate early will be extremely helpful.

Q69 Stephen Lloyd: Will the BCC be
communicating it glass-half-full, glass-half-empty, or
just dead neutral?
John Longworth: No, just the information. This is
business activity, business-as-usual information. Once
we get to the stage of implementation, we are really
helping businesses to implement, not having a debate
about whether it is good, bad or indifferent.

Q70 Debbie Abrahams: Can I just follow that up?
Was I right in understanding that you are
communicating currently on your proposal rather than
what the scheme is?
John Longworth: No, we have consulted the
membership on the evidence that we have given,
which is something we would do, but we are also
communicating that this proposal is on its way, so that
they understand there is a change.

Q71 Debbie Abrahams: So, not what you have said
you would like to do. That is fine.
John Longworth: No. The most important thing for
everybody is that businesses are as clear as they can
be about what they need to do, so that is what we are
focusing on.
Chair: It is the law—they have to comply. Glenda,
do you want to come in?

Q72 Glenda Jackson: It is me, it is not you, but I
am getting the impression from the answers that there
seems to be a perception that NEST is the only
scheme out there. We have already established that it
has to compete. It does not have the market. All this
concern about the regulation that is going to be
imposed on NEST—or, as you may see it, the lack
of regulation, certainly on the issue of charges and
transparency—surely has to apply to the whole of the
pensions industry. There is nothing, as far as I am
aware, that says that auto-enrolment means that an
employer has to go for a NEST scheme. The market

is out there for them, and surely it is the whole market
that should be examining its practices here.
Neil Carberry: At the end of the day, NEST is just a
pension scheme. I have a tendency of opening
conversations with CBI members by saying three
things happen in this reform, two of which are
revolutionary, which is the employer contribution and
auto-enrolment, and one of which is just a big pension
scheme. Ultimately, that is what NEST is. NEST is of
the market and should be of the market. That is
certainly where our members want it to be.
John Longworth: I said earlier that micro-businesses
may well default to NEST to some degree, just simply
because of the difficulty of getting their heads around
what they have to do. It is as simple as that. We have
asked for certain changes in the bureaucracy around
it, like the whole business of the 12-week auto-
enrolment postponement but with a possibility to opt
in, and then the four weeks with an opt-out. Why
don’t we just go, “12 weeks, auto-enrolment, no opt-
in”? It is simpler for the employee as well. They make
a decision about whether they want the pension or not.
Glenda Jackson: With respect, you are presenting—
Chair: Hold on, Glenda, because Oliver now has the
questions on NEST.
Glenda Jackson: I beg your pardon—as always,
Oliver, sorry.
Chair: So, let him take that up, and if you still want
to come back in, you can, but I don’t want to take all
his questions.

Q73 Oliver Heald: Following up on Glenda
Jackson’s point, in terms of the restrictions on
NEST—the contribution cap and the fact that you
cannot transfer your pot into it—to what extent are
these complications going to put employers off? I will
start with the CBI, if I may.
Neil Carberry: I think, in the development of the
process, there is a very clear policy aim not to replace
the long-term savings industry in making these
reforms but to augment it in areas where, perhaps,
saving was not reaching. The genesis of the
restrictions was based on that, and there was
justifiable concern at that time. Our view is that, over
the long term, we want to look again at these
restrictions. This slight delay in implementation,
which now means that the 2017 review happens
before the end of the rollout, offers the 2017 review
as a time to have a look at these restrictions and make
a decision whether to persist with them or whether to
leave them behind. Our view would be that it is
probably best to leave it until that point. Given all of
the complexity that we have discussed so far, at this
stage further instrumental changes to the shape of the
reform will only cause cost and issues for those
businesses, who are, after all, starting to come in in
July next year.

Q74 Oliver Heald: Isn’t it right that, if you have an
employee in the business who earns more than
£53,000 a year, NEST cannot be your only scheme?
Neil Carberry: Yes.

Q75 Oliver Heald: Isn’t this going to mean that
employers say, “Look, we prefer a scheme where we
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are all in this together,” to coin a phrase, and so do
not go for NEST on that basis?
Neil Carberry: I think that is a possible outcome, and
I am not sure I am particularly troubled by the idea
that an employer who is willing to make that decision
is happy to go to another provider to do that.

Q76 Oliver Heald: What do the other employers’
organisations think? Is this too complicated for
employers?
Graeme Fisher: An element of this is one of our
issues: that small employers are not in a position to
make these choices but might be forced into a
situation where, yes, they need to make these choices.
I would say, again, with the TUC, I think that the
majority of employers will try to act in the best
interests of their employees and choose the best
scheme. They work side-by-side with the employees
for many years and feel responsible for their
wellbeing.

Q77 Oliver Heald: What about you, Mr Longworth?
Do you think this is too clunky for employers?
John Longworth: It is very difficult for employers,
particularly micros and small employers. I agree with
what the CBI was saying about any major reviews
being left to the review period in several years’ time.
We do not want major shifts now because we have to
try to implement this in a way that is going to be the
least burdensome for employers and the best outcome
for employees.
The point of transparency earlier was an important
point in the sense that, if you are a small employer,
you will want to do the best thing you can do for your
employees, and transparency is just as important for
the employer as it is for the employee, quite frankly,
in order to assess that. But it is extraordinarily difficult
for them to make those assessments. Let’s face it:
most people have difficulty assessing for themselves
what the best choice is.

Q78 Oliver Heald: Bringing in the TUC, one of the
other features of this is this trail of small, stranded
pension pots that many workers will be leaving behind
them. Do you have concerns about that and about the
other features of the scheme?
Nigel Stanley: Yes, I agree with the premises behind
all your questioning here. One of the great difficulties
with auto-enrolment is going to be the development
of a large number of small pots, and it seems to us to
be rather dangerous if all those small pots end up in
different funds, as it will not be very economic for the
pension-provider to have them, so they will want to
put economic charges on those pots, and that will be
to the detriment of the member’s pension.
The ban on transfers into NEST, as well as out of
NEST, seems to the TUC to be very bad news and
just really protection for the pensions industry. Your
colleague was asking, “Can we rely on market
forces?” but it seems to me that we don’t have a level
playing field for NEST. The ban on higher
contributions means, as you say, that NEST is not a
suitable scheme for any employers that will want to
put better-paid employees into it. They would have to
have two schemes. It means that it cannot offer

transfers in and transfers out, and it is clearly a good
home for small pots. It is facing competition as well
from new entrants into the UK, who don’t have those
provisions. It is a bit odd that ATP, which is part of
the Danish state pensions apparatus, does not have
these restrictions on it, while NEST, which is an
independent pension scheme but was set up because
there was a gap and a market failure here for these
people, does. We need to lift all of these, and I think
we need to do it as quickly as possible. Employers are
choosing pension schemes now, and if they cannot use
NEST for all their staff, they probably won’t use
NEST, unless they are a very big employer and have
very different segments in their labour force. That is
another important issue.
I think the other issue as well is the regulatory
loophole that allows trust-based schemes to offer
short-service refunds, which I think is a marketing
ploy for some insurance companies who, during the
whole discussion about the Turner review, said that
trust governance was not suitable for auto-enrolled
pensions, but who are now constructing auto-enrol
pensions in order to make short-service refunds so the
employers can get their contributions back. Now the
employees can get their contributions back, and one
would hope they would transfer them into a pension
pot, but they probably won’t—they will spend it,
because that is what humans are like. Again, we defeat
the system a bit; we want people to build up and keep
on building up and get that persistency of pension
saving, which is the best guarantee of having a
reasonable income in retirement.
Chair: I think there is a final question.

Q79 Teresa Pearce: Could I just ask a question to
see if I am right in my thinking? We have heard a
lot—and the Government has heard a lot—from the
employers and from the industry, and concessions
have been given and advice has been taken, but the
real risk in all this lies with the employee. It is the
employee’s real pension in their real life that might
disappear or be devalued, and yet their voice has not
been heard. The industry has got its concessions and
it is going to make its money, the employer is going
to fulfil its requirement by paying into and providing
a pension scheme, but the employee is the person who
does not have any voice here. Does that concern any
of you at all?
Nigel Stanley: I suppose it is my job description to
speak with the loudest possible employee voice in all
circumstances. I think there are two points to be made.
I think there are some worries—and I have tried to
express them today—about some of the limitations on
NEST, some of the opportunities for mis-selling and
some of the impacts of charges, but I think it is worth
saying that this is an area of policy that needs to be
done, as much as possible, by consensus. I think it is
a real tribute to Lord Turner and his colleagues that
the work they did in that commission was really quite
radical in setting a new direction for the pension
system. It survived a change of Government, very
largely, and there is a good consensus around the
principles of auto-enrolment, a better state pension
and a better deal for women in the pension system,
and these are all things to which I think we all, even
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on this side of the table—perhaps some a bit more
reluctantly than some others—sign up.
I think that, as we have gone through that journey, we
have discovered some of these elements which we did
not foresee at the time we were having those
discussions about how to achieve that consensus. I
think some of the points about the lack of regulation
of the sale of pensions to employers for their
employees are really at the root of this, because one
does not see how market forces work in that situation
to correct errors. Relying on the good will, honesty
and good intentions of employers may work, but it
does not work all the time. There will always be
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Witnesses: Marta Phillips OBE, Chief Executive, and Alison-Jane Bailey, Head of Policy and Technical
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Q80 Chair: I think we will just start. I appreciate that
there is another witness that will pop in, but hopefully
she will be able to pick up when she arrives. Thank
you very much for coming along this morning. Can I
ask you just to introduce yourselves very quickly in
turn for the record?
Marta Phillips: I am Marta Phillips. I am the Chief
Executive of The Pensions Advisory Service,
shortened to TPAS, and I have been there since April
2010. I am not a pensions expert.
Chair: I would like to ask the obvious question, but
I will not.
Alison-Jane Bailey: I am Alison-Jane Bailey. I am
the Head of Policy and Technical Development at The
Pensions Advisory Service, and I am a pensions
expert.
Chair: Chris, do you want to introduce your colleague
and yourself?
Chris Curry: I will introduce us both. My name is
Chris Curry. I am the Research Director at the
Pensions Policy Institute. I think working at the PPI
makes us pensions anoraks, rather than experts. My
colleague and Director, Niki Cleal, will be joining us
shortly.
Chair: Okay. Brandon, I think, has the first set of
questions about incentives.

Q81 Brandon Lewis: Yes, I am curious what your
thoughts are on how the opt-out will impact on auto-
enrolment and whether you think going for such a
high opt-out runs the risk of damaging the scheme or,
indeed, if, because there is auto-enrolment, people just
will not bother to opt-out and, therefore, it will be
successful. How do you think that will work?
Chris Curry: There is a lot of uncertainty around opt-
out—I think that is the first thing to say. We did some
work on this a couple of years ago looking at the
range of possible scenarios for how many people
might opt-out based on what evidence there was
available at that time, so looking at international
experience, what had happened in KiwiSaver, but also
drawing on consumer research from the UK. The
range that we have come up with is anywhere between
4 million and 9 million people might become new

exceptions. That is why I think some of these areas
do need thinking about. That is why I think there still
needs to be a powerful employee and general
consumer voice, because there has been a very strong
input from other consumer groups as well as unions
into that process during this journey.
Chair: Our time is up so I am going to wind it up
there, but can I thank you very much for coming along
this morning? What you had to say was very
interesting, and there was a remarkable amount of
consensus, considering the different organisations you
represent. But thank you very much, and we will get
our second set of witnesses in.

savers as a result of this, but that was based on opt-
out rates of anywhere between 20% and 50%. What
we don’t really know is exactly where that is likely to
come out.
There are a whole range of factors that might
influence that: individuals may have other needs, and,
especially in the current economic climate, there is
likely to be perhaps a different response from that
envisaged at the time the Turner Commission was
making their proposals for auto-enrolment. There are
some differences as well in the group that is covered,
with things like the introduction of an earnings limit,
which you have to earn above in order to contribute,
so that will affect the type of people affected. It is
quite early to tell what exactly is going to happen, and
we will have to wait and see, to a certain extent, what
individuals feel and, in a way, how the policy of auto-
enrolment is communicated. I think, at the moment,
there is a large amount of uncertainty for individuals,
and a lot of people don’t realise exactly what auto-
enrolment is and what it is likely to mean, so I think
there is still a wide range of possible outcomes.

Q82 Brandon Lewis: Even where we are at the
moment, is there anything more you think should be
done at this stage in order to ensure that the opt-out
is minimised, as it were?
Chris Curry: I think there are two things you need to
bear in mind: one is that, for some people, opting out
would be the right thing to do, so I think it is not
necessarily a case of making sure that opt-out is as
low as possible. It is more about ensuring the opting
out of the right people happens, and the people who
actually benefit from being in pension saving do not
opt-out, so it is getting the right opt-out level rather
than just trying to minimise it. I think the key to that
is to have a good communications programme and to
make sure that people are aware of what the benefits
are of being auto-enrolled, what that means for their
pension income and what might happen to them in
later life, and what the costs are as well. I think that
is quite a difficult balancing act, which I am sure The
Pensions Advisory Service will have quite a key role
in when we get to that stage.
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Q83 Chair: Can I just ask: is there a danger that,
because people tend to concentrate on the negatives
of something, that is what attracts attention and gets
the headlines in the newspapers—back to, I think,
Karen’s questions in the earlier session—and therefore
people’s whole view of auto-enrolment is coloured by
the fact that human nature will always concentrate on
the negative rather than the positive?
Chris Curry: That is something that we have certainly
talked about in the past, and I know that the
Department for Work and Pensions ran a whole series
looking at incentives to save and how you could tell
whether people would be better off being auto-
enrolled or not. I think that one of the big barriers is
human nature, but one way of trying to overcome that
barrier is by using auto-enrolment, and so the power
of inertia, I think, is the main hope: that people, even
if they are not sure if they are doing the right thing,
will find themselves saving, because they have to take
a positive action not to be saving.
Obviously, the danger of that is that there are some
people who probably should not be auto-enrolled who
will be, but there is a balancing act in doing it. The
key is to build on inertia and to use that and to make
sure that the people who do benefit are likely to
remain in, but also find a way perhaps to try to
identify particular groups who might be most at risk
of not benefiting from pension-saving, and target
information towards them to help them come to the
best decision.

Q84 Brandon Lewis: Just as a follow-up, picking up
on your comment about the right people to be in, one
of the areas that have been affected is people who earn
the right amount but are still relatively low-paid and
switching jobs—an awful lot of seasonal workers.
What do you think can be done and what should be
done to ensure that seasonal workers on short-term
placements working pretty much all through the year
but in different places and different parts of that
industry, particularly for tourism, which is the fifth
biggest employer, are given the right service or the
right structure in terms of auto-enrolment or pension
provision and savings?
Chris Curry: That is a difficult group to reach in all
kinds of employment areas and not just in auto-
enrolment. Again, it is important that there is not just
a blanket assumption that, because they are only
working for a short period of time or changing
employers, they should not be pension saving. It does
not just depend on what they are doing at that
particular point in time but what they do for the rest
of their working life and their career as to whether
they end up doing well from having been auto-
enrolled in pension saving. Again, although there are
particular issues among the more transient workforce
and people who change jobs frequently, the issues
overall, based on how much they earn in that
particular year or how much they earn over their
lifetime, are probably still the same, so it is important
not just to ensure that they take into account what
their needs are at this particular point in time, what
their income requirements are, how much they think
they can afford to save, but to help them understand
how that influences what will likely happen through

the rest of their working life and what will happen
with their income in retirement.
I think one of the key advantages of auto-enrolment
is that, certainly for the younger people—and I think
a lot of the transient workers you are talking about
probably will be younger individuals when they come
in—if they enter the labour market with auto-
enrolment already in place, they won’t necessarily
realise what the impact of auto-enrolment is. That
means, for that particular group, they may be more
likely, over the long term, to not realise that they could
opt-out, or the benefit of opting out, because they have
not really had a pay packet where that deduction was
not made. I think, in the rollout, the responses from
groups where individuals see their take-home pay
change from month to month could be different from
those changing jobs or going into employment for the
first time, where it would become just the same as
income tax or National Insurance contributions:
another part of the payslip that they do not really
understand or know the value of or see how much it
is changing their take-home pay in that respect.

Q85 Stephen Lloyd: Just a quick one, Brandon, if
that is all right: on the opt-out. In the PPI submission
you reminded us that the Government’s proposal is
very similar to the KiwiSaver scheme; what is the opt-
out percentage in the KiwiSaver scheme?
Niki Cleal: I think it is fair to say that the KiwiSaver
scheme has been quite a success, so there are about
1.7 million members of KiwiSaver, which is about
half of their population aged 18 to 65. I think, in most
people’s minds, people would see that as a success.
The KiwiSaver scheme operates slightly differently
from our scheme, so the majority of members—
60%—opt-in to the scheme. However, when you join
a job for the first time in the New Zealand scheme,
you are automatically enrolled, and about one third of
those people who have been automatically enrolled
have chosen to opt-out.
Stephen Lloyd: That is quite high.
Niki Cleal: In terms of the potential parallel for the
UK, when PPI did some modelling on this, our central
assumption was that we might expect about one third
of people to opt-out.

Q86 Karen Bradley: I just want to come back on
the figures in New Zealand. 50% of the working-age
population is within KiwiSaver. Of the other 50%,
how many have got private pension provision or
occupational pension provision, and how many are
just without any form of pension savings?
Niki Cleal: I think that is a valid question. I don’t
have those specific figures at the top of my mind, but
I think that the research that was done suggested that,
of those people who are members of KiwiSaver,
around half of them said that they were not previously
saving for their retirement, so it suggests those in that
half are new retirement savers, as it were. I think the
point behind your question is well made, which is that
there will be some displacement here. There will be
some people who effectively use KiwiSaver or NEST
or whatever the equivalent is over here instead of
using some other vehicle, so we can expect there to
be some shifting of money around. I think the New
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Zealand Government estimates that KiwiSaver has
reached about a third of their target population, which
they specified as people who frankly would not
otherwise have been saving enough for their
retirement.

Q87 Andrew Bingham: I think I have read
somewhere that the pot you accumulate in KiwiSaver
can be used towards a mortgage contribution. Is that
right?
Niki Cleal: It is not quite a mortgage contribution, but
it is similar.

Q88 Andrew Bingham: Like a pension mortgage.
Niki Cleal: You can save in KiwiSaver and then you
can actually withdraw some of those funds as a first-
time buyer to help get you on the housing ladder.
There are additional freedoms and flexibilities above
what has been proposed here, so that is one key
difference. That scheme is only just about to go live,
because you have to have been saving in the scheme
for three years before you can take any money out. At
the moment, we don’t quite know how many
KiwiSaver members will make use of that new
facility, because it is only relatively recently that that
option has been opened up.
Andrew Bingham: I personally think, given where
we are with the housing market for first-time buyers,
this could be something we could perhaps revisit at a
later date when that has become apparent.
Chair: I think we need to explore how KiwiSaver
actually works.

Q89 Oliver Heald: Just coming in on that point, that
means that there is less lock-in than a traditional
pension-saving scheme. Have you done any work as
the PPI on whether that is something that may
encourage a wider group of workers to stay in their
pension or be part of the pension contribution?
Chris Curry: We have. Firstly, on KiwiSaver, there
are a number of other areas or times at which you can
make withdrawals, so in times of severe hardship or
disability, and of course there is no annuitisation
requirement in New Zealand either, so you don’t need
to buy an annuity when you reach pension age. In
terms of the work that the PPI has done looking at
what we termed at the time early access to pension
saving, the responses are generally mixed. There is
one school of thought—and some survey evidence—
to suggest that there are some people, but a relative
minority of individuals, who feel that they do not want
to save in a pension because it is locked away and
they cannot access the money, and they worry that
they might be better off saving somewhere else. On
the other hand, there is also probably a fairly equal-
sized group who actually find the lock-in an attraction,
because they know, if they did not have the money
locked away, they would use it for something else and
later regret it. There is a real almost polarisation of
views as to whether it would be a good thing for
individuals or a bad thing for individuals.
Work that we did looking at the different schemes and
how they operate in different countries, found, for
example with the US and the 401(k)5, that there was
5 A retirement savings scheme in the United Stated

not a lot of use of early withdrawals worldwide.
Sometimes, where it does work, it is in the form of a
loan, so the money is repaid anyway, but the one thing
that we don’t really know is how it will work in a UK
context. The concern is that individuals who probably
might benefit most from having some pension saving
retirement income may also be the ones who are most
likely to withdraw that money before they get there,
so there is a question as to the way in which
individuals build up their savings.
It is also relevant to auto-enrolment: whether people
ought to be aware that saving in NEST or saving
through an auto-enrolled workplace pension scheme
equivalent does have some implications, and it is not
necessarily going to be money that is available for
them, so they might want to consider where their
priorities are in terms of where they make their
saving.

Q90 Debbie Abrahams: I would like to build on the
question that Brandon started. The Committee is very
keen to understand the equality implications of the
scheme design as a whole, and in particular which
workers may be the winners and which may be the
losers in this.
Niki Cleal: I think one important group of
beneficiaries, if you like, is women, because
historically women have often worked for the type of
employer that has not offered a pension scheme. For
the first time, many women will have a legal right to
both be a member of a scheme but, importantly, to get
a 3% employer contribution. I think that would
equally apply to many people in some of the lower-
skilled, lower-wage occupations, where, again,
traditionally pension provision has not necessarily
been high. There are some important groups who
stand to gain from these reforms in terms of getting
access to some kind of employer contribution.
I am sure we will come on to this: there is a question
about whether or not a combined contribution of 8%
is sufficient for people, and I think we would argue
that it is probably not, but it is at least a first step and
it does mean that people, for the first time, will be
accruing some kind of pension rights in their own
right, which I think we would see as a step forward.

Q91 Debbie Abrahams: Linking on then to the 8%,
when do you think that we may need to rethink that
level of contribution?
Niki Cleal: When the Pensions Commission designed
the system, it was designed such that an 8% combined
contribution would deliver a median earner a
replacement rate of about 45% of their pre-retirement
income against a target of 66%. At that time, it was
felt that you probably needed double the amount of
contributions, so a combined contribution of about
16%, for a median-earning man to hit their target
replacement rate. In terms of the original system, the
Pensions Commission were very clear that these were
minimum contributions. They were never going to
provide people with, if you like, a comfortable
standard of living in retirement, so I think the question
for policy going forward is: how can we try to
encourage that behaviour? The evidence from
KiwiSaver is that, when you have default
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contributions, the vast majority of people will go in at
the default level, so I think we can expect the same
here: that most people will make the minimum 4%.
Over time, it is going to need quite a lot of education
and communication to explain to people that is a good
start but it is not, in and of itself, enough, and that they
need to be saving more than those minimum levels.

Q92 Debbie Abrahams: You talked about the
winners: who do you think may be the losers, thinking
about the seasonal workers and the difficulties we see
with them? Are there any other groups that you think
possibly are not going to win?
Chris Curry: It is hard to define, I guess, what you
lose by being auto-enrolled. In a way, it is a trade-off
and a distinction between how much you would rather
have the money now and how much you value having
a pension in retirement. In each individual case, it is
going to be slightly different, and it will depend on
people’s circumstances—whether they have a partner
who is working, how much income they have, and
what their other expenditure and outgoings are.
We did some work looking at trying to do a fairly
technical calculation and looking at what the value of
the auto-enrol contribution was to individuals in terms
of rate of return, taking into account how it interacts
with the tax relief and the means-tested benefits
system at the end of working life and in retirement as
well, to see whether people would get back what they
might consider to be a reasonable return from the
amount that they put in. We found that there are some
specific groups who are more at risk than others of
having a lower value of saving and so may be more
at risk of not doing well from auto-enrolment. The
most important group, or those with the lowest value
of saving, were those who are renting in retirement
and are eligible for housing benefit, so the interaction
with the taper rates for housing benefit, council tax
benefit and, currently, savings credit can mean that
people actually get back less than the value of the
contributions they put in, even after allowing for tax
relief, employer contributions and investment returns.
It is quite difficult to argue that group of people should
be saving. Obviously, it is quite difficult to tell, if you
are a 20-year-old, whether you are going to be renting
in retirement or whether you are going to own your
own home, so you cannot use that as a hard-and-fast
rule.
There are other groups who do less well: people with
continual low earnings or times out of the labour
market; in particular, women who may have caring
breaks. Those are people who may not be building up
higher state pensions and missing out on employer
contributions over a period of time, and may do
slightly less well than others; similarly, people who
are self-employed. It is important to say that, although
those people may be more likely to be eligible for
means-tested benefits, it does not mean that they
won’t get value from saving; it just means it is not
quite as big a value as other people would get.

Q93 Debbie Abrahams: So there are definite losers,
and those that might be losers.
Chris Curry: Yes.

Q94 Karen Bradley: This leads on from the
comments we have had so far, and I would like to
address how communications with individuals are
carried out. I suppose, just to open it up to start with,
do you think there is going to be sufficient advice for
individuals, and do you think that there is going to
be enough information available for them in layman’s
terms to enable them to make an informed decision
about whether to opt-out?
Marta Phillips: On the communications front, you are
probably already aware that the Department has been
doing a lot of work with key stakeholders in this field
to map out the communications and to use common
language. That is definitely a benefit. The plans in
terms of precisely when specific communications will
take place have not yet been fully formed, so it is
difficult to comment on that right now. We have
already contributed to sample-type letters and
information booklets that the Department is working
on and which it says it is going to share, particularly
with small and micro-employers, because they are the
ones that, as has already been discussed this morning,
are more likely to have difficulty in meeting the
requirements; they are less likely to have an HR
department that will create bespoke information for
them. A lot of groundwork is already being done in
developing vanilla products that employers can just
use.
The Department has also carried out research into the
customer journey and into how people might respond
to the various messages that it is developing to inform
people about automatic enrolment. A lot of the
thinking and a lot of the strategy is around inertia, as
has already been discussed. I think, from our
perspective, one of our concerns is that potentially, as
has already been mentioned, people already in
employment and on low wages will notice when the
contributions start, because they have tight budgets.
Our concern is, despite the communication and the
efforts being made to inform people—and particularly
to make them aware that, if they don’t participate in
this, they will lose out on the employer contribution
and they will lose out on the tax benefit—people will
still make decisions because they have to buy clothes
or shoes for their children now.
There is still a lot of work to do. The Department is
quite clear about what it feels needs to be done. I think
one of the issues is about whether there are going to
be enough resources made available to make sure that
the communications are as comprehensive as possible.

Q95 Karen Bradley: We have had a briefing from
the Department about the sort of communications
there are, and there appears to be quite a lot on the
internet, some of which was using layman’s terms and
some of which was still using what would appear to
us to be jargon. “Staging date” was one of the
examples that we thought was a bit confusing for
people. The internet is not going to be right for every
employee. What sort of need will there be for one-to-
one discussions or telephone communication or
written communication? How much wider does it
have to go than just the internet?
Marta Phillips: I think all possible channels need to
be used to communicate this message, because it is
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such a big message and it is going to affect everybody.
We agree with the comment that not everybody is
going to be comfortable using the internet; not
everybody has access to the internet. We think it is
really important that, within the communications that
are being set out, a telephone helpline is available.
What we have been discussing with the Department is
what has been termed the magic questions that help
triage where questions go, it will direct the telephone
help to start with, as to who is going to handle what.
We are working through, with the Department, the
boundaries of where stuff will be handed over to us at
The Pensions Advisory Service, because, particularly
if you have people with multiple jobs—either multiple
jobs at the same time or lots of short jobs—the issues
about the decision making they might need to go
through would tend to be more complex, and that is
where we have particular expertise in giving that kind
of information and guidance and support to people.
Yes, stuff in the press, stuff on television and stuff on
the internet is important, but help on the end of a
telephone line is also very, very important, because
people will want to just check out that their
understanding is correct.

Q96 Stephen Lloyd: Is the Advisory Service
modelling at all the possibility that there may be some
populist campaigns against it? Are you modelling any
plans to do television advertising or television
rebuttals and what have you? I am hopeful there won’t
be, but I do think that there is a danger. I just have a
picture of the sorts of groups I am talking about who
might decide to run a “this is Big Brother and it is all
outrageous and we are going to fight it tooth and nail”.
Are you modelling the possibility of that?
Marta Phillips: Our plans are not yet that far
advanced. We have only recently agreed the
Department resourcing for this year to map out what
the plan for 2012–13 onwards should be for our
resourcing. Our board is highly concerned about the
fact that we are not as advanced as we feel we should
be, but we are making progress on that. Therefore, we
have not yet got to the point of thinking about how
we ourselves would counteract that kind of behaviour
in the press.

Q97 Stephen Lloyd: Does your board believe that
you are getting adequate funds from the Government
for the next couple of years to manage this?
Marta Phillips: My board and I are not in a position
to say yes or no to that question, because we have not
had the discussion with the Department yet, which is
the concern that we have.
Stephen Lloyd: Do let us know if you think you are
not.
Marta Phillips: In terms of the campaigns, what I
should say at the moment is we are not funded to run
campaigns like that. The point having been raised, I
think it is something that we will feed into the
discussions with the Department as to how they would
counteract that, because I think our size means that
we are unlikely to be able to mitigate that. What we
can do, and what we do when we are approached, for
example, by television programmes, is give out very

positive messages, but we do not have the capacity to
underpin a campaign like that.

Q98 Sheila Gilmore: It is really just a slight follow-
up to that, although maybe you have answered it by
saying you cannot campaign, but there has been a
spate of reports in newspapers even recently about
people’s pension pots being shrunk to nowhere. The
headline is pretty negative about the point of it and
that is not a very good atmosphere, and that is partly
because of, obviously, what has happened to you.
Quantitative easing partly makes that worse, the
interest rates that can be achieved and so on, but
doesn’t it make it even more important, if we are in
that kind of atmosphere, to overcome that?
Marta Phillips: It does make it important to overcome
that. One of the concerns that you have not mentioned
is the issue of volatility affecting people’s savings. If
you have a small amount of money and you suddenly
see it shrink, you are going to be worried: “Shall I
continue? Shall I move it? Shall I cash it in? What do
I do with it?” Therefore, the kind of information and
guidance that we are able to give to people will help
them to think about the fact that it is long term. There
are a couple of things: once it is in the pension pot,
so to speak, they cannot take it out until they come to
retire, so that is a plus on that side. It is not a very
comfortable plus, but it is a plus.
The second thing is to encourage people to think that
the more you save, the more likely you are to be better
off in retirement, so if you have already built up a
fund, stopping now is probably not the best option for
you. But we will need to go through with them their
specific circumstances in order to tailor the guidance
that they would need to help them make that decision.
We are already aware of the work that organisations
like the NAPF6 is doing on encouraging pension
funds and encouraging a better image for the pensions
industry to counteract the sort of things that people
have already put forward. But I think it is something
that everybody involved in the pensions industry has
to take part in. It is not one person’s responsibility as
opposed to another person’s responsibility. I think we
have to be honest and we have to be fair, and we have
to make people understand both the pluses and the
minuses, because we regard our reputation in terms
of the information and guidance we give people as
paramount, and therefore we would not want people
to mistrust anything we say. We want to be fair and
balanced in what we say, and if there are issues about
particular things that people need to be aware of, then
we need to point those out to them.

Q99 Karen Bradley: It seems to me that we are
going to be entering a new paradigm, I suppose, where
so many more members of the population are going
to have a stake in the financial services industry and
in the stock market. At the moment, people feel
detached from that and it is going to be a situation
where a large part of the population is going to have
a stake in it, and there is a lot expectation around what
a pension will deliver and affordability and what you
will have in your retirement in terms of your spending
power, and a lot of misunderstanding about what a
6 National Association of Pension Funds



cobber Pack: U PL: COE1 [E] Processed: [12-03-2012 13:05] Job: 014906 Unit: PG02
Source: /MILES/PKU/INPUT/014906/014906_o002_db_Corrected Transcript 02 11 11.xml

Ev 26 Work and Pensions Committee: Evidence

2 November 2011 Marta Phillips OBE, Alison-Jane Bailey, Niki Cleal and Chris Curry

defined contribution scheme is and what it can deliver
and the volatility. So do you have any suggestions or
thoughts that we could take back to the Department
as recommendations about how they and pension
schemes might manage expectations in this area and
communications and understanding of what is a very
complicated issue?
Marta Phillips: I will start, but I will hand over to
Alison and she can cover anything that I don’t pick
up in this area. I think you are right. One of the things
we have to be really clear to people about is exactly
what potentially their pension savings might buy,
because we are concerned already that people might
think that because they are automatically enrolled into
a scheme that is it, they are covered; with a state
pension and automatic enrolment, they are covered—
they do not need to do anything else. The likelihood
is that people may not understand what size of pension
pot they need in order to purchase or to have x amount
of additional income. To me, from the lay person’s
perspective, the messages that need to go out is to say
to people, “If you are thinking that you might want x
amount of retirement income, you might need to save
this amount of money,” and be quite clear to people
about what that might mean. Otherwise people will
get to the end of their employment, look in their
pension pot, look to start to use it and then find they
are hugely disappointed.
I don’t know if there is anything else you want to
add, Alison.
Alison-Jane Bailey: We have a concern that there is
too much information given to individuals when they
first join a pension plan and then annually as part of
their annual statement. It has been done with the best
intentions, but I think what has happened is that there
seems to be a thought that the more information you
give people, the better position they will be in to make
an informed decision. In fact, I think it has had the
reverse effect and what happens is that those papers
just go straight in the bin, because you get a wodge
of papers this thick with your annual statement. So we
are working with the Department to try to simplify the
regulation around that so that more prominence is
given to the critical information and there is less bumf
with it..

Q100 Karen Bradley: Risk management has made it
very difficult for anybody to understand what is
going on.
Alison-Jane Bailey: That is right, and it makes the
pension product look so complicated that people just
don’t want to read it. Again, I think that is where the
Pensions Advisory Service can play a key role. We do
have the technical expertise to talk people through the
information. We have a team of people who go out
into the workplace and talk to employees about why
they should join their employer’s pension scheme, and
we find that the moment the penny drops is when we
say, “Could you live on £102 a week, which is the
current state pension, in particular if you are still
renting in retirement?”

Q101 Debbie Abrahams: Is there any information,
baseline data, on the levels of awareness within the
general population around pensions and the

information that they need to know about? Do we
know what percentage—30%, 10%—of the
population have an adequate understanding of
pensions?
Alison-Jane Bailey: I don’t have that data, I am
afraid.
Marta Phillips: The people most likely to have that
data would be the Department, because they fund
research to do that.
Chair: Okay, we will pursue that. Andrew, I think we
maybe want a last one and then to move on.

Q102 Andrew Bingham: Yes. I want to ask about
employers, but before we do that, the NEST system,
from what we have seen, has quite a simple online
tool where you click in what you put in, what you get
out and everything. Do you think that will push the
market that way as well, so people can quite easily go
online for that information? I know not everybody has
internet access. Do you not think that will help
simplify it?
Alison-Jane Bailey: A lot of pension providers other
than NEST do already provide online systems. Our
experience is that people do not understand how
defined contribution pension policies work well
enough to use them. They do not understand unit
linking, so they might come to us and say, “I have got
a pension,” and we say, “What type of pension have
you got?” and they will say, “It’s with Standard Life.”
We say, “Yes, but what sort of pension is it?” and they
say, “I don’t know.” Then we will ask whether they
are invested in unit-linked funds, and they don’t know
or where to go to look up the unit prices or how to go
about switching funds online.

Q103 Andrew Bingham: Right. You have already
said that you think small employers and particularly
micro-businesses, because that is the background of
one or two of us around here, may struggle to comply
with the new responsibilities without help and
support. You touched earlier on one or two of the
things that you were doing. Do you think the support
the DWP are making available is enough? If not, what
is missing?
Marta Phillips: It is a little bit difficult to say what is
missing right now, because of the way in which
employers will be brought into the scheme. I think
that the way in which employers are being brought
into the scheme is a good thing, because you bring in
the larger employers who already have the HR support
around them, and although they are larger employers,
they do have large numbers of people on lower
incomes. I think we will learn from that response as
to how people on lower wages behave when they are
subject to automatic enrolment and the sort of
questions they are likely to ask and the sort of
concerns they have and therefore how we need to re-
plan. We are planning now, but we will need to re-
plan and respond to how people react to that. For me,
the issue is about ensuring that there is enough
resource behind this project to ensure that any
additional work that we might need to do can be
properly resourced, because right now we simply do
not know what that is going to look like in about four
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or five years’ time. That is when the micro-employers
and SME employers come on stream.

Q104 Andrew Bingham: When they come on
stream, obviously NEST is probably the most suitable,
but it is not going to be the only show in town. As an
employer, you will effectively have a choice of what
scheme to offer your employees. Where will they go
for truly unbiased advice in order to get the best for
themselves and their employees?
Marta Phillips: The theoretical answer is they should
be getting independent financial advice, but clearly if
they did that or if they went to a employee benefits
consultancy they would have to pay for it. When
people come to us or when we join, for example, with
HMRC, and we join them in their roadshows for small
and micro-employers, we make them aware that there
are certain schemes that have been designed
specifically with their requirements in mind and that
they meet the basic requirements. So if they are an
employer who is on a budget, it does mean that they
can enter into that scheme, which is NEST, as we have
all been speaking about, with confidence that: a) it
meets requirements; b) the technology support is there
for them; and c) they do not have to pay for
independent advice in order to enter into that scheme.
Clearly, we are not selling NEST. We say to them,
“There are a number of schemes, and if you want to
explore other options there is independent financial
advice, there are the insurers and there are other
pension schemes that you can go to.” But, at the
moment, I don’t think we are aware of any specific
place that employers can go for “here is a list of
potential pension schemes that you might need to sign
up to.”

Q105 Stephen Lloyd: Shouldn’t that be an
opportunity for TPAS, because it is going to be a
competitive market? Today, if this were already
running, we would turn probably to Which? I know
the Consumers’ Association is not a Government
body, it is an independent consumer group, but they
have a robust reputation. This is an ideal opportunity
for TPAS as an independent advisory body, or what
have you, to provide that independent neutral advice.
Wouldn’t this be a big opportunity for you to be an
even more trusted advisory body?
Marta Phillips: It could be, but the expertise that
TPAS has is talking to scheme members about their
scheme benefits. It is not about the comparative merits
of various pension schemes.

Q106 Stephen Lloyd: But if it is not TPAS, where
will it come from?
Marta Phillips: We could grow into that area, but that
would require changes in our framework agreement
with the Department and it may well require changes
in our funding, so there are consequences of that kind
of decision that we would need to negotiate.

Q107 Stephen Lloyd: Can I ask PPI? You can see
where I am coming from, because crucially in a few
years’ time, when the micros and the SMEs move into
it, people are going to be confused and they are just
going to want to go to some trusted area that gives

them a sheet of paper or two sheets of paper and says,
“These are the charges, these are the variables, this is
exactly what it is,” completely legitimately. Who
should provide that do you think?
Niki Cleal: I think the question is a valid one, because
as an employer these are quite complex issues: “If I
have an existing scheme, do I auto-enrol my people
into what I have? Do I think about NEST, or indeed
one of these other new providers that has come in?” I
agree with what Marta has said that in a sense the
classic provider of this type of advice at the moment
is the IFA sector and, as a small business, you can go
to an IFA and they will help you to look across the
market at the different offerings. But there is a cost to
that, and so there is a question about whether small
businesses will use that route.

Q108 Stephen Lloyd: Or, more to the point, if they
do, will they get objective, neutral advice? Some of
my best friends are IFAs and they are brilliant and
their integrity is unsullied, but I also know human
nature and I know that if the employers are going to
be relying on the IFA market a lot of them will not
get absolutely independent neutral advice.
Chris Curry: There are a couple of other potential
areas. One is The Pensions Regulator, who will be
monitoring compliance in the area, may well also be
able to be a provider of information potentially. I think
we might need to speak to the regulator about how
comfortable they would feel in doing that and whether
that is currently within their role and responsibilities
or not, but that is an organisation that will be at least
nominally in touch with all of the employers that have
to make this decision.
The other two are currently more aimed at consumers
but could be expanded to cover small businesses. The
first is what used to be the comparative tables from
the FSA7 looking at things like individual pensions
and annuity purchase, for example, and that could be
an area where it could be developed. I think linked
very strongly to that is the Money Advice Service,
another independent organisation, which may be able
to give some kind of guidance in that particular area.

Q109 Andrew Bingham: From the answers we have
there is not an easy place where there is a single point
of contact that those employers can go to, because
they will be experts in doing what they do, but not in
this area.
Alison-Jane Bailey: The Pensions Regulator is
already doing some work on what a good pension
scheme looks like.
Stephen Lloyd: But normal people cannot understand
it. I have been on the Pensions Regulator website.
Maybe I am just dim, but I cannot understand it at all.
I would not count too much on the Pensions Regulator
putting out a clear, crisp, two-page sheet of “these are
the different pension providers, these are the charges
and these are the consequences”.

Q110 Andrew Bingham: Yes, but does the Pensions
Regulator have the capacity to deliver that?
Marta Phillips: From TPAS’s perspective, given the
expertise we have in-house, it would be a relatively
7 Financial Services Authority
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easy step for us to take. It is about remit and some
other things that would need to be ironed out if that
was where the Department wishes to go.
Chris Curry: There is also, I think, some kind of
precedent in the area. If you go back to 2001 and
the introduction of stakeholder pension schemes, there
was a central registry held of all stakeholder-
compliant schemes that employers could use. Back in
2001 any employer with five or more employees had
to nominate a stakeholder pension scheme, so they
could go to get a list of potential schemes they could
use from there. So that may be another avenue that is
worth exploring.

Q111 Andrew Bingham: I am conscious of the time,
because we do not have long left. Some employers are
already contributing more into employee schemes.
Are you concerned or have you done any assessment
whether this will, shall we say, cause a bit of a race
to the bottom and they will reduce their contributions?
Niki Cleal: Yes. I think there is a very valid question
about how employers will respond to the increased
costs that they will face or some of them will face due
to auto-enrolment. It is a difficult question to answer.
DWP did a survey in 2009; 30% of employers said
they would absorb the cost through lower profits or
their overheads, 20% said they would respond by
reducing wages, 15% said they would increase their
prices and 16% said they would reduce or restructure
their workforce. So I think there is a real world impact
from this cost increase.
For the minority of employers who contribute more
than 3% at the moment, only about 10% of private
sector employers currently contribute more than 3%,
but they cover about 50% of pension members,
because it tends to be the larger employers. Those
employers are the ones that potentially could level
down. But I think it is also important to remember
that there is 60% or so of private sector employers
who are doing nothing at the moment who, frankly,
will effectively be told “you will be levelling up”
because of the legal requirement that will be placed
on them. I think realistically there will be some
levelling down.

Q112 Andrew Bingham: But the upside far
outweighs the levelling down.
Niki Cleal: It is hard to say, but from a policy point
of view what we want is for employers to auto-enrol
into their existing good schemes where they have
them. That will minimise the risks of levelling down.

Q113 Chair: I am conscious of the time, and the
House is now sitting, so people are starting to drift
away. So can I maybe just ask a couple of final
questions of you all?
It strikes me in the answers that you have given that
the whole point of auto-enrolment was to make it a
no-brainer for the employee that they would end up
saving for a pension. The original Turner proposal
was that employers who did not have a pension
scheme would have a default scheme that their
employees would be auto-enrolled into, and that
would be NEST or whatever the Government came

up with. Now the waters have got muddied. The auto-
enrolment for the individual is still relatively simple,
but from what we heard from the employers’
organisations this morning they are now faced with
quite a complex and a difficult decision, particularly
for small employers, as to which scheme is going to
give them and their employees the best chance. On
top of that, NEST now has restrictions that were not
envisaged in the original Turner proposals as well. So
has the ideal been diluted to such an extent that the
ease with which employers will be able to auto-enrol
people has been lost and we are back to square one
and it is all going to be too difficult for them and they
are all just going to put their hands up in horror and
say, “We cannot do this because it is too complex”? I
suppose that is a question to the PPI.
Niki Cleal: I will start off, but then I might ask Chris
to add something. I think we have to go back to the
original policy intention here. The policy intention
was to try to get particularly low to median earners
into pension saving for the first time. There was a
perceived market failure that the existing pension
market was not necessarily very good at providing
pensions to very small businesses, with five or six
employees, and the kind of offerings they would have
been given in the absence of all of this reform would
have been quite costly, and they might not have had
very much choice.

Q114 Chair: Right, I think we know that. But the
point is, have all the things that have happened in
order to allow the wider pensions industry to now bid
for this market, which they were not interested in
before but now seem to be, undermined whether
NEST will survive or be the best option for people?
Niki Cleal: It is a hard question to answer. Personally,
I think employers having a multiple choice of pension
provider, whether that be NEST as a plain vanilla,
low-cost option or—

Q115 Chair: That is good, right. Sorry, I am
interrupting because I am conscious of the time. So if
that is good there is a choice, should therefore all the
restrictions on NEST that do not apply to all the others
in the marketplace be lifted?
Niki Cleal: I think there is an important point here.
The contribution cap on NEST will not bite for most
low to median earners. Most low to median earners
would not be in a position to be contributing £4,300
per annum.

Q116 Chair: Yes, but it might make the difference as
to whether an employer chooses NEST, because if
they already have higher paid people in a pension
fund, they are going to avoid NEST and go with their
existing provider because NEST cannot give that full
range.
Niki Cleal: Yes, but I think we have to go back to the
original intention: that NEST was designed to meet a
market failure and a particular target market.

Q117 Chair: Yes, I don’t know if that market failure
has quite been solved, but certainly from the interest
the industry is now showing in this group it seems
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that market failure has been solved. But my point is
NEST is now hamstrung in that open market, and
therefore hasn’t NEST been undermined by being
hamstrung, because they now have a much more
difficult job to do because the market is open than
they would have had had they been the default
provider or, indeed, had they not had these restrictions
placed on them?
Chris Curry: I am not sure, and it will probably take
a while to find out how much it has been hamstrung,
because despite what we have been talking about in
this session and the previous session I think we will
be likely to find that at least a majority of eligible
people will still be auto-enrolled and will not opt-out.
So there will be a big increase in the number of people
saving for their retirement. I think we will still find
that the majority of employers use NEST. That is
probably the least or the minimum required outcome
for something like this to be successful, because the
aim of NEST is to serve the market that cannot be
served by providers. If, as a result of NEST being
introduced and auto-enrolment coming in, providers
are starting to serve the rest of the market in a better
way, then that is not necessarily a bad outcome either.
Although there are lots of things around the edges
that lead to lots of discussion, the general intention
of increasing the number of people saving for their
retirement and having somewhere a low-cost, decent
default option, which people will be able to use—and
which I still think the vast majority of small and
medium employers will use, because it is the obvious
easy alternative to use—is going to mean that there
will be something. That does not mean it cannot be
improved when we get to review in 2017, but this
is almost—and this is the problem with pensions—a
transition, even if it is a 10-year transition. But in
order to get somewhere stable in 10 years’ time,
where there is a well-developed market that serves
every part of the employment population, this is
probably something we need to go through.

Q118 Chair: Can I just move on to governance?
Sorry, I am very conscious of the time. Hopefully,
there should not be any governance issues with regard
to NEST because of the constraints and the

regulations that exist, which do not exist for other
providers. Is there a potential problem there for mis-
selling from the other providers, simply because they
are not regulated in the same way as NEST will be?
Chris Curry: In any market there is always potential,
but I think again this is linked also to The Pensions
Regulator’s role and the work they have been doing
recently in defined contribution schemes and
improving the governance structures within existing
schemes. If that is successful, it should feed through
into the schemes.

Q119 Chair: You are right—these are questions for
the regulator. Sorry, I interrupted you, but I will let
you have the last word.
Marta Phillips: I was just going back to the point
about the boundaries between NEST, and I would
echo what Chris has said. My view is we need to go
forward with what we have and then, when we come
to the review point, the restrictions probably need to
be re-examined, because if the rest of the pensions
market is encroaching into NEST property, then
NEST should have the freedom to encroach into
their property.
Alison-Jane Bailey: May I just add I am not sure what
the relevance is anymore of the contribution cap on
NEST. It was originally proposed by a Life Office that
I was working for, as there is a requirement in the
Pensions Act that the Personal Accounts Development
Authority, which developed NEST, had to be guided
by a principle when carrying out its functions that any
adverse effects on qualifying schemes should be
minimised. The cap was suggested at that time at
£3,600 a year, because that was the cap on
contributions that could be paid to a stakeholder
pension scheme without a member having any
earnings at all. I am not sure what the relevance is of
that cap still being in place.
Chair: That is a point well made, and thank you very
much. Thank you very much for coming along this
morning. We never ever have enough time. I think it
is the nature of these things that we expand on the
time and beyond. So apologies from some of the
Committee but they have questions, so they had to be
in the Chamber. But thank you very much.
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Q121 Chair: Thank you very much for coming along
this morning. It is quite significant that we are meeting
to discuss pensions and the future of pensions on a
morning when large numbers of public sector workers
are on strike defending their pension.
Glenda Jackson: Hear, hear.
Chair: We are looking at the whole issue of ensuring
that those who presently do not have occupational
pensions can enjoy the benefits of a pension scheme.
Thank you for coming this morning. Can I ask you
very quickly to go along the row and introduce
yourselves for the record?
Jonathan Lipkin: My name is Jonathan Lipkin. I am
Head of Research and Pensions at the Investment
Management Association.
Otto Thoresen: I am Otto Thoresen. I am Director
General at the ABI.
Joanne Segars: I am Joanne Segars. I am the Chief
Executive of the National Association of Pensions
Funds (NAPF).

Q122 Chair: Thank you, and welcome. Just to get
straight into the whole issue, one of the things we are
concerned about as a Committee is the transparency
of the charging regimes of any of the new schemes
that are set up under auto-enrolment. In recent weeks,
the RSA and others have expressed concern,
particularly in the press, about how easy it is for
someone to understand exactly what the charging
regime is or indeed what 0.5% is compared with
0.3%. The other thing that has also come out in recent
weeks is that the actual cost of trading could
potentially be adding another 0.7% on top of what is
already the charging that an individual might
understand. I was wondering what your views were
about the kind of hidden charges that make it
impossible for a person whose pension pot is being
affected to know just how much is coming out in
terms of both the trading and the normal annual
managed charge.
Joanne Segars: You touched there on a very
important issue. As we are about to auto-enrol
millions of people into pensions, and into defined
contribution (DC) schemes, for the first time it is
absolutely essential that people get good value for
money for those pensions, but also that they can see
where their contributions are going and how much
they are being charged. They also have to see how
much they are being charged in a language that makes
sense for them.

Shelia Gilmore
Glenda Jackson
Brandon Lewis

We have just published some research this week on
this very subject. This is Ipsos MORI consumer
research. The information that came back from
consumers was really quite fascinating. The public
said to us, “We simply do not understand all these
costs and charges. We do not understand what is on
our pension statement.” One person said to us, “You
need to be Einstein to be able to understand these
things.” Another, reflecting on the complexity,
believing that was deliberate obfuscation on the part
of their provider, said, “The public is just there to be
fleeced.” It is important, if we are to re-instil trust and
confidence in pensions, that people are very clear
about how much they are being charged, and that it is
described in a language that makes sense to them.
That is why we have, together with colleagues
elsewhere in the industry, suggested that what we need
is a very clear code of practice so that there is a
common language in terms of how we describe
pension charges to individuals. At the moment there
are different rules for different types of pension
schemes. That does not seem to make very much
sense. The different regulators have different rules;
that does not seem to make sense. That is just
confusing to individuals. What we want to do is to
try to develop an industry-wide code of practice that
ensures individuals can see how much they are being
charged. That will also help employers, who will be
choosing pensions for the first time, see how much
their staff will be charged. In the public interest, it
will help politicians, regulators and others monitor the
level of costs and charges. This work at the very early
stages, but I very much hope it is something we can
develop. Steve Webb supports it, and I hope this
Committee can too.

Q123 Chair: Who should be doing that work in
building the code of practice? Do you think that is
something for Government to do, or is it something
for industry to do?
Joanne Segars: It is something for industry to do
together with consumer groups, employer groups, and
trade unions so that they collectively own and develop
this code of practice. That is a much more productive
way of doing things than the sort of regulatory
approach. Frankly, the regulatory approach we have at
the moment is hugely confusing. If the industry can
develop something together with those consumer and
stakeholder groups, that will be the way forward.
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Otto Thoresen: The test will be the extent to which
we can begin to come up with something useful
reasonably quickly.
Chair: That was my next question.
Otto Thoresen: I think that is the point. Just a few
comments from me: I have been in the industry for
over 30 years. I was CEO at one of the UK life and
pension businesses before I came into this job. The
industry has had complexity in its product design and
charging through most of those 30 years, but it has
now moved to something that gives us an opportunity
to do something more useful, more useable, in terms
of being clearer about charges and engaging better
with consumers and employers. A number of things
mitigate against moving quickly on that if you try to
do it through the regulatory space, because essentially
if you offer product solutions through insurance
companies, you have FSA1 regulation; if you are
offering them with trusts, it is The Pensions Regulator
(TPR) that regulates you. Although there are
similarities between the regulatory systems, there are
also quite large differences.
One of the ideas that came out early from this group
that Joanne has put together was finding something
that we could use to explain to employers how
different systems work, and so translate the still quite
complex world of percentages and fees into something
that was comparable. It is also important to point out
that the typical pension charging system—we take
NEST2 as an example of a new model charging
system—effectively has within it cross-subsidy
between people who are just entering the system and
people who have been in the system a long time. Take
the charges that will be levied on an individual. Say
it is 20 years from now and NEST has been running
for 20 years; if you are in the scheme for your first
year, the cash value of the charges that you are paying
will be quite different from somebody at that point
who has been in the scheme for 20 years. The service
that you will be getting from NEST or any pension
provider would be quite similar. Some issues will arise
as we try to explain these things more clearly, but at
an employer level, we could certainly get to
something quite quickly that would help them make
sense of what is still quite a complex area.
Jonathan Lipkin: Could I just add a couple of points?
I agree generally with what has been said. You
mentioned the question of hidden charges in your
opening comments, and it is important, just as an
opening remark, to say that, certainly with respect to
the investment funds that are at the heart of the
products that our members offer, there are no hidden
charges. Everything has to be disclosed—it has to be
disclosed by law. There is a distinction—and I would
be happy to go into it in more detail with the
Committee in due course—between the headline
charges that are levied for the services that managers
provide and the costs of investing. Either in terms of
the charges or in terms of the underlying costs,
everything is disclosed, but it is disclosed in
different ways.
My second point is that the collective work we as an
industry have to do, together with Government and
1 Financial Services Authority
2 National Employment Savings Trust

regulators, is work out how we can move to a place
where consumers are given the information that they
need better to understand what is being undertaken on
their behalf. Thirdly, on consumer capability,
information that is not based on such capability is
information without value. That is not me speaking—
a leading consumer representative for the UK made
that remark at a conference in Europe a couple of
weeks ago. What we have to do collectively is work
out what consumers should know, what can help them
to make informed decisions—and help employers who
are making informed decisions on behalf of those
consumers—but also consider how the capability can
be developed so that people can make sense of the
figures that are provided to them.

Q124 Chair: Is it possible to simplify it in such a
way that Joe Public can understand?
Otto Thoresen: We have to believe that it is, because
if we cannot remove the barrier in terms of not
understanding the charges, so that people have
confidence again in the system, ultimately the ability
of auto-enrolment to achieve the objectives that we all
are working really hard to achieve will be constrained.
People have to know what it is that they are getting
for what they are putting in.
In terms of the move to a simpler charging system, if
you compare what we are doing with what the
industry was doing 15 or 20 years ago, there has been
a significant simplification and there has also been a
reduction in the levels of charges, but it is still the fact
that something like a 0.3% annual management charge
(AMC) is still difficult for people to understand. They
do not understand what it is a charge on or how big it
will become. One of my concerns is that, when we
begin to explain more clearly how the charges build
up, people may initially be put off by the prospect of
what the level of charges could be, even at a 0.3%
annual management charge, because it is difficult to
get your head round that. However, we have to try.
Joanne Segars: I very much agree, and I really do
not think that this should be an insurmountable
problem. The other thing is we have to have a
common language. We have been looking at the way
in which different providers and different pension
schemes describe what they are doing. Some of them
talk about bid-offer spreads, some talk about
reductions in yields, some give percentage AMC and
some talk about basis points. We are not even talking
the same language for the same thing. I very much
agree with Otto that we really need to try to do this. I
believe that it is within our grasp, and we have to do
it. If we do not, then we are never going to help
restore confidence in pensions.
Jonathan Lipkin: Just to add one further comment, it
is important to emphasise that this issue is bigger than
charges. The communication with consumers is about
the value for money of their pension and, for most
people, that will mean being automatically enrolled
into a scheme that they have not chosen and being
automatically put into an investment strategy that they
may not have actively chosen; in other words, the
default. The critical point with respect to default
arrangements in DC is to be able to communicate to
people what it is you are trying to achieve on their
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behalf. Indeed, the starting point needs to be: what is
the objective for this pension-scheme member and
how am I going to deliver that in the most effective
way, including the most cost-effective way? It is about
charges but it is also about this broader piece of how
you tell people what it is you are trying to do for them
over a 30 to 40-year saving period.

Q125 Chair: Isn’t it the case that, whatever happens
with charges, the people who will end up making the
profit will be the industry itself, and the people who
will be worse off will be the poor pensioners?
Jonathan Lipkin: In a competitive market
environment, what should happen is that there should
be a balance between the interests of commercial
providers, whatever their position in the market, from
investment managers through to pension distributors,
and the interests of members. In the longer term, if
you are unable to deliver effectively for consumers,
you may well not be in business. It is something that
is true across the piece in terms of commercial
activity. We have to get to a place where the
governance process improves, which includes charges
but also, critically, includes the design of defined
contribution schemes. We have already seen initiatives
taken across the piece, for example the Investment
Governance Group DC principles, to try to raise
standards of governance. I think the work that the
NAPF has started, which we look forward to playing
a part in, can provide a very concrete further piece to
ensure that the governance framework does deliver in
the very best interests of members, and we believe
that it can be done.
Otto Thoresen: If you look back, the last big
dislocation, if you want to describe it as that, in the
way charging worked in the pension system was when
stakeholder pensions were brought in, and the market
response to stakeholder pensions was to radically
simplify charging structures. Many of the extra
charges that had existed in the previous market were
removed, and there was then a focus on a simpler
charging system that allowed competitive pressure to
work more strongly. The equivalent for me in the
current regime is the existence of NEST, which is
setting standards that will force the market to
normalise at a level that I think we should be able to
demonstrate is good value for money for the services
provided. That, in the end, should be one of the tests.
Chair: We have some questions on NEST and how it
will operate in just a minute, but Harriett wanted to
come in briefly, and then Glenda.

Q126 Harriett Baldwin: Just briefly, investment
management charges are one of the factors that may
reduce returns in pension funds, but transaction costs
will be another. I was just wondering if any of your
organisations had done any work on the proposal that
is coming out of the EU at the moment to implement
a small tax on financial transactions. Have you made
any estimate of what the costs might be for pensioners
if that were to happen?
Joanne Segars: It is an issue that we are looking at
currently. We were very pleased to hear George
Osborne say yesterday that he is going to oppose that
the proposed Transactions Tax, and oppose it very

strongly, and to hear him say that this is a tax on
pensioners. We very much echo those views.

Q127 Harriett Baldwin: Can anyone quantify it
though?
Joanne Segars: We are going through the process of
trying to do that at the moment, and we would be very
happy to share the results with the Committee once
we have done that work.
Jonathan Lipkin: We are also doing an internal
exercise in terms of costing this, and likewise we
would be happy to share our finding with the
Committee.

Q128 Harriett Baldwin: Do you agree with the
assertion that it would be a cost on pensions rather
than a cost on banks?
Jonathan Lipkin: Yes, because it is aimed at all asset
classes and at all actors across the financial system.
In the way that it is currently drafted, it would have
multiplier effects across the system. But the broad
point is that this is not a tax on institutions; this is a
tax, ultimately, on millions of pension savers, not just
in the UK but increasingly across Europe, who will
be relying on a mixture of state and funded provision
for their retirement.

Q129 Glenda Jackson: To go back to the initial
point about the overarching incomprehensibility of
most pensions as far as the contributor to the pension
is concerned, and the variations in regulation, both of
which are essentially proof of the failure by the
pension industry to get its act together, what I want to
know is what auto-enrolment is bringing to the table
that is going to make the pensions industry get its act
together. It has failed in the past; what is the driver
now?
Otto Thoresen: I would say that the industry has been
getting its act together. As I have already said, we, as
an industry, had a real tendency to go for complexity
and apparent choice for the consumer, but actually it
was very hard to see where choice was and to get
through the complexity to exercise that choice. We
have moved now to a system where the products and
services—whether it is the way that the information is
provided, products are structured or the level at which
charges are made—have come a long way, but what
is still clear is that there is too much material in the
communication that does not help the communication.
If you take the FSA regulatory system, the amount of
disclosure material that we send to people is very
thick in terms of the number of pages and very
difficult to penetrate. As an industry, our ability to
communicate well with customers after they join us
seems to be much poorer than perhaps at the point
when they do join us. The regular communication we
have with customers, again, historically, has not been
strong enough, and the way we explain to them how
their funds have grown and what charges we have
taken from them has not been strong enough. There
has, however, been significant progress and there is
more coming through.
In terms of what auto-enrolment brings, we have to
give credit to what NEST has set out to do, because
it has set out to use the opportunity of, if you like,
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soft compulsion in the process to redesign the way
they engage with and talk with their customers. In
terms of the language that is used and the simplicity
in the way facts are presented, in all aspects of what
they are doing, Tim Jones3 and the team are seeking
to design in simplicity and access for the consumer,
and the industry is now responding too. The best
practice in the industry, I think, is at the same level.
Is that best practice wide enough in the industry? Not
yet. What we will see over the next two to three years
is that best practice becoming more the normal
practice, and that has to be the belief if we are going
to engage with people and they are going to save for
retirement. Ultimately, that is the objective of this, and
we are all working to try to achieve that objective.

Q130 Glenda Jackson: With respect, the opening
piece of evidence, which was very graphic, was that
you do not even speak the same language. One of the
pieces of evidence that is constantly being presented
to us, which we all know from our own constituencies,
is that people are deeply distrustful of the pensions
industry, because of the failures of that industry, so I
ask again: what is auto-enrolment bringing to the table
that is making the pensions industry decide—if you
do not like “to clean up its act”—that it will provide
an infinitely better service to the people who are
paying their contributions?
Otto Thoresen: I will make one more comment to see
whether I can respond well to the question. I do not
think it is auto-enrolment that is changing the attitude
of the industry. Having been in the industry for many
years, I believe that the industry is now absolutely
clear that it is its relationship with its customer that is
going to drive its success or its failure. It is clear on
that. There is a history of systems, communication
materials and ways that we have done things in the
past, which, because of the technology and other
things, takes time to change, but I have no doubt about
the change in attitude.
Some of the aspects of what the FSA have done over
the last few years have helped us. The Treating
Customers Fairly concept has had a mixed set of
reviews in terms of its effectiveness, but I have seen
it change the way people in boardrooms think about
the way their companies are operating and the way
they are engaging with their customers. More and
more of them are taking the responsibility for doing
that well. That, for me, is what will drive change that
will be visible to you in the years to come in terms of
the way the industry is performing. I genuinely
believe that.
Jonathan Lipkin: Could I just add another aspect to
this from an investment management perspective?
Auto-enrolment is clearly concentrating minds, but
there is something bigger happening that is
concentrating minds significantly on how to deliver in
defined contribution pensions: the huge shift that we
are seeing from what was the prevailing model of UK
provision, which was defined benefit, both in the
private sector and the public sector, towards defined
contribution. Defined benefit for the end consumer
was about a promise from an employer. In terms of
the provider, the prevailing relationship in terms of
3 Chief Executive of NEST

the millions of beneficiaries of private sector pension
provision, as provided through the workplace in this
country, meant the provider was hidden away. There
was a promise that was part of the employment
covenant and part of defined benefit.
Defined contribution, and the trend globally towards
money purchase or DC schemes, changes that
relationship between consumer and provider. What we
are seeing—and Otto has already referred to this—is
that this is not just about auto-enrolment changing the
thinking within the industry; the industry, for the last
few years—and certainly my part of the industry in
terms of investment managers thinking about defined
contribution pensions—has been confronting a very
different pensions environment, and we are at the
beginning of a process of adjustment that we
genuinely believe will result in very good outcomes
for consumers. This is a far bigger shift, of which
auto-enrolment is, of course, a very significant part.
Chair: I am going to move on because Brandon has
some more questions on this, so you may be able to
say what you wanted to say in some of your answers
to him.

Q131 Brandon Lewis: Going back to the initial main
theme of charges and transparency, in effect, one of
the problems at the moment is we have people who
have high-end pensions and who have advisers who
read through stuff and tell them what the costs are.
NEST does offer an opportunity, but, because of the
structure of the auto-enrolment, we are still going to
have a huge number of people who are not captured
by auto-enrolment—either because of their salary or
the way they work—who we really should want to be
getting into pension schemes. There is some evidence
that shows that, for them, it is not so much about
whether they can afford £1, £2 or more a week to go
into a pension, but they do not trust pensions. There
is this real issue around trust, and charges seem to be
quite a large part of that. They do not understand it,
let alone whether they trust it or not.
Do you think the current work that is being done on
the code of practice will lead to a stage where there
is a very simple, easy-to-understand line that says
“cost of charges”? It has always been put under
different headings, which may well have been created
to get round the regulations and problems the
Government presented in the past. But can we just
simplify this as: the management cost is X amount of
pounds? Do you think the industry will achieve that
and, if so, why has the industry not already done that,
because banks have managed to do it in a relatively
straightforward way?
Joanne Segars: That is a very good question. One of
the issues that came up at our summit meeting on
Monday was that pensions are way behind the curve,
so what we are trying to do now is to move pretty
rapidly up that curve. Ensuring that we can disclose
to scheme members or customers what they are being
charged for their pension will be a big step forward,
but it is only part of the solution to ensuring that there
is better trust in pensions. We run a pensions
confidence index a couple of times a year, and that
confidence index at the moment is minus 6%.
Confidence is as low as it has ever been in pensions.
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Transparency in costs and charges is part of the
solution, but I do not think it is the only thing we need
to look at.
To go back to Ms Jackson’s comment, part of the
opportunity we have with auto-enrolment is to start to
rethink the way in which we offer defined contribution
schemes so that there is good governance—there is
somebody within the scheme operating on the
members’ side, working for the member. While
individuals do not trust commercial pension providers
and they do not trust Government, frankly, either—it
has a worse reputation even than the commercial
pension providers—they do trust their employer. What
we need to do is to try to ensure that we are bringing
employers into the piece and freeing them up to be
able to say more to their employees than they
currently can. Employers feel tremendously
constrained about what they can and cannot say on
pensions, so we need some thought on that and on
perhaps creating some safe harbours in terms of what
employers can and cannot say.
We also need to create the right type of DC pension
scheme. At the moment, we have something like
54,000 separate DC schemes in this country, often
operating for tiny employers. If we can start to
consolidate them and put some really big DC schemes
into operation, with some really good governance,
operating on the same model as NEST we can start to
re-instil trust in the system. Costs and charges are part
of it, but I do not think they are the only part of it.

Q132 Brandon Lewis: Just before we move on, can
I ask a question based on what you were just saying?
I should declare I have an interest: I still have an
interest in a private business that has a pension
scheme. You just commented on freeing up and
creating a safe harbour—I think that was the phrase
you used—for employers to be able to talk more,
because there is a concern for employers at the
moment that they should say as little as possible, or
nothing, and leave it all to the advisers they appoint
in order to avoid contravening regulations that are put
down. Is this an area where you think Government
can help by stripping away some of the regulations
that have been imposed over the last few years?
Joanne Segars: It is an area that Government and the
regulators can look at in tandem. The regulators all
say, “There is an awful lot of perception that
employers cannot say things but they can say more
than they think they can,” yet there is a very real
problem. Whether it is guidance from Government or
from the regulators—and we are talking regulators,
plural, here, which is not particularly helpful—there
is more that could be done to help employers to
communicate with their employees. Many employers
are running very good schemes yet they are really
worried about saying, “I have a good scheme—join
it.”
One of the things that would also help is the move to
the single-tier state pension because, if we have that
and people know it pays to save, the employer can
say, “Join my scheme—it is a good scheme. If you do
not join it, you are throwing away free money.”

Q133 Brandon Lewis: From that, would you
therefore say one of the biggest beneficial moves the
Government can make would be to change the
structure so that there is one clear, obvious, known
regulator rather than plural?
Joanne Segars: We have argued there should be a
single regulator for pensions and that should be The
Pensions Regulator, but it is clearly a very complex
issue because of the prudential side aspects by
regulation, which Otto and Jonathan’s members are
concerned with.
Otto Thoresen: We talked earlier this week across
various parts of the industry specifically to try to get
early movement on the charges piece, but there was a
broader discussion about the other barriers or hurdles
that we have to overcome. That discussion needs to
continue, because to move from the system we have
now to a common system would be a big challenge.
Joanne Segars: It is a very big push.
Otto Thoresen: There are also the European impacts.
For me, this is one of the aspects, but there are others
too, which we may come on to talk about later, about
how, if you like, the plumbing of the pension system
works, which we need to look at making simpler and
easier for people to make sense of. Whether it is how
you deal with the issues at retirement or how you deal
with small pots along the time that you have before
retirement, all of these things need to be looked at if
we are going to make a system that can work
effectively for people.

Q134 Brandon Lewis: I am very conscious of time
and needing to move on, so I am going to just ask two
questions in one of all three of you to finish my
section. From the NAPF’s point of view in putting
together a code of practice, what sort of timescale is
there at the moment? If that is agreed, do you believe
that the entire industry will take part in that? If not,
in order to restore confidence to allow all potential
clients, if you like, to be confident that they are getting
a fair deal—regardless of how simple this line may
end up being that says, “This is what your pension is
costing you”—should the Government give that
confidence by putting a cap on to say, “This is the
most it could cost you,” so at least there is some
confidence there? To avoid that, do you think the
industry will come together and reach an agreement
and, if so, in what timescale?
Joanne Segars: I think they will, for that very reason.
We know we have to get our own house in order;
otherwise, Government and the regulators will do it
for us. We recognise that and we recognise the need
to move quickly. It is a first step towards producing
something quickly that works for employers, who are
going to be faced with choosing a DC pension for
their peers. There is a commitment to move forward
on a pretty sharp timetable.
Jonathan Lipkin: I would echo that commitment. I
would also just make a brief point on the concept of
the single charge, because in terms of point of
disclosure requirements at the moment for personal
pension sales, for example, there is a single charge.
One of the problems is it is not entirely clear what
that means to consumers. I would broaden the
question that we consider to say: Is it not that people
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need to know what they are paying for the investment,
for the administration and for the advice, where there
is advice?”—indeed, the RDR4 is moving in this
direction already—so that we can best address the
question of whether it is a single number or a
breakdown of exactly what the value proposition is.
Just as a second comment, there is also a European
dimension to this now in that EIOPA is proposing
adapting the Key Investor Information Document that
is currently required of investment funds for use in
occupational pension schemes. It is part of the
IORP5 review—a complex and difficult review, as I
am sure you are aware—but it also means that the
timescale will partly be determined by what is
happening at the European level too.

Q135 Brandon Lewis: I know I said that was my
final question, but you just said something I just want
to pick up on, Mr Lipkin, in particular. I appreciate
and understand your point about the different items
that make up the cost of the pension, but surely the
whole point of getting it to a stage where everybody
can understand it, not just the financial advisers, is,
even if that breakdown is there, ultimately a bottom
line that says to the low-earner or somebody who does
not have the time or the background from which to
understand what all these different things make up,
because the phrases used are exactly what people do
not understand, “This is the cost of your pension”?
Joanne Segars: Absolutely.
Otto Thoresen: I would go along with Joanne’s
commitment. I think, at an employer level, we can
move quite quickly. Whatever we do is going to be
additional to what is already going on, because to get
to a point where you are replacing something is going
to take a lot longer to work through in terms of the
regulatory impact of that. We could get to something
additional quite quickly, which would be some kind
of schedule or table that the employer could use to get
a sense of comparability between schemes, and cash
costs. That would help the employee and the
member understand.
To move to a point where everybody got a
personalised piece of disclosure material instead of all
the stuff that exists at the moment could take a bit
longer. That is my concern, because the impact of
taking stuff away and putting something in always
takes longer to consult on and to implement. That is
why I would like to see a quick fix in terms of
something we can offer that improves the situation
quickly, as a sign of intent and where we are trying to
take this.
Jonathan Lipkin: Just to clarify, I am absolutely not
arguing against the concept of a single bottom line; I
am just suggesting that, if it is determined that
consumers would find it helpful, going back to the
point about capability and understanding, to be able
to see the different components, then it is something
that should be explored as part of that overall single
piece.
Chair: Because we have now touched on the
communications, we will move to Andrew’s section
4 Retail Distribution Review
5 Directive on Institutions for Occupational Retirement

Provision

of questions on that, and then we will ask questions
specifically on NEST.

Q136 Andrew Bingham: I know colleagues want to
ask you about NEST, but Joanne, you mentioned the
fact that people trust their employers. I think you are
right, and that is a bond of trust that we do not want
to break. First of all, what information should be
available to employers, because their employees will
come to them? Secondly, the TUC suggests that
certain financial advisers may not be offering
impartial advice to employers because they work on
things like commission and other things. Is there a
risk that the employers could go to the wrong party
and give their employees the wrong advice, the knock-
on effect of which may be that it destroys the trust
that you mentioned earlier?
Joanne Segars: We need to think very carefully about
what it is that employers are going to be receiving and
also giving out to their staff. Many employers will be
small employers who are not pension-savvy
themselves, and they will not be much more pension
literate than the staff who they are trying to auto-enrol.
We do have to make sure that, as we think about how
we communicate to individuals, we think about how
we communicate to employers. The Pensions
Regulator has started this process—they have
produced a “good guide for employers”—but we have
to be much more proactive on this. Frankly, we would
like to see more coming forward from the
Government and from the Pensions Regulator on this
issue, again written in a language that an employer
new to pensions will understand. As I said earlier,
there is more that we can do to free up employers who
want to say more.
As far as commissions are concerned, the RDR bans
commissions and incentives from 2012, and Otto and
Jonathan are much more expert in this area than I am.
There are limits in the Act already about employer
inducements, so I think, hopefully, some of those
regulations will help protect the position of
employees, but it is something we have to watch very
carefully indeed. The key issue has to be ensuring that
employers are ready for auto-enrolment. We know the
timetable has been pushed back, but still there will be
many employers who will be looking to auto-enrol
and starting to prepare for auto-enrolment over the
next 12 to 18 months, or six months even. We do want
to see more coming forward from Government and
the Regulator about support for employers. At the
moment, we have pretty scant details.

Q137 Andrew Bingham: I know a lot of IFAs6 are
particularly concerned about the RDR and that it will
reduce the number of IFAs because of the way it
works. The employer has taken whatever advice and
offered whatever pension scheme; is there a way that
the employees then can feel more of an ownership of
that scheme or is it something that the employer has
just foisted upon them—taking it on to the next stage,
if you like? We need employees to not only
understand it, going back to what Brandon said about
the demystification of it, but to feel a bit of ownership
6 Independent Financial Advisers
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of it. Some of the NEST material that is on offer
online is very good.
Joanne Segars: NEST provides a very good model of
what we want to see. We want to see providers—
whether they are traditional providers or some of the
new providers coming into the market—providing. To
go back to the question of what auto-enrolment brings,
it does bring a new way of thinking about how we do
DC and some of the services that we need to start to
offer to individuals and employers who will be new
to pensions. There are some good models there, to
answer your question.
Otto Thoresen: If I could just come back to the
potential for bias or incentives to drive bad behaviour
or bad outcomes, undoubtedly the RDR, but also
existing regulation from the FSA, goes a long way to
ensuring that it is a well-regulated advisory system. It
is not just about commission; it is about fees as well.
That still has the potential for people to make
decisions for their own reasons. For me, the important
thing is a combination of this simple way of the
employer engaging with what it is the scheme does,
how it is charged for and whether or not it is value
for money, and the media being able to make those
comparisons too, so that you can have well-informed
stuff being written in the papers about what a good
scheme looks like, and you can look at what you have
and see whether it looks like a good scheme. In the
end, that is the test that should give people confidence
that what they have is up to the standard that you
would expect to see. At the moment, that is not very
easy to get, because the way the media engage with
the subject is constrained by some of the complexity
that still exists within the system.
For me, that is another big step we could make:
making it easier for the media to write about this
subject in an informed way but in a way that people
can engage with it and say, “I understand that. I have
one of those. What I am paying is X and that is Y,
and I can see how that works for me.” That is part of
the answer too.

Q138 Andrew Bingham: You are right, because if
you look in one of the Sunday papers, they always
have the best buys on savings and mortgages. We
could get a similar comparator with pensions.
Otto Thoresen: In response to the NAPF work on the
code of practice, we have done some work on some
of the history as well as where we are now, and some
comparisons of the different schemes and
arrangements at different times. For example, year
one, year 10, year 20, what does it look like if you
are on minimum earnings or on median earnings?
What does it look like if you stop paying after five
years? How do the charges work and what does that
do to your pot? That is the beginning of trying to open
the subject up in a way that people can engage with
and say, “Now I can understand how this works, and
I understand where I fit in this system.”
Chair: I said we had questions on NEST, and now we
are on to them, so, Sheila?

Q139 Sheila Gilmore: Thank you, Chair. As
everybody knows, the Government has placed
restrictions on the operations of NEST. Whose

interests are these restrictions protecting? Perhaps in
the interests of time, I will just follow that up with
another question as to what your view would be about
whether the restrictions should be removed after 2017
or do you have any view that they should be
removed sooner?
Joanne Segars: Part of the problem is we do not
know when this review will take place now. The start
date for auto-enrolment, we know now, will be 2012,
but the finish date now will not be until 2018–19,
following the delay to auto-enrolment for small firms
that was announced on Monday. It would seem rather
odd—to us at least—to understake a review in 2017
before everybody is through that auto-enrolment
process.
Where we came from, when we were creating the
consensus around NEST and auto-enrolment, was to
ensure that we can introduce this big new way of
doing pensions in a way that did not upset existing
pension provision. What we did not want to see was
employers levelling down in contributions or shifting
into NEST. Frankly, that would not be in the interests
of scheme members who are in schemes with,
generally speaking, higher contributions. That was
why, as a body of stakeholders—and this is part of
what remains a very fragile consensus, to my mind—
those restrictions were put in place, both on the
amount that can go into NEST and on the transfers in
and out.
Ultimately, yes, there might be a case for easing the
ban on transfers sooner, and a lot of that will now
depend on the detail Government comes forward with
in terms of the delay to auto-enrolment, and it has to
come forward with that detail sooner rather than later.

Q140 Sheila Gilmore: Just before I go on to my
other questions, you are suggesting then that the
ultimate interests of a lot of people who are already
in pensions schemes were protected by this restriction,
not just the viability of other providers.
Joanne Segars: My members are companies
providing pension schemes to their members, so they
do not have a commercial provider interest. They do
not have a profit motive for pensions, as it were, but
they are interested in good pension provision. What
they did not want to see was employers levelling
down and going from contributions that have 11% or
12% going into them to something that had much
poorer contributions. It is about protecting and helping
to insulate existing pension provision.
Otto Thoresen: On the question of whenever the
review takes place, the Making Auto-enrolment Work
group is suggesting that the constraints should fall
away.
Joanne Segars: I think everybody accepts that.
Otto Thoresen: That is essentially where we all are.

Q141 Sheila Gilmore: Do you think there is a case
for not waiting until the end of the process or it being
brought forward?
Otto Thoresen: My general comment is that, given
there are so many issues within the process that we
still have to make work well if it is going to be
successful, the less we change things over the next
few years, the better. We have a direction of travel



cobber Pack: U PL: COE1 [O] Processed: [12-03-2012 13:08] Job: 014906 Unit: PG03
Source: /MILES/PKU/INPUT/014906/014906_o003_db_COMPLETE corrected transcript 30-11.xml

Work and Pensions Committee: Evidence Ev 37

30 November 2011 Otto Thoresen, Jonathan Lipkin and Joanne Segars OBE

and we should continue on it. The review point is a
good point to make that decision, and it looks like
there is a consensus on what that decision should be.
Jonathan Lipkin: Can I just come back to your initial
question about whose interests this is in? There is
often an implication that this is basically in the private
sector’s interests. NEST was an unprecedented
intervention in the private savings market, but
nonetheless an intervention that many stakeholders,
including the IMA (Investment Management
Association), strongly supported. Its impact, as the
Johnson review acknowledged, is highly uncertain.
The interests it is protecting are broadly everybody’s.
From the Government perspective, it was certainly not
in the Government’s interest to set up a scheme that
could potentially become a dominant or near-
monopoly provider in the private savings market. If
you look at it in terms of UK or European competition
issues, the Government would not want to be on the
hook for that kind of intervention. From a consumer
perspective, Joanne has already alluded to existing
pension scheme members, but also in terms of future
scheme members, I do not think that anyone would
disagree that it is important to have a degree of
competition and choice in the marketplace. Secondly,
then, it protects choice, and consumer choice in
particular.
Finally, yes, it does allow the flourishing of private
sector pensions provision and, therefore, plural
pensions provision in this country. Were we to move
ahead now to commit to remove those restrictions,
given the uncertainty about take-up of NEST and how
the market is going to evolve, those risks will be in
place for all of those actors, and it makes sense, given
this uncertainty, to wait until the review. The review,
as Joanne said, might not take place now until after
2017, but it is very difficult to argue that you should
decide to do something before fully assessing the
impact of such a dramatic policy shift.

Q142 Glenda Jackson: Upon whom? Simply those
people who are already in pension schemes?
Joanne Segars: Amongst others, yes.

Q143 Glenda Jackson: Why and how?

Q144 Chair: Yes, I am not clear. Joanne, you said
you did not want to see any dumbing-down, but those
decisions and that discussion were in a landscape
where it was likely that NEST was going to be
effectively the default scheme and there were not
going to be many other players. In the next session,
we will be hearing that is not the case anymore and
that there are other providers who are coming into this
market, but they do not face the same restrictions.
How can that be competitive when, in fact, they have
already nobbled NEST before they have even got to
the starting line?
Otto Thoresen: A couple of comments from me: the
point that has already been made about the basis on
which NEST was set up, the Government funding,
effectively, to create it and the importance of that not
creating a distortion in the market, is a point worth
making. Another is the stability of the market, if I put
it that way, which is really the point Joanne was

making but from a different perspective, and the
stability of existing pension arrangements and pension
providers in continuing to deliver solutions to people.
There is an issue there about focus on the target
market too, where the whole concept here was to
bring pension solutions to a part of the market that
had not been served before. The combination of those
three created a rationale that still looks sensible.
The view about how that should be looked at in the
review has also been discussed through the body that
looked at this. I know that Adrian Boulding, who is
in the next group of witnesses, was involved in that,
and the view is that there is the opportunity there for
these constraints to fall away.
Joanne Segars: As I said earlier, I do not think
anyone who I have come across would argue against
those restrictions being removed.

Q145 Chair: What has become crucial this week as
a result of the announcement on Monday is the
timescale for removing those restrictions. People were
saying before Monday that 2017 is a reasonable time
to wait to see it all bedded in, but now they are talking
about 2019 before a review and, therefore, a potential
removal of the restrictions. It is getting further and
further away and it is making it more and more
difficult, particularly in terms of volumes, for NEST
or, indeed, for the other providers to be able to
quantify exactly how many are going to come in and
at what stage.
Joanne Segars: Yes, and the Government have to
come forward and they have to say exactly what the
impact will be on NEST and their business model. It
would be helpful if they were to say what the benefit
is to Treasury of this delay and exactly what their
proposals are in terms of auto-enrolling and phasing
the staging dates, and what their intentions are with
regard to this review. The Government have to be very
clear about that and they have to be very clear very
quickly, because, frankly, my members, who are
involved in trying to prepare for auto-enrolment, are
sceptical that this reform will ever get completed.
There is a huge amount of uncertainty this has thrown
up in the employer and pension scheme provider
community.
Chair: I know I interrupted some of my colleagues,
so Sheila.

Q146 Sheila Gilmore: Otto, have you already carried
out any impact assessment on pension providers of the
lifting of these restrictions—maybe yourselves as
providers?
Otto Thoresen: I am not aware of work that has been
done by the ABI, although it may well have been. I
can check whether we have anything and forward that
on to you. What I sense from within the membership
of the ABI is that there are a number of very large
organisations that are very positively engaged around
the whole pension reform and auto-enrolment agenda,
providing good solutions for their customers and
trying to improve those solutions. They are very
confident about their ability to compete well in the
market, and many are in partnership with NEST.
Already, in fact, one of our members is in partnership
with NEST for NEST’s own employees to provide
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solutions. While there may be some work—and I will
check and make sure it is made available if there is—
there is a confidence that the industry can compete
and succeed in an open market.
Glenda Jackson: It won’t be open.

Q147 Debbie Abrahams: Can we move on,
specifically looking at one of the restrictions that has
been placed on NEST? That is particularly about the
lack of ability to transfer pension pots into and out of
NEST. What do you think the impact is going to be
on the employees who have these small pension pots?
Joanne Segars: The Government is looking broadly
at this issue of transfers and is about to issue a
consultation document any moment now. We have to
look at the issue of transfers across the piece; it is not
just a question of transfers in and out of NEST but
an issue about how we make transfers easier between
schemes wherever they are. Again, part of the solution
for the NAPF is thinking about how we reduce the
likelihood of transfers by creating a new breed of DC
schemes. If we are in a situation where we already
have 54,000 separate DC schemes, it is very likely
that, when you change job, you are going to have to
think about transferring your pension.
Our view would be, if we had fewer, larger schemes—
and, just as with NEST, if you are a member of NEST
and you change jobs, and that employer is still a
member of NEST, you stay within the scheme—then
the incidence of transfers would be reduced. We have
to think about this issue quite broadly. It is not just
about NEST, but about the structure of DC and the
DC market in the UK as a whole. It is a much broader
question for me.
Otto Thoresen: For me, the issue is that there are a
lot of consumers who already have small pots. One of
the aspects of getting people to engage with saving is
to get the sense that there is a point to it: that the
saving is making a difference to your own financial
independence, and you know that you are beginning
to build up something that will be able to make a
difference to the quality of your life in return. If you
are unable to join that together, whether it is in one
place or at least in a way that you can assess what the
total worth that you have built up is, you are not going
to be able to engage in that way. We are working at
the moment on what we can do as an industry to
accelerate getting to a point where that can happen.
The consultation will be something we will respond
to as well.
If you are in NEST in the future, you will take it with
you and you will continue to contribute if you change
jobs, but the answer for the future is something that
we should be able to respond to more quickly, to be
honest, because clearly we should be able to offer a
service as good as what you would get if you were
in NEST.
Joanne Segars: You raise an important point about
the need to consider ways in which we can help
people consolidate their existing small pots so they
get good value for money for that. As I said, for us as
the NAPF, that is about rethinking the way in which
we do DC in a much more radical way, perhaps along
the lines of the Australian pension system, where there
are fewer, larger DC schemes.

Q148 Debbie Abrahams: Do you think there should
be a limit to the amount that can be transferred—say
about £10,000—between pots?
Otto Thoresen: It is not something, I must admit, I
have given thought to in that way, but I do not see
why there should be. For me, if you look at the
outlook for the next 10 to 20 years of trying to
encourage and engage young people in their 20s and
30s with the concept of beginning to save and giving
up having discretionary income now in order to have
a better quality of life in the future, there are four or
five things out there in the current environment that
make that difficult: people do not have discretionary
money in the first place, there are constraints on
salaries, and investment markets are very volatile and
uncertain. There are so many things over which one
cannot have control that, in the things that you can
have control over in terms of how, as I described it
earlier, the plumbing works, we have to work on every
single one of those to try to make them work better.
Those are the things that we within the industry can
change, and we have to show that we are responsible
and able enough to deal with them.

Q149 Debbie Abrahams: Can we just look at the
impact of some of these restrictions on enrolment by
employees? How do you think these restrictions will
affect their take-up? The success of NEST is
predicated on a high yearly sign-up.
Joanne Segars: It will not be any restrictions on
NEST or the ability to transfer that will affect take-
up; it will be the world economic conditions. We
conducted some research, just at the end of
September/beginning of October, which showed the
likelihood of people opting out was about 25% higher
than it was when DWP did very similar research three
or four years ago. That was purely down to economic
circumstances. 60% of people said to us that they
would stay in; of the 40% who did not, 40% of them
cited inability to afford the contributions. Getting
people to auto-enrol and to stay auto-enrolled will be
much harder in the current economic environment. It
will be that, rather than any particular rules on NEST
or auto-enrolment, that will affect people and their
propensity to join the scheme.

Q150 Debbie Abrahams: You mentioned the
December consultation paper. What would you like to
see in that?
Joanne Segars: I would quite like to see an open line
from Government about how they think about this
across the piece in a very sort of holistic fashion. As
Otto and I have said, this is a much bigger question
than about whether or not you can take your money
in or out of NEST.
Otto Thoresen: I would respond to that more in terms
of the way I would like to see the industry respond to
it. As we were saying earlier, I was thinking about
why certain things have happened and why the
industry has behaved in certain ways. We have had a
tendency, if you go back far enough, to respond to
what we thought the Regulator asked of us and do
what we were being asked to do, rather than thinking
about what it is that is going to make the thing work—
how we are going to make this thing work. That for
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me is what should be driving our response. We have
a lot of creativity and knowledge across the industry;
it is not just in the insurance industry, it is not just in
the NAPF, and it is not just in the IMAs. It is across
all aspects of the industry. We have to try to pool that
together, to get creative, to work with Government, to
make this thing work.
Debbie Abrahams: For the pensioners of the future.
Thank you.

Q151 Chair: The original thinking behind setting up
the personal accounts from Lord Turner’s commission
was that there had been a market failure; that the
market, your industry, was failing to provide pensions
for this particular group. Is it right that as a Committee
we should be a bit suspicious that, lo and behold, now
there is auto-enrolment the industry has come up with
a solution and there is not the market failure that we
thought? It goes back to what you just said yourself:
why did they not think of it sooner?
Otto Thoresen: I understand why you would be
suspicious.
Chair: Can you allay our fears at all?

Examination of Witnesses

Witnesses: Martin Palmer, Head of Corporate Benefits Marketing, Friends Life, Adrian Boulding, Pensions
Strategy Director, Legal & General, Morten Nilsson, Chief Executive, and Nigel Waterson, Advisory Board
Member, NOW: Pensions, gave evidence.

Q153 Chair: Hello. Thank you very much. Could I
just begin as we did last time and ask you to introduce
yourselves for the record?
Adrian Boulding: My name is Adrian Boulding. I am
the Pensions Strategy Director of Legal & General,
and a non-Executive Director of Pension Quality
Mark.
Morten Nilsson: I am Morten Nilsson, and I am the
Chief Executive of NOW: Pensions.
Nigel Waterson: I am Nigel Waterson. I am the
Chairman of the Trustee Board of NOW: Pensions
and, by a strange reversal of roles, a former member
of this Committee.
Chair: We used to sit together.
Martin Palmer: I am Martin Palmer. I am Head of
Corporate Benefits Marketing, at Friends Life.

Q154 Chair: Thanks very much again for coming
along. You have just heard the last session where we
were taking about costs, transparency and charges.
Perhaps if I could ask this question of NOW:
Pensions, because I understand that you believe the
costs of pensions and administration of pensions in
the UK are ridiculously high and that you can do it
for a lot lower. Why are you able to offer much better
value that it appears the industry in the UK can offer?
Morten Nilsson: We see the UK market as overly
complex. The complexity and a lot of the innovation
has been driven not by member or employer needs but
the industry itself. That complexity costs money. If we
look at all the choices a member has to make, it is
actually only 1% or 2% who are making any of those
choices, but the choices cost money. The choices
complicate the processes, make them inefficient, make

Otto Thoresen: For me, measure us by what we do.
That is why I would like to get something quickly
coming out of the NAPF initiative. If we can start to
demonstrate delivery, that is what is going to make an
impression. It is going take a while.

Q152 Glenda Jackson: Why is it going to take a
while?
Otto Thoresen: I simply meant that because of the
history, it is going to take a while to persuade you that
we have changed. That was my point.
Glenda Jackson: Oh, I see what you mean.
Otto Thoresen: A different point. We cannot afford it
to take a while, because the problem is very real and
very immediate.
Glenda Jackson: Indeed, and urgent.
Chair: We will maybe get some answers to that in the
next session. They may be sitting in the audience, so
they have heard my questions to you. Thank you very
much for coming along this morning. It is much
appreciated and it will certainly be useful when we
come to write our report in the new year. Thank you
very much.

layers of complexity, and add to the advice you need.
There are a lot of reasons why you are being charged
too much in our view.
Being here for a while and analysing the market, it is
very clear that there is a lack of trust in the market,
as you say, but in our view that lack of trust is also
born from it being impossible to see what you are
paying. Sometimes providers are getting fees that you
would not know as an employer or an employee. In
analysing the market, it has been very hard to get the
benchmarks that we are looking for.

Q155 Chair: What top level of charging would you
envisage if you were to enter in to the market, which
I understand you are keen to do?
Morten Nilsson: The charges we are proposing are
£1.50 per member, per month.
Chair: A flat rate change.
Morten Nilsson: A flat rate charge on the
administration side, and 0.3% on the investment side.
For us it is very clear that we want to have a website
where you log on and you can see your contributions,
your pot, and what you have paid in pounds and pence
on investment and administration charges.

Q156 Chair: The question that Brandon put to the
previous panel was about having a final line saying,
“This is how much it has cost to administer your
pension each month.” Will that line be on anything
you offer?
Morten Nilsson: Yes. You will be able to see that
from the beginning of next year when we launch. For
us, part of that charging structure is also that having a
real fee on the administration side means you are
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paying for what you get. Older members are not
subsidising younger members; members who are
paying in more are not subsidising the other members.
It is clear that you are just paying for what you are
getting. We think that is a more sustainable way of
doing it.

Q157 Chair: Presumably you make your profit on
the Annual Management Charge, because that goes up
as the pension pot grows.
Morten Nilsson: We have to make a viable business,
and it has to be a business that gives a profit. What
we have been trying to achieve is to have a set-up
where you are paying for what you are getting and
there are no conflicts of interest. We have a set-up
where no one in our structure will be able to make
more money from promoting different products. They
can only make money out of promoting what is best
for the members. Creating an alignment between the
investment managers, the members, and the members’
risk tolerance in what we are trying to achieve for
them is quite significant.

Q158 Chair: Moving to Friends Life and Legal &
General: what is your charging going to be? Have you
worked it out or do you still not know?
Martin Palmer: From our perspective, it will vary
very much from scheme to scheme. Charges for our
schemes can vary from 0.3% typically to 1.0%
depending on the quality of the scheme, what type of
services they are requiring, whether advice is being
provided, whether we are providing seminars,
bespoking, etc. The actual services have a big impact
on the charge levels on our schemes.

Q159 Chair: Assuming that most of the people who
are going to be auto-enrolled will be on fairly low
incomes—the cap means that they are unlikely to be
in the higher incomes, although you have freedom to
have that range—why do you need all the extra bits
that we have just heard add to the complexity and
charges?
Martin Palmer: I am not actually sure it does
necessarily add to the complexity. One of the crucial
things when auto-enrolment gets introduced in a year
or so’s time is around engaging the individuals who
we are introducing auto-enrolment for. One of the
things that is going to be fundamentally important to
the success of auto-enrolment is around getting people
really interested in their savings—actually getting
them engaged.
The problem is going to be that on day one they will
get enrolled into a scheme, and unless they get the
right communication, the right seminars, and people
talk to them about the benefits of saving for a pension,
the risk is they will just put the minimum contribution
in and that is where they will remain. From our
perspective, certainly a lot of the employers we work
with are really keen on ensuring that we go out and
provide quality services to their employees so they
appreciate the value of the employer contribution and
also understand the benefits of savings. That is going
to be really important.

Q160 Chair: Is the ordinary person going to be able
to quantify that they are getting all this extra advice,
but it is 15% less in their pension pot when they get
to retirement? That is quite expensive in terms of the
cost for what you are offering. Will they be able to
weigh up, “Okay, I will take 15% less, but I get all
this extra advice, flashy leaflets and brochures, and all
of that”?
Martin Palmer: In that situation they will not
necessarily have that choice, because the employer
will choose the scheme or the provider they want to
use for that particular employer. The key thing from
an employers’ point of view is the value of the
employer contribution is really critical here. If the
employer puts increased contributions in, the
individual will benefit significantly from those
contributions that are being paid in. If we can find a
way of really engaging the employer in that process,
it adds significant value.

Q161 Chair: I am sure Brandon will pick that up.
Can I just go to Legal & General?
Adrian Boulding: We compete on price in the
marketplace, and we are able to do that because we
have invested heavily in technology. If I look at the
pension schemes that we have sold this year, they
have all been sold within a price range of 0.3% at the
bottom to 0.8% at the top. 90% of them have been
sold at 0.5% or less.
One of the particular features of our pitch to the
market is that we charge just a single charge for the
scheme, whereas some providers like NOW want to
charge £1.50 in addition to a fund management
charge. NEST charges a contribution charge of 1.8%
in addition to a fund management charge. Some
insurance companies charge higher fund management
charges when people leave the scheme. We charge a
simple straight fund management charge and it is the
same for all members whether they are in the scheme
or whether they have left, and there is only the one
charge. We find that gives us an edge in the
marketplace.

Q162 Brandon Lewis: Have you found it difficult to
get to that point? We were hearing evidence earlier
that it is quite complicated and there are lots of
different things; you make it sound like it is quite
straightforward to have that simple, clear,
understandable single charge.
Adrian Boulding: No, it is not simple to get to that
point. We have got there by investing heavily in
technology and by winning lots of business to put
through the machine. When you build a technological
machine, you need to get lots and lots of business to
flow through it. That is why you have seen those
providers that have not been terribly successful exiting
the pensions marketplace. This year we have seen Axa
leave the market. We have seen Threadneedle leave
the marketplace and bequeath their schemes to us. We
have seen other companies, like AEGON, reduce their
marketing effort. Even the mighty Prudential no
longer competes for new business in the automatic
enrolment market. This has become a scale game, and
the big providers that have invested serious money in
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technology and done that well are able to deliver the
very low charges and good value to customers.

Q163 Brandon Lewis: Bearing in mind your
comment about scale, and this is to the entire panel
but to you first Mr Boulding as you have commented
on it, do you think that therefore limits the risk of
there being almost too many competitors in the
auto-enrolment market and therefore effectively not
getting the economies of scale? Because of the way it
works, will we end up with a relatively small and
healthy number of competitors?
Adrian Boulding: We are seeing that already. The
market is evolving in a Darwinian sense. The
providers that have not achieved scale are exiting the
market. By and large we are seeing that in an orderly
manner. If you look at Threadneedle, they said, “We
are not big enough; we have not achieved the scale;
we do not want to be in this market anymore,” and
Threadneedle negotiated an agreement with us to
move their schemes to us. Their consumers now
benefit from the economies of scale that we have
achieved and that they had not succeeded in
achieving.
Martin Palmer: I would echo that point. Ever since
the introduction of stakeholder pensions 10 years ago,
charges have been coming down dramatically. We are
getting a lot of pressure from employers to push our
charges down yet further. It is a regular occurrence.
The introduction of NEST and auto-enrolment will
drive that process yet further, but it will be down to
efficiency and economies of scale. I totally agree
with Adrian.
Nigel Waterson: May I add to that? I am convinced
that the combination of NEST and NOW: Pensions,
and perhaps others, will drive up efficiencies and drive
down costs to the ordinary members. It is a matter of
transparency and simplicity. The Danes, the Dutch and
others have proved that, if you can get the scale, you
can really drive down costs and deliver really long-
term reliable returns at very low administrative cost.

Q164 Brandon Lewis: You touched on simplicity, I
noted that you have suggested the Government or The
Pensions Regulator could develop a certification
process to identify schemes with sound governance.
Talking about simplicity, Mr Nilsson you commented
earlier about the costs and regulation, and we heard
earlier about regulation and the costs and the time
involved in the industry in this country. One question
in two parts: one, surely that would simply add to
those costs; and secondly, if we are getting this kind
of change, Darwinian to use the phrase, in that market
anyway, is it necessary? Isn’t the market self-creating
a structure where only strong offers are going to
survive anyway?
Adrian Boulding: The market has already created a
solution to this. There is a certification process, a
benchmarking, kite-marking process called Pension
Quality Mark. It was originally established by NAPF
but has now floated off as an independent body in its
own right. It measures the governance, contribution
levels, charges, and the communications of the
schemes that apply to it for the mark. If they are good
enough, they get awarded the mark.

Already 250,000 people in this country are now
saving in workplace schemes that have been awarded
a pensions quality mark. When Pension Quality Mark
surveyed the companies and employers that have been
awarded that mark, they found significant increases in
the trust that those employees place on their pension
as a result of their employer having had their pension
scheme benchmarked and having won the Pension
Quality Mark award. It answers one of the questions
that your colleagues were asking earlier on about how
we rebuild trust in the pension market. We rebuild it
by working with employers and using initiatives like
the Pension Quality Mark to enable employers to
demonstrate to their staff that they have a good
scheme that has been independently benchmarked and
confirmed as such.
Morten Nilsson: As we have seen, a lot of new
entrants are coming in with a lot of offers of different
kinds. In working in setting up our own trusts, it has
been quite obvious to us that it is easier to create a
governance structure where you, as a provider, can
control everything than it is to create a governance
structure that is set up in the members’ interests. That
is why we think that some of the governance issues
would be solved by a certification process where it is
the regulator certifying the providers; in our view, that
would strengthen trust in the set-up. You could control
some of the governance issues; you could ensure that
it is delivering proper default funds, etc, so there is
some quality in what is being offered. That is where
we have seen there could be potential. If you have
that kind of certification process, you also relieve
employers of some of the liability of choosing a
scheme, so making it easier for the employer to
choose a decent scheme.

Q165 Brandon Lewis: Mr Palmer, you made the
comment just now that, because of the way the market
is moving already, and since it has stabilised, we have
seen these drops in charges anyway. In your opinion
does that mean that the market force itself would
mean that there is no need for the Government to be
interfering and putting a cap on charges, because the
market is driving it that way? With auto-enrolment,
the size of the market, and comparing the competition
opportunities out there, will that happen in a natural
way anyway? Or do you think that the perception of
the Government doing that could, if nothing else,
build public confidence in pensions again?
Martin Palmer: I must admit my personal view on
this is that there should not be a cap per se. The
Government should rely on the industry to drive the
charges down. There is a very strong incentive on
employers to come up with good quality schemes for
their employees and to get charges down to an
acceptable level—actually I think they are at an
acceptable level potentially to drive them down
further. There is a need for providers to disclose
charges in an active way.
In terms of going forward, clearly the DWP have
made it very clear that they will take an active interest
in charge levels. So effectively the market is very
clear on that fact. I believe they should continue to
monitor very actively to make sure those charge levels
are being monitored and are at an appropriate level.
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Q166 Chair: You have just illustrated the complexity
and the difficulty of comparing like with like. Adrian,
you talked about charges still being within a range in
your own company. Only NOW: Pensions have said,
“We have 0.3% and a flat-rate administrative charge.”
You are saying you do not have an administrative
charge, but you have a range between 0.3% and 0.8%.
The difference between 0.3% and 0.8% is a lot more
than what NOW has got as their administrative charge
in terms of their charging. Is that not the difficulty for
employers in comparing schemes? It is really difficult
for them.
Nigel Waterson: Jonathan Lipkin put it rather well in
his evidence a moment ago when he said that of
course everyone has to tell people what the changes
are, but they tell them in different ways, which is
really the point behind all this. We think a
straightforward pounds and pence figure per month,
plus the 0.3%, means there is nowhere to hide—that
is precisely what people have to pay. We worked out
that, if you compare our charges level with a not
untypical charging structure for another scheme, you
could end up 30% less well off in terms of your
ultimate pensions pot over 40 years of saving. It does
make a huge difference.

Q167 Chair: That is our point. That is what we are
trying to grapple with: whether the industry is ready
to perhaps go down your route and be a bit clearer. It
is the same question that Brandon put to the last panel
about having this single line that says, “This is how
much it is costing us to administer, and everything
else, your pension this month or this year.” Are you
two ready to go down that line?
Martin Palmer: It is an interesting concept, because I
have actually said that the industry did move down
that path when stakeholder pensions came in and
effectively there was a single charge, which was the
Annual Management Charge. That is basically what
the industry used to compete on.

Q168 Chair: It was about 1% though; it was still
pretty high.
Martin Palmer: In many case a lot of the schemes
were being written at an AMC of below 0.5%. It did
vary very much depending on the scheme. That is
what the industry used to compete on: one charge,
which was the AMC. We have moved a little bit away
from that so I can consent to the question that we do
need to find a way of trying to be able to compare the
different charging structures.
Adrian Boulding: When we have a single charge, it
is difficult to get any simpler than that.

Q169 Chair: You still have a range, though. You are
still offering a range, and that is the difficulty.
Adrian Boulding: We offer a range scheme by
scheme, and we negotiate that individually with the
employer. The employer that is prepared to do more
of the work gets a lower charge; the employer that is
larger gets a lower charge. That is the way that we
operate in the marketplace. Within a particular
scheme, we have one charge. If that charge is 0.5%
and you have £1,000 invested in the scheme, we will
charge you £5. If you have £10,000 invested, we will

charge you £50 that year. It is difficult to get any
simpler than just one single charge that is written into
the scheme deed that says it is half a percent of
whatever funds you have invested in the scheme this
year.

Q170 Harriett Baldwin: I have questions about the
operation of NEST. I declare that I was an investment
pension fund manager, and I know that this is an
economies-of-scale business. I really wanted to ask
you some questions about those kinds of issues,
starting with Friends Life. You are planning to
working collaboratively with NEST to support
employers and employees. Are you planning to do that
for every potential size of employer? How are you
going to be collaborating with NEST?
Martin Palmer: Very much from our perspective, it
depends on the requirements of the employers.
Basically we found that a lot of the employers that
we are currently working with are obviously having a
decision to make now as to whether they use NEST,
whether they use Friends Life, or alternatively
whether they use a combination of the two for
different populations of their workforce. What we
have found is that, by doing that—having different
populations going to NEST and different populations
going to Friends Life—it makes life quite complicated
from their perspective. They may well have multiple
payrolls; they may well have multiple schemes that
they need to deal with.
What we want to try to do is come up with a solution
that would make it much easier from an employer’s
point of view to work out which individual employees
they need to enrol into the scheme and how much they
needed to contribute for all those members, and then
effectively transfer that information across to NEST,
alongside the information that went along to Friends
Life. In that way it meant that it simplified the process
from an employer point of view, as they did not end
up having to have three or four different systems
taking information and passing them to lots of other
different administrators.

Q171 Harriett Baldwin: So you would end up with
the higher earners and allow the less-profitable
customers to remain in NEST. Is that how it would
work?
Martin Palmer: That would depend on what the
employer wanted to do. I do not know if it would
necessarily be the profitable ones per se. It would be
the ones that may well already be part of the scheme
or maybe the ones that are already engaged, or the
ones that are paying in a certain level of contribution
or, alternatively, those that may be in different
populations of the workforce. It might be that they
decide to put some employees into NEST, and some
employees with their existing provider.

Q172 Harriett Baldwin: Would you do that for any
size of employer? Even those with one or two
employees?
Martin Palmer: It is probably unlikely we would do
it for the smaller employers, because in those
situations we think those employers would probably
just want to use one provider for their whole scheme;
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it would not be worth their while having two different
providers for an employer of, say, three or four
employees. It would just be too complicated. But
certainly for the employers that might have 100 to 200
employees, that would be the kind of thing we would
talk to them about.

Q173 Harriett Baldwin: So the business is attractive
to you if you are able to get your hands on the larger
savers and allow NEST to take on the smaller savers?
We cannot disagree that they are less profitable.
Martin Palmer: Clearly, from our perspective, we
would want to consider employers that are going to
make profitable clients from our perspective.

Q174 Harriett Baldwin: Moving on to Legal &
General. Again, I should declare that I do save with
Legal & General, because of their low charges.
Adrian Boulding: I am delighted. I just hope that we
are administering your plan well.

Q175 Harriett Baldwin: Again, you are expressing
concern in your evidence about the fact that NEST is
also going after the larger employers, who, let’s face
it, are going to be the less costly to serve. You would
prefer it if NEST just focused on the smaller
employers. If NEST is intended to be the safe, low-
cost, simple option, why on earth shouldn’t large
employers be able to use that too?
Adrian Boulding: I hope, of course, that we are safe,
low-cost option as well.

Q176 Harriett Baldwin: But why shouldn’t NEST
be able to compete with you for those larger
customers?
Adrian Boulding: NEST is able to and NEST does
indeed. The big schemes will normally go to tender to
the marketplace—a professionally organised tender by
an employee benefit consultant—and we will quite
often find that we are in the room competing against
NEST. We compete honestly and openly against them.
So far we have had quite a good track record of
achieving that.
What I have put in my evidence was just to draw to
the attention of the Committee the fact that NEST
does not exist solely to service small schemes and
low-paid employees. NEST actually sets its stall in
the market also to go out and to attract big schemes.
It has a sales force doing that, and that is simply a
matter of fact.

Q177 Harriett Baldwin: For your business model at
Legal & General, will you be prepared to take on the
small employer or will you also be just focusing on
the larger, more lucrative, employers?
Adrian Boulding: Within a firm, we have a particular
pitch that is a bit different from Martin’s. We are
prepared to take on all of the workers. Our pitch to a
large firm is to say, “We can service the needs of all
of your employees, and you do not need to slice the
workforce and only give us half of it and give half of
it to NEST.” Within the ambit of all employers, we
underwrite each application that an employer brings
to us for a pension plan and we price accordingly.

If a particularly small employer with a particularly
low payroll comes to us and we find that we cannot
price competitively in a sense that would give good
value to the employees, we decline to tender for that
business. That is precisely why NEST was built. The
review that I had the honour to serve on last year
under Paul Johnson looked at that question and said
that the small employers in particular, the very small
ones—the corner shop and the vegetable stall on the
street and things—would struggle to find a private
sector provider if NEST did not exist. So it was vital
and correct that NEST should go on and be built by
the Government.
Martin Palmer: Can I just correct my point? I was
not saying that from a Friends Life point of view we
would pick and choose which employees we want. It
is very much down to an employer. Clearly for many
employers, if the employer wanted to select Friends
Life for all their employees, we would be very happy
to provide pension services.

Q178 Harriett Baldwin: I think what you are both
saying, correct me if I am wrong, is that you will pick
and chose the employers. What would the cut-off be?
Is it 50 employees? Is it 100 employees? Both of you
are saying there is a cut-off point, although I can
imagine it might be commercially sensitive for you to
say on the public record where that cut-off point is.
Adrian Boulding: It is a complicated underwriting
model that we use, and number of employees is only
one of the factors that feeds into that. There is a
cut-off, and the cut-off is really in the sense of value.
When we assess the employer, we assess all the
factors: it is not just numbers of staff or pay of staff;
it is their likely future turnover, the age of their
workforce and the time that they have until retirement.
There are many factors that we put into the mix, and
there are some employers that we do not pitch for
because our business model would not deliver them
good value pension plans. We are honest and upfront,
and we say to them “We are not the right pension
provider for you.”
Martin Palmer: I would agree with that. There are a
number of different factors we take into account. One
of the key factors as well is around how long those
individuals are going to stay with the employer.
Clearly if you have a lot of people and half the
population of employees are going to move after three
or four months, then in that situation it is probably
much more sensible for those individuals to go into
NEST, because they can stay with one provider when
they change employer and it avoids some of the small
pot issues that we were talking about before.

Q179 Harriett Baldwin: If I can move on to NOW:
Pensions. We are all quite excited that there is a new
entrant into this space from Denmark. I know that you
are very well established in Denmark. As I understand
it, you are backed by the Danish Government in the
same way that NEST is backed by the UK
Government. Can you tell me a little bit about the
backing you get from the Danish Government?
Morten Nilsson: There is actually no backing from
the Danish Government. ATP is an independent entity.
It has its own Act, so it is a statutory entity, but it is
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an independent entity. NOW: Pensions is again
independent from ATP, but it is basing its business
model on some financial support from ATP, and we
are using ATP as the investment manager for the
scheme. That is leveraging off the experience of
delivering results for many years for the Danish
scheme.7

Q180 Harriett Baldwin: What is the legal
framework for ATP? Is it owned by the Danish
Government, or listed, or a co-op?
Morten Nilsson: In the Danish context it is a bit of
an odd entity, but it is owned by its members in
essence. It is governed by the employer organisations
and the unions with a neutral chair.
Harriett Baldwin: It is a mutual.
Morten Nilsson: It is a kind of a mutual, yes.

Q181 Harriett Baldwin: In your evidence you said
there is an automated electronic system in Denmark
and that makes it easy to consolidate lots of small
pension pots. Is that something that you are planning
to bring in to the UK? Do you think the UK can learn
from that experience?
Morten Nilsson: Potentially the UK could learn from
that experience. It has been run by an organisation that
is the NAPF and the ABI in one organisation. They
are responsible for running the setup. It works quite
well because, as you say, it is an automated process.
When you change to a new employer, you are asked
whether you want to transfer. If you say yes, you will
be transferred in and everything will be done
automatically; all data and money will be transferred
automatically. In a Danish context, our pension system
has been developed to ensure mobility in the labour
market. You can change employer with ease, and not
lose your rights and savings by doing that.

Q182 Harriett Baldwin: Are the restrictions that
apply to NEST, in terms of transfers in and transfers
out, and the size of the income of the saver and so on,
going to give you a competitive advantage in the UK?
Morten Nilsson: In our analysis of these restrictions,
what we are seeing, at least in the short term, is that
NEST has successfully been able to create
collaborations with Friends Life and other existing
providers. By having these caps, they have a business
model where it is fairly easy for the existing providers
to collaborate with them. In our view right now that
is actually a big part of their business model. We
would expect removing those caps would impact
NEST in the short term more than us as a provider, if
that makes sense.

Q183 Harriett Baldwin: I will open this one up to
the panel more broadly. In terms of the restrictions on
NEST, we have had some witnesses who think they
should be removed following the review, which we
were expecting in 2017. Does the panel support the
7 Note by Witness: ATP has no shareholders and is not subject

to any form of public or private ownership. Since ATP's
founding, the assets of ATP have only been obtained through
contribution payments from employers and wage earners—
ATP's capital and/or operating costs are not and have never
been financed through state funds.

current restrictions? Do you think they should be
removed sooner? Could you each give a view on that?
Adrian Boulding: I support the current restrictions,
and I think they are there for two reasons. They are
there partly because NEST was created with state aid.
They have to date been lent £120 million by the UK
Government on terms that private providers cannot
raise money; that is from NEST’s own accounts.
NEST’s own accounts show their peak funding could
be as much as £1.2 billion, which will be provided to
them by the UK Government on terms that private
providers cannot access. Those two restrictions make
it difficult for NEST to compete in the marketplace in
the areas of high-earning individuals and individuals
wanting to transfer money from existing pension
schemes, which are areas that are already well catered
for by the private sector. Those restrictions are there
to comply with EU state aid rules that say that there
should be something in place to balance favourable
funding terms that are given.
Those restrictions also serve to keep NEST focused
on its key need, which is the small employer and the
low-paid employee, who are not well serviced by the
private sector. Were those restrictions to be lifted, I
fear NEST would be distracted from its key need,
where there is a real social purpose for it, and would
wander off into other areas of the market. I think they
should stay in place until all employers have chosen
their first automatic enrolment scheme. That looks as
if it might be a little bit longer than it was going to
be, because the Government has said it will defer
bringing the small schemes in until at least 2015, and
we do not have any end dates for when the last one
will come in.

Q184 Harriett Baldwin: Legal & General have said
that it should become the norm for people to take their
pension fund with them when they move employer.
On average, someone moves 11 times during their
career. So would the transfer ban be a real problem?
Adrian Boulding: I agree, those two are inconsistent.
We are a long way off having any model or legislation
where we get to the point where the norm is for people
to pick up their pension and take it with them when
they change jobs. That is my dream. I would love to
see that happen. When people change jobs today, they
pick up the photograph of their nearest and dearest
that is on the desk, and they take that to their new
employer. I would like them to pick up their pension
and take that with them. That will need legislation.

Q185 Harriett Baldwin: But not for NEST to be
able to do that?
Adrian Boulding: When we get to that point, and
when we have legislation that enables that to happen,
I would be very happy for them to take it to NEST,
and take it back from NEST to the next employer
when they go from a NEST employer to somewhere
else. That transfer ban today is two-sided. The
Government, to comply with the state aid rules,
stipulated that NEST could not take transfers in. It
was NEST that stipulated in their rules they would not
let transfers out—perhaps a moment of arrogance on
the part of NEST when they wrote their rules.
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Q186 Harriett Baldwin: Any other views on the
panel on that particular question?
Martin Palmer: I would totally agree with Adrian on
the argument about the contribution level. Clearly,
when NEST was set up, it was based very much
around a certain population, and the proposition has
been developed on that basis. I would agree that we
should review that when all employers have been
moved in.
From a transfer point of view, I totally agree again
that we do need to look at the whole transfer piece to
make it much simpler for people to move their pot
when they move employer. We do need to look at how
that works for different sizes of transfer. Clearly for
small transfers we have to make it much simpler so it
becomes almost automatic. For the larger transfers it
is a more complicated process, because things like
advice become more of a pertinent issue in that
situation. At that point, it would be a very good time
to review the decision about transfers for NEST,
because clearly, if we are trying to develop a solution
for small pots, NEST has to be accommodated within
that solution.
Nigel Waterson: Just to add to that, there is a broad
consensus—and we heard this earlier—that sooner or
later the annual cap and the transfers ban will go.
There is some uncertainty about the date of the review.
It is also crucial that review looks at the
8% contribution level; that is something else we need
to think about.
Wearing a different hat, I was very involved in the
original legislation, and it was all part of a consensus
at the time that, at least to start with, there should be
these restrictions, and that was built into the
legislation. It was, as I say, the base of consensus,
driven, I have to say, by a real worry about levelling
down of existing, more generous pension provision.
That was the driver at the time. It is important to
remember that.

Q187 Chair: ATP, you said you were not backed by
the Danish Government, but you do get some
guaranteed work from the Danish Government. Their
employees or whatever have their pensions with you,
is that right?
Morten Nilsson: It is a mandatory scheme, so in that
sense you are right.

Q188 Chair: I am just wondering. Adrian mentioned
state aid rules, and we have had other witnesses
previously saying that the state aid rules probably did
not apply—that it is the Government being overly
sensitive about it. What about in Denmark, with
getting the guaranteed work? Do the state aid rules
come into force there at all, or did you get state aid
when you were set up originally?
Morten Nilsson: When it was set up, it was a
consensus across the labour market. Unions and
employer organisations agreed that this would be a
way to reduce the future burden on the welfare
system. It was set up as a consensus.

Q189 Chair: So it came along the same sort of route
that NEST is taking some 20 to 30 years later.
Morten Nilsson: Exactly.

Q190 Chair: Adrian, in response to Harriett, you said
that you will say to some employers, possibly small
employers, “We are not the best provider for you.” At
what annual management charge level would you say
to an employer, “We are not the best for you”? Have
you got a cut-off point? Is it at 0.7% or 1% that you
would say, “Do not come to us because we are too
expensive”?
Adrian Boulding: I look at what we have
underwritten this year, and the highest charge we have
made is 0.8%. As an absolute ceiling, we would feel
very uncomfortable with a charge that was higher
than 1%.

Q191 Chair: At that stage you would say, “We are
not good value for money. Go somewhere else.”
Adrian Boulding: We would not want to proceed, and
we would want to suggest that they should look
somewhere else. There would be other providers who
had a business model that was more suited to that
particular employer.

Q192 Glenda Jackson: If I could start with NOW.
The issue of trust, or rather the lack of trust, is very
central to the pensions industry of this country at the
moment for a variety of reasons. Yet auto-enrolment
is going to attempt to attract certainly the employees
in their millions who have never ever considered
contributing to a private pension before. What would
you advise the United Kingdom’s pensions industry to
do to create that trust in the British public, which, as
I say, is markedly lacking at the moment?
Morten Nilsson: The response we have had from
individuals in the UK is that, first of all, it is unclear
to them what they are being charged. So there is
something on the charges, which we have talked
about. The other thing on the communication side is
that they are burdened by a lot of information about
all these wonderful different investment choices they
have to make. They can do this, that and the other.
All this choice is seen as a burden for many people
and it is disengaging, rather than cutting down and
being a bit simpler in the communication. Most
members have no idea about this and it is too costly
for them anyway to start to do these individual
investments.

Q193 Glenda Jackson: What do you do?
Morten Nilsson: We say to them, “There is one fund
structure. What you need to consider as a member is
your contribution levels, your retirement date, and
your other pots. Those are the central things you can
influence.” Where we can support them is to deliver
good returns on the investment side, and de-risk them
up to retirement. For us that also means, if you have
a structure like that, we can pool the investment and
we can offer a really good default fund for everyone.
Again, when we are analysing what kind of default
funds people have in the UK right now, they have far
too much risk in their funds. 80% equity is not
unusual, and 20% bonds. That is a really big risk
exposure in the current environment; even in a normal
environment, that is high risk. We are seeing a
misalignment of what people actually need from the
investment product and what they are being offered.
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A recent research paper showed that up to one year
before retirement a lot of people were not being de-
risked, so they were still having this huge risk on their
investment side and no one is taking care of them.
98% have not made any real decision on this.

Q194 Glenda Jackson: That element of the risk
should, I understand, be driven by the markets. Or is
this just poor management of the actual funds—too
many eggs in the wrong basket?
Morten Nilsson: ATP’s heritage is something in
between DB and DC. It is a hybrid scheme in
Denmark, which means it has liabilities. When we
started to devise our investment proposition for the
UK, we saw it as a pension fund with liabilities. A
DC scheme has not got any liabilities, but the member
has the same liabilities. In our view, it is a bit too easy
if you say, “It is a DB scheme, the pension fund has
no liability, and it is all your risk.” As an individual,
you cannot handle that risk. Our view is you have to
have default funds that have a higher quality than the
standard is right now.

Q195 Glenda Jackson: I have been rude about the
British pensions industry; would you like to chip in
on this?
Adrian Boulding: The single biggest thing we will do
to restore and build trust amongst the millions of
workers who will be automatically enrolled into the
schemes is offer clear and simple communications, so
that all our new customers are able to understand what
it is they have. As I have been a bit critical of NEST
on two or three occasions so far this morning, I will
take the opportunity to be complimentary to them.
Ever since NEST’s inception they have led the way in
forming a new lexicon and new ways of creating very
clear and simple communications to customers that
the rest of the industry are avidly following. That is
the easiest way to get trust. It is not about having all
sorts of complicated investment schemes; it is about
ensuring that the millions of new people that join us
can get information that easily explains what it is they
have. If they know what they have, they will trust it.
When the people do not know what they have, they
inherently distrust it.
Morten Nilsson: The thing is you are still asking
people to make choices. You are still saying, “We
have simplified the communication, but you have to
make a choice between these things.” If that is what
you are offered, you would think, “If I am not making
that choice, I am probably being a bit stupid. It is
something that I should do.” That is our take on that.
Glenda Jackson: Absolutely.
Martin Palmer: From my perspective, I totally agree
with Adrian that communication is crucial. To build
on the choice piece, within the UK industry we do
offer quite a bit of choice, but where we have got to—
and we probably have a step further to go—is around
the default position. We know that 90% of people do
not actually like making the choice, or most people
do not want to make a choice. The key thing for us is
how we communicate that default position, so that the
people who probably are not going to necessarily want
to read all the information can just know what the
actual situation is that applies for them. We keep it

nice and simple for those individuals, and if others
want more information, it is there if they need it.
There is a danger that, through regulation, we produce
an awful lot of information, much of which is not
read.

Q196 Glenda Jackson: That is a point that has been
well established, not just today but in other evidence
that we have taken. Mr Boulding, I presume you
would like NEST to be the benchmark for the industry
as far as the communication is concerned. Yet the
previous panel today, in their evidence to us, were
very clear that the industry does not speak with one
voice, or in one language, and yet they presented a
picture, as far as I could see, that it is going to take
forever for this to be a unified, industry-wide approach
to delivering information.
Martin Palmer: I think NEST will actually be a
benchmark against which the industry will need to be
compared. There are things that NEST provides that
will definitely take us in the right direction, but there
are a hell of a lot of other things that the industry does
that will take us forward as well. I was making the
point earlier that this isn’t just about communication
on day one. For me the most fundamental thing is
making sure people appreciate the value of the
contribution that they are putting in and the employer
is putting in all the way through the duration of the
plan. It is around communicating with people in one,
two or three years’ time, at which point they will have
built up a bigger fund than they probably had on day
one. We do need to make sure that we are engaging
with people at different life stages.
One of my big points is when people get to age 45 to
50, and retirement becomes something that is a bit
more in their mindset, we need to be going out and
talking to people then in a different way. Not talking
to them about starting contributions but talking to
them about increasing contributions, what retirement
age they are thinking about retiring at, and making
sure that they are putting enough contributions in to
fund that. For me it is an ongoing communication
message that we need to do more of as an industry
and as a nation. We need to communicate with people
in the right way, at the right time, and in the right
medium.

Q197 Glenda Jackson: You made the point that you
see the employer in the new auto-enrolment scheme
requiring a great deal of support and information. It is
a whole new world that they are entering. They are
going to have to attract their employees into the
realities of making contributions themselves. How
would you go about that and to whom do you think
that responsibility should be handed? Our previous
panel briefly touched on this and I got the impression
they think it is the Government’s responsibility. I do
not personally. What do you think?
Martin Palmer: It is a mixture. The reality is you
are going to have some employers who already have
pension schemes for their workforce, and some of
those will be big, and some of those will be small. In
those situations they probably have a trusted
relationship with a provider and adviser. For those
employers it is going to be a lot simpler. The problem
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will be for the other employers. Certainly for the small
employers it will be tricky, because it is unlikely that
they will get an awful lot of support from pension
advisers, who will probably be dealing with the
schemes that come onto auto-enrolment first they are
going to be the ones that are going to be the highest
priority from that perspective. I suspect where they
will be going to is talking to people that they typically
deal with, people like accountants, but also TPR and
the service that the Pension Regulator provides will
be important there as well.

Q198 Glenda Jackson: You made the point that you
regard it as part of the industry’s responsibility to alert
people over their working lives to the need for
contributing. You talked about the life stages. Don’t
you think there should be something from the industry
now that is not linked to simply selling their own
programmes but which is actually assisting these
employers? We heard at the beginning of the week
the timescale for some employers to have to join has
been delayed.
Martin Palmer: We have been sitting down with the
ABI, certainly with the Pensions Regulator, and the
DWP to think about how those communications work,
to try to come up with a concerted and joint
programme of activities. So yes, it is something that
we do need to think about.
Adrian Boulding: This task sits very firmly with the
employers, because Parliament has laid it with them,
and Parliament has said the employer will enrol their
staff and they will take pension contributions out of
that member of staff’s pay packet. The employers I
work with do not want to duck that communication
issue; they want to lead on that communication issue
with their staff, because they know they are going to
do these things and take money out of their pay
packet. We work hard with employers to equip them
both with the knowledge but also with the materials
so they can give those materials to staff. We provide
that in various formats. We provide it in a printed
format, on the internet, and in podcast format, so that
the employer can educate their staff and take the staff
with them on this journey into pension saving.

Q199 Glenda Jackson: We have received evidence
from the overarching organisations of employers
making the point to us that this is an additional
bureaucratic burden, particularly on small employers.
They say they already have difficulties and this is
going to make it even more complicated for them. It
will actually cost them money. All I am trying to dig
down to is, is there some way that the industry and
possibly Government or someone else can work
together essentially to help employers? Is there any
way of ensuring that the advice that they receive is
going to be unbiased?
Nigel Waterson: It all comes back to this issue of
simplicity and transparency. You can spend a fortune
on podcasts and one-to-one interviews and so on, but,
if the information you are trying to get across to
people is inherently complicated, they will switch off
completely. That is why we think transparency of
governance of these large master trusts that are
popping up all over the place, simplicity of charging

rates, and comparability of charging rates are hugely
important, as we discussed earlier. The message must
be simple.
Adrian Boulding: The fears of these overarching
employer organisations are unfounded. The
predominantly large employees that we work with do
not say it is an imponderable burden and it is too
difficult for them.

Q200 Glenda Jackson: No, I did not say it was the
big employers. It was the organisations that represent
small employers; they were the ones who were
arguing that this was an additional, unwelcome,
bureaucratic burden.
Adrian Boulding: When I sat on Paul Johnson’s
review last year, NEST were kind enough to show us
their administrative systems specifically designed for
small employers. We came away impressed and with
a belief that it was really only adding a few minutes
of extra time on to the end of a payroll process to do
that. I have since spoken with small employers that
are now with NEST in their pilot programme, and
they tell me it works well, and it even works well
for those employees who are not internet friendly and
refuse to do internet communications. NEST is even
able to handle those. These fears that it is a terrible
bureaucratic burden on firms are proving to be
unfounded as firms find their way into the pension
system and experience it.

Q201 Glenda Jackson: In light of that, and this is
general for all of you, would you be directing the very
smallest of employers to NEST to actually set up their
schemes or to enter into that scheme?
Adrian Boulding: I believe that the TPR should be
doing that. When TPR writes to firms and says, “You
have got this statutory duty coming,” and when they
write to the smaller firms, they should signpost to
them that NEST has been created with taxpayers’
money specifically as a body that will accept all firms,
whatever their size, whatever their payroll, whatever
their turnaround, whatever the age of their staff—
NEST will take them all. That should be clearly
signposted. Leave some room for competition,
because actually we will compete against NEST for
some of those. The existence of NEST should be very
clearly signposted by TPR so employers know that
there is at least one place they can go to that will
take them.

Q202 Glenda Jackson: Anyone else want to add
anything?
Nigel Waterson: We are open for business for any size
employer, big or small. Our only concern ultimately
is not size or number of employees; it is really how
well their records are kept. We do not of course have
the universal service obligation that NEST do, but
then again we do not have lots of taxpayers’ money
either.

Q203 Glenda Jackson: Do you see, because of the
delay—well we heard about it at the beginning of the
week, as I said earlier—in terms of certain small
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employers not being required to move into the scheme
in the previous timescale, that this could have a
deleterious effect on other parts of the scheme?
Adrian Boulding: It will do, and there is a delay for
both small and large firms. 4 million employees of
small firms are having the date at which they start
pension saving put back by at least a year. 6 million
employees of medium- and large-sized firms are
having the date at which their contributions increase
from the initially very low 1% by employer on to 2%
and 3% put back by at least a year. That will have a
significant effect on pension saving. I did the
calculations last night and it means that £5 billion less
will go into workers’ pension accounts as a result of
those delays on small, medium and large firms.
Martin Palmer: Just to build on Adrian’s point, it also
increases the risk of levelling down as well, because
we are hopeful that, many of the employers that
already have pensions schemes at the moment and are
contributing to those schemes when they
automatically enrol the people who are not in that
scheme at the moment, we are hopeful that they will
keep their contributions at their current level—in other
words, that we are not going to get levelling down.
Clearly, the problem is, by delaying the date at which
those kinds of individuals have to be increased up to
2% and 3%, you are effectively lengthening that
period, and it means that, for an employer that is
suffering financial hardship, they might be encouraged
to level down at that point.
Nigel Waterson: We all agree on what Adrian and
Martin said. It sends an incredibly mixed message to
lots of people about pension savings on whichever
side of the line they fall.
Glenda Jackson: Absolutely.
Nigel Waterson: It could contribute to abuses and a
whole chunk of Turner’s target audience, as Adrian
was saying, are taken at one stroke out of pension
savings. Even on the current timetable, they will have
a big gap that they would never be able to make up
in their pension pot, and this is only going to make
it worse.

Q204 Chair: I was just wondering, although the
delay is about when they are statutorily obliged to
auto-enrol them, presumably there would be nothing
to stop employers auto-enrolling earlier. I know this
has only happened this week, but do you think your
companies might actually start to make bids for that
to try to encourage people to beat the compulsion, if
you like, and approach some employers saying, “You
are going to have to do this sometime. You have a bit
more time. Let us work with you on that.” Otherwise,
are you not going to have problems with volumes as
well and making it pay for your organisations?
Adrian Boulding: We always try to sell to employers
the merits of having a pension provision: it will help
them to attract staff and it will help them to retain
good staff. In the current economic climate, it is

difficult. The whole rationale of Turner’s idea of
auto-enrolment was an element of compulsion to bring
into the fold those employers who to date have
resisted the siren calls of the pension industry saying,
“Help your employees to save, it is good for them.”
Putting back the statutory date will put back the date
that these employers come in. It is £5 billion of
savings that is lost, and it will never be made up.

Q205 Chair: Will any of you be paying commission
or other payments to advisers who recommend your
products?
Adrian Boulding: We do not pay initial commission
at the point that an adviser brings us a scheme. If the
adviser wants to be remunerated on a trail
commission, so wants to take a proportion of that
annual management charge, we are happy to do that,
and that is disclosed to the employees and employer.
Morten Nilsson: We do not pay any commission.
Martin Palmer: We do not pay initial commission on
new schemes.

Q206 Chair: Finally, this is a big question, but I want
a quick answer. Do you think auto-enrolment presents
any significant risks of mis-selling?
Adrian Boulding: No. The work the DWP did last
year using their PenSim 2 model confirmed that, even
though people might lose a little of what has been
saved by them and their employer together, as a result
of offsets against means-testing, the vast majority of
them will be much better off in retirement. As a
minimum, I use with people something that I call the
pint of beer test. I say, “If you put the cost of a pint
of beer into your pension plan today, then when you
retire and draw the benefit out, will it draw you at
least the pint of beer in retirement?” The runs on the
PenSim2 model show that over 95% of people saving
through auto-enrolment will pass the pint of beer test.

Q207 Chair: Any other contributions?
Martin Palmer: The employer contribution is crucial,
given that the employer is putting in at least 3%.
Nigel Waterson: Two very quick concerns. One is the
obvious one of means-testing at the bottom end of the
scale. The other is more and more offers of so-called
master trusts popping up all over the place with
greater or lesser transparency of governance. The
experts think there could be up to 50 different offers
in the post-2012 market. I suspect that many of those
will fall away in due course, and some will be more
sustainable than others.
Chair: On that note, thank you very much for coming
along this morning. As I said at the beginning, it is a
day where lots of workers are thinking about their
pensions. We as a Committee think it is very
important that people save for the future, and
hopefully as auto-enrolment does roll out, albeit
delayed, other workers will realise the importance of
saving into their pensions.
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Q211 Chair: Thanks very much for coming along
this morning. Obviously the evidence that we get from
yourselves at NEST will be central to our inquiry into
auto-enrolment. Can I ask you very quickly to
introduce yourselves for the record?
Lawrence Churchill: I am Lawrence Churchill. I am
the chairman of NEST Corporation.
Tim Jones: I am Tim Jones. I am the chief executive
of NEST Corporation. I am also the accounting
officer.
Mark Fawcett: I am Mark Fawcett. I am chief
investment officer of NEST Corporation.

Q212 Chair: I want to start with something that must
be of concern to yourselves, which is the
Government’s announcement last month that they will
delay auto-enrolment for smaller employers and
postpone the increases in minimum contributions for
all employers. Obviously, the time scale is now
elongated, but that must have serious implications for
NEST. What are they?
Lawrence Churchill: I think that the impact, clearly,
of any delay will be that those people affected by the
delay will be likely to end up with smaller pensions,
as a result of not having saved for quite as long. As
far as NEST is concerned, there will be extra costs to
pay in interest payments on our loan with the
Government, to the extent that the loan is open for
longer and therefore will require more funding for
interest.
The issues are quite complex. The Minister has asked
us to work with officials to assess the impact more
closely. That work is in progress and we would expect
that to conclude early in the new year.

Q213 Chair: Do you think that the delay could make
life a lot more difficult in delivering what you
originally set out to do, simply because it gives other
people in the market time to undercut your business
or it will just be slower for you to sign people up?
Lawrence Churchill: I think if the delay is just for
one year, as announced—the Minister has been quite
firm in his statements to Parliament that it will not go
any further than that—it is containable. We are not
overly concerned that another year’s delay for small
businesses will introduce more competition, for
example, because these typically are the sort of
businesses that do not have any pension provision at
all. Being small, the costs of serving them for
established providers are likely to be quite high, which

Sheila Gilmore
Oliver Heald
Brandon Lewis
Stephen Lloyd

is why they do not have any pensions in the first place,
because they are slightly out of reach from the target
market of the traditional insurers.

Q214 Andrew Bingham: On the subject of the delay
and the Government loan that NEST will receive,
have you re-estimated the size of the loan as a result
of the delay, and the effect on the repayment?
Lawrence Churchill: That is exactly the work that
our people are doing at the moment, and we expect it
to conclude early in the new year.

Q215 Andrew Bingham: With the economic
downturn, there are new players coming into the
market, eyeing it with envious eyes for want of a
better phrase. Have you made any assumptions about
how that will affect the numbers of employers and
employees using NEST, and also the number of opt-
outs due to the economic downturn and people not
wishing to go into an auto-enrolled pension?
Lawrence Churchill: With regard to the economic
context and the entry of new competitors, we had
started the process of trying to remodel our central
assumptions for the future compared with what they
were a year or so ago. That is quite complex
modelling work because there are a number of
interactive effects, some of which you have
mentioned. Again, we expect that work to conclude
early in the new year. We will be taking a new,
central view.
It is arguable that opt-out rates are more likely to go
up than down if the economic distress conditions
remain for the period, but of course one is always
hopeful that by 2015 and so on the economy will have
come back again and be more on the upswing. You
have to take a point-in-time view of the estimate, but
certainly it would be naive to expect that other
competitors would not take some business, because
they are professional people and have obviously done
their research properly as well.

Q216 Chair: When you conclude the discussions you
are having with the Department with regard to the size
of the loan and things like that, would you be able to
share that with us before we finalise our report?
Lawrence Churchill: Provided the timetable fits,
absolutely.

Q217 Chair: And also the opt-out rates, because that
is important for us as well.
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Lawrence Churchill: Yes, indeed. I think that in our
evidence to you, which we sent in the summer, we
said that as long as opt-out rates were below 50% it
wasn’t really anything to worry about significantly. It
was only if they went far above that rate. You track
the latest public opinion on this, or the commentators’
opinion, and you are beginning to see one or two
estimates that it might touch a little more than 50%,
but not many at the moment. Experience from the
States, for example, about the power of auto-
enrolment when there is an employer’s contribution
being made, all points in the opposite direction.

Q218 Oliver Heald: There are the restrictions: no
transfers into NEST, an upper contribution limit so if
an employer has an employee earning more than
£50,000 or so there have to be two pension schemes,
a fixed price for your product, and so on. What effect
do you think these restrictions will have on your
attractiveness to employers?
Lawrence Churchill: There is some recent evidence
coming from the market, as employers begin to think
more seriously about the whole issue, that they might
be restricting choices that the employer has, and I will
perhaps ask Tim in a minute to come in with some
recent research that we have done. But I think that a
lot has changed since the restrictions were put in place
in 2007—five or so years ago—and the world has
moved on. Who would have imagined then that NEST
was going to be partnering with traditional product
providers? We are now entering into partnership with
them mostly because they see that they cannot serve
all the customers employed by the corporates they
have the management contracts for, for example, and
so they want NEST to come in and make sure that the
workers get the best scheme that is appropriate for
them. Things like that were just not envisaged five
years ago.
As chair of the trustees, I could say that it is difficult
to see how the restrictions are in members’ interests—
and we have a fiduciary duty to have a line of sight
to members’ interests—in that they increase cost and
add complexity to the offering, and to the extent that
they do impede volumes in what is a scale business
the loan will clearly take longer to repay. But my
feeling about where we are just now is that everyone
is agreed that the restrictions should go. The only
debate is about the timing—whether it should be at
the review stage or straight away. Opinions differ on
that, but it is entirely a matter for Government; it is
not a matter for us.
Tim, we did some research recently.
Tim Jones: Yes. We carried out a multi-wave research
programme with large and medium-sized employers
to ask them what goes through their minds as they
come towards making their decisions. A significant
number of the employers—about two thirds—who
said they weren’t planning to use NEST cited the
restrictions as the main reason. From our point of
view, having been here since 2007 in the Personal
Accounts Delivery Authority (PADA) prior to NEST,
the restrictions have played out very much as the
policy intended. They have focused us on creating a
product for our target market of people earning up to
£35,000, and you can see that in many dimensions of

the way we use language, our investment approach
and a number of other features of the tonality that we
bring to this product. In that sense they have been a
good thing, and they have focused us on our target
market.
Given the clearly restricting choice for employers,
with them having to have, as Lawrence said, a second
scheme for higher-paid workers that is clearly a
burden on them, the debate is, given that the
restrictions have had a material effect as intended,
whether it is now a net benefit or a net disbenefit to
retain them. Our job, I think, is to provide evidence
of their impact to Government, and then to allow
Government to take that determination.
Lawrence Churchill: I find it slightly ironic, in a way,
that features that were designed to make us focus on
the target market are now playing out in reality as
impeding access to the target market. As 40% of low
to moderate income workers work for large
employers, 40% of our market is, I think, currently
having the feelings that Tim has just expressed. One
cannot help thinking that if the intention is to keep
NEST focused, perhaps this is a sledgehammer to
crack a nut. If the trustees were required to report to
Parliament annually in our report and accounts about
how many high earners came in and why, or how
many transfers took place and why, that would allow
scrutiny, to make sure that we were kept in the box
for which we were designed.

Q219 Oliver Heald: Do you think there is an
argument that as there has been this delay in
implementation, it is right to have another look at this
question of the restrictions because of the economic
impacts of the delay, which will put back the point at
which you start to see the economics working out for
you? Is there an argument there that perhaps the date
of 2017 ought to be brought forward to reflect the
changed circumstances?
Lawrence Churchill: It could well be. I think that the
date of the review is entirely a matter for Government,
and the question of whether it stays in 2017 following
the delay or is brought forward or pushed back a bit
is entirely a matter for Government. I am sure that as
a result of this inquiry new evidence is coming to the
table about what is happening now in 2011 and 2012,
and I am sure that officials and Ministers will want to
take that into account.

Q220 Oliver Heald: But of course the idea was to
have a review in 2017, after implementation, wasn’t
it? Of course, now that implementation has gone back
a year, it is not. So there is a different circumstance
there, isn’t there?
Lawrence Churchill: I think there is a different
circumstance, and in many ways setting a review for
what was at the time 10 years hence perhaps did not
recognise sufficiently how much change there would
be in the marketplace for provision and demand, as
well as in economic circumstances. That argues the
case for keeping your eye on the ball rather more
frequently than every 10 years.

Q221 Oliver Heald: Do you think that if the
restrictions were removed once at least some
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employers had made their choice, some of them would
then choose to transfer to NEST? Would there be a
move away from other providers to NEST if the
restrictions were removed?
Lawrence Churchill: It is difficult to forecast how
other people will behave, but I would not expect so. I
think that once big decisions were made about
pensions provision they would tend to stick. I am not
sure that NEST, however attractive it is, would be
sufficiently attractive to make employers take on the
massive switching costs of moving from one provider
to the other.

Q222 Debbie Abrahams: We have had some
evidence that removing the current cap on
contributions would save state aid to the value of
about £100 million. Is that broadly in line with your
estimates?
Lawrence Churchill: Again, it is a difficult question,
if the question is about state aid. There is no doubt
that the letter from the Commission mentions the
restrictions, but of course it is the existence of the
public service obligation (PSO) in its own right that
creates the possibility for state aid. In the way that I
read the paper, the test in general was more about
what would be the normal commercial practice as the
test case for saying, “Well, if NEST is getting funding
or is fulfilling a public service obligation in excess of
that, what’s the right degree of state aid that might
be applied?” Obviously, if the restrictions were to be
removed, no doubt people would want to look at that
again, and that is absolutely fine, but we haven’t made
any individual estimate of the impact of isolated
pieces. Indeed, I think that it could be argued that the
PSO itself is sufficient to maintain the case.
Tim Jones: As the person charged with implementing
the cap, I am happy to tell you that it is my least
favourite aspect of my job. It is very difficult to
implement. The cap applies per person per year, but
the duties apply per employment, and those are chalk
and cheese. Making this thing work is very hard, and
it seems odd to us, as we are now enthused by our
member interest test, that members of other pension
schemes can put in up to £50,000, but somehow
members of NEST, who are paying for the creation of
NEST with interest, so the taxpayer loan is being
repaid, are restricted to a much smaller amount.
So I can’t say we like it. In my role as a sort of
product champion you would not expect me to say
that I liked it, but whether it should be removed is not
a matter for us. We can provide evidence of its impact.
An obvious impact is that firms with a couple of
higher-paid employees have to look to a second
scheme, which is a burden that I do not really think
was intended, so the issue is whether the continuing
benefit of that restriction and the other restrictions
outweigh the disbenefit of the burdens that they
impose on both members and employers.
Lawrence Churchill: It is not just the employer
burden. There is evidence—for example, I read the
Pensions Policy Institute submission to this
Committee in which it points out that the cap is an
impediment to a women aged 40 with career breaks
saving for a decent pension. We provided a sort of
table in our own submission in which, if you take

the National Association of Pension Funds’ Pension
Quality Mark PLUS standard of 15% contributions,
the cap bites at £28,000 salary—about the median. If
you take the old adage of, “If you are starting to save
for a pension, you should put aside half your age as
the rate each year,” as a general rule of thumb, for
anyone starting their pension aged 40 and using that
mechanism—20% contributions—the cap bites at
£21,000, which is below the median. I am not sure
that the full impact has been thought through, and
perhaps it should rather be based on the minimum
contribution level, which gives you the £50,000 figure
which Tim referred to, with which we would have no
argumentTo make it clear what is being referred to
.

Q223 Debbie Abrahams: May I ask a broader
question on the EC approval of state aid for NEST?
Do you think that the restrictions are very much tied
into the approval that the EC gave?
Tim Jones: Actually, the state aid is a Government
matter, because it is the Government who ask whether
they can have permission to grant state aid. We are
merely the recipient of it, so how the mechanics of
state aid play out is really a question for Government.
I can tell you how they play out for us. Our loan from
the Government is charged at the Treasury’s
commercial rate—the relevant commercial rate that
the Treasury sets—and the political consensus around
NEST was that the initiatives should be funded at nil
cost to the taxpayer. That has been interpreted as: the
interest that we pay back should be at the Government
cost of borrowing, so the net effect of the state aid is
to reduce our interest payments from that commercial
Treasury rate down to the Government’s cost of
borrowing, but not below that.
In fact, therefore, the quantum of aid that we are
receiving is significantly less than that that would be
calculated from the PSO—the public service
obligation not to say no to any employer that wants to
use us as part or all of their response to the duties.
The detailed mechanics of the extent to which the
restrictions or the change in them would alter that is
really a matter for Government, who were the entity
who asked for and received permission to grant the
state aid.
Lawrence Churchill: But it is at least arguable, I
think, that because we are providing a service of
general economic interest via the public service
obligation, the case could stand on the PSO alone. But
that is a discussion that will take place elsewhere.

Q224 Karen Bradley: I want to cover the transfers
into and out of NEST. The Government have said that
no one will be able to transfer their existing pensions
into NEST. What is your view on that proposal?
Tim Jones: The transfers ban obviously works both
ways. I am happy to deal with the transfers in ban,
which is your direct question. The issue it poses is
that if you are a large corporate and you have grown
by acquisition you are typically seeing automatic
enrolment as a very big change to your benefits
position and your benefits strategy. Most employers
are taking this opportunity to stand back and say,
“Okay. Let’s now consolidate into a coherent benefit
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strategy what we want to do with pensions as part of
our overall package.” The problem with that
restriction is that you cannot include NEST if you are
trying to consolidate from a number of pre-existing
pension schemes, which you may have acquired
through acquisition, into a more coherent pension
arrangement for the new corporation that you are.
That is a direct effect.
What we are finding in our research is that when we
ask employers whether they are considering NEST,
the two principal restrictions of the cap and the
transfers ban both ways take us out of consideration
relatively early, before they have actually had a
chance to understand how the product works and how
it might be a good fit for their members. In the sales
jargon, we are being removed from consideration
early. That is a concern for me because it stops the
policy objective of NEST playing the role in large
corporates that it was intended to do, for lower-paid
workers, for workers who only stay perhaps for one
or two years, which is a core role of ours, as well as
servicing smaller enterprises that are unattractive to
the private sector. The concern is that that removal
from consideration early stops us playing our full role
in achieving the policy intent in the large and mid
corporate market.

Q225 Karen Bradley: So do you feel that if that
restriction is perhaps removed in 2017, if that is when
the review happens, you will already have lost a great
deal of market share as a result?
Tim Jones: I back up what Lawrence said. Yes is the
short answer. This will be a big wave of corporate
decision taking. They will have a review cycle but it
might be 5, 7 or 8 years. Once this wave of decisions
is taken, the die is then cast for a considerable period
because these are big changes.

Q226 Karen Bradley: So why do you think the
Government put the restriction in place for transfers
into NEST?
Tim Jones: Well, that is absolutely a matter for
Government. They were in the 2006 White Paper and
I joined this initiative in October 2007 so they
comfortably pre-date me. I just thought it was what it
was and it was part of the political settlement. I have
described this consensus as being strong but relatively
rigid. Like all good consensuses, everybody says they
have lost something and everybody says they have
gained something. 2012 is a new place compared with
2007. Therefore as the reality of how this initiative,
by which I mean automatic enrolment, is playing out
emerges it may be appropriate to look again.
Lawrence Churchill: If I could offer a perspective, I
was not round here at the time either, but it would be
a legitimate concern to insurance companies at the
time that people who had built up, say, £250,000 in
their pension pot with them, suddenly were able to
escape to a lower-cost scheme when the provider had
made the investment and so on. I can see that as being
legitimate. So I guess it was some form of thinking
around that that then created the ban. But I think the
implementation of the ban is, as I said before, rather
a sledgehammer to crack a nut in that it is impeding
transfers and so on. I must say that no matter what

our opinion of the restrictions and so on is, our
competitors certainly think that these are reasons why
you should not choose NEST. If you look at their
marketing materials they do comparisons and point
out that NEST is a restricted product.

Q227 Karen Bradley: We have had evidence that
although it was the Government that stopped transfers
into NEST, it is NEST itself that stopped the transfers
out. Could you give the Committee some information
on why that decision was taken?
Tim Jones: Absolutely. That is not true. The evidence
for that is that in the White Paper of 2006, the
transfers ban in both directions was present. That pre-
dates even the creation of PADA in July or August
2007, my arrival in October 2007 and the creation of
NEST in July 2010. So it is way back in the
consensus-building post-Turner that that comes from.
In the consideration of the Bill that became the
Pensions Act 2008 we were asked our opinion,
because after that comment here, we went back and
checked, “Were we involved in that?” Our opinion
was that it would be sensible to review both
restrictions at the same time, but the fact that they
were being proposed—both—pre-dated us.

Q228 Karen Bradley: So the transfer out is also a
Government restriction. It is not something you have
asked for.
Tim Jones: Correct.

Q229 Karen Bradley: And you would like to see
it removed.
Tim Jones: As the product champion, it is obviously,
in our narrow view, not a good thing to have it. It is
not for us—in a sense, nobody elected us—to say
whether it should be removed; it is for the
Government to decide whether the net benefits of the
package are still in play, or whether the net disbenefits
are in play and therefore it should be reviewed.
Chair: We move on to a controversial point, which is
the whole idea of levels of charges and regulation.

Q230 Brandon Lewis: With your scheme, there are
two types of charges; the annual management charge
(AMC) as well as the contribution charge. With
organisations like Aviva saying that within a 10-year
policy, they are more cost- effective with a clear
0.61% charge, does that not give you a market
problem in terms of competitiveness, and how do you
deal with that? Equally, would a single clear charge
like that make it easier for employers and employees
ultimately to understand what they are paying for and
what they are getting?
Tim Jones: We are absolutely committed to clarity
and transparency in communicating our charge
structure. The notion of the balance of benefit between
the simplicity of a single-charge structure and other
charge structures is very important. There are actually
quite strong benefits from having our structure; the
taxpayer gets their loan repaid faster and the members
pay less interest in total, because the contribution
charge elements accelerate money coming in to us in
the earlier years of the scheme. We have said that over
a 10 to 15-year period it equates to 50 basis points,
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and that is probably consistent with the figure you just
gave. John Cridland1, who is not a fan of it, said
that it was equivalent to 43 basis points.
So, what we say is that is roughly equivalent to 50
basis points, over what I would call a normal pension
term. If, though, you cease contributing, you
immediately drop down to 30 basis points, because no
contributions are being made and therefore there is no
charge. There is no concept in NEST of a deferred
member penalty. It is not that your charges go up
when you cease contributing. I cannot, and neither
would Lawrence, pre-judge what the trustees of the
time would do, but our clear intention is that when the
loan to Government is repaid, the view would be to
move the contribution charge element away, so that
we achieve what was the original Turner ambition of
delivering that service at 30 basis points. Our
modelling says that is achievable, post the repayment
of the loan, and that is a very exciting place to get to,
to service people in smaller enterprises, and lower-
paid and transient workers in larger enterprises who
are just not served at all in today’s market—not
remotely at that price level.

Q231 Brandon Lewis: I think you are right, and
from our point of view, that is interesting and
potentially exciting down the line, but the period in
which that loan is paid off and you get to that stage is
not in the short term. How do you make sure you can
get to that point? I mean that from the point of view
that if you have organisations like Aviva or Legal &
General were talking about having one, clear
transparent charge, which they found to be a big,
marketing issue for them, beneficially—competing
and being able to market to their customers this clear,
simple, cheaper product, in their words, how do you
deal with that competitively to make sure you can get
through the short term, to get to the point where you
can be cheaper again?
Tim Jones: The answer is that in major and mid-
corporates, it is through our work with employee
benefits consultants (EBCs), and with the small
amount of work we do directly with larger employers.
Employee benefits consultants have very detailed
assessment processes and they create things called
tender response documents, which we fill in and send
back. I am satisfied that the larger EBCs are properly
and professionally representing our charge structure to
employers, and as we discuss NEST either directly or
through them, the NEST charging structure is not an
impediment to their consideration of us. I think that
most people feel that an equivalent of 50 basis points
for the coverage we provide is already an excellent
deal, and prospectively going to 30 is exciting.

Q232 Brandon Lewis: If that is the case, why are
organisations that will ultimately, when we get to that
point, be dealing particularly with the small and
medium-sized enterprises—such as the Federation of
Small Businesses (FSB), which I think is the largest
business membership group—saying that there is so
much concern among their members they are looking
at setting up their own scheme, which their members
will know about and be able to understand and trust,
1 Director-General of the Confederation of British Industry

rather than allowing NEST to just be the default
option?
Tim Jones: The FSB can speak for itself, but as I
understand it, FSB member services offers a range of
services to its membership, and the deal that it has
announced with Scottish Widows makes sense to me
as an observer as being another service to offer
alongside all the other things that people join the FSB
to take advantage of.
We are very confident that the NEST proposition will
resonate with a lot of folks, and it is very important
to remember that none of the folks that are in the
market alongside us, whether it is Scottish Widows,
NOW or any of the others, actually wishes to take on
the PSO. So, we have a central role to play, we
believe, in making sense of these reforms, because in
order to get us to that wonderful place that Australia
has got to, where workplace pension saving is the
norm right across society and right across enterprise,
there needs to be an entity to pick up the PSO so that
there is a service available to every employer.

Q233 Brandon Lewis: Obviously, I would not ask
you to give away anything commercially sensitive, but
is there a simple answer to how you deal with the
risk, when this fully kicks in, of other organisations
deciding to come into the market and undercutting
you early on to the point of damaging your ability to
survive, in order to benefit from profits down the line,
which would effectively be disadvantageous to the
employers as well? I understand the points you are
making, but how do you get that over to the end users
to the point that they will want your product above
something they might see as simpler and effectively
cheaper?
Lawrence Churchill: I am not sure that some of the
companies you reference would adopt that sort of
tactic, but as Otto Thoresen2 said to you a fortnight
ago, “I can see why you would be suspicious”. We
obviously have to react to the market strategies of
other players, and I think that transparency and public
scrutiny are the answers here, to make sure that no
one comes in at a bargain basement price and then
gradually increases it through a multiplicity of charges
later on.
We support the work that the NAPF is trying to kick
off, in terms of how you get transparency of charges.
It is simple and appealing in a sense to go to a single
AMC as your own currency, but as Tim has already
said, people using AMCs have multiple AMCs, and
you are never sure which one you are getting at any
point in time, and when you stop paying contributions,
the costs suddenly go up. Even in the beguiling
simplicity of one currency, there are complications.
Work will have to take place in the period ahead to
try to find comparative measures, and probably there
will end up being more than one, in my view, in which
you can go back to a tariff that the industry is offering.
But only public scrutiny is going to out—if I can use
that expression—strategies that go in pretending to be
one thing and in reality a few years later appear to be
something else.
2 Director General, Association of British Insurers (Who gave

evidence on 30 November 2012)



cobber Pack: U PL: COE1 [E] Processed: [28-02-2012 16:32] Job: 014906 Unit: PG04
Source: /MILES/PKU/INPUT/014906/014906_o004_db_Corrected transcript 14-12.xml

Ev 54 Work and Pensions Committee: Evidence

14 December 2011 Lawrence Churchill, Tim Jones and Mark Fawcett

I think that NEST has already had a powerful impact
on behaviours in the marketplace, across a wide range
of dimensions from governance to communications to
charges and so on. With the prospect of NEST coming
down to a 30 basis points charge a decade or so away,
I think that the competitive pressure exerted by the
existence of NEST is going to keep competitors
honest. The public scrutiny and comparison will be
there, and it will be a real option for people and
employers to realise when they are being seduced by
charges that do not appear to be what they say on
the tin.

Q234 Brandon Lewis: I appreciate that you made
the point a few minutes ago, that obviously you today
cannot bind trustees of the future but, quite rightly as
well, talking about transparency and knowledge, if we
are continually talking about a decade or so away
from 30 basis points, that in itself will put a pressure
on people in the future to live up to that, because
they will come to expect it. That matches up with
transparency. So do you think that, with the work that
the NAPF are doing and this kind of transparency that
auto-enrolment, NEST and what have you can bring
to the market, that will be enough, or do you think that
it would be helpful if the Government were looking at
caps in order to protect people down the line from this
potential for high charges later on in a policy?
Lawrence Churchill: I would say, let us see where
the industry initiative gets to. NEST is not in favour
of talking shops, so we do not want to engage in long
conversations about how difficult it all is and yet
nothing ever happens. This is a case in which actions
speak louder than words. After due time, whatever it
is—a year maybe—if there is no concrete resolution
coming out of discussions like that, then I think it is
entirely for Government to consider what the most
appropriate response is. Personally, I do not like
arbitrary caps of any sort, because they tend to create
incentives to go to the cap and not to go below it, as
we saw with stakeholder pensions, for example, 10
years ago.
Tim Jones: The only thing that I would add to that is,
if you think of stakeholder pensions as a viable cap—
that is, 1.5% for 10 years and then 1% thereafter—
that is very expensive in the context of the figures that
we have just been talking about, about what our actual
charges are and, prospectively, what they should be.
My personal view, for what it’s worth, is that having
an active competitive market which is creating price
pressure because there is real choice is a very effective
way of managing these issues.

Q235 Brandon Lewis: In that sense, that price
pressure in a competitive market only works if it is
understandable and therefore transparent.
Tim Jones: Right.

Q236 Brandon Lewis: With that in mind, and with
the Pensions Regulator going to have a huge amount
of work to do, is there anything specific you think that
the regulator should be focused on in order to ensure
that, to enhance matters and generally to make sure
that obviously the policies that are on offer are
genuinely good for employees?

Lawrence Churchill: I think the regulator ought to
be focused on outcomes for members, for sure, and
obviously on employer compliances as we go forward,
on the quality of record-keeping, which is a very, very
important issue over the longer term. And it should be
risk-based in everything it does. So where it sees a
risk, it should switch its resources towards that risk
and address it. We will certainly support and help the
regulator in any way that we can. We would like to
see all that it does being proportionate, which also
goes to the charges or costs of regulation itself. The
trustees will be concerned that a large organisation
like NEST—measured by members—which we hope
is very well governed and relatively safe, does not
bear a disproportionate cost of regulation. So we will
be pressing for proportionality all the way.
Tim Jones: But we are involved in the NAPF’s
charges initiative, and we have got a representative on
the working group.
Chair: On to investment strategy, and Harriett has
some questions.

Q237 Harriett Baldwin: The 22-year-old who joins
NEST and invests with you until they are 29 will look
at their account after 7 years and see that they have
just kept pace with inflation, and yet a colleague who
may have joined a different organisation that might
take a somewhat more risky strategy, in terms of
investing its portfolio, could potentially have a much
larger sum by the age of 29. We have had some
witnesses who have suggested that the investment
strategy is too cautious. How do you respond to that
criticism?
Mark Fawcett: That is a really good question. The
important thing is to understand the risk appetite of
our future members. We have done a lot of research,
backed up by sessions with low to moderate-income
workers, some saving in pensions and some not. Their
reaction to the idea that they might be automatically
enrolled into a pension scheme was that they might
then have an outcome where they start losing money
after year one or year two. If you are investing wholly
in equities in the stock market, which is very standard,
you can lose 25% or 30% in a year in a matter of
months, as we saw in 2008.
So the very strong message we got from our potential
members was, “You need to manage the risk of the
investments. Taking extreme or unnecessary risk is
not what we want. What we want is to build a pension
steadily.” Ultimately, if you are going to build a
pension from the age of 22, you have to keep on
saving. When you retire, 50% of the size of a pension
pot is typically made up of contributions and 50% is
from investment returns. So if you stop saving after 3
or 4 years because you just do not like the volatility
and because you have been scared off by big falls in
the stock market, you are never going to build a
pension.

Q238 Harriett Baldwin: All the evidence of
behavioural finance from the 401(k)3 market in the
US supports the view that people hate to see volatility.
If they are given the autonomy, they invest almost
invariably in cash or building society type accounts. I
3 A form of retirement savings plan in the United States
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agree with that, but what you have got at the age of
22 is time on your side. You have 45 years to
experience the higher rate of return that you can get
from investing in the stock market rather than the CPI
equivalent, which is probably not even as good as a
building society account. Should it not be your role to
default people into something that is going to take
them into the place where they will enjoy the benefit
of being able to take that long view with their
investments?
Mark Fawcett: First, the lower-risk approach—what
we call the foundation stage—is not no risk. Secondly,
it only lasts for a few years, when the amounts of
money invested are really small. If we compare
someone going into the foundation stage and then into
our growth stage—if they join at 22 and leave at 67—
with someone just going straight into the growth
phase, the difference in outcome is less than 1% in
terms of their expected return because the amount of
money they have got invested is so small. The work
that we did showed that, as you say, everyone hated
risk and volatility, but the people most likely to act
adversely were the very young—for example, people
in their 20s. The fact is that it makes no significant
difference to the outcome, but if we reduce the
volatility for 22-year-olds and 23-year-olds, it is more
likely to keep them in. It seemed to our trustees that
the right decision was to give them the slightly lower
risk start, keep them saving and build up confidence
in savings, so that when it pays to take more risk in
the growth stage, they are still saving and they are
happier to take that risk.

Q239 Harriett Baldwin: Your argument is that
suddenly at the age of 30, because there is a bigger
pot already accumulated, that volatility is not going to
affect them.
Mark Fawcett: Although everyone says that they hate
volatility, as people get into their 30s, because they
are more mature or they are just getting more used to
saving, they are much less likely to react adversely to
volatility. So the 22 or 23-year-old might say, “I’ve
been saving in this for a year. I’ve lost money. Why
am I doing that? I’m going to give up.” At 30 or 35,
people are more mature. As Tim said, they are used
to saving and think that it is just something that you
do—you save for a pension. They will see some
volatility and more volatility, but, at the same time,
they will be building a pension pot.
Lawrence Churchill: Perhaps I could add, Mark, that
you have absolutely correctly addressed your answers
to our default fund strategy. We have other funds as
well. If there is a 22-year-old who is already a
millionaire because his first dotcom business did well
and he is saving and feels very adventurous, he can
go into a more adventurous fund. It is available to
people. Our default fund, where we expect the
majority of our members to be, is built entirely upon
the research we have done with those members and
their characteristics. As you absolutely correctly point
out, we want to do better in economic terms—in terms
of return—for our members than the 401(k)
experience in the States.

Q240 Harriett Baldwin: So the default funds will be
by age group.
Lawrence Churchill: Yes.

Q241 Harriett Baldwin: Would it be possible to set
standards for investment strategies for all the default
funds, and if so, would it be necessary to define the
characteristics of the investment, or the process for
deciding on the investment strategy?
Mark Fawcett: Could I just clarify what you mean
by standards?

Q242 Harriett Baldwin: I think we heard evidence
in earlier sessions that there is quite a wide leeway in
terms of what it might be invested in.
Mark Fawcett: In terms of the amount of risk we take,
we’re very clear about how much risk we take at
different stages of a member’s savings career, and we
will manage that risk. Just as NOW: Pensions said a
couple of weeks ago, typically people invested 80%,
90% or 100% on the stock market, and that’s too risky.
We agree that’s too risky, and we’re taking a more
diversified approach, so we’re investing members’
money in a variety of different investments, seeking
return. We are taking risk, but not unnecessary risk.
Typically, we are taking less risk than 100% in the
stock market, but we are investing in global equities,
emerging market equities, emerging market debt,
corporate bonds and property. We’ll continue to
believe that we should diversify the portfolio, but seek
returns well in excess of inflation.
Lawrence Churchill: And our trustees, the investment
committee and your team, Mark, look each year at
the prospects and where the markets are going, and
dynamically alter our asset allocation to make sure
we are positioned as correctly as one can ever judge
the future.

Q243 Harriett Baldwin: That is very interesting,
because asset allocation is one area that people don’t
feel anyone can add much value in, so I am quite
surprised to hear you say that.
Lawrence Churchill: Correct me if I’m wrong,
Mark—he is our chief investment officer—but we
think that return is probably predicated more on asset
allocation than on, for example, stock picking.

Q244 Harriett Baldwin: Ex post. But ex ante is very
difficult to get right.
Lawrence Churchill: Ex ante is very difficult. I agree.

Q245 Harriett Baldwin: You believe you can add
value in that area.
Mark Fawcett: Our approach to asset allocation is to
manage the risk of the portfolio, so that members’
experience of volatility is relatively constant, and the
amount that the portfolio goes up and down typically
in the course of a year is relatively constant.
Sometimes stock markets or corporate bonds are
extremely risky and extremely volatile, and we need
to manage that risk, so if you think about the strategy
that invests all the time in equities, that can be an
extremely bumpy ride. A 29-year-old who has
invested since 22 and who you postulated might have
got an extremely large amount of money, might also
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have lost a large amount of money compared with his
original investment by being just in the stock market.
We think it is really important not to be dependent on
one particular asset class, but to spread your
investments and not to put all your eggs in one basket.

Q246 Harriett Baldwin: Diversification is the only
free lunch in investments, so I completely understand
that, but are you saying that you will try to manage to
a constant flat-rate risk?
Mark Fawcett: Yes. We look at a variety of risk
measures, such as volatility and value risk—I’m sorry,
that’s jargon—which is the amount of money you
might lose over a certain period, whether one year or
several months. We try to make sure that we can
manage risk. It doesn’t eliminate the risk—you have
to take risk to get investment returns—but we will
manage the risk through the savings career of the
member. We don’t say, “Equities are so over-valued,
we’ll sell them all.” We say, “Equities at the moment
are volatile; we’ll reduce the risk exposure.”

Q247 Harriett Baldwin: I do exactly understand
what you are saying, but the implication is that you
are going to have quite a high level of turnover in
your portfolios, which is quite expensive for the
person investing with you.
Mark Fawcett: The level of turnover actually is really
low. We are not trying to manage for every twist and
turn in the market, but there are periods where it does
rise for a considerable period of time and we can
reduce our exposure to those volatile assets for a
considerable period of time. Our last allocation is
absolutely strategic, so it takes a long-term view, and
we are not trying to do what people call market
timing, which, I absolutely agree with you, is really
hard to do.

Q248 Harriett Baldwin: Moving on to the other end
of the life-cycle—you have done this all your life,
you have built up this lump sum and you approach
converting that lump sum into a retirement income.
Could you go through that approach and how it might
offer lessons for governments, regulators and other
providers?
Mark Fawcett: If I could start 10, 15 years out from
the point of retirement, as you say our members will
have built up a significant pot at that point and the
important thing is to get a retirement income out of
that pot. They will be exposed, as we have said, to
fairly risky assets, and between 15 and 10 years out
the investment approach is to start reducing exposure
to those assets and to start investing, typically in gilts
and corporate bonds, to manage the conversion risk,
as it is called. Basically, people are going to buy a
retirement income, generally through an annuity, and
annuity prices move up and down, so we need to
manage the risk relative to that annuity. What we call
the consolidation period typically lasts 10 years, so at
the point of retirement the member’s portfolio will be
75% in gilts and corporate bonds, and 25% in cash.
People typically take the 25% as a tax-free lump sum
and the 75% provides their retirement income.

The approach we have taken to buying retirement
income is to buy an annuity, which is a once-in-a-
lifetime decision. Most people, by definition, have
never engaged with annuities. They do not really
know what they are buying, and by the time they have
bought it, it has come too late. There is a lot of
evidence that people typically do not buy the right
product.
The approach we have taken is to develop what we
call a structured choice tool, which guides people
through a fairly simple set of questions about their
personal circumstances, their health and their lifestyle
habits, which help them to arrive at the right product
decision for a retirement income. So, for example, if
you are a smoker you would expect to get a better
annuity rate, so we ask people, “Do you smoke? If so,
how many cigarettes do you smoke?” Once we have
gathered that data, we have a retirement income panel
of five annuity providers. We send the data out to all
those providers, and they will come back with quotes.
The member can see which is the best quote and
which is the worst, and it is rational to buy the best
quote, which will give them the best income.
We think that is a significant improvement on the
default. What typically happens these days is that you
tick a box from your pension provider and they give
you a single life level annuity, irrespective of whether
you are married, whether you smoke, whether you
have diabetes or whether you are overweight, all of
which will change the retirement income you get.
Tim Jones: We absolutely provide access to the open-
market option for all people coming out of NEST.
That is one of the many things that it is typically said
that we don’t, but we do. As well as the retirement
income panel, we do provide access to the open-
market option.

Q249 Harriett Baldwin: It is said that the 8%
contribution under auto-enrolment is going to provide
a better replacement income—a lot of people are
currently not expecting any—but it is also not going
to provide a particularly generous retirement income.
What can the industry and the Government do to
encourage higher contributions?
Lawrence Churchill: The 8%, which is often
misunderstood, is a minimum for the auto-enrolment
system at the moment. It would be odd if the
minimum contribution that you made got you the
maximum income in retirement. It would be very odd
indeed. I don’t think there is any doubt that for many
people, 8% may not be the most appropriate figure in
their circumstances. It is merely the minimum
starting place.
What can the industry do to engage in how to
communicate the concept of adequacy? I think it is
down to communication and it is down to being
honest. It is down to not betting that equities are going
to work or any risky asset class is always going to
come out on the upside and not the downside—you
have just had the conversation with Mark. It is trying
to communicate a balanced risk approach to what you
are likely to get for the money that you are saving.
Over time, I hope that we will be able to socialise
some saving norms for people in various
circumstances, such as the one I mentioned earlier:
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half the age at the time you start would be the
percentage. It is clear that the number should be
higher than 8% for many people. We need to guide
them with the industry to make an informed choice
about how much pay they want to consume now and
how much pay they want to defer so that they can
continue consuming in their retirement years.
Essentially, that should remain a personal choice for
families.

Q250 Chair: Most members can choose to invest in
an ethical fund, so what might some members
consider unethical in your default fund?
Mark Fawcett: We have done quite a lot of research
into member attitudes and how they would like their
money invested. We have an approach that we
consider as responsible investment for all our fund
choices. Basically, we will engage with companies
and will have our shares voted on issues such as the
environment and on social issues such as human rights
and the treatment of the work force. Those are the
issues that the potential members who we surveyed
think are extremely important. In addition, the ethical
fund excludes industries such as tobacco, arms and
alcoholic beverage producers, so it eliminates certain
industries that are generally considered by some
people to be unethical.
However, whether you smoke or not is a personal
choice, and whether you think smoking is bad or not
is a personal choice. In addition, we also have a sharia
fund that allows people with Islamic belief to comply
with Islamic finance, so that excludes alcohol, arms
and financial companies. We have a range of choices
for people who have particular beliefs, and we think
that is really important. In an automatically enrolled
environment, where you are enrolling people with a
variety of different needs, to have some choice that
meets their needs is absolutely appropriate. Employers
as well as employees have told us that.

Q251 Karen Bradley: I am interested in what you
are saying about having the different types of funds,
particularly the sharia fund. How will an employer
manage? How easy will it be for them to deal with
you when they have got employees who want to be in
all the different funds, and how much more
complication is there in their lives as the employer?
Mark Fawcett: I shall pick up the bit about
communication, and then Tim can perhaps say how it
might work for the employer. We have gone for a
focused fund choice, so we have five funds in addition
to the default fund. There is extremely strong
behavioural research that shows that if you give
people too much choice, they just get confused. They
will come and ask questions or they will go into a
default fund when that might not be right for them.
So, we have five fund choices. It is very clearly
explained what each of those choices is designed to
do. There is a lot of self-service here. People can make
an informed choice very easily. If people can make
that informed choice, they will not be a burden on
their employer. They will not be coming to ask advice
and so on.
Tim Jones: Our design presumption is that very many
of the employers that will choose NEST will have no

expertise in answering questions like that at all. If you
think of the hundreds of thousands of micro and small
enterprises that will come in from 2015, the
presumption has to be that those people are very good
at what they do, which is mostly not anything to do
with financial services. Being committed to
transparency and clarity of language, and researching
carefully how we talk to members about this limited
fund choice, we hope that with the scale that we
envisage it will become something that people can
talk about in the pub. They can say, “Well, I’ve stayed
in default,” “I chose the ethical fund,” or, “I’m a
Muslim and I chose the sharia fund.” There are not so
many choices that it is an unfeasible conversation.
There are not 350 of them; there are five outside of
default. We are working as hard as we can, and will
continue to do that, to create communications that take
what is an essentially technical area—investment—
and, without dumbing it down, try to make clear
statements, through our fund factsheets for example,
about what each fund does and why people might
wish to consider it.

Q252 Karen Bradley: From the employer’s point of
view—suppose they have employees that are in the
default fund and the other five funds—do they just
pay over an amount of money, and you allocate it?
Tim Jones: Absolutely. The process is that everybody
is put into the default fund because everybody is
defaulted-in through automatic enrolment. The
member then chooses to elect for a different fund
choice. Our view of our membership is that this is for
life. NEST membership arises in the context of one
employment, but three or four employments later, the
employer at the time is putting money in, but your
fund choice reflects all the money that has come in
over the different engagements that you have had.
That will mean that people will understand that this is
their NEST account. Hopefully, as we engage with
them we will encourage them to manage it as their
account, regardless of the employment at the time that
gives rise to those contributions, or indeed voluntary
contributions that they may be making on their own
behalf.

Q253 Karen Bradley: Do you have any plans for a
situation in 20 years’ time, for example, where the
ethical fund has grown dramatically and the default
fund has not, and the employees are sitting there
saying, “We work for the same business; we have the
same employer and the same profile, but you’ve got a
much bigger pension pot than me”?
Tim Jones: Mark can comment on the likelihood of
that, but I think that people are going to make their
fund choices based on their beliefs and their risk
appetite. Essentially, our four main choices outside of
default are higher-risk—carefully named—and lower-
growth. That is also carefully named because, let’s say
that we are CPI4 plus 3 in our growth phase, we are
saying to people, “Look, CPI plus 5 is not a one-way
ticket. You have to create more risk, which risks more
volatility, to go for that.” We have a higher-risk fund,
a lower-growth fund, an ethical fund and a sharia
fund. Those are the four principal choices outside
4 Consumer Price Index (one measure of inflation)
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default, and we think that people will then realise that
that is what they are in.
In practice, comparison across will be difficult
because everybody’s savings history will be unique.
They will have been in work and out of work and they
will have got the pot size that they have got. So I don’t
think that that direct comparison will feature much.
Mark Fawcett: Our ethical fund has a risk profile that
is very similar to the default fund. The intention is not
that because you have a certain set of beliefs and want
to invest in the ethical fund you have to have all your
money in equities and a very risky strategy. We have
a risk-managed approach with lifestyling, and we have
been told that this is the only ethical fund that is
lifestyled. We want to manage the risk through the
member savings career for investors in the ethical
fund, just as we do in the default fund.

Q254 Sheila Gilmore: What feedback have you
received from employers and employees about your
communication materials?
Lawrence Churchill: I will give an overview, and
then perhaps pass to Tim who has rather more direct
feedback. I am pleased to say that it has generally
been incredibly well received. People think it is a
breath of fresh air that some of the jargon has been
removed from the industry. We have continued to
show very engaging footage of conversations with real
people out there in the streets. Some are eminently
qualified in their own profession but show a low
appreciation of financial jargon, and are actually put
off by it and frequently misunderstand it. They regard
what we are doing as a breath of fresh air. I would
hate to say there has been universal praise, Tim, but
it is not far off, is it?
Tim Jones: What is fascinating is that the feedback is
very clear: people do not want to be dumbed down.
Their tolerance, though, of our jargon—that is, jargon
from the world of pensions—is negative. It is not
zero; they are cross when they are presented with
jargon. They say, “We don’t mind you taking a few
more words, but please make them English, so that
we can understand what you’re saying. We want to
understand it, but we have very little tolerance.” There
is a wonderful vox pop on one of our videos of a
medical student, who is almost shaking his “Gray’s
Anatomy”, saying, “I’ve got my own jargon, thank
you very much. I can do without yours. I’ve got
enough in this big book here.” We took that to heart.
Our philosophy is to set things out as plainly as we
can—hence the NEST phrasebook. We will continue
to work with that, but the response so far to the
website has been very positive, both in the research
and now among our hundreds of members—the nearly
50 companies that are live with NEST, and I am
delighted that we are live this year, a year ahead of
when we were due to start.
Now, we have not done everything right, and that is
one reason we launched a year earlier. We know—I
know—from devising new products in the past that
you never get it all right, but we are going to work
hard to make things even better. We are very pleased
that the core, the tonality and the language, and the
way we express ourselves resonate strongly with the
target market—they should, because they were

researched to do that—and we have a great platform
from which we can develop. But this is a journey, and
we will be doing a second version of the phrasebook
early in the new year.

Q255 Sheila Gilmore: Do you think others could
learn from that?
Tim Jones: We are saying that what we have done
works for our target market. It was in response to early
research, where people said, “I don’t know what the
question is. I can’t answer your question in the
research because you’ve used a jargon word that I
don’t understand.” We had to step back and think, “Oh
my goodness. Okay, how do we actually talk about
this stuff?” We have shared these things broadly, but
we are saying that we are focused on our target
market; we are not presuming that that approach is
right for all elements of the market, although it is
interesting that you could say the DWP’s
communication work draws heavily on what we have
done. With different audiences—especially
professional audiences, such as the investment
community and the employee benefits consultants—
we go all the way into the jargon of the industry when
we are providing technical answers in a tender-
response document. So we are tuning the language to
the needs of the audience.
Lawrence Churchill: As far as consumers are
concerned, we are strongly supported by the ABI5

and others, who want us to take the lead. A year or so
ago, Tim and I had a meeting with the chairman of
the ABI, who said, “We believe strongly in
communication. We have tried to do some ourselves,
but we have such a broad and diverse membership
that it’s difficult to get cohesion. Will you please take
the lead, and we will follow and support?” It is not as
if we have set out in contrast to the aspirations of
others. This is perhaps one of those areas I mentioned
where actions are louder than words. Tim’s
communication team has done a great job in showing
what could be done, and that is having traction.
Tim Jones: We are very grateful for the engagement
of many parts of the private sector. JLT, for example,
invited us to view its work on mobile applications,
which it has been using in South America and South
Africa. We are very grateful for that. We want to be
part of an industry that, in a sense, realises that this
product area—workplace pensions—is going to
become normal. That makes it more of a consumer
product, so it has to step up to the clarity of
communications that consumers expect from
mainstream products these days.

Q256 Sheila Gilmore: What level of service will you
be able to provide to any employers who cannot fulfil
their responsibilities online?
Tim Jones: We thought very carefully when we
designed NEST and looked at that topic area of online
versus paper, both from the employer perspective and
the prospective member perspective. The conclusion
was that we were going with the flow for both
communities, in being predominantly online, but that
a minority of members would require paper, so you
5 Association of British Insurers
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can opt for a paper annual statement from NEST and
receive that going forward.
On the employer side, the fact that the Inland Revenue
submission is mandated as being online meant that
nearly all employers had to have the capacity to work
online somehow. Our principle response to it is not to
provide paper for employers, because that is really
very expensive and we do not believe it is in
members’ interest; but it is to provide a service, where
we have worked hard to create a concept we call
“person acting on behalf of”. So you can be
nominated as a person acting on behalf of an
employer. That is quite a rich concept, so you can
delegate—“You can do this but you can’t do that”—
for different people in your environment. So if you
have somebody who does your books, if you are a
micro; if you have outsourced payroll, whatever it
might be; that person can work with you if you are a
paper-based person.
We are in a sense saying our costs are limited to
providing an online environment, but there is a facility
for people to work with employers if they want to go
to paper. It is also—that same facility—very important
to support the 300-plus languages that are spoken in
the UK, where we have that concept, both for
employers and for members, that people who do not
have English as their main language can nominate
somebody to act with them and for them in different
ways and bridge that language divide.

Q257 Sheila Gilmore: Finally—from me, anyway—
how will you ensure that employers hand over the
contributions on time?
Tim Jones: This is a fascinating and important topic,
as the duties of workplace pensions reach into
employers that have traditionally not offered
workplace pensions. I am not pretending that we have
all the answers. What we have done is to set up a
system where all employers are notified before a
payment is due—each time a payment is due. They
are then notified if the payment is late, and we go
through a series of notifications. We then obey the
Pensions Regulator’s rules for, in a sense, handing the
file over to the Pensions Regulator if the incidence of
breach is beyond a certain number of times. That is
set out in its regulations. We think it is for it to take
whatever action—as Lawrence said, risk-based—to
meet its duties of ensuring employer compliance.
You could ask what more we might do, and then
Lawrence and the trustees would quickly say to me,
“Whatever we do, Tim, has got to be in members’
interest, so tell me what the member interest test is.”
When we have got hundreds of thousands of firms in,
there is clearly a challenge to work our way through,
as an industry, to manage this topic area. It is an
important topic area. We have given it a lot of thought.
We will make it as easy as possible for people to make
their payments.
One of the things I am interested in is smartphones;
lots of small businesses will have exactly the same
schedule each time, and if they can just do it with 4
or 5 hits on a smartphone screen, while they are doing
their normal everyday business, to trigger a
transaction, then that is one way of making it easier.

We have also been asked—and this is completely
against the history of pensions—to provide,
effectively, a standing order facility for the smallest
employers, where they do not have to trigger each
payment. Traditionally, employers have always
wanted control over cash flow, and have wanted the
power to manage each payment, but we have been
asked by micros to consider providing an effective
standing order, where they are saying, “Look, it is the
same people; they earn the same amount of money. I
pay weekly; I don’t want to do this every week. Just
allow me to have it set up so that it triggers, and then
I’ll go in and change it when something changes.” So
we are in the process of designing that.

Q258 Stephen Lloyd: I think you are right. I think
all those sorts of systems will make it easier, but you
and I know that you are always going to have that
percentage of people—whether it is the plumber
saying they will turn up, although they never do, or an
accountant—who will be problematic. My experience
with that is that at some point fairly early in the cycle,
I anticipate that there are going to have to be some
quite public cases against employers who just don’t
bother. In my experience, one of the best ways to
assist those recalcitrant groups is to put the fear of
God in them a wee bit. Realistically, is it part of your
understanding that you may need to do some of that?
Tim Jones: We don’t think that that is for us. We think
that that would be for the Pensions Regulator.

Q259 Stephen Lloyd: So NEST is going to be very
careful. It’s just going to be the provider. I understand
where you are coming from, where you are going to
manage the pensions. So no aspect of “bad boy” is
going to be related to NEST?
Lawrence Churchill: We have no enforcement
powers at all. That is a matter for the Regulator; the
Regulator has been given those and a considerable
amount of resources with which to police them. It will
be a difficult job—I entirely agree with you—and
there will be issues for the Regulator to handle. NEST
has not been set up as a policeman. We are a service
provider. Regarding the expectation of a schedule
arriving, as Tim has said, we will do as much as we
can to make it easy for the employer, to remind them
and so on. But if they decide not to pay it, it is a
matter for the Regulator.

Q260 Chair: But the warnings will all be
electronic—they will all be through e-mail. People
will not get a red letter saying, “You haven’t paid.”
Tim Jones: That is right. They will be electronic.

Q261 Chair: But you might have the red print on it,
saying, “This is a warning.”
Tim Jones: It may well have red print. If red print
researches well, I’d be surprised if it didn’t.

Q262 Chair: It’s just that I’ve had a number of
companies that didn’t realise that changes in
HMRC’s6 rules meant that even payments that are
one day late incur huge penalties—I know that they
don’t incur penalties with you—and six months later,
6 Her Majesty’s Revenue and Customs
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they actually discover that they have been walloped
with this because they didn’t get sufficient warning,
or the warnings weren’t clear enough. Your warnings
will be clear?
Tim Jones: Our warnings will be clear. Again, we will
work with employers. We’ve already had feedback
about exactly this topic from employers working with
us. An employer had nominated an independent
financial adviser (IFA) to submit contributions on their
behalf, and the IFA said, “Can you please think about
sending us more e-mails, because we forgot?” It’s an
important area. Our philosophy will be clear: timely
electronic notification before the thing is due, and then
after it’s due, if it’s late.

Q263 Stephen Lloyd: When NEST is a chosen
provider, what information and help will employees
receive from you or other sources in deciding whether
to opt-out or save more? I know that we’ve talked a
little bit around saving more than the 8%. But in a
nutshell what information will employees receive
from you?
Tim Jones: We are in the final stages of designing our
automatic enrolment opt-out process. You may ask
me, “Why haven’t you done that already?” To have
launched it already would be illegal, which would be
a pretty good reason for us not to have done it. Like
all other providers, we can’t offer this service until the
provisions of the Pensions Act 2008 come into force
next year.
We are in the final stages of designing it, and we are
very carefully stepping through—again, this is
researched—what is the best way of presenting this.
Our philosophy is to present it electronically, and it
will be available on our website and through an
interactive voice-response telephone channel; they are
both electronic.
We are going to step people through the implications
of opting out, and we may well be saying to them,
“Why don’t you stay in for a bit? You can always
cease contributing later.” We may also be saying to
them, “Are you aware that you are leaving money on
the table—employer contribution and tax relief from
the Government? Are you sure you want to proceed?”
The research says that people welcome those realities
being placed in front of them, but at the same time, if
they’ve made the decision that they’re going to opt-
out, they don’t want to feel obstructed in that. It’s
about striking the balance between laying out the
implications of opting out and not trying to change
their desired behaviour.

Q264 Stephen Lloyd: That’s a very interesting point.
I know that Pensions Week flagged up that NEST
would be in breach of the Pensions Regulator’s rules
if it allowed members to opt-out by telephone. Is that
correct? If so, would it not then be counter-intuitive
to what you have just said, and would it be too easy
to opt-out? How do you square that?
Tim Jones: We are very confident that our design, our
solutions, will be fully compliant. As I said, they are
in the final stages of design, so they’re not complete
yet. Nobody knows exactly what they are—not even
us—so it is a little presumptuous to say that they are

not in compliance. We clearly would not issue any
process that was not compliant. We are very confident
that it is compliant. In terms of the way we are setting
it out, people should not confuse the word “telephone”
with “too easy”, because we are using the web and
the telephone. There are two different channels to set
out the same carefully researched conversation—to
say to people, “Okay, you wish to opt-out and you’ve
gone down this route. Let us now put in front of you
the implications of what you’re doing and balance that
with not unreasonably trying to change your desired
action.”

Q265 Stephen Lloyd: Finally, we have a grand
strategic question. I know all of you or certainly two
of you have been involved in the pensions industry
for many years, and all three of you in investment.
How can the UK pensions industry improve the way
it communicates with the public to help rebuild trust
in retirement saving? I would add that the very group
that NEST and auto-enrolment are working towards,
which I think is fantastic, is the hard-to-reach group.
Despite all the effort that you have been putting in for
the last year and a half or so, if not longer, to get this
off the ground, do you still think there are other silver
bullets around communication that you or the industry
can use to help to make a difference for that
challenging group, for want of a better word?
Lawrence Churchill: It is a great question. No matter
how much has been done so far, there is much more
still to be done. I think the basis of trust is honesty
and transparency. It is about both managing
expectations and not letting people down. It is about
telling the truth to people about the prospects for their
retirement age, quality of life and so on. We have a
long way to go on that. The history of the last few
decades is littered with examples of where people
have been misled or let down. That is still very much
in people’s memories, and it is not surprising that the
level of trust is very low. We have to rebuild that, and
NEST is being given a great opportunity to play a part
in rebuilding public trust. Through the initiatives that
we have taken, such as our communications approach,
a simple language, the default fund construction and
so on, we are trying to get this across to people. The
reality of the 8% question and so on will have to be
brought forward. There has to be an adult-to-adult
conversation with people about the realities of the
future for their retirement years. We have a long way
to go.
I am a huge fan of communications technology, and
that is certainly also the case with younger people.
Like many older parents, if I have a problem with my
computer, I ask my 11-year-old daughter how to fix it.
It is a different generation. The power of smartphones,
which Tim has mentioned, is, even at their current
stage of development, enormous, so he is working on
our apps and that sort of thing as we speak. Who
knows what sort of applications you will be able to
download on to your smartphone in the future?

Q266 Stephen Lloyd: Building on the previous point
about values, I’m glad you appreciate and recognise
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something I think is very significant, which is that this
has been a shambles for years. The lack of trust out
there is just grotesque. The responsibility and role of
NEST is to be safe, truthful and bland with our money.
It potentially has an incredibly significant role in
transforming the trust that people have in pensions.
Do you appreciate that that is a responsibility, whether
you like it or not, that NEST has?
Lawrence Churchill: We absolutely do, and the
trustees welcome it. We are accountable. We have a
fiduciary duty, a direct line of sight, to our members’
interests. In every decision that we take, we must take
that into account, and we must explain, when held
to account, exactly what balance was taken, what the
arguments were and why we came to do what we did.
It is something that we very much welcome. It will be
a heavy burden and we will occasionally get things
wrong, I am sure, but humility and asking for
forgiveness when you do get something wrong is a
much better approach than pretending it was someone
else’s fault or that it never went wrong anyway.
Tim Jones: The pensions industry has an extra duty
on it because this is a low-interest product within a
low-interest product area, pensions within financial
services, and that creates information asymmetry—
more jargon—or consumers not knowing much about
this thing. Therefore, if you do not behave ethically,
you can exploit that information asymmetry by
creating charging opportunities, in a sense when the
consumer is not looking. To rebuild trust, what we
have to do as an industry is to recognise that
information asymmetry and to recognise that we must
not exploit it. That provides us with a higher duty of
care compared with a product area where the
consumer is more engaged.

Q267 Harriett Baldwin: My question is linked to
trust, but how important is it that the Government take
measures to end the pension credit means-testing to
make it completely justifiable for everyone to save
in NEST?
Lawrence Churchill: We think it is a great
simplification of a system that is very poorly
understood. Arguably, the UK state pension system is
one of the most complex in the world. I was reading
an article by Professor Nick Barr from the London
School of Economics recently in which he explained
the nature of pensions systems in other countries.
When he came to the UK he said, “Well, I don’t
understand it, and I wouldn’t recommend anyone else
to try.” When authorities like Nick Barr are in that
position, there is literally no hope for any of us. It is a
magnificent step forward that the Minister is currently
bringing before Parliament, to try to draw a line at an
appropriate point and make everything simple, so that
the fear of the trap of means-testing and so on does

not distract from people’s consideration of how to
optimise their own interests. We very strongly
welcome that.
Tim Jones: As a communications person, I would just
say that a simple tier 1—let us say £150 a week—
provides a communications platform that I can work
with. Do you want to live on 150 quid a week?
Probably not, so “Let us now talk about workplace
pension savings”, or “What else are you going to do
to augment that?” As a pillar 2 person in workplace
pensions, a simple pillar 1 is a great communications
foundation for a conversation about adequacy.

Q268 Chair: We will be asking the Minister about
that as well. May I pick up on something I think you
said, Tim, but I might have got the wrong end of the
stick? You said of your competitors in the market,
none is prepared to pick up the public service
obligation. Does that by implication mean that you
will always require a Government subsidy, because
there will always be a part of the market that is not
viable for anyone else to pick up?
Tim Jones: We do not believe so, and our model says
that we will be fully self-funding beyond the
repayment of the loan. In effect, what will be
happening is that the membership of NEST will be
absorbing the cost of the public service obligation, but
the modelling shows that, on the scale that we
anticipate, that will be possible. It is for others to
judge whether that is right, but that is the political
settlement. After the repayment of the loan, NEST is
self-funding, and the members of NEST are therefore,
inside its economics, funding the cost of that public
service obligation.

Q269 Chair: With the restrictions that you have, plus
the PSO as well, a number of our witnesses have said
that you are at the race but that you are hobbled before
you even begin. Do you feel hobbled in all of this?
Tim Jones: I do feel slightly hobbled. It is interesting
to see NOW: Pensions, with its history as a
governmental initiative from Denmark, now fully
funded, coming in and saying, “Look here, we’re here,
a new player, and we haven’t got these restrictions.”
As the person charged essentially with being the
product champion of NEST, that is an interesting
place to be.
As I said, I think that the restrictions have had a
significant benefit in making us absolutely focus on
people who earn up to £35,000, not on anyone else,
and creating a product focused on that market. The
issue is whether the continuation of them is now
playing out for net benefit or net detriment.
Chair: Thank you very much for coming along this
morning. Your evidence will be very useful to us
when we come to write our report.
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The Pensions Regulator, gave evidence.

Q270 Chair: Good morning, gentlemen. Thanks very
much for coming along this morning. We are
obviously looking forward to hearing your evidence.
Can I ask you just very quickly to introduce
yourselves for the record?
Bill Galvin: Bill Galvin, Chief Executive, Pensions
Regulator, and Accounting Officer and Senior
Responsible Officer for the delivery of the Employer
Compliance Regime.
Charles Counsell: Charles Counsell, the Executive
Director for Employer Compliance at the Regulator.

Q271 Chair: Thank you; we are going to get straight
into the questions. One of the keys to the success of
auto-enrolment is going to be the communication that
both you and the various pension schemes that will be
set up will have with employers. But your own
research report and the survey you have carried out
found that only 44% of employers were aware that
there would be some changes in employers’ pension
obligations. When they were asked the question
unprompted, only 17% knew that they would be
required to offer a pension, and only 10% knew that
they would have to contribute. Those figures strike me
as being rather low. Are you concerned about the level
of knowledge that employers, and particularly small
employers, have with regard to the obligations that are
going to be placed on them fairly soon?
Charles Counsell: Clearly our number 1 priority is
communicating with employers and their advisers. If
you break down those numbers into their constituent
parts, we have put a lot of focus in the early work we
have been doing on larger employers, and you will
see that larger employer awareness is considerably
higher than that: larger employer awareness is at 90%,
and understanding ranges from 83% to 93% of the
various aspects of auto-enrolment. In terms of small
and micro employers, there is clearly a greater deal of
time to go before the duty dates apply to them. We
are yet to see the new staging profile following the
announcement of the changes by the Government. We
think there is a lot of time still to make them aware
and ensure they have the appropriate levels of
understanding.
In terms of our focus—I will move to small and
micros in due course—we have a very detailed set of
plans in terms of communications, and one of the
things we will be doing is writing to all small and
micro employers 12 months before their duty dates
and then 3 months before their duty dates, and we

Glenda Jackson
Brandon Lewis
Stephen Lloyd
Teresa Pearce

expect that to be a big trigger in terms of improving
understanding levels.
Bill Galvin: Sorry, Chair. I should just say that, in our
nomenclature, large employers are 250 employees and
above. That gets us quite far down the market. Indeed,
when the staging profile is confirmed, I imagine that
will get us well into 2014 in terms of levels of
awareness and understanding. The 90% figure is quite
good in that perspective. Indeed, even the levels of
awareness of those people whose staging dates have
been deferred, the 50 employees and below, are quite
high: still around the two-thirds mark. It is really the
micro-businesses, the one to fours, that are dragging
that overall number down.

Q272 Chair: We have some questions to come about
how you will specifically communicate with micro-
businesses, but even though I take what you say—that
the majority of those in work work for large
employers—the whole point of auto-enrolment is to
get to those employers who presently are not
providing a pension. Therefore, the figures with regard
to small and micro employers are particularly
worrying. It has been put to us by other witnesses that
contacting them only a year before their due date is
far too short notice, particularly for companies that
may be contracting 2, 3, 4 years in advance. They
need to know what their obligations are going to be
when they are putting in bids for contracts, even if
they are quite a small or a single- or two-employee
employer. They are still doing that kind of contracting
work. A year out is too late for them.
Charles Counsell: We have looked at how long the
lead time is for employers to get themselves ready,
and we have investigated that by talking to employers,
to those providing pension schemes and advisers to
pension schemes. We think 12 months is about right
for those. Of course, it is not the only thing we are
doing in terms of awareness and understanding. The
letter is not the only thing we are doing. We are
running campaigns through intermediary groups—
including, for instance, the Institute of Personnel and
Development, the CBI, FSB1 and others—in order
to get to small and micro employers. We recognise
that there is a whole gamut of ways of getting to
employers to increase their understanding.
Bill Galvin: We take some satisfaction from our
ability to penetrate the market in terms of the advisers
1 Confederation of British Industry, and Federation of Small

Businesses
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to these smaller employers. Most of them tell us they
will go to their accountant or bookkeeper. The levels
of awareness since we have started talking about these
reforms to accountants in particular has gone from
very low—around the 6% mark—to approaching
three-quarters or so of that population who are aware
of what is going on. Our initial focus in that area is
the advisory community, because they are the people
to whom these small employers will turn.
Chair: It is whether they are passing that information
on to the small employers.

Q273 Stephen Lloyd: Thank you, Chair. This is such
a new area and it is such a huge effort to get
something like this to so many micros. Do you have
any benchmarking with either other countries who
have contacted micros—not necessarily on this, but
on something around the regulatory process—or even
within the UK, so that you are able to ascertain where
we are either doing quite well from the benchmarking
or we are not doing very well?
Charles Counsell: We have done exactly that. We
have looked at the implementation of this in Australia
and New Zealand, and we have also looked at the
equivalent—or near to equivalent; there is no exact
equivalent—within this country: national minimum
wage. We have also looked at how HMRC2

introduced changes. So we have done precisely that.

Q274 Stephen Lloyd: How are we stacking up on
that benchmarking level? Is it quite high, quite low,
or as expected?
Charles Counsell: We think it is not far from
expected. We are quite surprised at some of the levels
of awareness, particularly in some of the groups. We
are quite surprised the small employers—that is the
fives to 49s—and medium-sized employers have come
up as high as they have as early as they have.

Q275 Chair: It is almost 15 years since the minimum
wage legislation was introduced and we still have
employers who do not know about it. These will be
the same employers that will not be aware that they
have new obligations under pensions. Can you access
any of the detail of the employers that are less likely
to be compliant?
Charles Counsell: We can. Again, we will work with
other agencies throughout this whole process, before,
during and after the duty dates, to work on
intelligence and to show intelligence about those areas
where there is higher likelihood of non-compliance.
Clearly if there is non-compliance with national
minimum wage or other employment laws, there is a
higher likelihood with these new duties.

Q276 Debbie Abrahams: I just wanted to clarify
something. Considering the financial implications,
particularly for micro-organisations, do you really
think that 12 months’ notice is going to be enough,
whether that is coming through their accountants or
not?
Bill Galvin: They get 12 months’ formal notice from
us in terms of their duty date and what they need to
do by that date. But we would expect that, through
2 Her Majesty’s Revenue and Customs

the broad range of communications that we are doing
through intermediaries and the general campaigns that
we will run through the stakeholder and industry
bodies, the levels of awareness in the micro segment
will have increased dramatically by that stage. Our
prompts at 12 and 3 months are to say, “If you have
not started work on this, now is the time to get going,
in earnest.”

Q277 Debbie Abrahams: Will it not put them under
more financial strain though, with the limited amount
of time that they will have? If they are able to plan
well ahead, presumably that would be better for them.
Bill Galvin: We will monitor levels of awareness and
understanding in the run-up. For these people we do
have, with the latest announcement from the
Government, until 2015 to ensure that levels of
awareness and understanding are at the level that we
would want, so we do have some time to understand
the extent to which the general awareness is working.
If it is not working, we have the opportunity to change
our approach.

Q278 Karen Bradley: Just to clarify: is your
assumption that the communications for large
businesses and the coverage that is likely to get is
likely to raise the general level of awareness of
employers, and are you saying that it is only the
formal notification that you feel is appropriate at 12
months because you are expecting them to have an
awareness through the general awareness within the
wider public?
Charles Counsell: That is right; we would go further
than that and, to add to what Bill just said, in terms
of the campaigns we are running through
intermediaries—through the Institute of Certified
Bookkeepers, the various accounting bodies, etc—we
would expect awareness to come through that. What
happens is that a small employer turns to their
bookkeeper or their accountant and says, “What is
this? I have heard about this,” or, “I met someone who
was talking about this pension stuff, so what is this all
about?” We think that route is a very important
channel to be able to get to employers and to
increase awareness.
The other thing we have really focused on, and we
will put a lot of effort into once the new profile of
duty dates is published by DWP, is the message
“know your date”. The one key thing we do think is
important is that people do look up their date and they
do know far enough in advance, so that those
employers who are entering into long-term contracts
can plan accordingly. It is all about being able to plan
at the right time, because for some smaller businesses,
planning 4 or 5 years hence is not the right thing to do.
They do not need to be doing it. For some it clearly is
the right thing.
Bill Galvin: For want of a better word, our channel
strategy is really important. We have invested in a lot
of research to try to understand what buttons we need
to push to help people through this journey, depending
on what size of employer they are. For the larger
employers we have account managers, in effect, who
go and visit them or are on the end of the phone to
talk through their relatively complex queries. The
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middle of the market will tend to turn to specialist
pensions or financial advisers. The lower end of the
market will tend to turn to non-specialist advisers. We
have different approaches for each of those. We have
different targets for awareness and understanding of
the channel for the lower end of the market and for
the mid-market. I hope we would have a very good
idea as to where that market is in terms of helping
these employers to prepare well in advance of the 12-
month letters being issued.

Q279 Karen Bradley: Your communication to, for
example, the bookkeepers or the accountancy
profession would be, “Make sure your client knows
that this is happening, and they will get a formal
notification 12 months before their date.” That is what
they should be looking out for, and they need to know
that is the point at which they need to start planning.
Bill Galvin: Absolutely; we work with the
professional bodies for these organisations to make
sure they have not only this general level of
understanding but whatever tools they might need to
go to their clients and explain this proposition to them;
we work with these professional bodies to develop
them. We have had some very good interaction with
some of the larger professional bodies of accountants
and other business advisers at the lower levels.

Q280 Chair: But isn’t there a danger that they will
hear all this and think it does not apply to them? It is
not until they get your letter—with “Regulator” in
your name, therefore you are quite important—that
they think, “That has got something to do with us.” A
year’s notice at that stage is still not a lot of notice.
Charles Counsell: Clearly there is that risk. The key
message is that this applies to all employers. With the
Government deferment of staging until the next
Parliament, that still remains: that it applies to all
employers. The message that it applies to all
employers is important to get out.
Bill Galvin: We have sat down with a lot of these
people and tried to figure out what button we could
push that would make them sit up and take notice. If
you see our messaging architecture, it starts with,
“The law is changing.” Why does it start with that?
Because that makes people sit up and take notice. The
sub-message to that is, “And it applies to all
employers.”

Q281 Glenda Jackson: There are a lot of numbers
in this that are the definers of the size of employer,
and I could well imagine a situation where a busy
accountant, or someone in a very small firm, would
look at those numbers, and if one of their clients said,
“Does this apply to me?” they say, “No, it does not
apply to you yet.” This is my worry. We all do it: we
get stuff and we think, “That does not apply to me. I
will do that later.” The whole purpose of this policy
is to attract and attach the very smallest employers. I
share concerns with other members of the Committee
who think a year will not be long enough for them,
because they will simply put it off.
Bill Galvin: You are right, because the research tells
us that a relatively large segment of these populations
tell us they will leave it to the last moment possible

to start preparing for this. But I go back to what I
previously said: we have some time before 2015,
before the very smallest employers come in. We have
a very clear idea of what we need to do to get the
industry and the channels, as we call them, in a
position to get these small employers ready. We will
be doing a lot of tracking of readiness in the period to
then. If we believe we need to alter the approach from
the 12-month letter that we have, we will do that.
But going back to what Charles said earlier, that 12-
month letter is based on some detailed analysis of
what we think the employer journey will be at the
lower levels of the market. That seems to us to be the
sweet spot, if you like. To your point, if we
communicate too early, they will think, “This is off in
the future and I do not need to do anything about it
now.” If we leave it too late, we run into the problems
of contractual arrangements or whatever, which
people find are not helpful. We believe 12 months is
right. We have done a lot of work to try to ensure we
are hitting that sweet spot. We will monitor awareness
and understanding in the run-up to then, and I do think
we have enough time to adjust if we need to.

Q282 Glenda Jackson: But do you have a date
where you realise that what you presupposed was
going to happen—that the year was going to be long
enough—is not going to happen? What is your
trigger spot?
Bill Galvin: Constant monitoring. Every six months
we go out and do a survey, like the one you have just
looked at, around the levels of awareness,
understanding, attitudes, where people are in their
preparation. We will be constantly monitoring this
market to tell us whether we have all the things we
have assumed right, because, as mentioned earlier, this
is new to the world; there are analogous projects in
different countries, analogous regimes in this country
in terms of what small and micro employers need to
do. But we have made some assumptions, and we
need to confirm that those are right. That is probably
the most significant issue for us as we work through
the next few years.

Q283 Glenda Jackson: Do you have sufficient
resources to be able to do that, if you do need to
speed up?
Bill Galvin: Yes, we have sufficient resources to
deliver the business case that we have put together
with the Department around the compliance regime in
this space, and we do have the ability within that
budget to divert resources between different activities
if we need to.

Q284 Chair: Would it be possible to share with the
Committee at least some of that analysis you are
talking about?
Bill Galvin: We would be very happy to talk you
through the employer journey, as we see it, for the
lower end of the market, how we believe employers
will approach this issue, and where we think the most
effective prompts can be. We have got a lot of work
done on that, and it would probably take a longer
session than we have now to do it.
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Q285 Chair: Yes; that would be useful for us. You
have contracted Capita to deliver some of your
administrative tasks. Can you tell us exactly what
work will fall to them and what will remain in-house?
How will you be measuring Capita’s performance?
Charles Counsell: The reason for contracting with a
third party is that there are some significant volumes
of standard processes that we think we can buy
efficiently from the market. The other thing is,
because of the way that the profile of the
implementation works, the volumes increase very
rapidly and then come back down again, and increase
very rapidly through re-enrolment. The degree to
which we can get flexibility is very important to us.
In terms of what they will be doing, they will be
distributing the letters we have just talked about, so
the 18-month, 12-month and 3-month letters—the 18-
month letters are specifically to larger employers.
They will also be running the registration services. As
you know, every employer must register with us 4
months after their duty dates. They will be running
that registration service. They will be operating a
contact centre service, which means that employers
can contact us, in effect, and find out more about their
duties—what they have to do. Following the
registration, for employers who don’t register with us,
they will be taking the process further in terms of
issuing warning notices and ultimately fixed penalty
notices to employers.

Q286 Teresa Pearce: Capita are a major payroll
provider. Do you not think it is a conflict of interest
for them to also be part of the regulator?
Charles Counsell: No, we don’t. They are contracted
to operate a specific set of services for us, and frankly
pretty much anyone in that sort of market is likely to
be operating something else that may or may not lead
them to a conflict of interest. This is standard practice.
Where we are involved with them in any of the other
services, we will treat them like any other
organisation.
Bill Galvin: Capita also run pensions administration
services; they have various pension schemes
themselves as an employer. There are a lot of areas in
which we need to make sure that the processes they
are providing for us in this space are kept separate
from other things that we do, but that is standard for
us.

Q287 Chair: How do you measure their
performance? You did not answer that part of my
question.
Charles Counsell: They are targeted in a number of
ways. The first thing is the key drivers are targeted on
achievement of compliance levels at registration, and
incentivised accordingly. There are then, sitting
underneath that, a series of service levels that they
have to achieve, and there are financial penalties if
they do not achieve those services levels. Sitting under
that there are a series of key performance indicators
that allow us to monitor their performance. That is
how they are targeted operationally.
They are also targeted from a delivery perspective to
ensure that the services we need to have in place are
delivered on time and to a standard. Again, there are

targets that they have to achieve to do that and
penalties if they do not. Finally, there is clearly an
overall cost of the contract. We monitor that very
closely.

Q288 Glenda Jackson: Following on from that, have
you done any kind of research, has there been any
feedback, into whether the materials you are providing
are meeting the needs of employers, particularly the
small ones, and who monitors that?
Charles Counsell: We have been monitoring that. The
materials we have developed so far have all been
developed by us. Let me use some examples to
demonstrate that. We have a set of tools that we have
called interactive tools that are on our website. They
are specifically designed for small and micro
employers, and specifically designed for people with
little or no previous pensions experience. They set out
the very basics of the new duties. For instance, one of
the tools allows an employer to look up when their
staging date is, specifically to that employer, so that
they can plan; whether they need to auto-enrol any of
their staff into a scheme; and the approximate costs of
making the contributions into a scheme. Those are the
sorts of tools that we have. In developing those tools,
we spent a lot of time testing them with small and
micro employers before we launched the tools.
Indeed, to be quite frank, the first set of tools that we
developed didn’t work. We learnt those lessons, went
away, re-thought them, and then put together revised
tools.
Bill Galvin: Before we published them.
Charles Counsell: Yes, before we published them; we
didn’t publish the ones that didn’t work. All of this is
pre-launch research. In terms of the outcomes of that
research, we then tested whether employers were
getting the key messages from the tools. Over 90% of
the employers we tested were getting the right
messages from the tools we did launch. We also test
usability—do employers find it easy to work their way
around the tools? Again, we got remarkably high
levels of usability testing. Those have been launched,
and the feedback we have had since we launched them
has again been very positive.

Q289 Glenda Jackson: Whom have you launched
them to? Our concern is the very smallest. We just
have questions about whether they are going to ignore
it until the dates seem to be coming closer and closer.
What are the percentages here?
Charles Counsell: We have launched them so that
they are available to small and micros that want to
look at them. But they are also available to advisers
to small and micros. Again, the intent of them is that,
if you are a bookkeeper or an adviser and the
employer asks, “What about these duties?”—or indeed
we want to go and talk to them about duties—they
can use these tools in front of the small and micros.

Q290 Glenda Jackson: But is the impetus coming
from you? Are you sending this information unasked,
or do they have to ask the question before they get it?
Charles Counsell: We are, through campaigns,
making people aware that they are there. At the
moment that clearly hasn’t got out to the vast majority
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of smalls and micros. We can see that from the
evidence of the service. But we absolutely will be
doing that.

Q291 Glenda Jackson: So this is a roll-out
programme in terms of information?
Charles Counsell: It is, yes. The key is to ensure that,
if a small or micro employer is now turning to
thinking about the long term, there is something for
them to be able to do that. We don’t expect every
small and micro employer to be doing that at this
stage, as we said earlier, but for those that do want to,
we must have in place tools that are simple to use so
that they can get the basic information.

Q292 Glenda Jackson: I still want to know how they
are going to get hold of it, if their natural inclination
is to ignore the whole deal. Is that coming from you?
Bill Galvin: We will proactively run a series of
communications campaigns targeted at just those
measures I was talking about earlier, which is
awareness and understanding. We will run those
directly to employers, but we will also run them
through the employers’ representative bodies, the
sectoral organisations that have these employers as
their members, the Federation of Small Businesses
and all of those. We have been talking to all of those
and have agreements with the vast majority of them
about how they will take this material on board and
use it to get their members up to the levels of
awareness and understanding that we will want.
We will also be working with DWP, who are doing a
mass-market communication campaign to individuals.
Let us remember: at the bottom end of this market,
the individuals and employers are the same people, so
the levels of awareness and understanding are going
to be driven much higher once that DWP campaign
gets going as well. These are all integrated sets of
messages that we believe will work very well to get
levels of awareness and understanding to where we
want.

Q293 Glenda Jackson: Is there a start date for that?
Bill Galvin: Yes, the start date for DWP’s campaign
is this year, in terms of the communications to
individuals.

Q294 Glenda Jackson: Isn’t it supposed to be some
time this month?
Bill Galvin: Exactly, and our campaign to the smaller
employers and through the stakeholders, we are
currently constructing and planning that. We have run
some campaigns, but largely to intermediary bodies
now, because, again, we do not want to get too far
ahead of ourselves and we want to run our
communications to shadow the way this is being
rolled out, so focusing on large employers in the
pensions market at the moment, moving on to the
non-specialists later on, and then to the smalls and
micros at the time we think they will be most
receptive.

Q295 Glenda Jackson: I do not know if anybody
else has a question. This is based pretty much on my
own constituency, but I know it is across the country:

many of the very smallest firms are not only owned
but also staffed by people who do not have English as
a first language, either in spoken or written form. I am
sure this is across the whole country. Are you making
special plans to ensure that those small employers and,
as importantly, their employees are going to be aware
of what is coming down the pipe for them? How are
you doing it?
Charles Counsell: Clearly, in the short term, for larger
employers, who have earlier duties, that is less likely
to be the case, but for smaller and micros, yes we will.
Everything will be in English and Welsh, as you
would expect, and we will also make available the
information that we have—including our contact
centre—in a number of other languages. We have
plans to do it in 7 other languages, according to need.
If the need is more than that—and we clearly do not
want to disfranchise any groups through the duties—
we will then look at translations as needed.

Q296 Glenda Jackson: Is there anything that drills
down into this, into both a regional or—I am just
looking at London—at a kind of borough level? Is
there going to be any contact with the kind of
communities who do not have English as a first
language to assist in this way?
Bill Galvin: We work very closely with HMRC and
other Government agencies that have exactly that
problem. We will be largely shadowing what they do
through the Business Link communications to
employers in particular, and also learning from
HMRC’s education and enablement activity around
tax evasion.

Q297 Glenda Jackson: We are being told that there
is going to be a great dependence on the internet for
disseminating information for feedback and that kind
of thing, but not all of these small employers will use
the internet in that way. Have you taken this into
consideration? Is this something you are realising
could be a hole in the scheme?
Charles Counsell: I would not describe it as a hole in
the scheme, but yes, we are taking it into
consideration. The vast majority do have access to the
internet, but we recognise that there is a proportion
that do not. Indeed, we have been working with the
Federation of Small Businesses about how we might
address that. There are a number of ways that we will
be addressing it. The first is the interactive tools we
have are online, but we will make those available
through disks so that they can be used on a computer
offline. Secondly, of course we have contact centres
where they can contact us directly and talk to us, and
they do not have to do it online. Thirdly, we will, if
needed, make information available on paper. We
would rather not, but we will if needed make
information available on paper.

Q298 Glenda Jackson: When you say “contact us
directly”, you mean someone can pick up a phone?
Charles Counsell: Yes.

Q299 Glenda Jackson: And is there going to be
someone at the other end of the phone who will have
a language other than English?
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Charles Counsell: Yes.

Q300 Glenda Jackson: Really?
Charles Counsell: There will be; we will make
services available in other languages.

Q301 Glenda Jackson: At the other end of the
phone?
Charles Counsell: At the other end of the phone.

Q302 Glenda Jackson: To go on about the internet, I
know it is a different situation, but software, certainly
payroll software, is presupposed to play a key role in
all of this. You wrote an open letter to the software
industry—I think it was in December—expressing
concern that employers had not yet received enough
information about the updated software that the
providers will be able to offer. Is there a problem
here? Will they be ready to support auto-enrolment
or not?
Charles Counsell: We think they will be ready to
support auto-enrolment, and we are relatively
confident that all of them will have their products
ready in time, but it is really crucial that they get out
and engage with their customers about their
development plans and when specifically they will be
ready. Of course, from a very large employer’s
perspective, you cannot leave it to the last minute as
you have other things to implement as well. It is not
just the software: it is whatever advice a given scheme
might have in place and the interaction between the
software and those schemes. We are very eager to see
them get out as early as possible this year, and that is
why we wrote the letter—to encourage them to get
out earlier.

Q303 Glenda Jackson: Have you had a response as
yet?
Charles Counsell: We have had some specific
responses from a number of the top players directly
to me, yes.

Q304 Glenda Jackson: Did they give you any reason
why they are dragging their feet?
Charles Counsell: Most of them are saying that they
will be launching specific communication plans to
their employer base during the course of the early part
of this year. One or two of them did at the end of last
year. Part of this is that the software providers and
developers need to understand it is a system: they
need to understand what the employer is doing in
terms of pension provision and how far that pension
provision will go into the software. There is a bit of
dialogue here: which pension are you using; what
administrative systems does that pension come with,
or might it come with; and how do you integrate with
that software? It is not entirely black and white; it is
not just the software not being ready. It is about those
two things happening together. We are also urging the
pensions industry to make clear how their systems
will work so they can integrate with the software.

Q305 Glenda Jackson: Is there a danger point where
it won’t have happened, and it could be catastrophic?
When I say a danger point, I mean a date.

Charles Counsell: The flipside of this is we are also
talking to employers about how ready they are.
Broadly, we get the sense from employers that they
think this will be ready in time and they will be able
to implement what they need in time. We are very
keen that none of the parties leave it to the last minute,
and that is why we are urging everyone to prepare as
much in advance as possible.
Bill Galvin: There is a general point here: one of the
advantages of having us do the particular job we are
doing is that we are regulating both the demand side
and the supply side. It gives us an opportunity to look
at readiness across employers and their preparations,
the people supporting them, including payroll-
software providers, and the providers, the pensions
industry. It is clear that there will be a number of
answers in this space for different sizes of employers.
Indeed, some of the larger employers will have
different answers themselves, but the key thing is that
there is clarity about: who is performing which roles
that need to be done to make this work; the extent to
which the provider systems will reach back into the
employers and take the information required; and
whether there is a middleware solution, and a number
of these are being brought to market for the lower end
of the market.
We are keeping a close eye on developments across
the employer side and the provider side just to
reassure ourselves that the readiness of both sides of
the industry is adequate, and to make sure that we
have advance notice of where there are likely to be
problems or some things that are likely to be
overlooked or fall between the cracks. It is an area we
have been paying some close attention to for some
time. Indeed, one of the first things we produced in
this whole readiness space was a guide for software
developers.

Q306 Glenda Jackson: Do you think they are aware
that employers have to do this? This will not be a
matter of choice for employers; they have to do it.
There is the power of the law behind this. If they are
not going to be up to speed, do you have any sticks
to beat them with?
Charles Counsell: We are absolutely sure that they
are aware that employers have to do this; we are
absolutely sure of that. We do have some sticks to
beat them with, in extremis. We clearly don’t want to
be in that space; we want to encourage them and work
with them. As Bill has just said, we see part of this as
us helping them to get ready—to make sure that they
have the information they need to get ready.
Stephen Lloyd: On that note, we are just about to go
into a whole series of compliance questions.

Q307 Chair: We are just about to ask that. Can I just
ask, are employers going to have to buy new software,
or will all of this come as upgrades for the existing
software?
Charles Counsell: Forgive me, but it will depend. In
terms of the core payroll functionality, it will mostly
come as upgrades to existing software, particularly at
the smaller end of the market. In some of the other
administrative duties, they may need to develop or
buy new software, but that may come as part of a
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package that they are buying. For instance, it might
come as part of the pension scheme that they are
buying, because that might offer some of the software.

Q308 Chair: I was about to say that some of that
responsibility will be on the pension providers—to
make sure they are articulating with what is already
on the ground without the extra expense to employers.
Charles Counsell: Exactly.
Bill Galvin: Some of them are developing front-ends
to their systems that will do all of this work for
employers. Indeed, some people are bringing
middleware solutions to the market that solely have
the job of sitting between the employer and the
pension provider and doing the work that needs to be
done in that space.

Q309 Stephen Lloyd: To be honest, we all know on
the software that you have broken through with
micros when you can buy it in WHSmith for £9.99.
That is the actual truth of it, because a lot of micros
use and buy their software mechanisms from
stationers and what-have-you at a very low price. You
will know you have cracked that when that has
happened.
Charles Counsell: Yes, that is true.

Q310 Stephen Lloyd: We have been dealing very
importantly with the communications side, but
obviously my colleague Glenda Jackson moved on to
the compliance, employer compliance: absolutely
crucial. We know that there are some anxieties from
the Forum of Private Business and others to say to the
regulator, “Use very light touch in ensuring employer
compliance.” There are arguments to both sides.
Personally I am not absolutely convinced of that, but
I understand where they are coming from. If we could
just drill down to some very specific questions, and
also policing—which one of my colleagues will be
asking about—because the role of employees will also
be quite important in informing you about
compliance. My first question is, what methods will
you use to follow up with employers who do not
register on time?
Charles Counsell: For employers who do not register,
clearly we will know that they have not registered
with us because we have the information about who
the employer is and will have written to them. We will
know that they have not registered with us, and the
specific date on which they must have registered with
us. The immediate follow-up to that is that we will
send them what is called a compliance notice, which
will say, “You have not done this; please ensure that
you do, and this is what you have to do and this by
when you have to do it,” in order that their employees
get the pensions that are due to them.

Q311 Stephen Lloyd: Is that sent by you or by
Capita on your behalf?
Charles Counsell: It is sent by Capita on our behalf,
yes—in effect by us, but by Capita on our behalf.

Q312 Stephen Lloyd: Yes, from the regulator as far
as they are concerned; right.

Charles Counsell: We will then follow that up, in
some circumstances, with a telephone call to them,
and then should they not have set up the pension
scheme and auto-enrolled their staff into a pension
scheme and then registered with us by the time set out
in the compliance notice, we will issue them with a
fixed penalty notice.

Q313 Stephen Lloyd: And remind me what the
fines are.
Charles Counsell: Fixed penalty notice is a flat £400.

Q314 Stephen Lloyd: Okay, £400. So it is a letter,
and if they do not respond to that letter, a phone call?
Charles Counsell: In some circumstances; we will not
necessarily always do a phone call, but in some
circumstances.

Q315 Stephen Lloyd: That is important, because,
again, I know a lot of micros and my hunch is that,
when they get the letter, some of them would go, “Oh
my God, I had better get going on it,” and others will
ignore it, but it is that much harder to ignore a phone
call. That is good; from a cost perspective I suspect
you are going to do more of those than you anticipate,
but that is for you to factor in to your model. If they
still do not do it from the phone call, we send the fine.
Is there any possible variable of doing a visit before
the fine, or are you looking at the minute at letter,
mostly a phone call, fine?
Charles Counsell: Yes, we are. We don’t think we
will be including a visit in that part of the process. We
have researched this quite a lot to see what will be
effective and in what sequence it will be effective.
We think that will be really very effective, and quite
comparable to other regimes.

Q316 Stephen Lloyd: And you will be keeping that
under review?
Charles Counsell: Absolutely, and one of the reasons
why we have the group Pathfinder in there is to enable
us to test in the early days how effective all these
approaches are.

Q317 Stephen Lloyd: Please remind me: what is the
length of time to pay the fine? Is it 28 days or 30
days?
Charles Counsell: Yes, it is 28 days.
Bill Galvin: The critical thing, and the thing that we
have tried to build as clearly into our design as
possible, is that people need to know that the law is
changing, it applies to them, and it is not optional.
They need to register with us to tell us they have done
what they have been required to do, and if they don’t
register we will follow up and give them a chance to
comply. That will give them an opportunity to call us
and let us know if there is a systemic problem or a
real issue with this. Then we will address that at the
time. But once they know what they have to do—and
we know there are no issues with regard to them doing
that—we will proceed to fine them on a fairly
systematic basis. We have to do that, because of the
volumes involved.
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Q318 Stephen Lloyd: On that score, what
cross-tabbing systems do you have in place to ensure
that you can check whether someone really has
complied when they say they have? When an
employer says they have enrolled their staff, what are
your cross-tabbing systems to ensure they really have
enrolled their staff? I cannot remember the exact
figure, but if memory serves me right something like
80% of employers out there are micros. You are
talking about hundreds of thousands of tiny
companies. I am Joe Bloggs, plumber, hairdresser or
what-have-you, and say, “Yes, I have enrolled my
staff.” I may not have done; how do you check it?
Charles Counsell: There are a number of ways we
will do that. First of all, they have to tell us certain
information at the point of registration, including how
many they have enrolled. They have to make a
declaration to say they have done that, which is a
formal “I have done this” declaration. That is quite a
big thing; if you say, “I declare that I have done what
I have just said above,” that is a very important point
psychologically. The difference is between just saying,
“I have done it,” without having to be specific about
what you have done, and saying, “I have done it, and
this specifically is what I have done, and I am now
lying, because I am signing a form, or online, that
says that I have done it, but I actually have not done
it.” That is the first point.
The second point is that as part of that registration
they will tell us the scheme in which they have
auto-enrolled their staff. We will have mechanisms to
identify whether or not that is true.

Q319 Stephen Lloyd: They would say to you either,
“I have enrolled in NEST,” or, “I have enrolled in one
of the other private companies”?
Charles Counsell: And, indeed, the unique reference
number of that enrolment. We will be able to
cross-reference.

Q320 Stephen Lloyd: That is good, because that will
be harder to fake.
Charles Counsell: Exactly; we will be able to test
whether or not that number is a genuine number or
not. Again, that is the second point at which we can
test whether or not what they are saying is correct.

Q321 Stephen Lloyd: Sorry, if I can just drill down
a bit: I do all that; I say I have enrolled; and I have
enrolled with NEST, for instance—it is simple. What
is the process of checking? Is your model going to
include spot-checks or are you going to check every
one with NEST or whoever the provider is? What is
the model?
Charles Counsell: Do you mean in terms of the
pension scheme, the reference number?

Q322 Stephen Lloyd: Yes, so they say, “I have
enrolled and this is what I have enrolled for; these are
the numbers.” Is the model to say, “Okay, that is fine,”
or is there a model that includes spot-checks? I do it;
most people certainly will do it or certainly will fall
down when they have to provide the name of the
provider. I guarantee there will be some people who
cut off their nose to spite their face and get into

complexities by making up registration numbers with
NEST, or what-have-you. What is the check there?
Charles Counsell: There are a couple of checks. The
first check is to structure the number: we will know
the structure of the number according to the pension
provider. While it is not inconceivable that you can
still make up a number that fits with that structure,
you do have to know the structure of the number in
order to do that. That is quite a difficult thing to
achieve. We will also do some spot-checking.
Bill Galvin: There will be intelligence-driven
spot-checking, and as we gather data on this, we will
learn about trends and areas where we need to probe
a bit further. What we don’t want to do is create a
huge demand for data from the pensions industry
overnight, but what we will do is intelligently scan the
information that is coming in to us and then use that
to determine what we need to take from the pensions
industry to crosscheck the areas where we think the
biggest risks are.
Stephen Lloyd: We have some further specific
questions. I will pass over to my colleague.

Q323 Debbie Abrahams: For those that do not
register, you have a mechanism in there; for those that
say they have registered, you have a mechanism there.
On the flipside of that, what about those employers
that coerce their employees to opt-out? What are you
going to do about that? How are you going to identify
those employers?
Charles Counsell: Again, there are a number of
mechanisms. The primary mechanism will be
whistleblowing. We will have a whistleblowing
capability so that whistleblowers can get in touch with
us and tell us that is happening. Again, we will do
spot-checks of employers; clearly spot-checks, by
their definition, are not universal, but we will do
spot-checks. The intent is to establish and maintain
contingent consent: in other words, that an employer
thinks, “There is a chance that we might get caught
here, so it is not worth our while going down that
route.”

Q324 Debbie Abrahams: In terms of
whistleblowing, there is a bit of a perverse incentive
to want to do that, isn’t there, because this is
potentially going to threaten them. What sort of safe
environment are you going to create to enable
employees to whistleblow?
Charles Counsell: Whistleblowing itself, from an
employee perspective in calling us, we will set up in
the same way as every other agency that sets up
whistleblowing: following the statutory requirements.
When they whistleblow, the information held about
them will be contained on separate databases from the
general database. Their name will always be withheld,
so that will not be used. Indeed, if we are carrying
out, for instance, an investigation and we have
investigators talking to the employer, they will not
know the name of the whistleblower themselves. That
will be held in our intelligence system. There are other
statutory protections for whistleblowers.
Bill Galvin: We have a lot of experience of dealing
with whistleblowers. Some of the most significant
cases we have dealt with over the last few years have
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been initiated by whistleblowers. We understand very
well how we need to handle a whistleblower when
they come to us, how we need to treat them as they
go through a process that might eventually involve
enforcement against the person or employer that they
have blown the whistle on. Our current processes are
pretty robust in that circumstance.

Q325 Debbie Abrahams: Presumably your
communications strategy around this is also
addressing this?
Bill Galvin: Yes, and that is a very good point,
because our current whistleblowing processes are
largely targeted at professionals or other people within
the pensions industry. Our communications around the
whole of the safe harbour issues and the statutory
protections are targeted at those. We will need to make
sure that individuals realise that, in coming to us, they
have all of this statutory protection as well, but we
will do that.
Charles Counsell: And in doing that, we are
obviously working with the likes of TPAS3, Money
Advice Service and others to make sure that a
whistleblowing service is obvious and on their
website, etc.

Q326 Karen Bradley: I have a suggestion for you
that it might be sensible to make sure that all
Members of Parliament know what the
whistleblowing procedure is. I can see surgery
appointments where somebody comes in and says,
“What do I do now?” It would be useful if we had
that information.
Charles Counsell: We would be delighted to.

Q327 Chair: Will you know from the information
you have whether there are employers for whom,
miraculously, all of their employees have opted out?
Clearly those are the ones you would target as the
potential ones who have used coercion with their
employees. But you will not know that, will you,
because all you will have is the number that they have
registered with a pension provider, but not how many
of their staff have gone into the system and stayed in
the system?
Charles Counsell: That is right. What we will
therefore be looking for is trends in the information
that we are provided. If an employer tells us that they
have not auto-enrolled any people and that is because
of opt-outs, that could be true: it could be that
everyone has genuinely opted out, but we would be
looking to see whether or not there are any specific
trends within that. It may become obvious that, for
instance, in certain sectors it is more prevalent than in
other sectors. Then we will start to look at why that
would be.

Q328 Chair: Will employers have to tell you what
their opt-out rate is, or will you be depending on the
pension providers to tell you that this employer has
registered, but all of their employees have opted out?
Who will have that information?
3 The Pensions Advisory Service

Charles Counsell: That is right: the pension provider
does. We will not routinely have the numbers of opt-
out information.

Q329 Chair: But have you got an expectation on the
pension providers to provide you with that
information so you can target your work to make
sure—the questions that Debbie Abrahams has just
asked—you are coming down hard on employers who
have used coercion to encourage their employees to
opt-out?
Charles Counsell: We will not routinely be collecting
that from pension providers. It goes back to what Bill
said earlier: there is a difficult balance here between
the amount of information that we can ask pension
providers to deliver to us, and putting too much
burden there, and the outcomes we are trying to
achieve. We will not routinely be getting that, but we
can go and ask them for it.
Bill Galvin: But we will know, because we have a
download from HMRC of the PAYE scheme and the
number of employees in the PAYE scheme. We will
know from the employer’s registration how many
people they have enrolled into which pension scheme.

Q330 Chair: That is just the enrolment; that is not
the opting out.
Bill Galvin: Yes, but where there is a significant delta,
we will understand, intelligence will tell us, what the
typical structure of employment is within certain
sectors and industries, and whether it is reasonable to
expect that somebody might have a huge proportion
of their workforce under the threshold for automatic
enrolment or exempt for other reasons. In the first
instance we believe we have at least made a decision
that we don’t need to proactively look for that
information—that we can, through our intelligence
processes, put the pieces of the jigsaw together
sufficiently to ask pension providers for this
information only in the circumstances where we
believe it would lead us to greater insight. We clearly
have an opportunity to change that, but we believe
right now that we have made the right decisions in
balancing burden and need.

Q331 Teresa Pearce: Could we just go back to the
first question that Stephen asked, which was about the
compliance notice registration? You said that they will
be sent a notice, they will be rung, then they will be
sent a letter, and then they will get a fixed penalty of
£400. If they just pay that, what happens? Is that the
end of it?
Charles Counsell: No. There is a subsequent
follow-up. At the point at which we send a fixed
penalty notice, we are still expecting them to comply
with the duties.

Q332 Teresa Pearce: Is it a daily penalty after that?
Charles Counsell: Yes, exactly. You then move up to
what is called an escalating penalty in the legislation,
which is in effect a daily penalty that is based on the
size of the employer. The basis for that, and the basis
for the level of the penalty, is that it is set at a level
that penalises the employer from the cash-flow benefit
they are getting—over, for instance, their competitors
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who are doing the right thing—to ensure they are not
getting a benefit out of doing this.

Q333 Teresa Pearce: Thank you. I have a concern
about whether or not, once they have registered and
they have enrolled people, they are actually paying the
money over. At the moment, it seems that the pension
provider is the person who would chase up the
employer. But the employer is the pension provider’s
customer: that is quite a difficult relationship. If the
pension provider’s customer does not pay on time,
they might be quite lenient in that. Do you have any
concerns about that at all?
Charles Counsell: This is an important area. We are
currently looking at how our regulatory regime will
work in terms of maintaining the contributions going
forward. This has obviously been an issue historically,
and the same issue exists now, but there is a difference
in a mandatory world versus a voluntary world. That
is the important difference: that it is now mandatory
for the employer to provide a pension scheme and
make contributions into that pension scheme,
irrespective of the fact that the pension provider is
dealing with a customer. It is mandatory.
We are looking at how the different players in that
are best placed to ensure that those contributions are
maintained. The employer has certain duties to set up
the scheme in a certain way and to put contribution
schedules in place so that the contributions are paid
over to the pension scheme. Clearly the pension
scheme is the best-placed organisation to know
whether those contributions have been made and the
level to which they have been made. We are looking
for the pensions organisations to follow up and to
ensure that the contributions are being paid in line
with the schedules or contracts that are set up and
depending on the type of scheme it is.
The third area is the employee. We want to see
information provided to the employee that is clear and
unambiguous about the contributions that have been
made from both their contributions and the employer
contributions, and the levels of those contributions.
We expect that triangle to work together: the
employer, the scheme and the employee.
Clearly there may still be instances when the
contributions are not made, in which case there is a
responsibility on the provider to report to us that the
contributions have not been made. What we are
looking for is where an employer is wilfully not
making those contributions. Typically, failure to make
contributions is one of two things: either an
administrative failure or a wilful failure to pay them.
We are interested in where there is a wilful failure to
pay—where the employer simply is not paying. We
will follow up, particularly where that is consistent
wilful failure to pay.
Bill Galvin: Our first focus is going to be on making
sure that the industry recognises some of the
challenges in this space and puts in place best-practice
mechanisms, both in terms of the construction of the
relationship between them and the employer, and the
credit control processes after that. We know from
those industries that have been operating a form of
auto-enrolment, or indeed pension provision, to
various sizes of employers—I am thinking of

industries as diverse as construction and plumbing, for
example, where there is a lot of this—that best
practice processes can make a huge difference. What
those industries have told us is that initially there is a
period where employers need to learn how it works
and need to understand the nature of the task and the
implications of not fulfilling their responsibilities on
time, but that is not insurmountable.

Q334 Teresa Pearce: At what point would you be
informed if there is a non-payment? Would it vary
from provider to provider, or is there a point at which
you would get a report to say, “The following people
have not paid?”
Charles Counsell: There is currently a code of
practice and a timescale on which a provider needs to
report to us whether payments have been made or not.
Over the course of the next few months, we are going
to be consulting with the industry and others about
that code of practice and changes that we might wish
to make to it. At the moment, it is at 90 days.

Q335 Teresa Pearce: That is a long time, 90 days—
3 months.
Charles Counsell: Absolutely, and as Bill has just
said, in terms of best practice follow-up, we know that
where providers are following up actively and much
more quickly than that, the level of non-payment of
contributions or late payment of contributions is much
lower. You are dead right: the earlier the scheme
follows up, the better.

Q336 Teresa Pearce: Do you have enough staff to
police the system and follow these things up, or are
you hoping that it all goes right?
Bill Galvin: Number 1, we will be designing this
system with the industry. Number. 2, we found that
the current process is designed to ensure that, as a
regulator, the incentive is on the provider to sort out
a lot of the issues that will create these late payments
in the first place, which are administrative issues or
misunderstandings. They need to be sorted out
between the provider and the employer. Likewise,
where the employer is—as will be the case quite a
lot in the lower end of the market—on the brink of
insolvency or indeed has gone insolvent, there is
another process that kicks in, which involves recovery
of pension contributions due and perhaps a claim on
the National Insurance fund. There is not really a role
for a regulator to get involved in that process.
Where the regulator could and should get involved is
where there is a “won’t pay” attitude on behalf of the
employer. We need to ensure that the reports we are
getting from the providers are of the nature where an
intervention from the regulator can be helpful and
successful. That is certainly not all of the instances of
what might be slightly late or delayed payments
across the industry. We would be working through that
process with the industry. It is not sensible for a
regulator to be a debt collector for the industry, if you
like: providers need to have the right processes,
systems and arrangements in place with employers to
ensure that they can iron out most of the issues that
are the root cause of late payments.



cobber Pack: U PL: COE1 [E] Processed: [28-02-2012 16:34] Job: 014906 Unit: PG05
Source: /MILES/PKU/INPUT/014906/014906_o005_db_Corrected 11-01-12.xml

Ev 72 Work and Pensions Committee: Evidence

11 January 2012 Bill Galvin and Charles Counsell

Q337 Teresa Pearce: What teeth will you have as a
regulator in respect of those pension providers to
ensure they do that? Can you strike companies off?
Can you say they are not fit for purpose—in the
extreme, obviously?
Bill Galvin: We work closely with pension providers
across the piece, at the moment. We have different
relationships with providers, whether they are trust-
based or contract-based providers, in terms of our
general engagement with them and our responsibilities
towards them. But in terms of the administrative
processes that link employer and scheme, we have
oversight of those processes across the industry.
Providers have a duty to report instances of late
payments from employers to us under the terms that
we set out.

Q338 Teresa Pearce: My last question is about the
relationship between you and HMRC, as HMRC are
the people who visit employers more than anybody
else. Currently their employer compliance visits are
risk-assessed: they look at the riskier employers.
When you have people who do not comply and do not
register, will you feed that back to HMRC at all? If
they are not doing that with you, they are not going
to be doing stuff with other people.
Charles Counsell: We will be working with HMRC
and others that may be looking at employer
compliance issues and sharing intelligence. It may be
that we come across instances, as we have in our
existing business, where we need to pass on things to
HMRC that are specifically HMRC issues because we
find them out in the course of our investigations and
vice-versa. We have a very strong relationship with
HMRC.

Q339 Teresa Pearce: One of the things you
mentioned earlier was the role of the employee in a
lot of this, and you have talked a lot about the
information going out to employers. It is going to be
key that employees know what their rights are and
know that this money deducted from them is theirs
and should be going into their pot. It would be
interesting to see how that rolls out. When we went
to NEST there was a lot of talk about people being
able to look up what their pot is doing and how much
had been put in. They would know at an early stage
whether something has not been paid in. If you have
six employees knocking at the door saying, “What has
happened to my money you took off me last month?”
that is going to be quite strong.
Charles Counsell: And they will do exactly that.
Bill Galvin: Indeed, that is part of best practice. The
instances in the industries I spoke about earlier very
much have that at the forefront of their processes:
letting employees know that the contributions have
not been made as expected and planned. That does
generally tend to create the reaction you have
anticipated.

Q340 Teresa Pearce: Do you think you have enough
scope and resources to do this? It is a big job.
Charles Counsell: It is a big job. We think we have
the resources to do it in the business case we have
set out.

Chair: We now have some questions on the value for
money of pension schemes. Karen Bradley is going to
kick off this section.

Q341 Karen Bradley: Starting off not so much on
value for money, I just wanted to cover the point about
the NAO4 announcement that they are reviewing
your handling of defined contribution (DC) schemes.
Perhaps you could give the Committee some insight
as to what you think they are looking at and whether
there is any reason why they are doing it at this time.
Is there anything that we need to know about in this
particular review?
Bill Galvin: Clearly I cannot talk on behalf of the
Comptroller and Auditor General, but they have
indicated to us for some time that in the run-up to
automatic enrolment they would like to have a look at
the regulation of defined contribution pension
schemes as the vehicles into which most people in the
country will be automatically enrolled. The genesis of
this has been some time coming, so we have seen it
coming. They came to us this year and said, “Right,
we would like to do it now.” We said, “Fine.” We
have been engaged with the National Audit Office for
the last couple of months, providing them with as
much information as we can on what we do and how
we do it but, importantly, what we anticipate doing in
the future as we move through automatic enrolment. I
believe that they will plan to publish a report towards
March or April time. They are certainly due to finalise
discussions with us around February, and so their
processes will run through after that. I will probably
expect another visit to see some of your colleagues as
a result of that.

Q342 Karen Bradley: So it is something that you
were expecting? It has not come out of the blue, and
it is something they have always said they would do?
Bill Galvin: They have been saying that they were
going to do this for some time.

Q343 Karen Bradley: Thank you. Going to the value
for money point specifically on DC schemes, what
teeth have you got at the moment, and what have you
done so far, to make sure that the existing DC schemes
offer value for money?
Bill Galvin: There are different types of DC schemes,
as you know. The particular difference is between
trust and contract-based schemes, and we have
different levels of accountability and authority in both
of those areas. In the area of trust-based schemes, in
effect the duty of trustees is to ensure in their fiduciary
duty to members that they have taken account of the
charges being levied on those members and that they
are comfortable that those provide value for money,
and we have made that clear in a statement to DC
trustees.
It is fair to say that, since our genesis in 2004, the first
hurdle we have been focusing on getting over has
been defined benefit (DB) solvency issues. But over
the last 18 months or so, we have increased our focus,
and our investment, in DC issues. We did a fairly in-
depth study of what the issues were once we
anticipated auto-enrolment coming along. We have
4 National Audit Office
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published a discussion paper outlining what we
believe needs to happen to deliver good outcomes to
DC pension members. We have had a lot of feedback
on that from the industry. We have produced a number
of statements to focus trustees on the key issues that
we see in the delivery of defined contribution pension
schemes. Just recently we have outlined as a result of
that discussion with the industry the six principles that
we believe need to be in place for defined contribution
pension schemes to be most likely to be in the position
of delivering a good outcome to members. We are
now in the middle of a discussion with the industry of
what lies behind those principles and how the people
delivering defined contribution pension schemes
might evidence that.
It is a long answer, I am sorry, but I am coming to
your question. One portion of that is that schemes are
designed effectively to be fair and deliver good
outcomes to members. We have asked the industry—
or issued a challenge, if you like, to the industry—to
come up with a proposal to ensure that charges are
both transparent and comparable across the different
types of pension schemes from which employers
might be choosing. The NAPF5 are leading a
working group on this with the ABI6 and others
from the industry. We hope the industry will come up
with a proposal that will be adopted by the industry
that will enable employers and trustees, and indeed
members, to see through the charges in their scheme
and to be able to compare different types of schemes.
I know that the Pensions Minister is concerned about
general value for money in schemes. There has been
talk of returning to the world of a capped charging
level in pension schemes. My personal belief is that
transparency and comparability are the key issues that
we need to drive home. Other countries, such as
Australia, having had 14 years of automatic
enrolment, are looking at these issues and how all the
complexity of charging in workplace pensions can be
combined into something that is more easily
comparable. If the industry in the UK does not come
up with something that we believe is sufficiently
transparent and comparable, it may be that we can
learn lessons from other countries about how to do
this. We are carefully monitoring what the industry is
proposing in this space.

Q344 Karen Bradley: If an employee comes to you
and says, “I have had all this transparent information,
and I think my employer has gone for a scheme that
is not value for money,” first of all, what can you do
to help the employee to understand whether that is
right or not, and also what action can you take if it is
correct that the employer has gone for a very
non-value for money scheme?
Bill Galvin: If the employer has chosen a scheme that
the individual believes is not value for money, the
individual of course can opt-out of that scheme, and I
would suggest that their first port of call is with the
employer and having discussions with the employer
about what that is. We would hope to produce
information and indeed work with the industry to
provide some transparent benchmarks about what
5 National Association of Pension Funds
6 Association of British Insurers

good might look like in this space that would give
people the opportunity to make decisions sensibly and
openly. In most cases—indeed in almost all cases—
the interests of the employer and employee are aligned
in this space, in that the employer will, in almost all
cases, want to choose the scheme that delivers the
right outcome for their employees.

Q345 Karen Bradley: I suspect that in most cases
people will be looking without the full information
and saying, “Why is it I haven’t got as much in my
pot as my friend who works down the road?” Actually,
when they get all the information, it will be the case
that they are not in a scheme that is poor value for
money, but still there is a degree to which that
employee needs to have comfort that the scheme they
are in is okay, so you will help them to see that?
Bill Galvin: In a trust-based scheme it is the trustees
that have a fiduciary duty to have provided a scheme
that provides value for money for their members, and
to be able to demonstrate that. If the employee came
to us and said, “I believe the trustees in this space
have not fulfilled their fiduciary duty in that regard,”
then we would have to have a look at that and see if
there was any evidence to support that claim.
Karen Bradley: That is helpful, thank you.
Bill Galvin: In the contract-based space, of course,
the providers have a responsibility under FSA7

regulation to treat customers fairly. It is a different
regime that would be in place in that area.

Q346 Karen Bradley: Finally, on my bit on value
for money, what can you do to stop a provider putting
up their charges once employees have been enrolled
in a scheme?
Bill Galvin: Again, the nature of the arrangement
between employer and provider of the pension scheme
will dictate the extent to which the provider can adjust
charges. That is a factor of the issues we were
speaking about earlier. In the trust-based space, again,
I would say that it is the trustees’ responsibility to do
that, and we have very clear avenues to look at the
extent to which they are fulfilling their
accountabilities in this space. In the contract-based
space, again, the provider would need to be able to
demonstrate to the FSA that the steps they were taking
in that regard were under the principles of treating
customers fairly—indeed, the FSA’s conduct of
business rules in this space.

Q347 Chair: What proportion of those who will be
auto-enrolled will be in trust-based schemes, and what
proportion will be in contract-based schemes?
Bill Galvin: That depends on the decisions that will
be made by employers between now and the end of
the roll-out of pensions.

Q348 Chair: My understanding is that most of them
will be contract-based schemes, rather than trust-
based. I know that existing pension provision is more
likely to be trust-based, but I thought going forward it
is more likely to be contract.
Bill Galvin: Of course we anticipate that a large
proportion of employers—particularly at the lower
7 Financial Services Authority
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end of the market—might chose NEST or some of the
competitors to NEST, including ATP and the B&CE
schemes, etc. These are all trust-based schemes. New
master trust-type arrangements are coming into the
marketplace, being delivered by either new entrants or
people who are branching out from providing
administration services, for example. It remains to be
seen the extent to which employers will find these
attractive or competitive and choose to join trust-type
arrangements, rather than traditional provider-based
contract arrangements.

Q349 Chair: In terms of the regulation, you have
responsibility over trust-based schemes, whilst the
FSA has responsibility over—
Bill Galvin: In effect; we have some responsibilities
in the contract-based space—
Chair: We have a question about that interface
coming later.

Q350 Oliver Heald: Looking at the practicality of
coming up with a transparent code of practice on
charging, as the NAPF are trying to, how realistic do
you think it is to come up with a scheme that is
something like APR8 is for interest rates—that you
can readily engage with in a world like pensions?
David Pitt-Watson said to us that over the 60 year life
of a pension, someone paying 2% in charges would
see half the pension disappear in fees.9 Is it right to
look at it over the course of a lifetime of the pension,
or should one look at it on an annual basis? What do
you really expect to come out of this, and how
accessible will it be for an ordinary person?
Bill Galvin: The challenge is to get as close as
possible to a regime that is both transparent and
comparable. But that is not to underestimate the size
of that challenge, because of course we have, as
mentioned earlier, trust and contract-based
arrangements, where there are slightly different issues.
In the trust-based space, the employer will often pick
up some of the costs. The costs deducted from the
member’s pot are a combination of charges that might
not be the full range of charges that might be
comparable to that deducted in the contract-based
space, for example.
We do know that charges have been driven down quite
significantly over the last number of years. Indeed, a
key driver of that has been the stakeholder regime, not
just to the extent that it put a cap in place but to the
extent that the constituents of charging under that cap
were laid out quite clearly. There can be significant
progress made in moving towards comparability by
outlining a framework in which the various
constituent parts of the pension are discharged under
a certain banner and any additional charges are
disclosed additionally. That would be a step forward,
and if it applied across both the trust and contract-
based space, that would be very helpful.
The additional complication in the contract-based
space is, of course, the commission charges and the
cost of distribution. Very often it is those that push up
the charges above the stakeholder 1% level, for
8 Annual Percentage Rate (used for credit cards, loans, etc)
9 For further details see Q21 and Q24 of oral evidence on 12

October 2011

example. The Retail Distribution Review is coming
in, and that will make a significant difference in this
space. All of these things together can lead us to a
space where the charging structures can be made more
transparent and comparable, but it is complex, and I
do not underestimate the scale of the challenge.

Q351 Oliver Heald: The slight concern I have is, if
you look at what NEST are offering, it is fairly
front-loaded in terms of costs. It is easy to present the
annual rate of charging as being on the high side, but
of course the competition are putting other charges in
place that are not annual charges. Do you think it is
possible to create a level playing field that the public
can understand, or are there risks in this?
Bill Galvin: I know that issue is precisely what the
NAPF working group are setting themselves as an
initial challenge, if you like. Charging structures that
are different are very difficult for people to compare.
Indeed, different charging structures make sense or are
cheaper for people who have different profiles of
contribution and persistency in the scheme. All of that
adds layers of complexity to this challenge. I believe
it is possible to get to a better place than we are now,
where people can make better decisions.
A world in which there was very strict legislation that
confined charging structures into a particular structure
or range of structures might perhaps limit the
opportunity for people to bring propositions to the
market that might be more suitable for different types
of customer base. We have to remember that in
automatic enrolment we need to accommodate
propositions that will appeal to quite well-paid and
well-informed workforces, as well as the median
employee.

Q352 Oliver Heald: If we cannot get the
transparency and you are not satisfied with what
comes out of the NAPF review, will you be urging
ministers to use the reserve powers from the 2008 Act
to put a capped charge on?
Bill Galvin: A charging cap is a rather blunt tool, and
Ministers would probably only use it as a last resort.
I know that, for example, in Australia, where they
have had 14 years of automatic enrolment, one of the
things that they are looking for is a very prescriptive
approach to outlining the charges that are included and
the way in which they are disclosed to members and
employers. In the interests, again, of transparency and
comparability, that might be an intermediate step to
imposing a charging cap.

Q353 Oliver Heald: Some providers are charging
more to deferred members—people who have left the
pension scheme. Can that be justified?
Bill Galvin: We have been very clear on that, and
indeed it has been reasonably high profile that we
have said we think what is called “active member
discounts” are not fair or acceptable. We have said
that in a statement to trustees. Only 2% of trust-based
schemes use active member discounts. They have
been justified on the basis that any charging structure
in pensions involves some cross-subsidy. This is
simply another level of cross-subsidy. Our view is that
the fact that there is already some uneven distribution
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or challenges in terms of fairness of charging does not
mean that it is okay to add another layer of complexity
or unevenness to it. It is a different situation in terms
of the contract-based space, where these are slightly
more prevalent, but we have made our views very
clear on that.

Q354 Oliver Heald: What proportion of the smaller
employers do you expect to use an employee benefits
consultant (EBC) or IFA10?
Bill Galvin: Of the smaller employers, very few.
Indeed, as we said earlier, I think the vast majority of
smaller employers will look to their existing
non-specialist advisers for advice. Indeed, the total
proportion of employers who would tend to use an
EBC for advice is very low: I cannot remember the
exact number, but it is around 10% or 14%. That is
what the EBCs would expect: they target their services
at the employers with large, complex workforces.

Q355 Oliver Heald: The Retail Distribution Review,
which you mentioned, will end the practice of
commission payments to IFAs. What impact will that
have? It will mean that employers are very
transparently paying for the advice, but of course at
the moment that is not obvious to them. Is it going to
be an incentive or disincentive?
Bill Galvin: An incentive or disincentive for
employers to take advice? There are different views
on what the reaction to that will be, depending on
whom you speak with. Our view is that it is sensible
that the cost of advice is clear and transparent and
paid for up front, rather than paid for in trail
commission. It remains to be seen the extent to which
that industry can persuade employers of the value of
their services. I know that of the employers who tell
us that they will seek advice on things like, for
example, the choice of pension scheme—which, from
memory, is about 56% or so of employers—only 30%
of those tell us that they would be willing to pay for
that advice. How that transpires in the gap between
intention and reality as employers work through this
process remains to be seen.

Q356 Oliver Heald: So it could be a problem rather
than a solution, could it? At the moment it appears
that the advice is free to the employer; of course it
is paid for in the commission. This change could be
unhelpful, could it?
Bill Galvin: There are issues of availability and
quality, and of course the concern that led the FSA to
introduce the Retail Distribution Review was that the
quality of the advice was not where they would have
liked it to be. They felt that was an issue both of
conflict and of capability, and that is why the Retail
Distribution Review has introduced new qualifications
but has also attempted to remove the conflict from the
advice. This is something that will need to be worked
through between employers and advisers; it is
something we will be keeping a close eye on. But
clearly a lot of the premise behind automatic
enrolment is that there can be an unmediated
distribution of pensions, and the DWP are keen to
ensure that, with the introduction of NEST, there is a
10 Independent Financial Advisor

route through this where employers will not
necessarily need to seek advice. We take some
comfort from looking at industries—I mentioned
construction and plumbing before—where there is a
high level of unmediated sales of pension schemes by
industry-based providers.
Chair: We are on to our last section, governance and
standards.

Q357 Brandon Lewis: Moving on from there,
organisations, including the Association of British
Insurers (ABI) and some others, have said one of the
issues we have at the moment is there are so many
small pension pots; there is an argument that
potentially NEST and auto-enrolment could be the
opportunity to aggregate these, and that is being
consulted on at the moment. Do you think that having
more aggregated pots and fewer of these small
pension pots all over the place could make the job of
the regulator easier in the first place?
Bill Galvin: Do we think that the small pots issue
is a significant challenge? The small pots issue is a
significant challenge in a world where people will
move jobs more frequently. The nature of the rules
being brought in by automatic enrolment and the
nature of compulsion will mean that a large number
of small pots will be created. This will create
challenges for the industry in terms of how they
administer those pots; it will create challenges for
individuals who might move in and out of different
types of provider arrangements in terms of how they
might look to consolidate those pots for themselves.
A world in which there were fewer, smaller pots is
clearly better.
It is an area that is fraught with difficulty in terms of
finding a solution that does not involve either some
level of potential consumer detriment or some sort of
disadvantaging of some of the providers in this space.
The DWP have laid out a number of options; they are
keen to see the industry propose some solutions in this
space. I know a lot of organisations in the industry,
including the ABI and some of the trust-based
schemes, are working on what they think the right
answer is in this space.

Q358 Brandon Lewis: In terms of direct regulation
and certainly your role, you touched on earlier this
morning where there are certain issues that come
outside and come within the FSA. Do you think with
auto-enrolment and the way things are moving—
towards simplification and ease of understanding—we
are now coming to a time where we should be looking
at that regulation and there should be a single
regulator responsible for pensions, and, bearing in
mind the complexity of the terrain, is that possible?
Bill Galvin: It is quite clear that, wherever you draw
regulatory boundaries, there will be challenges for
people to work across those boundaries, because
industries are not necessarily working within those
boundaries either. To a large extent, where you draw
those boundaries is a question of priorities.
Organisational structures will dictate the focus of the
organisations that sit within those.
Looking at the current structure, you would come to
the conclusion that it is more important for there to be
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a single regulator of financial services providers than
it is to have a consistent view across all workplace
pension provision. That is a reasonable perspective on
things. You might also reasonably come to an
alternative perspective. Whatever way legislators
decide to draw the boundary, we will work very
closely with the FSA to make sure that does not cause
us significant problems in the protection of members
and that we are as aligned as we possibly can be,
given our different mandate and objectives, in
protecting those members.

Q359 Brandon Lewis: Where we have trust-based
pension schemes, we have trustees, obviously, looking
after the interests of the beneficiaries; where we are
going to have an awful lot of people—hundreds of
thousands, potentially—in a short time enrolled in
auto-enrolment contract-based schemes, where do you
see the responsibility that would otherwise fall on a
trustee in terms of making sure the beneficiaries are
well looked after? Is that you, or do you think that is
going to be far more self-regulating?
Bill Galvin: Yes; there are two issues there. One is
that the FSA have a Treating Customers Fairly (TCF)
regime, and a lot of the responsibilities that would sit
with trustees, in terms of their fiduciary duty to
members, sit with the provider in terms of ensuring
that they are treating their customers fairly. In addition
to that, we believe that these arrangements work best
where there is an informed, educated and engaged
demand side at the employer end. We have been
promoting the use of management committees in this
space. We think that if they are well set up and have
genuine teeth, they can be really effective in terms
of the set-up of contract-based arrangements and the
ongoing governance of them.
It is quite clear that where there is an engaged
employer, knowledgeable about pensions and with
expertise in that area, they can produce very good
outcomes from a contract-based arrangement—a
GPP-type11 arrangement. But the fiduciary duties of
trustees, or the equivalent of the fiduciary duties of
trustees, in the contract-based space are largely split
between the provider under TCF and the duty of care
of the employer and any workplace representative
arrangements.

Q360 Brandon Lewis: In saying that, we are back to
this complication of there being lots of different hats
going on, and again you mention the FSA have an
interest in terms of the fairness and appropriateness of
the scheme. Does that not come back to my previous
question, which you gave an interesting answer to, in
terms of whether it should be one regulator? I
appreciate it might be a difficult one for you to
answer, but with that answer in mind in terms of the
trustees situation, does that not further argue the case,
in a way, for having, if not just one regulator of
pensions, certainly a clearer line between where the
FSA is and the Pensions Regulator, perhaps even
looking at the Pensions Regulator and having that
direct responsibility for the beneficiary or the
consumer, with the FSA being further restricted back
to the mechanisms, if you like. I appreciate there is a
11 Group Personal Pension

financial interest in the FSA, in terms of the
mechanism of the financial process, about having a
much clearer line about where that moves into the
Pensions Regulator in terms of protection of the
consumer or the beneficiary, whatever you want to call
them. At the moment, there seem to be an awful lot
of times where there is, not necessarily from your
point of view but certainly from the understanding of
an employer or a beneficiary, a potential for a clash
over quite where that line is.
Bill Galvin: The answer that I gave you previously
was a genuine one, in that there are a number of places
you could draw this line; you could draw the line as
you outlined there. From the pure perspective of the
regulation of workplace-based pensions, you could
make a strong argument to say that there could be a
single body overseeing a large number of aspects of
the demand and delivery of those pensions. If you
look at that question from a different perspective,
which might be that of an insurer or financial services
provider, you would get a different perspective on it
in terms of how many regulators they want to have,
for example, now that the FSA is being split into two,
and we have influence over a certain aspect of their
work as well in this space.
You could draw the lines in different spaces; it would
create other boundary issues, which might or might
not be as challenging as the ones we have at the
moment, because I presume personal pensions would
sit outwith this boundary anyway, and the delivery of
investment advice would, I presume, always sit with
the FSA. Wherever you draw the boundary, there will
be issues of engagement and cooperation required on
perimeter issues. Where you might draw it optimally
might depend on the question that you asked yourself
in the first place.

Q361 Brandon Lewis: My last question is around
DC schemes. You have set out six principles of good
practice. Do you think they will be best managed
through self-regulation, or do you plan to lay out more
requirements or think the DWP should be directly
putting out more stringent requirements regarding
those six principles, or indeed others?
Bill Galvin: Our view of the delivery of DC pensions
is that it is a complex space, and there are various
different types of providers operating that create
different regulatory challenges. Our view is that, for
large employers with proprietary trust-based schemes,
where the employer and the trustee are working
together to deliver pensions, there are only a small
number of these—about 400 or so, we reckon, at the
moment—above a certain scale of, if you pick a
random number, about 1,000. The regulatory regime
you would want in that space might be very different
from a regulatory regime in a trust-based world, where
you have a provider coming in, setting up a
commercially driven trust-based pensions
arrangement, where we believe there are issues that
need to be looked at very closely in terms of the
conflicts between the commercial providers and the
duties of trustees to members, challenges around
governance structures that need to be set up in that
space, and relatively low barriers to entry for people
who want to come in and provide that kind of service.
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We believe that the principles we have set out
absolutely apply and should be a benchmark for the
delivery of occupational pensions in a world of
auto-enrolment. How they might be applied would be
very different in the two segments that I have just
outlined.
We would want to work with employers who are in
this voluntarily and have traditionally been providing
a good pension scheme to their employees. We would
want to look carefully at how people coming into this
market might demonstrate and prove to us that those
principles are in place. That is the discussion that we
are embarking on now, having published those
principles with the industry. We will give ourselves a
couple of months to do that before we come up with
hard proposals about what they might look like in
different parts of the market.

Q362 Chair: In all of this the key thing as to whether
auto-enrolment works is about trusting the pensions
system and whether it can deliver—that people will
get back what they paid in. We know that the pensions
industry is littered with stories of mis-selling or
pension schemes collapsing. As the regulator, how
confident are you that this is not the beginning of, or
potentially could be, one of the biggest disasters—
because we are forcing employers to auto-enrol their
employees into pension schemes—the pension
industry could see? How confident are you in your
role, I suppose, as regulator that that will not happen?
Bill Galvin: That is a big question. Pensions and the
delivery of pensions is always a very challenging area.
It is one of the key issues as a society that has to be
grappled with in terms of how wealth is stored and
transferred. DB12 pensions were relatively
ubiquitous; they are now much less so because the
challenges posed by that delivery model proved to be,
for many people, insurmountable. We are now moving
into a world where most people are going to be
enrolled in DC pensions. There will be a whole load
of challenges around the delivery model there; it is
inevitable. It is just a very difficult space. Government
is identifying those challenges and looking to address
them. Steve Webb’s view that there should be a single-
tier, high-quality state pension will address some of
the challenges around the decisions of individuals to
opt-in or out, which were some of the early issues that
were raised about the potential for mis-selling.
The challenge is to ensure that employees get enrolled
in good-quality delivery vehicles. That is a challenge
that we all have to take on, as regulators, legislators
and the industry. There are challenges of capability—
in terms of the people making the decisions—and
conflict in terms of the structure of the industry that
we cannot possibly hope to eradicate completely, but
we can hope to try to identify them as early as
possible and reduce the impact that they might have
on individuals. That is what we are about as a
regulator. We would hope to play a central role in
trying to identify where these are, bring them to the
attention of legislators and other regulators if they are
not directly within our remit, and address them as
productively as we can within our remit.
12 Defined Benefit

Q363 Chair: That means that you have to be much
more proactive, whereas regulators tend to be reactive.
You have been reactive in the past; you have dealt
with things once they have gone wrong. What you
have just said means that you need to be stopping
them from going wrong before they have even started
going wrong. Again, that is a big challenge for you as
a regulator, and it also means that you will also have
to be able, as you said, to refer it on to other people
if you are not the people that should be doing it. Are
you up to that challenge of being that proactive in
dealing with those challenges, or identifying those
challenges and then dealing with them and making
sure they do not happen?
Bill Galvin: That is a fair observation, but I would
say it is not just us that have generally taken a reactive
approach to delivery of pensions, but also legislators.
It has been a question of letting this market develop
and seeing what the problems are. We have
demonstrated that we intend to be proactive in this
space by the approach we have taken to the principles
for DC regulation and what we would try out for DC
delivery. Our goal is to ensure that these are reflected
across the industry.
The FSA are in a similar position. They have
recognised that they need to be more proactive, and
their view on the suitability of products and taking an
advance view of the suitability of products that are
being taken to market is a symptom of that. There is
a general recognition that regulators need to be more
proactive in terms of identifying problems before they
arise. That is always a great intention; it is more
difficult when it comes to the reality. We have
demonstrated that, in terms of the discussion paper
and the principles that we have put out, and we want
to follow that through with the industry, working hard
to make sure that these things are in place so that the
vehicles are of as high a standard as we can get them
to and people are as likely as possible to get a decent
outcome from their saving.
Chair: Key has been an early warning system. We are
going to give the last word to Stephen.

Q364 Stephen Lloyd: I am not entirely sure whether
you can answer this as a regulator, but clearly, if you
will forgive the cliché, the elephant in the room for
the whole pensions industry is NEST, in the sense that
the difference with NEST, fundamentally, is it has a
public duty to provide a level of service. That is going
to be massively significant and I am all for it, but are
you able, just with your experience as a regulator, to
express any thoughts about how or what the impact of
NEST is going to be on the pensions industry around
possibly some of the more spurious efforts that some
different pension companies made over the years? Do
you understand where I am coming from? That is the
fundamental difference. What is happening is NEST
is suddenly going to get in the—
Bill Galvin: Agreed, and clearly NEST is a trust-
based pension scheme. We will regulate NEST and we
have made it clear that we will regulate NEST as we
regulate other trust-based pension schemes. I know
Lawrence Churchill13 is or at least was in the room,
13 The Chair of the NEST Corporation
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so I need to be careful what I say, but NEST has gone
to great lengths not just to produce a good product but
to demonstrate the processes that it is working through
to get to its decision making. That transparency of
process and decision making has led the industry to
think in a number of ways about how it comes to these
decisions, how it puts the member at the forefront and
how it can demonstrate that. NEST has already been
a useful addition to the industry from those contexts.
But I would say that there are very many other
pension schemes—both trust and contract-based—

who would say that they do similar things and provide
a very good level of service, who operate in a world
of effective auto-enrolment, and who would like to
hold themselves up as exemplars of good practice as
well. Our job is to try to move all of the industry up
to a level where they can say these kinds of things
with confidence.
Chair: On that note, may I thank you very much for
coming along this morning? Your evidence is going
to be absolutely crucial when we come to write our
report, so thank you very much for that.
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________________

Examination of Witnesses

Witnesses: Steve Webb MP, Minister for Pensions, and Jos Joures, Head of Workplace Pension Reform,
Department for Work and Pensions, gave evidence.

Q365 Chair: Thank you for coming along this
morning, Minister. We are very much looking forward
to your evidence. Before we get into the more detailed
questions, a written ministerial statement was laid
before the House at 9.30 this morning. As the time is
just past that, can you explain what it says, and what
it means in terms of the delay to the implementation
of auto-enrolment?
Steve Webb: Yes. We would have liked to have given
you a copy of the statement last night, but we were
told that that would not have been proper, because it
should first be laid before the House. Apologies for
the short notice. As you will recall, before Christmas
we indicated that we had looked again at the process
of staging the dates on which different employers of
different size have an auto-enrolment duty. We had
taken the view that, because of the continued concerns
of the smallest firms in the land about the impact of
auto-enrolment, we would give them more time to
prepare, and, specifically, that no firm that employed
fewer than 50 people would have its auto-enrolment
staging date this side of the end of the Parliament in
May 2015.
We have today published our revised schedule. We
propose that no change at all be made until around
February 2014, so for anybody who thought that their
staging date would be any time between now and
2014, nothing has changed. We have taken the rest of
the firms down to 50 and spread them out, up to the
point at the end of the Parliament. There is then a
detailed process that will go beyond that and into the
next Parliament. It is worth saying—I am sure that the
Committee knows this—that the process of roll-out
was always going to be into the next Parliament. It
was always a five-year process, so the smallest firms
will come in after the end of the Parliament. The other
crucial point is that the point at which the 2% and 3%
contributions come in has also gone back by about
a year.

Q366 Chair: Before we knew the exact timetable,
Adrian Boulding of Legal & General said that delays
to auto-enrolment would mean £5 billion in pension
contributions lost. He estimated that about 4 million
employees would have to wait at least another year.
Do you recognise those figures? Are they the kind of
figures we are talking about as a result of the new
timetable?

Glenda Jackson
Brandon Lewis
Stephen Lloyd
Teresa Pearce

Steve Webb: That is an overstatement.1 Clearly, if
you put everybody back by 1%—from 1% to 2% and
2% to 3%—by a year, you are talking several billion
pounds, but we think it is significantly less than £5
billion. We want people to know where we are going
as quickly as possible, which is why we published this
today, but the way in which these things work, as I
have discovered over the past 18 months, is that we
have to go through a tortuous process of impact
assessments and consultation. We publish this, and we
now prepare an impact assessment, which has to be
ratified by the Regulatory Policy Committee. We then
publish a consultation document, alongside an impact
assessment. We then have to have a consultation
period, at the end of which it will all be finalised, but
because we want people to know where they are
going, we published this today. All the detailed figures
about the impact on contributions and so on will be in
the impact assessment, which will be published
probably around March.

Q367 Chair: Rather than waiting for the impact
assessment, let me ask you this: do you think that
making small employers wait an extra year before
they go into auto-enrolment will make very much
difference to them?
Steve Webb: I think that it will help in two ways. We
will talk, no doubt, about awareness later, but clearly
awareness about auto-enrolment is very high among
the biggest firms, which will be able to auto-enrol in
the next year or two. It is quite a big job. Although
the minority of workers work for small firms, the
majority of firms are small firms, so it is a big job to
get the messages out. A bit more time to do that will
be a good thing. Inevitably, it will give us time to
refine the process of auto-enrolment. If things are not
working well, and if we learn lessons as we go—if we
learn things about opt-out and so on—we will be able
to apply those lessons to the smaller firms, and NEST
and other providers will get more experienced at
servicing medium-sized firms before we go on to the
small ones, so I can see benefits. Obviously, we hope
that by that point the economy will be in a much
stronger shape for small firms as well.

Q368 Chair: I am glad you mentioned the economy,
because one of the reasons that you gave for the delay
1 Letter to Chair from Steve Webb MP, 27 January 2012, Ev
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was that the economy was not performing well. Since
then, the Office for Budgetary Responsibility (OBR)
has revised its projections downwards. We always
hope that the economy will recover, but still it does
not. I suppose my question is: is this a moving target?
Will you keep delaying if the economy does not pick
up?
Steve Webb: No. This is it. This is the plan; this is
the programme; this is what will happen. It is worth
stressing just how gradual it is: even once someone is
staged, they are phased. They are in, but the minimum
contribution is 1%—that is tax-relieved for the
employee and the employer—and even by the end of
it, it is only 3%. By the end of the roll-out, six years
hence, we will have got to 3%, which is tax-relieved.
It is worth saying that, even when they are in, it is a
very gradual process. Clearly, any change to the roll-
out schedule is not ideal, and the last thing we want
to do is to change it again, so this is it.

Q369 Glenda Jackson: You said that one of the
reasons for the delay was your concern that smaller
firms would not be up to speed as far as information
is concerned. This is something which we in the
Committee have been pursuing. Are you confident
that the other end of this equation—namely, the
Department’s responsibility to get the information out
there—is going to keep pace with this, or are you
simply going to wait and then start informing a year
before?
Steve Webb: No. There are two types of
communication: one is the general publicity, and the
second is the employer-specific. I have noticed from
the transcripts that you want to discuss whether a year
ahead is enough, and perhaps I will come back to that
specific point in a minute. The general publicity to
make employers aware has already started. I have
brought along one of this week’s newspapers—

Q370 Chair: Maybe we can hold off on that, because
we have questions about communications, and the
communications strategy. Glenda’s question is
specifically on whether everything else slows down,
or whether you keep the pace of implementation
going, and this just gives you more time to get your
messages out.
Steve Webb: No, we do not slow down at all. As I
say, until February 2014 nothing changes—the roll-
out schedule is the same—so right now, this week, we
are communicating. In terms of notifying employers
ahead, there is a balance to be struck. We have been
talking to the very biggest firms 18 months ahead, just
because of the scale of what they are doing, but the
norm will be 12 months. There is a balance here: if
you are a busy employer and you get a letter saying,
“In two years’ time, you will have this duty”, it goes
in the pending tray and you will not pay any attention
to it at all. We need a wake-up process and then, three
months out, a bigger wake-up process, but if you go
too far ahead, it will just get binned. That is the
balance we are trying to strike.
Chair: We will come back to that. In the meantime,
we are going on to the thorny issue of charges, and
Brandon has some questions.

Q371 Brandon Lewis: Minister, the National
Association of Pension Funds (NAPF), as I know you
are aware, is working on a code of practice on the
transparency of fees; we had a Westminster Hall
debate on that. What, at the moment, would you like
to see coming out of that code of practice? Are there
any particular issues that you would like to see it deal
with or cover?
Steve Webb: First, I welcome the initiative, and the
fact that it is industry-led. Practice in the industry has
been variable, at best, on charges and transparency. I
could have brought—as I am sure the Committee
could—reams of examples of opaque, hidden charges
and all the rest of it. Transparency and plain English
is the key. The NAPF has perhaps talked about pounds
and pence, rather than about percentage points, basis
points and so on—transparent, plain English and
consistent information about charges. I am in no doubt
that charges are crucial and that even apparently small
differences in charges can have a huge impact on final
pensions, so it is a very welcome initiative. We are
supporting it, but trying not to meddle too much,
because it is crucial to us that the industry actually
owns the product and then follows it.

Q372 Brandon Lewis: Is that why—or is there
another reason?—the Government, in setting out the
auto-enrolment process, have not taken the line, for
example with stakeholder pensions, of saying, “This
is what the charge structure will be and how it will
work, and that is it,” in order to give that certainty
and protection?
Steve Webb: Just to reiterate, I do not belittle the issue
of charges at all. They are very important. We do not
think, in the context of auto-enrolment, that we have
a problem on charges in the short term, starting with
the biggest firms. There are two reasons for that. The
first is simply scale. In 2012, just 10 employers will
be auto-enrolling. If those 10 cannot get good value
for money and low charges, we might as well all give
up. Everybody wants that business. It is on a huge
scale. We are already seeing NEST competing for it.
New providers are coming in; people are trying to
undercut NEST. That is what we wanted—
competition, people getting in—and NEST is clearly
driving charges down; there is no doubt about that.
The issue for auto-enrolment will clearly be when we
get further down, in years to come, particularly as
regards the default funds. The thing about auto-
enrolment is it could be passive. The firm chooses the
scheme, but the member has no choice in that. On the
whole, we expect that the member will not make an
active investment choice, so they will end up in the
default fund. It is clearly important that those default
funds are good value for money, so we are looking
very closely at what is happening in the market and
making sure that those default funds are good value.
We already have powers to cap. We observed that
those powers to cap charges were incomplete. We did
not have the power to cap charges for deferred
members, so we took that power in the 2011 Act.
I can reassure the Committee that we do take the issue
seriously, and we have given ourselves the power to
act if we think we need to, but in the short term we
do not think that there is an issue about charges in
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auto-enrolment. Certainly, over the next year or so,
the biggest firms are actually getting really good deals
compared with just a few years ago, in terms of
charges.

Q373 Brandon Lewis: Expanding on that a little,
and going slightly beyond the remit of auto-
enrolment, we spoke about pounds and pence as
opposed to percentages, and about different
breakdowns being easy to understand; has the
Department done any work on whether that is
achievable and easy for the industry to do?
Steve Webb: Not specifically. We have done general
survey work on levels of charges in different sorts of
schemes—more is being undertaken by the
Department at the moment—but not specifically on
whether pounds and pence are easier to understand.

Q374 Brandon Lewis: My last question is about the
code of practice that the NAPF is trying to put
together. It seems to be universally agreed that that is
an important line to go down, and that we should see
something come out of that. If the industry is not able
to come together and accept and acknowledge
something, and put something in action that achieves
the desired result of transparency in fees, is there a
point or a time scale at which the Department will say,
“Look, we now need to act. This is the code of
practice that we have brokered”?
Steve Webb: The industry should be in no doubt that
if it does not get its act together, we will cap. On
capping, it is tempting to think, “Why don’t you just
do it, anyway?” That was my first instinct: “Why
don’t we just do it? What could possibly be wrong
with just capping charges?”. It is worth flagging up a
couple of the issues that would be raised. One is
definition. Stakeholder pensions, which you
mentioned, have capped annual management charges,
but we know that there are dozens and dozens of
different sorts of charges, and it could be a bit like a
tyre: you squeeze this bit and think you have got it
capped, and all the charges rush off over there. That is
our first concern. The second is diversity. Plain vanilla
default funds are fine, but if somebody wants tutti
frutti or knickerbocker glory or whatever, they should
be able to choose that, if they know what they are
doing and it is an informed choice. Perhaps the
charges are higher, but they feel that they are getting
something for that. We would need to be clear about
what we were capping and how we defined it. That
would be the challenge.

Q375 Brandon Lewis: That makes sense; I agree
with that. My point is that rather than looking at
capping, is there a point at which the Department
would look at enforcing something around
transparency if no agreement came forward from the
NAPF? Obviously, the transparency has that potential
effect without having to cap.
Steve Webb: That would be another approach; it is not
the principal one. If the industry comes up with a set
of guidelines on transparency, and people adopt them
and find that it is still not working, it may be that
transparency is not enough. That is the issue for me.
Transparency gets you so far, but most people will not

bother; most people will not read up and so on. The
big question in auto-enrolment for us is defaults—
people who make no active choices—which will be
most people, and protecting them.

Q376 Brandon Lewis: I appreciate that. Again, this
goes slightly beyond auto-enrolment, but is this purely
focused on auto-enrolment? Could transparency in
auto-enrolment have a positive impact across the
pension industry? On the issue around charges, auto-
enrolment is the easy one; it is everything else that
potentially needs clarity and transparency. Is there a
view that we can use the opportunity of auto-
enrolment to have that impact across the pension
arena?
Steve Webb: Absolutely. I will ask my colleague, Jos
Joures, who is the head of workplace pension reform,
to chip in briefly. Clearly, today our focus is on auto-
enrolment, but you are absolutely right that if we can
get transparency on charges in investment
management and in fund management, it will be
beneficial across the piece.
Jos Joures: A lot of it depends on what you want
to achieve by transparency. If you think about what
individuals want to know, it is some pretty simple
information. Transparency around some of the
complexity of charging—how many transactions a
fund manager makes, how much stamp duty is paid
on them, whether they are effective in the return they
achieve—is meaningless information for an
individual.
There is an interesting challenge in the transparency
argument. When are you revealing information that
will lead to pensions experts and the industry in
general understanding what is going on, improved
practice, increased information and therefore better
competition, better practice and so on? Which
elements of transparency are you targeting at, say, an
employer who is making a scheme choice? That
would be a different set of information. Ultimately,
what does the individual need to understand about
their pension? What the individual needs to
understand is quite simple. Are they in the right asset
base for their kind of saving, their point in life and
when they want to retire? Are they getting a decent
rate of return, given the set of assets that they are in?
That is difficult to compare, because you can get a
better return but at higher risk, or inappropriate assets.
Is the amount that they are paying for pension
administration reasonable?
The transparency agenda involves quite complex
information. It can improve competition in the market,
but we need to think about what information an
employer needs to make a choice, and what
information can help an individual to feel confident in
their pension. That is a complex problem.

Q377 Stephen Lloyd: I appreciate that charges are a
bit like a length of string, so I understand, Minister,
how difficult it is for you to be specific, but let me
give you an illustration. We already know that NEST
is driving charges down. Let us say that a pension
provider charges double what NEST would be
charging. Is that a point at which you would come in
with caps?
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Steve Webb: You have to remember that in the auto-
enrolment context, we are talking about a market
where the employer is making the scheme choice.
Clearly, it must be transparent to employers that they
are being offered a scheme that is coming in at double
the charge, for example. Unless there is clear value
for money in that charge, we think employers, on the
whole, will go for the lower-cost schemes—and there
are plenty out there that are substantially less than
that. It is not obvious to us that those charge levels
will be sustainable in what is becoming a
competitive market.
We were worried that no one would be interested,
particularly in the bottom end of the market. NEST
came along and now, suddenly, we have the People’s
Pension and NOW: Pensions, and we can see the
FSB2 and all the big insurers bringing in theirs.
Suddenly, we are finding that it is a very competitive
market. In theory, you could have outline charges, and
a firm might accidently choose a high charge and not
know about it, but in reality, with the competition,
particularly for the biggest and middle firms, that will
not really be happening.

Q378 Stephen Lloyd: You are probably right, but
pension fees are so complex, and the pensions
industry, in its own way, has been so adept at charging
in very obscure ways, that you almost need to be a
mathematician or a Pensions Minister to understand
it. I do not think that will change. I agree that NEST
will drive the competition, and things will be more
competitive, but if history is anything to go by, I do
not think I am being too mean in anticipating that
some pension providers will have a headline charge
that is comparable to NEST, but underneath that will
be the more obscure hidden charges. Without having
the DWP or someone keeping an eye on that, your
average employer—certainly those in SMEs,3

because they are so focused on running their
businesses seven days a week—will not spot that. Can
we be reassured, Minister, that the DWP will keep a
constant searchlight on the charging process,
including some of the more subtle administrative
charges that could get under the wire?
Steve Webb: Absolutely. As I said, it is no good my
saying, “We’ll cap if we need to,” and then not watch
what is going on. We absolutely have to watch. A 1%
charge is not inherently evil—it depends what you are
getting for it. What is inherently evil is covering up
the charge; we need the transparency. Our sense for
some considerable time is that, as is already clear
from what is going on in the market, charges are not
anywhere near that level. The dilemma for us in
setting a cap would be precisely as you say: an
AMC4 is one thing, but there are all these other
charges. Let us say you have a cap that includes
transaction charges, and a company is bumping up
against a transaction charge cap, and there is some
share it really ought to sell, but it can’t sell it because
it would hit the transaction cap. You can see.
It seems a no-brainer—you just stop evil firms over-
charging by capping—but you could have some
2 Federation of Small Businesses
3 Small and medium-sized enterprises
4 Annual Management Charge

counter-productive results. Ideally we want
transparency and competition to deliver low charges,
but we need to protect people if that is not what
happens.

Q379 Stephen Lloyd: Because of the whole mass of
responsibility of auto-enrolling, I am obviously
seeking to get a commitment—and I think you are
giving it, but I will be really clear—that the DWP will
consider now as part of its remit to keep a close eye
on charging in the pensions industry.
Steve Webb: Yes.

Q380 Stephen Lloyd: Good. Some pension
providers charge more for deferred members than
current contributors. In your judgment, is that
justifiable? If not, do you plan to take action to stop
the practice?
Steve Webb: Yes. The first thing we have done, as I
mentioned, is bring deferred members into the scope
of our capping powers. If we brought in a cap it could
apply to deferred members. Clearly, there may be
some additional costs from deferred members, but I
think the sort of premiums charged for deferred
members can sometimes be quite hard to justify.
One thing that would be the best solution to all of this
in my view would be tackling the issue of deferred
members. Why are there so many people with so
many stray pension pots all over the place that they
have forgotten about, that they can’t keep an eye on
the charges of? That is where our pre-Christmas
document on transfers and small pots comes in. If we
were to follow one of the two radical suggestions in
that document, you could have a situation where
deferred members are not quite a thing of the past but
more or less. For example, if the pot follows the
person, every time you change job, the money goes
with you, you are never a deferred member unless you
stop working. Therefore, the issue largely goes away.
Likewise if small pots particularly auto-transfer to a
third party, which would not have deferred member
charges.
Legislating on deferred member charges would be an
option, but ideally I would rather have people
knowing where their money is, knowing what the
charges are. I think that would probably be a better
outcome. If we can get the transfers problem sorted
out, I think we may deal with deferred member
charges.
Jos Joures: There is a difficulty, in that all charges
are redistributional in some way. Some members will
pay more under one charge regime than another. If
you look at deferred members, quite often they will
have a smaller pension pot than an active member, as
an active member is still contributing and a deferred
member has left the scheme. If they are being charged
a very small annual management charge on a very
small pot, they may not even be covering the
administrative cost of being in that scheme. The other
members will be subsidising, if you like, the residual
deferred members. In that instance, you could see that
levying a charge on a deferred member might be
appropriate. The problem is that if schemes are
motivated to have a punitive charge for deferred
members, because they are often not welcome
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members of the scheme, that is a very different
motivation and would lead to a different kind of
argument about whether that was a legitimate charge.

Q381 Stephen Lloyd: Again, because of the changes
in auto-enrolment and the DWP’s responsibility, you
would clearly also be keeping an eye on those
variables as well.
Jos Joures: Absolutely.

Q382 Debbie Abrahams: I just want to push you on
your answer about the code around transparency of
charges the industry is going to introduce. How will
you judge that that is satisfactory before you
intervene? What criteria would you use?
Steve Webb: Outcomes are the crucial thing. In other
words, one thing transparency will do is drive down
charges. If people have not been able to see hitherto
what they are being charged and now can, we will see
charges coming down. We know we are seeing
charges coming down anyway because of competition,
even before greater transparency. One thing we would
expect to see is some of the higher charges for vanilla
coming down. There will still be high charges and
exotic products and all the rest of it, but for the bog-
standard products we will see, I think, a fall and a
convergence in charges. If people are able to sustain
excessive charges for standard products, we will know
that transparency is not working.
Chair: Glenda, you had a question, too.

Q383 Glenda Jackson: Yes, it is on the same line.
How long are you going to give the industry to come
up with this code of practice? When they gave
evidence to us they were very clear; they don’t even
speak the same language.
Steve Webb: Which is why it is a bold and welcome
initiative that they are taking, as you say, because
trying to convert all these different activities and
languages into a single language is a big job. I am not
going to say, “If it is not sorted by 30 March, we’ll
be off.” Clearly, auto-enrolment is a five-year process.
We do not think that we have an issue with charges in
the first few years, to be honest, given the scale of
what is going on.
The big advantage of auto-enrolment is that the
employer seeks out the pension provider. In the past
with pensions, a lot of the cost has been sales—sales
people have had to go out to sell pensions to
individual people—but with auto-enrolment,
employers, who may have hundreds, thousands or tens
of thousands of employees, are seeking out providers,
and that makes a massive difference to the cost
structure. We think that costs will be substantially
lower than they have been in the past for some
considerable time, so I am not going to set an artificial
deadline, but clearly, if we are not seeing progress
during the roll out of auto-enrolment, we will act
further.

Q384 Glenda Jackson: I am sorry; I do not quite
understand that. You mean that the pension industry
can sit back and wait for the employers to come to
them, and that is competition?

Steve Webb: No. What I am saying is that a huge
amount of the cost of pensions in the past has been
sales—a sales force had to go to an individual member
of the public to sell them a pension, and that is
incredibly expensive. If you are a firm that employs
50,000 people, with a legal duty to have a pension,
you ring up a pension provider, because you have this
legal duty, and it thinks Christmas has come, because
it does not need to sell to those individual 50,000
people—it has one firm coming and choosing it as a
provider. That has a massive impact on cost, so this is
about consumer benefit. We are on the same side
here—of consumers, and they will get massive benefit
from auto-enrolment. Costs are coming down and will
come down.

Q385 Glenda Jackson: That does not sound like a
consumer benefit to me; it sounds as though, in a
funny kind of way, the pension industry is being
presented as offering some kind of treat to employers,
yet it is the one taking the money.
Steve Webb: If it was hogging the profit that it got
from that, I would agree with you. People say the
stakeholder pension, which capped at 1% and 1.5%,
brought charges down to that level and people thought
that that was a great triumph. NEST is coming in at
about 0.5% and we are getting private companies
trying to undercut NEST, so that profit that I described
to you is being passed on through lower charges, as
we would expect.

Q386 Glenda Jackson: So why has it taken them so
long to come up with a code of conduct, if it is all
sailing into their offices and they do not have to do
a thing?
Steve Webb: That is auto-enrolment, which obviously
has not even started yet, but I welcome the fact that
they are taking the initiative. It is long overdue; I
agree with you.5

Q387 Glenda Jackson: You have also been using the
example of large employers for this competitive
search, but my concern is with those massive numbers
of very small employers, who are also going to be
delayed in getting into this. Do you have the powers
to ensure that when it eventually meets the small
employers, they will be in the same system as the big
ones? I am trying to work out whether you have the
power to ensure that the pension industry is as
competitively keen—even though we do not agree on
the definition of competition—in providing services to
the small employers, as it apparently is at the moment
for the big ones.
Steve Webb: NEST is the crucial part of my answer
to your question. In other words, the letter to the small
firm, which we are all concerned about, specifically
flags NEST. We know that NEST will be good value
for money and, frankly, if they are busy making
widgets and they would really rather not be doing this
thing, they can just go to NEST and they have good
value for money. NEST is there for those very people
and we have guaranteed that there is a value-for-
money provider there for them. If they want to go
5 The Minister wrote to the Committee on 27 January 2012 to

clarify his answer: Ev 152
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elsewhere, they are free to do that, and we have seen
plenty of relatively low-cost providers entering the
market, so there is competition as well. We have put
in place infrastructure to help those very firms.

Q388 Glenda Jackson: Are you allowed to do that?
Are the Government actually allowed to advocate
NEST?
Steve Webb: We have to be careful because it is a
competitive market, so the wording of the regulator’s
letter has been checked by one or two lawyers. We do
not say, “Choose NEST”, but we do say, “There is
this firm called NEST, and they have a public service
duty to take your business, if you want to go to them,
and that is unique to NEST.” That is the balance we
strike.

Q389 Chair: We are about to come on to questions
about the operation of NEST, but before we leave the
charging, do you think that there are enough
incentives for employers to look for the lowest-
charging fund on behalf of their employees? If the
big boys are not going to have to do all the selling,
advertising and all of that, will they be able to offer
some nice sweeteners to employers to encourage them
to auto-enrol into their pension funds, which may not
necessarily be the lowest-charging fund for the
employees?
Steve Webb: There is no doubt that there is a lot of
competition at the moment for the huge employers, as
you would expect, and I suspect there are terms being
offered to the huge employers that will not be offered
to the small employers. That is clearly true, and it
would be a worry if NEST was not there. Because we
have guaranteed a good-value provider to everybody,
if the big insurance firms are not interested in the
small-firm business, which some of them might not
be, that is why we have created NEST. That gives us
our security.

Q390 Chair: On the cap, you mentioned the
stakeholder pension. Is there an issue around the fact
that if you introduce a cap, it might become the
default and it could be higher than what the
competition is going to do?
Steve Webb: That would be a worry if NEST was not
there. If you simply said, “You cannot charge more
than—to take a round number—1%” there would be
a risk that everyone would say, “Oh, well, that’s the
norm, so we will charge 1%.” Because we have made
sure that there is a provider in the market charging
the equivalent of 0.5%, if you capped above that and
anybody headed for the cap, there would be somebody
undercutting it in the market.
Chair: I said that we would come on to questions
on the operation of NEST, and I will hand that over
to Debbie.

Q391 Debbie Abrahams: Thank you. Could you
comment on the review? We know that it is due to
take place in 2017, but in view of the delays in the
introduction of auto-enrolment, is there likely to be
any delay in this review as well?
Steve Webb: We do not anticipate so, no. That will be
five years into the roll-out. The roll-out will start on

time in October 2012, and it is worth remembering
that some firms could go up to three months early. It
would not surprise me, when the starting gun is fired
at the 100 metres in the London Olympics, if the
starting gun on auto-enrolment had also been fired.
There will be somebody in, and that will be my focus
that day. We have got five years, and we think by then
it will be pretty clear what has happened to the
market, what is happening to opt-out rates, and so on.
You could put it back another year but it is in primary
legislation as 2017, so that would be an obvious point
to review the whole process. The statutory
requirement to review is just on the NEST constraints,
which I am sure you will want to come on to, but the
Secretary of State can add other aspects to it. I am
sure that we will want to look at the whole process
of roll-out, and I think five years through would be
good enough.

Q392 Debbie Abrahams: Thinking about
restrictions that have been placed on NEST, whom do
you think these restrictions are intended to benefit?
Steve Webb: The constraints on NEST, as originally
brought in, have focused NEST’s attention on the key
people whom we are concerned about. Because NEST
cannot take the highest earners—because there is a
transfer ban—it has had to think about the people
whom the rest of the industry has not been that
interested in. There is clear evidence of that. NEST
has led the way on transparency of language, because
you need to talk to people who do not talk pensions.
The beneficiaries of those constraints have been that
NEST has had to focus in a way others have not, and
we have all benefited from that.
The other issue is that NEST’s being in there, even in
a constrained way, has clearly had a beneficial effect
on the market and on charges. We can debate whether
those constraints are appropriate now, but certainly
historically NEST has had a beneficial effect even
with those constraints in place. Charges have clearly
come down, and competition has been brought in.

Q393 Debbie Abrahams: Based on the fact that
NEST operates on economies of scale, would it not
be better if it was not restricted by these restrictions?
Steve Webb: All our modelling with NEST volumes
has been based on the constrained version. We are
clear that NEST is viable with the constraints that it
currently has. All the numbers, all the predictions, all
the millions of people going into NEST and so on are
based on that constrained assumption. Clearly, if you
take the constraints off, NEST will do better, it will
get more business and we will get the loan paid back
quicker. That is clearly true, but we do not think that
the success of NEST depends on taking the
constraints off.

Q394 Teresa Pearce: Just before I go on to my
questions, I would like to say how pleased I am, when
driving my car to and from the station, to hear adverts
on LBC for auto-enrolment. I was so surprised to hear
it—it was really good. But it serves me right for
listening to LBC. David Pitt-Watson, when he came
to see us, told us that removing the cap on
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contributions could save the Government £100 million
in state aid. Do you agree with that figure?
Steve Webb: I think if I used that figure, my officials
would describe it as a courageous level of precision.
In other words, clearly, there is a benefit to the
Exchequer; you lift the constraints on NEST and
presumably it gets more contributions and more
business, so it can borrow less and repay the loan
quicker. So there is a benefit.
On the other hand, an awful lot of other things have
changed since we first did the NEST numbers. The
economy is in a different place. The roll-out schedule
is different. There is a heck of a lot going on and
interacting, and I do not have David’s confidence in
that level of precision. It would clearly be a
worthwhile benefit to the Exchequer and to NEST, but
that number is, as I say, more precise than I would be
confident in giving.

Q395 Teresa Pearce: On the state aid issue, we have
heard other evidence—often from the same person—
about whether some of the restrictions are really
essential for state aid or whether that is a
misapprehension or an assumption. Much of what has
been said about state aid seems to conflict with what
NEST is, because state aid is about European
competition and NEST is purely UK. What do you
think about that?
Steve Webb: The guts of the state aid case were
twofold. We have a pension provider in the UK that
will be competing with other market providers, and
those market providers, as we know, include one that
has come from Denmark to compete here, so the EU
angle is that although it is a domestic market for
British employees mainly, the firms that compete in it
could be international. The argument is whether the
Government should be subsidising one firm to
compete against others in the market.
The case for state aid is overwhelmingly twofold.
There is the public service duty, which is that NEST
has to take everybody, including loss-making
business. Secondly, the charging levels that NEST has
to have are low, and those of other competitors do not
have to be. A subsidy is warranted for the public good,
because it costs money to set up NEST and do all
those things such as charging a low charge and taking
on unprofitable business.
The constraints on NEST are part of the narrative, but
they are not essential to the state aid story. The state
aid story stands, because of the public service duty
and the duty to have a modest cost. The duties are
reinforced, if you like, by the constraints, because they
are evidence that we are focusing on the bottom end
of the market and so on, but they were not integral.
I will ask Jos to follow that up, because he has been
very involved in the state aid case, and I know that it
is something the Committee is particularly interested
in.
Jos Joures: There are basically three tests to pass. Do
not quote me to a lawyer on this, but I will paraphrase
what state aid is all about. The first test is that there
has to be a public policy reason for an intervention in
a competitive market and that is typically identified
with a market failure. In the pensions market, we
know that there is a range of people, such as low to

moderate earners, people working for small employers
and people who move jobs a lot, who cannot get a
suitable low-cost pension product, so for the public
policy ambition—tick, yes. There is a reason for an
intervention.
The second test is whether the intervention that you
make is sufficiently focused on solving that market
failure. Is your intervention focused on resolving the
problems that the market cannot resolve?
The third test is, as the Minister says, the cost to a
public provider or public-sponsored provider in taking
up the business that a commercial provider would not
take at a particular cost.
The constraints are important in steps 2 and 3. In step
2, you need to say that we are focusing NEST on a
target market, and the constraints do that by stopping
it going for higher earners, who do not currently have
a problem, and stopping it taking over existing asset
bases. They are pertinent in the third test in that they
affect NEST’s ability to create scale and therefore the
amount of subsidy that it needs to achieve scale and
then become self-financing. The argument around
whether the removal of the constraints would be
consistent with state aid would be to ask whether the
existence of the constraints means that the market
failure is not being adequately addressed by our
intervention. If the constraints mean that there are
people out there who are still not getting the pensions
that they need to save for their retirement, or if
employers do not have the right choice in getting
those people those pensions, then there would be a
case for re-looking at those constraints. Does that
make sense?

Q396 Teresa Pearce: It does make sense. Given that
the restrictions on NEST have made it think outside
the box and that that has had an effect on the rest of
the industry, do you believe that those restrictions are
still all necessary?
Steve Webb: We are starting to hear—your evidence
sessions have picked up some of this—some sense
from stakeholders that the constraints are perhaps not
working in the way that they should. You will
occasionally hear an anecdotal story and a firm will
say, “I was thinking of using NEST plus a commercial
provider,”—NEST for the lower earners and a
commercial provider for the higher earners—“and I
have decided that life would be simpler if I just had
one provider. That cannot be NEST, so I am going
with the other provider.” I would describe that as
anecdotal at this stage.
As I said a moment ago, there are only about 10 firms
coming in during the whole year, so we know who
they are and we know pretty much what most of them
are doing. We have not got the volume of evidence
yet, but we are just starting to pick up nuggets of
questions. NEST is clearly getting some contracts
with big firms, but some firms are saying, “Well, we
are not sure, because of the constraints.” When the
policy was devised—I think that it was right when it
was devised—the assumption was that there would
not be much competition at the bottom end of the
market. There has been more competition than most
people anticipated. We have made no firm plans and I
do not think that an unequivocal case has been made
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either way on this issue. We welcome the work that
the Committee has been doing on this and we look
forward to hearing what you have to say, based on the
evidence that you have taken on this specific issue.

Q397 Teresa Pearce: In 2017, when you do your
review, given that the NEST loan will possibly be
repaid by then, could you lift the restrictions if that
was the case?
Steve Webb: We do not think that the loan will be
repaid by then, sadly. In fact, we never did. The NEST
loan will be with us for a while. The Making
automatic enrolment work review that we
commissioned, which was published in 2010, argued
the case that we should announce now that they were
going in 2017. We took the view then that we were
not going to pre-empt what would happen in 2017,
but the evidence that you have heard suggests that
there is quite a strong consensus around that position,
but we have not taken a final decision on that.

Q398 Teresa Pearce: Also, one of the things that you
have spoken about quite a lot is trying to consolidate
those stranded small pension pots. How does the ban
on transfers into NEST impact on that? Surely that
will hinder you in what you intend to do.
Steve Webb: Yes, we floated in our Green Paper
before Christmas a third-party aggregator for small
pots. It would not have to be NEST, though we float
NEST as one of the options. Again, that would be a
material consideration in terms of the constraints. If
the view based on the Green Paper was that a third-
party aggregator was the best place to do it and to
NEST was the right place to do it, clearly you would
have to think about the implications of that for the
constraints. The consultation on this closes in March,
so we are still at an early stage in that thinking.

Q399 Teresa Pearce: Finally, given that in
Professional Pensions magazine it says: “In the House
of Commons on Monday, the Minister said he would
discuss the issue in more detail”—this is about
NEST—“with the Department for Work and Pensions
select committee on Wednesday,” is there anything
else that you would like to tell us?
Chair: Now, there’s an invitation.
Steve Webb: It is indeed. It’s funny, I think I used the
word “reflecting” on Monday and it has turned out to
be a rather more vigorous verb than I realised. The
Committee can be assured that I continue to reflect.
No firm decisions have been made on this, but we
certainly eagerly anticipate your conclusions and
recommendations.

Q400 Karen Bradley: I want to take you back to the
point about NEST and its suitability for some
employers. We have had anecdotal evidence as a
Committee that some employers are looking at taking
their existing pension provider and bolting NEST on
at the back. The front end for the employer would be
the existing pension provider, but NEST would be
doing the lower end pensions. One of the points made
was that, for employers, the biggest technological
problem is identifying the people who need to come
in and when they come in, and ensuring that the

employer meets the regulations and does not fall foul
of anything. NEST, of course, does not offer that as
a technology solution. Other pension providers do. I
wonder whether there is any consideration of
encouraging NEST to do that so that NEST could
offer a one-stop shop for employers.
Steve Webb: To some extent that will be a commercial
decision for NEST, but I know that they are working
with providers of payroll systems—I think they are
called platforms in the jargon. They know that there
will be large numbers of firms dealing with NEST and
that each of those firms will need the infrastructure in
place, so they are making sure that the NEST
infrastructure is compatible with the main software
programmes and the main payroll providers. I sense
that it may have been a commercial decision for them
not to go too far down that avenue.

Q401 Karen Bradley: On the payroll providers—I
was going to come to this point later, but as you have
raised it—we have also been told that at the moment
they do not seem to be telling the market what
technology they are going to put into their systems
to enable employers to be able to deal with this. An
employer running a payroll needs to know that they
are going to meet their obligations on compliance as
well as getting the deductions right at the right time.
Again, have you anything to add to the Committee
about what can be done to encourage payroll
providers on that?
Steve Webb: Yes. We are in an accelerating phase.
People have said that they do not know what the
staging date is, that they have not started thinking
about it, and all the rest of it. We are really in a ramp-
up phase now. We have been finalising a lot of our
regulations, consulting inevitably, and finalising that,
and a lot of the providers have said, “We need to know
this fine level of detail.” We are now finalising all that
stuff, so I think you will see a great deal of
acceleration in that area.
Jos Joures: It is one of the issues we have, as a
programme delivery issue, about both the readiness
of the software industry and the knowledge among
employers that the software industry will be ready. I
think when The Pensions Regulator gave evidence to
you they talked about that. They are very proactively
engaging with the software companies, both to make
sure that they have the software that is required to
support employers, and to encourage them to start
talking to their clients and saying, “We are developing
this and we are going to have it available.”

Q402 Glenda Jackson: I want to go back to the
possible lifting of restrictions. The economy at some
point is going to come up, so will restrictions be lifted
then, as far as NEST is concerned? I am concerned
with the pension holders. Their earnings will go up
and they may want to put more into a pension pot.
Will the restrictions be lifted then? Do Government
have the power to say, “Now that the average salary
is not £7,700 or whatever for first entry and it is this
much more, okay, you can take them in, and this is
the kind percentage of payments that we want”? At
the moment, we are still in a sense presenting what is
happening based on the big employers. As I have said,
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my concern is with the small employers and their
employees. At the moment, it is almost as though they
will be given a tiny pension to get them into the mood.
Will there be some way that NEST can match a
growing economy?
Steve Webb: It is worth stressing two things. First, the
small firms, the under-50s, will not even be in until
three and a bit years hence, so it will not make a blind
bit of difference to them what we do with the NEST
constraints in the next three years. The very smallest
firms are years away. It is also worth stressing that
these constraints are not thruppence-ha’penny. If
people are putting £4,000 a year, or getting £4,000 a
year put into their pension, that is such a
transformation compared with where we are now. In
a way, if the lower-paid are bumping up against the
NEST thresholds, I will have a party. We are such a
long way away from that for most of the people who
are most under-saving, but I absolutely take your
point.

Q403 Glenda Jackson: That day may come.
Steve Webb: Absolutely.

Q404 Glenda Jackson: What I am trying to find out
is whether it is possible within the existing legislation
structures for the constraints on NEST to be lifted.
Steve Webb: We can change them without primary
legislation.
Glenda Jackson: Well, there you go. That is the
answer.

Q405 Chair: With the whole issue of market failure,
we do not know whether it is going to be there in
reality. It was there before, but lo and behold, in
respect of NEST and enrolments, it certainly seems
there is a lot of competition, but we will not know
about the small firms until they start to be enrolled,
and whether the existing providers will then say, “No,
actually, we are not going to touch any firm of less
than 30 employees, because it is not economically
viable.” It is 2016 when they come in. Would it not
be sensible that if NEST is to be the fund of last resort
that the restrictions are lifted before 2016 when they
start to come in?
Steve Webb: Clearly, the NEST constraints will only
bite on a limited number of those small firms anyway.
Bear in mind that if you are in a basic minimum level
of contributions, you can be earning £50,000 and still
be within the threshold, and on the whole, if you are
talking about a company that has never had a pension
scheme at all, in most cases NEST will be able to
provide for all their employees in general. It is
important, first, to keep some perspective on the
impact. These constraints do bite but they bite higher
up than perhaps our discussion has indicated, but we
have to do it based on evidence. If the evidence is that
this constraint is hampering the ability of NEST to
deliver what it is there for, that will be the crucial
issue for us.

Q406 Chair: Of course, if NEST does not work, it
costs the Government money.
Steve Webb: Yes. That point has been made to us.

Q407 Sheila Gilmore: On that point, if, because of
the restrictions, some of the larger and medium-sized
employers in the next few years choose to go with a
company that can take the full range, is there a risk to
the viability of NEST? That could be a problem, just
at the point when smaller employers need it.
Steve Webb: All our modelling on the viability of
NEST, and it covers a pretty broad range of scenarios,
is based on the constrained version of the world. We
have done our forecasts based on the assumption that
NEST is constrained and therefore would not be used
by certain sets of firms, so that is already built in. In
a way, lifting the constraints gives you better
outcomes than we have modelled; it is not that having
the constraints gives you worse outcomes, because
that is what we have assumed is the constrained
world.
Chair: We are going to move on to the important
people in this whole equation—the employers.

Q408 Andrew Bingham: On the admin costs on
businesses, particularly small businesses, the
Federation of Small Businesses (FSB) claims that the
Department has vastly underestimated the costs. Are
you sure that the estimates that the Department has
done are correct and robust, and what methods did
it use?
Steve Webb: Clearly, this is a significant burden.
When we produced the Making automatic enrolment
work report in 2010, we made it quite clear that it was
the smallest firms that have the biggest proportion of
burden. We are not disputing that for a second. It was
a judgment call as to whether you just excluded them
altogether, because they would have the biggest costs
and, potentially, the smallest benefit if there was only
one person or whatever.
Having said that, we tend to find that people say, “Oh,
the costs are much bigger.” When we go back and say,
“What costs are you talking about and what exactly is
included?” we have actually had a lot of trouble
getting very precise examples of things we have not
included or things that we have underestimated. Our
goal is not so much to make out that the costs are not
very great, but to make it as cheap as possible. Again,
that is where NEST is crucial. I know that you have
visited NEST as a Committee. All the NEST
interactions with firms—websites, literature and all
the rest of it—have been extensively trialled with the
smallest firms to make sure this is as painless a
process as possible, so that we get those costs down.
I do not dispute that the proportionate cost is biggest
on the smallest firms, but these cost estimates have
been around for several years. They have, as you say,
been challenged, but we have not seen robust evidence
of higher figures.
Jos Joures: We went through a process. We started
off with the initial impact assessment, with costs for
employers, and they were criticised. We went through
a process where we had a cross-Government working
group brought together with BIS6 and all the people
that look at employer costs from their perspective. We
went through all the assumptions that we had made
in our impact assessment, one by one, through cross-
Government working groups with some groups of
6 Department for Business, Innovation and Skills
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employers to comment on what we were doing and
looking at the research that we had done. We have
been through them pretty rigorously in the sense that
we were aware of that challenge, and we revisited
every assumption and brought other people in to make
sure that what we were doing was reasonable.
Anecdotally, it is quite interesting. This is only an
anecdotal observation, but some of the people who are
in the early testing of NEST—some of the volunteer
employers—are commenting on how it is much easier
than they thought it would be to go through the
process of putting a member in and working out their
contributions. Sometimes, automatic enrolment
sounds like a very scary process, because it is dealing
with processes that a lot of employers have never used
before and never had to engage with before, but if you
get a pension provider that is set up to help an
employer set up a pension scheme, it is not actually
as difficult as people think.

Q409 Andrew Bingham: From what we have seen,
it looks quite good. The Pensions Regulator has done
a survey. Given what Teresa has said and I think
Harriett has had a similar experience—I have heard
ads for auto-enrolment on my local radio station—I
am not sure that I agree with The Pensions
Regulator’s (TPR) survey. It claims that only 17% of
employers knew that they would be required to offer
a pension and 10% knew that they had to contribute.
Are you concerned by the survey results? Personally,
I find that NEST is a presence in my constituency, so
I am not sure that it is right. I am interested to know
what you think.
Steve Webb: Sure. Again, as a percentage of
employers, awareness may not be that great, but as a
percentage of the people who are coming in early, it
is overwhelming. If you are one of the 10 biggest
firms coming in in 2012, they all know about choosing
their providers and they have already been contacted.
The 2013 people are already starting to get letters.
The people who need to know now really do know
about it in very high numbers and the publicity
campaign is going to raise awareness, and I am
delighted it has already reached you. It is coming soon
to a bus shelter near you.

Q410 Chair: Can you hold up your newspaper
advert?
Steve Webb: Yes. Can I do that now? The likeness to
me of this slightly nerdy, techy chap putting tax relief
on top is a bit worrying.
Clearly, we are not complacent about this, so there is
a general level of awareness-raising for employers and
then there is the targeted stuff. Obviously, TPR is
dealing directly with the biggest firms that are coming
in first, and that is hundreds of thousands of people.

Q411 Andrew Bingham: TPR is contacting firms
about a year before. Do you think a year is enough?
Most businesses tend to plan financially more than a
year ahead. Do you think that is far enough in
advance?
Steve Webb: It comes back to the conversation that
we started earlier. Clearly, for the biggest firms the
engagement started 18 months out. It is a huge job for

the big supermarkets and so on. There is a 12-month
and a three-month contact, and it is striking the
balance between getting them interested in something
that is just about on the horizon. At the risk of raising
the issue of state pension age, it is a bit like when you
contact people in their 40s about state pensions and
they are not interested, but then they get to 60 and
say, “You never told me about state pension age
changes 15 years ago”. We say, “We did, but you
weren’t interested.” It is trying to get the right level
of notice. It is not a science, but 12 months plus the
general publicity and awareness-raising and a further
nudge in three months is about right.

Q412 Andrew Bingham: It would be interesting to
know whether the publicity on the radio and in the
bus shelters will spark interest in the firms that are
not going in until three or four years hence, not the
immediate ones.
I was going to ask you about the communications, but
the effectiveness has been demonstrated. What sort of
budget has it got? We know that it has started. Will it
just keep going now all the way through?
Steve Webb: Yes. There are a series of phases this
year. The target market is principally the employers
on whom the duty will be placed. But we have also
segmented the groups of individuals we are most
interested in. We have the daunted and unprepared.
I hate marketing speak, but we have segmented the
population and we have the folk who are in their 40s,
who are not very good with finances, who mainly deal
with cash and pension is over there—that set of
people. We then have the people in their 20s, who
have a fair bit of cash and spend it on gadgets and
high-tech stuff and the rest of it, and for whom
pensions are decades away. Those are the two key
groups: the young who have some money, but spend
it on other stuff and the people who have gone a bit
further through their life, but who just deal with cash
and don’t really think long term.
We have done quite a lot of market research on who
needs to hear the messages. For the older people, the
message is, “It’s never too late to start saving”; the
general message for people on lower incomes is,
“Don’t opt-out. Don’t miss out because this is an
employer contribution and a taxpayer contribution.”
You will be reassured to know that I have not been
honing the marketing messages personally, but a lot
of research and testing has been done to reach who
we are trying to get to, and what the key messages
need to be.

Q413 Karen Bradley: Continuing on
communications, do you have contingency built in for
the risk of negative publicity? If there were a big
failure up front if a large employer fails to enrol
people and that gets some publicity, or if an
organisation decides that it is against the move and
that it was an extra tax or mis-selling, do you have
contingencies in place for that?
Steve Webb: Yes. We are spending public money on
the advertising. Across the Government, there is not
much appetite for spending public money on
advertising. We had to make a strong case to do it at
all. One of the arguments made against us was that it
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was all about inertia. “Why do you need to advertise,
inform and communicate? Don’t you just want to
leave people alone?” Our counter-argument was that
these people are not inert in a neutral environment.
They have been bombarded with negative messages
about pensions every day, and we need the positive
communication—not propaganda, but the positive
reasons for being in a pension.
We are being proactive in communications.
Obviously, we cannot guard against disaster. You
mentioned a big firm not doing its job. Clearly, with
TPR, the goal is to educate, to enable and then to
enforce. It is all about prevention. It is pretty unlikely
that a big firm will not do what it should. If we think
about the minimum wage and so on, there are
breaches but they tend to be at the smaller end of
the scale.
Jos Joures: We are also tracking people’s response
to the advertising as we go through. There are six
propositions that we want people to understand from
the advertising, some of which are about their
positivity towards the reforms. We have review points
in March and June on whether the messages that we
want people to get from the advertising are actually
getting through, to allow us to respond and change
our approach if we need to.

Q414 Chair: You are working with the media to
make sure that you get nice positive headlines. You
are spending an advertising budget, but it is not just
the adverts, it is front-page headlines.
Steve Webb: One thing that we want to do is to deal
with some of the potential negatives. I am sure we will
return to state pension reform on another occasion, but
one of the points of trying to get the state pension
reform sorted is so that the newspaper headlines are
not, “Don’t bother to save, because you’ll be means-
tested.” Obviously, we cannot control the media, but
one financial journalist has said to me, “If you deal
with the means-testing issue, we will be writing
advertorials for you, because auto-enrolment is such a
good deal. It is employer contribution and good value
for money. Deal with that problem and we are on
your side.”

Q415 Karen Bradley: On advice for employers,
where would you recommend an employer to go for
impartial advice on selecting a pension provider?
Steve Webb: Clearly, TPR is giving people guidance
on how to approach all of this. Again, there is a
distinction between the big firms and the small firms.
The big firms can afford and pay for employee benefit
consultants to look at the market and so on. Further
down the track, we clearly do not want firms to have
to spend money on advice if it is not necessary. If
what people are providing is a fairly standard product
at a low charge, I almost do not want firms to agonise
over whether they go with firm A or firm B, because
essentially it will be a simple product and will have
regulated characteristics in the default fund, so I
almost want to say that I don’t want most firms to
have to seek a lot of expensive advice. There will be
generic information on TPR’s website. Obviously, we
will flag NEST; its website has a lot of information. I

would rather that firms got on with being firms, as it
were, and that we made it as easy as possible for them.
Jos Joures: But there will be specific guides on
choosing a pension scheme that The Pensions
Regulator will provide.
Steve Webb: Yes, on the TPR website.

Q416 Karen Bradley: What about the Pensions
Advisory Service (TPAS)? Will they be involved in
this?
Steve Webb: Their focus tends be more on individuals
ringing up, but we are giving extra resources to TPAS
as well.

Q417 Karen Bradley: So they will focus on the
individual.
Steve Webb: More so. Anyone can ring TPAS, but it
tends to be individuals.

Q418 Karen Bradley: It has been put to us that small
firms in particular will use their IFA or accountant to
get the advice. What communications are there from
the Department to the professional bodies—to
IFAs7—to make sure that they are aware of what
is available?
Steve Webb: Most of our communications strategy is
not paid for; it uses professional networks. They all
have newsletters that go out and I seem to spend my
life writing articles for these things. We go through
the people who advise to make sure that they are up
to speed, and that is incredibly cost-effective. If I
write an article in an accountancy magazine that is
read by 10,000 accountants, that is an amazing
number of firms we have reached.
Jos Joures: Again, The Pensions Regulator has done
some work for accountants—the eight things you need
to know to advise your clients on automatic
enrolment—and it is putting that through the
professional bodies.

Q419 Karen Bradley: If in the worst-case scenario
it turns out that employers come to the Government,
The Pensions Regulator or whoever it might be for
advice, and we hit the point of 45,000 employers—
that is the figure we have been given for the number
of employers in one of the brackets—coming through
together, is there any way that the advisory services
could cope with that number of employers, and is
there anything you could do to mitigate that?
Steve Webb: I have two observations. One is that auto-
enrolment is all a bit strange and new at the moment
at the start of 2012, but by the time it has been running
for three-odd years it will be in the mainstream and
people will be familiar with it. It will not be so strange
and NEST will be a household name. On the fear and
uncertainty, most of the questions will have been
asked a long time before. Most people will get a letter
from the Regulator saying, “You’ve got this duty. Go
to the Regulator’s website and look at the frequently
asked questions.” Our goal is not to be able to answer
45,000 phone calls, but to make those 45,000 phone
calls not necessary. It is only somebody who employs
a worker who spends half their time in the Bahamas—
someone who has a special question—that we will
7 Independent financial advisor
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want to deal with. The generic approach is to make
sure that people do not need to make those calls.
Jos Joures: Of course, in the business case for the
programme, there are volume estimates for The
Pensions Regulator in terms of their business, for the
Money Advice Service and for the Pensions Advisory
Service. They all have resources allocated on those
estimates.

Q420 Karen Bradley: So you will be monitoring
whether the estimates meet the reality and if it looks
as though there is a problem, there are pinch points at
which you could change the strategy.
Jos Joures: We will certainly know how much
demand they are getting and whether they can cope
with it.

Q421 Stephen Lloyd: May I come in on the back of
that? It is an incredibly important point, because a lot
of micros will not want to go to the website and will
want to make phone calls. I think that will change
over the next 20 years or so, but I know that because
I have worked with an awful lot of micros and I have
worked with the FSB. A lot of them are still not
comfortable or do not feel confident about going on
the website, so would your model identify whether
some of those people who are missing have the
opportunity to check what to do with the website?
Steve Webb: There is phone-based support as well.
Jos Joures: Our ambition is that the first port of call
is digital, but there will be call centres as well.

Q422 Karen Bradley: Continuing the point on
employers, one of the points made to us through
evidence is that some of the legislation is unclear.
When employers are coming to make decisions about
implementing the legislation, for example, there is an
issue surrounding some of the definitions and the level
at which they are using weekly National Insurance
definitions and the legislation uses annual income tax
definitions. Is anything being done to assist employers
with that, and is there any move to make the
legislation slightly clearer?
Steve Webb: We are just about to finish a consultation
on all the thresholds. Our central proposition in that
consultation is that we should use thresholds that
employers are familiar with. So the proposition is that
you would be auto-enrolled and the trigger would be
the tax threshold. If it is someone for whom you are
doing PAYE income tax, you ought to enrol them, but
the band of earnings on which you ought to enrol them
comes from a National Insurance threshold that
employers are familiar with. The idea is to diminish
those things.
I am aware that, here I am, it is the start of 2012 and
we are consulting on the thresholds. Clearly, this stuff
now needs nailing down, publishing, circulating and
so on. Again, I think we are in that ramp-up period
when we are just about to publish some regulations
with a lot of fine detail. It is absolutely understandable
that employers do not know, because we have not
published it. But that has all now been finalised and I
think that will change over time.
Jos Joures: There is a Pensions Regulator piece of
guidance. We are literally just waiting for the

Regulations to be tabled before Parliament, and then
we will publish it.

Q423 Karen Bradley: To add to that, there was a
point about whether there was a plan for the threshold
to automatically increase in line with income tax and
personal tax allowances. Obviously, there is a
coalition agreement that they will increase quite
significantly over a Parliament.
Steve Webb: That is right and obviously we discussed
that at length in the Pensions Bill. The Making
automatic enrolment work review recommended that
tying it to a threshold such as the tax threshold was
an attractive thing. Clearly, the thresholds are
reviewed each year, so if there was a particular reason
to diverge from that, we could do so. But, in principle,
the central proposition is that you use the tax
threshold.

Q424 Karen Bradley: If I can finish on the point
about employees and individuals opting out, it seems
that there are some complications. For example, an
individual’s deductions are taken from them by the
employer and then, three months later, they can
decide, “Actually, I want to opt-out.” There seem to
be burdens on business and on the employer.
On the actual opting-out process for the employee,
how will they make the decision? Will there be a
helpline that they can go to? Will there be somewhere
that gives impartial advice? Finally, on the opt-out,
there could be a situation where somebody changes
jobs quite regularly—in a very transient industry
perhaps every 12 months. They are potentially opting
out every 12 months, with each employer having to
deduct the amount for the three months once they
qualify and then opt-out. There are all sorts of burdens
that you can see. Can you give us some figures on
that?
Steve Webb: There was an argument that said, “Look,
if it’s obvious someone is going to opt-out, don’t opt
them in—just don’t bother.” But that undermines the
fundamental concept. It is putting people in and the
fact that it is a bit of an effort to get out that gives us
the inertia. Clearly, there will be employers for whom
that is a hassle. We accept that. If you change jobs a
lot, there is a hassle factor. But of course, the people
who change jobs a lot are just the people who do not
end up with pensions. So it is all the more important
to us that we keep enrolling them, so that they start
saying, “Pension? Oh, all right, I’ll have a pension.”
If, for example, those people are with a series of small
firms that have all chosen NEST, that is a real prize
because they are auto-enrolled. It is then really simple
because NEST knows all about them. So they go to a
second firm, the firm is auto-enrolling into NEST
because that is what they have chosen to do and NEST
says, “Hello again, Mrs Scroggins. We know you. We
don’t need to fill in any paperwork because we know
all about you. You have already got some money with
us. We’re building it up.” She might then say, “Oh, all
right.” Clearly, there is a hassle in these cases, but
we think it is a worthwhile hassle for the benefit of
the individual.
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Q425 Debbie Abrahams: My question is on the
communication side. We have had some evidence that
there is regional variation in terms of awareness of
auto-enrolment. When I was with an Oldham business
leaders group recently in my constituency, there were
real blank faces about what is going on. What are you
doing to address these regional variations?
Steve Webb: The sequence of the roll-out is crucial.
To us, the most important thing is that the people who
have got the roll-out duty this year—the biggest
employers—know what they are doing, and are aware
and getting on with it, and they clearly do know what
they are doing. There is not anybody who is due to
enrol this year who does not know it is coming and
who has not been planning for some considerable
time. I do not dispute for a second that you have got
blank faces, and I have seen them myself. That is why
we are now ramping up the general publicity, which I
am pleased to hear has made some impact already.
Clearly, anyone in that room who had an auto-
enrolment duty 12 months ahead would have had a
letter. None of them would have done, I suspect, but
they would be getting a 12-month wake-up.
Clearly, from our point of view, contacting employers
is quite cost-effective, because instead of 10 million
workers, we can just do 1 million firms, or whatever
it is. We are emphasising our comms on those
employers and working our way down the market.
Many of the folk in that room probably would not
even have a duty for two and a half years, but we are
doing general publicity. The other thing we are doing
is sector publicity, which may answer your regional
point to some extent. There are plenty of sectoral
ways in. We know that hairdressing, or something like
that, is a big area for auto-enrolment, so we will be
using the trade press in that area. That will correlate
with regional differences as well.

Q426 Debbie Abrahams: That does not really
reassure me, Minister, about what specific measures
you are taking at a regional level. I understand what
you are saying about the trade focus, but there seems
to be a bias towards the south and greater awareness
in the south. Around awareness raising, I recognise
what you are saying about direct contact with
employers, but raising awareness at a regional level is
also about employees.
Jos Joures: One of the most effective ways of getting
to the target audiences that the Minister was talking
about is local radio. We started campaigns on local
radio on 16 January, and I think someone on the
Committee heard one on their way in this morning.
They are right across local radio, so we do Metro
Radio in Newcastle, Hallam FM in Sheffield, Radio
Clyde in Glasgow, Key 103 in Manchester and so on.
Debbie Abrahams: Manchester? Okay.
Steve Webb: He made that one up, actually.
Jos Joures: It’s on the bit of paper, honest. Chambers
of commerce are also important regional networks that
we are linking into.
Steve Webb: Chambers of commerce are also
important regional networks that we are linking into.
Chair: I suspect that this question will be about
micro-businesses, because Glenda always asks about
those.

Q427 Glenda Jackson: It is the last group of
employers and employees whom you will be
contacting. If I look at my own constituency, or at
London as a whole, there are many small employers
who do not have English as a first language, and their
employees in some instances do not have English at
all. Have you taken that fact on board? That must
surely add an additional cost to the communications
budget. Is that in place? Will it be possible for those
employers, and particularly those employees, to be
informed about what is coming down the pipe?
Steve Webb: You raise an important issue. The general
publicity, as you have seen, is national and in English,
but the detailed information will be available in
different languages. I do not belittle the point that you
make—I think it is important—but the key for me is
how far auto-enrolment will become part of the
national conversation. It will not just be a techie,
nerdy pensions thing; it will be 10 million people.
Everyone will know someone who has been auto-
enrolled, so it will reach minority communities. It will
be everywhere, so it will not be something where
unless you have had something specifically said to
you in your language, you will not know anything
about it. As a country now on the brink of auto-
enrolment, it is hard to imagine what it will be like.
By the time you get to the micros, it will be 2016 or
whenever and we will have been doing this thing for
four years. I think it will be very familiar, funnily
enough. It does not feel like that now, but that is the
way I see it going.
Jos Joures: There are two distinct aspects to that. In
terms of the employers, when The Pensions Regulator
was giving evidence earlier in the month they were
talking about having products and having a fair
amount available in different languages. That is very
important when employers have to carry out very
specific activities in auto-enrolment. When it comes
to more general awareness, as the Minister said, our
adverts are in English, but the question we are
thinking about at the moment is developing
partnerships and PR relationships with people—can
we find the local ethnic press and so on to form
partnerships with us to get our information across in
that way?

Q428 Glenda Jackson: As long as you are looking
in that direction, and also at the mosques and
community centres—those centres where people
naturally gravitate to. The money is there, is it? That
is really the bottom line of my question.
Steve Webb: Most of the comms is not paid for; most
of it is networks and news sheets and so on. I would
not want to pretend that there is a huge budget for
what we are talking about, but we think we can deliver
a lot of messages without spending serious money. We
take the challenge you have given in this and previous
sessions, and we will take it seriously.

Q429 Glenda Jackson: I take on board your point
that by the time the last tranche comes in, auto-
enrolment and NEST will not be a foreign land or
language. Equally, you are going to come up against
people whose natural instincts may not be to join. I
am trying to pin down that I hope the energy level
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will not have diminished. It may be that some of the
toughest people are going to be in that tranche.
Steve Webb: In a way, the energy levels will almost
grow. This year we have about 10 huge employers,
pretty much all of whom have pension schemes. It is
the people who work for them who are not in
pensions. That’s great and we want them in. The
whole exercise is particularly driven by that final set
of people. If we don’t get them in, we fail.

Q430 Chair: To pick up on your answer to Karen on
thresholds, if the coalition does put the income tax
threshold to £10,000 and the auto-enrolment threshold
follows that, is that not therefore too high? You are
missing out that very group of people between £7,500
at the moment to £10,000. They are not going to be
auto-enrolled and they are the ones who should be.
Steve Webb: I am happy to return to that debate,
which we had at length in Committee on the Pensions
Bill. The key point is that there are two sorts of people
at those income levels. You have the folk who are
temporarily at those levels, and not being auto-
enrolled when they have a temporary low income does
not make much difference to their pension. It is a
temporary period when they are on a low income. You
have also got people who always earn that amount,
who are relatively few and far between. Frankly, if
you have a state pension—we talked about the £140
pension; that is £7,000 a year. If you are earning
£9,000 a year and getting £7,000 of state pension and
that £9,000 is what you always earned, putting a few
extra pounds into a pension—great if you want to—is
not going to make a lot of difference. If low pay and
wages are temporary it is not going to make a huge
difference in terms of a lifetime pension. If it is what
you always earned, the state is going to give you a
good replacement rate anyway.
Chair: This will be on top of your state pension, so
it would make a difference. It would double what you
have got. Karen wants to come briefly back on that
and then we will go to Sheila.

Q431 Karen Bradley: I wanted to pick up on the
point about the employers who have got a very good
pension scheme at the moment and they have now got
to auto-enrol perhaps 50% of their employees. There
is an enormous cost on those employers in enrolling
50% of employees on what is an existing extremely
good pension package. Is there not a risk that they
will end up just dumbing down? They will say, “What
we will do is keep the existing pension in place for
those who have got it. We will auto-enrol on much
less favourable terms all existing employees. Any new
employees will go into the auto-enrolment pot.” You
have dumbed down the occupational pensions of
people coming in, who would otherwise have chosen
to go into a much better pension scheme.
Steve Webb: There are two phases to what you
describe. Leaving aside for the moment the people
who join subsequently, you are moving from a world
where half the workforce have a damn good pension
and the other half have nothing, to where half the
workforce have a damn good pension and the other
half have something. That is not dumbing down; that
is fantastic and a huge step forward. It is up to the

employer what they do with someone who comes in
then. Obviously, they have an extra cost for half the
workforce, although some of them are locked out and
so on. When people say “levelling down”, I think the
term is misunderstood. You see comments that firms
will “level down”. It is implied that they won’t just
do what you have described, but they will take their
current scheme and make it worse. I do not think that
will happen very much. Saying to your existing
workforce who are in a good scheme, “Guess what,
guys, we are going to cut your pension,” is a heck of
a difficult conversation. It is not a trivial thing to do.

Q432 Chair: We are seeing it with public sector
pensions.
Steve Webb: Which was not a trivial thing to do.
Clearly, it is a cost pressure on firms, but we are doing
it incredibly gradually. People will opt-out, it is tax-
relieved, we are trying to cushion it as much as we
can.

Q433 Karen Bradley: I accept the point about
levelling down. I agree that is not likely. For future
employees coming in, I think there will perhaps not
be the option of going into the much better existing
pension scheme. We could end up with a whole
demographic of the population with an okay pension,
but nobody has the great pension they had before.
Steve Webb: It is worth saying that it is often the new
workers who do not qualify for the company pension
scheme anyway. There is often a waiting period—
maybe even two years. At the moment, those very
people come in to nothing; at least they will be
coming in to NEST or whatever it is. I think many
firms will use this idea as part of the progression.
They will say, “You join us, you go into something
vanilla—something at a minimum level—but stay
with us and you get access to these better schemes.”
Jos Joures: It is also worth thinking about why
employers offer pension schemes now when they do
not have to. There are two reasons. One is that they
want to attract the best people to work for them and
it is a benefit that people appreciate. The second is
that employers care about their employees and want
to give them the opportunity to save. I do not think
that the introduction of automatic enrolment changes
that. Employers will still see pension schemes as a
benefit that they want to offer. They will still see a
generous pension as something that they want to offer
to attract a particular kind of person. It is probably
true that you may start to get some two-tier pensions,
but that will not be a general rule—it will probably be
people who have not got a pension at the moment
getting something, as the Minister was saying.
Chair: I think Sheila has a question on this and then
she will ask some questions on regulation.

Q434 Sheila Gilmore: This is a question that
occurred to me earlier. If an employee who is auto-
enrolled for the first time into NEST then leaves that
employer and goes to another employer, which also
uses NEST, is it actually necessary for them to go
through a process where they are given yet another
option to opt-out?
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Steve Webb: I am trying to think how you would write
the Regulation to stop that. The new firm would have
to find out from the new employee which pension
scheme they had come from. It would put them in, but
it would not allow them to opt-out. This is a voluntary
scheme. The ability to opt-out does not cost anything.
You join your new firm, it enrols you statutorily into
NEST, which is what we want to happen, and life goes
on. There is no great cost with allowing them to opt-
out. If that is what they want to do when we put them
in, they just sail on and life goes on. It is not like the
employer has to sit them down after three months and
ask, “What do you want to do?” Inertia takes control.

Q435 Sheila Gilmore: Inertia might take control, but
in terms of participation it seems like an extra
opportunity for people perhaps to make the wrong
decision.
Steve Webb: I cannot see that we can ban people from
opting out. It is not compulsory saving; we have to
give them the option of opting out. We are not
promoting opting out and they are in for several
months before the issue arises.

Q436 Sheila Gilmore: The difference is that they
have been given the first opportunity to opt-out at the
beginning, and they are saying to that same employer,
“We’re not taking it up.”
Steve Webb: But they could have done that at any
point. With the first employer, they could have
decided after 12 or 18 months, “I’m off.”

Q437 Sheila Gilmore: If you stay with your
employer, you become compulsorily in it.
In terms of regulation, some of the witnesses that we
have seen have had concerns that The Pensions
Regulator would find it difficult to regulate effectively
the large number of employers that it will now have
to deal with. Are you satisfied that, in the model that
you have done with the regulator, it is sufficiently
resourced for this job?
Steve Webb: Yes. As you know, they have sub-
contracted some of the more bread and butter
administration. We have given them a budget for that
in the employer compliance regime. Capita has got a
contract to do a lot of the routine administration. The
Pension Regulator will use its specialist knowledge
for complex cases, difficult cases and risk-based
regulation. Clearly, all the action is going to be further
down the scale. It will be pretty obvious if a big
supermarket does not auto-enrol. I think we will
notice that.
As with minimum wage legislation, there are always
breaches and there is always enforcement. You cannot
get absolutely everyone, so you have to ensure that
there is good whistleblowing, so that if someone says,
“We have not been auto-enrolled and we should have
been”, we know that action will be taken. As I have
said, however, we are talking about a huge number of
firms. I think that the analogy is with minimum wage
legislation. It is a duty on everybody. Some very small
firms might not do what they should do and we have
to ensure that there are mechanisms for picking that
up.

Q438 Sheila Gilmore: That is an interesting analogy,
because there are some serious concerns that
sometimes it has been hard to keep on top of that.
Relying on whistleblowers or spot-checking has not
always been effective in terms of that legislation. Do
you think that that is good enough as a means of
ensuring that the regulator controls it?
Steve Webb: Yes, employers will have to register with
TPR and confirm that they are doing their auto-
enrolment. TPR will know if people have not
registered when they should. There is monitoring
going on, but clearly it would be dishonest of me to
pretend that every last breach will be picked up
straight away.

Q439 Sheila Gilmore: The other concern that some
people have had is about the reduction in DWP
funding for the regulator, and indeed for the Pensions
Advisory Service. Do you think that reducing funding
in this way will place this project at risk?
Steve Webb: I would distinguish between squeezing
the core running costs of non-departmental public
bodies, which we are doing across the board—we
have done it with our departmental headquarters—and
funding for specific projects. I probably cannot say
what the value of the contract is, but TPR has been
given a significant budget for the employer
compliance regime, a big chunk of which has been
spent on the subcontract with Capita. That is, if you
like, separate funding earmarked for this project. We
have asked TPR to be leaner and meaner, just as we
are trying to be leaner and meaner, but we have
identified additional specific funding for this regime.
TPR has not had to find tens of millions of pounds to
do employer compliance out of its shrinking core
budget; it has been a separate pot of money.

Q440 Sheila Gilmore: Is that likely to continue, or
is it a one-off?
Steve Webb: Clearly, the employer compliance regime
is focused initially on the roll-out period, but then
there will be a watching brief, obviously on a more
limited scale.

Q441 Glenda Jackson: Is there a sufficient budget
to police whether employers are actually paying their
contributions? TPR told us that it expects the pension
provider to inform them. NEST has absolutely no
funding to enable it to do that. Who will be the police
in this instance?
Steve Webb: The provider is clearly the organisation
with the interest here. The individual will not know if
the employer has made the contribution; they might
spot that it is not on their pay slip, but they might not,
because it would not be there, as it were. The key
thing is that the provider will be the chivvyer. If there
is a serial problem, providers can raise that with the
regulator, if they want to.

Q442 Glenda Jackson: But then what happens?
Someone has paid their bit, but the employer has not.
Who is going to make up the shortfall? Is there any
kind of regulation to ensure that the shortfall is made
up?
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Steve Webb: Firms are fined if they do not comply.
We want to encourage and enable firms, but if they do
not comply, they can be fined and have to pay the
money. There is a legal duty to pay. This is like not
paying your tax: firms have to pay this; if they do not,
there are fines and penalties.

Q443 Glenda Jackson: Yes, but we know this will
happen. I am not saying it will happen in a major way,
but it is inevitable that something like this will
happen. Does the money go to the Treasury, or to the
employee’s fund?
Steve Webb: No, we make the employer put the
money into the pension fund and we fine them.

Q444 Glenda Jackson: A trust-based pension
scheme trustee has a fiduciary duty to look after the
best interests of their members. Does regulation need
strengthening to place a similar duty on the providers
of contract-based schemes? Is there wriggle room
there at the moment?
Steve Webb: It is an interesting issue. We published a
document last year on the regulatory differences
between trust-based and contract-based schemes.
Some of the focus was on short service refunds, which
were different, and which we are dealing with, but
governance is clearly an issue. What TPR has found
is that for contract-based schemes, some sort of
governance committee or management committee is
starting to become the norm. It is not universal, and it
has not always got great teeth—it is early days—but
I think there is recognition that good governance is a
good thing, and that an employer who is concerned
about the welfare of their employees may well want
to think about it.
You could just have a contract, send your
contributions off, which are invested, and get a
pension at the end, so what do you need governance
for? Clearly, governance can help to ensure, for
example, that the risk profile matches what the
employees need. It is in the employees’ interests to
have good governance, and I think firms are
increasingly saying, “Just handing our money over to
an insurance company and forgetting about it probably
isn’t good enough.” We do not have specific proposals
at the moment to require these things, but where firms
are choosing, we would certainly want employers to
think about whether the governance arrangements are
delivering the best for their employees.

Q445 Glenda Jackson: That again, I presume, is
taking the model of the big employers and what their
actions would be. The whole thrust of auto-enrolment
is surely aimed at small employers and their
employees. If what you have described works, and if
that comes out of the four years before everybody is
supposedly involved, would the Government consider
making that best practice for all such schemes—not
imposing it, but making it best practice?
Steve Webb: I am not sure what the Government
making it best practice means.

Q446 Glenda Jackson: It is ensuring that the wheel
does not have to be reinvented every four years, if
that kind of structure is working and people are happy

with it. This is simply on the level of information and
passing it out there.
Steve Webb: Sure. I hesitate to say that I will hold up
my NEST card at this point, but again, we think the
bulk of the smallest firms will go to NEST, and NEST
has excellent governance structures. A firm would
actively have to choose to go somewhere else for the
issue to arise.

Q447 Glenda Jackson: It is a slide in, but this is
essentially about regulation. Do you not think,
because of the changes that are coming down, there
should be one pensions regulator? Is the split not
working against the best interests of particularly those
employees who work for small employers?
Steve Webb: This was looked at about four years ago.
There was a specific review of the role of the FSA8

and TPR and whether they should be combined or
separate. That review concluded that there was a case
for continuing the separate roles. I do not have a
doctrinal position on that. It seems to me that the
crucial question is what works. Clearly, TPR has built
up a lot of specialist expertise, which you would not
want to see lost in a single sort of super-regulator, but
you may get boundary issues from time to time and
things falling between the cracks with separate
regulators. I do not think it is self-evident that one or
the other is best.
The FSA and TPR work together. For example, at a
European level, the FSA is on the board of the
Europe-wide regulatory body, but TPR does specialist
pensions stuff there. They are not totally separate. As
I say, I do not have a strong doctrinal view either way.
It was looked at about four years ago and, on balance,
it was felt that having a separate organisation gave
you that specialism.

Q448 Glenda Jackson: But this is a major
earthquake—a major fundamental change—and the
essential part of it is to encourage everybody always
to save for their future, which is a very difficult task,
given the difficulties with pensions, the lack of trust
and all that sort of thing. Given this fundamental shift,
which I hope will be very positive, is it not worth
considering keeping a watching brief on this and
creating, out of the experience of the FSA and TPR—
and everybody’s experience of this—some other form
of regulation?
There are people who do not trust the FSA, because
their direct experiences have been lousy when things
have not gone well for them. I am sure that is the case
for TPR. It is more about solidifying, so that
everybody in this country eventually accepts that if
you want a decent old age, you will have to start
saving soon. I am sorry to bang on about this. What I
am trying to dig down to—I am having great difficulty
doing so, as I am sure you are all aware—is the idea
that this is about a sense of individual responsibility;
it is about more than money. There should be a body
that can combine those two aspects of personal
responsibility and make sure that you get a good
return.
Steve Webb: I could not put it better myself. I just
observe that the FSA is about to be split up and
8 Financial Services Authority
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restructured. A little bit of me thinks, “Oh, my
goodness! Then we splice this on there”, and so on.
Actually, there is a case for a bit of stability at the
moment.

Q449 Stephen Lloyd: I have a question on the back
of what Glenda is talking about. The mood music I
am hearing is that the Treasury is actually very keen
on incorporating more and more within the FSA.
Steve Webb: You may be better connected in the
Treasury than I am.

Q450 Stephen Lloyd: I am not sure about that.
Certainly I have met a number of the different
regulatory bodies, and that is what they think is the
direction of travel. I share the view of Glenda and
you and others in the Committee that auto-enrolment
could, and hopefully will, be an absolutely
transformational opportunity for millions and millions
of people who have never had a pension. I would be
quite concerned if TPR was folded into the FSA. Are
you able to give the Committee any sense of whether
you would share that concern and would fight tooth
and nail to keep it separate, or are you fairly relaxed
about waiting to see how it will develop? If we end
up with an enormous FSA, are you quite relaxed about
that? What is your position?
Steve Webb: It is not a live issue for me at the
moment. Last week, I picked up Pensions Week to
discover that everyone was worried that I had got too
much in my in-tray. I do not feel that I need to add
this one. A bit of stability in the regime would be no
bad thing. The FSA is about to be split up, and we
will have the Financial Conduct Authority. This does
not feel like a priority. Good regulation is a priority,
but I am not sure that yet more churn, at this point,
would be helpful.

Q451 Brandon Lewis: Picking up on Glenda and
Stephen’s points, in evidence from The Pensions
Regulator, what came through was that although it
was wary of taking a position—it works within the
framework that it is given—it has concerns about the
potential eventual format of having three regulators
once the FSA splits up. Even in the industry there is
a lot of confusion about that. The difficulty is that
they look at very different sides. The FSA’s interest is
obviously in the investment side, and you cannot tear
that away from it. How would it work with The
Pensions Regulator? Does the Department see NEST
as the answer to that problem? Effectively, it is setting
out a best practice framework, because it has the
Government’s support, but everyone else has to either
play catch-up or be left behind. That in itself is a free-
market way of creating regulation in a soft format.
Steve Webb: NEST is clearly driving down costs and
driving up standards. I cannot play my NEST card
completely, because we have to look after the welfare
of people who are not in it. Before we started
restructuring regulators, we would have to be clear
what problem we were solving. Is there a regulatory
gap—something that is not regulated at all? Is there
something that is double-regulated? I am not yet clear
what that problem is. If we need to refine the

regulator’s role and actions, we will do so, but it does
not feel like the biggest issue we have to tackle.
Chair: The Committee will probably return to the
issue of governance and pensions later in the year. We
are on the home straight. Harriett has some questions
on participation.

Q452 Harriett Baldwin: Participation rates is
obviously another area of reputational risk for the
scheme. This year, there has been some evidence of
higher opt-out levels, even from defined benefit
schemes. KiwiSaver is a model for this Committee of
something similar that has been set up. It has
experienced something like a 36% opt-out rate in the
first 18 months. Is the Department sticking by its
estimates, which were that 65% would stay in and that
20% would opt-out?
Steve Webb: That was survey-based evidence. We
keep updating this, and one of the things that we will
do is talk to people as they make their choices. If
people opt-out, we will do in-depth qualitative
research, talking to them about why they did, and
seeing how we could influence that decision. We have
not sat down and said, “We suddenly think that the
numbers will be very different.” We have talked about
between five million and eight million people newly
saving, or saving more. That range covered a broad
set of possible scenarios, and we still think that we
are in that range.
Jos Joures: We undertook two different individuals’
surveys, one in 2007 and one in 2009. The number of
people changing their opinion about opt-out did not
change at all. Other surveys support the broad
conclusion that about a third of people might opt-out.
We recognise that there is uncertainty. Our expectation
of the programme’s outcome is that between two
million and four million people will opt-out. We have
built an uncertainty factor into those estimates,
because there is a range of “don’t knows” in that.

Q453 Harriett Baldwin: If you were to start getting
headlines saying that half the people were opting out,
what would you do?
Steve Webb: Two things: first, I would point out that
the glass was half full. Every person who does not
opt-out is newly saving, and every person is a gain.
Secondly, I would tell people to bear in mind that this
is not a decision for life. If you opt-out, then three or
six years later, I’ll be back, as the man said—or my
successor-but-three will be back. There is a constant
process of re-enrolment and “nudge, nudge”—keeping
going. Thirdly, we will try to learn as we go. There
might be things about how we are doing auto-
enrolment, or about certain groups of people opting
out in larger numbers, and we will monitor that as we
go. If we need to refine the programme, we will.
Jos Joures: The question would be: why? If it was a
question of communication and understanding, we
could change our communications campaigns, the
level of investment and where we target those things.
If it was a question of people actually looking at this,
and deciding that saving was not for them at this
moment, that is a much bigger policy question.
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Q454 Harriett Baldwin: Let me turn to what Private
Eye keeps describing as the biggest mis-selling in
history, and the potential for auto-enrolment to bring
into saving the low earners who otherwise would
obviously qualify for Pension Credit if they did not
have any savings. It is obviously crucial, as you said,
to tackle the issue of the means test. Will there be
legislation in the next Queen’s Speech to simplify the
pensions landscape in the way that you seem to be
indicating you would like?
Steve Webb: Obviously, I cannot pre-empt the next
Queen’s Speech, but I can say that we published our
Green Paper last Easter, and the consultation
responses from people in the summer. They showed
overwhelming support for the single-tier model. We
are making good progress in our work on that. It is a
big reform. It will affect things like contracting out,
which involves millions of people. It will affect
billions of pounds of public expenditure over many
decades. It is a big reform, which we must get right,
but I am encouraged by our progress.

Q455 Harriett Baldwin: For the low earners we
were talking about—people on the minimum wage
whom we are so keen should start to save
something—obviously the state pension replaces a
much higher percentage of their earnings than of the
earnings of people on mean incomes. The decision on
whether you want consumption now or want to
prepare for consumption later will be an individual-
level decision, won’t it? We were talking about the
restructuring of the FSA and so on. Who do you see
advising those low-paid workers on whether auto-
enrolment is right for them? The FSA is bringing in
much higher qualification levels for independent
financial advisers, and it is thought that 10,000 may
leave the industry, so fewer people will be providing
advice. Who will give that advice?
Steve Webb: Someone on the minimum wage was not
going to pay for independent financial advice. That
was just not going to happen, and no IFA would touch
them with a bargepole unless it was feeling charitable.
In a sense, our goal must be to take the difficulty and
the risk out of that choice for those people, and that
is partly where state pension reform comes in, and
partly where NEST comes in. There will be generic
advice. We are resourcing the Money Advice Service,
TPAS and so on. There will be a lot of general
information, but there will not be specific, individual,
tailored, expensive financial advice. Our goal is to
make that unnecessary, because it would be crazy.
For some people the answer will be no. For some, it
will not make sense to save. We do not want take-up
to be 100%, but we want to make sure that people on
a modest income can find general advice that will give
them good enough information on products out there
that are good value for money.

Q456 Harriett Baldwin: That will come from the
Money Advice Service.
Steve Webb: Yes. Clearly, we are networking with
much of the press and so on, because people will turn
to it for advice and information. In our comms
campaign, we are talking to financial experts and so
on. We are talking to the websites that have millions

of people on their e-mail lists. We are trying to get
general information out, because we know that many
people will not turn to a Government source; they will
turn to the papers and to programmes. I will not name
names, but we all know websites that are famous.
They will turn to Watchdog and so on, so we need to
make sure that we have put the information out there.

Q457 Harriett Baldwin: But they will all say, at the
end of the article, “We recommend you talk to an
independent financial adviser”, won’t they?
Steve Webb: They probably will in the footnote,
because they have to, but it would be a generally
benevolent IFA; the charge on a small contribution
would not be worth having.
Jos Joures: The point about the communications
campaign we have just started is that people will hear
something about pensions, and that will direct them
initially to the Directgov website, which will give
them basic information, so that they understand what
it means for them, and what the factors in their
decision are. If they need more, they will be passed
on to the Money Advice Service and The Pensions
Advisory Service. There will be a sort of flow-through
for the level of advice that you need. It starts with the
adverts and works through.

Q458 Harriett Baldwin: I know that the increase in
the tax threshold is, at the margins, helping to take
more women than men out of tax, and that the
increase in the state pension is helping more women
than men with their pension income, but an argument
has been made that the threshold for auto-enrolment
might affect certain groups, such as part-time workers,
temporary workers and women, more. What are your
thoughts about that?
Steve Webb: That is clearly true. It will. It is worth
stressing that you can still opt-in, so we are not
depriving people of the opportunity to both be in and
have an employer contribution. If you opt-in, you
trigger the employer contribution as well. So if you
want it and are aware, you can still have it. But if we
thought everyone was going to do that off their own
bat we would not be doing this. It is a safety valve for
those who particularly want it.
I return to my previous point. We looked hard at who
these folk are on this cusp. On the whole there are
two sorts of people: a youngster early in their career,
or whatever, with a low wage, the bulk of whose
pension saving will be when they are on higher
incomes; or folk who are in a household with a lot of
pension saving going on and, as a household, provided
that they think they will stay together—you cannot
presume that, but that may be their judgment—it may
not be rational for them. The people we are taking out
at the margins would be putting small amounts in and
are, on the whole, maybe at a point in their career
when most of their earnings will be made later on. We
have looked quite hard at who those people are.
Jos Joures: The recommendation to put the threshold
up came from the Paul Johnson review. Paul was
worried, when thinking about the thresholds, that there
is a risk both ways. The lower your earnings, the more
likely it is that you might be better off not saving. The
higher your earnings, the likelier it is that you would
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be better off not saving. That relates to your point
about when it is appropriate to switch consumption
from one time period to another.
Paul felt that, although there was a differential impact
on certain groups, in raising the threshold that may
not be a bad thing for them. It may exclude people
from being caught up in saving and not opting out
when perhaps it would be better for them not to be
saving. It is a balance of risk.

Q459 Harriett Baldwin: We have heard from you
previously, in evidence, that everyone acknowledges
that 8% will not provide a replacement income for
someone on median earnings. How do we effectively
communicate that and should there be a long-term aim
to build up from that 8%?
Steve Webb: Absolutely. Part of our communications
is that 8% is a minimum and we should encourage
people to go beyond that.
Just as auto-enrolment is based on behavioural
economics about inertia, there is a lot of behavioural
economics about moving people on up the scale. For
example, there are schemes whereby you commit
today to do more tomorrow, so that when you get a
pay rise, part of that automatically goes into the
pension through what is called “automatic escalation”.
People do not want to sacrifice now, but as long as
they don’t take a cash hit, there is a lot of evidence
that they will sign up for that kind of thing. That will
get people beyond the minimum quite quickly.
Getting people in is our focus and our key and for the
lower earners getting people in at 8%, plus a decent
state pension, is a pretty good replacement rate. But
you are quite right; once you get into median earnings
and beyond, we need people to go beyond that.

Q460 Harriett Baldwin: Could you update the
Committee on the progress of the Treasury working
group on the purchase decision on retirement income?
Steve Webb: The big picture of what we are trying to
do in pensions is that, for every pound that goes into
pension, we want as much pension out the other end
as we can. That is why we are looking at charges—
we have been talking about that—small pots and at
the open-market option. DWP and Treasury have had
an open-market option working group that I am
embarrassed to say has been running for four years
and has now pretty much reached its final conclusions,
which are being presented to the Financial Secretary
to the Treasury, who will make an announcement
shortly thereafter, I think, on how the Government
will respond.
Having said that, the industry has improved the way
it works. The ABI9 changes, on which it is

consulting, will improve the situation and we are
considering whether we need to go further than that.

Q461 Andrew Bingham: Harriett talked about the
KiwiSaver scheme. The Minister can relax, because I
am not going to ask the Government for a $1,000 kick
start. The one that I would like to plug, which we
haven’t got, is the ability to draw funds for certain
things, particularly a house purchase. Getting young
people into the house market is difficult. If they have
these pots—was it really looked at as a possibility
here or could it be considered when it is reviewed in
a few years? My personal view is that it is a really
good option.
Steve Webb: I have a lot of sympathy with that view.
The Coalition Agreement said that we would look at
it and the Treasury undertook a consultation on this
issue of early access. Rather disappointingly from my
point of view, the responses were overwhelmingly
negative. I would have been quite happy had they not
been, but the judgment was taken that we would not
take that further at this stage. What we have said,
however, is that, when we talk to the people who opt-
out, if “I didn’t want to tie my money up” is one of
the big reasons, early access might be something that
we would look again at in the future. Also, if you
change the product in quite a fundamental way on the
eve of auto-enrolment, that is quite a big upheaval.

Q462 Andrew Bingham: I am not suggesting that
we change it now, but it struck me when it came in
front of us a while ago—there is a document here—
that it was a good idea.
Steve Webb: I agree with you.
Andrew Bingham: On that consensual note, I will
shut up.

Q463 Chair: Thanks for coming along today. On the
timetable that has been announced today, is that it?
Steve Webb: That’s it.

Q464 Chair: There will be no more delays, and you
are absolutely unequivocal that it is going ahead, that
it will happen and that it will happen to this timetable.
Steve Webb: That is it.
Chair: Thank you very much for your evidence today.
Although I felt that we were going to finish slightly
earlier, it is good to have a Minister who does not
waffle, so that is great praise indeed from me. We
appreciate it. We will be writing our report now, and
it will hopefully be published in about a month’s time,
and your evidence will be extremely useful.

9 Association of British Insurers
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Written evidence submitted by the Royal Society of Arts’ Tomorrow’s Investor Programme

We are pleased to submit evidence on behalf of the RSA, as part of the Tomorrow’s Investor programme.
We would like to focus, in particular, on two issues of the issues you raise.

— Likely impact of the limitations placed on NEST, including the contributions cap and the ban
on transfers.

— Whether auto-enrolment is likely to attract new providers and encourage new models of provision.

1. The RSA and Tomorrow’s Investor

The RSA combines thought leadership with social innovation to further human progress. Building on our
250 year history as a beacon for enlightenment values, we undertake influential and varied research projects
and host the UK’s most ambitious free lecture series. Our work is supported by 27,000 Fellows, and an
international network of influencers and innovators from every field and background.

“Tomorrow’s Investor” is a project now entering its third year, to help design and promote a pension system
in Britain which meets the desires of the country’s citizens. It began with a series of “Citizen Juries”, which
allowed pension holders to express their opinions on the characteristics they wished to see of the pension
system. It has gone on to investigate with experts from UK and around the world how such a system can best
be achieved in the UK.

2. Auto-enrolment and NEST

The passage of the Pensions Act, will introduce a new system of auto-enrolled pensions for seven to eight
million people who would otherwise have no workplace pension. These are typically people who are of modest
income and work for smaller employers. Overall, we endorse this policy. It is the best chance in a generation
to provide comprehensive workplace pensions in Britain.

There are improvements which would be possible to the design of NEST, but they would not be possible
without significant legal changes. Therefore, in concept, auto-enrolment and NEST are the best practical option
for the provision of occupational pensions to those who are not otherwise covered. This is a once-in-a-
generation opportunity.

However, we are very concerned that restrictions on the operations of NEST, and the abandonment of
regulations which control the operations of private pension providers, will mean that the goals of this policy
will not be realised. Indeed the abandonment of consumer protections invites a wave of pension mis-selling.

3. Restrictions on NEST

NEST is central to the auto-enrolment policy, since it ensures that there is a low cost pension provider even
for the smallest employer. However, for reasons unrelated to public benefit, NEST has been restricted in its
operations, so that its products are more costly, less competitive and offer less customer value that they are
capable of doing. These restrictions will mean NEST loses revenue, costing the taxpayer many millions of
pounds. After informal discussions with the DWP, we believe these to be in excess of £100 million over the
next few years.

There are four key restrictions on NEST’s operations.

(1) A cap has been put on how much money Nest can receive from any individual in any given year.

(2) NEST has been forced to make an up-front charge of 1.8% on all contributions, making it look
expensive compared to pensions which charge only on the outstanding balance.

(3) NEST is not allowed to make transfers in or out.

(4) It cannot return money for “short service” employees.

Taken together these restrictions hamper NEST’s competitiveness. For example, consider the effect of
capping contributions. Here is how we described it in the RSA report.

The effect [of this limit] can best be understood by using an analogy. Consider a town which does not
have adequate grocery shops. This is a problem for everyone, but particularly for poorer people. So the
council decides it will open a new shop, which sells high quality low-cost produce. But it also restricts
the amount anyone can spend in the shop. So if you have a big demand for groceries, you need to go
shopping twice: once to the new store, once to another. Further, as the grocery manager doubtless points
out to council officials, it is those who spend the most who help cover the costs of the grocery store. By
restricting the amount people can spend, the costs and effectiveness of the new store will be undermined;
its revenue will be lower, and hence its profitability reduced. We believe that is precisely the effect the
limit will have on personal accounts.1

1 Tomorrow’s Investor, Pensions for the People, RSA 2009, p 36.
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The reason for restricting NEST was to ensure that a subsidised government body offering modest pensions,
did not undermine better pension provision provided through the market. We would suggest that a better
solution would be to allow NEST to compete with others who were willing to offer good pension provision,
subject to rigorous standards. (In our previous publications we laid out the standards which would be expected
of a provider who wished to offer pensions which met the national standard). Indeed, this position is very close
to the one taken by the National Association of Pension Funds, and is therefore one on which it should be
possible for the Government to achieve consensus. There may be some individual critics from the industry but,
given how poorly pensions are currently provided, we think that their arguments will not be difficult to counter.

Similar considerations apply to the other restrictions which have been placed on NEST.

If NEST is to be offered a subsidy, this should be because it provides a public service; that is, it is willing
to provide comprehensive coverage, at modest cost, even to the smallest businesses. However, it can make
little sense, in public policy terms, for it to require a taxpayer subsidy because its operations have been
intentionally handicapped. Not can we foresee any difficulty with state aid regulation, since NEST provides an
important public service.

4. Abandonment of Consumer Protection

But more concerning than the restrictions on NEST, is the abandonment of the consumer protection
legislation which regulates the sale and conduct of workplace pensions.

From the time when the new Pensions Act is introduced, there are to be few restrictions on who can establish
a pension fund, and accept deposits. There will be no restrictions on how much they can charge, and we can
expect that many will be sold pensions where 50% or more of their potential pension disappears in charges.
Some of these fees will be hidden from customers.

It is perhaps worth dwelling on the subject of charges. Charges are usually expressed as an “Annual
Management Charge” on the outstanding balance. Thus a 1% charge, made every year will absorb about 25%
of the possible pension in fees. 2% will absorb 50%. The example below makes the point.

Imagine a wise young person who decides, at the age of 25, that they will save for a pension, so that they
can retire at 65 and enjoy a pension for the next 20 years. They set aside £1,000 each year, and raise that
sum to cover inflation, which is 3%. They receive a 6% return on their money. That means that, by they
age of 65 they will have a pension pot of £248,170. This in turn will create an inflation protected pension
of £16,080 for the next 20 years.2

Now imagine that this person has to pay a fee of 1.5% per annum on their savings. Guess how much that
will reduce the pension that will be earned. The answer is that it will be reduces to £9,900. In other
words, someone who pays no fees gets a 60% higher pension than someone who pays 1.5%, because
£16,080 is about 60% more than £9,900.

The best evidence we have about the average charges for small pension funds, such as those most
immediately affected by auto-enrolment is that they are already in excess of 1.5%; many charge much more.3

But in addition to the problem with charges, there will be no restrictions on how the money will be invested.
And there will be few requirements on the skill or probity of those offering to provide advice to employers on
establishing a workplace personal pension.4

5. The Government’s Position

We have raised these questions with the Pensions Minister, but he has declined to act, saying that he has
asked the Pension Regulator”, (who has as yet no powers to stop inappropriate selling), to “monitor the market”.
If problems are seen to arise he may take powers to reinstate consumer protection, but only after problems
become apparent.

This seems to us a peculiar position of intentionally deciding to close the door only after the horse has
bolted. If we know what a good pension looks like, (and the National Association of Pension Funds has
developed such a standard), then it should be established before, not after legislation is implemented. We note
the recent commission on pensions lead by John McFall reached a similar conclusion.

Further, we do not believe that the Pension Regulator itself, believes it has the sort of resource needed to
regulate the one million plus companies affected by auto-enrolment.

These issues have been raised in the press, in particular the Daily Telegraph, and, in response, the
Government has laid out why it thinks mis-selling will not occur. We believe its position to be out of touch
with the evidence about how, based on past experience, the new auto-enrolled pensions are likely to work,
particularly since they are targeted at small, unsophisticated employers. And if people are sold poor pensions,
2 A fuller explanation can be found in a report for the RSA Pensions for the People, on page 41.

http://www.thersa.org/__data/assets/pdf_file/0010/220141/Tomorrows_Investor_Pensions-for-the-people.pdf]
3 Charging levels and structures in money purchase pension schemes. DWP Reasearch Reopt No 630. p 28.
4 http://www.thepensionsregulator.gov.uk/docs/TPR-FSA-guide-on-regulation-of-contract-based-schemes.pdf page 13.
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this threatens to create a “market for lemons” which will undermine what is otherwise a good policy, one
which has been many years in development, and one on which there is broad consensus.

The Government position is defended in the Financial Secretary’s response to a parliamentary question. The
letter argues:

(1) That there is little change, either to the regulatory regime or to the nature of pension purchasers
envisioned by auto-enrolment.

(2) That trustee structures, or FSA oversight will prevent poor pensions being sold.

(3) That we know what the current cost of pension provision is, and that it is low.

We take issue with all these positions, as will most people who have studied the pensions industry, and the
reforms which are contemplated. We would reiterate that the danger is not simply that some people will be
sold poor pensions. It is that, if mis-selling comes to light, it will encourage people to withdraw from auto-
enrolled pensions. Thus undermining the opportunity to provide funded pensions for most of the population,
and indeed undo the very policy which the Government itself is seeking to promote.

Taking each of the Government’s arguments in turn:

(1) Auto enrolment will take place in a very different regulatory environment, without adequate
consumer protection. Historically all personal pensions where the purchaser was not given
individual advice have been sold with “stakeholder” pension protections. These, (inter alia), limited
the charge which could be made and restricted transfer penalties. These protections were
introduced to stop the selling of expensive and inappropriate pensions. Under auto-enrolment,
these protections will be withdrawn. Further, even in the stakeholder environment, it was the
employer who voluntarily set up the pension plan; these were typically large, better motivated and
more sophisticated employers. The typical new workforce pension will be involve responding to
government legislation, it will be sold to the smallest, least sophisticated employers who have not
voluntarily offered pensions in the past. They are therefore more likely to purchase a poor pension
for their employees.

(2) Legal Protection: In certain structures trust law can work well; in others it does not provide
adequate (or any) protection. However, It is likely that in workplace personal pensions in which
millions of consumers will be automatically-enrolled there will be no one with a fiduciary duty to
ensure good value for members. Regarding the FSA and charging, while charges may, in theory
be disclosed, the evidence suggests that few understand that, over the lifetime of their pension, a
1% charge will reduce the potential pension payout by 25%. A 2% charge will reduce it by c 50%.
Furthermore, there are hidden charges, beyond those declared, which even sophisticated purchasers
find it difficult to untangle. There are many possibilities for abuse. One is the practice of raising
charges on pensions after a worker leaves employment, and the employer has no incentive to
ensure good terms for their ex-employees.

(3) Regarding costs, we know of no reliable source to back up the Government’s statement that a
majority of defined contribution (DC) pension schemes have charges of less than 1% per annum
on the outstanding balance (paob). They also claim default funds typically have charges of
0.4–0.6% (paob). These figures are unreliable and not relevant to the discussion. They have been
provided to the DWP by pension providers in qualitative studies, they have not been evidenced,
and in any case refer to current large employers, not to those small employers who will typically
be affected by auto-enrolment. The most comprehensive attempt to work out pensions costs,
amongst smaller funds, such as those to whom auto-enrolment will apply, is a quantitative study
for the DWP, which reveals an average cost of 1.53% (paob). This means that, over a pension
lifetime, an average saver is losing 40% of their possible pension on fees. Many are losing much
more. The study also reveals that existing employers do not understand pension charges. Many for
example do not realise that the costs are charged on the outstanding balance, rather than the
contribution made. As we noted above, that increases costs by 25 times over the whole lifetime
of the pension.

We are not alone in voicing concerns. Which? and the TUC have also raised these questions. They, like us,
are fully in favour of auto-enrolment and NEST.

In summary, the view that current consumer protections should be abandoned, is deeply dangerous for the
success of pension auto-enrolment. Furthermore, the view that action can be taken if it seems pensions are
mis-sold, forgets that if these pensions are found to have been mis-sold, this will result in individuals
withdrawing from pension provision. But much of the mis-selling may not come to light, because, as with
endowments, it can take many years, if ever, for such mis-selling to become apparent. If we know what
constitutes an inappropriate pension, this should be regulated against before it is sold, not after the mischief
has taken place.

6. Solutions

We believe the solution is clear. The Government should ensure similar consumer protection applies to auto-
enrolled as to current workplace pensions. This is a matter of great importance.
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In addition, the Government should lift the restrictions on NEST. It should not delay in doing so. Firms
rarely switch pension provider. We cannot rely on the lifting of restrictions in the future to ensure that the
benefits of NEST can be enjoyed by all who would benefit from them.

19 August 2011

Written evidence submitted by National Association of Pension Funds (NAPF)

About the NAPF

The NAPF is the leading voice of workplace pension provision in the UK. We represent some 1,200 pension
schemes from all parts of the economy and 400 businesses providing essential services to the pensions industry.
Ten million working people currently belong to NAPF member schemes, while around 5 million pensioners
are receiving valuable retirement income from those schemes. NAPF member schemes hold assets of some
£800 billion, and account for over one sixth of investment in the UK stock market. Our main objective is to
ensure the security and sustainability of UK pensions.

Executive Summary

The NAPF is strongly supportive of the 2012 reforms, which are designed to tackle the UK’s pensions
savings crisis by widening access to workplace pensions through auto-enrolment. The scale of the problem
meant that consensus had to be reached with all the major stakeholders. Whilst it is right that the Work and
Pensions Select Committee makes sure that the 2012 reforms are on track to succeed, it must make sure that
this consensus remains and that the focus remains on implementation.

Last year, the Making Auto Enrolment Work (MAEW) Review made a series of recommendations to improve
the 2012 regime, which the NAPF supported. We do believe there is still room to streamline the auto-enrolment
process to make it less burdensome for employers to provide good quality pensions, but with the introduction
of auto-enrolment scheduled for October 2012 there is little time to implement major changes to the 2012
regime. We would therefore urge the Government to consider carefully the case for streamlining the auto-
enrolment process during the 2017 review. Changes made after the 2017 would be based on employers’ and
employees’ real experiences of auto-enrolment and evidence may show that there is no need for the process of
auto-enrolment to be as prescriptive going forward.

We see the introduction of auto-enrolment and NEST as the start of a journey—not the finishing point. More
work needs to be done to encourage people to save more than the 8% statutory minimum, which is generally
recognised as not enough to reach the Pensions Commission’s recommended replacement rates. Part of the
solution will be in reinvigorating existing occupational pension schemes, as was promised in the Coalition
Government. Initiatives such as the NAPF’s Pension Quality Mark (PQM) will also help recognise employers
who provide good quality pensions.

Auto-Enrolment—Why is it Necessary?

1. The 2012 pension reforms have been designed in response to the UK’s pensions savings crisis. Without
action a large proportion of today’s workers are facing poverty in retirement, with only means-tested benefits
to support them. The Pensions Commission itself recommended widening access to workplace pensions through
automatic enrolment—so that all employees have access to a pension with an employer contribution.
Introducing NEST and auto-enrolment together means all employers will offer such a pension. The expectation
is that auto-enrolment will harness the power of inertia meaning most people will take up the offer.

2. The scale of the problem and the long-term nature of the solution meant that a consensus had to be built
including all the major stakeholders. Whilst it is right that the Committee makes sure that the reforms are on
course to succeed, it must make sure this consensus remains.

3. Throughout the debate on the 2012 reforms, there have been concerns about employees on low incomes
and the interaction with means tested benefits. The NAPF believes that the answer to this problem is to increase
incentives to save for those on low incomes by further reforming state pensions and benefits.

4. We welcomed the Government’s Green Paper A State Pension System for the 21st Century and support
the Single Tier option for reform—combining the Basic State Pension and State Second Pension (S2P) into a
single, simple pension of £140 a week. We believe the Single Tier pension will complement auto-enrolment
by improving individuals’ incentives to save and by making it easier for employers to make decisions about
scheme benefits and contribution levels. The NAPF is leading the debate on reform of the state pension system
with our Foundation Pension proposal and we look forward to working with the Government to develop this
proposal in greater detail.

Making Auto-Enrolment Work

5. Last summer, the Making Auto Enrolment Work (MAEW) review team was asked to examine the scope
of auto-enrolment and to determine whether there were any viable alternatives to NEST. The review team set
out a series of recommendations, many of which are being put into law in the Pensions Bill 2011.
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6. Overall, the NAPF believes the review team took a reasonable and common-sense approach to the reforms:

— Earnings threshold. The review team recommended that the earnings level at which individuals
become eligible for auto-enrolment should be increased from the current £5,035 level to the income
tax threshold (currently £7,336 in 2010–11).

— Age band. The review team did not recommend any changes to the age band. All employees
between the ages of 22 and State Pension Age who earn above £7,500 should be eligible for
auto-enrolment.

— All employers. The review team concluded that all employers, including small employers, should
be required to auto-enrol their employees. Other stakeholders argued that small employers should
be exempt but the NAPF stressed that the reforms should aim to reach all employees, regardless
of who they work for.

— Certification. The review team argued in favour of a simple system of self-certification that
employers can use to ensure their defined contribution scheme meets the contribution requirement.
The NAPF worked closely with the DWP to develop a simple certification process and the review
team’s conclusions echoed the approach the NAPF has been pushing for. An easy-to-use
certification system will ensure that existing schemes can keep their current definitions of
pensionable pay, which are typically more generous than the auto-enrolment definition of
qualifying earnings. We are pleased the Pensions Bill 2011 will allow the DWP to implement this
important measure.

— Waiting period. The review team recommended that there should be an optional three month
waiting period before employees are automatically enrolled. This is a significant easement and we
are pleased that the Pensions Bill 2011 will put this recommendation into law. The three month
waiting period means employers will no longer be forced to enrol employees who stay for very
short periods or who are likely to opt-out anyway, thus avoiding the substantial cost of setting up
scheme membership and refunding contributions. Employees are still protected because they can
choose to join the scheme during the waiting period. The three month waiting period is essential
in managing the costs and complexity of auto-enrolment.

— NEST. NEST should go ahead as planned as it is key to the successful implementation of auto-
enrolment. The NAPF has been supportive of NEST from the beginning. However, it is important
that NEST complements, not competes with, existing pension provision.

— Early auto-enrolment. Large firms who would have originally had to start auto-enrolment in
October 2012 should be allowed to auto-enrol their employees early in July 2012, giving them
some much needed breathing room to avoid busy periods around the New Year.

7. Of course there is still more room to make auto-enrolment less costly and bureaucratic for employers.
There is a risk that some employers will reduce their contributions down to the minimum to contain their
increasing costs. A key part of the success of the reforms will be in increasing access to good quality existing
schemes. The average contributions going into an existing DC scheme run by NAPF members is 12% while
the average contribution into an existing DB scheme run by NAPF members is 21.8%.5 The NAPF’s Pension
Quality Mark (PQM) leads the way in recognising employers who provide good quality pensions by setting
minimum standards around contributions, governance (including charges) and communications. To date, 114
schemes now have the PQM covering almost 200,000 pension savers.

8. However, we accept that, with the introduction of auto-enrolment scheduled for October 2012, there is
little time for major legislative overhaul. We would therefore urge the Government to consider carefully the
case for streamlining the auto-enrolment process during the 2017 review. Changes made after 2017 would be
based on employers’ and employees’ real experiences of auto-enrolment and evidence may show there is no
need for the process of auto-enrolment to be as prescriptive going forward.

Answers to Specific Queries

DWP’s communication strategy for introducing auto-enrolment and provision of advice and support to
employers and employees

9. The introduction of auto-enrolment from 2012 presents us with a major opportunity to change the way
the nation thinks about saving for retirement. But to ensure the success of the 2012 reforms, the DWP needs to
lead a comprehensive and coordinated communications campaign in conjunction with the Pensions Regulator,
consumer groups, unions, and other stakeholders.

10. The DWP is currently developing its communications strategy for individuals which, on paper, appears
to be thorough and will probably be effective once implemented. However, we would have liked to see more
progress to date. In our view, the key to a successful communications campaign will be reaching the individuals
least likely to be currently saving.

11. This is where joined-up communications with employers is crucial. Our survey data shows that many
people trust their employer the most when it comes to information about saving for retirement.6 But too often
5 2010 NAPF Annual Survey.
6 NAPF Workplace Pension Survey, 2010.
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employers are hesitant to talk about pensions, for fear of straying into the realm of financial advice. Employers
must be given support and guidance to talk with confidence about pensions to their employees. The Pensions
Regulator had already launched a number of tools for employers, but it could also produce other guides for
employers about communicating with their employees about pensions. The final report of the Workplace
Retirement Income Commission (WRIC) recommended that employers who provide good quality financial
education and guidance should be given “safe harbour” where they can be free of concerns of regulatory or
legal comeback.

Arrangements for phasing and staging the introduction of auto-enrolment

12. Auto-enrolment will be costly and administratively burdensome for employers. As part of the consensus
reached around the Pensions Commission’s recommendations, the Government agreed to stage the introduction
of auto-enrolment over a number of years to give employers time to prepare. Employer contributions are also
gradually increasing from 1% to 3% to help employers adjust to the cost of auto-enrolment. We have argued
for more flexibility for employers when choosing their staging date as many employers use a variety of payroll
cycles. However, staging and phasing remain important elements of the auto-enrolment consensus.

13. Staging the introduction of auto-enrolment over several years will also ensure that the Pensions Regulator
is able to cope with its new responsibility for enforcing the employer auto-enrolment duties as millions of
employers register with the Regulator.

Likely impact of auto-enrolment on business, especially small and micro-businesses

14. The MAEW Review estimated that all employers will be paying an additional £3,240 million in
contributions once phasing has ended. Small and micro-businesses employing between zero to 19 employees
will pay an additional £970 million in contributions. The MAEW Review also estimated that the administrative
costs of preparing for and maintaining auto-enrolment will cost businesses £444 million in 2012 and £127
million in each year following.

15. The NAPF has consistently argued that, because the costs of auto-enrolment are so burdensome for
businesses, the process of auto-enrolment needs to be as flexible as possible. There is a risk that, in the current
economic climate, many businesses may choose to level down their pension provision to the statutory minimum
in order to contain their costs. Our latest Annual Survey shows that 7% of our members are planning to level
down in some way and 20% have not yet decided what they are going to do in the face of increasing costs.7

16. The measures included in the Pensions Bill 2011 will go some way to introduce much-needed flexibility
into the auto-enrolment process. In particular, the introduction of the three month waiting period will help
businesses manage the costs and complexities of auto-enrolment.

Role of the Pensions Regulator, including in certification of schemes

17. The Pensions Regulator will play a key role in ensuring the success of the 2012 reforms by ensuring
that all eligible employees are auto-enrolled and that unscrupulous employers who fail to comply with the
reforms are suitably reprimanded. Employers will be required to provide information to the Regulator on the
number of employees they automatically enrolled.

18. We have expressed concern that the process for registering auto-enrolment information with the Regulator
has been constructed in an inflexible way which does not reward employers who have a proven track record
of compliance. Although the Regulator has not yet finished developing its compliance strategy, we would like
to see it take a more risk-based approach to policing the 2012 regime so that its resources can be used to tackle
avoidance rather than focusing on employers who are trying to do right by their employees.

Estimated opt-out rates, including the possible impact on NEST if the numbers auto-enrolled are significantly
lower than predicted

19. Of the approximately 10 million people eligible for auto-enrolment, the DWP estimates that one to two
million individuals will opt-out of NEST and one to two million people will opt-out of other qualifying
schemes.8 Given the high levels of participation auto-enrolment achieves elsewhere in the world, we see no
reason to dispute these figures.

20. Most schemes will not be affected if levels of opt-outs are lower than expected. However, in order for
NEST to remain a low-cost alternative, it needs to reach the DWP’s estimate of two to five million scheme
members relatively quickly. If this cannot be achieved, it will take longer for NEST to repay its Government
loan and, as a result, NEST members will have to pay the 1.8% contribution charge for longer. Good
communications around the reforms will be integral to ensuring levels of opt-outs are low.
7 2010 NAPF Annual Survey.
8 DWP, Pensions Bill 2011 Impact Assessment, 2011.
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NEST’s potential market share and the possible effects on other providers

21. The DWP estimates that, of the 10 million people being brought into pension saving through auto-
enrolment, two to five million people will be auto-enrolled into NEST and eight million people will be auto-
enrolled into other qualifying schemes. Although this represents a large share of the auto-enrolment market, it
is likely that NEST will serve the needs of many small employers and those on low incomes who, to date,
have been viewed by the industry as uneconomical to serve.

22. Following the publication of the Pensions Commission’s final report there was a long and thorough
investigation into whether existing pension providers could deliver an alternative to NEST (then called NPSS
or Personal Accounts). Since then, pension providers have been unable to develop a model for reaching smaller
employers and those on lower incomes at a reasonable charge level because of NEST’s universal service
obligation. It’s clear therefore that alternatives to NEST would not offer any benefit to scheme members and
would hinder the Government’s objectives of tackling poverty and boosting savings. NEST will be a key role
in ensuring the success of the reforms, but it must keep focus on its target market and not compete with
existing provision.

Whether auto-enrolment is likely to attract new providers and encourage new models of provision

23. The NAPF has long argued for the creation of other large-scale, collective schemes or Super Trusts to
operate alongside NEST. We believe that Super Trusts would provide some diversity and competition in the
auto-enrolment marketplace. Super Trusts would also help ensure that the costs and services provided by NEST
remain competitive and high quality.

24. The NAPF is aware of a number of providers that are interested in entering the auto-enrolment market
on a large scale. For example, some large insurers who traditionally offer personal pensions or contract-based
workplace pensions are setting up Master Trusts. The Danish pension scheme ATP is also in the process of
setting up a UK scheme that could operate in competition with NEST.

Likely impact of the limitations placed on NEST, including the contributions cap and the ban on transfers

25. As part of the consensus reached around the Pensions Commissions report, political parties, employers,
trade unions and the pensions industry reached a compromise which limited the level of contributions into
NEST and banned transfers of existing pension pots into NEST. The purpose of this compromise was to keep
NEST focused on its target market and to acknowledge good quality existing schemes.

26. Since the consensus was reached, concerns have been raised about these limitations:

— Some people feel transfers into NEST are needed so NEST to reach scale quickly and therefore to
remain low-cost.

— The MAEW review felt that restricting transfers into NEST would exacerbate the problem of small
pots, particularly for those on low incomes or for people who change jobs frequently.

27. Both the contribution cap and restriction on transfers will be reconsidered when the Government reviews
the entire structure of auto-enrolment in 2017. We are therefore of the view that, in order to maintain consensus
around the 2012 reforms and to make changes based on evidence of auto-enrolment in action, these limitations
should not yet be removed.

NEST’s investment strategy

28. As a trust-based scheme, NEST’s investment strategy has been set by a group of trustees after conducting
extensive research data on the scheme’s target membership and with input from professional investment
advisers. The trustees have developed an investment strategy which they believe will help members achieve
good retirement outcomes.

29. Based on research of their target member group the NEST trustees produced a strategy with clear return
objectives coupled with a robust approach to risk management. The investment objective will be targeted via
a default retirement fund with Foundation, Growth and Consolidation phases across the member’s savings
lifetime. Those members who require a specific level of risk (eg Higher risk fund) or whose investment
decisions are driven by faith or beliefs (eg Shariah or ethical funds) will be accommodated through a focused
choice of additional funds.

Possible measures to reduce the proliferation of small pension pots

30. The build-up of small pots is a perennial problem for NAPF members and is likely to become a bigger
problem after the introduction of auto-enrolment. In many cases the cost of administering small pots can be
larger than the value of the pots themselves. Current rules allow trust-based schemes to refund employee
contributions for up to two years after members join the scheme. Research conducted by the NAPF shows that
the average refund of employee contributions is around £750. According to DWP research,9 schemes use the
9 Charging levels and structures in money-purchase pension schemes: Report of a quantitative survey, DWP research report 630,

2010.
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retained employer contribution to help pay for the costs of scheme governance, advice, administration and
communication—all of which benefit scheme members.

31. NAPF members accept that it would be better to encourage more employees to transfer small pension
pot upon leaving a job rather than to refund them. However, the rules around transfers are extremely
bureaucratic and off-putting.

32. The DWP itself estimates that auto-enrolment will create an additional 200,000 small pots worth less
than £2,000 each year after 2017.10 In its response to its call for evidence, the DWP acknowledged that small
pots would be burdensome for schemes and employers and is therefore not planning to act on the issue of
refunds until a solution can be found to address the complexity and costliness of transfers. We are pleased that
the DWP has recognised that addressing the issue of small pots and transfers is essential to the success of
auto-enrolment.

How self-employed people, and part-time, temporary, casual and agency staff, will be treated under auto-
enrolment; and the equality implications

33. Many NAPF members employ part-time and temporary workers during peak times in the year,
particularly around Christmas. For these employers, auto-enrolling employees who will only stay for a short
time (and therefore only accrue a very small pension pot) is uneconomic and could lead to further levelling
down.

34. The NAPF welcomed the MAEW Review’s recommendation that all employers should be able to use a
three month waiting period to delay auto-enrolment. Having to auto-enrol all eligible employees from day one
forces employers to deal with the costs and complexities of setting up scheme membership and eventually
refunding contributions when short-term or temporary workers opt-out.

The extent to which auto-enrolment is likely to achieve the desired behavioural change in terms of
encouraging people to make provision for retirement.

35. Most of the research around the effects of auto-enrolment comes from the US where 42% of 401(k)
plans use auto-enrolment to boost scheme membership.11

36. In 2009 the US Government Accountability Office (GAO) conducted a study of 401(k) plans and found
that automatic enrolment is powerful behavioural tool to increase employee participation. Some 401(k) plans
using automatic enrolment experience participation levels of 95%.12 Auto-enrolment is especially effective
for low income and younger employees. The GAO reports that a 2007 Fidelity Investment survey found that
30% of employees aged 20 to 29 were members of 401(k) schemes without automatic enrolment. Plans that
did use automatic enrolment saw participation levels of around 75% amongst 20 to 29 year old employees.

37. The effectiveness of auto-enrolment in increasing participation rates was one of the main reasons why
the Pensions Commission recommended its introduction in its second report. According to the Pensions
Commissions’ research, auto-enrolment can normally achieve participation rates of between 60–80%.13

38. From 2012, all UK pension scheme will be required to use automatic enrolment. This will be a huge
step forward and will bring millions of people into pension saving. To make the behavioural impact of auto-
enrolment more effective, the Government must engage in a comprehensive communications campaign aimed
at individuals which would provide clear messages about the importance of saving for retirement.

23 August 2011

Written evidence submitted by Legal & General

1. Summary

1.1 Legal & General are a major provider of workplace pensions to employers of all shapes and sizes. We
are pleased to make a written submission to this Work & Pensions Select Committee Inquiry.

1.2 Considerable progress has been made by both DWP and TPR in preparing for automatic enrolment.
Although many details remain to be sorted, we feel confident that the launch of auto-enrolment in 2012 will
prove successful.

1.3 Certification is an important feature for the 200,000 employers who already run good workplace pension
schemes, usually far more generous than the forthcoming statutory minimum levels. It is crucial that the last
remaining details of the certification regime are successfully ironed out, but with that proviso we expect
certification to enable these employers to maintain their generous schemes for both existing and new staff.
10 DWP, “Preparing for Auto-Enrolment: Response to the call for evidence, Regulatory differences between occupational and

workplace personal pensions,” 2011.
11 52nd Annual Survey, PSCA, 2009.
12 GAO, “401(k) Plans: Several Factors Can Diminish Retirement Savings, But Automatic Enrollment Shows Promise for

Increasing Participation and Savings,” 2009.
13 Pensions Commission Second Report, “A New Pensions Settlement for the Twenty-First Century”, 2005.
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1.4 Our own consumer research suggests that opt-out rates will be around 45%, with particularly high
concentrations amongst young workers and older workers being auto-enrolled for the first time. This is towards
the upper bound of DWP’s forecast opt-out rate of 20% to 50%, but we remain convinced that the auto-
enrolment programme will still achieve much social good even with a 45% opt-out rate.

1.5 It is important that NEST remains closely focussed on its intended market—the sort of small employer
that might otherwise find it difficult to arrange a pension to meet their new statutory duties. The contribution
cap and transfer ban have been successful in keeping NEST focussed in this way, and it would endanger the
programme if they were lifted before the proposed review in 2017 after all employers have set up their first
auto-enrolment scheme.

1.6 The pensions industry already has a problem with many small pots, often orphaned when members
change address and forget to tell their pension provider. Automatic enrolment will make this much worse. We
have an opportunity to change behaviour, so that the norm on a change of employer becomes to take one’s
pension with one, rather than to leave it behind and start again from scratch.

1.7 Finally, we would like to draw the Select Committee’s attention to the possible unintended consequences
of the auto-enrolment programme. Finance Directors are worried about increased pension costs. If this is
coupled with employee apathy, then we could see existing levels of employer contributions cut back and
employees mistaking the statutory minimum levels for adequacy. We must guard against this, or we could end
up with more savers but less savings.

2. DWP’s communication strategy for introducing auto-enrolment and provision of advice and support to
employers and employees

2.1 We welcome DWP’s recent announcement that it will begin public communication on auto-enrolment
next January.

2.2 It would be helpful for employers and pension providers to have advance notice of the details of this
communication programme, so that they can

(1) Prepare for the inevitable employee questions that this will generate.

(2) Dovetail their own communication efforts to staff to complement the DWP communications.

2.3 Whilst a DWP communication programme in early 2012 will help those people whose employers have
an early staging date—which could be as early as July 2012—it will need to repeated on a regular basis if it
is to be of any use to people whose employers have staging dates in subsequent years.

3. Arrangements for phasing and staging the introduction of auto-enrolment

3.1 We support the proposed arrangements for phasing and staging. The spread of staging dates will help
the pensions industry to accommodate the workload of brining another seven million people into the world of
private pension saving.

3.2 We support the concept of building contributions up slowly for employees who are auto-enrolled on the
firm’s staging date. We believe that this will help those new to pension saving to become acclimatised to the
loss of take home pay.

3.3 Legal & General’s own staff scheme were one of the pilot schemes that adopted DWP’s programme of
automatic pension contribution increases under the last Government. This has been variously referred to as
“Save More Tomorrow” and “Pension Increase Pledge”. Amongst those that took the pledge, results were
encouraging:

3.3.1 Legal & General offered staff who had not previously joined our pension scheme the option of
making a “pledge” to begin contributions at 1%pa at their next annual pay review, and to increase
contributions by a further 1%pa at each subsequent annual pay review until a target contribution
of 5% had been reached. Over five years we achieved the following results:

Stayed with the Pledge until they achieved 48%
the target 5% contribution
Stopped part way up, but held 4%
contributions at the level achieved
Stopped part way up, and reduced or 16%
stopped pension contributions
Left the company before completing the 32%
five year Pledge programme

4. Likely impact of auto-enrolment on business, especially small and micro-businesses

4.1 Auto-enrolment is not a one-off exercise. It requires an ongoing commitment from employers to re-
calculate pension contributions for those that have been auto-enrolled and have not opted-out, to monitor the
age and earnings of those not originally auto-enrolled to spot when they later become eligible and to undertake
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a triennial auto-re-enrolment exercise to bring any that have opted out or reduced contributions back into
the fold.

4.2 In addition, employers have to provide voluntary joining facilities for some employees.

4.3 The absence of commercial payroll packages to assist employers with their auto-enrolment duties has
led Legal & General to develop a package to assist employers with their new responsibilities, but we cannot
pretend that significant ongoing effort is not required by employers. Whilst large employers will generally
absorb this work within existing HR departments, small and medium employers will notice the additional work.

4.4 The smallest employers should be clearly signposted towards NEST, as that was the rationale for
spending so much taxpayers’ money on building NEST.

5. Role of The Pensions Regulator, including in certification of schemes

5.1 We have been pleased to have several meetings with the Pensions Regulator and note that they are
adopting a pragmatic attitude to their role. We are optimistic that widespread employer compliance will be
achieved with a light touch role from the Pension Regulator. We hope that heavy handed steps will only be
deployed on a small minority of employers who choose to flout the new legislation.

5.2 Certification is an especially important part of the new regime. Industry data suggests that well over
200,000 employers already have workplace pension schemes. The vast majority of these are far more generous
than the statutory minimum levels of contribution. But hardly any of them use the Pensions Commission
definition of pensionable earnings, which only starts from pay above £5,035.

5.3 We have never supported the Pensions Commission’s proposals for ignoring the first £5,035 of pay.
Thirty years ago a number of pension schemes did use a similar offset, but they all moved on to covering all
pay from £1 as they found that the offset was particularly harsh on part-time or lower paid staff, many of
whom were women.

5.4 Certification will enable these good schemes to continue as they are, without falling back onto the rather
less generous Pension Commission basis.

5.5 However, for employers to go down this route it is essential that the certification process must be
streamlined and workable. Otherwise they will abandon their good schemes in favour of the new, less generous,
pensionable pay definition.

5.6 Many of the details are still to be resolved, especially around the fine details of what constitutes “basic
pay” for the certification process. For example, where an employee has a choice of either receiving a company
car for business purposes or a salary supplement with which to provide his own car, DWP are currently
uncertain as to whether that supplement counts as basic pay or not.

5.7 We are pleased that DWP Officials are still open to constructive dialogue on the details of certification,
and that the Pensions Minister has confirmed his determination to have a workable Certification process.

5.8 We support the concept of also allowing employers to certify against a lower test during the phasing
period, as set out in the latest draft regulations. This is an important easement for employers who will be
bringing in a large proportion of their workforce under auto-enrolment.

6. Estimated opt-out rates, including the possible impact on NEST if the numbers auto-enrolled are
significantly lower than predicted

6.1 Feedback from employers and employees suggests that take up rates will be towards the low end of the
Government’s 50% to 80% assumption. Perhaps as many as 45% of employees will opt-out.

6.2 Opting-out will be more prevalent amongst younger workers (who may have competing family related
priorities for their money) and older workers (current non-savers who have resisted pension for most of their
life and are not going to start now).

6.3 The numbers opting out will be lower if the Government’s ideas for a universal State Pension of around
£140pw, as aired in the recent Green Paper, have gained traction by the time employees start being auto-
enrolled, as this will significantly reduce the fear that people will lose means tested benefits as a result of
saving in a pension.

6.4 Even with a 45% opt-out rate, we believe that the auto-enrolment programme will serve a valuable social
purpose, extending pension provision particularly amongst the lower paid, women and ethnic minorities.

7. Likely impact of the limitations placed on NEST, including the contributions cap and the ban on transfers

7.1 We believe that the contribution cap and transfer ban were appropriate and proportionate measures to
ensure that the hundreds of millions of pounds of taxpayer’s money that has been given to NEST does not fall
foul of EU State Aid rules.
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7.2 Despite these restrictions, we have still seen evidence that NEST has recruited a salesforce to target large
employers in direct competition with existing private sector pension providers, an action that could still place
the UK Government in jeopardy with the EU over State Aid.

7.3 But we are pleased that NEST is also making strenuous efforts to target the smallest employers. These
should be its target market, and were the reason why NEST was created—without NEST the smallest employers
would find it hard to fulfil their statutory obligation to provide a workplace pension. We have supported NEST
throughout its consultation and gestation process as we believe that a successful NEST is vital to the overall
success of the auto-enrolment programme.

7.4 The contribution cap and transfer ban should remain in place to keep NEST closely focussed on its
target market.

7.5 We note that Government have scheduled a review of these restrictions in 2017 and believe that this will
be the right time to consider whether or not they have by then served their purpose.

8. NEST’s potential market share and the possible effects on other providers

8.1 There are over one million small employers with fewer than 50 staff and no current pension scheme.

8.2 Provided NEST is held closely focussed to this target market, it will play a valuable role in the
implementation of auto-enrolment.

8.3 This market has proved hard for existing private sector pension providers to service, so NEST can
operate here without breaching EU State Aid rules by competing unfairly with existing private sector provision.

9. Whether auto-enrolment is likely to attract new providers and encourage new models of provision

9.1 We do expect auto-enrolment to drive new innovation in the pension market, and this is to be welcomed.

9.2 Legal & General have already launched a master-trust specifically for auto-enrolment, to enable
employers to come together and share overhead costs while providing the benefits of trust based governance
to their employees.

10. NEST’s investment strategy

10.1 This is essentially a matter for NEST’s trustees, but we do note that NEST has adopted a very cautious
approach, particularly for young employees. Logic would suggest that the investments for young employees
will be for a very long time, so they are able to take a position higher up the risk/return curve and ride out
volatility over the long-term.

10.2 It may be that NEST are not spending sufficient money on member communications to explain the
benefits of taking some risk with long-term investments.

11. Possible measures to reduce the proliferation of small pension pots

11.1 We support the continuation of current rules for short service refunds for employees leaving trust based
schemes within the first two years, and we are concerned that the Pensions Minister is minded to either stop
them or reduce the time limit to one year.

11.2 The availability of a refund encourages more members to join these schemes, and in the new world of
auto-enrolment, it will encourage more members to remain enrolled and not opt-out.

11.3 Our experience shows that amongst large schemes (over 1,000 employees) our employers using trust
based pensions achieve an average 40% membership whilst those using contract based schemes that do not
have the short service refund available the take up is only 25%.

11.4 Looking longer-term, we believe that the current “norm” whereby people leave their pension behind
when they change job is flawed. Auto-enrolment will increase the number of abandoned pension pots.

11.5 It would be better if the “norm” was for people to take their pension away from their ex-employer
when they change jobs. This could be either to their new employer or to a consolidation vehicle such as a SIPP.

11.6 We hope to work in developing a road map to create a new norm alongside DWP, Treasury and FSA.

11.7 We would not support giving NEST more taxpayer subsidies to act as a consolidation vehicle for small
pots, as we believe that the industry has already developed vehicles that can be used for this purpose. What
is needed is an appropriate legislative and regulatory regime to support job changers taking their pension
with them.
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12. How self-employed people, and part-time, temporary, casual and agency staff, will be treated under auto-
enrolment; and the equality implications

12.1 Self-employed people are not covered by the auto-enrolment programme. We have a market leading
Stakeholder Pension available for purchase over the internet that caters for self-employed people,

12.2 Our auto-enrolment systems and processes will enable employers to fulfil their statutory duties for part-
time, temporary, casual and agency staff.

12.3 As a general rule, we encourage employers to use one scheme for all their workers and do not
recommend the alternative approach of using a traditional scheme for the regular staff and NEST or some other
cut-down scheme for these “fringe” workers. It is our experience that many employees who start with an
employer in a part-time or temporary relationship graduate successfully becoming fully fledged and valued
members of staff. By putting them in the “main” pension from day one, the employer facilitates this transition.

12.4 We welcome the three month waiting period which will be a valuable easement to employers some of
whom would otherwise face a great burden from auto-enrolling, for example, Christmas extras.

12.5 We will assist employers in providing voluntary access to their schemes during the waiting period so
that the measure does not discriminate against women, younger employees or ethnic minorities where we
understand a slightly higher than normal proportion will be within the waiting period.

13. The extent to which auto-enrolment is likely to achieve the desired behavioural change in terms of
encouraging people to make provision for retirement

13.1 There is still much to be done if auto-enrolment is to achieve the desired behavioural change. The
DWP and TPR communication programmes will be major determinants in ensuring that auto-enrolment is
welcomed by employees and employers and does change behaviour.

13.2 It is important that we guard against unintended consequences following the launch of auto-enrolment.
These unintended consequences could include:

13.2.1 Employees stopping other forms of savings, like ISAs (Individual Savings Accounts), to pay for
pension contributions.

13.2.2 Employees mistaking the low level of auto-enrolment contributions for adequacy. In many cases
their employers will be prepared to pay higher matching contributions if employees also pay more
than the minimum.

13.2.3 Employers “dumbing down” or “levelling down” the generosity of their pension schemes. There
is a clear danger that some employers will react to greater levels of pension scheme participation
amongst their workers by reducing the generosity of pension schemes, to try and keep their total
costs unchanged.

13.3 We are supporters of the Pension Quality Mark (PQM), which seeks to help employers with good
pension schemes promote the quality of their pension offering to their staff. We are encouraged to hear that
over 200,000 workers are now saving in schemes with the Pension Quality Mark and that employers who have
been awarded the PQM reporting beneficial effects on recruitment and retention and good employees.

24 August 2011

Written evidence submitted by Friends Life

Friends Life are a major provider of corporate pension schemes in the UK with over 20,000 corporate clients
providing pension benefits to over one million employees. We have been involved in consultations with tPR
and DWP throughout the period over which welfare reform has been developed and we are keen to be involved
by providing input into this inquiry.

Our responses to the specific questions raised are as follows:

DWP’s communication strategy for introducing auto-enrolment and provision of advice and support to
employers and employees

A key element of DWP communication should be around communication of the generic benefits to both
employees and employers of saving for retirement. Communication should not be limited to auto enrolment in
isolation, nor should it promote NEST ahead of existing provider provision. Engagement of both stakeholders
in the value of pensions is essential, ahead of anything specifically aimed at auto enrolment.

We will be providing help to our clients but for those employers without access to an adviser, or for whom
pension provision is something new, they will be reliant upon government sponsored support.

It is impossible to underestimate the level of support some employers will require, particularly the small and
micro employers.
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Educational communication to employers and employees should be differentiated based upon the size of the
employer and timely in relation to their staging dates ie the communication to employers in advance of early
staging dates should be different from that provided later, when smaller employers will be meeting their
obligations.

Employee communication should be similarly targeted at those groups who have not engaged with pension
saving to date. This should be clear and not rely upon the traditional financial messages which have failed to
engage employees to date. We would encourage an approach which is aimed at eliciting an emotional response
to pension saving which can be easily understood by the target audience.

Communication should not end with enrolment, ongoing communication with employers and employees will
be necessary to ensure continued compliance and engagement with retirement saving.

Arrangements for phasing and staging the introduction of auto-enrolment

These seem sensible, offer sufficient flexibility and sufficient preparation time for smaller employers. They
also spread the load for providers and the regulator.

The proposed delaying of staging dates for micro employers so that they are not impacted by legislation
prior to April 2014 is also welcomed.

Likely impact of auto-enrolment on business, especially small and micro-businesses

Most large businesses already see the value in offering a pension scheme as part of a wider benefit package
designed to attract and retain to employees. The impact on all businesses in terms of increased costs will be
dependent upon:

— The remuneration structure and demographic of the company, ie how many workers will be auto
enrolled.

— The current take up levels of any existing scheme.

— The proportion of workers who maintain membership post enrolment.

From the work we have done with employers it is clear that some sectors (eg retail and catering) will be
affected more than others. These sectors experience low levels of engagement from a workforce that is transient,
particularly in the first year or so of employment, and as such typically have low levels of take up. The opt-
out rates for these companies will largely dictate the impact auto enrolment will have on their businesses.

Small and micro employers will need substantial and focussed educative support and assistance to fully meet
the new requirements as it is clear that despite some good communication from tPR many employers, even
medium sized employers, have little appreciation of what the new legislation will mean for them and their
businesses.

Continued support will be required around the administration of the auto enrolment process, and the
communication to employees of their rights and options. We see the payroll providers as having a crucial role
in this area, to ensure that their systems reflect the new requirements and that small employers remain compliant
with legislation.

Our research to date has revealed little evidence that payroll providers are engaging with employers to ensure
they are meeting their needs, which is very concerning.

For employers who already sponsor workplace saving for retirement this support may well be provided, at
least in part, by their pension scheme provider.

Role of The Pensions Regulator, including in certification of schemes

The regulatory role of tPR is essential to the success of the automatic enrolment, however, the size of the
task should not be underestimated.

We see registration as a first and essential step in regulating compliance with legislation and we are happy
that this provides the regulator with sufficient information, while not over burdening employers in terms of the
volume of data required, nor the timescale in which it should be provided.

The success of tPRs role will be depended to a large extent upon the resource that is made available to
follow up on those employers who intentionally or unwittingly fail to comply and/or register with tPR, and
those employers who adopt practices that are designed to induce opt-out. It is this element that should be the
key focus of the tPR rather than focussing on checking that employers have completed every item correctly
within all the required documentation.

Communication will again be key in reducing the number of employers who do not comply, this should
aimed at smaller employers in particular along with their professional advisers, such as accountants who could
play a key role in promoting compliance to their clients.
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Estimated opt-out rates, including the possible impact on NEST if the numbers auto-enrolled are significantly
lower than predicted

Our research to date has revealed great variance in expected opt-out rates between sectors and also between
different employers within the same sector. Possible explanations for these variations will be the demographic
of the employees and the socio economic situation that applies at the staging date, both at a macro and micro
level eg at a micro level we would expect employees automatically enrolled in January to opt-out in higher
numbers as they are more focussed on maximising take home pay or short-term debt reduction following the
expense of Christmas.

What we have heard from a variety of clients in sectors with low take up at the moment is that they are
struggling to predict opt-out rates and the resultant impact upon their business.

What is not fully understood is the power of inertia, when applied to employees on low levels of income.
Automatic enrolment is used by pension schemes today but this has only been adopted by paternalistic
employers who are committed to long-term pension saving. In these schemes opt-out rates of 10% or lower
are quite usual. In an environment where employer commitment to pension saving may not always be so strong
(eg one employer we spoke to expressed a view that they “want as many people to opt-out, while remaining
on the right side of the law.”) past experience may be no guide to likely future opt-out rates.

If numbers automatically enrolled are significantly lower than predicted it is clear that the aims of auto
enrolment, to promote pension saving across the UK working population and improve incomes in retirement
will not be met. There will also be an impact upon NEST as funds under management and initial charges will
not provide the income they expect to receive. There will be a delay in paying back loans through the 1.8 %
initial charge, and the term over which this applies will be extended.

As we are not privy to the business model of NEST we are unable to comment about other break even
points or the effect severe under achievement of target enrolment rate could have upon NEST’s viability.

NEST’s potential market share and the possible effects on other providers

We do not expect NEST to take a significant share of our current market. Our existing customer research
has shown that our employer customers are not looking to use NEST as their core pension provider and that
many are averse to using NEST for any pension provision.

Some are looking to adopt NEST as an ancillary scheme in which to auto enrol those members who do not
join their pension scheme now. These tend to be low paid and more mobile workers for whom NEST has some
advantages (eg a single pot for life).

We intend to work collaboratively with NEST to ensure we can provide mutually beneficial arrangements
for employers and their employees as well as ourselves and NEST.

Whether auto-enrolment is likely to attract new providers and encourage new models of provision

Automatic enrolment has already spurred interest in Master Trust activity, in part driven by the attraction of
short service refunds. While there are benefits to be achieved by this model, once short service refunds are
removed, we do not feel that the remaining benefits in terms of economies of scale will add significant benefit
for either employees or employers over a contract based solution with good provider governance in place.

NEST, and the reduced margins which will come with including lower paid and more mobile workers within
pension schemes, will drive a move to a more e commerce based model. Fewer providers will communicate
with employees via paper, as is the norm now. The internet and email will take over as the major ways in
which providers communicate with employees and the way in which employees and employers interface with
those providers. We do need to ensure however that those employees who are not enabled are not left behind.

Auto enrolment may also bring about changes to:

— The language and communication styles that providers use as they address a new group of
investors.

— The provision of financial education to the new wider demographic.

— The default funds that are used across the industry.

At this stage we do not expect new providers to launch mainstream pension products as market penetration
may be difficult to achieve. What we may see are some niche players move in to provide products such as roll
over plans, to allow the accumulation of transfer values in a single pot.

Likely impact of the limitations placed on NEST, including the contributions cap and the ban on transfers

The restrictions on NEST mean that they are likely to be forced to concentrate on their target market of
middle and lower paid sectors. Employers with a large proportion of higher paid employees are likely to have
an existing scheme and are unlikely to use NEST as they will need to run another scheme for those who
contribute more than NEST limits Although, it is unlikely that the NEST product would provide the customer
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experience and return on investment for employers, in terms of attraction and retention of staff, that these
employers are looking for from their core pension scheme.

With regard to transferring assets we see no reason why NEST could not accept small transfers in order to
facilitate the amalgamation of small posts.

It is essential that the process of transferring small pots is simplified (both from a regulatory perspective and
also from a systems perspective). This is critical to minimise the financial costs for providers of administering
small pots, as well as allowing individuals to reduce the number of pensions pots that they are holding. This
simplification should apply for transfers into NEST and also into other employer sponsored pension schemes.

For larger transfers we feel that the 2017 limit is sensible. Fund performance is likely to be a factor in
deciding whether a transfer is right for a member with a larger transfer. Low charges could prove immaterial
if transferred to a fund range that significantly under performs. A period of time before larger transfers are
allowed and over which performance can be judged seems sensible.

We would like to see an examination of whether 8% of qualifying earnings is sufficient to meet most
employees requirements in retirement. We would encourage this review to take place in 2017 with a view to
encouraging members to pay higher contributions. This could potentially be through gradually increasing the
employee/employer contribution by say 1% every two to three years (as is the case in Australia).

NEST’s investment strategy

We believe that providing a limited fund range is the correct approach for the target market for NEST, this
will make choices easier for those that move out of the default.

NEST has adopted a more cautious strategy than is the norm in the pensions industry and we understand the
reasons why this decision was made. The work that we have done in the area of behavioural finance supports
the NEST view that individuals naturally feel a loss more acutely than a gain and that this can lead to
disillusionment with saving or buy high, sell low, activity.

We are however disappointed that the natural behaviour of individuals who are disengaged with saving has
influenced the investment choices and the make up of the default in particular. We would have liked to see the
trustees looking to provide education around long-term saving to address issues caused by short-term losses.
We would have also liked to see the adoption of a more paternalistic approach to the default, with a design
based around employees’ capacity for risk, rather than their attitude to risk, to provide more optimum
performance over the long-term.

While fund levels are relatively low the marginal effect of lower returns will be small, but if contribution
limits are lifted and transfers are allowed we would like to see a re-examination of the investment strategy to
reflect the different demographic that could result.

Possible measures to reduce the proliferation of small pension pots

NEST is an ideal product for the target market of mobile workers who can continue to pay into the same
pot over their working life. The pensions industry is not built around that model with pension schemes set up
with individual charging and investment options based around the demographic of that particular employer’s
scheme.

Small pension pots have been accepted to date but with the advent of automatic enrolment we expect them
to proliferate and individually reduce still further in size.

We would like to see a sensible relaxation of transfer regulation to allow pots below an agreed size to be
transferred simply, without advice, either to NEST, a “roll over” product or another employer pension scheme,
so long as certain criteria are met around charges.

We would also support any move to allow employees to amalgamate separate pots at retirement to allow
them to access the best annuity rates through an open market option.

How self-employed people, and part-time, temporary, casual and agency staff, will be treated under auto-
enrolment; and the equality implications

A large proportion of the people in these categories will not be saving for their pension in old age and as a
result of their employment contracts or their working patterns they are not catered for under auto enrolment
legislation. As a result they will not receive an employer contribution to help them save.

In the case of the self-employed, reasonably, we can only provide communication and education to convince
this group that pension saving is something they should be doing. The only alternative if this fails is compulsion
in some form.

For many of those who are employed on short-term temporary contracts the period of temporary employment
does not constitute the whole of their working life. There will be periods where pension saving is not
encouraged through automatic enrolment but this may not make up a significant percentage of the time during
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which they are earning a wage. The rules around waiting periods and the earnings thresholds have been
accepted as being required to simplify the auto enrolment process and lessen the administrative and financial
burden on employers.

We cannot see any option that will bring these workers into pension saving in line with other workers , other
than removing the lower limit for contributions and insisting that all employees are auto enrolled (with the
option to opt-out) from day one of their employment.

We are unsure as to what effect this will have on increasing pension provision for those currently excluded
as we do not know what the opt-out rates in this group would be, we would suspect them to be very high
however. Any change may therefore increase the burden on employers without any appreciable benefit to the
target group. It would also significantly increase costs for providers and lead to a large increase in the number
of very small pots which could lead to a reduction in overall support for automatic enrolment.

The extent to which auto-enrolment is likely to achieve the desired behavioural change in terms of
encouraging people to make provision for retirement

Inertia will without doubt increase the take up rates of workplace pension provision via automatic enrolment.
What it will not do is increase to any great degree engagement with pension saving or exert a significant
behavioural change so that employees actively take ownership of their pension saving.

There is a risk that communication and engagement that ends with enrolment will achieve the aim of moving
people out of extreme poverty and reliance upon the state in retirement, but it will not deliver the aspirational
retirement incomes of most employees. To achieve this greater aim, individuals will need to engage with
pension saving, to contribute above the minima required by auto enrolment and/or accept greater risk in the
early years when it comes to investment. Ongoing support in the form of education, guidance and good
governance around all of these factors will be required if employees are to achieve their aim, of providing an
income in retirement that allows them to participate fully in society.

26 August 2011

Written evidence submitted by the Pensions Policy Institute

Summary

(i) The Pensions Policy Institute (PPI) promotes the study of pensions and other provision for retirement
and old age. The PPI is unique in the study of pensions, as it is independent (no political bias or vested
interest); focused and expert in the field; and takes a long-term perspective across all elements of the pension
system. The PPI exists to contribute facts, analysis and commentary to help all commentators and decision-
makers to take informed policy decisions on pensions and retirement provision.

(ii) This submission provides the PPI’s written evidence to the Work and Pensions Select Committee inquiry
on automatic enrolment into workplace pensions and the National Employment Savings Trusts (NEST)
announced in July 2011.

(iii) The introduction of auto-enrolment into pension saving in the UK from 2012 is one of the most
significant policy reforms proposed to private pension saving by any Government. The policy aims to increase
both the number of individuals saving in private pensions and to increase the total amount of private pension
saving.

(iv) International evidence of auto-enrolment reforms into private pension saving in New Zealand suggests
that auto-enrolment may significantly increase the number of people saving into a private pension. Estimates
vary depending on opt-out rates, but PPI analysis undertaken in 2007 projected that the number of people
saving into a work-based pension in the UK (either into NEST or into an existing pension scheme) as a result
of the reforms could increase by an additional four to nine million. Allowing for the recent proposed changes
to the auto-enrolment threshold, this is similar to the Government’s most recent estimates that there could be
between five and eight million new savers in work-based pension schemes, of which two to five million are
expected to be in NEST.

(v) There is more uncertainty about how the introduction of auto-enrolment will affect the total amount of
private pension saving in the UK. The reforms will increase some employers’ labour costs due to the new legal
requirement for employers to auto-enrol their eligible employees into a qualifying existing pension scheme or
into NEST and to contribute at least 3% of a band of earnings as an employer pension contribution.

(vi) It is difficult to predict how employers will react to the increased cost of employer pension contributions
that some employers will face as a result of the reforms. Some employers may pass on the increased costs to
consumers through higher prices or to shareholders through lower profits, while other employers may pass on
the costs to employees either by reducing wages or by choosing to auto-enrol their employees into a less
generous pension scheme than the one that they currently offer to existing employees.

(vii) The Pensions Policy Institute has published projections of the possible impact of the introduction of
auto-enrolment into private pensions saving on the total annual amount of pension contributions going into
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private pensions schemes (both NEST & existing pensions) in the UK. The research considered four possible
scenarios:

1. In the most optimistic scenario, in which all employers with good qualifying pensions schemes
auto-enrol into their existing pension schemes, total private pension saving in the UK could be
£10 billion higher than in the absence of the auto-enrolment reforms (in 2006–07 earnings terms)
by 2050.

2. In a cost control scenario in which employers with existing good pensions schemes continue to
spend the same amount on pensions but simply spread it more thinly across more employees after
auto-enrolment, by 2050 total pension contributions in the UK could be £5 billion higher than in
the absence of the reforms (in 2006–07 earnings terms.)

3. In a modelled employer response scenario in which some employers auto-enrol into existing good
schemes, others make changes to their existing schemes or auto-enrol into NEST, by 2050 total
pension contributions in the UK could be £2.5 billion higher than in the absence of the reforms
(in 2006–07 earnings terms.)

4. In the most pessimistic scenario, in which over time, all employers “level-down” the generosity
of their pension scheme and only offer the legal minimum of a 3% employer contribution, by 2050
total pension contributions in the UK could be £10 billion lower than in the absence of the reforms
(in 2006–07 earnings terms.)

(viii) The analysis shows that there is a wide range of possible outcomes from the Government’s reforms in
terms of the impact on the total level of private pension saving in the UK. There are two main factors that will
determine the success of the reforms in both increasing the number of individuals saving for their retirement
in a private pension and also in increasing the total amount of private pension saving in the UK:

— The extent to which individuals opt-out of pension saving after being auto-enrolled will to a large
extent determine the number of people who will be saving for their retirement in a private pension.
The decision by an individual over whether to opt-out is likely to be influenced by a range of
factors including the affordability of the employee’s pension contributions, the extent of personal/
household debt and the extent to which there is a clear message that it pays to save in a private
pension.

— Employers’ responses to auto-enrolment will determine the extent to which the reforms increase
or decrease the total level of private pension saving in the UK. If employers auto-enrol eligible
employees into existing good pension schemes where they have them, then there is likely to be a
positive increase in the total amount of private pension saving in the UK as a result of the reforms.
By contrast, if employers with existing good schemes were to start to reduce the generosity of the
employer contributions to those schemes to the level of the legal minimum of 3% of band salary,
then we could see a substantial reduction in the total amount of private pension saving in the UK.

(ix) As a result, policymakers should focus attention on:

(a) Getting a better understanding of the factors that are likely to influence individuals’ decisions to
opt-out of pension saving once auto-enrolled.

(b) Getting a better understanding of what will determine employers’ likely responses to the reforms
and what can be done to encourage employers to auto-enrol their employees into existing good
qualifying pension schemes where they have them.

(x) In terms of the implication of the reforms on NEST and on the overall shape of the private pensions
market:

— Decisions made by employers about whether to auto-enrol their employees into existing good
pension schemes or into NEST will also affect the future shape of the private pension market. PPI
Projections suggest that the size of the assets held in NEST are likely to be substantial by 2050,
and could range from one-fifth of the total private pension funds under management to one-half
by 2050 depending on employers’ responses to the reforms.

— PPI analysis suggests that that if the policy objective remains that NEST is intended as a saving
vehicle for low to median earners, then most low to median earners are unlikely to be constrained
by a contribution cap of £3,600 (in 2005–06 earnings terms) and are likely to be able to achieve
their target replacement rate within this cap. However, higher earners may not be able to achieve
their target replacement rate solely through saving into NEST.

Introduction

1. This submission considers the following questions in four different groups:

Effects of auto-enrolment on individuals:

— Estimated opt-out rates, including the possible impact of NEST if the numbers auto-enrolled
are significantly lower than predicted.

— How self-employed people, part-time, temporary, casual and agency staff will be treated under
auto-enrolment; and the equality implications.
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— The extent to which auto-enrolment is likely to achieve the desired behavioural change in
terms of encouraging people to make a provision for retirement.

Effects of auto-enrolment on businesses:

— Likely impact of auto-enrolment on businesses, especially small and micro-businesses.

— Arrangements for phasing and staging the introduction of auto-enrolment.

Wider effects of auto-enrolment:

— NEST’s potential market share and the possible effects on other providers.

— Likely impact of the limitations placed on NEST, including the contributions cap and the ban
to transfer in.

Auto-enrolment communication strategy:

— DWP communications strategy for introducing auto-enrolment and provision of advice and
support to employers and employees.

2. This response is based on a number of PPI research outputs published between 2007 and 2010:

— PPI Submission to the DWP Review: Making auto-enrolment work (2010).

— PPI Briefing note: What should qualify as earnings for auto-enrolment? (2008).

— PPI Report: Will Personal Accounts increase pension saving? (2007).

— PPI Briefing note: What should be the contribution cap for Personal Accounts? (2007).

— PPI Report: Increasing the value of saving in Personal Accounts: rewarding modest amounts of
pension saving (2007).

3. This written evidence is intended as a contribution to the policy debate about the potential impact of the
Government’s private pension reforms. The information contained in this response should not be relied upon
by individuals or their advisers in making decisions relating to their own personal circumstances.

4. It is important to highlight that many of the findings from these research outputs related to the policy that
was proposed at the time these research outputs were published. However, most of the findings are relevant to
the questions set out in this inquiry and, where possible, it is highlighted in this response how subsequent
policy changes introduced after the research was published may have had an effect on the issue analysed in
each specific question.

5. It is therefore helpful to compare the provisions regarding auto-enrolment and NEST (originally called
Personal Accounts) legislated in the Pensions Act 2008 and outlined in previous Government White Papers,
and those proposed in the 2011 Pensions Bill, currently under consideration by Parliament. Table 1 compares
such provisions.

Table 1

PROVISIONS LEGISLATED IN THE PENSIONS ACT 2008 AND PREVIOUS WHITE PAPERS,
COMPARED TO THOSE PROPOSED IN THE 2011 PENSIONS BILL

Aspect Pensions Act 2008 and previous Proposed in 2011 Pensions Bill
White Papers

Auto-enrolment earnings threshold Gross earnings of £5,035 (2006–07 Gross earnings of £7,47514

earnings terms). (2011–12 earnings terms).
Band of qualifying earnings Gross earnings from £5,035 to Gross earnings from £5,715 to

£33,540 (2006–07 earnings terms). £38,18515 (2010–11 earnings
terms).

Minimum Contributions 3% of band earnings from the 3% of band earnings from the
employer, 4% from the employee, employer, 4% from the employee,
1% from Government through tax 1% from Government through tax
relief.16 relief.17

NEST charging structure Annual Management Charge AMC: 0.3%
(AMC): 0.3%.18 Contribution charge until the loan

to set up NEST is repaid: 1.8% on
total contributions.19

14 As proposed in the 2011 Pensions Bill.
15 DWP (2011) Automatic Enrolment and Workplace Pension Reform—the facts.
16 It is estimated that the tax relief offered by the Government on private pension contributions is roughly equivalent to a 1%

contribution from the Government for basic rate taxpayers. However, for higher rate taxpayers the value of the relief will be
higher than 1%.

17 As above.
18 As proposed in: DWP (2006) Personal Accounts: a new way to save.
19 Announced on 24 November 2010. Press Release: NEST Corporation Sets NEST Charging Level.
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Aspect Pensions Act 2008 and previous Proposed in 2011 Pensions Bill
White Papers

Staging of auto-enrolment No provision. From October 2012 to September
2016, depending on employer
size.20

Phasing in of contributions No provision. 11/2011 to 09/2016: 2%, with a
minimum 1% from the employer.
10/2016 to 09/2017: 5%, with a
minimum 2% from the employer.
10/2017 onwards: 8%, with a
minimum 3% from the
employer.21

Effects of Auto-Enrolment on Individuals

6. Estimated opt-out rates, including the possible impact of NEST if the numbers auto-enrolled are
significantly lower than predicted. The Pensions Bill 2011 proposes to set the earnings threshold from which
employees must be auto-enrolled in workplace pensions at £7,475 per year (in 2011–12). Auto-enrolled
employees will have the right to opt-out. In addition, people who are not eligible for auto-enrolment, because
their earnings are below the £7,475 threshold, or those aged between 16 and 22 years old, will have the right
to opt-in to NEST.22 The self-employed will also have the right to opt-in.

7. Auto-enrolment in workplace pensions is likely to increase the number of people saving into a pension.
However, the proportion of people who decide to opt-out, as well as the proportion of people that are entitled
and decide to opt-in, will determine the actual amount of people saving into a workplace pension once the
reforms are fully rolled out.

8. Estimating participation rates is complex given that the UK will become the second country in the world
in introducing a national system of auto-enrolment into private pension saving with the option to opt-out. The
other example, New Zealand’s KiwiSaver, went live on 1 July 2007. There are however, significant design
differences between the two schemes that may make comparisons difficult.23 In particular, in KiwiSaver
individuals are only auto-enrolled when starting work for the first time, or when changing jobs and the level
of voluntary opt-ins to KiwiSaver through employers or providers has been substantial.

9. Recent estimates from New Zealand’s Inland Revenue, show that the opt-out rate, calculated as the number
of people who opted-out divided by the number of people who were auto-enrolled, has been around 33% in
the first three years from 2007–08 to 2009–10.24

10. In 2007, the PPI published some research estimating the impact of different participation rates on the
possible total number of people saving into workplace pensions and NEST. It is important to note that the auto-
enrolment earnings threshold used was £5,035 (in 2006–07 earnings terms), as proposed by the Government at
the time, rather than the current £7,475 (in 2011–12) proposed in the Pensions Bill 2011.

11. This research used three possible scenarios,25 which were intended to illustrate the possible range of
outcomes from the Government’s proposed reforms, rather than being forecasts:

— Optimistic Scenario: 20% of eligible employees opt-out of work-based saving, in line with the top
range estimate made by the Government at the time,26 and 0.9 million self-employed and 0.9
million other individuals opt-in.

— Central Scenario: 33% of eligible employees opt-out of work-based saving, in line with the central
case estimate made by the Government at the time, and 0.75 million self-employed and 0.6 million
other individuals opt-in. The 33% opt-out rate is similar to the three-year equivalent for New
Zealand’s KiwiSaver.

— Pessimistic Scenario: 50–60% of eligible employees opt-out of work-based saving, in line with the
lower estimate made by the UK Government (50% opt-out) and the lower participation estimate
made by the New Zealand Government for KiwiSaver (60% opt-out), and 0.5 million self-
employed and 0.3 million other individuals opt-in.

20 See DWP (2011) Automatic Enrolment and Workplace Pension Reform—the facts. Larger employers will begin auto-enrolling
their entitled employees first and then smaller employers will follow on a mostly monthly basis.

21 As above.
22 Provided their earnings are at least equal to the lower limit of the earnings band: £5,715.
23 See PPI (2007) Will Personal Accounts increase pension savings?, p 37.
24 Inland Revenue (2010), conclusions. This figure was calculated using the total number of people who were auto enrolled and

remained auto-enrolled (1,241,677) and the total number of people who were auto-enrolled but opted-out (604,705). The rate
results from: 604,705/(1,241,677 + 604,705).

25 The scenarios did not include employees and employers in the public sector. See PPI (200) Will Personal Accounts increase
pension saving?

26 DWP (2006) Security in retirement: Regulatory impact assessment.
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12. Under an optimistic scenario, it was estimated that there could be around nine million new savers in
work-based pension schemes and NEST in the UK. Under a central scenario, there could be an additional
seven million new savers. Finally, under a pessimistic scenario, the estimated number of new savers in work-
based pension schemes and NEST would be around four to five million.

13. Latest estimates by DWP suggest that the change in the auto-enrolment threshold from the original
£5,035 of gross earnings (in 2006–7 terms) to £7,475 of gross earnings (in 2011–12 terms) will decrease the
number of people eligible for auto-enrolment by up to 0.6 million.27 The Government’s recent estimates show
that there could be between five and eight million new savers in work-based pension schemes, of which two
to five million are expected to be in NEST.28

14. How self-employed people, part-time, temporary, casual and agency staff will be treated under auto-
enrolment; and the equality implications. Under current legislation the self-employed are not required to be
auto-enrolled. However, they may opt-into NEST and pay voluntary employee contributions at the statutory
minimum of 4% of band earnings and receive 1% from Government through tax relief.

15. Following the auto-enrolment review,29 it has been proposed in the Pensions Bill 2011 that individuals
with earnings above £7,475 (in 2011–12 earnings terms) will be auto-enrolled but that they will pay
contributions on a band of earnings in excess of £5,715. This is different to the original provisions set out in
the Pensions Bill 2008, which set the auto-enrolment trigger and the lower limit of the band earnings at £5,035
(in 2006–07 earnings terms). This means that people with earnings between £5,715 and £7,475 may not benefit
from being auto-enrolled and saving into a pension. This could specifically apply to part-time, temporary,
casual and agency staff who are more likely to have a lower earnings than full-time employees and may
consequently fall within this income bracket. An estimated 600,000 individuals have earnings between £5,715
and £7,475,30 and under the proposed policy changes these individuals would not automatically benefit from an
employer contribution that would increase their retirement income, unless they opt themselves into the system.

16. The extent to which auto-enrolment is likely to achieve the desired behavioural change in terms of
encouraging people to make a provision for retirement. Whether auto-enrolment will achieve the expected
behavioural change of increasing the number of people saving into a pension will depend on a number of
factors:

(a) Opt-out rates: it is difficult to anticipate the expected opt-out rates as the UK will be only the
second country in the world, after New Zealand, in incorporating a national system of auto-
enrolment into private pension saving with the option to opt-out.31 The international evidence
from New Zealand’s KiwiSaver and 401K schemes with automatic enrolment in the US suggest
that we can expect a large increase in the numbers of new pension savers. However, there is a
question about whether this will lead to an increase in total pension saving.

(b) The number of people who opt-into NEST: current legislation stipulates that the self-employed
can opt-in and make voluntary contributions at the statutory employee minimum of 4% of band
earnings and receive an extra 1% contribution from the Government through tax relief. Also, those
employees between 16 and 22 years old and between State Pension Age and 75 years old, can
opt-in and benefit from the employers contribution of 3% of band earnings.32 It is also hard to
estimate how many eligible people in this group will decide to opt-in. Official estimates,33 used
in previous PPI work, show that the number of the self-employed who could opt-into NEST could
vary from 0.5 million to 0.9 million.

(c) Employers’ reaction: it is also hard to predict how employers will react to the reforms, which will
entail an increase in labour costs for some employers as employers will need to auto-enrol their
qualifying employees and they will need to contribute at least 3% of a band of earnings. As a
result, employers may decide to pass on this increase in costs either by increasing prices or
reducing profits—in this case consumers or shareholders would lose out from the reforms.
Employers could also reduce wage settlements or reduce the generosity of their pension scheme
to try to offset some of the extra costs related to the increased participation in pension schemes
following auto-enrolment—in this case employees may be affected.

Effects of Auto-enrolment on Employers

17. Likely impact of auto-enrolment on businesses, especially small and micro-businesses. Employers have
shown different levels of awareness and possible reactions to the legislated provisions regarding auto-enrolment
in workplace pensions. A survey carried out by DWP in 2009 showed that around 44% of all private sector
employers had some awareness of the reforms. Larger employers were more likely to be aware of the reforms
than smaller employers; almost three-quarters (73%) of employees worked for an employer who had heard
about the reforms. Awareness was particularly low among employers with no workplace pension scheme and
27 DWP (2011) Pensions Bill Summary of Impacts, p 12.
28 DWP (2011) Pensions Bill, Workplace pension reform legislation. Impact Assessment p 47.
29 Johnson, P, Yeandle, D and A Boulding (2010) Making Automatic Enrolment Work.
30 See Johnson, P, Yeandle, D and A Boulding (2010) Making Automatic Enrolment Work, p 100.
31 It is important to highlight that there are important differences in the design of both systems of auto-enrolment.
32 Provided they have earnings of at least £5,715.
33 DWP (2006) Security in Retirement: Regulatory Impact Assessment, paragraphs 2.50, 2.56, 2.58.
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among those with only shell schemes (workplace pension schemes without any members among current
employees).34

18. Employers could pass the increased labour costs due to having to auto-enrol their qualifying employees
in a number of ways:

— to consumers through higher prices;

— to employees through lower wage increases;

— to shareholders or owners through lower profits; and

— to pension scheme members, through lower contributions, if they already contribute more than the
minimum 3% required.

19. According to the survey carried out for DWP, 31% of employers said they would absorb costs through
profits/overheads, 18% said they would absorb costs through lower wage increases, 16% through restructuring
or reducing the workforce and 15% through increased pricing.35 The survey also found that among those
employers currently contributing at least 3% to their largest workplace scheme, 90% expected to retain the
same contribution rate for existing members after the reforms, while 4% expected to contribute more than their
existing rate and 6% expected to contribute less.36

20. Depending on how employers finally react to the reforms, it is possible to project different outcomes in
terms of the total amount of pension saving, which can be measured by the total pension contributions (from
the employer, the employee and the Government through tax-relief) once auto-enrolment is fully in place.

21. In 2007, the PPI analysed the possible impact of employers’ behaviour on total pension contributions
once auto-enrolment is fully in place.37 Before discussing the results and their insights for this response, it is
important to note the differences in the provisions regarding auto-enrolment and NEST that were in place at
the time of the research and those currently in place, as shown in Table 1.

22. The PPI analysis considered four possible scenarios of employer behaviour. The scenarios were stylised
and some were deliberately extreme to show the full range of outcomes from the policy. All the scenarios were
based on an overnight introduction of the reforms in 2012:

— An “employers enrol on existing terms” scenario. This scenario assumed that employers already
offering a pension scheme with at least a 3% employer contribution decide to keep the scheme
open on the same terms as would be the case without reform. They therefore pass on the cost of
the increased participation resulting from auto-enrolment to consumers, shareholders or to
employees through lower wages, but they do not reduce pension contributions.

— A “cost control scenario” in which employers with good pension schemes hold the total amount
that they spend on pensions constant and pass on the costs of the reforms through lower pension
contributions. In this scenario, employers who contribute more than the 3% minimum into a
pension scheme reduce their pension contributions to maintain the same overall level of
expenditure on pensions as before the reforms were introduced. Employers who do not already
offer a pension scheme (or who offer less than a 3% employer contribution) are assumed to
contribute the 3% minimum. Therefore, they are assumed to pass on the costs in one of the other
three ways: to shareholders through reduced profits, to consumers through higher prices or to
employees through lower wages.

— A “modelled employer response scenario.” Employers are assumed to act in the way suggested by
a survey on employers’ attitude to auto-enrolment conducted by Deloitte.38 The survey was chosen
because, at the time of the analysis, it was the most recent survey on employers’ attitudes to auto-
enrolment. In this scenario, employers are assumed to act in different ways, with some keeping
their scheme open on current terms and others closing their scheme to new members or reducing
their contribution levels.

— An “employers enrol on minimum terms” scenario. This is an extreme scenario as it assumes that
all employers contribute a minimum of 3% of a band of earnings for all newly enrolled employees.
Employers who currently offer schemes with more than a 3% contribution are assumed to keep
their current contribution rates for existing members. However, in the long-term, as people switch
jobs, the minimum 3% contribution becomes the norm.

23. In the most optimistic scenario in which all employers auto-enrol their qualifying employees under
existing terms, total annual pension contributions in the UK could be £10 billion (in 2006–07 earnings terms)
higher than without the reforms by 2050. By contrast, in the most pessimistic scenario in which all employers
make only the minimum contribution of 3% of band earnings, total annual pension contributions could be £10
billion (in 2006–07 earnings terms) lower than without the reforms by 2050.
34 DWP (2010) Employers’ attitudes and likely reactions to the workplace pension reforms 2009: Report of a quantitative survey,

p 2.
35 DWP (2010) Employers’ attitudes and likely reactions to the workplace pension reforms 2009: Report of a quantitative survey,

p 4.
36 As above, p 80.
37 PPI (2007) Will Personal Accounts increase pension saving?
38 Deloitte (2006) Pension reform in the workplace.
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24. If employers treat pensions like a budget and control costs total annual pension contribution could be £5
billion higher (in 2006–07 earnings terms) than without the reforms by 2050. If employers respond in line with
a survey of likely attitudes, total annual pension contributions could be £2.5 billion higher than without the
reforms by 2050 (Chart 1).
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25. The analysis shows that auto-enrolment policy will be far more successful in increasing the total level
of pension saving if employers with existing good pension schemes auto-enrol eligible employees into those
existing good pension schemes. Therefore, the policy should be designed to make it as simple as possible for
employers with good pension schemes to use those schemes to fulfil their new legal obligations.

26. Arrangements for phasing and staging the introduction of auto-enrolment. The staging of auto-enrolment
will imply that people employed by large employers will be auto-enrolled and will start to save into a pension
much earlier than people employed by small employers. In addition, the phasing in of the employer contribution
will mean that all auto-enrolled employees will receive a lower employer contribution than the minimum 3%
of a band of earnings until October 2017. These changes may affect the value that different individuals will
get from saving into a pension. Specifically, these changes may affect older employees, who have fewer years
to accumulate savings into a workplace pension or into NEST than younger employees.

27. PPI research in 2010, building upon research published in 2007, estimated the value of saving into a
pension scheme similar to NEST for different types of individuals. “Value” was calculated by modelling the
internal rate of return individuals would get from being auto-enrolled into a scheme similar to NEST.40 The
internal rate of return is the nominal interest rate that an individual receives on their contributions, after
allowing for the effects of tax relief, employer contributions, investment returns, charges, income tax and post-
retirement means-tested benefits.

28. This analysis looked at the impact of the system as of June 2010, which included the staging in of auto-
enrolment and the phasing in of employer contributions as well other changes announced in 2010:

— The uprating from 2011 of the Basic State Pension by the “triple lock” of the higher of earnings
growth, price inflation-the RPI in 2011 and the CPI in subsequent years-or 2.5%.

— The indexation of SERPS/S2P in payment by CPI from April 2011.

— NEST’s initial contribution charge of 2% and an annual management charge of 0.3% per year.41

The original analysis assumed that NEST would have a charging structure equivalent to a 0.5%
per year AMC. Although in aggregate these charging structures are likely to be broadly similar in
the long-run, they may have different impacts on different types of individuals.

39 For more details on the data for this chart see PPI (2007) Will Personal Accounts increase pension saving, Table 8, p 24.
40 PPI Individual Modelling.
41 It was subsequently announced in 2010 that NEST would have an AMC of 0.3% and a contribution charge of 1.8%. Announced

on 24 November 2010. Press Release: NEST Corporation Sets NEST Charging Level.
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29. It is important to note that the analysis cannot isolate the effect of the staging of auto-enrolment and the
phasing in of contributions. However, it may provide an overall picture of how these changes, in addition to
those announced since 2010, are likely to affect different individuals.

30. Chart 2 compares the internal rate of return (IRR) for individuals from saving into NEST under the
system that was in place at the time of the last analysis in 2007 (rolled forward to 2010) with the system in
place after incorporating the recent policy changes in NEST and state pension indexation announced in 2010.

Chart 2
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31. Under the system in place after the June 2010 Emergency Budget announcements, which included the
staging of auto-enrolment and the phasing in of contributions, the IRR was reduced for some older individuals,
while it was increased for some younger ones:

— The IRRs of the 25 years old female carer and the 25 years old low-earning female are both
increased by the policy changes.

— However, individuals with the same characteristics but aged 55 in 2012 rather than 25 would see
lower IRRs as a consequence of the policy changes.

32. Although the results do not isolate the effect of the staging of auto-enrolment and the phasing in of
contributions, this analysis indicates that recent policy changes could affect older individuals. Older individuals
have comparatively less time to accumulate a pension pot than younger ones. In this context, the phasing in of
contributions, in addition to NEST’s contribution charge, reduce the total amount of contributions going to
each individuals’ accounts and this has a much more negative effect for older individuals than for younger ones.

Wider Effects of Auto-Enrolment

33. NEST’s potential market share and the possible effects on other providers. The introduction of NEST is
likely to affect current pension provision as employers will have a choice of auto-enrolling their employees
into an existing workplace pension scheme or into NEST.

34. The PPI estimated the potential split of aggregate pension funds in existing provision and in NEST under
similar scenarios as those described in paragraph 22 (Chart 3).42

42 Given that the analysis took place in 2007, the same caveats regarding the assumptions used that were explained in the analysis
shown in Chart 1 apply for this part of this analysis. For this section, see PPI (2007) Will Personal Accounts increase pension
saving?, chapter 3.
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35. In the absence of reform, the aggregate size of pension funds is projected to reduce from £1,100 billion
in 2012 to around £800 billion by 2050, in 2006–07 earning terms. This is primarily the result of the assumed
decline in private sector defined benefit (DB) schemes. All of these funds would be held in existing provision,
because without the reforms NEST would not exist.

36. When the reforms are introduced pension funds will be split between existing types of provision and
NEST, although the aggregate size of pension funds in NEST will take some time to build up.

37. If employers enrol employees on existing terms or control their costs by reducing the average level of
their voluntary contributions, the total size of pension assets held in existing types of provision could remain
similar in 2050 to what is expected without reform. In these scenarios, assets held in NEST could increase to
around £200 billion (2006–07 terms), representing around one-fifth of the total pension funds under
management.

38. In the modelled employer response scenario, NEST could represent one-third of the total assets by 2050.
And, if employers auto-enrol on minimum terms, the proportion of pension assets held in NEST could be a lot
greater, representing as much as half of the total funds under management by 2050.

39. Likely impact of the limitations placed on NEST, including the contributions cap and the ban to transfers
in. Current legislation establishes a limit on the total amount of contributions that can be made into NEST of
£3,600 a year in 2005–06 terms.44 The original intention of this contribution cap was to avoid unfair
competition to existing pension provision and to ensure that NEST was used as a pension saving vehicle for
low to moderate earners.

40. Current legislation also imposes a ban to transfer pension rights that have already been built up under
existing provision into NEST. The limit on transfers-in is intended to reduce the potential negative impact of
the introduction of NEST on existing provision. However, this policy is due to be reviewed in 2017.

41. In 2007, the PPI estimated the average annual combined pension contributions that could be needed for
different types of individuals, members of NEST, to reach their Pensions Commission’s replacement rate (Chart
4). The analysis assumed that NEST would achieve a 3% real investment return. If returns turn out to be lower,
individuals may need to make greater contributions to achieve their target replacement rate.45

43 For a full detail of the data behind these estimates, see PPI (2007) Will Personal Accounts increase pension saving?, Table 8, p
24.

44 This is equivalent to £4,300 in 2010–11. The limit will be uprated with earnings for implementation in 2012.
45 Employers are assumed to contribute 3% of employees’ band earnings. Employees are assumed to contribute the same percentage

of their band earnings from 2012 until retiring at state pension age. The analysis also assumed that workers convert their entire
pension pot into a level annuity, without a spousal benefit. Since the original analysis was carried out in early 2007, it does not
take into account the changes in the Pensions Act 2007 or the indexation of the Basic State Pension by the “triple-lock” of the
higher of earnings, CPI or 2.5% from 2011. A higher BSP will mean that the level of contributions needed to hit the target
replacement rate will be lower, so the numbers in Chart 4 may be over-estimates.
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42. The analysis shows that the contribution cap of £3,600 per annum is unlikely to constrain the ability of
lower and median earners to meet their target replacement rates, with the exception of the modelled woman
enrolled into NEST at age 40 and with career breaks.

43. It is possible to conclude that if the policy objective remains that NEST is intended as a saving vehicle
for low to median earners, then most low to median earners are unlikely to be constrained by a contribution
cap of £3,600 (in 2005–06 earnings terms) to achieve their target replacement rate. However, higher earners
may not be able to achieve their target replacement rate solely through saving into NEST.

Communication Strategy for Auto-Enrolment

44. DWP communications strategy for introducing auto-enrolment and provision of advice and support to
employers and employees. The communication strategy set up by DWP will be critical to ensure that both
employees and employers understand the obligations and implications of the new system. Specifically:

— Employers will need to understand what their obligations are in terms of the earnings above which
they need to auto-enrol their employees and the contributions they will need to make. Employers
will also need to understand that the reforms will have a cost implication for them. This is due to
the fact that employers who currently do not offer a pension arrangement will be required to
contribute at least 3% of a band of earnings for their auto-enrolled employees. Previous PPI
research has shown that the success of auto-enrolment may vary depending on how employers
react to the reforms.47

— Employees will need to understand what could be the consequences of remaining within a work-
based pension or NEST or opting-out. Previous PPI research has shown that some individuals will
be better-off if they remain opted-in, whereas some others may not receive a good value from
saving into a personal pension.48 Career patterns, life expectancy after retirement and the
interaction with the tax and means-tested benefit system affect the value that individuals may get
from saving into a personal pension.

26 August 2011

46 See PPI (2007) What should be the contribution cap for Personal Accounts? Briefing Note 38.
47 See PPI (2007) Will Personal Accounts increase pension saving? Chapter 2. It is important to note that this analysis was based

on the system as announced in 2007 and some of the assumptions on the enrolment threshold and NEST charging structured
have changed. See page 41 for a detail of the assumptions in this analysis.

48 See PPI (2007) Will Personal Accounts increase pension saving? Also see PPI (2010) PPI Submission to the DWP Review:
Making Auto-enrolment work.



cobber Pack: U PL: CWE1 [O] Processed: [12-03-2012 13:32] Job: 014906 Unit: PG07

Work and Pensions Committee: Evidence Ev 123

Written evidence submitted by the Trades Union Congress (TUC)

1. Introduction

1.1 The TUC strongly supports auto-enrolment, contingent employer contributions and the creation of NEST
as a low-cost pension scheme that remedies the failure of the market to properly serve the interests of low to
median earners. We welcome this opportunity to set out our views on the progress of this policy, and have
concentrated in this evidence on those parts of the terms of reference where we have views or experience
to contribute.

1.2 The decline in employer support for pensions has been dramatic. By 2010 only 39% of male employees
and 2% of female employees belonged to an employer-sponsored pension scheme in the private sector,
compared with 52% and 37% respectively in 1997, with pension coverage concentrated on those with higher
earnings.1

1.3 While the TUC has long backed compulsion, we recognised that auto-enrolment and the other
recommendations of Lord Turner’s Pensions Commission created the opportunity to create a very wide
consensus around a comprehensive reform programme. We have therefore backed the 2012 reform programme
as important steps in the right direction, but also believe that the 2017 review will need to ask hard questions
about the success of auto-enrolment and the adequacy of contribution levels.

1.4 While we recognise that major reforms will need to wait for the 2017 review we think there is a strong
case for creating a more level playing field for NEST before then by lifting the contribution cap and by ending
the ban on transfers in and out of NEST. These changes are justified by the development of differential pricing
for deferred and active members of pensions, and the need to deal with the problem of multiple small pots,
highlighted by the Government’s review of the regulatory arbitrage2 planned by some pension companies
planning to exploit the loophole that would allow employers to reclaim contributions from trust-based schemes.
These changes are in line with those recommendations made by the Making Auto-Enrolment Work (MAEW)
review3 set up by the Government that have not been included in the subsequent Pensions Bill.

1.5 While the MAEW review held to the basic principles of auto-enrolment by resisting calls to end universal
auto-enrolment we were disappointed by the introduction of the optional waiting period and the higher earnings
threshold for auto-enrolment, subsequently included in the Pensions Bill.

2. Transfers in and out of NEST and the small pot issue

2.1 We are disappointed that the Government has not taken forward the recommendation in the MAEW
review to allow transfers in and out of NEST.

2.2 The review indicated that people could easily retire with multiple small pension pots. These will be
difficult for individuals to deal with and multiple small pots may well face higher deferred member charges
from pension providers. If the Government’s review of short-service refunds concludes that they should end
(as we have argued) it is likely that the number of small pots will increase. There will also be a need to find a
home for pension contributions paid into DB pensions, if the review accepts that expecting employers to deal
with small defined benefits (DB) scheme pots built up during a short job tenure would be unreasonable but
still expects contributions to be retained as pensions savings.

2.3 We understand that there was a wish to protect pension companies from the competition offered by
the low cost and simple default fund structure offered by NEST in order to maintain consensus around the
recommendations of the Pensions Commission. But we have consistently argued that there is no justification
for this special treatment, especially as these reforms deal with what is widely recognised as a market failure.

2.4 Since the original discussions that led to the ban on transfers the argument for change has grown stronger.
Firstly the size of the small-pot problem has become more apparent. Indeed it is unlikely that pensions
companies are keen to maintain numerous unprofitable small pots. Using NEST as a default home for small to
medium pot transfers—and indeed any transfers—makes sense for savers and employers. Secondly the
introduction of active member discounts/deferred member penalties underlines the advantages for consumers
of NEST given that it does not differentiate between active and deferred members.

2.5 The ban on transfers out of NEST should also be lifted. We have consistently pointed to the likelihood
of migrant workers only in the UK for a short period of time building up a small NEST pot which they will
not be able to access until many years after they may have left the country. It is also highly likely that many
young people will build up a small NEST pot before working for an employer with a quality pension scheme
where they may wish to transfer their NEST pot.

3. NEST Contribution Cap

3.1 We are disappointed that the Government has not acted on MAEW’s recommendation to legislate at an
early stage to remove in 2017 the NEST contribution cap of £3,600 (2005–06 terms).

3.2 As with the transfer ban, the cap was introduced to protect the pensions industry from competition from
NEST’s low cost scheme, and to ensure that NEST concentrated on its target membership of low to median
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earners. However we have always argued that this was an unfair restriction that hinders both consumers
and employers.

3.3 It is wrong to think that members of NEST’s target market will never wish to save more than the cap.
They may receive some additional non-earned income such as a legacy that they may wish to put towards their
pension. They may be at a stage in their life when they wish to give some priority to building up their pension
and be prepared to reduce consumption to do so. The pensions system should not discourage this.

3.4 The strongest argument for lifting the cap is that it imposes unnecessary burdens on employers. NEST
has won wide praise for developing an extremely simple product that businesses will find easy to operate.
Employers can be confident that they are making a pensions choice that will be good for their staff and easy
for them to use. However, the cap means that it may well not be suitable for all the staff of an organisation as
it will not prevent better paid staff making the level of contributions needed for a reasonable target replacement
income. While some employers will wish to have different pension arrangements for staff in different
circumstances, it is absurd that the law forbids them from choosing NEST for all their staff.

4. NEST investment strategy

4.1 We support the investment strategy developed by NEST. This has been based on an impressive amount
of high-quality research into the attitudes and behaviour of the target group of low to median earners who have
not been properly served by other pension providers. It is perhaps surprising that work of this depth and calibre
has not been undertaken—at least to our knowledge—before.

4.2 We are aware that some have criticised NEST for some aspects of their investment strategy, particularly
the low risk foundation stage. But this is clearly based on good research into the risk appetite of likely savers,
and given the small amount that will be built up by most NEST savers over their first few years of membership
will make little difference to their eventual pension pot. As the research shows that investment volatility could
well lead to people deciding to opt-out of pensions saving, we think that the foundation stage is a welcome
innovation in pensions design. The issue for us is not why is NEST’s offer somewhat novel, but why are other
default options not built on the same assumptions and research.

5. NEST market share and viability

5.1 NEST is clearly confident that its projections for take-up will allow it to become financially viable within
the planned timetable. We see no reasons to doubt these. Of course levels of opt-out may be much higher than
research or international experience suggests, but if this occurs then the whole policy of auto-enrolment will
have failed. This will not just be a problem for NEST and other pension providers, but for the public policy
objectives behind the 2012 reforms, and will require serious consideration of compulsion.

5.2 It has to be said that current economic circumstances are not those that anyone would choose for the
introduction of auto-enrolment. The living standards of the target group for auto-enrolment did not grow in
line with the wider economy in the years before the 2008 crash. Now they are falling as wages fail to keep up
with inflation. The market turbulence of recent weeks may well further deter those with no previous experience
of investing from doing so. Although experience in other countries suggests that inertia will deliver many
millions into making their first pension contributions, no-one can predict with certainty what opt-out rates will
be, although we are cautiously optimistic that the policy will go a long way to meet the ambitions set by the
Pensions Commission.

5.3 Whatever the eventual opt-out rate, for NEST to be able to offer the lowest possible charges to its
members it needs to not just cater for employers and scheme members in which no other pension provider
would be interested but achieve a reasonable share of the wider workforce. Given its low charges and its
concentration of lower earners it is clearly a suitable choice for many employees.

5.4 We are concerned however that there are a number of obstacles faced by NEST that mean that it may
not reach its proper potential. NEST already faces the additional costs associated with its public service
obligation to accept any employer. This is met to some extent by the terms of the “soft loan” to cover NEST’s
set up costs. Further restrictions simply result in an unfair advantage to existing providers, who have failed
this market in the past. We have already described the problems caused by making it the only pension scheme
with a ban on transfers and the only pension scheme with a cap on contributions.

5.5 But we are also concerned with the potential for mis-selling scandals in the provisions of pensions to
meet the employer auto-enrolment duty. The sale of financial services to consumers is now rightly heavily
regulated, but the employer duty requires every employer to “buy” a pension scheme for their staff, and this
market is unregulated.

5.6 Employers will tend to seek advice from Employee Benefit Consultants (EBCs) or IFAs, but there is a
danger that they may not give unbiased advice regarding NEST.

— NEST does not offer commissions—the main driving force for IFA business.

— EBCs may recommend products in which they have a wider commercial interest through providing
administrative or continuing paid-for advice with the pensions options they recommend.
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5.7 We are very worried that the pensions industry—who lobbied hard against requiring trust-based
governance for auto-enrolled pensions—are now developing trust-based arrangements to exploit the loophole
that allows trust-based schemes to make short-service refunds of employer and employee refunds. This drives
a stake through the heart of auto-enrolment as one of its main purposes is to allow workers in sectors with
short tenure and high churn rates to build up a pension. We welcome the Government’s intention to close this
loophole, but are concerned that they have not used the current Pensions Bill to do so. We understand some of
the technical difficulties, but believe that an interim solution of paying all short-service refunds to the employee
would remove at a stroke the incentives to exploit this loophole, and could be achieved by a relatively simple
amendment.

5.8 NEST is not therefore operating on a level-playing field, but faces obstacles that hurt the consumer,
mostly burden employers and seem mainly designed to help an industry that has failed to serve the target
market in the past. The MAEW review exhaustively considered whether auto-enrolment could work without
NEST. It concluded that it could not. As NEST is therefore a vital part of the new pensions landscape, it does
not make sense to hobble it.

6. Phasing, staging and the impact on business

6.1 We understand why the implementation of auto-enrolment has been staged, and why contributions are
being phased, even if we are disappointed that the combined effect means that it will not be until 2017 that
auto-enrolment at full contribution levels will be universal. But this will undeniably minimise the cost of the
reforms on business.

6.2 Understandably many people have used the shorthand of talking about an 8% minimum contribution rate
for auto-enrolment. But this is misleading as the 8% is only payable on a band of earnings. Those who earn a
salary exactly at the top of the earnings band will be putting 6.8% of their pay into their pension, as no
proportion of their pay below the bottom of the earnings band generates a contribution. Anyone earning more
or less than this will be getting less. Employers are liable for 3/8th of this so the maximum employer
contribution will be 2.55%. Few employees earn exactly this amount so the total extra payroll cost for most
employers will be significantly less.

6.3 While we would argue that this shows that the minimum contribution rates have been set too low, and
that they mean that the low-paid could get very small contributions, it is undoubtedly the case that they ease
the introduction of auto-enrolment for business. Staging and phasing (with small employers coming last in the
queue) mean that these costs should be relatively easy to absorb for most employers.

7. Certification process

7.1 As a result of the MAEW review the current Pensions Bill will introduce a new test that simplifies the
way that employers can certify that their defined contributions (DC) scheme meets the necessary quality test
for auto-enrolment. We recognise that this is an issue for employers but we also want to ensure that employees
do not lose out, and that no loopholes are introduced.

7.2 We note that amendments were passed in the House of Lords to strengthen the tests so that at least 90%
of workers where certification is used receive no less than the statutory minimum. Plus, starting in 2017 the
Secretary of State will periodically review the certification test at least every three years and has the power to
strengthen or repeal the test.

7.3 We are disappointed that the guidance4 says that no respective calculation of shortfalls in contributions
is required regarding the certification of money purchase schemes. Although we note that if the Pensions
Regulator determines schemes have mis-certified schemes may be required to make retrospective payments of
contributions. We would also question why this is guidance rather than regulations.

8 Charges

8.1 We are pleased the Pensions Regulator has recently said they will gather further information on charges
and consider refinements on disclosures. While they said schemes should offer value for money they did not
set a benchmark.5

8.2 Low charges are essential. NEST will set a new low charging standard for workplace pensions. Any
default option that is higher than this should be able to demonstrate why it is more than the NEST default
option for its scheme members.

8.3 David Pitt-Watson has highlighted the impact of charges as part of the Tomorrow’s Investor project at
the Royal Society of Arts. He showed that current charges of 1.5% per annum amount to around 40% of total
pension over the lifetime of a DC investment.

8.4 There is also a need to further consider active member discounts, or what the TUC and consumer groups
term “deferred member penalties”, where members are charged more on leaving an employer. We are also
aware of some employers requiring leavers to transfer out of their pension.
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8.5 The new guidance for offering options for DC enrolment pension schemes, which covers both contract-
based and occupational schemes, states that that “the default option should be appropriately and competitively
priced for active and deferred members and charges should not be excessive in relation to the prices being
provided”.6 However, the TUC wanted to see regulation which ensures that all savers can be reassured that
they will not face charges significantly higher than the benchmark established by NEST and that deferred
member penalties are forbidden.

9. Communication

9.1 It is vital that the Pensions Regulator, DWP and NEST have well-resourced, well-designed and targeted
communications and advice for both employers and (potential) members so that both parties are aware of their
respective responsibilities and their right to save. Unions stand ready to play their part in communicating the
benefits of auto-enrolment and pensions savings, and we are working closely with the DWP and NEST.

9.2 Members need to be aware of the compliance regime and how they can whistle-blow if they are aware
of a non-compliant employer.

10. Improving DC

10.1 In conclusion we think it is worth the Committee considering a wider inquiry into DC pensions. The
decline of DB and the growth of auto-enrolment will mean a rapid growth in DC pensions, but many of these
are unlikely to deliver pensions that members will think are adequate. With members bearing all the risks
(other than those shared through annuitisation) it is right to ask whether they can be improved. We would
suggest the following questions need to be tackled:

— Are the minimum contributions adequate?

— Are charges in some schemes too high, and can they be got lower?

— Can we improve governance by adopting trust-based or other governance that puts member
interests first?

— Are there ways of sharing risk between members and with employers that can overcome some of
the problems of volatility and penalties of individual life-styling?
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Written evidence submitted by Association of British Insurers (ABI)

The ABI

The ABI is the voice of insurance, representing the general insurance, investment and long-term savings
industry. It was formed in 1985 to represent the whole of the industry and today has over 300 members,
accounting for some 90% of premiums in the UK.

Executive Summary

1. The ABI welcomes the opportunity to contribute to the Work and Pensions Select Committee’s inquiry
into automatic enrolment in workplace pensions and the National Employment Savings Trust (NEST). The
ABI has been a strong supporter of automatic enrolment into workplace pensions for a number of years. We
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believe automatic enrolment will be a social revolution for retirement savings, and offers a once-in-a-generation
opportunity to develop a savings culture in the UK.

2. One of our outstanding concerns after the last election was resolving the interaction between pension
saving and means-tested benefits to take away the disincentive to save for retirement. We are therefore very
encouraged by the DWP’s Green Paper on the State Pension which sets us on the path to a flat-rate, simple
state pension which minimises disincentives to save.

3. We had also argued that while automatic enrolment is necessary, it is not enough on its own to create a
savings culture in the UK, but that we need to bring about a behavioural change to get people to save more
into their pension scheme. To achieve this, we had urged the Government to undertake a mass information and
engagement campaign about the need to save. We are therefore very pleased that the DWP has secured funding
to run a communications campaign on automatic enrolment.

4. The pension consensus that has produced these reforms has been hard won and must not be derailed or
delayed. The key elements (automatic enrolment, employer contribution and flat-rate state pension) are or will
be in place. The key now is to implement the reforms and allow them to bed in. This requires the Pensions
Bill to receive Royal Assent as soon as possible in the autumn. The DWP is also currently consulting on the
secondary legislation and guidance implementing automatic enrolment. We are working very closely with DWP
to ensure the detailed rules are as practical and straightforward to implement as possible.

5. There are also strategic challenges for the pension landscape beyond automatic enrolment. The DWP
consulted on the differences between trust-based and contract-based pensions earlier this year and rightly
decided to take forward the issue of small pension pots through a Green Paper in the autumn. The industry
will in turn explore how consumers can be supported to consolidate their pension pots from different
employments as this can be very beneficial to their engagement with retirement savings.

Answers to Questions

DWP’s communication strategy for introducing automatic enrolment and provision of advice and support to
employers and employees

6. Automatic enrolment alone is not enough to overcome the behavioural barriers to long-term retirement
savings. Therefore we are very pleased the Government will run a communications campaign on automatic
enrolment, which should help bring about a cultural shift in people’s attitudes to saving. This will include TV,
radio, press and on-line advertisements currently scheduled to start from January 2012. The three key messages
for individuals, which we fully support, are:

— You could have 20 years in retirement.

— State Pension covers the basics, but most need to save more.

— A hassle-free way to start a workplace pension is on its way, through automatic enrolment.

7. A further strand of the DWP’s strategy for communicating with individuals is a drive to simplify the
language used in pensions. We therefore welcome the publication of the DWP’s “Automatic enrolment and
pensions language guide”, which builds on the NEST phrasebook and the ABI jargon buster launched in
January 2011. We will work with the Department for Work and Pensions to establish how the industry can
support this communications effort.

8. The establishment of the Money Advice Service, the annual financial health check initiative and related
efforts to increase financial capability are also important factors to ensure people are clear about the need to
save for their retirement.

9. The role of employers is also key to make automatic enrolment work, and they must be included in the
communication efforts.

Arrangements for phasing and staging the introduction of auto-enrolment

10. These decisions have been taken and we have no comment to make. If employers want to start early or
pay the full amount from the beginning, this should be encouraged.

Likely impact of auto-enrolment on business, especially small and micro-businesses

11. The representative bodies for smaller businesses are best placed to discuss the impact, especially in
financial and administrative terms. Auto-enrolment will undoubtedly impose an unprecedented range of
obligations an all employers. Two-thirds of employers have fewer than five employees,49 and very few of
these are likely to have had any experience of pension provision. TPR has developed useful resources to help
employers comply with their duties, including online tools and detailed guidance.
49 Department for Works and Pensions, Making Automatic Enrolment Work, October 2010.
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Role of The Pensions Regulator, including in certification of schemes

12. The Pensions Regulator (TPR) will supervise employer compliance with the new employer duties, and
have started a drive to educate employers about them. Their role in supervising employer compliance includes
the certification regime. TPR have made available summaries, checklists and detailed guidance to support
employers with their new duties. TPR must ensure that it does not only regulate, but that it works with and
encourages employers, particularly those small businesses who are new to pensions.

13. More broadly on certification, we have worked closely with the DWP and other stakeholders to ensure
that the certification model preserves and encourages existing schemes, while being fair to scheme members.
As a consequence, the certification regime now contained in the secondary legislation will safeguard one of
the most important aims of the pension reforms—to protect existing good quality pension provision.

Estimated opt-out rates, including the possible impact on NEST if the numbers auto-enrolled are significantly
lower than predicted

14. Automatic enrolment will deliver a major boost to pension savings, with the Pensions Policy Institute
forecasting50 a significant increase in the number of people saving in a pension—to around 22 million by
2015. The pension industry is therefore fully supportive of, and optimistic about, this policy initiative.

15. But research51 also shows that while 65% of consumers said they would stay in a scheme if
automatically enrolled tomorrow, (including 31% who said they would definitely stay in), 20% anticipated
definitely or probably opting-out, with over half of respondents in this category (54%) citing that it would be
unaffordable for them to participate in the scheme. This presents the biggest challenge to the effectiveness of
auto-enrolment.

16. For auto-enrolment to successfully overcome these challenges, it will need to be accompanied by a mass
communication campaign to increase people’s awareness that is in their best interest to save. As we said before,
we are therefore very pleased the Government will run a communications campaign to start addressing this.
The move to a flat-rate state pension will also be helpful here, as it removes disincentives to save and therefore
a reason to opt-out.

17. It is our understanding that the modelling for NEST has been undertaken on the basis of a wide variety
of scenarios for the number of auto-enrolled people. This, together with the communication campaign, should
ensure that NEST will be able to cope if the number is lower than predicted.

18. Employers will also have a very important role in encouraging their employees to stay in or at least not
encouraging them to opt-out.

NEST’s potential market share and the possible effects on other providers

Likely impact of the limitations placed on NEST, including the contributions cap and the ban on transfers

19. NEST’s role is to offer a pension scheme to any employer who requests it. As a result of this universal
service obligation, it benefits from state aid to fulfil this obligation. It has also been explicitly set up to
complement, rather than replace, existing pension provision. We continue to strongly believe that the NEST
contribution limit should remain in place to ensure NEST is only serving its target market of low-to-moderate
income earners.

20. Some commentators argue that the contribution cap and the ban on transfers on NEST should be lifted
now so as not to impose any strictures on employers who might be using NEST but whose pension contributions
exceed the NEST cap for some employees. It is true that the contribution limit prevents employers from using
NEST for highly paid staff, or for medium paid staff where they want to make more generous contributions
than 8%. But this shows that the contribution cap is effective—it keeps NEST focussed on its target market.

21. This is right because NEST benefits from state aid. The annual contribution limit and transfer ban were
key conditions for the industry to support state aid being granted to NEST. Ultimately, NEST is a new entrant
to the pensions market with a Government subsidy. The private sector would be unable to secure finance on
the same terms. Removing the contribution limit would therefore put NEST into direct, unfair competition with
the private sector. With that, it would also impact on the case for state aid to finance NEST.

22. We strongly believe that to ensure the success of automatic enrolment, providers and employers now
need certainty about the framework under which they will operate and which they will be expected to comply
with. There are a number of outstanding questions on the interpretation and implementation of the secondary
legislation, which need to be clarified. These issues should be addressed as a priority so that there is certainty
about the framework, rather than reopening debates on settled policy areas, where there is no evidence to
support doing so.
50 https://www.pensionspolicyinstitute.org.uk/uploadeddocuments/2010/20110119_Towards_more_effective_savings_

incentives_-_a_report_of_PPI_modelling_for_AEGON.pdf.
51 Department for Work and Pensions, Research Report 669: Individuals’ attitudes and likely reactions to the workplace pension

reforms 2009, http://statistics.dwp.gov.uk/asd/asd5/rports2009–2010/rrep669.pdf
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23. More broadly, the NEST contribution limit has already been extensively debated, a consensus was
reached and a policy decision made. We do not believe that there is any evidence to show that the policy
reasons or the environment have changed, which would mean transfer ban and cap should now be removed.

24. Instead, the announced reforms to the pension framework should be allowed to bed in. This will allow
NEST to adjust to the market and vice versa, before any further changes are made. Changes to the regulatory
framework should be considered as part of the 2017 review of the current reform programme.

Whether auto-enrolment is likely to attract new providers and encourage new models of provision

25. It is likely the UK market will see new pension providers who may also bring different models of
provision. For example, Danish provider ATP has opened an office in the UK, and is reported to hope to unveil
a UK pension platform ahead of the roll-out of auto-enrolment in 2012. Dutch provider APG has also expressed
an interest in entering the UK market.

NEST’s investment strategy

26. We believe NEST’s investment strategy, which is based on robust member research is appropriate for
the target market, and NEST’s seven evidence based investment beliefs are sound principles to provide a
framework for consistent decision making.

Possible measures to reduce the proliferation of small pension pots

27. In our response to the DWP’s Call for Evidence on the differences between trust-based and contract-
based pensions earlier this year, we argued that the issue of small pots needed to be addressed as a priority.
We are therefore very pleased that the Select Committee is considering it, and that the DWP will publish a
Green Paper in the autumn which will focus on small pots.

28. The ABI believes consumers need help to build up greater pension savings during their working life.
Small pots create significant problems for consumers, and the number of people affected by these problems
will grow as a result of auto-enrolment. Many people currently end up with several small pension pots. They
often find it complicated and expensive to combine multiple pots, and may find providers and trustees unwilling
to accept transfers in. It would be beneficial to consumers if their small pots could be transferred into their
pension pot in their new employer’s scheme. Benefits would include:

— Reduced risk of member and scheme losing track of each other.

— A larger single pot at retirement will give access to a greater choice of retirement income options,
and avoid the problem of “stranded pots”.

— A greater member appreciation of building up a pot of savings over their working life, potentially
creating greater engagement with savings.

29. The industry will therefore explore how consumers can be supported to consolidate their pension pots
from different employments as this can be very beneficial to their engagement with retirement savings. This
could also bring benefits for providers. Providers of contract-based pension schemes already have to administer
large numbers of small and unprofitable pension pots because of the immediate vesting rules. This will become
a bigger problem with the arrival of automatic enrolment, with DWP estimating that 200,000 new small pension
pots will be created every year.

How self-employed people, and part-time, temporary, casual and agency staff, will be treated under auto-
enrolment; and the equality implications

30. Employer duties, including the duty to automatically enrol, do not apply to self-employed individuals or
an individual who is the only person in a company, of which they are also the director. Self-employed
individuals and single person directors can however join NEST as individual members.

31. Under the pension legislation, a worker is an individual who works under a contract of employment and
is not undertaking the work as part of their own business. The Pensions Regulator’s guidance states this
definition may include agency workers. Regarding part-time, temporary and casual staff, and employers need
to look closely at the work arrangements to establish if the individual is a worker.

32. The most likely type of workers to not fully benefit from auto-enrolment and therefore become at risk
of under-saving are workers who; have several (low-paying or part-time) jobs under the auto-enrolment
threshold, change jobs often (and therefore have to frequently opt-in during the first three months of
employment), or those who decide to opt-out of auto-enrolment.

33. In all of these scenarios, the focus must return to motivating the individual to take responsibility for
their retirement savings in the first instance. We are therefore very pleased about the DWP’s awareness
campaign about the need to save. As lower earners alongside the self-employed have historically been under-
pensioned, it is particularly important that they are included in the DWP’s campaign.
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The extent to which auto-enrolment is likely to achieve the desired behavioural change in terms of
encouraging people to make provision for retirement

34. Automatic enrolment alone is not enough to bring about the desired behavioural change. Again, as stated
above, for auto-enrolment to successfully overcome the behavioural barriers to long-term retirement savings,
it needs to be accompanied by a communication campaign to increase people’s awareness that it is in their best
interest to save. The ABI is very pleased the DWP has secured funding for such a campaign.

35. We also believe that it will be important not to let 8% become a new social norm, where people think
they have “sorted out” their retirement income needs once they are auto-enrolled into a workplace pension and
the 8% contribution is going into their pension pot every year.

36. We therefore believe additional behavioural techniques should be explored. For example, employers
could be encouraged to promote a model of contributions auto-escalation for their employees as soon as the
steady state is reached in 2017. This would enable contributions to continue to rise, perhaps matched by
employers. This could also take the form of “save more tomorrow”, which allows employees to sign up to
raise their pension contribution whenever their pay increases. This technique (developed by Richard Thaler)
yielded dramatic results in the US where the average savings rate more than tripled, from 3.5% to 11.6%, over
the course of 28 months.52 We believe that this is transferable to the UK, because the technique addresses
loss aversion, inertia and self control, all universal psychological obstacles to saving.

37. Similarly, using behavioural finance techniques, people could be given a choice to increase their
employee pension contributions to 4%, 6% or 8% once the steady state is reached. This presentation should
lead them to go for the middle increase of 6% because of the way decisions are influenced by how choices are
presented. It would be another way to encourage higher contributions than the statutory minimum.

38. Finally, it could also be explored whether to gradually increase the statutory minimum from 8% to say,
11% or 12%. The Australian Superannuation Scheme is an example of this: there, the rate will be increased
very gradually from 9% over six years, with initial increments of 0.25%, followed by further increments of
0.5%, until 2019, when the rate reaches 12%. However, such increases would of course need to ensure that
consumers are not discouraged from saving by spiralling contributions and opt-out of pension savings, and
they would also need to work with the economic cycle.

26 August 2011

Supplementary written evidence submitted by the Association of British Insurers

1. Lifting of the Restrictions on NEST

1.1 The ABI has not carried out any impact assessment on pension providers on the lifting of the restrictions
on the operations of NEST. However, in our own analysis and work as the NEST model has developed, we
have used the following evidence, Making Automatic Enrolment Work—a review for the Department for Work
and Pensions, which can be found on DWP’s website. This is the most thorough piece of analysis that exists
on the implementation of automatic enrolment into workplace pensions.

1.2 NEST’s role is to offer a pension scheme to any employer who requests it. As a result of this, it benefits
from state aid to fulfil this obligation. It was set up to complement, rather than replace, existing pension
provision. We believe that the NEST contribution limit should remain in place to ensure NEST serves its target
market of low-to-moderate income earners.

1.3 Some commentators argue that the contribution cap and the ban on transfers on NEST should be lifted
now so as not to impose any strictures on employers who might be using NEST but whose pension contributions
exceed the NEST cap for some employees. It is true that the contribution limit prevents employers from using
NEST for highly paid staff, or for medium paid staff where they want to make more generous contributions
than 8%. But this shows that the contribution cap is appropriate as it means NEST focusses on its target market.

1.4 We believe this is right because NEST benefits from state aid. The annual contribution limit and transfer
ban were key conditions for the industry to support state aid being granted to NEST. NEST is a new entrant
to the pensions market with a Government subsidy. It would not be possible for the private sector to secure
finance on the same terms. Removing the contribution limit would therefore put NEST into direct, unfair
competition with the private sector. With that, it would also impact on the case for state aid to finance NEST.

16 January 2012

52 http://www.chicagobooth.edu/capideas/summer02/savemoretomorrow.html
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Written evidence submitted by the Investment Management Association (IMA)

1. The IMA is pleased to have the opportunity to contribute to this inquiry by the Work and Pension Select
Committee.53 In various capacities, IMA member firms have a significant interest in the future of pension
provision. They manage assets for the full range of pension schemes and funds operating both in the UK and
internationally, including defined benefit (DB) and defined contribution (DC) schemes and national pension
reserve funds. Some IMA members also have specific pension company subsidiaries operating bundled (ie
administration and investment platform) DC schemes domestically and abroad.

Summary

2. The IMA is very supportive of both automatic enrolment and the creation of NEST and has worked
extensively with both the Department of Work and Pensions (DWP) and NEST in a range of consultative
processes since the publication of the Pension Commission’s Second Report in 2005. However, as with any
policy initiative of this scale, there are a number of risks and issues that need to be addressed.

3. With respect to communication, there are three central challenges: the length of the automatic enrolment
process; an unsupportive wider environment in terms of attitudes to pensions; and the timing of the changes in
relation to other reforms.

4. It is clear that employees will need significant support at a number of levels: whether to opt-out, how
much to contribute and the provision of a good default investment option.

5. Given that automatic enrolment will encompass both contract-based and trust-based schemes, one of the
key regulatory issues is the existence of two regulators overseeing DC pensions. It would be appropriate to
consider options to rationalise this situation.

6. The role of NEST is clearly critical in reaching the target market for these reforms. However, NEST
should not become a dominant DC savings vehicle provider and we support the constraints in place to help
prevent this.

7. While we believe automatic enrolment should improve pension participation levels in the UK, one should
be careful to acknowledge that success is not guaranteed and inertia-based policy has limitations. This is
particularly true with respect to the retirement income market.

DWP’s communication strategy and provision of advice and support to employers and employees

8. We believe that automatic enrolment will have a positive impact upon pension saving and scheme
membership (see also paragraphs 17–18 below). However, the communication challenges facing the DWP
are considerable:

— A marathon not a sprint. Automatic enrolment is not a synchronous policy event such as a change
to tax reliefs or an uprating of state pension benefits. The length of the automatic enrolment process
(2012–16) means that for many workers the 2012 reforms will be an abstract concept. It may not
be clear to them when and under what terms and conditions they will be automatically enrolled
into a pension scheme. For employers, however, the staging process will allow time for medium
and smaller-sized firms to prepare for their new duties.

— Unsupportive broader climate. There is evidence of a lack of confidence about likely pension
outcomes, which may incline some within the target market to scepticism about the value of
pension saving, even at the low initial levels envisaged under the phase-in programme.54 The
current economic conjuncture, which has already seen cuts in the real income of many employees,
may further reinforce this. The key to success may lie in being able to communicate successfully
the advantage of what is effectively an employer and tax relief match for the individual
contribution.

— Timing of wider changes. While we welcome the proposals to simplify the state pension, and
establish a clear base for voluntary private savings, this message needs to be disseminated early.
One of the biggest threats to the policy of automatic enrolment are the claims from some quarters
that loss of benefits will mean it will not “pay to save”. While such claims were always highly
questionable for most people, there is no doubt they have had an impact on perceptions. The
Government’s proposals on a single state pension will help, although the Dilnot Commission
recommendations and the timing of potential changes to long-term care funding still have the
potential somewhat to muddy the message.

9. With respect to the provision of advice and support to employers and employees, there are two distinct
sets of issues. The first primarily concerns employer choice of provider and associated administrative
responsibilities (automatic enrolment of employees, payroll deduction etc). Here, we do not have detailed views
other than to support the provisions under the Retail Distribution Review which will require clarity for
53 The IMA represents the asset management industry operating in the UK. Our members include independent fund managers, the

investment arms of retail banks, life insurers and investment banks, and the in-house managers of occupational pension schemes.
They are responsible for the management of over £3.9 trillion of assets in the UK on behalf of domestic and overseas investors.

54 See, for example, DWP, Attitudes to Pensions (2009), pp 118–120.
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employees as to any impact on charges resulting from the employer’s use of an adviser (consultancy charging
model).

10. The second set of issues mainly encompass the employee opt-out decision, contribution levels and
investment choice. Policy needs to proceed on the assumption that many employers will remain wholly
disengaged other than fulfilling statutory automatic enrolment requirements. Other venues and sources of
information will therefore need to be available for employees:

— Employee opt-out. For some employees—for example, those with very low disposable income
and/or high levels of debt—it may be appropriate to opt-out, at least until circumstances change
(automatic re-enrolment will capture this). There need to be mechanisms to help employees make
this decision. It is likely that there will be no single solution, but rather a combination of
approaches and agencies (eg Money Advice Service, Citizens Advice Bureau).

— Contribution levels. It is broadly accepted that, for many people, 8% of gross banded earnings is
a contribution level that is likely to deliver very inadequate outcomes relative to expectations.
However, this level of contribution is only a pragmatic starting point. One element of the
communications challenge, both initially and over time, will be to ensure that employees
understand that the statutory minimum is not a form of tacit advice about adequacy. We are
cautious about calls to review the 8% minimum between now and 2017. While the roll-out period
is slower than might be optimal, there is a need for a gradualist approach that builds both consumer
and employer confidence, given the implications for both payroll costs and individuals’ net income.

— Investment choice. All experience internationally from DC schemes suggests that the vast majority
(80–90%) of members do not exercise an active investment choice. Instead they use a default
strategy. This is broadly true regardless of the scheme demographic. One of the implications for
employee support is therefore that the pensions industry will have to intensify efforts to develop
default strategies that deliver good outcomes (ie. outcomes that meet the reasonable expectations
of an individual given a particular level of contribution). Here, there is a significant tension likely
to emerge between communication and investment. Providing individuals with the ideal scenario
of high returns without some level of risk is not possible. The question then becomes whether it
is possible to communicate better to assuage concerns that might arise during the accumulation
phase, or whether it is necessary to adopt an investment strategy that itself limits the possibility
for such concerns to arise (ie low volatility or guaranteed funds). There are significant trade-offs
here that need to be assessed by scheme decision-makers: eg protecting against extreme events
may limit overall returns through a combination of higher costs and/or different underlying asset
class exposure.

Arrangements for phasing and staging the introduction of auto-enrolment

11. The challenge of automatically enrolling millions of employees into the National Employment Savings
Trust (NEST) and other schemes resulted in the conclusion by NEST and the authorities that a long staging
process was necessary. The risks created by teething difficulties in a rapid enrolment process were felt to
outweigh the communication and planning risks that will inevitably arise between 2012 and 2016. As we point
out in our answers above, there is no riskless route to success and many millions of workers may experience
a relatively long period without clarity as to their pension arrangements.

Role of the Pensions Regulator

12. The regulatory environment for UK pensions is complicated by the co-existence of two regulators
overseeing pensions provision—The Pensions Regulator and the Financial Services Authority (FSA). While
the two organisations have signed memoranda of understanding, their relative roles are not totally clear. It
would be helpful to consider further what steps may be taken to rationalise this However, given that a contact-
based pension is, in many ways, only just another form of tax wrapper for long-term investment, it is difficult
to argue that a wholly separate regulatory regime from that of an ISA (Individual Savings Account), for
example, is merited.

NEST’s potential market share and possible effects on other providers

13. There are groups of employees and types of firm which it is challenging for the pensions industry to
serve in a commercially viable manner. A number of reasons for this can be identified, primarily firm size,
level of employer engagement, earnings levels and the likely persistency characteristics of scheme members.
In this context, the creation of NEST will help the Government to implement the automatic enrolment reforms.
Its governance structures will also service to protect the interests of scheme members.55

14. The challenge for Government has been how to introduce NEST without distorting the wider private
savings market, which serves millions of customers across the UK. It would be a negative outcome for
Government, industry and consumers if NEST turned into a dominant or quasi-monopoly pension provider.
For now, a number of constraints are in place to prevent such an outcome. There will be no transfers in or out,
55 For a fuller recent elaboration of our position, see our evidence to the Johnson review: http://www.investmentfunds.org.uk/

assets/files/consultations/2010/20100813-makingautoenrolmentwork.pdf
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and an annual limit on total contributions. The IMA has supported both measures, and believe that these should
be maintained until the impact of the 2012 reforms becomes clear. As the Johnson review pointed out, there is
a high degree of uncertainty about behaviours arising from the introduction of automatic enrolment and the
default fund.

15. With respect to whether automatic enrolment is likely to attract new providers and encourage new models
of provision, we believe that higher pension participation and savings levels should result in greater competition
and innovation. However, some of that innovation will also be driven by changing needs. Splitting pension
saving into separate accumulation and decumulation phases is not optimal in a number of respects. Helped in
part by the greater flexibility afforded by the recent reforms to annuity regulation, we believe the industry is
likely to intensify its efforts to develop solutions that meet the evolving and often very different requirements
of retirees.

NEST’s investment strategy

16. The UK and international DC markets are characterised by strong levels of debate about appropriate
approaches to default fund design. This debate is in part driven by perceptions of varying needs in different
parts of the market. It is also driven, inevitably, by different opinions about the investment process itself. NEST
has taken the view that encouraging persistency among its target membership group is a key priority and has
therefore chosen an innovative default approach that includes a “foundation” phase with the aim of preserving
member contributions. Other providers may mimic such an approach or choose to compete against it on the
basis that they can offer other strategies that suit their target membership.

The extent to which auto-enrolment is likely to achieve the desired behavioural change in terms of
encouraging people to make provision for retirement

17. The UK automatic enrolment initiative will be the largest ever undertaken and all the available evidence
internationally suggests that automatic enrolment is a helpful mechanism for improving participation rates. We
support its introduction, offering a way to steer individuals in a direction desired by decision-makers without
full compulsion: so-called “libertarian paternalism”.56

18. However, there are two important caveats that we would draw to the attention of the Select Committee.
The first is that context matters and that care should be taken about generalising from international experience.

— New Zealand is the only other country to have attempted a nationwide roll-out, and differs in two
key respects. Automatic enrolment applies only to new employees and has a range of incentives
attached, including early withdrawal provisions. While automatic enrolment has generally been
hailed as a success, opt-out rates were initially high (50% on a monthly basis) and have taken
some time to fall (to below 20% by 2010).57 We should be cautious in the UK about rushing to
premature judgement in 2012–13.

— Where automatic enrolment has been widely used (and studied) at firm level in the US, it was
implemented on a voluntary not a legislative basis and therefore implies a reasonably engaged
attitude on the part of employers. This cannot be assumed for the UK.

19. The second caveat is that inertia-based consumer behaviour has limitations. We believe that it is possible,
even desirable, to improve long-term savings levels by using behavioural strategies such as automatic
enrolment. This could even be complemented over time by automatic escalation, a technique successfully used
in the US to link increases in contribution levels to pay increases. However, more will be needed to create
sustainable changes in behaviour and to empower individuals with respect to the difficult choices they will
face in making retirement decisions. In particular, the decumulation decision—ie how to take a retirement
income—is critical and cannot easily be engineered through default (ie inertia-based) options.

25 August 2011

Written evidence submitted by the British Chambers of Commerce (BCC)

The 2012 Pension Reforms will cost business £4.5 billion (net) per year, as well as a £200 million one-off
cost in the first year, according to the Government’s own figures. Although we understand and support the
drive to boost private pension savings, we do not believe enough consideration has been given to the costs
these reforms will place on small firms, the effect on employee benefit schemes, nor to their potential effect
on job creation.

These reforms must be considered in the context of current economic conditions and other employment
legislation due to be imposed on the business community in the next few years. Forthcoming changes to
56 This has been most widely publicised in the celebrated work, Nudge, by Richard Thaler and Cass Sunstein (Yale University

Press, 2008).
57 See NZ Inland Revenue KiwiSaver Evaluation 2009–2010.
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parental leave, the removal of the Default Retirement Age and the implementation of the Agency Workers
Directive will all directly impact on both the cost of the pension reforms and the cost of employing a member
of staff.

Key legislative changes we would ask the Select Committee to consider as it makes recommendations to
Ministers are:

— exempting sole traders for three years from the date of their first employee, or until they have
10 employees, whichever the soonest;

— amending the 12 week auto-enrolment postponement period to remove the right to opt-in, and,
for recruitment agencies, to align the period with the Agency Workers Directive 12 weeks;

— reducing the excessive initial £400 penalty for non-compliance to £125, a similar level to a
comparable HMRC penalty;

— mitigating the effect the pension reforms will have on the temporary and agency sector; and

— allowing businesses full flexibility on re-enrolment within a one year window as a minimum.
However, we would also like the committee to consider whether re-enrolment should be
removed entirely, given the costs and complexity it will present business.

Other issues of importance for business:

— Low awareness: When asked “how burdensome pension requirements were to their business”,
11% said they didn’t know/not applicable—rising to 22.3% for micro firms.

— Complexity of rules: Atypical working is now the norm in the UK, even many of the smallest
firms hire people on atypical contracts. Pensions reforms become more complicated when
applied to these non-standard workers, and Government guidance must be able to help with
this.

Exempting Sole Traders

BCC research with over 1,000 sole traders indicated that pensions requirements were considered the top
regulatory barrier to taking on a first employee. This was the view of one in three sole traders. This suggests
that the 2012 reforms are seen as a significant barrier by entrepreneurs wishing to expand their staff numbers
to grow their firm—and could inhibit economic recovery.

We did not support suggestions that micro firms should be exempted all together from this legislation—as
the overriding aim of increasing private pension saving is too important. However, the data suggests that a
time limited exemption for entrepreneurs could boost their confidence in taking on their first employee, and
this proposal should be given serious consideration. These businesses would not be affected by the current
proposals until 2015, so there is time to make the appropriate legislative amendment.

Amending the 12 Week Postponement Period

BCC was pleased that this MAEW proposal was accepted by Government, but we dispute the need for an
opt-in during that period. It was recognised that for sectors and firms with high staff turnover and large numbers
of seasonal and/or temporary staff, having auto-enrolment as a Day one right would add significant red tape
for little gain. Furthermore, in many industries, a 12 week probation period is standard. From the employee
perspective, it is also likely to lead to lots of “small pots”—an unsatisfactory result for the individual.

Given the potential regulatory burden and complexity, we do not believe a right to opt-in within the 12 week
period is necessary, and think it undermines the benefit of a postponement period.

For the temporary agency industry, a 12 week window only makes sense if it is aligned per assignment (as
it is for the Agency Workers Directive AWD) rather than per relationship with an agency. If a temporary
worker is assigned to agency A and undertakes one 12 week assignment, it is unclear why in their second
assignment for agency A the postponement period should not apply, whereas in a new assignment for agency
B, the postponement period would start again. The only way to solve these issues is to align the postponement
period with AWD and each assignment.

Reducing the Penalty Charges

For a micro firm with staff on low wages, a £400 penalty charge could surpass the amount due in employer
contributions for a whole 12 months. Given the undoubted complexity of these reforms, and that they will be
being implemented by many employers with no history of pension provision, either within their firm, or quite
possibly for themselves, a standard £400 is far too high.

If an employer is wilfully ignoring the regulations to gain commercial advantage then it is right that the
penalty regime should quickly scale up to deter that behaviour. However, the majority of employers who are
fined will simply have been caught out by the volume and complexity of the regulations. Such a harsh fine is
unfair in these circumstances and should be reduced to nearer the £125 HMRC fine.
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Mitigating the Effect of the Reforms on Recruitment Agencies

BCC research with 7,000 firms showed that one in four firms use temporary agency workers, with the most
popular two reasons being to provide short term staff cover and flexibility. However, when those firms using
agency workers were asked about how AWD would affect their use of this labour, just over 20% said they
would use less. It is unlikely these roles will be replaced with permanent or directly employed temporary posts,
given the reasons firms gave for using temporary agency workers in the first place.

On top of this, agencies will face further costs and complexities due to pensions reforms. Although agencies
are deemed the employer for the purposes of this regulation, they are not the employer in law and as such it
is unclear how many concepts will apply to the sector including prohibited recruitment conduct and inducement.
A thorough inquiry should be done into the effect these reforms will have on this sector—already facing huge
regulatory challenges at a time when we need there to be more flexible jobs in the economy supporting
businesses through an uncertain period, not less.

Amending or Scrapping Re-enrolment

When discussing pensions reform with business and trying to elicit views, re-enrolment is invariably the
concept where there is the most disagreement with the reforms. Firms are wary that having already enrolled
an employee, and that employee making the conscious decision to opt-out, that the employer is then going to
have to take money out of their pay check, without express consent, for the individual to opt-out all over again.
This will damage the employment relationship and cause unnecessary red tape for firms. Employees can, of
course, opt-in whenever they wish, without waiting to be re-enrolled by their employer.

BCC understands the reasoning behind re-enrolment (to give employees a nudge towards saving), but there
are other ways this can be done without increasing the regulatory burden on employers. For example, HMRC
corresponds once a year with employees giving them their final yearly income statement, where a reminder
about pension saving could easily be inserted.

If the Committee decides there is some merit in retaining re-enrolment, we believe firms should have full
flexibility in what point in the year re-enrolment takes place. MAEW proposed flexibility within a six month
window, we would like to see full flexibility within the year.

Low Awareness of the Reforms

A recent ACA survey suggested that two thirds of employers who currently do not offer a pension scheme
do not understand they will have to in the future to comply with the new regulations. BCC’s own research,
doing focus groups at Chambers of Commerce around the country, backs this up, suggesting awareness is very
low, even amongst firms that are engaged in forward planning and/or tendering for long-term contracts.

The Pensions Regulator’s (TPR) plans to communicate directly with firms 12 months before their enrolment
date are inadequate. Many firms will be overhauling their wage or benefit packages in order to pay for the new
pensions obligations and need longer to plan this, and consult their staff where necessary. TPR should, as a
minimum, be using businesslink and HMRC communications to firms about minimum wage changes and other
legal obligations (such as the incoming AWD), as vehicles to inform employers about pensions reform.

Complexity of the Rules

BCC has always been concerned that these reforms are so complex and technical, there is a real danger
firms will be unable, not unwilling, to comply fully. The Government’s own Impact Assessment stated 88% of
firms said they will need to get external support—at considerable expense. It is not acceptable for the
Government to implement employment law which is so complicated that the vast majority of firms are unable
to fathom it on their own. Many employers will, of course, choose to get help, but such a large percentage
suggests that such expense is unavoidable.

Much of this complexity comes from how different contracts are treated under the reforms. Working out
how to comply if all your staff are full-time and permanent is relatively simple, but as soon as part-time, zero
hour, temporary, fixed-term or agency workers are put into the equation, everything becomes much more
challenging. The UK’s flexible labour marker provides us with a competitive advantage and is key to future
economic growth. These reforms should be reviewed, with complexity stripped out where possible to ensure
widely used atypical contracts can be treated as simply as possible.

9 September 2011
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Written evidence submitted by the Department for Work and Pensions

Overview, Outcomes and Evaluation

Overview of the Reforms

1. People are living longer and are not saving enough to achieve the income they are likely to want, or
expect, in retirement. In 2010, over 11.5 million private sector jobs had no pension provision, an increase of
2.5 million since 1997. Employee membership of private sector workplace pension schemes fell from 46% in
1997 to 36% in 2010, a decrease of 1.3 million individuals.58 The Department for Work and Pensions (the
Department) estimates that seven million people are not saving enough to enjoy the security in retirement that
they aspire to.

2. The Government is introducing a programme of reforms to encourage and enable people to save more.
Starting in 2012, employers will have new duties to automatically enrol all eligible workers into a workplace
pension and to make a minimum level of contributions to that scheme. Automatic enrolment is recognised as
an effective best way to overcome people’s savings inertia by turning the default from not saving into saving.
In the United States, for example, case studies show automatic enrolment increased membership of similar
schemes among new employees from around 20 to 40% to around 90%.59

3. The programme of work to deliver the workplace pension reforms is being led by the Department with
the support of The Pensions Regulator and NEST Corporation:

— the Department is responsible for the development of the policy and legislation to support the
introduction of automatic enrolment and for ensuring individuals are aware of the nature of
the reforms and who they can turn to for further information;

— The Pension Regulator’s role is to maximise compliance with the employer duties, and to
ensure employers are aware of their duties and how to comply with them. It will also support
intermediaries—whom employers are likely to turn for information and advice—in helping
communicate the changes; and

— NEST Corporation’s role is to deliver and run NEST: a new low-cost, trust-based,
occupational pension scheme designed for a target market that is largely new to pension
saving and that the existing pensions industry finds it difficult to serve.

Outcomes from the Reforms

4. The Department estimates that 9–10 million workers will be eligible for automatic enrolment and that the
reforms will result in:

— 5–8 million workers newly saving or saving more;

— 2–5 million workers saving in the NEST;

— £9 billion a year in additional workplace pension saving once the reforms are in steady state
in 2017 (2011–12 earnings);

— £5–£8 billion in additional private pension incomes in 2050 (2011–2 earnings); and

— a social welfare benefit from increased well-being as result of consumption smoothing over
individuals’ lifetimes equivalent to an increase in wealth of approximately £40 to £60 billion
up to 2050.

5. These estimated outcomes are derived from a comprehensive programme of research and analysis
undertaken by the Department to inform the development of the workplace pension reforms. The Department
has conducted extensive research with employers, individuals and the pensions industry to measure and
understand likely behaviour under the reforms.60

Evaluation

6. The Department’s evaluation plans are set out in an Evaluation Strategy, published on 4 July.61 The
reforms will be evaluated against the intermediate policy objective of getting more people to save more for
their retirement and the long-term objective of increasing pensioner incomes, reducing pensioner poverty and
improving living standards for pensioners.

7. The evaluation will feed into the review, in 2017, of certain aspects of the reforms as required by section
74 on the Pensions Act 2008, and any subsequent changes to legislation.
58 Office for National Statistics, Statistical Bulletin 2010: Annual Survey of Hours and Earnings.
59 See Madrian and Shea (2001), Choi et al (2001), Fidelity (2001) and Vanguard (2001).
60 All relevant research is available at http://research.dwp.gov.uk/asd/asd5/rrs-index.asp
61 Workplace Pensions Reform Evaluation Strategy, Department for Work and Pensions http://research.dwp.gov.uk/asd/asd5/

rports2011–2012/rrep764.pdf
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Background

Background to Automatic Enrolment

8. In 2002, the Pensions Commission (the Commission) was established to consider the long-term
demographic challenges facing the UK pension system. The Commission’s recommendations proposed a
package of reforms to both state and non-state pension provision.62

9. Reforms to state pensions to improve coverage and adequacy, whilst ensuring affordability by increasing
the age at which a state pension becomes payable, were introduced through the Pensions Act 2007. The
Coalition Government has subsequently introduced the “triple lock” ensuring the basic state pension is up-
rated by the greater of earnings, prices or 2.5%.

10. The Commission concluded, however, that changes to the state pensions system would not be sufficient
to provide an adequate pension income for individuals in the future and that increased private saving would be
needed to avoid increases in pensioner poverty or unsustainable increases in taxation. The Commission
identified two main barriers to pension saving:

— demand side problems with barriers preventing individuals making rational savings decisions,
including inertia, risk aversion and fear; and

— supply side problems due to difficulties the pensions industry faces in recouping the cost of
providing a suitably low-cost pension to people on low to moderate earnings, and people
working for smaller employers and employers with high labour market turnover.

11. The Pensions Act 2008 introduced reforms to tackle these barriers:

— it places a new duty on employers to automatically enrol all eligible workers into a workplace
pension. Automatic enrolment is intended to overcome the barriers to saving by harnessing
inertia: rather than having to decide to save in a workplace pension, an employee has to make
an active decision not to save. The incentive to save is reinforced by a mandatory minimum
employer contribution. These new duties are underpinned by the establishment of a
compliance regime to help ensure employers comply; and

— it requires the Secretary of State to establish a new pension scheme—now known as NEST
(the National Employment Savings Trust). NEST will be required to supply a suitable low-
cost pension to any employer who wishes to use it to fulfil their new automatic enrolment
duties and to offer the same level of charges to all scheme members. It can achieve this
through a low-cost business model and leveraging economies of scale. NEST’s impact on
existing good quality pension provision is limited by a cap on the contributions it can accept,
no more than £3,600 a year (in 2005 earnings terms, £4,200 in 2011–12 earnings), focusing
the scheme on the more unprofitable segments of the markets, and restrictions on the transfer
of pension rights from or to other schemes.

The Making Automatic Enrolment Work Review

12. In June 2010, the Coalition Government commissioned the independent “Making Automatic Enrolment
Work” review to consider whether the reform package struck the right balance between costs, benefits and risk
for individuals, for employers and for the tax payer, and whether NEST was necessary to support the successful
deliver of automatic enrolment.

13. The review reported in October 2010.63 It endorsed the broad approach behind the reforms, including
the need for NEST, but made a number of recommendations, including some changes to the scope of the
reforms and a package of measures to make the automatic enrolment easier for employers, especially smaller
employers, to operate. The Government accepted the review’s conclusions.

Current Legislation

14. The Pensions Bill 2011,64 currently before Parliament, contains the changes to primary legislation
necessary to implement the Making Automatic Enrolment Work review’s recommendations. A formal
consultation on the supporting regulations to complete the legislative framework for automatic enrolment was
published on 19 July and will finish on 11 October.65

Annex A

COMMUNICATIONS

1. Effective communication and the provision of information to individuals and employers are essential to
the success of automatic enrolment.
62 Pensions Commission, 2005, A New Pension Settlement for the Twenty-First Century The Second Report of the Pensions

Commission (ISBN 0 11 703602 1).
63 Making automatic enrolment work: a review for the Department for Work and Pensions (Cm 7954, October 2010).
64 More information at http://www.dwp.gov.uk/policy/pensions-reform/
65 See http://www.dwp.gov.uk/consultations/2011/workplace-pension-reform-2011.shtml
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2. Clearly, employers need to understand the new duties to be able to operate automatic enrolment effectively.
And, while automatic enrolment is designed to overcome decision-making inertia by creating a presumption of
saving, individuals will need to understand what is happening, the obligations their employer has towards them
and details of the scheme into which they are being automatically enrolled.

3. Automatic enrolment is designed so that regulated financial advice is not required for individuals to make
a decision, as is the case for workplace pensions at present. However, the Department has a duty of care to
make information available to individuals about their rights and obligations under automatic enrolment, and
there is a statutory duty on employers to provide certain information to all individuals who are automatically
enrolled into a workplace pension scheme.

4. Each of the programme’s delivery partners—the Department, The Pensions Regulator and NEST
Corporation—has a communications strategy for their own audiences and these knit together to ensure there is
wide knowledge and understanding across all the audiences who have a part to play in making the introduction
of automatic enrolment a success.

5. The Department is responsible for communications and information to individuals, for highlighting to
small and medium employers the importance of offering pensions to their workers, for providing the context
for change and for providing information that employers can give to their employees. The Pensions Regulator
is responsible for informing employers about their responsibilities and making sure employers comply. NEST
is responsible for communications activity specific to them as a pension scheme.

Specific Challenges

6. The Department’s segmentation of the UK working age population identifies some key audience groups
who are at risk of inappropriately opting-out of automatic enrolment: the “daunted” and the “unprepared”. This
segmentation supports understanding of the attitudes that these groups have towards pensions, and of the
barriers that often prevent them from saving, which in turn drives the tone of messaging and the selection of
communication channels.

7. The groups being targeted by the Department with communications and information for individuals are
those people who are furthest from engaging with retirement planning. The “daunted” tend to lack financial
confidence and worry about the affordability of saving; the “unprepared” are younger, have a “live for today”
attitude and think of retirement as too far off to worry about.66

8. The success of automatic enrolment will require engagement by employers as well as individuals,
especially for smaller employers who are less likely to provide a workplace pension at present. The roll-out
period, with employers being staged between 2012 and 2016, adds a further layer of complexity in
communicating with both employers and their workers. The Department and its delivery partners will present
messages in a way that makes it clear that whilst automatic enrolment starts next year, many people will not
be directly affected for several years to come.

Individuals

9. The role for communications to individuals is to support a behavioural shift amongst working age people
so that saving in a pension becomes the norm and people accept automatic enrolment when it arrives. The
Department’s aim is to ensure that people understand that (i) many of us can expect to have 20 years in
retirement and, whilst the state pension will provide a basic income, most people will need to save more to
meet their aspirations for their retirement, and (ii) an easy way to start a workplace pension, through automatic
enrolment, is on its way.

10. The Department’s communications approach to individuals will use low- and no-cost methods, such as
in-house media relations and digital media, whilst also using paid-for media partnerships and spokespeople to
deliver messages through “trusted voices”. The Department will enter into partnership with a range of media
channels, such as magazines, TV programmes, radio stations and websites which are widely consumed amongst
key audience segments, in order to ensure messages reach the intended target audience and are heard a number
of times so that they are fully absorbed. The Department will complement this with advertising, where
appropriate, to build awareness of the changes and to help create a sense that pension savings is increasingly
the norm.

11. The Department will underpin all communications with carefully timed supporting information which
resonates with the harder to reach audiences and ensures they understand the basic messages, whilst avoiding
unnecessary detail. Individuals will receive letters from their employers when they are to be enrolled, but in
line with the Government’s wider digital strategy, information will be available on and through Directgov from
January 2012. There will also be a telephone service, and printed information will be available on request.

12. The Department is developing information for employers to use for their employees, including template
letters with statutory information for employers to give to their employees. Employers are not required or
66 Individuals’ attitudes and behaviours around planning and saving for later life, Department for Work and Pensions working

paper 72,
http://research.dwp.gov.uk/asd/asd5/WP72.pdf
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expected to give advice to their workers, and should not play any part in an individual’s decision on whether
to save in a workplace pension. The Department will make available a range of other communication materials
that employers will be encouraged to use in the workplace or to which they can signpost their workers. These
will help to ensure that employees understand the benefits of saving in a workplace pension. The intention is
to use the workplace as a route to reach individuals with messages about automatic enrolment, and also to
support employers by providing them with material to answer their employees’ questions.

13. Where the Department cannot answer all of an individual’s questions about saving into a workplace
pension, it will ensure that both Directgov and the telephone service direct enquiries to other services, in
particular The Pensions Advisory Service for complex questions about pensions and the Money Advice Service
for help with budgeting and financial planning. The Department is working with both organisations to ensure
these redirections happen in a way that makes the experience as straightforward as possible for the individual.

14. The Department has published a guide on language to help remove the barrier that technical and legalistic
language can present to individuals’ engagement with pensions.67 The Department will ensure that all
information it produces follows the language guide and is clear, accurate and honest. The Department and
NEST Corporation have collaborated on pensions language and NEST has also published a phrasebook to
encourage clear communication about pensions.68

Employers

15. The Pensions Regulator is responsible for ensuring employers are aware of their duties and how to
comply with them, and is engaging with employers both directly and through employers’ advisors and
intermediaries. The Pensions Regulator will be writing directly to all employers 12 months and three months
ahead of the date on which the new employer duties apply to them, and has already written to the largest
employers 18 months ahead of their staging date. The 12 month and three month letters will flag that NEST is
available to all employers.

16. Information about the reforms is already on The Pensions Regulator’s website. It has taken into account
the lack of pension knowledge of the majority of small and micro employers and released a suite of user-
friendly interactive tools to help them understand what must be done to comply with the employer duties.69

Detailed guidance on the reforms for employers and intermediaries has also been published to explain the
whole process of automatic enrolment and what the employer duties are.70

17. The Pensions Regulator has published guidance on the criteria that must be met for a scheme to be a
qualifying scheme. The Pensions Regulator will publish further guidance on the necessary characteristics of a
pension scheme to deliver a good outcome for the employees’ retirement savings in due course.

18. Many employers will turn to intermediaries for help and The Pensions Regulator’s engagement campaign
with key stakeholders will use this valuable channel to reach employers. These activities have already started
and The Pensions Regulator is actively engaging with stakeholders, including large employers, employer
representative bodies and the pensions industry. Payroll systems and services have an important role to play in
helping to ensure that employers can easily comply with the new duties, irrespective of which qualifying
pension scheme(s) they decide to use. To achieve this, The Pensions Regulator has been engaging with
commercial payroll providers. Its guidance for updating payroll products will help ensure that employers are
supported in complying with the new employer duties.

19. The Department will support The Pensions Regulator by targeting paid-for communications at small and
medium enterprises who are most at risk of not complying with the new employer duties. These
communications will focus on explaining the reasons for workplace pension reforms and helping smaller
employers to understand the context behind their new responsibilities. Online information for employers will
be available on Business Link, as well as The Pensions Regulator’s website. The Department and The Pensions
Regulator are working together to ensure these communications work seamlessly with The Pensions
Regulator’s activities.

Annex B

ARRANGEMENTS FOR STAGING AND PHASING THE INTRODUCTION OF AUTOMATIC
ENROLMENT

Staging

1. To ensure smooth implementation, a staged introduction of the workplace pension reforms has been
planned, with the application of the duties to employers rolled out over a four year period between October
2012 and September 2016. The largest employers will be staged first (starting with those with 120,000 or more
people in their PAYE scheme) followed by medium and then small firms. Employer size will be ascertained
67 Automatic enrolment and pensions language guide version 1, July 2011.

http://www.dwp.gov.uk/docs/auto-enrol-language-guide.pdf
68 http://www.nestpensions.org.uk/schemeweb/NestWeb/includes/public/docs/NEST-phrasebook,PDF.pdf , version 1.1, 2011.
69 http://www.thepensionsregulator.gov.uk/tools.aspx
70 http://www.thepensionsregulator.gov.uk/pensions-reform/detailed-guidance.aspx
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by The Pensions Regulator using PAYE data from HM Revenue and Customs. Employers with more than one
PAYE scheme will be required to bring all of their schemes in as soon as their first scheme is subject to
the duties.

2. The staging approach strikes a balance between getting people into saving as quickly as possible and
mitigating the operational risks associated with a change of this scale. Even with a four year staging period, at
its peak, around 300,000 employees will be brought into the duties in one month.

3. New businesses that are set up between April 2012 and March 2016 will be brought in at the end of the
staging period to allow them time to establish themselves before coming under the duties.

4. There is some flexibility for employers to bring forward their staging date if they wish to do so (for
example, to avoid implementation coinciding with a busy period for their business). Any employer choosing
to bring forward their automatic enrolment date must inform The Pensions Regulator of their intention to do
so and be in a position to demonstrate that they are ready to discharge their new duties.

5. The Pensions Bill 2011 contains an additional provision to allow employers the flexibility to apply a
waiting period of up to three months before they automatically enrol their employees. This will reduce the
administrative burden of enrolling short-term workers, allow employers to align their automatic enrolment
processes with existing processes and avoid part-period calculations of contributions. Waiting periods will also
give employers the opportunity to stagger the automatic enrolment of large workforces.

6. The Department will closely monitor experiences in the early stages of implementation to ensure the
reforms are being implemented in a manageable way. In particular, to ensure that the experiences of small
employers in implementing automatic enrolment are understood before the vast majority of small employers
are brought into the reforms, a small group of randomly selected smaller employers will be brought into the
duties early. This “test tranche” will include some micro employers (that is, employers with fewer than 10
employees). The Department’s intention is that the test tranche will take place in April 2014.

Phasing

7. The Pensions Act 2008 prescribes that minimum contribution levels will be phased in to help both
employers and individuals adjust gradually to the additional costs of the reforms.

8. For defined contribution (DC) schemes, the minimum contribution requirements are that:

— during the period in which employers are “staged in” to the reforms (October 2012 to
September 2016), the total contribution level (including tax relief) will be 2% with a minimum
of 1% coming from the employer;

— for a year following the end of staging (from October 2016 to September 2017), the total
contribution level will be 5% with a minimum of 2% coming from the employer; and

— from October 2017, the total contribution level will be 8% with a minimum of 3% coming
from the employer.

Transitional Arrangements for Defined Benefit and Hybrid Schemes

9. The gradual phasing of contributions is not possible for defined benefit (DB) and hybrid schemes, as
funding and liability for these schemes has to be maintained at a level agreed between trustees and the
employers. Instead, employers providing these types of scheme will be able to delay their automatic enrolment
duty for prescribed jobholders until after the staging period ends (October 2016). These jobholders will be able
to opt-into the scheme if they wish during this transitional period.

10. If an employer were to close their DB or hybrid scheme during the transitional period, the Pensions Act
2008 requires the employer to immediately automatically enrol jobholders into an alternative qualifying
scheme.

Annex C

IMPACT OF AUTOMATIC ENROLMENT ON BUSINESS

Landscape

1. There are currently 1.2 million private sector organisations in the UK employing a total of 19.2 million
private sector employees, of which 2.3 million work for micro employers. Overall, the majority of UK
employers are small or very small but employ a minority of the workforce: micro employers (those with fewer
than five employees) represent 66% of all employers, but employ 12% of the workforce. Small firms are
currently less likely to provide access to a pension scheme and to provide contributions.

Implications of the Reforms for Employers

2. The duties set out in the Pensions Act 2008 and in the Pensions Bill 2011 will apply to all companies or
individuals who employ one or more workers in Great Britain. For many employers, especially micro employers
and small employers (up to 50 employees), the process of providing a workplace pension will be entirely new.
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Employers with existing pension provision will have to go through new processes to carry out automatic
enrolment, to register with The Pensions Regulator, to ensure that their schemes comply with the requirements
for scheme quality, and to take decisions regarding their contribution levels.71

Changes Recommended by the Making Automatic Enrolment Work Review

3. The Pensions Bill 2011 contains a number of deregulatory changes to make automatic enrolment easier
for employers and reduce the burden that they face. This package of easements is estimated to reduce total
employer costs by around £170 million per year (in 2011–12 earnings) in contribution costs, £12 million in
year one administrative costs and £6 million a year in ongoing administrative costs once contributions are fully
phased in. The equivalent figures for small employers are around a £90 million per year reduction in
contribution costs, £8 million reduction in year one administrative costs and £5 million a year reduction in
ongoing administrative costs. The impact of individual measures is set out below.

Waiting Periods

4. The three month optional waiting period will reduce the regulatory and administrative cost for employers
of enrolling people who are only with an employer for a short period of time. It is estimated that of around
two million enrolments in steady state (from October 2016 when all employers have a duty to automatically
enrol employees), 190,000 enrolments are for employees who leave within three months.

5. Overall, the introduction of a three month waiting period will save employers £150 million per year (in
2011–12 earnings) in contribution costs in steady state, £7 million in year one administrative costs and £3
million ongoing administration costs annually.

6. Small and micro employers tend to have higher staff turnover than larger employers and will benefit from
the introduction of the waiting period. The value of employer contributions72 saved each year through
operating a waiting period is estimated to be £20 million for micro employers and £40 million for small
employers once contributions are fully phased in.

Earnings Threshold

7. Increasing the earnings threshold for automatic enrolment will mean that employers will enrol fewer
employees. This leads to contribution cost savings for employers of £30 million (in 2011–12 earnings terms)
per year, £5 million saving in administrative costs in the first year and a £3 million saving in annual ongoing
administration.

8. Micro employers will benefit the most from the increase to the earnings threshold as they are more likely
to employ lower earners (around two thirds of individuals working for a micro employers earn less than
£15,000 per year compared with one-third of individuals who work for an employer with at least 20 workers).
It is estimated that micro employers will save £20 million per year in contributions and a further £10 million
per year will be saved by small employers once contributions are fully phased in.

Other Easements

9. Employers will also benefit from greater flexibility of three months either side of the re-enrolment date.
Employers will be able to choose a time which is convenient for their business within the window. This is an
administrative easement with minimal impact on employer costs.

10. The self-certification process will enable employers to calculate their contributions on their own definition
of pensionable pay provided that it starts from pound one. This will further benefit employers with good
existing provision who are keen to retain their existing schemes during the phasing period. They will not have
to make expensive system changes or unnecessarily overhaul their pension arrangements in order to implement
automatic enrolment.

11. The Pensions Regulator will flag to all employers that NEST is available. The flagging of NEST is aimed
at reducing the burden for the smallest employers, in particular, in choosing an appropriate scheme.

Overall Estimates of the Impact of Automatic Enrolment on Business

12. Table 1 shows a breakdown of the annual cost of the workplace pension reforms by employer after the
changes brought about in the Pensions Bill 2011 have been accounted for. They are based on the latest estimates
and are consistent with the methodology in the Pensions Bill 2011 Impact Assessment.73 Figures for
contributions are based on the cost of making minimum pension contributions of 3% on a band of qualifying
earnings between £5,715 and £38,910 in 2011–12 earnings terms.
71 Making automatic enrolment work: a review for the Department for Work and Pensions (Cm 7954, October 2010) pages 46–47.
72 These figures do not include the impacts of issuing the waiting period notice. The waiting period notice is one of the measures

within the current consultation on completing the legislative framework launched on 19 July 2011.
73 Pensions Bill 2011 Impact Assessment: Workplace Pension Reform,

http://www.dwp.gov.uk/docs/pensions-bill-2011-ia-annexb.pdf
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Cost of Making Minimum Pension Contributions

13. The total contribution costs for all employers are estimated to be £3.3 billion each year once contributions
are fully phased in. The total annual cost of minimum employer contributions for micro employers is estimated
at £390 million each year and £1.1 billion for small employers.

14. The minimum contribution cost per employer is lower for micro and small employers (£500 and £2,500
per year for the average micro firm and small firm respectively in 2011–12 earnings terms) reflecting the fewer
number of individuals who will be automatically enrolled, when compared with the cost of pension
contributions in an average larger firm (estimated at £19,000 and £167,000 per year in 2011–12 earning terms
for the average medium and large firm respectively). However, the minimum contribution cost per individual
is greater in small and micro firms than the average. This reflects lower pension membership among employees
in smaller firms.

Administrative Costs

15. The employer administrative costs take into account the new activities that employers will need to
undertake to fulfil their legal obligations. These can be categorised into four broad areas which capture the
processes involved: preparing for start-up, registration, enrolment, and collection and administration.

16. Each of the processes involves a number of tasks which the employer would need to carry out. The cost
of each will depend on: the time taken to carry out the task; the person carrying out the task and their effective
wage per hour (or the cost of outsourcing the task to a specialist organisation); and the number of eligible
workers in the firm.

17. The estimated total administrative cost to all employers is £446 million in year one and £126 million in
ongoing years in 2011–12 earning terms. This equates to average administrative cost for all firms of £400 in
year one and £100 per year after that. Table 1 shows that the average administrative cost per firm is greatest
for large employers (£10,000 on average for a large employer) and lowest for small employers (£300 on
average for a small employer and £200 for a micro employer), reflecting the larger number of qualifying
workers within larger employers.

18. The equivalent annual ongoing average administrative cost after the first year is £1,400 per large
employer, £300 per medium employer, £100 each per small employer and per micro employer.

19. The average administrative cost per automatic enrolment across all employers is £40 in year one and
£10 per year after that. The average cost per enrolment is higher in smaller employers as shown in Table 1.
This reflects the fact that smaller employers are more likely to have to set up a new scheme and on average
have lower participation rates in existing schemes so will need to enrol a larger proportion of their workforce
into a pension scheme. Larger firms are also able to spread the fixed costs associated with the regulations
across a greater number of employees, and can benefit from economies of scale. Smaller employers are less
likely to have a specific human resources function and are therefore more likely to carry the administrative
burden themselves.

Employers’ Likely Behaviour in Managing the Cost of Reform

20. The size of contribution costs, and to a lesser extent administrative costs, will depend on the employer’s
existing pension and administration arrangements. Employers with existing good quality schemes will have
less to do in order to comply with the reforms and will have lower additional costs from making minimum
contributions compared with employers who have none or low provision.

21. In the longer-term, it is expected that the labour market will adjust to the cost of additional pension
contributions, for example by lower general wages than otherwise might have been expected. In the short-term,
it is less clear how employers will absorb the additional costs. Evidence from employers themselves on their
initial response suggests that around 3 in 10 (31%) planned to absorb the costs through profits/overheads;
around two in 10 (18%) through lower wage rises; a further 16% through restructuring their workforce; and
15% through increased pricing. There were few differences in the likely response based on firm size, although
employers with more than 250 employees were less likely to say they would seek to respond to the reforms
by raising prices than medium sized and smaller employers.

Considerations around Smaller Employers

22. There is a potential proportionately higher regulatory burden on the smallest employers, both because
some of the administration costs have a fixed element and because few of the smallest employers currently
offer any form of pension provision and so will be undertaking entirely new roles and processes in order to
comply with the reforms.

23. The Making Automatic Enrolment Work review considered these issues in some detail and concluded
that smaller employers should remain within the scope of the reforms. Excluding micro employers from
automatic enrolment would mean that 1.5 million people could lose the opportunity to save in a workplace
pension scheme, and the review team were also concerned about distortions in competition, if smaller
employers faced lower costs than their competitors, and possible disincentives to business growth.
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Annex D

ROLE OF THE PENSIONS REGULATOR

1. The Pensions Regulator is the UK regulator of workplace pensions. The Pensions Act 2008 gives it a
new74 statutory objective to maximise compliance with the new employer duties.

Approach to Compliance and Design of the Employer Compliance Regime

2. The Pensions Regulator’s approach to maximising compliance with the employer duties will focus on
educating employers about those duties and helping them to comply. The detail of how The Pensions Regulator
will communicate with employers is set out at annex A. Through enabling employers to comply, the Pensions
Regulator intends to establish a culture whereby employers consider their pensions duties as a normal part of
their business.

3. Employers will be required to register with The Pensions Regulator after they have completed automatic
enrolment for their workers at staging and provide information at registration about how they have met their
duties. Registration will be used to detect early non-compliance and establish, from the outset, a culture of
compliance and a level playing field amongst employers.

4. The Pensions Regulator’s approach to checking whether schemes meet the quality criteria will be risk-
based and proportionate, taking into account both the burdens on employers and the protection of members’
interests. The Pensions Regulator will ensure that all employers have registered and have confirmed what
pension arrangements they have put in place. The Pensions Regulator will check that a scheme declared as
used for automatic enrolment is properly in existence, but will not systematically check that it meets all the
detailed requirements of a qualifying scheme.

5. The Pensions Regulator has been given a range of new powers in the Act including the ability:

— to issue compliance notices that formally direct an employer to comply with a relevant legal
duty, or to make the required contributions to the relevant pension scheme;

— to issue fixed or escalating penalty notices; and

— in the most serious cases, to prosecute employers.

6. The Pensions Regulator will take a graduated approach to enforcement, which may involve using
warnings, notices or penalties. There will be opportunities to appeal against the imposition of any financial
penalty. Criminal prosecution will only be used in the most serious cases, for example wilful failure to auto-
enrol. A person guilty of an offence may be liable to imprisonment for up to two years or a fine or both.

7. Details of The Pensions Regulator’s compliance and enforcement strategy will be published early next
year, setting out how it intends to maximise compliance with the new employer duties and the principles
governing how it will use its powers.

Employer Engagement to Date

8. Engagement has started with the very largest employers, who will be brought into the new duties first, so
that they know about their duties and their staging date. From April 2011, nearly 600 employers employing 10
million employees (one-third of the UK workforce) have started to receive notifications from The Pensions
Regulator 18 months ahead of their staging date. In due course, all large employers will receive this notification.
Large employers will also receive a further reminder from The Pensions Regulator 12 months and three months
prior to their duty date. All small and medium employers will receive a similar letter 12 months and three
months before their duty date. An 18 month notification is not proposed for smaller employers because they
are unlikely to engage at that stage and do not require notice as far in advance as the biggest employers.

Guidance

9. Detailed guidance on the duties for larger employers and their advisers as published in May 2011.75

Detailed guidance to payroll software providers was published in April 2011 to enable them to commence
work on the changes required to their solutions and to support their employer customers in preparing for
automatic enrolment.76

10. New guidance for small and micro employers was published in July 2011.77 This provides
straightforward, easy-to-use tools covering the core aspects of what employers will need to do, when they need
to do it and how.
74 In addition to the three existing objectives provided by the Pensions Act 2004: to protect the benefits of members of work-

based pension schemes; to promote good administration of work-based pension schemes; and to reduce the risk of situations
arising that may lead to claims for compensation from the Pension Protection Fund.

75 http://www.thepensionsregulator.gov.uk/pensions-reform/detailed-guidance.aspx
76 http://www.thepensionsregulator.gov.uk/docs/workplace-pensions-reform-for-software-developers-v2.pdf
77 http://www.thepensionsregulator.gov.uk/employers/tools.aspx



cobber Pack: U PL: COE1 [O] Processed: [12-03-2012 13:32] Job: 014906 Unit: PG07
Source: /MILES/PKU/INPUT/014906/014906_w018_kathy_ZU NEST 46 Now Pensions.xml

Work and Pensions Committee: Evidence Ev 145

Regulation of Defined Contribution Pension Schemes

11. The Pensions Regulator’s wider objectives under the Pensions Act 2004 include protection of work-
based pension scheme member benefits.

12. The Pensions Regulator has been considering the impact of automatic enrolment on the DC landscape,
including any new or increased risks. It published a consultation document in January 201178 and a report on
the responses received in July.79 It plans to publish a follow up to that later this year.

13. The Pensions Regulator’s focus in those documents has been on identifying the building blocks in
products and scheme management that best support good member outcomes, and considering potential risks to
achieving those characteristics. The Pensions Regulator continues to explore the risks and potential mitigations,
and to review the design of operational functions to refine how it identifies and manages DC cases to address
current and future risks.

14. The Department is working closely with The Pensions Regulator to consider issues that are the
responsibility of the Department and wider government policy. This includes jointly reviewing the risks both
in the run up to automatic enrolment, and on an ongoing basis as the market develops in response to auto-
enrolment.

Annex E

ESTIMATED OPT-OUT RATES

1. The Department has considered a range of research in order to estimate the volume of individuals opting-
out of pension saving following automatic enrolment. It has commissioned several research reports to
investigate the likely level of opt-out following automatic enrolment. The most recent of these, Individuals’
attitudes and likely reactions to the workplace pension reforms,80 asked participants whether they would stay
in a workplace pension scheme if automatically enrolled. Sixty five per cent of respondents indicated that they
would “definitely” or “probably” stay in, whilst 20% would “definitely” or “probably” opt-out. The remaining
15% responded “it depends”. This research was carried out by an independent research organisation, and the
survey was subject to extensive development and testing. The Department considers this to be the most robust
measure of likely opt-out.

2. The KiwiSaver81 scheme in New Zealand provides the closest international comparison to the UK
workplace pension reforms. It had a cumulative82 opt-out rate of 36% in the first 18 months. This is slightly
higher than the opt-out rate predicted by the Department’s research, but there are considerable differences
between the KiwiSaver scheme and the UK reforms. There was also significant volatility in the proportion of
individuals opting-out of the KiwiSaver each month, with the monthly opt-out rate occasionally being greater
than 50%, or less than 20%.

3. A range of external organisations have also carried out research on the likely extent of opt-out. A recent
report by Scottish Widows83 estimates that 11% of individuals will opt-out, with a further 21% remaining
undecided. The proportion of individuals who state that they will remain enrolled in a pension scheme is
therefore comparable to the Department’s research.

4. The Department’s research has also investigated the characteristics of the individuals who are more likely
to opt-out:

— there appears to be no difference in the level of opt-out between men and women;84

— age is a factor in determining the likelihood of remaining automatically enrolled, with
individuals aged under 30 being significantly more likely to remain saving following
automatic enrolment. 71% of those aged under 30 would “definitely” or “probably” remain
saving, compared to 63% of those aged 30 or over; and

78 Enabling good member outcomes in work-based pension provision: a discussion paper on the regulatory approach to the defined
contribution (DC) market, The Pensions Regulator, January 2011.

79 Discussion paper response: enabling good member outcomes in work-based pension provision, The Pensions Regulator, July
2011.

80 DWP research report 669, http://statistics.dwp.gov.uk/asd/asd5/rports2009–2010/rrep669.pdf
81 http://www.ird.govt.nz/resources/a/1/a141cc804de9c35ca3dda3ef20c606cd/ks-report-dec2008.pdf
82 The total number of opt-outs, as a proportion of the total number of automatic enrolments.
83 http://reference.scottishwidows.co.uk/literature/doc/46273–2011
84 DWP research report 550, Individuals’ attitudes and likely responses to the workplace pension reforms 2007: Report of a

quantitative survey, found a significant difference in the opt-out rates between men and women, where women were significantly
more likely to remain enrolled. This finding relates to automatic enrolment into NEST (then named personal accounts), and not
to automatic enrolment as a whole. More recent evidence using a similar methodology suggests that this difference no longer
occurs. The 2007 report can be found at
http://research.dwp.gov.uk/asd/asd5/rports2007–2008/rrep550.pdf, whilst the more recent evidence from 2009 can be found at
http://research.dwp.gov.uk/asd/asd5/rports2009–2010/rrep669.pdf
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— individuals earning less than £25,000 are more likely to stay in a scheme compared with
higher earners. 66% of those earning less than £25,000 would “definitely” or “probably” stay
in, compared to 60% of those earning more than £25,000. In addition, individuals with
moderate savings (between £1,000 and £49,999) were more likely to remain in a scheme than
those with little savings, or with savings of £50,000 or more.

5. The same research also asked respondents why they would stay in or opt-out of a pension scheme
following automatic enrolment. The most commonly cited reason for remaining enrolled was because
individuals felt they needed to start saving for retirement. Just over half (53%) of respondents cited this reason.
Other commonly cited reasons for remaining enrolled included that pensions offer an easy way to save (36%),
and that employer contributions provided an incentive to remain saving (29%).

6. Among those who would opt-out of a pension scheme, the most commonly cited reason for opting-out
was that pension saving was unaffordable, with over half of the respondents who would opt-out (54%) citing
this reason. Younger respondents were more likely to state this as their reason for opting-out. Of those who
stated that pension saving was unaffordable, this lack of affordability was generally due to other spending
priorities (43%), rather than paying off debts (10%), or student loans (4%). Few said they would opt-out
because they planned to retire on the state pension (6%), and only a small number of respondents would opt-
out because they felt that saving in a pension scheme posed a risk to their employer, job, or pay (11%).

7. The Department has used this evidence to inform its estimates of the number of individuals opting-out of
automatic enrolment. In the 2011 Pensions Bill impact assessment,85 it is estimated that two to four million
individuals will opt-out of automatic enrolment. This leaves five to eight million individuals newly-saving or
saving more as a result of automatic enrolment, and two to five million saving in NEST.86

Annex F

NEST AND THE PENSIONS MARKET

Impact of Opt-out on NEST

1. NEST is intended to be a low-cost scheme and self-financing from charges levied on its members. NEST
can achieve this by developing a low-cost business model and leveraging economies of scale.

2. Higher than expected opt-out would reduce NEST’s total membership. This would have the dual effect of
reducing NEST’s overall operating costs, in turn reducing the borrowing NEST would require in its early years
to establish itself, and reducing the scale of its revenue flows once established, which will mean NEST would
take longer to repay its initial loans and become self-financing.

3. As discussed in Annex E, the Department estimates that NEST’s membership will be in a range of between
two and five million members by 2016. Even at the very lowest end of this range, which is based on a
combination of pessimistic assumptions and is, therefore, regarded as highly unlikely, NEST will be able to
repay its start-up loan and become self-financing at its current intended charge levels of a 1.8% contribution
charge and a 0.3% annual management charge. The level of opt-out required to make NEST non-viable is not
consistent with the current evidence the Department has on the decisions individuals are likely to make. The
Department will continue to monitor any changes from anticipated opt-out both through its programme of
research and through monitoring actual behaviour as automatic enrolment is introduced.

NEST’s Potential Market Share and the Possible Effects on Other Providers

4. NEST’s purpose is to fill a supply gap in the pensions market by offering a simple, low-cost pension
scheme to individuals on low to moderate earnings and employers that the existing pensions industry does not
serve well.

5. The Making Automatic Enrolment Work review considered, in the light of their conclusions on the scope
of automatic enrolment, whether NEST was needed to fulfil this purpose. Having concluded that the scope of
automatic enrolment was broadly right (with a small change to the earnings threshold that triggers the employer
duties for a particular individual), the review concluded that the existing pension market would not be able to
provide a suitable low-cost workplace pension to all smaller employers and low to moderate earners, and that
NEST was necessary to support the successful introduction of automatic enrolment.87

6. NEST is subject to the same legal requirements as other trust-based, occupational pension schemes, but
unlike other occupational schemes NEST has a public service obligation requiring it to be available to any
employer who wishes to use it to meet their automatic enrolment duties. This means that NEST must accept
business that the existing market would consider loss-making or not commercially viable.
85 http://www.dwp.gov.uk/docs/pensions-bill-2011-ia-annexb.pdf
86 The lower and upper bounds of this range are not just dependent on opt-out rates. They are also determined by a variety of

factors, including employer growth, trends in pension membership, and the employers’ choice of scheme. Therefore, only some
of this range is accounted for by variance in the number of individuals opting-out.

87 Making automatic enrolment work: a review for the Department for Work and Pensions (Cm 7954, October 2010) chapter 4.
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7. In addition, the Pensions Commission concluded that it was important for NEST to be designed to avoid
disruption to existing attractive pension arrangements.88 This led to NEST being developed with an annual
contribution limit and a restriction on transfers to focus the scheme on its target market. These measures, which
are discussed in more detail later in this annex, are intended to target the scheme on the supply side gap which
exists at the lower end of the pensions market, and ensure that it complements, rather than competes with,
existing good pension provision.

8. In recognition of the extra costs associated with the public service obligation and of serving its target
segment of the market, the Government intends to provide NEST Corporation with state aid through a lower
than commercial rate of interest on NEST Corporation’s borrowings from government. This will offset some
of the additional costs NEST members would otherwise face. The European Commission found that state aid
for the establishment of NEST was compatible with European Union state aid rules, on the basis that NEST
carries out a service of general economic interest. As part of their considerations, the Commission considered
the impact on competition in relevant markets.

9. The Department estimates that the workplace pension reforms will result in an increase of between five
and eight million individuals saving in qualifying pension schemes. Of these, the Department expects between
two and five million to participate in NEST, including around 0.5 million who are moved to NEST from an
employer’s existing pension scheme. Around one to two million women are expected to participate in NEST,89

and it is estimated that a majority of employers will use NEST for at least some of their employees.90

10. The Department published research earlier this year91 in which pension providers typically predicted
that NEST would have a significant impact on the pensions market in terms of setting standards against which
other products would be compared. However, pension providers did not predict that NEST would have a
detrimental impact on their own business, given NEST’s target market is largely uncatered for by current
providers.

11. Due to economies of scale, NEST will be able to offer charges of a 1.8% contribution charge combined
with a 0.3% annual management charge. This is broadly equivalent to a 0.5% annual management charge.

12. Charges can have a significant impact on the value of pension savings and the Government is keen that,
across the pensions market, individuals are enrolled into schemes with appropriate charging arrangements. The
Department’s research shows the mean charge level, expressed as a percentage of funds under management,
for DC occupational schemes is 1.23% (with a median charge level of 1%), and charge levels for most contract-
based workplace schemes are 1% or lower.92 The Department expects that NEST’s charges will act as a
benchmark across the pensions industry which, combined with the competitive pensions market, should keep
charges low. However, the Department will continue to monitor charge levels across the market and, should
pension charges reach inappropriately high levels, the Government has reserve powers in the Pensions Act
2008, which would allow a charge cap to be set.

New Providers and New Models of Provision

13. There are already indications that the pensions market is responding to automatic enrolment and providers
are considering the development of additional products. Several pension providers have announced their
intention to launch new products designed to accommodate individuals on low to moderate earnings and their
employer, including proposed new entrants to the UK pensions market. Large employers are also working with
the pensions industry to consider alternatives to their current pension provision in advance of automatic
enrolment.

14. The Department’s qualitative research93 indicates that some providers are considering working with
NEST to provide NEST alongside existing provision. For example, NEST could be used as an entry or
foundation scheme, on top of which they can provide other benefits.

15. The Department is encouraged by the fact that the pensions industry is responding to the challenges that
automatic enrolment and NEST will bring, and anticipates that this could provide further improvements in
value for money for those being enrolled into pension saving.

Impact of the Limitations Placed on NEST

16. NEST’s annual contribution limit and the restrictions on transfers are intended to ensure that the scheme
remains focussed on its primary purpose of providing a workplace pension to workers within its target market.
This, in conjunction with its public service obligation to accept any employer who wishes to use it to fulfil
88 Pensions Commission, 2005, A New Pension Settlement for the Twenty-First Century The Second Report of the Pensions

Commission (ISBN 0 11 703602 1) page 304.
89 Pensions Bill 2011—Impact—Annex B: Workplace Pension Reforms (URN 10/899 10 January 2011).
90 Making automatic enrolment work: a review for the Department for Work and Pensions (Cm 7954, October 2010) Chapter 4.
91 Likely industry responses to the workplace pension reforms: qualitative research with pension providers and intermediaries,

Department for Work and Pensions research report 753.
92 Croll A et al, 2010, Charging levels and structures in money-purchase pension schemes: Report of a quantitative survey,

Department for Work and Pensions research report 630.
93 Wood A et al, 2011, Likely industry responses to the workplace pension reforms: Qualitative research with pension providers

and intermediaries, Department for Work and Pensions research report 753.
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their duty to provide a workplace pension, restricts the extent to which NEST can operate commercially within
the broader pensions market.

17. These restrictions were supported by the pension industry in response to the 2006 White Paper94 and
were seen as important elements in building a consensus behind the proposed pension reforms. The Making
Automatic Enrolment review re-considered the appropriateness of these restrictions and concluded that, while
in the longer-term such restrictions may not be desirable, they were necessary to focus NEST on its target
market during the implementation of the reforms. The review team recommended that the contribution limit
be removed from 2017 and that the Government looks to enable transfers in and out of NEST once the reforms
were established.95

18. The Government agrees that these restrictions on NEST should be reviewed once the reforms are bedded
in. Provisions in the Pensions Act 2008 require the Secretary of State to appoint a person to undertake such a
review in 2017.96

Annual Contribution Limit

19. The annual contribution limit was set at £3,600 in 2005 terms following the white paper consultation in
200697 (subsequently up-rated in line with earnings to £4,200 for 2011–12).

20. The minimum contributions required under automatic enrolment combined with a full state Retirement
Pension should enable an individual with median earnings to attain earnings replacement rate of 45%. This
balances the risk of severe under-saving with the risk that a higher target replacement rate may lead people to
save inappropriately. The Pensions Commission recognised that a median earner is likely to aspire to a higher
replacement rate, perhaps, up to 67%, and the intention of reforms is, therefore, to enable and facilitate
additional savings from both employers and individuals if they wish.

21. The annual contribution limit in NEST is high enough so that, for a median earner, employers and
employees can make additional contributions to reach a replacement rate of 67%.98 To breach the NEST
annual contribution limit with minimum level contributions, an individual would need to be earning in excess
of £57,000.99 These earnings exceed the upper band of qualifying earnings on which minimum contributions
are required to be paid.100 Research shows that the vast majority of the target market for NEST would not
want to save above the annual contribution limit.101

22. The Making Automatic Enrolment Work review, whilst concluding the contribution limit should remain
during the implementation of the reforms, expressed concern that it might be seen as suggesting there was an
appropriate maximum level of pension saving. The review was also concerned that the contribution limit could
add complexity for employers with employees with a wide range of earnings who might otherwise want to use
NEST, and that it added administrative complexity to NEST’s operations. In the light of this, the review
recommended the agreed that the limit be removed in 2017 to facilitate greater flexibility for savers.102

23. The Government agrees with that the contribution limit brings added complexity to the reforms and will
consider whether it remains necessary in 2017 in the light of evidence from the implementation of the reforms.

Restrictions on Transfers

24. NEST will accept transfers in or out of the scheme in only very limited circumstances, including the
transfer in of members’ pre-vested amounts from other pension schemes and transfers in and out of the scheme
in pension credit cases. These restrictions are to ensure NEST is focussed on its target segment of the market,
to minimise market turbulence during the implementation of the reforms and to encourage continuity of savings
for NEST members, who can continue to contribute to the scheme even when no longer employed.

25. However, automatic enrolment will bring many millions more people into pension saving and, against a
backdrop of increased labour mobility, the number of small pensions pots is expected to increase from tens of
thousands of small pension pots across the whole pensions industry103 to around 350,000 small pension pots
of less than £2,000 created each year after 2017.

26. The Government agrees with the Making Automatic Enrolment Work review team’s conclusion104 that,
once automatic enrolment is in place, facilitating transfers across all pension schemes is critical to the longer
94 Personal Accounts: a new way to save (Cm 6975, December 2006).
95 Making automatic enrolment work: a review for the Department for Work and Pensions (Cm 7954, October 2010), chapter 8.
96 Section 74.
97 Personal Accounts: a new way to save (Cm 6975, December 2006).
98 Pensions Commission, 2005, A New Pension Settlement for the Twenty-First Century The Second Report of the Pensions

Commission (ISBN 0 11 703602 1) page 7.
99 Based on a total of 8% contributions on pay over the lower earnings level, in 2011–12 terms.
100 Pensions Act 2008, Section 13 Qualifying Earnings: not more than £33,540.
101 Office for National Statistics, Statistical Bulletin: 2009 Annual Survey of Hours and Earnings.
102 Making automatic enrolment work: a review for the Department for Work and Pensions (Cm 7954, October 2010) chapter 8.
103 This projection is based on the assumption that many members do not build up pots of more than £2,000 in DC occupational

schemes when they leave employment and stop contributing. This is based on there currently being 20,000 people being eligible
for a short service refund. In addition, there are around 2 million active members of employer sponsored personal pensions.

104 Making automatic enrolment work: a review for the Department for Work and Pensions (Cm 7954, October 2010) chapter 8.
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terms aims of the reforms. The Department issued a call for evidence earlier this year which sought information
on the barriers to transfers, on the use of short service refunds and on disclosure and the treatment of small
pension pots.105 The call for evidence closed on 18 April, and the Department published a summary of
stakeholder responses on 27 June 2011.106 Overall, the responses concluded that this was a complex issue and
that there was no easy solution.

27. The Department is undertaking further work on potential solutions and intends to publish proposals in
the autumn on how the Government intends to address short service refunds, small pots and transfers. The
extent to which transfers are allowed in and out of NEST will be considered in the light of this work.

NEST Investment Strategy

28. NEST is a trust-based pension scheme and its investment strategy is the responsibility of the trustee.

29. The NEST Order107 requires the trustee to consult the members’ panel when setting out the scheme’s
investment strategy. The Order and NEST Rules108 allow the trustee to arrange or change the investment
options and allow members to choose which option they would prefer.

30. Further details are available in the written evidence submitted to the Committee by the NEST
Corporation.

Annex G

SMALL PENSION POTS

1. Automatic enrolment will bring many millions more people into pension saving and, against a backdrop
of increased labour mobility, the number of small pension pots is expected to increase from tens of thousands
of small pension pots across the whole pensions industry to around 350,000 small pension pots of less than
£2,000 created each year after 2017.109

2. Small pots have implications for both pension schemes and members. They represent an ongoing cost for
the pensions industry, which can increase the cost of provision. It may be difficult for some people to track
their pension pots and, if individuals are unable to access all their pension pots at retirement because they have
lost these pots or the amount is too small to transfer, they may not receive the full retirement income for which
they have been saving.

3. This problem is compounded by the difficulties many people face in moving these small amounts of
savings. These include:

— member inertia due to apathy around pensions, especially among low to moderate earners,
which means individuals do not transfer even when it may be in their best interest to do so;

— supply side barriers, as many schemes currently do not accept transfers or impose a minimum
transfer amount, meaning individuals with small pension pots have difficulties finding a
scheme to transfer to; and

— schemes being unwilling to accept a transfer where the member has not taken advice. Advisors
are unwilling to take on small pension transfers, and where they do, the cost can take a
significant proportion out of the pension pot. For low earners this can act as a financial barrier
to transfers.

4. The Department issued a call for evidence earlier this year which sought information on the barriers to
transfers, on the use of short service refunds and on disclosure and the treatment of small pots.110 The call for
evidence closed on 18 April, and the Department published a summary of stakeholder responses on 27 June
2011.111 Overall, the responses concluded that this was a complex issue and that there was no easy solution.

5. The Department is undertaking further work on potential solutions and intends to publish proposals in the
autumn on how the Government intends to address short service refunds, small pots and transfers.
105 Preparing for automatic enrolment regulatory differences between occupational and workplace personal pensions: a call for

evidence (ISBN: 978–1-84947–495–5 January 2011).
106 Preparing for automatic enrolment: response to the call for evidence (ISBN: 978–1-84947–616–4 June 2011).
107 The National Employment Savings Trust Order, SI 2010/917.
108 http://www.nestpensions.org.uk/schemeweb/NestWeb/includes/public/docs/NEST-Order-and-Rules,PDF.pdf
109 This estimate is based on DWP modelling, which combines forecasts of expected participation in pension schemes following

automatic enrolment, with data on job churn from the Labour Force Survey. It will be refined as more data becomes available.
110 Preparing for automatic enrolment regulatory differences between occupational and workplace personal pensions: a call for

evidence (ISBN: 978–1-84947–495–5 January 2011).
111 Preparing for automatic enrolment: response to the call for evidence (ISBN: 978–1-84947–616–4 June 2011).
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Annex H

SELF-EMPLOYED PEOPLE AND PART-TIME, TEMPORARY, CASUAL AND AGENCY STAFF,
INCLUDING EQUALITY IMPLICATIONS

1. Automatic enrolment applies to workers who work or ordinarily work in Great Britain under a worker’s
contract; are aged at least 22 and under state pension age; and who earn more than £7,475. The Pensions Act
2008 sets out an employer’s duties in relation to “workers”. “Worker” is defined in the Act as “an individual
who has entered into or works under (a) a contract of employment, or (b) any other contract by which the
individual undertakes to do work or perform services personally for another party to the contract.”

2. This means that whether an individual is part-time, or a temporary, casual or agency member of staff
makes, in itself, no difference to their rights to be automatically enrolled and receive an employer contribution;
the only difference may be who the employer is for the purposes of the duties.

3. The rationale for this wide definition of worker was to ensure that the coverage of the workplace pension
reforms was maximised and as many people as possible were given the opportunity to save for their retirement.
The definition was also intended to ensure that categories of worker were not excluded from automatic
enrolment by virtue of the way in which they were engaged to work, thereby minimising distortions of the
labour market.

Part-time Employees

4. According to the Family Resources Survey,112 there are around 5.7 million part-time employees in the
UK. This equates to around a quarter of all employees. Overall, around 43% of the part-time employees are
eligible for automatic enrolment. Part-time employees who are not eligible for automatic enrolment (around
57%) are ineligible for a combination of reasons, for example being outside the age threshold and earning
below the earnings trigger; all of these employees can opt-in if they choose to do so.

5. Of those not eligible for auto-enrolment, 87% (2.8 million) are not members of a pension scheme. Of this
ineligible and not saving group, 43% are outside of the age-range for automatic enrolment and 56% are within
the eligible age range but have earning below the earnings trigger of £7,475.

6. Around 51% of the part-time employees who are eligible for automatic enrolment are already contributing
towards a private pension. In comparison, only 13% of part-time employees who are not eligible for automatic
enrolment are contributing to a private pension.

7. Of those without a private pension, around three-quarters are female in both the eligible and non-eligible
groups. This reflects the overall gender balance of part-time employees which is disproportionately female.

8. Around a 10th of part-time employees in the eligible and non-eligible group are from black and minority
ethnic (BME) groups. Overall, BME groups are slightly less likely to be contributing to a private pension than
white part-time employees. Due to the very small sample sizes, the Department cannot robustly analyse this
group at a more granular level.

9. Around a fifth of part-time employees in the eligible and non-eligible group are disabled. As with full-time
employees, those who are disabled are equally represented in both with a pension and without a pension groups.

Employees with Multiple Jobs

10. According to the Labour Force Survey,113 there are around 0.5 million employees with multiple jobs in
the UK. This equates to around 2% of all employees. Over three-quarters of employees with multiple jobs are
eligible for automatic enrolment in at least one of their jobs. Overall, these employees are disproportionately
female, reflecting the overall gender balance of the group.

Temporary, Casual and Agency Workers

11. According to the Labour Force Survey,114 there are around 1.5 million temporary workers, 0.7 million
casual workers, and 0.1 million agency workers in the UK. This equates to around 6%, 3%, and less than 1%
of all employees, respectively. Overall, both genders are equally represented in all groups and have very similar
earning profiles.
112 Family Resources Survey, 2009–10. Analysis is based on part-time employees aged 16 and above. Eligible part-time employees

are defined as 22 to state pension age earning above the qualifying earnings threshold. Non-eligible part-time employees are
defined as 16 to 21, above state pension age, or earning below the qualifying earnings threshold.

113 Labour Force Survey, 2010. Due to the small sample sizes, the Department cannot analyse this group against the other equality
indicators such as ethnicity and disability.
http://statistics.dwp.gov.uk/asd/asd1/adhoc_analysis/2011/workplace_pension_peform_multiple_jobholders.pdf

114 Labour Force Survey, 2010. Analysis is based on aged 16 and above. Due to the small sample sizes, the Department cannot
analyse this group against the other equality indicators such as ethnicity and disability. The job classification is self reported by
the respondents.
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Self-employed

12. Individuals who are self-employed are not “workers” for the purposes of the Pensions Act 2008. This is
because there is no contract and the individual would, in effect, need to be both the employer and the worker.

13. The self-employed are, however, eligible for income tax relief in the same way as other individuals and
are able to save into pensions. As part of the reforms, self-employed people will be able to become members
of NEST.

14. According to the Family Resources Survey,115 there are around 3.5 million self-employed people in the
UK, of which around 28% are contributing to a private pension. Of those without a private pension, around 66%
are male. This reflects the overall gender balance of the self- employed group which is disproportionately male.

15. Self-employed people both with a pension and without a pension are equally represented in the qualifying
earnings group. Those without a pension are slightly more likely to have earnings below £7,500, and those
with a pension are slightly more likely to have earning above £35,000.

16. BME groups form around 8% of self-employed people. As with employees, BME groups are slightly
less likely to be contributing to a private pension than white, self-employed people. Due to the very small
sample sizes, the Department cannot robustly analyse this group at a more granular level.

17. Around 19% of self-employed people are disabled. As with employees, those who are disabled are
equally represented in both with a pension and without a pension groups.

8 September 2011

Letter from Steve Webb MP, Minister of State for Pensions to the Committee Chair

I am writing to provide you with an update with regards to the introduction of automatic enrolment ahead
of my appearance before the Committee in the New Year. We welcome the Committee’s interest in automatic
enrolment and I will ensure that the Department continues to provide the Committee with relevant information
as its inquiry unfolds.

The Government has confirmed its commitment to introducing automatic enrolment to tackle the challenges
of increasing longevity and a rapid decline in retirement saving, and confirmed that automatic enrolment will
begin as planned in autumn 2012 with employers for all sizes in scope.

In recognition of the fact that business—and smaller businesses in particular—are currently operating in
very difficult economic conditions, we will soften the timetable for the implementation of automatic enrolment
to give businesses some additional breathing space. Under the revised timeline, small business will be brought
into the new automatic enrolment duties from May 2015.

I am aware of the need to provide certainty for employers who are already preparing for automatic enrolment.
To provide this certainty, no employer with an existing “staging date” of on or before 1 July 2013 will be
affected in any way; they will go ahead with implementation as planned.

We are currently working through what these changes mean for the detailed implementation of the reforms:

(i) It will take longer to bring all employers into the reforms than the previous plan of completing
“staging in” by September 2016.

(ii) We are looking at how implementation might be smoothed to avoid peaks and lulls in activity.
This may mean that some medium to large sized enterprises (ie those with staging dates after 1
July 2013) have a change in staging date.

(iii) Our previous plans were to keep the minimum employer contribution at 1% band earnings until
October 2016, when it would rise to 2%, and then to 3% in October 2017. This will now be later,
providing some easement for all employers of al sizes, not just smaller employers.

We intend to table a package of automatic enrolment regulations in January. This will cover all the remaining
detail for automatic enrolment, except the implementation timetable.

We will also publish our detailed proposals for the new implementation schedule in January and seek
Parliamentary approval before the summer.

1 December 2011

115 Family Resources Survey, 2009–10. Analysis is based on self-employed people aged 16 and above.
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Letter from Steve Webb MP, Minister of State for Pensions to the Committee Chair

I am grateful for the opportunity to provide evidence to the Work and Pensions Select Committee’s inquiry
into automatic enrolment and NEST yesterday. It was an interesting and well-informed discussion, and I very
much appreciate the Committee’s positive and constructive approach to these important reforms. I look forward
to your conclusions in due course.

I am writing to ensure my answer to one of your questions is not mis-construed. In answer to your question
(Q366) about the amount of pensions contributions lost as a result of the lengthening of the implementation
period for the reforms, I indicated that I expected this to be significantly less than the £5 billion estimated by
Adrian Boulding in his earlier evidence to you. My answer was based on the view that the contributions “lost”
is equal to the reduction in employer contributions over the relevant period (as an individual’s contributions
would not be “lost”, but would be retained by them and could, if they wished, be saved via alternative means).

Having had the opportunity to revisit what Adrian said, however, I suspect his calculation may have been
based on the sum of contributions made by both the employer and the individual. If this is the case, it would,
of course, lead to a larger sum, perhaps in excess of his £5 billion estimate.

As I mentioned yesterday, the Department is currently working on a detailed impact assessment for the
revised implementation approach, which we will publish shortly. This will provide us with robust estimates of
the impact of our changed approach and I will write to you again once this analysis is available.

27 January 2012

Written evidence submitted by the National Employment Savings Trust (NEST)

Introduction

NEST is a low-cost occupational pension scheme that provides a straightforward way for employers to meet
the new duties that begin to be introduced from 2012. The scheme is run by NEST Corporation which has a
number of legal duties, one of which is to act in the interests of its members. NEST Corporation has a public
service obligation to accept any employer that wishes to use NEST to meet their new legal duties.

NEST is designed for a target market of UK workers that are largely new to pension saving. Many of these
workers will be automatically enrolled by their employers into a qualifying pension scheme once the new
duties begin to impact employers.

The existence of NEST and many of its features are key elements of the political, pensions industry, employer
and consumer consensus on workplace pension reforms.

NEST Corporation is accountable to Parliament through the Secretary of State for Work and Pensions. It is
therefore not NEST Corporation’s position to comment in general on Government pension policy.

The purpose of our submission is to supply the committee with such evidence as we can to support them in
their deliberations of the policy framework around NEST and NEST’s role in delivering the Government’s
broader workplace pension reforms.

Likely Impact of Automatic Enrolment on Small Businesses and Start-ups

Government has considered in some detail the extent of the regulatory burdens of automatic enrolment on
businesses. The scheme is therefore designed so that an employer using it to meet its legal requirements will
find NEST easy to use. Reducing employer burdens through simple processes is a key role of NEST.

To this end NEST has fully engaged with the Federation of Small Businesses, the Confederation of British
Industry, the British Chambers of Commerce and other business organisations as well as researching employers
of all sizes when testing the product. NEST has recently announced appointees to its ‘Employer Panel’,
including representatives of key employer representative bodies and individual employers, putting employers
at the core of our governance.

NEST is likely to be used by employers of all sizes. Specifically relating to smaller employers, the scheme
has been designed to be suitable for employers that are not large enough to have their own human resources
function.

Key features that make NEST suitable for small employers include:

— easy to use online set-up and administration;

— clear communications; and

— no ongoing administration when a member leaves their employment.

Online set-up and administration

Before workers can join NEST, employers must provide us with some information about their organisation,
workers and how they will use the scheme. Setting up is similar to signing up to an online shopping account,
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after which the employer then enters certain details about when they plan to pay contributions and how much
they will pay on behalf of their workers.

Employers can submit this information by entering it manually, or by uploading a file either via our secure
web environment or, for larger businesses, using an industry standard secure file transfer protocol. Smaller
firms are likely to enter data manually. For a firm employing 10 people, set-up time is likely to be as little as
one hour. Ongoing administration time depends on the scale of required changes from previous months, for
example, entering new workers. If no changes are required, the administration process is likely to take only
minutes.

Making contributions

Processing contributions is likely to be the task employers perform most regularly. NEST’s systems have
been designed to make this process straightforward. Employers need to prepare their contribution schedule by
setting out the contributions made in the pay period they choose to use. This period could be weekly, every
four weeks or every calendar month.

There is flexibility in levels of contributions, grouping of individuals, and in payment periods. Payment can
generally be made by Direct Debit, Direct Credit or debit card. These payment methods are highly innovative
amongst pension products.

Smaller employers do not need to complete any software-related upgrades or processes.

Employers can easily delegate others to manage their accounts, such as a colleague in HR or payroll. They
can also choose to delegate to someone from outside their organisation, such as an accountant, financial adviser
or payroll provider.

Clear communications

NEST Corporation uses clear and easy-to-understand words and terms. This is important for employers of
all sizes but especially for small employers and start-ups that may not have access to professional advice.

Extensive research has helped us understand how our members and their employers would like us to provide
information. Our research tells us that existing pension terms can be a barrier to understanding and participation.
We have developed and published a NEST phrasebook of terms which have been tested and are appropriate
for our audiences.

This approach should mean employers are less likely to face questions from their workers about pension
saving and will find NEST easy to use.

Administering ex-workers’ retirement pots

Another important aspect of NEST is that our members have one retirement pot that they keep whether they
change employment, stop working or become self-employed.

This means that they can continue to pay into their pot as they move from job to job and that more than one
employer can contribute to their pot at the same time.

Because of this, there is no ongoing administration for employers if someone leaves their organisation.

Generally, there is no charge to employers for day-to-day services and NEST’s low member charges mean
more value for money on contributions from employers and workers.

NEST Market Share and Effects on Providers

Our evidence on how employers are planning to use NEST and how employee benefit consultants (EBCs)
are planning to recommend using NEST, suggests that NEST will consistently be used to complement existing
employer workplace pension provision.

How NEST can be used

Employers can use NEST in a number of ways, including for example:

— as a sole scheme for all the workers in an organisation, for example if there is no current
pension provision in place;

— for a particular group of workers alongside an existing scheme already in place for a different
category of workers;

— as an entry-level scheme where there is an existing scheme that has a waiting period; and

— as a base scheme to ensure compliance with the new employer duties, using another scheme
to pay in additional contributions.
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Joint propositions with existing providers

NEST Corporation is working with a number of providers where NEST may be more suited to some of their
clients’ workers than their own existing offer. We are working with these providers to develop joint propositions
where NEST will take workers who are not economically viable to its partner provider. The existing provider
can then either maintain existing provision or expand into the automatic enrolment market where it is viable
for them to do so with NEST taking on NEST’s target market.

There are a number of ways that NEST can be used alongside another provider or providers within a single
employer. For example, different schemes could be offered to different categories of worker, such as head
office and shop-floor staff or hourly paid staff and salaried staff.

Alternatively, NEST could be used as an entry-level scheme, where workers in an initial period of
employment are enrolled into NEST and then move onto the main company scheme. This helps providers to
deal with the administration challenges and costs created by high early-years staff turnover in some firms.

In these ways NEST is of significant potential benefit to other providers as they consider how to shape their
own responses to the onset of the new duties on employers and how those duties will affect their existing and
future clients.

Market share

In 2012 we estimate that there will be around 19–20 million private sector workers [2]

Around 9–10 million private sector workers are not participating in a qualifying scheme and are eligible for
automatic enrolment,116 and are therefore the focus of the reforms. This is around 50% of all private sector
workers. Anyone within this group can be automatically enrolled into NEST if their employer chooses the
scheme, but within this group NEST is being developed for a specific audience of workers. These workers are
those who are likely to have had no access to a workplace pension scheme before. They number around eight
million people, or 40% of all private sector workers.

We do not have accurate data on how many workers will actually join the scheme. This will be dependent
on which scheme employers choose, which workers they enrol into the scheme and whether workers who are
enrolled in the scheme choose to opt-out.

Based on our analysis, which uses a number of assumptions, and taking into account staging, we estimate
that NEST could have around two to five million members by 2016. This amounts to around 10–25% of all
those employed in the private sector, the total market potential, and around 22–50% of all eligible private
sector workers currently without access to a workplace pension scheme.

Opt-out Rates and Possible Impact on NEST

The Government estimates that the number of contributing members of NEST at the end of automatic
enrolment staging will be between two and five million. NEST Corporation would still be able to achieve the
long-term aim to for the scheme to be self-financing through member charges anywhere in this range, but
obviously it would take longer with fewer members.

A lower level of volume than this would create an ongoing funding challenge around the scheme and would
therefore be a challenge to the policy in its own right. But if volumes fell below this level, this would represent
an outcome significantly at odds with the Government estimates of the expected outcomes of the policy.

At least some possible causes of this outcome—for example very high opt-out or non-compliance—would
also in their own right represent challenges in respect of the policy. They would therefore prompt a much
broader set of questions for the Government than those relating simply to NEST’s viability.

Specifically in relation to opt-out, we estimate that opt-out would need to considerably exceed 50% of those
automatically enrolled before NEST’s viability was called into question on the basis of opt-out alone. This is
a level far above where evidence suggests opt-out will actually be, even on the most pessimistic assumptions.

Automatic re-enrolment would also play a significant part in reducing the long-term impact if initial opt-out
were higher than expected.

Likely Impact of Limitations on NEST through Contribution Cap and Transfer Restrictions

NEST was established to correct a gap in the supply of low-cost pension savings vehicles to workers with
lower earnings and/or those who change jobs more frequently. These people had traditionally not been served
by the existing pensions industry.

An important consideration in establishing NEST was how to ensure it remained focused on this market and
did not cut across those areas where existing supply was working effectively. The contribution cap and ban on
transfers were policies intended to help with this consideration.
116 NEST analysis of Employer Pension Privision (EPP) 2007 and Annual Survey of Hours and Earnings (ASHE).
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The challenge of ensuring NEST remains focused on the market it was established to serve remains a core
consideration in the maintenance of the broad political and stakeholder consensus that has been important to
the successful progress of this agenda to date. NEST supports the maintenance of that consensus.

The evidence given in the remainder of this section should be seen in this light. It seeks to highlight that the
specific approaches of a contribution cap and a transfer ban to delivering this outcome raise some challenges
around implementation. In turn these create additional costs and complexity for our members and
participating employers.

The weight given to these considerations, and whether alternative mechanisms might be available that deliver
the same positive outcomes without some of those implementation challenges, remain matters for Government.
Some of these questions, including specifically around the contribution cap, have already been addressed
relatively recently in the Making Automatic Enrolment Work review which reported to Government last
October.

The contribution cap

In seeking to implement the contribution cap we have encountered two broad challenges:

Impact on employer decisions:

The presence of a cap on contributions to NEST that is below the annual allowance which applies to
all schemes of £50,000 is a feature that is unique to NEST. It is therefore an unusual consideration
for employers in terms of their choice of provider(s).

In its own right, this novelty is not necessarily a cause for concern. However there is some evidence
in the feedback that we receive from employers that the existence of the cap creates some difficulty
for them in deciding how to respond to the new duties.

In particular, an employer who has identified a strong fit between the needs of their workers and
NEST but who has some workers whose contributions would exceed the cap is faced with the
choices to:

— make lower contributions for some workers;

— choose an alternative scheme for all workers; and

— adopt multiple schemes.

Market feedback is that generally employers—especially smaller ones—would like to have one
provider, suggesting that this challenge will often result in one of the first two approaches.

These issues should be considered in the light of the balance that the Government sought to strike in
originally putting the cap in place. That balance was between focussing NEST on its target market
while allowing some scope for employers and workers to contribute more than the statutory minimum
of 8% of band earnings.
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The trade-off between earnings and contribution levels and the interaction with the cap is illustrated
in the table below. This is which is based on contributions on gross earnings, rather than the band of
earnings used to define the statutory minimum contribution.

 
8% 9% 10% 11% 12% 13% 14% 15% 16% 17% 18% 19% 20%

£7,000 £560 £630 £700 £770 £840 £910 £980 £1,050 £1,120 £1,190 £1,260 £1,330 £1,400
£8,000 £640 £720 £800 £880 £960 £1,040 £1,120 £1,200 £1,280 £1,360 £1,440 £1,520 £1,600
£9,000 £720 £810 £900 £990 £1,080 £1,170 £1,260 £1,350 £1,440 £1,530 £1,620 £1,710 £1,800

£10,000 £800 £900 £1,000 £1,100 £1,200 £1,300 £1,400 £1,500 £1,600 £1,700 £1,800 £1,900 £2,000
£11,000 £880 £990 £1,100 £1,210 £1,320 £1,430 £1,540 £1,650 £1,760 £1,870 £1,980 £2,090 £2,200
£12,000 £960 £1,080 £1,200 £1,320 £1,440 £1,560 £1,680 £1,800 £1,920 £2,040 £2,160 £2,280 £2,400
£13,000 £1,040 £1,170 £1,300 £1,430 £1,560 £1,690 £1,820 £1,950 £2,080 £2,210 £2,340 £2,470 £2,600
£14,000 £1,120 £1,260 £1,400 £1,540 £1,680 £1,820 £1,960 £2,100 £2,240 £2,380 £2,520 £2,660 £2,800
£15,000 £1,200 £1,350 £1,500 £1,650 £1,800 £1,950 £2,100 £2,250 £2,400 £2,550 £2,700 £2,850 £3,000
£16,000 £1,280 £1,440 £1,600 £1,760 £1,920 £2,080 £2,240 £2,400 £2,560 £2,720 £2,880 £3,040 £3,200
£17,000 £1,360 £1,530 £1,700 £1,870 £2,040 £2,210 £2,380 £2,550 £2,720 £2,890 £3,060 £3,230 £3,400
£18,000 £1,440 £1,620 £1,800 £1,980 £2,160 £2,340 £2,520 £2,700 £2,880 £3,060 £3,240 £3,420 £3,600
£19,000 £1,520 £1,710 £1,900 £2,090 £2,280 £2,470 £2,660 £2,850 £3,040 £3,230 £3,420 £3,610 £3,800
£20,000 £1,600 £1,800 £2,000 £2,200 £2,400 £2,600 £2,800 £3,000 £3,200 £3,400 £3,600 £3,800 £4,000
£21,000 £1,680 £1,890 £2,100 £2,310 £2,520 £2,730 £2,940 £3,150 £3,360 £3,570 £3,780 £3,990 £4,200
£22,000 £1,760 £1,980 £2,200 £2,420 £2,640 £2,860 £3,080 £3,300 £3,520 £3,740 £3,960 £4,180 £4,400
£23,000 £1,840 £2,070 £2,300 £2,530 £2,760 £2,990 £3,220 £3,450 £3,680 £3,910 £4,140 £4,370 £4,600
£24,000 £1,920 £2,160 £2,400 £2,640 £2,880 £3,120 £3,360 £3,600 £3,840 £4,080 £4,320 £4,560 £4,800
£25,000 £2,000 £2,250 £2,500 £2,750 £3,000 £3,250 £3,500 £3,750 £4,000 £4,250 £4,500 £4,750 £5,000
£26,000 £2,080 £2,340 £2,600 £2,860 £3,120 £3,380 £3,640 £3,900 £4,160 £4,420 £4,680 £4,940 £5,200
£27,000 £2,160 £2,430 £2,700 £2,970 £3,240 £3,510 £3,780 £4,050 £4,320 £4,590 £4,860 £5,130 £5,400
£28,000 £2,240 £2,520 £2,800 £3,080 £3,360 £3,640 £3,920 £4,200 £4,480 £4,760 £5,040 £5,320 £5,600
£29,000 £2,320 £2,610 £2,900 £3,190 £3,480 £3,770 £4,060 £4,350 £4,640 £4,930 £5,220 £5,510 £5,800
£30,000 £2,400 £2,700 £3,000 £3,300 £3,600 £3,900 £4,200 £4,500 £4,800 £5,100 £5,400 £5,700 £6,000
£31,000 £2,480 £2,790 £3,100 £3,410 £3,720 £4,030 £4,340 £4,650 £4,960 £5,270 £5,580 £5,890 £6,200
£32,000 £2,560 £2,880 £3,200 £3,520 £3,840 £4,160 £4,480 £4,800 £5,120 £5,440 £5,760 £6,080 £6,400
£33,000 £2,640 £2,970 £3,300 £3,630 £3,960 £4,290 £4,620 £4,950 £5,280 £5,610 £5,940 £6,270 £6,600
£34,000 £2,720 £3,060 £3,400 £3,740 £4,080 £4,420 £4,760 £5,100 £5,440 £5,780 £6,120 £6,460 £6,800
£35,000 £2,800 £3,150 £3,500 £3,850 £4,200 £4,550 £4,900 £5,250 £5,600 £5,950 £6,300 £6,650 £7,000
£36,000 £2,880 £3,240 £3,600 £3,960 £4,320 £4,680 £5,040 £5,400 £5,760 £6,120 £6,480 £6,840 £7,200
£37,000 £2,960 £3,330 £3,700 £4,070 £4,440 £4,810 £5,180 £5,550 £5,920 £6,290 £6,660 £7,030 £7,400
£38,000 £3,040 £3,420 £3,800 £4,180 £4,560 £4,940 £5,320 £5,700 £6,080 £6,460 £6,840 £7,220 £7,600
£39,000 £3,120 £3,510 £3,900 £4,290 £4,680 £5,070 £5,460 £5,850 £6,240 £6,630 £7,020 £7,410 £7,800
£40,000 £3,200 £3,600 £4,000 £4,400 £4,800 £5,200 £5,600 £6,000 £6,400 £6,800 £7,200 £7,600 £8,000
£41,000 £3,280 £3,690 £4,100 £4,510 £4,920 £5,330 £5,740 £6,150 £6,560 £6,970 £7,380 £7,790 £8,200
£42,000 £3,360 £3,780 £4,200 £4,620 £5,040 £5,460 £5,880 £6,300 £6,720 £7,140 £7,560 £7,980 £8,400
£43,000 £3,440 £3,870 £4,300 £4,730 £5,160 £5,590 £6,020 £6,450 £6,880 £7,310 £7,740 £8,170 £8,600
£44,000 £3,520 £3,960 £4,400 £4,840 £5,280 £5,720 £6,160 £6,600 £7,040 £7,480 £7,920 £8,360 £8,800
£45,000 £3,600 £4,050 £4,500 £4,950 £5,400 £5,850 £6,300 £6,750 £7,200 £7,650 £8,100 £8,550 £9,000
£46,000 £3,680 £4,140 £4,600 £5,060 £5,520 £5,980 £6,440 £6,900 £7,360 £7,820 £8,280 £8,740 £9,200
£47,000 £3,760 £4,230 £4,700 £5,170 £5,640 £6,110 £6,580 £7,050 £7,520 £7,990 £8,460 £8,930 £9,400
£48,000 £3,840 £4,320 £4,800 £5,280 £5,760 £6,240 £6,720 £7,200 £7,680 £8,160 £8,640 £9,120 £9,600
£49,000 £3,920 £4,410 £4,900 £5,390 £5,880 £6,370 £6,860 £7,350 £7,840 £8,330 £8,820 £9,310 £9,800
£50,000 £4,000 £4,500 £5,000 £5,500 £6,000 £6,500 £7,000 £7,500 £8,000 £8,500 £9,000 £9,500 £10,000
£51,000 £4,080 £4,590 £5,100 £5,610 £6,120 £6,630 £7,140 £7,650 £8,160 £8,670 £9,180 £9,690 £10,200
£52,000 £4,160 £4,680 £5,200 £5,720 £6,240 £6,760 £7,280 £7,800 £8,320 £8,840 £9,360 £9,880 £10,400
£53,000 £4,240 £4,770 £5,300 £5,830 £6,360 £6,890 £7,420 £7,950 £8,480 £9,010 £9,540 £10,070 £10,600

Contribu�on rates which breach cap

Finally, some further complexity may also arise from the interaction between NEST’s contribution
cap and the planned certification approach currently before parliament. This approach allows
employers to certify satisfaction of the quality requirement on the basis of different contribution
percentage levels and definitions of earnings.

The policy intent behind allowing certification was to aid good existing schemes, but the option is
nonetheless there for new schemes as well. For employers choosing to use this option, some workers
may receive ‘minimum contributions’ that exceed NEST’s contribution cap. The certification
requirements are still being finalised but this is potentially a complex issue to communicate to
employers and could exacerbate the issues described above.

The administrative and operational impact and associated costs of the contribution cap on NEST

In cases where the contribution cap is exceeded there are complex difficulties in identifying which
contributions fall within and outside the cap. There are also subsequent complex calculations relating to refunds
and tax relief.
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In cases where a NEST member has multiple employers, we expect it to be more likely that annual
contributions will exceed the cap. Managing this where it occurs requires the use of manual processes which
are costly to administer.

Transfer restrictions

As with the cap there is an element of novelty about the restrictions on transfers. These are generally allowed
between most other pension schemes—and this may on occasion complicate the choices faced by employers,
although fewer employers raise this directly with us as a concern.

Perhaps more of a challenge is raised by the potential issues that the transfer restrictions create for pension
savers who move to an employer offering NEST and are unable to consolidate their previous savings with their
new one. Possible issues are:

— Where a previous scheme has higher charges than NEST, the member is unable to transfer in
their savings to benefit from the lower charges. If they move on to another scheme after
NEST they are unable to take their NEST savings with them to that scheme as well.

— There is some evidence of schemes differentiating between the charges on active members
and those who have stopped contributing, known as active member discounts. If schemes
charging on this basis were to become common, the problem of savers leaving money behind
in higher charging schemes may become more acute.

— That savers build up more individual (increasingly DC) pension pots through their working
life, making the conversion of savings into a retirement income more complicated when they
come to take their money out.

Finally, there are consequences for existing schemes of the restrictions on transfers into NEST. Automatic
enrolment means there are likely to be more small dormant pots that are expensive to administer. Solutions to
this problem where NEST plays a role in accepting transfers of small pots may exist that would not require a
complete abolition of the restriction on transfers in to and out of NEST.

NEST’s Investment Strategy

Built on an understanding of our members

NEST has thoroughly considered research into the characteristics, circumstances and attitudes of NEST’s
target market. Our investment strategy is designed for NEST members.

Our research shows that NEST’s membership, with likely median earnings of around £20,000 is likely to be
less able to absorb financial loss than those currently saving in a workplace pension scheme with median
earnings of around £30,000. They are also likely to be less comfortable with investment risk and unlikely to
recognise the long-term risks of inflation.

Our research suggests that younger members are particularly sensitive to volatility and loss. NEST’s
membership will be diverse and their appetites and capacity for risk will vary over time.

Some of our members may wish to invest according to their faith or beliefs.

NEST’s investment approach

NEST’s investment approach combines the reassurance of a carefully-managed investment for the majority
who don’t want to choose, with a set of focused choices for members who do.

For those who don’t want to choose, their money will be invested in one of our NEST Retirement Date
Funds.

— There are more than 40 individual NEST Retirement Date Funds—one for each year a
member could choose to take their money out.

— Each fund is managed and invested to take the appropriate risk for the year the member plans
to retire.

For those who want to chose, the following additional funds are available:

— NEST Ethical Fund;

— NEST Sharia Fund;

— NEST Higher Risk Fund;

— NEST Lower Growth Fund; and

— NEST Pre-retirement Fund.

We expect the majority of members to be invested in the NEST Retirement Date Fund appropriate to their
expected retirement year.
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How NEST Retirement Date Funds work

NEST’s Retirement Date Funds will take different amounts of risk at different stages in a member’s saving
career, known as the Foundation, Growth and Consolidation phases.

Foundation phase

Member research shows that people aged 29 and below have a lower risk capacity and are more likely to
react negatively to volatility and loss. This means it is appropriate to have a lower risk strategy as they get
used to saving.

We know from our member research that the vast majority of younger members in the scheme are unlikely
to have saved in a pension scheme before and will have little experience of investment risk or market volatility.

The Foundation phase is designed to reduce volatility in the early years while the savings habit is being
developed. The objective is to match CPI after charges.

Growth phase

In the Growth phase we will be looking to maximise the value of the retirement pot, within our risk budget.
The objective is CPI + 3%. Through investment in a higher proportion of return seeking assets the member
will be able to participate and benefit from economic growth around the world.

For example, we will be investing in both developed and emerging markets—in equities, corporate bonds
and property, all of which benefit from economic growth.

Consolidation phase

The Consolidation phase is about preparing the member’s retirement pot for the year they plan to take their
money out.

It is a method of realising (banking) the growth that has been accumulated over the savings career while
avoiding significant losses late in the journey, when there is no time to recover. The objective is to manage the
conversion risk—this is about achieving a smooth and effective switch from growth assets into retirement
assets. This could be cash and/or a retirement income although NEST’s Retirement Date Funds maturing in
the early years will be more likely to be taken as a cash lump sum.

In the Consolidation phase money is gradually taken out of return-seeking assets, such as equities. It will be
put into assets that are likely to be less volatile and more appropriate to what the member will do with their
money when they take it out of NEST.

Other fund choices

NEST’s Ethical Fund will have similar investment objectives to NEST Retirement Date Funds but will only
invest in companies that meet certain ethical criteria, as well as gilts and the underlying liquidity fund.

NEST’s Sharia Fund will only invest in companies that are compliant with Sharia principles.

NEST’s Higher Risk Fund will take more investment risk and aims to deliver a higher return. We aim
to achieve this by investing in equities as well as a diversified basket of other assets which tend to offer
higher returns.

NEST’s Lower Growth Fund will take very little investment risk but stands a greater chance of not protecting
against inflation over the long term.

NEST’s Pre-retirement Fund is for members who, in the early years of the scheme, may want to buy a
retirement income with their pot rather than target a cash lump sum.

Treatment of Self-Employed, Part-time, Temporary, Casual and Agency Staff in Automatic
Enrolment

Many part-time, temporary, casual and agency staff will be in NEST’s target market. Some features of NEST
are particularly attractive for this market:

— NEST travels with the member;

— NEST is a low-charge scheme; and

— NEST is flexible and has no inactive member penalty.

Travelling with the member

NEST is a retirement pot for life. Members can take NEST with them between jobs where the employers
offer NEST. This also means that members can start and stop contributions as they come in and out of work.
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Low charge

Low charges equivalent to NEST’s have been difficult to attain for these groups elsewhere in the market.
NEST’s low-charges for all members are broadly equivalent to a 0.5% AMC over the lifetime of saving. That
means NEST members, including those who are self-employed, use less money on charges and can put more
towards their income in retirement.

NEST is flexible and has no inactive member penalty

Self-employed, temporary and casual staff could easily increase their contributions when times are good and,
if they have cash flow problems, reduce or stop making contributions for as long as they need to. Unlike many
other pension schemes NEST will not have higher charges for inactive members than for contributing ones.

With NEST, self-employed people can set their own contribution rates within our total annual limit which
is currently set at £4,200.

We will provide self-employed people with guidance about NEST that’s specifically tailored to their needs.

12 September 2011

Written evidence submitted by Federation of Small Business

The Federation of Small Businesses (FSB) welcomes the opportunity to respond to the above named
consultation.

The FSB is the UK’s leading business organisation. It exists to protect and promote the interests of the self-
employed and all those who run their own business. The FSB is non-party political, and in excess of 200,000
members, it is also the largest organisation representing micro and small sized businesses in the UK.

Small businesses make up 99.3% of all businesses in the UK, and make a huge contribution to the UK
economy. They contribute 51% of the GDP and employ 58% of the private sector workforce.

The submission below is based on an essay we were asked to contribute for a publication entitled published
by the Smith Institute We can’t carry on like this!—policy solutions for the under-pensioned. The volume will
be launched in September 2011. That essay, commissioned earlier in the year, represents our latest thinking on
the issue and addresses the bulk of the issues outlined for consideration in the consultation.

When the concept of automatic enrolment was first announced it was supposed to fully encompass the
recommendations of the 2005 Turner report, but the spirit of this seems to have been lost. The Government’s
intention to cater for those on low pay without any private pension provision fell by the wayside once the
element of choice was introduced. We have always said—and as Turner suggested—that instead of being made
to choose a scheme, there should be a good default scheme into which everyone who is not currently saving
could be enrolled. Those wanting to save more being able to seek further advice and to choose for themselves.
However, the Government backed National Employment Savings Trust (NEST) may not be the best choice for
every small business. In addition the burden of compliance with any qualifying scheme is now disproportionate
to the benefits gained for any business with less than 10 employees.

1. The economy remains unsettled for everyone, and especially so for many small businesses. Our members
are telling us that they are struggling with securing contracts, getting paid on time and obtaining finance from
the banks.

2. Unemployment has reached worrying levels with 2.49 million unemployed people in the UK.117 Small
business confidence, like the economy as a whole, has flat-lined.118 The positive hiring intentions seen in the
past year have slowed with more organisations planning to reduce jobs than employ.119With further public
sector cuts still to be felt, it is paramount that small businesses are given the right tools to help boost the
recovery and growth.

3. As we continue to live longer and healthier lives, the pensions issue has become more serious. The FSB
believes the issue must be addressed to help people save for their future. And being able to work and take
retirement at whatever age one chooses to, is just as important.

4. Costs to businesses have steadily risen over the past few years and are unlikely to fall. At the same time,
costs to the individual have also increased. We continue to see rises in property prices, the costs of renting a
home, increases in fuel prices, and in particular large increases in the cost of energy and food alongside other
living costs. All of this means that people will be paying more for day to day living alongside the increasing
need to save for their pension. This imbalance of expenditure must be addressed.
117 Labour Market Statistics, August 2011

http://www.statistics.gov.uk/pdfdir/lmsuk0811.pdf
118 FSB “Voice of Small Business” Index Q2 2011, July 2011

http://www.fsb.org.uk/policy/Publications
119 Labour market gloom returns as confidence stalls, People Management, 15 August 2011

http://www.peoplemanagement.co.uk/pm/articles/2011/08/labour-market-gloom-returns-as-confidence-stalls.htm
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5. When the concept of automatic enrolment was first announced it was supposed to fully encompass the
recommendations of the 2005 Turner report, but the spirit of this seems to have been lost. The Government’s
intention to cater for those on low pay without any private pension provision fell by the wayside once the
element of choice was introduced. We have always said—and as Turner suggested—that instead of being made
to choose a scheme, there should be a good default scheme into which everyone who is not currently saving
could be enrolled.

6. Those wanting to save more being able to seek further advice and to choose for themselves. However,
the Government backed National Employment Savings Trust (NEST) may not be the best choice for every
small business. In addition the burden of compliance with any qualifying scheme is now disproportionate to
the benefits gained for any business with less than 10 employees.

7. The FSB is extremely concerned that employers will not be able to choose a pension scheme suitable for
their company or for their employees. Business owners are not pension experts and do not have the confidence
to do so.120 Small business owners do not have the HR departments and expert pension resources that a big
business has. We welcome Government’s commitment that employers are extremely unlikely to be held liable
for their scheme choice when they auto-enrol their employees into a pension scheme. We would additionally
welcome a TPR accreditation on all “qualifying schemes” for automatic enrolment. This would inspire small
business confidence when choosing a scheme.

8. However, given the way the proposals are being implemented, the FSB believes that there should be an
exemption for micro-businesses—those with less than 10 employees—from the requirement to automatically
enrol to enable both employers and employees to make their own choices in their best interests.

9. Our research shows that 60% of small business owners believe that pensions should be an individuals’
responsibility.121 The Government’s intention to ensure that qualifying employees are automatically enrolled
into a pension scheme presents a substantial financial, but more notably a substantial administrative burden for
small business owners.

10. There has so far been little consideration given to the impact these pension proposals will have on small
employers. Currently, only 18% of small businesses offer a pension scheme to employees and 49% feel that
pensions are too expensive. Further, only 50% of businesses with a pension scheme contribute towards their
employees’ pension.122

11. The average small firm—those with four employees earning an average salary of £25,000 will pay at
least an extra £2,550 per year in administration and pension costs. While this may not sound like a significant
amount, this amount could be their annual marketing budget or money to go towards expansion.

12. Turning towards the administrative costs for small businesses, Department for Work and Pensions (DWP)
modelling has said that it will cost micro firms with up to four employees £46 per person in administration.
We believe that this is a gross underestimation of the actual time the process will take and as a result, the cost.
While it is not only the financial expenditure, but the lengthy time taken in administering pension payments,
this will be a burden on a small business owner who works on every aspect in their business. We already know
that those who run small businesses do not work a nine-to-five job, but often are found catching up on
regulatory requirements at the kitchen table in the evenings or at the weekends when many employees are
enjoying family time, or time off.

13. One member specialising in payroll said:

My payroll manager estimates that the time needed to run payrolls that include pensions already is
twice that needed for a larger payroll without the pension add-on. Coupled to the additional
explanations to clients, many will take up to three times as long as they do now.

14. The FSB is concerned that because of the complex nature of pensions, the implementation of automatic
enrolment, could lead to employers being penalised for a minor error as opposed to deliberate non-compliance.
We have suggested all along that a “light touch” will be necessary in helping small businesses to understand
the system and to help them to comply. We feel that if there must be a fixed penalty notice, then the level
should be reduced from the £400 being proposed to £125, a similar level to a comparable HMRC penalty.
However, while the registration process has been made easier, we remain to be convinced that the regulator
will take this more difficult option rather than simply fine.

15. Our research has shown that 73% of small businesses are not confident in their ability to choose a
pension scheme.123 It is extremely likely that the person undertaking any pension administrative role will
inevitably have to be the business owner or occasionally a member of staff. Both these people are in business
or are employed by a business because of their skills in their chosen field. They are not, and should not ever
be deemed to be the equivalent of a pension or human resources expert found in big businesses.

16. As we have already said, NEST does not meet the Turner recommendations as employers will have to
actively choose to join the scheme. What is also worrying is that the tax payer, as well as pension scheme
120 FSB Pensions Survey, March 2009.
121 FSB Pensions Survey, March 2009.
122 FSB Pensions Survey, March 2009.
123 FSB Pensions Survey, March 2009.
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contributors, could end up with a bill for the £379 million NEST subsidy if take-up to the scheme is lower
than expected and its target market is not reached. This worst case scenario figure excludes the cost of the
Government’s loan, which could end up being as much as £1.275 billion if take-up were low.124

17. NEST has proposed to repay its loan to Government by charging members 1.8% on contributions.
However, we have raised concern as to what might happen if NEST cannot repay its debt in time. While the
charges are currently low and will be met by the employee only, we remain concerned as to the impact of any
potential increase.

18. We are also concerned about the impact of these proposals on staff earning a low income, especially
those on the National Minimum Wage (NMW). We still have no indication as to what will happen when auto
enrolment starts for those on the NMW—indeed, does the contribution become part of the minimum wage, or
are employees going to be seeking an additional increase to cover their pension contributions. Government
needs to answer this urgently, as it is a question we have repeatedly been highlighting.

19. There is also real concern if those on low incomes lost entitlement to benefits from the state. Thus any
change to pension legislation has to be accompanied by a radical change in the way benefits are administered.
For example, the National Association of Pension Funds (NAPF) has indicated that by being automatically
enrolled, the poorest workers may lose entitlement to means tested top-ups to the basic state pension which is
currently £97 a week.125 This benefits no one. We therefore agree with the NAPF that unless means-testing is
addressed, Government could face accusations of mis-selling.

20. It is assumed that most small businesses will choose NEST as their company pension scheme. Given
that there are limitations placed on NEST including the contributions cap and the ban on transfers, there will
be employers who decide to enrol their employees into other pension schemes. In this case this decision could
expose many employees to the possibility that their money is deposited in funds that are not really suitable,
thus losing a proportion of savings in higher fee charges. This has been suggested by David Pitt Watson, of
Hermes Fund Managers. He adds that “Perhaps even worse, it seems there are no restrictions on how the
money will be invested, or adequate standards for the records that providers will need to keep. A recipe, some
might say, for fraud.”126 Government has said that it has the powers to prevent excessive charging. We hope
that if excessive charges do emerge, Government will be quick to intervene.

21. Joined up and effective communication is paramount. We remain concerned that DWP, NEST and TPR
are all issuing different communications in their own right. This must be joined-up and we have long
encouraged one simple communication, with simple business friendly language, encompassing all three areas
being put into a single source document for all employers and their employees.

22. The communications issue is a particular worry given that big businesses are being automatically enrolled
a few years before smaller ones. For the pension reforms to work as smoothly as possible there must be greater
focus by Government, and representative bodies, to better, and more effectively communicate what is
happening, how it is to work, and that big businesses are the first ones to start the process.

23. A survey earlier this year of finance and human resource directors at some of Britain’s biggest
companies—who will have to commence auto-enrolment in just over a year—indicated that 40% of finance
directors were still not even aware of the October 2012 deadline.127

24. If the communications challenge is not addressed there will be chaos, or if the larger employers leave it
too late, there could be a sudden rush that pension providers and NEST will not be able to handle. As a result,
providers may become more discerning when it comes to choosing clients, thus putting significant pressures
on NEST in its early stages and storing up problems for small businesses and their employees in the future.

25. Furthermore, without good communications in place employers may face difficult conversations when
their staff question why a proportion of their earnings is now going into a pension scheme rather than in their
pocket. Employers will not be in a position to suggest that saving for a pension is not really a good choice for
a particular employee at a particular time. This is why we have always said that employees must be able to
choose to “opt-in” rather than choose to “opt-out” to avoid the implications of being accused of employer
inducement.

26. One FSB accountant member said:

When the changes came in to the Construction Industry Scheme, it was left to accountants to inform
those clients affected. This involved us in a great deal of time and some considerable expense. To
expect us to do the same in respect of pensions is not right.

We are not allowed to advise on pensions and independent financial advisers we have spoken to are
not keen on dealing with these small schemes. The pension companies won’t want to run any as their

124 Taxpayers face £380m bill if Nest falls short of target. Money Marketing, 7 April 2011
http://www.moneymarketing.co.uk/pensions/taxpayers-face-%C2%A3380m-bill-if-nest-falls-short-of-target/1029220.article

125 Government risks pension “mis-selling scandal”. Reuters, 16 February 2011
http://uk.reuters.com/article/2011/02/16/uk-nest-napf-idUKLNE71F00320110216

126 New pension rules “risk a mis-selling scandal”. Telegraph, 31 May 2011
http://www.telegraph.co.uk/finance/personalfinance/pensions/8546698/New-pension-rules-risk-a-mis-selling-scandal.html

127 Pension changes heading for ‘car crash’. Financial Times, 20 June 2011
http://www.ft.com/cms/s/0/179fd07e-9b4a-11e0-a254–00144feabdc0.html#axzz1QanZb2X6
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fees are being capped and the administration will be so time-consuming. Small employers will be
forced to use NEST, but personally I cannot feel comfortable with it.

She added:

Most of our clients want something other than the NEST scheme

27. It is also essential to make the point that not every business is, or needs to be online or in fact uses a
computer in their business. A building firm is a prime example. However, NEST is solely an online based
service for employers. This means they have to set-up online and administer payroll to NEST online. Their
employees however, will be able to communicate with NEST by telephone or letter. The problem is exacerbated
by poor broadband provision across the UK. We remain extremely concerned that the NEST online tool will
not deliver in a manner that is understandable and workable for small businesses, and are working closely with
NEST to ensure this message is taken on board.

Figures from an FSB survey of 1,300 small firms showed that 24% of respondents are dissatisfied with their
broadband service. FSB members in the South West have noted that current broadband provision means that
many small businesses in rural areas are “timed out” before they can complete their online filing. This has
been reported for Defra forms where security protocol prevents the business using someone else’s computer to
make the return. Government must ensure that broadband coverage is fast, reliable and “fit for purpose” across
the UK before putting a focus on online portals.

29. Some small businesses are having to pay for accountants128 to file accounts online because of earlier
experiences again with the HMRC website. The FSB expresses concern that small businesses in areas of poor
broadband provision will struggle to access information from TPR or be able to use NEST and that while this
is especially so in rural areas, it is also prevalent in urban areas as well.

30. An employer commits a criminal offence if they wilfully fail to enrol, or re-enrol someone automatically,
or denies them their rights to opt-in. This can lead to a fine or prison, and a criminal record.129 To go some
way to ensure this does not happen, Common Commencement Dates (CCD’s) should be used when employers
enrol and re-enrol their employees. Additionally, using these at the beginning of the process also reduces the
impact of a small business being staged one or two years ahead of a competitor. Under the changes some small
businesses will be staged ahead of others, acting as a barrier to competing on a level playing field for those
staged significantly earlier in the process. It is extremely disappointing that throughout this process,
Government has failed to “think small first”.

31. We are also extremely disappointed that there has been no further impact assessment looking at the
administrative burden and cost to small firms. Our research has shown that 59% of small businesses believe
that the pension reform will have a negative impact on their business.130 Despite being promised that regulation
would only be introduced as a last resort and that micro-businesses would be exempt from all new domestic
regulation, small businesses have not yet been exempted from automatic enrolment into a pension scheme.
Having an exemption for micro-businesses would have enabled both employers and employees to make their
own choices in their best interests.

32. The FSB is concerned that these reforms as they currently stand will have a significant impact on small
businesses. The accumulation of the unknown administrative and fixed financial costs, combined with extra
financial burdens such as increases to the minimum wage and increases in employer NICs will act as a barrier
to business growth and job creation. The FSB calls on the Government to think again and exclude micro-
businesses from automatic enrolment.

26 August 2011

Written evidence submitted by The Pensions Advisory Service

Our Background

1. The Pensions Advisory Service (TPAS) provides information and guidance to members of the public on
general pension matters. We also help to resolve disputes and complaints about private pension arrangements
(company pensions, personal pensions and stakeholder pensions). Our service is free and is sustained by a
nationwide network of over 400 volunteer advisers who are supported and augmented by 40 technical and
administrative staff based in our London office. All our advisers are pensions professionals with many years’
experience in the pensions industry, and all act in accordance with The Pensions Advisory Service Code
of Practice.

2. The Pensions Advisory Service is an independent organisation that is funded by Grant-in-Aid from the
Department for Work and Pensions. The grant comes from a levy on all occupational and personal pension
plans. Our annual grant is £3.5 million. The estimated value of the services provided by our volunteers is £9.5
128 Not all small businesses use accountants.
129 Automatic enrolment in a pension scheme: New employer duties. Burges-Salmon, June 2011

http://www.burges-salmon.com/Practices/pensions_and_incentives/Publications/Automatic_enrolment_in_a_pension_scheme_
New_employer_duties.pdf

130 FSB Pensions Survey, March 2009.
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million. During our 2010–11 financial year, we handled over 63,000 telephone calls and 18,000 questions by
email or post. This is an increase of 12% on last year’s figures. We hosted 334 workplace seminars attended
by over 6,000 people. We saw over 1,000 people at exhibitions and dealt with 6,021 complaints or disputes
about pension schemes referred to our service for resolution. Our website received just over two million visits,
an increase of 57% on 2010–11.

About Our Submission

3. We have limited our submission to the Committee to the areas where we have had direct experience.
These are:

— DWP’s communications strategy.

— Likely impact of auto-enrolment on small and micro-businesses.

— Possible measures to reduce the proliferation of small pots.

A Summary of the Key Points we have Raised

4. We are supportive of the direction the Department’s communication strategy and regard it as one of the
critical elements in achieving a successful implementation.

5. We would be concerned if the Department’s helpline is not given sufficient prominence to enable those
without internet access, or who prefer not to use the internet, to seek help.

6. We believe that the extensive technical knowledge and experience of our staff and volunteers means that
we are well placed to provide information and guidance on the more complex aspects of the legislation to
individuals. We are already dealing with questions from the public about automatic enrolment and have a
planner on our website. We are working with the Department and other stakeholders to ensure redirections to
our service are dealt with as seamlessly as possible.

7. We share the concerns of the British Chamber of Commerce that the complexity of the legislation means
there is a danger that small employers are unable to comply without help. Complementary to the support being
put in place by the Pensions Regulator, we believe that we are well placed to provide additional support to
small and medium sized employers with understanding any complexities which might arise with their
implementation of automatic enrolment.

The Department of Work and Pensions Communications Strategy

8. With other key stakeholders, the Department has included us in discussions about its work in building a
communications strategy for providing information to individuals, highlighting to small and medium sized
employers the importance of offering pensions to their workers, providing the context for change and providing
information that employers can give to their workers. This work is highly important and critical to the
successful implementation of automatic enrolment; we therefore hope that it is adequately resourced to ensure
its successful delivery. We support the direction taken in this strategy and will continue to contribute to its
development where it is appropriate for us to do so.

9. In particular, we are supportive of the work done on developing written materials and the customer journey
using research commissioned by the Department using consumer focus groups.

10. We welcome and support the development of the Department’s Pensions Language Guide. We have used
the experience gained from providing information and guidance to the public over many years and from
drafting communications on private pensions to feed into the language guide. We are pleased to note that all
of our recommendations have been adopted in this area.

11. In addition, we are providing detailed comments to the Department on its booklet and template letters
with statutory information for employers to give to their employees. We are of the opinion that providing
template letters and other information will be particularly helpful to small and medium sized employers who
may not have the resources to develop their own material; it will help them save costs and assist them in
complying with the regulations.

12. We believe that the extensive technical knowledge and experience of our staff means that we are well
placed to provide free impartial and independent information and guidance via our national telephone helpline,
written enquiries service and workplace seminars. We are already dealing with questions from the public about
automatic enrolment and have a planner on our website. We are currently developing new and updated website
material on the subject. We have also held seminars on pension reform for some groups of HR professionals
and sign-posted them to the Pensions Regulator for more information about automatic enrolment.

13. We are working closely with the Department, the Pensions Regulator and the Money Advice Service to
establish the nature of the enquiries that we would expect to be directed to our service and to ensure that any
redirections are dealt with as seamlessly as possibly. Plans are that the Department will deal with basic
questions needing generic information, the Money Advice Service will deal with questions about budgeting
and financial planning, and we will take questions and provide information about the more complex aspects of
pensions. We are working with the Department and the Money Advice Service to refine the parameters of what
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we would consider to be complex queries. These might be for example where an individual has multiple jobs,
already has some alternative pension provision in place, or there are overseas aspects to their employment (for
example, working offshore for part of the year).

14. We note the Department’s push towards encouraging individuals to use the Direct.Gov website to source
general information about automatic enrolment. And while we would agree that this is a good strategy for
managing the expected large numbers of people who will be seeking information, we would be concerned if
the Department’s telephone service was not sufficiently prominent in the communication material to enable
those individuals without access to the internet, or who prefer not to use the internet, to seek help. Our
experience is that many members of the public want reassurance that their understanding of written material is
correct, and some will be daunted even by the prospect of having to read letters or booklets on the subject of
pensions. Our experience, and research by other organisations, shows that the public find reassurance in having
a telephone number available to contact someone should they need to, even if they actually choose not to do so.

15. We are working with the Department to quantify the expected volumes of queries that will come to our
organisation through referrals from the Department, re-directed to us from other organisations and those which
are likely to come direct to us. Our concern is that we are properly funded and resourced to support people
seeking information, thereby contributing to the successful implementation of this policy.

16. It is absolutely essential that the Department’s media campaign is sufficiently comprehensive to help
people understand how much they need to save to provide the income they need in retirement to maintain a
decent standard of living. We are concerned that individuals may have unrealistic expectations of the retirement
income they might get as a result of having been automatically enrolled into a workplace pension. It is therefore
important that sufficient steps are taken to manage these expectations, and expectations of possible redress,
should an individual’s outturn retirement income be significantly less than they anticipated.

17. We would suggest that many people will consider their retirement income needs have been ‘taken care
of’ once they have been automatically enrolled, even though in fact the amount likely to be provided in this
way could be insufficient. We are also concerned that most people who will be automatically enrolled into
workplace pensions may not fully appreciate the consequences of any decision to opt-out. In addition, unless
efforts are made to support people through their decision making process throughout their participation, poor
levels of consumer understanding about investment risks, volatility and fluctuations in annuity rates could lead
to suspicion and disaffection. This could potentially lead to lower levels of participation rather than achieving
the policy intention of significantly higher levels of personal provision for retirement income. Given our long,
trusted and successful track record in helping people understand all types of pension issues and planning their
retirement income, we are well placed to continue to provide this support, providing we are appropriately
resourced.

Likely Impact of the Legislation on Small and Micro-businesses

18. We welcome the inter-active materials produced by the Pensions Regulator to help employers understand
the complexity of the legislation and think it is well written and presented. However, we believe the amount
of detail firms need to understand in order to implement the requirements is both daunting and could potentially
cause smaller employers to fall foul of the regulations.

19. Whilst we understand the policy intention behind the legislation, we believe it is too complex for small
employers to understand without individual help. In this respect we agree with the concern expressed by the
British Chamber of Commerce that there is a real danger firms will be unable, rather than unwilling, to comply.
On the positive side, as the staging dates for small employers are much later in the process, it should allow
key stakeholders to make any necessary adjustments and provide additional support if this needed.

20. In 2001, when the requirement was introduced for employers with five or more relevant employees to
designate a stakeholder pension scheme, we set up a special helpline; we received 27,700 calls in the first year.
Nearly 10 years on, our helpline still receives around 500 calls a year from employers asking us to guide them
through the stakeholder requirements. These requirements are much simpler than employers’ automatic
enrolment duties. We are of the opinion that this demonstrates the need for additional support to be put in
place for smaller employers and we support the work which is already in hand by the Pensions Regulator to
do this. But this also demonstrates the potential demand that could be put on our service and the need to ensure
that it is properly resourced.

21. There are complexities in dealing with agency workers and particularly answering the question “who is
the ‘employer’ for the purposes of auto-enrolment”; anecdotal evidence from small employers who contact our
service suggests that they particularly value the flexibility that employing temporary and other agency workers
gives them.

22. Another area of complexity is the different categories of workers that firms will need to understand and
identify. These are:

— “Jobholders” who must be automatically enrolled into a qualifying scheme;

— “Jobholders” who do not qualify for automatic enrolment but who have a right to opt-into a
qualifying scheme; and
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— “Workers” without qualifying earnings who have the right to join a registered pension scheme
(which does not have to be a qualifying scheme).

23. By way of further example, we recently received an email from an employer stating that:

“To understand the ‘basics’ you would need to understand what is meant by (and the interaction
between):

— eligible workers;

— qualifying workplace pension arrangement/scheme;

— defined contribution scheme;

— qualifying pensionable earnings;

— defined benefit scheme;

— contracting out; and

— test scheme standard”.

24. Even within our own staff, who are experienced pension professionals, there have been discussions
concerning our different interpretations of some parts of the legislation. For example, whether or not an existing
scheme that stipulates a minimum level of employee contributions in its rules as a condition of membership
can continue to apply that minimum to new employees who are automatically enrolled for the first time, even
if it is more than the statutory minimum level of employee contributions.

25. In recognition of these complexities, we are aware that in addition to its website tools, the Pensions
Regulator is developing its call centre aimed at providing support for employers to assist them through the
process and achieve compliance with the regulations without the need to become over involved in jargon. We
will continue to work closely with the Pensions Regulator so that together we can provide complementary and
seamless support, particularly for small and medium sized employers.

Possible Measures to Reduce the Proliferation of Small Pots

26. We believe there should not be any differences in the treatment of occupational pension schemes and
other types of pension schemes for the purposes of trivial commutation. The introduction of a separate limit
for occupational pension schemes appears to go against the original policy intention of pensions tax
simplification under the Finance Act 2004, which was that the tax treatment of all registered pension schemes
should be the same. We believe the maximum size of the pension pot that can be commuted for cash on
grounds of triviality and without reference to the value of other registered pension scheme benefits should be
set at the same level at which research demonstrates that providers are willing to provide annuities.

27. Anecdotal evidence from those individuals who contact our service about small pots suggests that people
find the different rules for occupation and personal pensions bewildering. This applies to both trivial
commutation and short service refunds. This is particularly so where their employer has set up a group personal
pension (GPP) for staff, because the individual may not understand the difference between a GPP and an
occupational pension scheme. As far as they are concerned a GPP is a company pension scheme. We believe
that there should be no regulatory differences between the different types of plans in these areas.

Summary

28. We will continue to work with the Department and other stakeholders to ensure employers and members
understand the changes and their responsibilities, and to discuss the role we expect to play in helping the public.

Further details of our work can be found in our 2010–2011 Annual Review:
http://www.pensionsadvisoryservice.org.uk/publications/company-documents—reports

14 October 2011

Supplementary written evidence submitted by The Pensions Advisory Service

Thank you for the opportunity to give oral evidence to the Committee at the House of Commons on 2
November 2011.

There are a number of additional points we had hoped to raise during our evidence, but there was insufficient
time to do so. We would like to take this opportunity to put those points to the Committee now.

A Summary of the Main Points we have Raised in this Letter

1. We believe early access to pension funds should be considered as a way of encouraging young people to
save into a pension.

2. We are already providing some face to face support to small and medium sized employers. Taking stands
at exhibitions is one way where we can provide face to face information and guidance to employers in a cost
effective manner. However, we would need the funding and resources to fill this gap.
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3. We aspire to continue the work we are already doing, providing face to face information and guidance to
individuals facing complex pension decisions.

4. We would not want regulatory pressure on pension plan charges to be at the expense of quality
administration.

Early Access to Pension Funds

5. Whilst we understand the Government’s reasons for not changing the legislation to allow early access to
pension funds at the present time, we would be supportive of any measures taken by the Government to allow
early access to pension funds in prescribed circumstances in future. We believe this is likely to lead to more
people wanting to save into a pension, based on the anecdotal evidence gathered from talking to young people
in the workplace about saving for retirement. The two main reasons young people give us for not saving into
a pension are lack of affordability and not wanting all their money to be tied up until retirement, particularly
whilst saving for a first home. We believe early access should be considered in cases of financial hardship and
for the purchase of a first home.

6. By choosing to remain in workplace pension saving, workers will benefit from their employer’s
contribution, tax relief and fund growth, even if some of their funds are accessed early.

7. Should an individual be allowed to take their tax free cash lump sum early, the remainder of that fund
could be segregated and further cash withdrawals could be prevented. This would go some way to mitigating
the loss of income caused by taking part of the funds out early. The individual could be permitted to take a
tax free cash lump sum from any new funds saved after that date, in the usual way.

Providing Face to Face Support for Small, Micro and Medium Sized Employers

8. During our oral evidence, the Committee asked how we thought the “gap” could be filled to provide small
and medium sized employers with help, information and guidance about their automatic enrolment duties. We
are already doing some work in this area. We have held some seminars for the HR representatives of such
companies, where we have talked to them about pension reform generally, including their automatic enrolment
duties, and directed them to the Pensions Regulator for further information. We have taken stands at a number
of HMRC road shows for small employers, where we have spoken face to face to a number of small employers
about pension reform.

9. Our experience at these events suggests that many employers, particularly small and micro employers
who do not have HR resources, will want face to face information. This is something we could deliver by
working with HMRC, the Pensions Regulator and other groups such as the Federation of Small Businesses to
arrange seminars for groups of employers to talk them through the reforms and answer individual questions.
Taking stands at exhibitions for trade associations and other such groups is one way where we can talk face to
face to large numbers of employers in a cost effective manner. Although our priority remains giving help to
scheme members, our constitutional documents have already been changed to enable us to give information
and guidance to employers, and we do have the in-house technical expertise to do this. However, we would
need the funding and resources to take this forward.

10. In addition to the help and support employers need when their duties first start, they will need on-
going support if they are not to fall foul of identifying when the circumstances when existing workers fall
into catchment.

Providing Face to Face Information and Guidance to Employees Facing Complex Pension
Decisions

11. We have also taken stands at events held by hotels for their staff, where many of the staff are low paid,
part-time workers, ethnic minority groups and women—the sorts of people who are most likely to have complex
decisions to make about whether or not to opt-out of workplace pension saving. We have been able to talk to
high volumes of people about wide ranging pension issues at relatively low cost at this and similar community
based events.

12. We would aspire to continue with this work, subject to funding and resources.

Pension Plan Charges

13. We believe that modern pension plans have much simpler charging structures than older plans, which
often have complex charging structures and penalties for stopping contributions. However, we have watched
with interest the development of “active member discounts” in modern pension plans, where lower annual
management charges are applied to active scheme members and higher annual management charges are applied
to members who leave their workplace scheme, usually through no fault of their own.

14. We believe that many modern pension plans can be obtained with lower charges than some Individual
Savings Accounts, particularly where employers can negotiate lower annual management charges dependent
upon the number of members joining the plan.
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15. The Financial Services Authority has already done a lot of good work in this area with the requirement
under Treating Customers Fairly to disclose charges in plain English.

16. Unlike many savings products, pension plans are not simple to administer due to the volume, layers and
complexity of pensions legislation. For example, there are reporting requirements and complexities in paying
out benefits that require manual processes to be carried out by skilled administrators. Pension providers will
typically have whole teams of technical experts analysing changes to legislation and how both old and new
legislation affects their products and processes. We would not want regulatory pressure on pension plan charges
to be at the expense of quality administration, given that we deal with a number of complaints arising from
maladministration.

29 November 2011

Written evidence submitted by the Confederation of British Industry (CBI)

1. The CBI welcomes this opportunity to submit evidence to the Work and Pensions Select Committee ahead
of the entry into force of auto-enrolment from October 2012.

2. It is clear that the present rate of pension accrual, both private and state combined, will leave many
individuals with inadequate pension pots in retirement due to under-saving. The reforms are designed to address
this by giving all employees a basic minimum level of saving delivered through their employer. This new
national approach is designed to combat widespread scepticism and inaction about long-term savings. This is
especially true of lower earners, who feel they need to prioritise pay in the short-term to the detriment of
longer-term savings provision, especially where they work for a firm that does not currently offer pension
provision. The disincentive to save is compounded by the complexity of the UK pension system—many
individuals have little idea how to negotiate their way towards better provision. The Pensions Commission
recommended auto-enrolment as an appropriate policy response to break down these barriers—a view the CBI
endorses, and one which we recommended as part of the work of the CBI’s 2004 Pensions Taskforce.

3. The Commission also recommended employer compulsion, which was not the CBI’s preferred solution to
improving provision—compulsion often leads to satisficing, not the growth of a more vibrant long-term savings
culture. The current solution is a compromise, however, where no group had its proposals accepted in full. We
believe that the outcome of this—especially after the inclusion of the cost and red tape reducing changes set
out in the current Bill in response to the Johnson Review of last summer—represent a credible approach that
all can live with.

4. In this submission we set out that:

— in the current economic context, phasing and staging are essential to the regime’s success;

— a strong communications strategy from DWP and the Regulator must be at the heart of auto-
enrolment; and

— NEST has an important role to play as a public service duty holder—but it must not damage
long-term saving.

In the Current Economic Context, Phasing and Staging are Essential to the Regime’s Success

5. Auto-enrolment was designed at a time when the UK and the broader world economy was strong. After
the recession, this picture has changed significantly. With sluggish growth expected over the next few years,
companies’ cashflow is likely to remain under pressure for some time to come. Some have called for delaying
or reforming the programme in response to this. The CBI did consider this question, but the mitigating measures
achieved by business in the preparation of the plan—phasing and staging mechanism—reduce and delay the
reforms’ impact. This was a nice-to-have in 2007, but it is now essential. Without them auto-enrolment would
be unaffordable for employers. The further changes introduced by the Johnson Review in 2010, in particular
the three month waiting period, will also help reduce the financial and administrative impact on employers.

6. The CBI welcomed the previous Government’s decision to phase-in the employer duty. We regard this as
essential to business support for the regime. A 1% minimum employer contribution rate until September 2016,
with 2% until September 2017 and finally 3% from then on will allow employers—especially the smallest
firms—the time they need to plan ahead and absorb as much as possible of this cost into pay systems. It will
also force a lot of the cost of the programme away from the current economic turbulence. Alternative strategies
would mean that a sizeable proportion of companies would experience a contributions “cliff-edge” when they
reached their staging date, moving immediately from 0% to 3%.

7. The CBI also welcomed the decision to stage the dates at which companies will become subject to the
reforms. Smaller businesses are currently less likely to provide occupational pension provision for employees
and will need longer to prepare and budget for the changes—in this regard, staging on the basis of payroll size
is justifiable and is another way in which the plans allow for the needs of the smallest employers. There have
been suggestions directed at the DWP that the staging framework is too complex, with new firms joining every
month rather than at common commencement dates in April and October. CBI members believe that the
proposed monthly timetable is workable because employers will be given sufficient notice to prepare. It is
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certainly a more manageable system for the Pensions Regulator, which will have to register each new employer.
CBI members favour a steadier build-up of registrations, as this will put less strain on the system and help avoid
embarrassing teething issues. It also means that smaller firms will not see the reforms introduced until 2014.

8. The economic context is vital, but the effect of phasing and staging is to make the question of delay now
more one of whether the approach is right, rather than the immediate cost. CBI members accept this, but costs
will rise in 2012 however and one thing government can do is increase firms ability to cope, for instance by
reducing the minimum wage award for next year to take account of the additional cost.

A Strong Communications Strategy from DWP and The Regulator must be at the Heart of
Auto-enrolment

9. The CBI accepts that lower than previously expected take up of auto-enrolment in the early days is likely
due to pressure on household incomes. But we strongly believe that the situation will improve as the economic
situation improves and that this is not something that undermines the basic structure of the reforms. In the
meantime, both DWP and the Pensions Regulator must focus on selling the changes from next year. They must
provide the right environment for industry to develop attractive and affordable products that react to employers’
and employees’ needs.

10. The Pensions Regulator must also ensure that the compliance regime works as smoothly as possible,
minimising the administrative burden for employers. Employers should be able to self-certify their scheme
easily so they are led to level down contributions to make it easier to comply.

NEST has an Important Role to Play as a Public Service Duty Holder—but it must Not
Damage Long-term Saving

11. The National Employment Savings Trust (NEST) plays a central role in the auto-enrolment framework.
Its existence is necessary for the framework to succeed in coverage, but the arrangement should not be co-
dependent. CBI members acknowledge the need for a low cost savings vehicle for those whose employer does
not offer their own scheme—but it should not replace the wider pensions industry. Its focus should be on those
not yet served. From the employer perspective, especially SMEs, NEST will be valued as a good default
scheme for businesses taking their first steps into the world of pensions. The CBI has been encouraged by
NEST’s efforts to ensure that the scheme is soundly based, with a well-designed investment approach that
should assuage any fears employers new to pensions might have about choosing an adequate scheme for
their employees.

12. The CBI supports NEST and believes that it can succeed in its function if its focus remains on fulfilling
its public service duty. All applicants to the scheme will be accepted under the public service obligation that
is rightly built into the scheme’s design. But to attract and retain them, it must also ensure its charging structure
is attractive to low-earners. We have commented publicly previously that the contribution charge makes NEST
unattractive in the first years, and would prefer a different approach.

10 October 2011

Written evidence submitted by NOW: Pensions (supported by the Danish Pension fund ATP)

Introduction

About NOW: Pensions

1. ATP has been following the UK market for some time and was a preferred bidder for the administration
of NEST.

2. NOW: Pensions is a trust based multi employer scheme being set up in anticipation of auto-enrolment.
NOW: Pensions will offer a simple, cost efficient pension, that delivers long-term stable returns. The delivery
is based on international best practice of delivering quality pensions. Based on the Danish Pension fund ATP’s
45 years of experience servicing virtually the entire Danish working population (4.7 million members). The
ATP Danish investment team leveraging their scale (c 80 billion GBP) and processes will manage the
investment. The administration will be done through Xafinity Paymaster an established UK based administrator.

3. NOW: Pensions is setting up its systems, structures and staffing and will be enrolling the first employers
and members early next year.

Auto-Enrolment

4. NOW: Pensions is strongly supportive of the 2012 reforms and we believe it is the right initiative to
encourage savings and utilize employees’ faith in their employers to support the building of a new savings
culture.
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5. Auto-enrolment is part of a very broad consensus based on the Turner proposals. It is crucial that that
consensus continues to involve employer organisations, the unions and the major political parties. There is a
real risk of that consensus unravelling if there is any suggestion of postponing the implementation of auto-
enrolment.

Some of the key focus areas are

6. An urgent need to finalise rules, execute and clearly communicate auto-enrolment to businesses and
individuals to provide a chance to prepare and make auto-enrolment a success.

7. Make it easy for employers to choose and qualify a scheme and then relieve them of any future liability
for that choice.

8. Create trust in auto-enrolment by securing that the pension provision offered by “auto-enrolment
providers” is delivering value to the members.

Auto-enrolment—Why is it Necessary?

9. With such a large number of employees not saving for their retirement, there is a clear need for change.
This is the clear message of the Turner Report.

10. The 2012 pension reforms can be seen as soft compulsion and in our view this is the only way to make
sure as many as possible will start to save. Inertia is a powerful weapon and combined with employees’ trust
in their employer this is probably the best way to make people save.

11. In regard to the issue of means testing and whether it is worth saving for the lowest income groups
NOW: Pensions believe a reform of the state pension system is the solution, which the Government is also
looking into.

12. In our view there seem to be too much debate about whether it is good for individuals to save eg if they
have student loans, etc. In reality there is never a “good” time to start saving for the key target group of auto-
enrolment. Most people need to start to save early because they will never be able to afford to make high
enough contributions at a later stage.

13. Making auto-enrolment work is a unique opportunity to create a workplace pensions landscape offering
much more value than is currently delivered. It is not only about securing against poverty in retirement, but
also about having a dignified retirement and making a long needed restructuring of the pension industry.

Answers to Specific Queries

DWP’s communication strategy for introducing auto-enrolment and provision of advice and support to
employers and employees

14. In our view the main thing now is to keep messages simple and consistent so that it is understood that
it is worth saving, auto-enrolment will come, and it will be a major but positive change.

15. With this in mind, we should be able to work together with NEST to insure people understand these
messages. It is in all our interests to make auto-enrolment work.

16. The key issue as we see it, is the lack of trust in the pensions industry. Charging structures need to be
simple, easy to understand and governance needs to be transparent in all respects.

For phasing and stageing the introduction of auto-enrolment

17. Auto-enrolment will be costly and administratively burdensome for employers at the outset. As part of
the consensus reached around the Pensions Commission’s recommendations, the Government agreed to stage
the introduction of auto-enrolment over a number of years, to give employers time to prepare. Employer
contributions are also gradually increasing from 1% to 3% to help employers adjust to the cost of auto-
enrolment.

18. The Pension Regulator provides simple guidance. We believe this is good and as a provider we are
looking at how we can make it as easy as possible for employers to comply.

Likely impact of auto-enrolment on business, especially small and micro-businesses

19. A reform of this magnitude impacts both small and large businesses. From a business perspective it is a
new administrative burden.

20. The administrative burden is important and will be impossible to completely eliminate in the set up
stage. If set up well and the provider supports the process, the implementation can be made easier and future
compliance should be relatively simple for the employers. We have concluded that it is possible to manage
most of the auto-enrolment process on behalf of the employers and we are well advanced in building a system
to support this. We want to make the process as simple as possible for employers of all sizes.
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21. We are still awaiting clarity on some rules and there is therefore a urgent need for having a final set of
rules. This is in our view more urgent than simplifying them even though simpler rules would be helpful.

22. For smaller employers it is particularly difficult and time consuming to find and decide on the right
pension provider. We believe more public guidance could be given here. Such as offering employers a list of
good qualified schemes, where the employer will not be held liable if choosing one of these.

Role of the Pensions Regulator, including certification of schemes

23. The Pensions Regulator is doing a very good job in explaining employer duties and preparing to help
employers comply and react to enforce the rules.

24. There is a genuine concern about master trusts being set up without transparent governance and wholly
independent trustees. NOW: Pensions have established an advisory board consisting of Lord (John) Monks
former head of ETUC and TUC, Nigel Waterson former Shadow Pensions Minister, Imelda Walsh former
Group Head of HR Sainsbury’s and Chris Daykin former Government Actuary. And it is planned they will
become independent trustees in Q4 2011. Their duty will be to look after the interests of the members.

25. We would welcome a formal certification process of schemes by the Regulator. The quality of scheme
governance needs to be ensured, handling both conflicts of interests and securing the pension funds’ ability
and aim to work in the best interests of its members. We believe the Regulator could play an even greater role
in this. A certification would if constructed correctly relieve employers of any future liability when choosing
a certified scheme. Over time this would be a cornerstone in creating more trust in the industry and perhaps a
more consolidated pension market.

Estimated opt-out rates, including the possible impact on NEST if the numbers auto-enrolled are significantly
lower than predicted

26. A sad but unavoidable problem is that there is a general lack of trust in the industry. This could mean
that more people opt-out as they believe it’s not worth saving, since all savings disappear in costs and poor
performance. This is the reaction we have had from a number of individuals writing to us to help them with
their savings. Costs are too high and most UK savers have far too much risk in their investments. Typically
savers are over exposed to equity even if they have not made any choices and are in a default fund. Many
continue to have this risk exposure even close to retirement.

27. In any event there will still be millions of new savers. There will be plenty of customers for NEST and
for us.

28. NEST will need scale and the number they have mentioned is minimum two million members. That
kind of scale can only be obtained if auto-enrolment is run according to plan and with a clear communication
around the value of saving.

NEST’s potential market share and the possible effects on other providers

29. NEST will have a key role making sure all employers are able to offer a pension to their employees. It
must keep it’s focus on it’s target market and we genuinely hope it will be successful. As a totally new venture
it needs to be sure its IT etc all works from day one.

30. There is already evidence showing that suddenly some existing providers are expanding their offering to
lower income groups when employed with large companies. There are reservations about the governance of
some so called master trusts.

31. There will also be new entrants like NOW: Pensions coming to the market but we believe this competition
will increase the quality of workplace pensions. There will be competition in the post 2012 world and so there
should be.

Whether auto-enrolment is likely to attract new providers and encourage new models of provision

32. NOW: Pensions is a new provider in the UK market (supported by Danish ATP) attracted by auto-
enrolment.

33. Our business is based on the fact that large trust based schemes can offer better value and better
governance to their members. Large schemes can afford quality IT solutions, they have buying power and
critical mass. Investments are clearly also a scale business. Not only does buying power matter, but having the
scale to implement proper risk management processes and have in-house managers means that investment costs
and performance can be improved significantly. ATP’s performance for the past 10 years has given an average
return of 7.4% per annum this is c 2% higher returns year on year than the average pension fund.

34. The optimal result of auto-enrolment would be a small number of very large pension funds (preferably
trust based) running the UK work place pensions. These schemes would compete and ensure that employers
have different offerings. It would also have the scale to offer really good pensions. Something similar has been
suggested by the NAPF with their SUPER Trust idea.



cobber Pack: U PL: COE1 [O] Processed: [12-03-2012 13:32] Job: 014906 Unit: PG07
Source: /MILES/PKU/INPUT/014906/014906_w018_kathy_ZU NEST 46 Now Pensions.xml

Work and Pensions Committee: Evidence Ev 171

35. There is however a risk that auto-enrolment would either result in something similar to stakeholder, with
too many providers, or its employees would be auto-enrolled into schemes that are not offering a decent
proposition or a credible governance structure.

36. Competitors like us will ensure the quality of pension provision and that costs and services provided by
NEST and others remain competitive and of high quality.

Likely impact of the limitations placed on NEST, including the contributions cap and the ban on transfers

37. Clearly the annual contribution cap and restriction on transfers are set out in the legislation. Again, there
was a consensus at the time that there should be these restrictions upon NEST, at least initially. However, these
restrictions may well be removed following the review planned for 2017.

38. Also, to ensure a smooth launch for NEST, we are sure they would not wish these additional
complications at present. In other words the NEST offering has to be kept as simple as possible to ensure a
successful launch.

39. Of course, NOW: Pensions has no such restrictions and an employer who wished to have all their staff
(including higher earners) enrolled or to be more generous in their contributions from day one may be attracted
to our model. In the same way we could allow transfers from the outset.

NEST’s investment strategy

40. NEST has produced a detailed strategy based on research. It could be described as a cautious strategy.

41. Our investment strategy is based on our existing strategy which has been refined over 45 years
experience. Core to our belief is keeping it simple for the members which will also reduce the need for advice
and give better outcomes.

42. Our experience and research shows that for most members choice is a burden. And the fact is when
there is choice 95% end up in the default fund.

43. Obviously the complexity under the surface is increasing and the current economic environment is not
making things easier. Innovation and new investment solutions are important to secure better outcomes, but
they increase the requirements for good internal investment people.

44. In our view there is need for our approach which is based on a highly diversified risk managed solution
adjusting to the volatility in the market and smoothing into retirement. That is being invested in an ethical and
socially responsible manner.

45. In this context we would suggest new reporting requirements from the FSA or TPR on default fund
options and risk management to ensure proper default options are being offered to all savers in the UK.

Possible measures to reduce the proliferation of small pension pots

46. Looking at the UK DC market with its c46,500 DC funds it is clear that there is need for consolidation.
There are simply too many small pension funds. Since pensions are a scale business a side effect of auto-
enrolment could be the start of a consolidation process. However consolidation does not start of itself, there is
need for a regulatory push to make this happen.

47. NOW: Pensions would support a simplification of the process of consolidating pots. In Denmark the
industry has agreed on an electronic policy transfer system that automates this process so it is easy to
consolidate. Perhaps lessons could be learned from this experience.

The extent to which auto-enrolment is likely to achieve the desired behavioral change in terms of
encouraging people to make provision for retirement

48. We strongly support the post Turner consensus. From 2012, all UK employers will be required to follow
automatic enrolment. This will be a huge step forward and will bring millions of people into pension saving
for the first time. To make the behavioural impact of auto-enrolment more effective, Government must engage
in a comprehensive communications campaign aimed at individuals and employers, which should provide clear
messages about the importance of saving for retirement and be the building block for recreating trust in
the pensions.

14 October 2011
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