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Welcome to the most recent edition of Pensions Accounting, Assurance and Regulatory Round-Up for private sector occupational pension schemes.  

This update covers a range of topics and considers developments from the Regulator, the DWP and the wider pensions industry.

If you have any queries or would like to discuss any of the matters herein further, please do get in touch with your usual contact at KPMG, Anne or Sarah,

or email us at:

pensionsassurance@kpmg.co.uk
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Occupational Pension Schemes (Governance) (Amendment) Regulations
2018 : Impact on pension scheme governance

The DWP published the Occupational Pension Schemes

(Governance) (Amendment) Regulations 2018 (the “Regulations”)  

in October 2018. These Regulations set out the legal framework  

for implementing IORP II in the UK. However, trustees need not  

take any actions until The Pensions Regulator (TPR) has issued a  

governance code of practice which will be developed during 2019.

The Governance Regulations amend the requirement for internal  

controls, as set out in the Pensions Act 2004. “Internal controls”  

becomes “an effective system of governance”. Trustees must  

establish and operate an effective system of governance including  

internal controls. This system of governance must be  

“proportionate to the size, nature, scale and complexity of the  

activities of the occupational pensionscheme”.

The Regulations require TPR to issue a code of practice that  

covers:

— The effective system of governance, including internal  

controls;

— Key functions, being risk management, actuarial anda  

function that internally evaluates the adequacy and  

effectiveness of the system of governance;

— Outsourcing ofactivities;

— Written policies in relation to key functions and outsourcing ;

— Remunerationpolicies;

— Own-risk assessment of the system of governance;

— Benefit protection mechanisms e.g. the PPF;and

— Where ESG are considered in investment decisions how new  

or emerging risks are identified.
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Schemes with less than 100 members will not be covered by the  

code of practice. They will nonetheless still have to have an  

effective system of governance.

The Regulations closely follow the governance requirements of the  

IORP in most respects with the notable exception of internal audit.  

The IORP explicitly states one of the key governance functions is  

internal audit. The Government’s approach to implementing this  

requirement is to refer to a function which “internally evaluates  

adequacy and effectiveness of the system of governance”, as  

mentioned previously. This will give TPR flexibility in implementing  

what could be a costly requirement and this flexibility is to be  

welcomed. However, as always the devil will be in the detail!

The first of this own-risk assessment of a scheme’s system of  

governance must be prepared within 12 months beginning with the  

last day of the first scheme year that begins after TPR has  

published the necessary code of practice, or if later, by the date  

on which the trustees are next required to obtain an actuarial  

valuation or an annual governance statement. Subsequent own-

risk assessments must be prepared at intervals of not more than  

three years.

It is not expected that schemes will have to make major changes  

to their governance systems, especially if they have followed  

existing guidance issued by TPR – e.g. the 21st Century Trustee  

Campaign and existing Codes of Practice.

Detailed guidance on how to comply with the Regulations’  

requirements will be issued by TPR later this year, after a  

consultation period, the Government giving trustees and managers  

sufficient planning time. Trustees may wish to wait for the  

publication of the draft code, but in the meantime, it may be useful  

to review existing governance systems that are already in place  

against the high level requirements set out in theRegulations.
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TPR: Annual funding statement 2019
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TPR published their Annual Funding Statement 2019 in March 2019.

In summary, the 2019 statement outlines TPR's expectation that trustees  

should set a long-term funding target (LTFT) and a journey plan setting out  

how this will be achieved. The statement also indicates TPR’s  

expectations around the setting of an investment strategy which is  

consistent with the LTFT, together with their views on the employer  

covenant and funding.

TPR's new approach (to be clearer in their expectations, quicker to  

respond and tougher where required) will include contacting schemes  

where there are concerns on aspects of the funding and investment  

approach, particularly focused on equitable treatment of the scheme and  

the length of recovery plans. The statement makes clear that, whilst not  

condoning late valuations, TPR's preference is for the best outcome for the  

scheme, rather than a compliant but sub-optimal result. A revised funding  

code is expected towards the Autumn of 2019.

Trustees' approach to valuations are also discussed, highlighting the need  

for trustees and employers to agree a clear strategy for achieving a long–

term goal balancing investment risk, contributions and covenant support.  

Consistent with IRM guidance, trustees should then set investment and  

funding strategies which follow journey plans towards the LTFT. Schemes  

should then be prepared to evidence how their shorter term strategies  

align with the LTFT. The Regulator will risk assess all valuation  

submissions using an integrated approach looking at the overall risk profile  

of a scheme including funding and investment strategies and risks relative  

to the sponsor and how those risks are managed.

TPR's expectations are set out in a series of tables which are stratified  

depending on the funding, covenant strength and maturity of the scheme  

and contain detailed considerations of appropriate alternative actions for  

trustees, although it is recognised that alternative approaches may be  

preferable in certain circumstances.

Emphasis is placed on the need for equitable treatment of the scheme as  

against other stakeholders, such as shareholders. Concern is raised  

about excessive dividend payments while recovery periods remain long  

and deficit recovery contributions modest.

Key principles behind an equitable balance between scheme funding and  

shareholder return are given:

— Where dividend and other shareholder distributions exceed Deficit  

Reduction Contributions (DRCs), short recovery plans and strong  

funding targets are expected.

— If the covenant is assessed as weak (or moving towards weak), it is  

expected that DRCs should be larger than shareholder distribution  

unless the recovery plan is short and the funding target strong.

— If the covenant is weak and the scheme not supported, then  

shareholder distributions should have ceased.

In regard to length of recovery plans, the Statement clarifies that it will  

consider a period too long ‘if a relatively mature scheme with a strong  

employer has a recovery plan in excess of the average length for the  

universe of schemes’ (i.e. if, in this situation, a recovery plan is longer than  

the average).

Ultimately, TPR has power to intervene in a scheme’s funding strategy and  

valuation. Powers available when there is no agreement or when valuation  

assumptions appear inadequate include direction around how technical  

provisions should be calculated and any deficit funded. Other, more  

general, interventions may also be employed, such as supervision,  

improvement notices and penalties.

TPR's Annual Funding Statement has been welcomed by the industry  

noting particularly it’s tougher language, clarity and recognition of the need  

to balance calls on employer resources.
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TPR Future – a new regulatory approach

In September 2018 the Pensions Regulator (TPR) launched a new approach to  

focus their regulatory supervision. Following a series of high profile cases  

questioning TPRs role in guiding and monitoring schemes facing challenges, this  

new approach emphasises the Regulator’s recent drive to provide clearer,  

quicker and tougher action. There is also recognition of the Regulator’s role as  

part of a wider framework of financial sector supervision.

The new approach, ‘TPR Future’, is designed to cover all types of scheme. it  

focuses on proactive engagement with a wider range of schemes and aims to  

provide clearer guidance about the Regulator’s expectations. While continuing  

to educate and support schemes, a tougher stance is introduced on those who  

are wilfully ignoring or avoiding responsibilities, with member protection  

remainingparamount.

‘TPR Future’, is formed of a three part programme. Phase 1 commenced in April  

2018, establishing recommendations for change and recognising the significant  

changes to risks in the pensions landscape since the Regulator’s inception  

following the Pensions Act 2004. Phase 2 built on the recommendations of  

Phase 1, designing a new operating model linking statutory objectives, identified  

risks and the Regulator’s aspirations over a five yearperiod.

The current initiative comprises Phase 3 of the programme involving  

establishment of a new operating model which will see action over the next 12 –

18 months. Identification and mitigation of ten key threats will enable  

identification of those areas where members face the greatest risks. Focus  

areas will be kept under regular review to ensure the list remains appropriate.

Four key areas form the basis of TPR’s new approach. These are noted  as:

— Setting clear and measurableexpectations

— Identifying riskearly

— Driving compliance through supervision and enforcement and

— Working withothers.

A select population of higher risk schemes will be subject to 1:1 regulatory  

supervision with a nominated TPR contact. These new measures are now being  

implemented for around 30 schemes. Additional and escalating regulatory effort  

will be focussed on schemes found not to be meeting TPR’sstandards.

Different approaches to scrutiny will be tested depending on the risks identified  

and TPR have not ruled out issuing improvement plans whereappropriate.
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A second strata of schemes will experience interactions based on a specific  

regulatory risk or issue, again making use of a range of possible interventions.  

These may vary from the appointment of a nominated TPR contact (maintaining  

looser contact with the scheme than for those schemes on the ‘1:1’ regime) to  

interactions based on letters, phone calls and participation in a thematic review.  

Responsive regulatory action will be taken where circumstances demand.

TPR emphasise that the new approach is not aimed at increasing use of their  

enforcement powers but rather encouraging schemes to engage and meet the  

required standards. All DB, DC and public sector schemes must complete a  

scheme return (the scope of which will evolve and may be followed by requests  

for follow up information); the level and degree of any further intervention will be  

determined by the regulatory risk identified. TPR anticipate that between 20 and  

40% of schemes will experience some form of further supervisory interaction  

through activities such as participation in focussed thematic reviews and  

responding to information gatheringrequests.

In order to deliver this new approach, TPR have engaged in a training  

programme for their staff and to bring the message home visually.

Implications

TPR began their horizon scanning contacting a range of schemes which were  

potentially at risk and requesting specified actions to mitigate identified risks.  

Use was made of risk assessment questionnaires to enable a view to be formed  

around the need for any further intervention.Trustees were targeted in an  

information campaign reminding them of their accountability for all areas of  

scheme operations, including continuity planning. Publication of compliance  

failures reinforces TPR’s zero tolerance towards poor governance.

As the new approach takes hold, TPR will publish updates on key  

achievements, continually review the effectiveness of their work and provide  

opportunities for industryfeedback.

Conclusions

TPR will measure and track their success with the aim of providing credible and  

robust regulation in collaboration with industry partners. Members will benefit  

from increased assurance that workplace pensions aresecure.
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GMP Equalisation
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The recent High Court judgement in respect of the equalisation of GMPs  

for the Lloyds Banking Group has significant implications for scheme  

administration, funding and accounting for all defined benefit pension  

schemes with unequal GMPs for members who were contracted out  

between 17 May 1990 and 5 April 1997.

The ruling creates a legal obligation (from the date of the ruling 26 October  

2018) on scheme trustees to equalise GMPs through other scheme  

benefits. Equalisation includes backdating of benefit adjustments and  

related interest to 17 May 1990, subject to scheme rules which may have  

a 6 year limit. Current estimates of the liability range from 1 to 4% of  

scheme liabilities.

Under FRS 102 and the Pensions SORP, the obligation in respect of  

backdated benefits and related interest needs to be recognised as a  

liability in pension scheme financial statements for year ends after the  

judgement date or disclosed as a non-adjusting post balance sheet event  

for financial statements with year ends before the judgement date and  

approved after the judgement date, subject to materiality considerations.

Trustees may wish to undertake an initial high level assessment of the  

likely liability with a view to undertaking detailed calculations only if the  

amount is not clearly immaterial. It may not be necessary for trustees to  

include immaterial amounts in the financial statements although they may  

choose to do so along with an explanation of their approach and  

accounting in the trustees report.

Trustees will want to consider the implications of the judgement for their  

scheme, seeking professional advice and considering in detail which  

equalisation method, of the several suggested by the court, will be  

applicable and the likely costs. This will include liaising with the employer.  

The calculations involved will be complex and the detailed member  

information required may not be available in time for the preparation of the  

financial statements. In such cases (which are expected to be few in  

number) it may be possible to use other methods to obtain a view of the  

likely financial impact on the scheme.

Trustees should endeavour to determine a reasonable (best) estimate for  

the cost of backdated benefits and related interest for inclusion in the  

financial statements.

However, it is possible that calculations based on the agreed approach are  

not finalised at the time of preparing the scheme financial statements  

and/or detailed calculations have not been fully completed. If the trustees  

conclude that it is impossible to determine a reliable estimate and there  

are grounds to believe the amounts are likely to be material this should be  

disclosed in the notes to the financial statements and treated as a  

contingent liability (rather than an accrual or provision) and the scheme  

auditor will consider the impact of this on the audit report.

Schemes accounting for backdated GMP equalisation liabilities will need  

to consider whether the amounts should be accounted for as accruals or  

provisions (the latter requiring additional disclosure under FRS 102). This  

decision will be made on a case by case basis. Generally, the distinction  

is made based on the level of uncertainty surrounding the liability, which is  

much less for accruals than for provisions.

Both parties to the Lloyds case agreed that equalisation applies to benefits  

transferred in. In other words a receiving scheme will need to make good  

any inequalities in benefits arising from transfers in. Consideration of  

transfers out and any de-minimis considerations was deferred to a further  

hearing. Buy-outs are unlikely to be affected by the ruling as the scheme  

has passed the legal obligation to make benefit payments to the buy-out  

provider and in many cases the scheme and sponsor may no longer be in  

existence. The liability to equalise will therefore fall on the buy-out provider.

Disclosures and balances included in the financial statements as a result  

of the GMP equalisation ruling will be subject to audit scrutiny. The nature  

and extent of audit work required will depend on the uncertainty and  

complexity of any estimates required and disclosures made.

Further guidance is available from PRAG, including suggested disclosures  

covering various scenarios. However, it is clear that early liaison between  

trustees, scheme auditors, scheme actuaries and the employer is key to  

assessing the implications and likely impacts on pension scheme financial  

reporting. For an outline of the wider considerations and possible trustee  

responses see the summary attached.

http://kpmgeu-mkt-stage1-res.adobe-campaign.com/res/kpmgeu_mkt_stage1/1e090a532b49cfae082c7492befb8482.PDF
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Protecting Defined Benefit Pension Schemes: government response to
consultation

Proposals for a stronger pensions regulator

In February 2019, the Government published a response to its consultation following 

the 2018 White Paper ‘Protecting Defined Benefit Pension Schemes’. The response  

sets out proposals to improve the Pensions Regulator’s (TPR’s) powers enabling it to  

be more proactive, have the necessary powers to obtain information in a timely  

manner, able to gain redress for members and to deter reckless behaviour.

The 2004 Pensions Act put in place certain safeguards to mitigate potential moral  

hazard resulting from the creation of the Pension Protection Fund (PPF). The current 

proposals revisit those safeguards in the light of experience to date. Whilst the  majority 

of employers comply with their obligations, the Government intend to ‘put in  place 

tougher, more proactive powers so that the Pensions Regulator can intervene more 

effectively ‘. In outline, the key drivers of the new proposals are to:

— give TPR powers to punish those who are deliberately putting their schemes at  

risk and to obtain redress when losses occur;

— to legislate to introduce further criminal offences for reckless behaviour and 

build on current provision for disqualification of directors; and

— to work with TPR to strengthen the notifiable events framework and corporate

transaction clearance procedures (whilst not imposing measures which could

adversely impact business activity).

These proposals go hand-in-hand with TPR's new ‘Future’ regime which introduces  

1:1 supervision for a select group of schemes and increased regulatory intervention 

more generally.

TPR welcomed the new proposals, enabling it to have earlier and more effective  

intervention, if required.

Notifiable events

An enhancement to the notifiable events regime is planned to include notification of  

the sale of a material proportion of the business or assets of a scheme employer  

which has funding responsibility for at least 20% of the scheme’s liabilities and the  

granting of security on a debt to give it priority over debt to the scheme. The existing 

notifiable event of ‘wrongful trading of the sponsoring employer’ will be removed.

Further consultation will follow on the details and TPR will revise its Code of Practice  

and update its guidance on the notifiable events framework.
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Declaration of Intent

In relation to corporate transactions, the Government intend to legislate for the 

introduction of a Declaration of Intent by corporate planners with the intention that it  

will be shared with the trustees of the pension scheme and TPR. This is likely to be 

triggered by transactions such as the sale of a controlling interest in a sponsoring  

employer, the sale of the business of a sponsoring employer and the granting of 

security in priority to the scheme. The Government will work with TPR on the  

implementation of these proposals, including the timing for the Declaration to be  

made.

Penalties

The consultation also sought views on proposals to introduce a new civil penalty up to  

a max of £1 million for a variety of serious breaches and new criminal offences.

Criminal sanctions are to be imposed for reckless mishandling of pension schemes  

endangering pensions (by, for example, allowing huge unsustainable deficits to build  

up or taking excessive investment risks) which will carry a custodial sentence and  

unlimited fine. Failure to comply with a Contribution Notice will attract an unlimited fine 

and civil proceedings.

Other measures

The Contribution Notice regime will be strengthened to give TPR more flexibility in  

implementation, a greater focus on risk to the scheme and to update the method of 

calculating the sum payable. The Financial Support Direction (which will become  

known as Financial Support Notices [FSNs]) regime will be streamlined and it’s target  

group broadened to ensure pension obligations are met.

The Regulated Apportionment Arrangement (RAA) regime was also considered  

following proposals that TPR should become involved earlier in the process.

However, a risk was recognised in allowing a greater number of RAAs and this issue  

was noted for further consideration.

Consultation proposals included suggestion of a mandatory clearance procedure in  

relation to corporate restructuring activity. Current provisions for a voluntary process  

provide little incentive for employer engagement and the number of consultations has  

decreased markedly in recent years. The Government recognised that a mandatory  

process may result in disproportionate effect on normal economic activity and this  

concern was reflected in consultation responses. The Government have indicated  that 

TPR should review its guidance on the clearance process in order to clarify its  

expectations and processes.

Further legislation will be introduced to give TPR additional powers in relation to  

interviews and inspections and to increase civil penalties in certain areas.

The Government intend to work closely with TPR in implementing all the measures  

proposed and to consult with stakeholders on the detail.
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Trustees’ investment duties
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Following the Government consultation on strengthening trustee  

investment duties, amendments have been made to the  

Investment Regulations and the Disclosure Regulations that will  

take effect from October2019.

What are the new requirements?

1. From 1 October 2019 trustees will be required to update or  

prepare their Statement of Investment Principles (“SIP“) to set 

out how they take account of  financially material 

considerations (financially material  considerations include 

(but are not limited to) environmental,  social and governance 

considerations (including but not  limited to climate change), 

which the trustees of the scheme  consider financially 

material) over the appropriate time  horizon (where 

appropriate time horizon means the length of  time that the

trustees of a trust scheme consider is needed for  the funding 

of future benefits by the investments of the  scheme), 

including but not limited to those arising from  environmental, 

social and governance (ESG) considerations,  including 

climate change. This will replace the current  requirement to 

state the extent (if at all) to which ‘social,  environmental and 

ethical’ considerations are taken into account.

2. Trustees are to state the extent (if at all) to which non-

financial matters (non-financial matters means the views of  

the members and beneficiaries including (but not limited to)  

their ethical views and their views in relation to social and  

environmental impact and present and future quality of life of  

the members and beneficiaries of the trust scheme) are  

taken into account in the selection, retention and realisation  

of investments.

3. In addition, the SIP will  have to include the trustees’ policies 

in relation to the  stewardship of their scheme's investments, 

including  engagement with investee firms and the exercise of 

the voting  rights associated with theinvestment.

4. An optional policy has been added to the original proposals on  

non-financial matters, including not only members’ ethical  

concerns, but also social and environmental impact matters  

and quality of lifeconsiderations.

5. Trustees of ‘relevant schemes’ (broadly DC schemes with few  

exceptions) will be required to publish their SIP on a publicly  

available website and inform scheme members of its  

availability in their annual benefit statement.

6. From 1 October 2020 trustees of relevant schemes will also  

need to produce and publish an implementation statement  

setting out the extent to which the SIP has been followed,  

describing any review carried out, any changes made and if  

no review undertaken, the date of the last review. The  

implementation report is required to be published online as for  

the SIP, and members made aware of its availability in their  

annual benefitsstatements.

If not already in progress, trustees are urged to start working with  

their investment advisers on an appropriate policy on how  

financially material factors – ESG – and non-financial factors are  

taken into account, so as to update their SIP by the setdeadline.
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Standards for professional trustees of occupational pension schemes

In February 2019, the final version of the Professional Trustee  

Standards were published. The industry-led Professional Trustee  

Standards Working Group (PTSWG)  publisheddraft

standards for professional trustees back in December 2017,  

following The Pension Regulator’s (TPR) publication of the  

definition of a professional trustee. The new Standards apply to  

anyone falling within TPR’s description - with the aim of improving  

the functioning of the market and improve member outcomes and  

pension scheme governance.

The Standards are set out in three Schedules: General Standards;  

Standards relating specifically to chairing a trustee board or  

assisting the chair of a trustee board and additional Standards for  

professional trustees who act as a sole trustee.

The standards set out in Schedule 1 cover the following areas:

1. Fitness and propriety;

2. Expertise and care;

3. Professional development;

4. The role of the professional trustee on a trusteeboard;

5. Behaviours and skills; and

6. Conflicts of interest.

There are additional Standards for scheme chairs (including how  

to lead, negotiate and achieve a consensus) and for those  

professional trustees who act as sole trustees (for example  

demonstrate appropriate mitigation of risks surrounding sole  

trusteeship and peer review of key decisions). Professional  

trustees who act as chairs must meet the standards set out in  

Schedule 1 as well as those set out in Schedule 2. Examples  

include where a professional trustee is chair of a defined benefit
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scheme, he/she must ensure that effective, timely advice is  

obtained for key issues faced by the scheme, and that the whole  

board understands and debates those issues. Schedule 2 sets out  

the roles and qualities expected of a professional trusteechair.

Where a professional trustee is not the chair, he/she should assist  

the chair in meeting thestandards.

Schedule 3 sets out additional standards for professional trustees  

who act as sole trustee. The Schedule requires that the sole  

trustee must ensure certain controls and procedures are in place  

in their firm:

 Appropriate governance arrangements to mitigate the  

additional risks and responsibilities associated with sole  

trusteeship;

 Formal written procedures for fraud prevention, maintenanceof  

continuity of service and peer review of keydecisions;

 Annual provision of Audit and Assurance Faculty (AAF) 02/07  

reports; and

 A process to ensure there are a minimum of two accredited  

professional trustees from the trustee firm, directly responsible  

for each sole trustee appointment. Together, the individuals  

involved in the decision-making should, as far as possible, offer  

diversity of skills, experience and perspective.

The accreditation process will involve an initial qualification  

followed by an annual renewal for professional trustees to  

demonstrate that they continue to meet the Standards. The  

Council of the Association of Professional Pension Trustees will be  

responsible for maintaining the standards, and overseeing the  

accreditation framework, which will be run by the PMI. The  

PTSWG is now focusing on implementing the accreditation  

framework which is expected later this year.
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Delivering Collective Defined Contribution Pension Schemes

The DWP consultation on collective defined contribution (“CDC”)  

pension schemes was issued in November 2018 and closed on 16  

January 2019. The concept of CDC is not a new one, but with  

Royal Mail and the Communication Workers’ Union already  

working on establishing such a scheme in the UK, the concept of  

collective savings has been put back on the agenda.

The principle of collective defined contribution schemes is that  

contributions are pooled and invested with a view to delivering an  

aspired to benefit level. Under the proposals, CDC schemes would  

be classed as money purchase benefits. The argument here being  

that although an actuary would need to be appointed (which is  

currently not required for money purchase schemes), the scheme  

would need to be money purchase to remove the risk of challenge  

to the scheme sponsor to provide additional funding to meet any  

shortfall. CDC benefits are also only a target or estimate – again  

not guaranteed by the sponsoringemployer.

Although under the provisions of the Pensions Act 2015, collective  

benefits cannot be money purchase, the Government plans to  

clarify the definition with new provisions in the legislation.
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CDC schemes could be attractive to those savers who are  

uncomfortable in making difficult financial decisions over their  

future retirement income and with pooled assets, there is an  

argument that this enables the sharing of longevity risk between  

the scheme members. On the flip side, with no buffer in place  

there is a risk of considerable volatility in returns depending on  

how the scheme investmentsperform.

There are a number of other considerations such as clear  

communications with members would be critical to ensure that it  

was understood that the benefits payable could decrease in  

retirement. Regular communications would be necessary, with the  

emphasis on how the benefit levels are targets only and could  

fluctuate.

On the 18 March 2019, it was announced that the Government will  

go ahead with the introduction of CDC schemes – with the  

necessary legislation to facilitate such provision coming “as soon  

as Parliamentary timeallows”.
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Investment Innovation and DC Consolidation

On 5 February 2019, the DWP launched a consultation  

encouraging defined contribution (DC) schemes to consider a  

wider range of long term investments – specifically illiquid assets  

such as infrastructure. The Consultation follows on from the  

Government’s work on patient capital, including the Patient Capital  

Review announced in 2016, the 2017 Budget £20 billion action  

plan and further actions in the 2018 Budget. All these measures  

are aimed at removing barriers faced by DC schemes when  

investing in illiquid assets.

The Consultation contains three key proposals to facilitate  

investment in these less liquidassets:

1. Larger DC schemes to document and publish their policy in  

relation to investment in illiquid assets and report annually on  

their approximate percentage allocations to these kinds of  

investments. The Consultation considers how to measure  

“larger” schemes and suggests measurement could be either  

membership(5,000 or 20,000) or by the size of assets

(£250 million or £1billion).

2. Some or all smaller DC schemes are to conduct a triennial  

assessment of whether their members may receive better  

value if the scheme consolidated into a larger scheme with  

more scale, and was wound-up. This assessment is to be  

reported in the chair’sstatement.

The Consultation suggests two possible ways of determining  

“smaller” – less than 1,000 members or less than £10m of assets.  

Larger schemes generally tend to have more investment expertise  

and / or access to external investment advisers. These schemes  

therefore would have better access to the potential benefits of  

illiquid assets.
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3. The third proposal put forward in the Consultation is to offer  

an additional method of assessment for compliance with the  

charge cap (where the charge cap applies in default  

arrangements used for automatic enrolment). When investing  

in illiquid assets, often a performance fee is charged (where  

performance exceeds the benchmark set) and the aim of the  

Consultation is to enable trustees to accommodate these  

performance fees within the charge capstructure.

It is proposed that schemes with only DC AVCs would be exempt  

from the requirements set out in the Consultation paper.

The Consultation ran to 1 April2019.
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Code of practice no. 15: Authorisation and supervision of master trusts

Document Classification: KPMG Public

Update on the Master Trust Authorisation and Supervisionregime:

As at 28 February 2019, The Pensions Regulator (‘TPR’) had  

identified 90 master trusts in the market, 13 applications had been  

submitted for authorisation and of these, one scheme has been  

authorised. Eight schemes had exited the master trust market at  

that date, and a further 31 have notified the Regulator of a  

triggering event to exit the market, and will transfer their members  

to an appropriate vehicle. TPR have stated that they expect the  

remaining 38 master trust schemes to either apply for  

authorisation or trigger their exit from the market. (sourceTPR).

33 master trusts took part in The Pensions Regulator’s (‘TPR’)  

voluntary readiness reviews where schemes received individual  

feedback commenting on whether the evidence provided to TPR  

would be sufficient for them to make an assessment. Following  

the readiness reviews, TPR published further guidance and some  

general feedback to provide master trusts with more information to  

help support their imminent registration applications.

Authorisation

Authorisation began on 1 October 2018 and existing master trusts’  

trustees have until April 2019 to submit their applications to TPR.  

Master trusts that existed before 1 October 2018 need to pay a fee  

of £41,000 before applying for authorisation. If an existing master  

trust fails to make an application before April 2019, then this will  

generate a triggering event and the master trust will be required to  

follow continuity option one – Wind up and transfer out.

A new master trust must pay a fee of £23,000 and must be  

authorised before it begins to operate. If a scheme commences to  

operate before authorisation has been achieved, it will experience  

a triggering event and automatically be required to follow continuity  

option one – Wind up and transferout.

Schemes should only apply when they are in the best positionto  

demonstrate that their scheme meets all of the authorisation  

criteria as follows:

1. Persons involved in master trusts are fit andproper;

2. The scheme is financiallysustainable;

3. The scheme funder must meet set requirements

4. The systems and processes used are sufficientto ensure the  

scheme is run effectively;and

5. The scheme has an adequate continuity strategy.

Supervision and enforcement

In October 2018, TPR released the Master trust authorisation:  

Supervision and enforcement policy which details TPR’s approach  

to monitoring the on-going authorisation of master trusts.

The regularity and magnitude of TPR’s interactions with master  

trusts will be driven by the risks and issues associated with them.  

Master trusts subject to the most in-depth supervision will be  

assigned a named leadsupervisor.

Once a master trust has been authorised, those responsible for  

the running of the master trust will need to be able to provide  

comfort to TPR that the master trust is maintaining the  

authorisation criteria. Failure to continue to comply with the Code  

could result in TPR imposing their enforcement powers or taking  

regulatory action, this can include de-authorisation ofthe master trust.

The master trust authorisation regime was designed and  

implemented to produce higher standards in the master trusts  

market and to ensure pension scheme members have equivalent  

protection to pension scheme members in alternativetypes

of schemes.

http://www.thepensionsregulator.gov.uk/docs/master-trust-readiness-review-lessons-learned.pdf
http://www.thepensionsregulator.gov.uk/docs/master-trust-supervision-and-enforcement-policy.pdf


13© 2019 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a  

Swiss entity.  All rightsreserved.

DC Update: Costs and charges

The new costs and charges requirements are now with us, with  

these new disclosures required to be published within seven  

months of the first scheme year end-date on or after6 April 2018.

The extended information required on costs and charges as well  

as the need to include an illustration of the compounding effect  

they have on members’ pension savings need to be included as  

part of the annual chair’s statement. In preparing the illustrative  

example, trustees must have regard to the statutory guidance  

issued by the DWP, and in September 2018, a revised “Reporting  

of costs, charges and other information: guidance for trustees and  

managers of relevant occupational schemes” was publishedwhich  

provides additional instruction on implementing the requirements  

of the legislation.

The Guidance states that trustees and managersshould present  

the costs and charges typically paid by a member as a figure in  

pounds or pounds and pence. The illustration should be realistic  

and represent a range of savings levels, contribution rates and  

investment returns, although trustees do not have to prepare an  

illustration for every combination. Although allowing some  

flexibility, the Guidance states the following should be taken into  

account:

— Savings pot size;

— Contribution rates;

— Real terms investment returns gross of costsand charges;

— An adjustment for the effect of the costs and charges borne;  

and

— Time.

Preparation to satisfy these requirements could be complex and  

time consuming. Experience reported to date is that generally it  

has been a challenge for trustees to obtain the necessary  

information, with asset managers having varying degrees of  

difficulty in supplying the relevantdata.
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News in Brief

Pensions Dashboard

The Government response to its consultation on pensions 

dashboards was published in April 2019.

Government support for the concept of an industry sponsored  

pensions dashboard was included in the budget of 2016 with the  

aim of launching in 2019. A consultation and feasibility study  

followed together with a briefing paper in February 2019. Key  

points noted were that industry should design and develop its own  

dashboards with oversight from a Single Financial Guidance Body  

(who would themselves host a non-commercial dashboardoffering  

an impartial service), the Government will legislate to require  

schemes to provide the necessary data, exemptions may be  

available for small schemes, and Government will work together  

with industry to integrate the State Scheme into dashboards. The  

Government has also committed funding to the initial stages of  

dashboard development.

We will report further on this in future editions of Round Up.
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