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Summary 

The Government published its White Paper Personal Accounts: a new way to save in 
December 2006. This Report is the Committee’s  response to that consultation, and follows 
on from our previous Pension Reform Report, which was agreed in July 2006. 

We welcome the Government’s proposals to establish a new system of personal accounts, 
broadly similar to the Pensions Commission’s proposed National Pension Savings Scheme. 
So do many other stakeholders, as we have heard during the course of this inquiry. But 
there is a lot of work to do to ensure that personal accounts operate well in practice. We 
conclude that the Government must focus on keeping the system as simple as possible for 
employers and employees, and on ensuring that charges to the consumer are low. We also 
recommend that the Personal Accounts Board should closely monitor the numbers of 
people opting out in different sections of the target market once the scheme is in place. 

With these principles in mind, we make a series of recommendations.  We express concern 
that the Government seems to have rejected using the PAYE system to collect employer 
and employee contributions.  While there are some practical difficulties with the timing of 
information that flows between employers and HMRC, unions, employers and other 
groups were united in their view that this was the best way forward.  We note that the 
PAYE system is currently being modernised, and ask the Government to rethink its 
position.  Given that the three components of the contribution are from the employer, 
employee and tax relief, it seems to us that the logical place for these to be aggregated is by 
HMRC. 

We also analyse some of the comments in the White Paper about the level of choice of 
funds which will be available in the scheme.  There is no dispute that it will need a strong 
default fund, and other limited options – in particular social, environmental and ethical 
funds.  It would be wrong for those who wish to invest according to particular religious 
principles, for example, to be excluded.  But we are uneasy about comments in the White 
Paper that there may also be a place within personal accounts for branded funds.  If the 
scheme is to be as simple as possible, investors must not be faced with a bundle of 
advertising leaflets when making their decisions. 

Giving millions of people access to a new, low-cost, pension saving scheme has the 
potential to be a remarkable success story for financial inclusion.  But, as we heard, there 
are still concerns about how the scheme will interact with means-tested benefits in 
retirement, and where people will go to get information and advice.  The provision of 
generic financial advice and well-signposted routes to individualised personal financial 
advice will therefore be key to making personal accounts a success.   

Here we see some worrying parallels with the Government’s proposals for child support 
reform.  In both cases, an entirely new national advice service is an integral part of the 
system.  But in neither scheme does the Government yet know (a) how much the advice 
system is likely to cost (b) who would deliver it and (c) what form it is likely to take. We 
would not expect the system to be designed down to the last detail, but the feasibility study 
of a national approach to generic financial advice being conducted by Otto Thoresen will 
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not report until the end of 2007, which means we are unlikely to know the Government’s 
thinking until after the Personal Accounts Bill has been presented to Parliament. 

Lastly we stress that people should be encouraged to start saving before the scheme is in 
place, and not put it off until 2012.  A 25-year old on average earnings could see their 
pension pot at retirement reduced by over £36,000 in real terms – roughly 20% - if they 
wait to save until personal accounts are set up. Government, industry and the financial 
sector should work together to ensure that we do not inadvertently create a generation of 
non-savers. 
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1 Introduction 

Background 

1. We published a Report on Pension Reform in July 2006.1  The Report examined the 
Government’s proposals for reform of the Basic State Pension, State Second Pension and 
State Pension Age, as well as its plans for a new system of pensions personal accounts.  The 
Government introduced a Pensions Bill in December 2006 taking some of these measures 
forward, along with a further White Paper (Personal accounts: a new way to save) setting 
out details of how the new personal accounts system would operate.2 This Report is our 
response to that White Paper. 

2. When we looked at the Government’s initial proposals for personal accounts in our 
Pension Reform Report we made a series of recommendations, which are attached to this 
Report as Appendix 1.  We sought in this inquiry both to consider the Government’s 
consultation questions set out in the White Paper and scrutinise the Government’s 
response to our original recommendations. 

3. We received 27 pieces of written evidence, for which we are grateful, and held two oral 
evidence sessions in February 2007.  Although we did not conduct a visit specifically in 
connection with this inquiry, when we visited New Zealand as part of our inquiry into the 
Government’s Employment Strategy, we took the opportunity to meet officials involved 
with the running of the New Zealand ‘Kiwisaver’ scheme.   

4. We are very grateful to all those who contributed to the inquiry, particularly as we 
imposed a tight timetable for submissions.  Several witnesses, for example the TUC, 
stressed to us that the views they were giving were still subject to further refinement.3  
Thanks are also due to our two Specialist Advisers, Professor David Blake, Director of the 
Pensions Institute, Cass Business School and Professor Anthony Neuberger, Professor in 
Finance, Warwick University for their invaluable assistance. 

5. Our last Report noted that the Government had set out a list of eleven criteria against 
which it intended to assess the two proposed delivery models for personal accounts.  These 
were: the level of charges both in the long and short term; value for money for the taxpayer; 
the appropriate type of consumer choice, simplicity for employers and individuals; the 
promotion of personal responsibility; the administrative burden on employers; 
implementation timetable; the level of overall risk; the governance of the scheme; 
consumer protection; and maximising competition between firms.4 In our previous report 
we concluded that two of the Government’s criteria were particularly important: 
achieving a lower level of charges and maximising simplicity for employers and 
individuals.  We still hold this view and have looked at the new proposals with these 
factors in mind.  In our opinion, the achievement of many of the other objectives (such 

 
1 Work and Pensions Committee, Fourth Report of Session 2005-06, Pension Reform, HC 1068. Referred to in the rest of 

this Report as ‘Work and Pensions Committee Pension Reform Report.’ 

2 Department for Work and Pensions, Personal Accounts: a new way to save, Cm 6975, December 2006 

3 Q 141. See also CBI submission (Ev 100) 

4 Work and Pensions Committee Pension Reform Report, para 127 
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as value for money for the taxpayer, the appropriate type of consumer choice and the 
administrative burden on employers) logically follows if the Government gets these two 
aspects of the scheme right. 

Overall choice of model 

6. The two alternative delivery models outlined in the Government’s May 2006 White 
Paper, Security in retirement: towards a new pension system were the National Pension 
Savings Scheme model, in which:5 

 “Personal accounts would be governed by a single organisation, which would 
organise the scheme in members’ best interests. The day-to-day running of the 
scheme would be outsourced to a number of pensions administrators. The NPSS 
would offer a limited choice of funds for savers and a default fund for those who do 
not choose a fund.” 

7. And the alternative of competition through branded providers, where:6 

“Rather than one single organisation having oversight of the system, a limited 
number of pension providers would offer personal accounts and perform similar 
functions to those outlined for the outsourced administration in the NPSS model. 
Savers could choose one of these providers (or they would be allocated to one of 
them). Each pension provider would offer a selection of fund choices and 
decumulation options for retirement.” 

8. In the White Paper Personal Accounts: a new way to save the Government confirms its 
choice of delivery model for personal accounts as broadly equivalent to the NPSS. Lord 
Turner, chairman of the Pensions Commission, was reported as having welcomed the 
Personal Accounts White Paper proposals, saying they were 99% in line with the 
Commission’s recommendations.7 

9. The White Paper states:8 

 “The Government has undertaken a thorough evaluation of all the proposed 
alternative approaches for delivering personal accounts. This has revealed that each 
approach has advantages and disadvantages. Focusing on the needs of the target 
group shows that the NPSS approach would be the most effective delivery model.” 

10. It continues that the NPSS approach: 

“is the simplest model for individuals – balancing simplicity for the majority with 
choice for the significant minority who want it; 

 
5 Personal Accounts: a new way to save, para 2.15 

6 Personal Accounts: a new way to save, para 2.17 

7 “Pensions plan defers crucial decisions” Financial Times, 13 December 2006 

8 Personal Accounts: a new way to save, p 61 
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“delivers low charges – providers do not compete directly for individuals’ accounts 
so there is less marketing expenditure and switching of accounts. Low charges will 
ensure larger pensions for scheme members; and 

“minimises delivery risk – it is not a government model: instead, it utilises the 
skills, expertise and capacity of the private sector to develop, build and deliver 
personal accounts.” 

11. A further evaluation of delivery models, including variations of the NPSS and branded 
provider approaches, is included in the Regulatory Impact Assessment.9 

12. In our original Report on Pension Reform we concluded that “the Committee accepts 
the Government’s initial view that [simplicity and low charges] can be achieved through 
the delivery model proposed by the Pensions Commission. However, we await with 
interest the outcome of further work to establish whether similar objectives could be 
achieved through a limited multi-provider model.”10 

13. Many memoranda we received were supportive of the Government’s decision: The 
Investment Management Association11 and the National Association of Pension Funds 
broadly agreed with the Government’s plans;12 Age Concern,13 Which?,14 the TUC,15 
International Financial Data Services16 and EEF17 were also in favour of the NPSS model.   

14. However, others criticised the Government’s choice. The Association of British 
Insurers, which represents the collective interests of the UK’s insurance industry, expressed 
concerns, stating that the Government’s choice of delivery mechanism for personal 
accounts rested “on faulty analysis.”18  In particular, the ABI suggested that the 
Government’s comments on the level of costs that could be achieved were not realistic, 
stating that there was “a strong majority view among financial service practitioners that the 
new personal accounts cannot be delivered for an AMC [Annual Management Charge] as 
low as 0.3%.”19 

15. Expanding on this, Stephen Haddrill, Director General of the ABI, commented that in 
his view “the jury is out”20 on the Government’s estimates of likely charges, adding that he 
feared that the Government’s “assumptions on their modelling are over-optimistic and that 
therefore some of the decisions based on that could be incorrect.”21  He reminded us that 

 
9 Para 2.21 

10 Work and Pensions Committee Pension Reform Report, para 127 

11 Ev 67, para 1 

12 Ev 85 

13 Ev 73, para 4.1 

14 Ev 78, para 3 

15 Ev 88, para 5 

16 Ev 43 

17 Ev 81, para 5 

18 Ev 40, para 11 

19 Ev 41, para 17 

20 Q 1 

21 Q 9 



8 

 

 

the ABI had all along advocated the branded provider model.22  Virgin Money took a 
similar view, reiterating its previous position that the Government should adopt the 
provider model.23 

16. Given that this is such an important issue, we are concerned at potential ambiguities we 
detected in the Government’s analysis of the various types of delivery model.  A long 
section in the Regulatory Impact Assessment sets out a ‘Multi Criteria Decision Analysis’, 
which ‘scores’ the various models under a set of criteria including maximising competition 
and the promotion of personal responsibility. The Regulatory Impact Assessment states 
that “these scores are not additive.” If the scores against the individual criteria are 
compared, while NPSS ‘wins’, the NPSS ‘plus’ and ‘provider choice minus’ models score 
exactly the same in all the criteria.24 

17. This is particularly important as while the RIA concludes that “the Government, 
therefore, believes that the NPSS approach, as recommended by the Pensions Commission, 
best achieves the goals set and meets the criteria set out earlier in this chapter”25 its 
selection of model corresponds more closely with NPSS Plus, where “The individual is 
placed with an unbranded NPSS administrator if they make no active choice. However, if 
they wish they can choose an alternative administrator for their personal account from a 
shortlist of providers.”26   

18. We asked DWP for further information on these points and it responded that, in its 
view, “The three tier model is closely based on the original proposals for the NPSS from the 
Pensions Commission.” It added that “The model evaluation set out in section 2 of the 
Regulatory Impact Assessment was designed to compare the key differences between 
complete end-to-end delivery models, for example the NPSS or the provider choice 
models, and not to evaluate approaches to offering investment choices.”27 

19. We discuss charges and set-up costs, and their relevance to the choice of delivery 
model, in more detail later in this Report.28 

Consultation arrangements 

20. Whichever model is chosen the Government must ensure that interested groups are 
engaged and consulted.  This will be a theme that we return to throughout this report.  The 
White Paper notes that this has already been a priority for the DWP:29 

“We are grateful to those in the pensions and savings industry who have helped us. 
They have provided us with information to enable us to build operational models of 

 
22 Q 10 

23 Ev 71, para 9 

24 Personal Accounts: a new way to save, Regulatory Impact Assessment, p 21 

25 Personal Accounts: a new way to save, Regulatory Impact Assessment, para 2.92 

26 Personal Accounts: a new way to save, Regulatory Impact Assessment, p 24 

27 Ev 105 

28 See paras 160-174 

29 Personal Accounts: a new way to save, para 2.23 



9 

 

the different approaches to understand how they would work in practice. They have 
given us advice on potential financing arrangements and charging structures. In 
addition, we have held a range of seminars and workshops as part of our 
consultation, as well as many less formal meetings.” 

21. On the whole we heard positive comments about the consultation process.  Richard 
Saunders of the Investment Management Association told us:30 

“Overall the Department has been very ready to listen to what we have to say and to 
speak to experts in the industry and hear what they have to say.  While there have 
been one or two hiccups, on the whole they are trying quite hard to bring an industry 
view to the table.”   

22.  Stephen Haddrill of the ABI agreed that “There has been a lot of talking and a lot of 
listening,”31 although he added that “I would like to know a little more about the basis for 
some of the decisions that have been taken.  Otherwise, you are pitching into the void.”32  
He drew our attention in particular to the lack of sharing of certain information on the 
economic models the Department was using;33  Joanne Segars of the National Association 
of Pension Funds also expressed concern on this point.34   

23. We discuss modelling and costs later in this report in the section on charges.35 

Review and pre-legislative scrutiny 

24. In our Report on Pension Reform we recommended that any Bill on personal accounts 
should be made available for pre-legislative scrutiny,36 but the Government responded that 
its timetable was “extremely tight, with little room for slippage”, and so “on this occasion 
pre-legislative scrutiny would mean that personal accounts could not be implemented in 
2012”.37 

25. Public bill committees have been introduced since our original report on Pension 
Reform was published.  This means that the committee stage of bills normally includes 
one or more evidence sessions.  We recommend that the committee stage of the 
Personal Accounts Bill should include two or three evidence sessions.  This will enable 
witnesses to explain to that Committee their views on the bill which is eventually 
produced, the accompanying material, and how the Government has responded to our 
recommendations.  We remain disappointed that we will not have a draft bill to 
scrutinise. 

 
30 Q 52 

31 Q 52 

32 Q 52 

33 Q 52.  See also Q 1, Q 11 and Q 33. 

34 Q 52 

35 See paras 160 -174 

36 Work and Pensions Committee Pension Reform Report, para 27 

37 Department for Work and Pensions, Government Response to the Fourth Report of the Committee, Session 2005-06, 
Cm 6956, paras 18-19 
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26. We also note that the Government is conducting “an analytical programme of research 
in support of personal accounts”.  In the run up to the launch of the scheme this will 
include research on:38  

“individual and employer attitudes towards pension reform options and their likely 
responses; 

responses from the financial services industry to personal accounts; 

the investment strategy and the optimum design elements for personal accounts; 

the information and communication strategy needed for personal accounts; and 

the transition to personal accounts.” 

27. We ask the Government for the results of each element of its personal accounts 
analytical research programme to be published and to be sent to this Committee for 
scrutiny. 

 
38 Personal Accounts: a new way to save, para 8.9 
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2 The target group for personal accounts 
28. The White Paper states that:39 

“Personal accounts are particularly targeted at the estimated 7 million people who 
may not be currently saving enough to give them an income in retirement they are 
likely to consider adequate. We know that this group tends to be younger and on 
moderate to low incomes. They are also likely to be part-time workers and/or work 
for small employers.”  

29. The CBI pointed out to us that this was a subtly different definition from that adopted 
by Lord Turner and his colleagues in the Pensions Commission Report:40 

“Lord Turner’s principle behind the model that he put forward in his report was that 
we should be targeting those on low incomes but also those without access to an 
occupational scheme.  Having read the White Paper, we see the DWP’s definition of 
the target market is those not saving, and that is quite a different target from ours.  In 
our response we will be saying that we would like a much clearer and tighter 
definition of what the target market is […] those on low incomes and those without 
access to occupational schemes.” 

30. Lord Turner, when giving oral evidence to the Treasury Committee during its inquiry 
into the NPSS proposals in May 2006, described the target group as those earning around 
£10,000 to 30,000 a year who are increasingly not making any provision on top of the state 
pension: “That is the core problem that we are trying to fix.”41 

31. The National Association of Pension Funds recommended that “The Government 
should adopt a narrower definition of the target group for Personal Accounts” and that the 
accounts “should be aimed at those employees without access to a good workplace pension 
with an employer contribution.”42 

32. The White Paper alludes to these points.  It comments, for example, that “Personal 
accounts will extend the benefits of private pension saving to those on moderate to low 
incomes who do not have access to a good employer pension scheme.”43  However, there is 
a certain amount of ambiguity, for example in the Regulatory Impact Assessment which 
refers to the “needs of the target group, particularly the majority on moderate to low 
incomes.”44 [our emphasis] 

33. In our view, it seems that those who already have access to a good workplace pension 
should not be encouraged to participate.  We also believe that the Government should 

 
39 Personal Accounts: a new way to save, para 1.1 

40 Q 67 

41 Treasury Committee, Fifth Report of Session 2005-06, The Design of the National Pension Savings Scheme and the role 
of financial services regulation, HC 1074, Q 195 

42 Ev 85 

43 Personal Accounts: a new way to save, p 47 

44 Personal Accounts: a new way to save, Regulatory Impact Assessment, para 3.3 
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make its target market intentions clear.  We recommend that the Government clarify its 
definition of the personal accounts target market in terms of categories of people and 
income levels.  It should not be positively encouraging those with existing access to a 
good workplace pension to participate. The Government should explain whether 
targeting will mean specific encouragement for certain groups or trying to discourage 
non-targeted participants. The Personal Accounts Board should monitor, once the 
scheme is in place, the numbers of people opting out in different sections of the target 
market, and include that information in the Annual Reports it presents to Parliament. 

Coverage: people with multiple jobs  

34. The White Paper states that:45 

“In future, individuals will be automatically enrolled into exempt work-based 
pension schemes or personal accounts if they are employees aged between 22 and 
State Pension age, and earning above approximately £5,000 a year. Contributions will 
be made on a band of earnings between around £5,000 and £33,500 a year, the 
personal accounts earnings band (PAEB), which will be increased in line with 
earnings.” 

35. A footnote explains that “Employee and employer contributions will be calculated on 
earnings that fall within the PAEB. When launched, the limits for the PAEB will be aligned 
with the Primary Threshold and Upper Earnings Limit for National Insurance 
contributions at the time (£5,035 and £33,540 a year, respectively, in 2006/07).” 

36. In our previous Report we concluded that “Care will need to be taken to ensure that 
arrangements for auto-enrolment are workable for firms with employees on ‘non-standard’ 
work patterns, for example, temporary contracts or more than one job.”46 The Government 
responded that it intended:47 

“that all eligible employees will be automatically enrolled into personal accounts or 
an exempt employer’s scheme. The Government will ensure that the automatic 
enrolment process is designed to be workable with firms and employees on ‘non-
standard’ work patterns.” 

37. The Regulatory Impact Assessment which accompanies the White Paper explains that 
the Government considered two options for individuals with multiple jobs: to treat each 
salary individually or to calculate employer and employee contributions on aggregated 
earnings.  It concluded that there were:48 

“significant practical difficulties in aggregating employer contributions: Identifying 
people in this situation would be very difficult and would involve extensive and 
ongoing management of an individual’s earnings records, particularly when one or 
more salary is below the lower threshold. 

 
45 Personal Accounts: a new way to save, p 47 

46 Work and Pensions Committee Pension Reform Report, para 117 

47 See Appendix 1 

48 Personal Accounts: a new way to save, Regulatory Impact Assessment, paras 3.25 and 3.26 
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“As this option would involve recalculating employer contributions on a proportion 
of earnings below the lower limit of the PAEB, it would bring significant additional 
complexity and cost for employers. Employers themselves may not be in a position 
to know when it was appropriate or how much additional contribution was due. 
Aggregation and apportionment may also introduce a perverse incentive where 
employers may be less keen to employ people with other jobs, particularly those with 
lower salaries. The proposal would impose a disproportionate administrative burden 
on the personal accounts scheme as a whole.” 

38. It therefore proposed that “for simplicity and to ensure the effective working of the 
personal accounts scheme as a whole, people with more than one job will have their 
earnings from each job treated separately.”49 

39. The Government’s analysis in the RIA noted that this will have an adverse impact on 
the target group for personal accounts:50 

“Analysis suggests that around 350,000 individuals are likely to be affected, as they 
have multiple jobs, earn a total annual income of over £5,000 and are not currently 
contributing to a private pension. This is a relatively small number of people; 
however, those who are likely to be affected tend to be in vulnerable groups. Of these: 

“around 40,000 people aged 22–64 earn less than £5,000 a year in each job. The data 
indicates that about 80% of these people are women; 

“around 275,000 people aged 22–64 earn less than £5,000 in at least one job and 
more than £5,000 a year in another. Women make up about 60% of this total; and 

“around 40,000 people aged 22–64 have multiple jobs that all pay over £5,000 a year. 
Although sample sizes make further analysis difficult, about 60% of people with this 
pattern of multiple jobs are women. 

“As over three-quarters of the jobs that pay below £5,000 are part-time, the 
Government considered whether treating each salary individually represented unfair 
treatment of people who work part-time. Women hold over 80% of these part-time 
jobs.” 

40. But it added: 

“People may not always be on low earnings and may well move into higher paid 
employment in later life. Others might choose part-time work that fits with their 
personal commitments and return to full-time work later. Some might be a 
secondary earner in a household. The Government aims to maintain the widest 
possible access to personal accounts but needs to strike a balance between this and 
excessive burden upon employers.” 

41. A recent Written Answer spelled out in more detail who could be affected by this 
decision.51 

 
49 Personal Accounts: a new way to save, Regulatory Impact Assessment, para 3.34 

50 Personal Accounts: a new way to save, Regulatory Impact Assessment, paras 3.31 – 3.33 
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Table 1: Analysis of those with multiple jobs who earn more than £5,000 p.a. not currently 
contributing to a private pension 

 Full time Part time 

Age band Men Women Men Women 

16 to 21 22,000 17,000 7,000 10,000 

22 to 29 29,000 25,000 8,000 15,000 

30 to 39 23,000 20,000 3,000 20,000 

40 to 49 17,000 12,000 4,000 30,000 

50 and over 9,000 19,000 15,000 27,000 

Source: Family Resources Survey 2004-05 

42. It is important to note that although employees earning below the threshold of the 
PAEB in any particular job may opt in to personal accounts “there is no requirement for an 
employer contribution to be payable”, although the employee would receive tax relief.52  
This is in contrast to employees below the age of 22 who, while not being automatically 
enrolled, can opt into the system.  If they do, they will receive an employer contribution on 
qualifying earnings.53   

43. The Regulatory Impact Assessment sets out the impact of this measure on those 
earning above the threshold who have more than one job: Individual A, with a £12,000 
salary has an overall £556 (8%) contribution to their personal account; Individual B, with 
two jobs each earning £6,000, has an overall £152 contribution, £77 from each 
employment.54 

44. There was consensus in the evidence we received that this was a difficult area, but no 
simple solutions were forthcoming.  The CBI described it as “a real, practical problem”55 
and Mike Cherry from the Federation of Small Businesses took the view that it was “a huge 
problem area.”56 David Yeandle of EEF noted that “the problem would at least have been 
eased if the Government had followed the recommendation that we made in our response 
to the original White Paper, which was that there should not be an earnings limit on people 
having to be auto-enrolled, irrespective of their earnings.”57   

45. Mike Cherry of the FSB commented that “those under that limit are going to face a 
huge problem to anybody trying to sort this out, and good luck to them, quite honestly, 
because we have not got the answer either yet.”58  Kay Carberry of the TUC explained that 
they had also been looking for a solution to the problem, but with no success, and 

                                                                                                                                                               
51 HC Deb, 5 February 2007, col 661w 

52 Personal Accounts: a new way to save, para 1.14 

53 Personal Accounts: a new way to save, para 1.17 

54 Personal Accounts: a new way to save, Regulatory Impact Assessment, para 3.23 

55 Q 68 

56 Q 70 

57 Q 70 

58 Q 70 
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suggested that the Personal Accounts Board should revisit the issue once it was 
established.59  We were told by Anthony Thompson of the CBI that:60 

“We are consulting our members at the moment and we will give you a ready-packed 
answer for your report, hopefully, in a few weeks’ time, but it is a real, practical 
problem.  It is going to take some great minds to try and come up with a solution.” 

46. Sally West of Age Concern described this as “a very important issue, particularly for 
women, who may have several part-time jobs”61 and was more optimistic that there was a 
way through the problem: “I think the principle is that if you can find them and deduct 
income tax from them, then surely there must be some way of being able to deduct pension 
contributions.”62  Nigel Stanley of the TUC agreed that “if there is any one agency that 
knows about people with two jobs it is HMRC, so in a lot of these difficult cases, where 
there are genuine difficulties and tensions the expertise they already have can help.”63 

47. We are concerned that the proposals as they stand will lead to a significant and 
vulnerable group – lower earners with multiple jobs – potentially being excluded from 
the personal accounts system, or having the employer contributions they receive 
markedly reduced.  It is clear that the majority of those affected will be women.  We 
recommend later in this report that action must be taken urgently to decide the way in 
which contributions to the personal accounts scheme will be collected, and we ask that 
this issue should be considered as part of that review. We intend to look at wider issues 
relating to part-time working and multiple jobs during our forthcoming inquiry on 
benefits simplification. 

Coverage: the self-employed 

48. In our Pension Reform report we concluded that “The White Paper does not provide 
the self-employed either with access to the State Second Pension or with an automatic 
enrolment process to the personal accounts system. This will make a strategy to maximise 
participation in personal accounts by this group critical.”64 

49. The Government replied that it would:65 

“offer self-employed people membership of the personal accounts scheme on a 
voluntary opt-in basis. However, there will not be a minimum contribution level 
because this is not practical given the changeable cash flow situation of the self-
employed. Self-employed people will, therefore, be able to save in personal accounts 
at a level of their choosing, subject to the proposed cap on contributions which 

 
59 Q 148 

60 Q 68 

61 Q 125 

62 Q 126 

63 Q 154 

64 Work and Pensions Committee Pension Reform Report, para 82 

65 See Appendix 1 
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applies to all members. Communications to support personal accounts will be 
designed with the needs of the self-employed in mind.” 

50. The Pensions Commission had recommended that:66 

“A process should ideally be created therefore to make it easy for the self-employed 
to become regular saving members of the NPSS. This might be achieved by allowing 
the self-employed to make payments to the NPSS alongside their monthly Class 2 
National Insurance contributions. We recommend that this option should be 
investigated.” 

51. The latest White Paper confirms that “The self-employed will be able to participate in 
personal accounts on a voluntary opt-in basis”.67  It notes that no minimum contribution 
level will be set because “given the changeable cash flow that some of the self-employed 
experience, individuals remain best placed to decide how much they should save in a 
personal account.”68 It does not mention the option mentioned by the Pensions 
Commission. It concludes that “the information that supports personal accounts will need 
to include the key messages and issues that the self-employed might want to consider when 
making savings decisions.”69 

52. Provision of advice and guidance will indeed be important for this group.  David 
Yeandle of the Manufacturers’ Organisation EEF told us that “therefore it seems to me 
fundamental that we should positively encourage the self-employed, particularly if they do 
not have access to any other form of pension provision, to enrol into personal accounts.”70 

53. We are concerned that an effective strategy to maximise self-employed participation 
in personal accounts has not been developed, in spite of the recommendation in our 
Pension Reform report. We ask the Government to set out its latest thinking on the 
option described by the Pensions Commission of allowing the self-employed to make 
personal accounts payments alongside their monthly Class 2 National Insurance 
contributions. We would also ask the Government to consider the arguments for and 
against an automatic enrolment process for the self-employed with contributions based 
on their gross income. 

 
66 Pensions Commission, Second Report, p 370 

67 Personal Accounts; a new way to save, para 1.25 

68 Personal Accounts: a new way to save, para 1.26 

69 Personal Accounts: a new way to save, para 1.27 

70 Q 70 
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3 Advice and means-testing 

Generic advice and the Thoresen Review 

54. When we looked at the Government’s original proposals for personal accounts we 
observed that the target group for the new system of personal accounts included those on 
low to median incomes, and that many of these people did not currently have access to 
financial advice. We noted that, for some people, deciding to save for a pension (or in the 
case of personal accounts, making the decision whether or not to opt out), would involve 
complex sets of decisions and we concluded: firstly, that generic financial advice would 
assist people in doing this effectively;71 and, secondly, that “a strong case has been made for 
the provision of free generic financial advice to those on below median incomes.”72 We 
were therefore interested to note the recent Treasury announcement in a paper on 
Financial capability: the Government’s long-term approach that it was setting up an 
“independent feasibility study, led by Otto Thoresen, Chief Executive of AEGON UK, to 
research and design a national approach to generic financial advice, reporting to the 
Government by the end of the year.”73 

55. The White Paper states that the Government will be developing, with interested groups, 
“an evidence-based information strategy for pensions and personal accounts over the next 
year”74 and confirms that this will be done “in the context of the financial capability 
strategies, led by the Financial Services Authority and HM Treasury.”75 

56. Both the Resolution Foundation (an independent research and policy organisation, 
currently focusing on the financial advice and support needs of people on low to moderate 
incomes) and Citizen’s Advice welcomed the Thoresen review. The Resolution Foundation 
commented that the financial capability and personal accounts agendas were clearly 
linked76 and Which? made a similar point.77   

57. Doug Taylor of Which? emphasised that the link needed to be made both at the level of 
creating an advice network and at the level of individual consumers who, he said “do not 
simply operate in a vacuum, in isolation, therefore some of the other issues around their 
financial services needs will impact upon their personal accounts needs.” 78  He explained to 
us the different forms in which generic advice could be delivered, stressing that the advice 
could “be personalised and tailored,” and adding that the options for delivery were 
“Internet solutions […] telephone advice and […] face to face.” 79 

 
71 Work and Pensions Committee Pension Reform Report, para 64 

72 Work and Pensions Committee Pension Reform Report, para 453 

73 HM Treasury, Financial Capability: the Government’s long-term approach, January 2007, para 4.53 

74 Personal Accounts: a new way to save, para 3.27 

75 Personal Accounts: a new way to save, para 3.28 

76 Ev 66, paras 18-19 

77 Ev 79, para 12 

78 Q 98 

79 Q 98 



18 

 

 

58. Speaking from the industry perspective, Joanne Segars of the NAPF stated that in her 
view there were:80 

“four key issues. First, should people stop opting in and opt out? Second, how much 
should they contribute - at the basic level or should they be putting in more?  Third, 
where should the money be invested?  Which fund should they choose?  Fourth, how 
do they accumulate their pension pot?  For us, a lot of that information can be 
provided through generic advice, whether that is through the telephone, the web or 
very clear information and decision trees. Then is a second tier which is face to face.”    

59. Age Concern noted that it had also been active in this area:81 

“We are pleased that the paper states that an ‘evidence-based’ information strategy 
will be developed with a range of organisations and we welcome the cross-
departmental approach being taken in the Government’s financial capability strategy 
launched on 15 January. Age Concern looks forward to contributing to this work 
including feeding in experiences from a project we are developing to help individuals 
make decisions about saving funded from the DWP Pensions Education Fund.” 

60. Sally West of Age Concern added that the Internet enabled this kind of advice to be 
given effectively:82 

“you can also do the ‘what ifs’.  You can put in all the data and say, ‘What if you lost 
your job?’, or ‘What if you had a promotion and your income increased?’ So you 
have got a system that can help you put in different variables and see what the 
different circumstances are.” 

61. The memorandum from the Resolution Foundation suggested that there could be very 
significant potential benefits of a national network for generic financial advice, including:83 

“An increase in retirement income of up to £1,500 a year among people on low to 
moderate incomes, as improved financial decision-making during their lifetime 
increases their personal wealth and pension savings. 

“Annual savings in expenditure on Pension Credit of up to £100 million within 10 
years, rising to £400 million by 2055 and £800 million by 2084, as increased personal 
wealth lifts people clear of the threshold for Pension Credit. 

“A reduction of up to two-thirds in the number of people in this income group 
experiencing financial stress as debt and other financial problems are reduced.” 

62. We heard that advice on annuitisation would be particularly important and include a 
section on this later in the report.84 

 
80 Q 35 

81 Ev 74, para 6.1 

82 Q 104 

83 Ev 66, para 15 

84 See paras 256-267 
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63. However, we also heard reservations about the extent to which generic advice would be 
effective, and how much a new system of the type described might cost.  In its response to 
the Government’s original White Paper, for example, the Actuarial Profession was highly 
pessimistic about the prospects of success for any generic advice scheme:85 

“the difficulty of managing these choices well should not be underestimated. […] 
Our experience of trying to produce ‘generic’ guidance targeted at individuals, on 
more straightforward issues than these, has not been productive. We infer from this 
that either the Government views the FSA’s current stance as too strict, or is just 
prepared to take a more relaxed stance towards personal accounts at the risk of mis-
selling claims.” 

64. Doug Taylor of Which? told us that some costings had been done by the Resolution 
Foundation, and that although more work was needed to refine them “You could well be 
talking of a figure of over £100 million, potentially.”86  He did not know how much this 
would be expressed in terms of basis points cost, in the personal accounts scheme,87 but 
hoped there would be some “piggy-backing” on a more general financial advice network.88  
He acknowledged that there was a tension between the breadth and depth of advice and the 
importance of keeping the overall cost of the scheme down;89 his colleague Emma 
Higginson was clear that “fundamentally the ultimate objective has to be low-cost.”90 

65. While we look forward to learning the outcome of the Thoresen review, given the 
central importance of this issue we would have expected that the costs and feasibility of 
providing robust and reliable generic financial advice to all personal accounts 
participants would have been properly established or trialled before the Government’s 
personal accounts proposals were launched. If either the cost or quality targets cannot 
be achieved it will seriously undermine the financial performance of, and public trust 
in, the personal accounts agenda. Given the very high figures currently being quoted 
for the cost of provision of a national system of generic advice, we ask the Government 
to set out its own estimates as a matter of urgency, in both absolute terms and as a 
percentage of funds held in personal accounts. 

66. Alongside good quality generic advice, the communications plan of the personal 
accounts scheme will need to be carefully considered. The Pensions Commission Second 
Report stressed that “NPSS reports should provide information both on account values 
(and prospective pensions) within the NPSS and on state PAYG pensions already accrued 
and likely to be accrued by a variety of future possible retirement dates” and added that:91 

“Whether it is feasible also to integrate data on other private pensions accrued (e.g. in 
particular in DB occupational schemes) should be considered once the system is in 

 
85 Ev 62, para 5.4 

86 Q 107 

87 Q 108.  A basis point is 0.01%. 

88 Q 109 

89 Q 114 

90 Q 114 

91 Pensions Commission Second Report, p 392 
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place and once any operational problems with the basic information flow are fully 
resolved.” 

67. We noted in our Pension Reform report the Swedish ‘orange envelope’, which 
provides information about state pension entitlement in an eye-catching format.  The 
envelopes are sent out en masse annually, which encourages discussion and debate on 
pension provision.  We noted that while the orange envelope was “not the complete 
solution to the problem, as it does not include information about private or 
occupational provision, it has two key advantages of being distinctive and simple and 
should be the starting point for reform.”  We look forward to learning further details of 
the Government’s plans for the provision of integrated pensions information in the 
context of the new personal accounts scheme. We would expect this to include 
information on how to access personalised advice through an Independent Financial 
Adviser. 

Advice in the workplace? 

68. The view from employers’ organisations was that they had reservations about the 
workplace being used to provide advice on personal accounts.  The CBI, for example, 
stated that the employers’ role “must be limited to making contributions” as “most 
employers are not prepared to provide detailed financial information to their workforce.”  
It noted however that “some employers may well be prepared to provide this [generic 
information] to their staff.”92 

69. Anthony Thompson of the CBI conceded that “there are a number of factors that point 
to the fact that the workplace can be one of the most efficient places to provide advice.” 
However, he drew our attention to the fact that the personal accounts scheme was “a very 
different beast from your average occupational or private personal scheme which is pushed 
by an employer with a lot of motivation to offer the scheme, an employer with a lot of 
resources and a lot of expertise”, 94 and concluded that “the reality of many workplaces is 
that they will not have the time or the resource or the capacity to call in external generic 
advisers.”95 

70. David Yeandle of EEF endorsed the comments of the CBI, commenting that “many 
[employers] are frankly quite apprehensive about being involved in the provision even of 
generic advice to employees, even if this is only a means of facilitating the provision of that 
advice through a third party” because  “They are genuinely concerned that in the future 
this may come back to haunt them.” 97 Although, he added:98 

 
92 Ev 101 
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“That is not to say that there are not some employers who would be prepared to 
provide facilities for a third party organisation to provide generic information but I 
think there is a genuine apprehension, particularly, I suspect, among smaller 
employers who have not been involved in this type of business before, getting 
involved either directly or indirectly” 

71. Mike Cherry from the Federation of Small Businesses spoke in even stronger terms:99 

“Are employees expecting their employers to give them any help or information?  
We would advocate certainly not and that the only requirement for the employer 
should be to offer either the telephone number or the website address so that their 
employees can go and get proper and accurate advice from people who know the 
system.” 

72. Nigel Stanley of the TUC drew a distinction “between advice given by employers and 
advice in the workplace” and added that “I do not think employers are hostile to the idea of 
advice being given in the workplace and passing on advice”, for example through the 
employees’ payslip.101  He too, though, was sceptical about employers giving more 
personalised advice:102 

“I can understand why employers would not want to give personal financial advice 
and I can understand why we would be a bit sceptical of some employers giving 
personal financial advice too in some circumstances.  No doubt most will approach it 
in an entirely honourable way but that is not always the case.” 

73. Joanne Segars from the NAPF described a pilot for advice in the workplace which she 
described as having been “very effective”:103 

“The other initiative that is up and running currently is Pensions Force, and that is 
funded by the Department of Work and Pensions and the Pensions Education Fund.  
We have a cadre of pensions guides who will go into workplaces and give group 
presentations, a very basic ‘Pensions 101’, if you like, on why people should be saving 
for retirement, the sort of income that people might need in retirement, asking very 
basic questions, covering basic issues, on an interactive basis.  That is something 
which is proving to be really quite popular.” 

74. While we understand the reservations of employers in getting involved in the provision 
of advice, it is important to recognise that because contributions to personal accounts will 
be deducted from earnings, they will be approached by employees with questions about the 
scheme, and will need to be prepared. Indeed, they could be invaluable ambassadors for the 
new system. Talking about opting-out, Anthony Thompson of the CBI envisaged a 
situation when:104 
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“employees who will not want to see their take-home pay at the end of the month 
reduced … will either say to their employer, ‘I do not want you auto-enrolling me’, 
and that is their choice, or they will put pressure on the employer for an effective 
increased take-home pay at the end of every month … if we get the small employer 
community in particular on board here when we are talking about compliance, then 
we will have small employers maybe not providing individual financial advice all the 
time but they will be selling the scheme in a much more positive light.”   

75. The Government’s Regulatory Impact Assessment states that: 105 

“DWP has assumed that 10% of employees will contact their employer with a query 
following various activities such as receiving an information pack or annual 
statement. Employers will be able to direct employees to the clearing house helpline. 
They are not obliged to provide any further assistance, so the cost will be minimal.” 

76. The RIA also predicts that 30% of employees will have queries during 
implementation.106 

77. We accept the arguments we have heard about the importance of employers, 
particularly small employers, not giving advice about personal accounts.  However, it is 
clear to us that employers will have an important role in being the ‘first port of call’ for 
information (even if that role is limited to handing the employee a leaflet or giving 
them a phone number to call); and it would be best for this role to be anticipated and 
prepared for, both by employers and by the Government. 

Means-testing and mis-selling 

78. We heard concerns about two specific issues relating to the provision of personal 
accounts advice: the interaction between the personal accounts system and means-tested 
benefits and mis-selling. 

Means-testing 

79. The issue of how means-testing will interact with personal accounts is still a highly 
sensitive one.  The Pensions Policy Institute, which has done and continues to do a 
considerable amount of work in this area,  summarised the results of its analysis as 
follows:107 

“People in their twenties in 2012 who remain opted-in may be at low risk of 
Personal Accounts being unsuitable; but 

“Single people who rent in retirement and some low-earning individuals in their 
forties and fifties in 2012 with no additional savings are at high risk of Personal 
Accounts being unsuitable. This is because they may lose entitlement to means-
tested benefits as a consequence of saving in a Personal Account.”  

 
105 Personal Accounts: a new way to save, Regulatory Impact Assessment, A.24 

106 Personal Accounts: a new way to save, Regulatory Impact Assessment,  p 157 

107 Ev 90, para V 
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80. The PPI has recently refined its work and published details of those groups it believes 
are at low, medium and high risk, as follows:108 

“People at ‘low risk’ of Personal Accounts being unsuitable for them are likely to 
receive back the value of their individual contributions to Personal Accounts 
protected for inflation, together with a full investment return on their contributions. 
Examples are: Single people in their twenties in 2012 with full working histories and 
Single men in their forties and fifties in 2012 who have a full working history and 
large additional savings. 

“People at ‘medium risk’ of Personal Accounts being unsuitable for them would 
receive back the value of their individual contributions, protected for inflation, and 
some investment returns on their contributions, although they may not receive full 
credit for the investment returns. This group includes: Single people in their twenties 
in 2012 with low earnings and broken working histories, whether because of caring 
breaks or unemployment; Single people in their forties and fifties in 2012 with low 
earnings and full working histories; and Single people in their twenties in 2012 who 
stay opted in to Personal Accounts while employed, and then become self-employed 
at a later date. 

“People at ‘high risk’ of Personal Accounts being unsuitable for them are likely to 
receive back less than the value of their contributions into Personal Accounts. This 
group includes: Single people who are likely to rent in retirement and have no 
additional savings (these people may be entitled to less Housing Benefit in retirement 
as a result of their saving in Personal Accounts); and, although they would not be 
auto-enrolled, single people in their forties and fifties in 2012 on low to median 
incomes who are self-employed.” 

81. However, the PPI added that these factors did not mean that the scheme should not be 
introduced, commenting that “This does not mean that people should not be auto-
enrolled, but does imply that people will need very clear information to help them make 
informed decisions about whether they should stay in or opt out of Personal Accounts.”109 

82. The issue was picked up by many other witnesses, such as Tomorrow’s Company,110 
Ronnie Sloan, an independent actuary,111 and the Actuarial Profession.112 The Association 
of Consulting Actuaries was also cautious, commenting that:113 

“Some lower paid employees, specifically lower paid women now aged 45 to 60 and 
men aged 50 to 65, would be very unlikely to build up sufficient benefits in Personal 
Accounts to exceed the value of the State Means Tested Assistance (SMTA) that they 
would lose as a result of saving in Personal Accounts. This is addressed in sections 
1.18 to 1.21 of the White Paper but we suspect the impact has been underestimated.” 

 
108 Pensions Policy Institute, Incentives to save and means-tested benefits, February 2007, paras 10-12 
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83. Other submissions, including from individuals such as Richard Nicholl and Clifford 
Sharp, indicated that this is a matter of real concern. Richard Nicholl worried that 
investment “may be futile because of means testing”114 and Clifford Sharp, an actuary, 
criticised this aspect of the White Paper in strong terms:115 

“From time to time the White Paper touches on, but does not face up to, the very real 
problem that, unless the lower paid are fairly advised, they may be inveigled into 
going into NPSS when it is not in their real interests” 

84. We also heard from those who were more confident that the issue of means-testing 
could be overcome by good advice, and those who observed that there was an inevitable 
amount of uncertainty anyway because of the time horizons that were being talked about.  
Nigel Stanley of the TUC went so far as to say that “I think one is in danger of getting too 
hung on up on this,” saying that he was confident that “Generic advice and the safeguards 
built into the system will deal with most of the hard cases.  Some people simply will not 
know whether they will be better off but that is true of so many financial decisions at the 
moment, so we are not as concerned as some people, and we think there are ways through 
these issues.”117  The Pensions Policy Institute similarly observed the inevitability of 
uncertainty, with reference to predicting eligibility for Pension Credit, that “it is essential to 
recognise that there is a range of plausible outcomes.”118 

85. Which? also linked the issue clearly to the provision of good advice:119  

“For Which? the issue is the link to advice. We see no good reason why, for the vast 
majority, suitability can not be determined in a mathematical sense for potential 
participants in Personal Accounts.” 

86. This point was also made by the Association of Consulting Actuaries:120 

“It is now practicable to provide a fairly straightforward comparison of an 
individual’s personal account and the SMTA: we believe this should be done as it 
would provide a useful guide to the likely interaction of SMTAs with the Personal 
Accounts for this vulnerable group.” 

87. However, even those who were optimistic about the likely success of generic advice in 
this context were clear that the complexity of the benefits system and the long life of the 
scheme would make predictions difficult.  Doug Taylor of Which? told us that this could 
not be a mechanistic process:121 
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“you have the fluidity of people’s lives and you have the potential fluidity of 
Government policy around benefits - so housing benefit, council tax benefit, how the 
means-tested system and pension credit would work […] the big caveat is those two 
fluidities together make long-term guesstimates (and it is very much a guesstimate) 
for any specific individual.” 

88. Emma Higginson from Which? conceded that “There is a big if” attached to the 
question of “if generic advice works’’, although she added that Which? was confident that it 
would.122 

89. We asked the Government to respond to the PPI’s research on those groups ‘at risk’ of 
a low return from personal accounts because of the workings of the benefits system.  It 
replied:123 

“The Government agrees with the PPI that individuals with the characteristics 
described are likely to have returns on saving in these bands.  Many can expect high 
returns, exceeding the gross rate of return on the investment.  We also agree with the 
PPI that “Being on Pension Credit in retirement does not necessarily mean that an 
individual would have received a poor return”.   

“A small minority may face higher withdrawal rates – for example some of those on 
the “guarantee only” element of Pension Credit or some people with higher 
entitlements due to disability or caring responsibilities. For these people, Pension 
Credit and other benefits represent a vital safety net, providing extra income for 
those with severely deficient National Insurance contribution records, or additional 
needs in retirement. 

“The Government believes that those people with expected returns in the ‘medium 
risk’ band are likely to benefit from saving into personal accounts or an equivalent 
exempt scheme.  They can expect to get more than £1 plus inflation for each £1 they 
contribute, and are also likely to benefit from smoothing their income across their 
lifetime.  They can expect a higher payback in personal accounts than in alternative 
savings vehicles, which may not attract an employer contribution or tax relief, and 
which may also affect benefit entitlement or tax liabilities. It is important to recognise 
that alternative investments do not deliver the value of their gross returns with no 
deductions – they may face charges as well as potential tax and benefit liability. 

“The PPI analysis groups cases by the level of returns they can expect and does not 
take into account the risk of a sharp drop in living standards for those who do not 
save.   

“The figures in the PPI’s publication appear to assume that the whole of an 
individual’s pension is annuitised.  Some individuals may improve their expected 
payback by trivially commuting their pension or taking a 25% lump sum. This could 
mean some individuals with small pots, including some on the Guarantee Credit 
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only, do not face any benefit offset and can expect a very good payback from their 
saving. 

“The Government agrees with the PPI that it is vital that appropriate information is 
provide to help people make informed decisions about whether they should stay in 
or opt out of personal accounts.” 

Trivial commutation and capital limits for Pensions Credit 

90. Two further ways round this possible problem have been identified: increases in the 
limits relating to trivial commutation and capital allowances for Pension Credit.   

91. The White Paper describes trivial commutation thus: “If an individual’s total pension 
accumulation is less than 1% of the lifetime limit on tax relievable pension saving (£15,000 
in 2006-07) then individuals are not required to annuitise their fund and can instead take it 
as a lump sum.”124 The current Pension Credit capital disregard (ie the amount of savings 
an individual can hold without it affecting their entitlement to the benefit) is £6,000.125 

92. The White Paper, in the context of the ‘at risk’ groups described above, noted that:126 

“As with other age groups, there is a small minority of older people who are at risk of 
a smaller payback from saving. For example, people who expect to be claiming 
Housing Benefit in addition to Pension Credit and Council Tax Benefit in 
retirement, though these people may be able to increase their payback by taking their 
pensions as a lump sum.” 

93. Much of the evidence we received agreed that increases to these two limits could 
potentially overcome some of the problems caused by the interaction of personal accounts 
and means-tested benefits.  The Equal Opportunities Commission, for example, suggested 
that:127 

 “If these limits are increased, then the worst-case scenario could be a tax-free cash 
lump sum, which won't count against means tested benefits, and which given 
employer contributions and tax relief the individual will have only contributed half 
towards. If this can be the worst-case scenario then the message can be simple - it 
always pays to save.” 

94. This point was also picked up by Age Concern.128  Doug Taylor from Which? described 
changes to the limit “as a bit of a backstop, particularly in the early years, to ensure that 
people would be guarded against making inappropriate decisions.”129 

 
124 Personal Accounts: a new way to save, p 173 

125 £10,000 for those living permanently in a care home. Every £500 or part of £500 over the threshold is  counted as £1 a 
week of income when calculating Pension Credit entitlement (source www.thepensionservice.gov.uk) 
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95. Industry witnesses also partially endorsed these proposals, although with some caveats.  
Richard Saunders of the IMA stated that changes to the limits would “certainly help in the 
early years” but he added that they were only a temporary measure:130 

“There will come a point where people are taking significant income streams out of it 
[the personal accounts scheme] which will potentially impact pension credit and, 
maybe some time after 2020, we are going to have to make sure that we get that 
interaction right so that people are not losing out as a result of going into the system 
in good faith.”   

96. Stephen Haddrill of the ABI thought that the current “global limit” for  commutation 
“is probably reasonably set”, although he did see scope for action on individual pots within 
that global limit.131  Joanne Segars of the NAPF stressed that whatever changes were made 
there needed to be a level playing field, with personal accounts not being treated differently 
from other provision.132 

97. The Pensions Policy Institute told us that it planned to conduct further analysis into the 
potential impact of changes to the trivial commutation limit,133 and we will await the result 
of this with interest.   

98. Once we had completed our evidence we asked the Government for its latest thinking 
in this area.  The reply noted that:134 

“Some individuals may improve their expected payback by trivially commuting their 
pension or taking a 25% lump sum. This could mean some individuals with small 
pots, including some on the Guarantee Credit only, do not face any benefit offset and 
can expect a very good payback from their saving.” 

99. But it was non-committal on further steps:135 

“The capital disregard for Pension Credit is the responsibility of DWP whereas the 
trivial commutation limit is the responsibility of HMRC. The Government keeps all 
tax and welfare policies under review and any changes are considered as part of the 
normal Budget and Spending Review process.” 

100. The evidence we have received points to a widespread interest in increasing the 
trivial commutation and Pension Credit capital limits.  These changes have the 
potential of making it pay to save even for those who save only a little in personal 
accounts and who claim means-tested benefits in retirement.  We look forward to 
learning of the Pension Policy Institute’s further work in this area, and recommend 
that once this work has been conducted the Government publish a detailed response to 
it. 
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Age exemptions 

101. The White Paper asks for views on “whether there should be a cohort of employees 
approaching State Pension age at the time personal accounts are launched who should not 
be automatically enrolled into personal accounts.”136 

102. The TUC was clear that cohorts should not be opted out en masse.  Nigel Stanley, 
Head of Campaigns for the TUC, added that such a policy would send an important, 
positive, message about older working.137  Kay Carberry, Assistant General Secretary, told 
us: 138 

“people are individuals, even within those groups we are talking about, and they need 
to have as much information as we can make available to them so they can make 
informed and sensible decisions about their own circumstances and not just 
automatically assume they are not going to benefit from joining the scheme.” 

103. International Financial Data Services, the UK’s largest administrator of PEP, ISA and 
Collective Investment Schemes, was also against age exemptions.  It commented that they  
“would add to the complexity and place an extra burden on employers who will need to 
separate out those who are exempt from auto-enrolment from the rest.”139 Virgin Money 
made the link to the need for specific advice to those approaching State Pension Age.140 

104. The Pensions Policy Institute stated that:141 

“The PPI will be conducting further analysis into the merits of policy options that 
may improve the incentives to save for some individuals. These might include … not 
auto-enrolling some groups of individuals – for example today’s older people or low-
earners.” 

105. There are clearly advantages and disadvantages of auto-enrolling those close to 
State Pension Age.  We look forward to the forthcoming research on this point from 
the Pensions Policy Institute.  This is an area where the provision of advice will be 
crucial. 

Mis-selling 

106. We asked several witnesses whether there should be some form of statutory 
exemption for mis-selling in the personal accounts scheme.  Stephen Haddrill from the 
ABI said that it was important that “we do not end up with an unlevel playing field where 
the costs of doing business in one [area] are much higher than the costs of doing business 
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in the other.”142 Richard Saunders of the IMA explained that he was unsure of how such a 
liability would work in the scheme as proposed:143 

“I would have some difficulty with the concept of mis-selling in this context, because 
the nature of the scheme is one of statutory auto-enrolment. In other words, to the 
extent that there is any selling to the individual, it has already been done via the 
mechanism of an Act of Parliament.  There is no sale process to the individual; the 
individual is within the scheme unless they make the decision to opt out.”   

107. This issue has also been discussed during the Public Bill Committee stage of the 
Pensions Bill.  The Minister drew a distinction between the overall policy of auto-
enrolment and the production of misleading leaflets or other information designed to help 
people decide whether to participate in the scheme:144 

“Obviously, if the personal accounts board put that on its publicity, ignoring the 
regulation in place at the time, and knowingly said something that turned out not to 
be true, the hon. Gentleman would then be able to apply the word [mis-selling]. That 
is very different from talking thus about the projections we have put forward and the 
overall policy” 

108. He concluded:145 

“That is where the debate goes next—to the subject of the provision of generic advice 
and how we can give people who are automatically enrolled the right level of 
support. That is exactly what we are doing through our pilot with the Treasury and 
through the Thoresen review of how generic advice could be made to work.” 

109. We ask the Government to set out whether it is considering some form of statutory 
waiver from mis-selling claims in the personal accounts scheme and, if so, how such a 
disclaimer would operate. 
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4 Action before 2012 
110. The point was made by several witnesses that the time until the launch of the scheme 
should not be wasted.  Age Concern told us that:146 

“it is important to encourage saving between now and the introduction of the new 
scheme in 2012. We would like to see more done to promote existing schemes to 
employees and to encourage employers to offer and maintain provision.” 

111. The Association of British Insurers explained to us how it was responding to the 
concern that there could be a generation of non-savers:147 

“It is also important that people do not put off making decisions about saving until 
the new system is introduced in 2012. The early years of pension contributions are 
the most valuable, because the investments have longer to grow. A whole cohort of 
young people, who might have started saving over the next five or six years, risks 
losing this advantage by delaying the decision to save. A 25 year-old on median 
earnings would see their pension pot at retirement reduced by over £36,000 in real 
terms – roughly 20%. The ABI, in conjunction with a number of other organisations, 
has therefore launched a campaign – Save More Now – to ensure this does not 
happen.” 

112. Stephen Haddrill of the ABI told us that the current trend in saving was positive, 
although he put this down to “the result of the A-day changes that the Government 
brought in last April.”  He continued that the ABI was putting out a positive message to the 
media and also revamping its pensions calculator.148 

113. Joanne Segars drew our attention to the NAPF’s work in setting up a “quality mark” 
for good occupational pension provision. She likened the scheme to Investors in People 
(although she hoped it would be less “administratively burdensome”).149 This work was 
commended by Which?150  The White Paper states that the Government “supports this 
proposal and is keen to see it happen, although it is the responsibility of the pensions 
industry to develop further details and ultimately establish a quality mark.”151   

114. Which? was also “very supportive of the idea that consumers need to start saving now 
and not wait until 2012” but thought that there were areas of uncertainty about how this 
could be achieved which needed to be resolved:153 
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“I think the issue becomes one of the most appropriate vehicles for that to occur in.  
Where workplace pension provision exists that tends to be the best one to use.  Of 
the other products stakeholder is probably, for most people, in terms of personal 
pension, the most appropriate one.  Of course, the White Paper suggests that in 
terms of a kick-start to an individual’s personal account a [transfer in] could not 
come from a personal pension product.  Therefore, perhaps the ISA might be the 
most appropriate product there.” 

115. It proposed “the creation of an Advanced Savings Vehicle” for savings in advance of 
2012 “that could be transferred in to Personal Accounts.”154  

116. Which? also expressed concerns that the role of stakeholder pensions could be played 
down in the run-up to 2012:155 

“we believe there is a need to guard against any mis-selling of personal pension 
products. That specifically means that the Financial Services Authority should retain 
the rule known as RU64 which guarantees consumers will be informed of the 
stakeholder option when being advised of a pension product. Stakeholder pensions 
have driven down pension costs over recent years and the White Paper makes clear 
that the Government sees the continuation of stakeholder pensions post 2012.” 

117. The Financial Services Authority reported on 26 February 2007, after Which? had 
submitted its oral evidence, that the RU 64 rule will be retained.156  

118. The White Paper states that the Government wants “to promote long-term saving in 
the period between now and the launch of personal accounts.” To facilitate this, it is 
“proposing that in the first year of personal accounts the contribution limit is set at 
£10,000. This approach will help any individual who may want to move their accumulated 
funds up to this limit from non-pensions savings products into personal accounts.”157 
Which? argued for “a coherent strategy in relation to how much people are allowed to put 
into personal accounts in relation to contributions once it is up and running and how 
much they can save between now and then” and gave the example of:158 

“In relation to the £10,000 cap, if we start communicating now for 2012 and people 
start to save, if they put in £10,000 in 2012, what message are we sending about how 
much they are allowed to save in the years running up to that?  That is only £2,000 a 
year up to 2012 if we start communicating now.”   

119. Also referring to the £10,000 cap, Doug Taylor of Which? said that he wanted further 
detail on whether “£10,000 is £10,000 with some tax advantage added on or whether it is 
£10,000 net of tax.”159 
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120. The White Paper states that the Government is aiming to “continue to provide the 
right environment for retirement saving, and will explore, with the industry and 
employers, ways to facilitate saving for retirement, in the run-up to the introduction of 
personal accounts from 2012.”160 

121. Given that the Pensions Commission originally envisaged that the NPSS would 
come into existence in 2010 it is important that steps are taken to minimise the 
numbers of people who defer their pension saving until the personal accounts scheme is 
in place.  We believe that the Government should consider how best to promote saving 
before 2012 and provide vehicles for people to do it which offer a simple transition into 
personal accounts.  Promoting good workplace provision also has a role here and we 
urge the Government to work with industry and employers to make the NAPF’s 
proposed quality mark a success. 

Governance leading up to 2012 

The Delivery Authority and the Board 

122. The Pensions Bill currently passing through Parliament includes provisions setting up 
the new Personal Accounts Delivery Authority (PADA).  The Government’s aim is that the 
Delivery Authority will harness private sector expertise in “finalising the detailed policy 
design and developing a commercial and procurement strategy within the framework set 
by legislation.”161  The Authority will take a lead in governance over the four functional 
areas the Government describes as necessary:162 

Clearing house (Enrols individuals, Collects contributions, Allocates to funds,  
Maintains records); 

Administrator (Deals with customer contact, Manages changes of customer details, 
Issues regular statements, Manages changes of fund choice); 

Fund managers (Investing and managing contributions, Reports to clearing 
house); and 

Accessing pension savings (Providing information on options to savers, Managing 
the process of accessing pension savings). 

123. The Government envisages three distinct stages for the oversight arrangements.  
Between mid 2007 and 2008 there is to be an Advisory Delivery Authority, which will advise 
on commercial strategy and delivery (this is the body established in the current Pensions 
Bill).  The purpose of the Advisory Authority, the White Paper states, is to “act initially in 
an advisory capacity on the detailed scheme design and the commercial and procurement 
strategies.”163 
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124. There will then be an Executive Delivery Authority from 2008 until the personal 
accounts scheme comes into operation.  Provisions giving the Delivery Authority executive 
powers will be in the Personal Accounts Bill.  The White Paper states that:164 

“The … executive powers [are] … expected to allow the authority to enter into 
formal negotiations, finalise contracts, and manage the development of the systems 
and structures needed before the scheme can go live. The delivery authority will 
finalise commercial contracts, create the infrastructure for personal accounts, design 
the investment strategy and take full responsibility for the delivery of the scheme.” 

125. It adds that: 165 

“The second Bill will also set out the legal framework for governing the scheme after 
launch. It will include the objectives and statutory requirements of the personal 
accounts board. Within this framework the organisation will have the flexibility to 
deliver the scheme in the best interests of its members.” 

126. The third stage will be a Personal Accounts Board, which we cover in detail later in this 
report.  The Board will be responsible for the scheme once in operation. 

Governance over time  

127. The White Paper states that “The delivery authority and the personal accounts board 
will both be subject to the normal scrutiny and accountability arrangements, providing an 
annual report and accounts to the Secretary of State, who will lay these before 
Parliament.”166 

128. With regard to the Delivery Authority, the White Paper states:167 

“The delivery authority […] will be tasked with setting up the most effective 
arrangements to ensure constructive engagement with members. In the meantime 
we would welcome views on which structure would best ensure members are 
effectively represented.” 

129. The Association of British Insurers made the point that the Personal Accounts 
Delivery Authority should have “sound governance”, adding that “Its duties and objectives 
should be similar to those proposed for the new Personal Accounts Board. They should be 
set out on the face of the Pensions Bill, which is not currently the case.”  It added that “A 
robust governance structure will enable it [the Delivery Authority] to build confidence 
among stakeholders and provide a constructive environment for its work.”168 
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130. Age Concern agreed that a key responsibility of the Delivery Authority was to make a 
start in involving interested groups as the scheme was being planned:169 

“The scale of work required suggests that there should be some consumer body 
charged with advising the delivery authority and holding it to account. Such a body 
should have its own funding and statutory backing, with rights of access to the 
delivery authority and the right to a considered response to its advice.” 

131. The Occupational Pensioners’ Alliance took the view that there should be some kind 
of membership organisation even at the early stages:170 

“The OPA recommend that an organisation be established to represent the views of 
members.  A small annual fee could be charged and a not for profit association 
established.  This association would have two functions, electing representatives for 
the Executive Delivery Authority/Board and providing members with information 
through a regular magazine.” 

132. The Investment Management Association asked for “a clear definition of the 
respective roles of the Government and PADA (and subsequently the Board) as the process 
gathers momentum over the next 12-24 months.”171 

133. The memorandum by Which? made a series of recommendations about the 
representation of consumers in the delivery authority and the Board:172 

“We believe an independent board with a duty of care to scheme members, with two 
mandatory consumer directors who represent scheme members and prospective 
scheme members interests, will be crucial. We believe appointments must be 
recognised in a professional capacity by consumer groups and that consumer groups 
must have the right to comment on an appointment … We believe the Delivery 
Authority will be best served by a lay chair. Consumer representatives should have 
the role of providing expertise and knowledge of consumer issues, including 
consumer protection, financial advice and financial capability and will be charged 
with the task of representing the diverse needs and aspirations of consumers … 
Which? not only would like to see specific Delivery Authority representation but also 
a standing consumer interest committee to advise the board. We would stress the 
importance of consumer representation across all Delivery Authority committees.” 

134. Which? was adamant that consumer representation “would not be a negative factor in 
governance.”173 

135. The TUC commended the Government’s proposals for scheme governance once the 
Board was operational,174 but, like some other witnesses quoted above, it expressed concern 
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about how the arrangements for the Delivery Authority would work, commenting that “It 
is critical … that there is strong employee representation on the two authorities.”175  Kay 
Carberry of the TUC explained:176 

“We are not entirely clear about the division of responsibilities between particularly 
the second stage, when the Delivery Authority becomes executive, and the Personal 
Accounts Board, and the White Paper suggests that there will be a considerable 
overlap of responsibilities, for example in deciding investment strategy and deciding 
on how to cater for the range of choice that consumers might want, and therefore 
that led us to believe that we need to have member representation not just at the 
stage when we have the Personal Accounts Board but well in advance of that, when 
other important decisions are being made.” 

136. Industry witnesses also unanimously agreed on the need for consumer and wider 
interest representation at both Advisory and Executive Authority stage.177   

137. The White Paper comments that “Best practice in engaging with consumers is an area 
that is developing rapidly.  It would not be wise to try and anticipate now what might work 
best when personal accounts are introduced.”178  

138. The Government is seeking views on how best to represent members’ interests in 
the governance of personal accounts.  In our view the consumer voice must be heard 
from the inside at both Advisory and Executive Delivery Authority stages and we look 
to the Government to bring forward proposals that will enable this to take place. We 
reserve the right to invite Authority/Board members to give evidence on appointment, 
along the lines of the Treasury Committee’s hearings with people appointed to the 
Monetary Policy Committee of the Bank of England. 
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5 Delivering personal accounts 

Governance of the Personal Accounts Board 

139. The White Paper explains that “The board will be responsible for three distinct 
areas:179 

setting the strategic direction of the scheme and how the objectives set by 
government will be achieved; 

overall management of the scheme (oversight of scheme delivery; monitoring levels 
of service to members; setting standards for collection; verification and payment; 
and information to members); and 

investment strategy (ensuring that contributions are invested in the best interests 
of members; deciding on the range of choice available to investors; the strategy for 
investment of the default fund; and appointment and management of fund 
managers.)” 

140. It will be a Non-Departmental Public Body, as envisaged by the Pensions 
Commission.180  In terms of stakeholder involvement in the Board, the White Paper states 
that:181 

“The Government believes that requiring the board to be open and consultative and 
to act in the interests of its members is the minimum level of engagement required. 
Options could include representation on the board (with non-executive members of 
the board tasked with representing the interests of individual members, employers 
and other stakeholder groups) or a stakeholder advisory body, with the board 
required to consult this body at regular intervals or when making significant changes 
to the structure of the scheme.” 

141. The White Paper refers to a “clear distinction” between the work of the Delivery 
Authority and the Personal Accounts Board,182 and adds that there “may be an overlap 
period.”  It continues that “the full Personal Accounts Board structure has yet to be 
determined.”183 

142. The previous section of this report discusses the proposals by Which? for the 
governance of the scheme at the earlier stages.  The point was also made by Richard 
Saunders of the IMA that there was a need for continuity between the Authority and 
Board, explaining:184 
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“you have to have continuity of the people who are devising the scheme, who are 
letting the initial contracts; they need to be the same people that have to live with the 
consequences of those decisions.  We do not want those people to say, ‘Right, we 
have set the thing up.  Now we will hand over to another group of people who are 
going to run it.’” 

143. Making a slightly different point, Joanne Segars from the NAPF said that much more 
clarity was needed about how the transition between the Authority and Board stages would 
work:185 

“it is going to be very important that the Personal Accounts Board is not fettered by 
decisions that are made by the Personal Accounts Delivery Authority, because the 
PADA may well enter into contracts for a very long time indeed.  The Personal 
Accounts Board does not, if it is to deliver good value for money, and it has this 
overriding fiduciary responsibility to put members’ interests first, want its hands tied 
by contracts which may be poor value for money over the long-term and which the 
PADA may have entered into.  There does need to be some clarity, and the sooner 
the better.” 

144. The Investment Management Association agreed that there should be wider 
stakeholder involvement in the Board’s work, but added that this had implications for 
investment decisions:186 

“Scheme participants could be represented by consumer group and/or trade union 
membership of the Personal Accounts Board.  However, it will be important for the 
investment decisions to be made by qualified investment professionals, who are not 
subject to lobbying according, for example, to a given popular public theme of the 
moment, such as investing mainly in UK stocks.  This militates in favour of an 
investment sub-committee, which can shield the decision-makers from all sectoral 
interests.” 

145. We conclude that the Government needs to spell out its plans for governance of 
the Personal Accounts Board, and how the transitions between the Advisory and 
Executive Authorities and the Board will operate, in further detail.  A degree of 
continuity in personnel between the different stages will be important. 

Objectives 

146. The White Paper explains that the objectives of the personal accounts scheme will be 
set in statute and states that they are likely to include:187 

optimising levels of participation and contribution among the target group; 

setting an investment strategy in the best interests of members; 

minimising burdens on employers; 
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considering the impact on other high-quality pension provision; 

assuring security of administration; 

governing in the best interests of members and beneficiaries; 

ensuring that the board acts impartially, prudently, responsibly and honestly; 

delivering appropriate levels of choice; 

achieving both the lowest possible charges for members and charges that are fair 
between members; and 

ensuring that funds are invested in the best interests of the members. 

147. The Association of British Insurers made the point that the Personal Accounts 
Delivery Authority should have “clear objectives”, adding that its duties, which would then 
flow on to those of the Board, “should include the requirements:”188 

“to take account in the detailed design of Personal Accounts of the potential impact 
on the existing pensions market, including the need for a level regulatory playing 
field;  

“to ensure that Personal Accounts are designed to focus on the target market, with 
the overall aim of increasing both the number of savers and the total amount saved; 
and 

“to avoid taxpayer subsidy by ensuring all costs are ultimately recovered through 
charges made to Personal Account holders.” 

148. The National Association of Pension Funds made a similar point, commenting:189 

“we believe that the Government’s proposal to set an objective for the Personal 
Accounts ‘scheme’ of having ‘to consider the impact on existing provision’ should be 
adopted for the Delivery Authority from its inception.  Indeed, we go further, and 
advocate that rather than merely being required to ‘consider the impact’, the Delivery 
Authority should be given a statutory objective of ‘minimizing the impact’ on 
existing pensions.” 

149. The Investment Management Association stated that both the Delivery Authority and 
the Board should “be tasked with acting at all times in the best interests of members (or, in 
the case of PADA, future members) of the personal accounts system.”190   

150. EEF stated that:191 

“it will be very important for the Delivery Authority for the personal accounts 
scheme that is being established through provisions in the Pensions Bill to have a 
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clear set of objectives. This should include minimising the administrative burdens on 
employers, ensuring low costs and minimising the impact of personal accounts on 
existing pension provision.” 

151. The Equal Opportunities Commission recommended that the Delivery 
Authority/Board should be tasked with:192  

“conducting a gender impact assessment of major relevant proposals for Personal 
Accounts; 

[producing] a report into the holistic information and advice needs of all 
individuals for the new pensions system; and 

[monitoring] opt out rates for Personal Accounts and [taking] steps to close any 
gender gaps that may occur.” 

152. While a whole host of extra objectives were suggested, we also heard that they should 
be clearly prioritised.  Joanne Segars from the NAPF suggested that the governance 
arrangements as they stood were “really quite confused”:193 

“On the one hand, there are some fiduciary powers that we might expect to see in a 
trust-based occupational scheme - and the Government have said that personal 
accounts will be a large multi-employer occupational pension scheme.  On the other 
hand, there are lots of what one might call social policy objectives around socially 
responsible investment and encouraging in hard-to-reach groups.” 

153. Both she and Richard Saunders from the IMA agreed that the duty of care to members 
and beneficiaries of the scheme had to come first.194 

154. We agree with the evidence we have received that there needs to be a hierarchy of 
objectives for the personal accounts scheme.  In our view, the duty of care to members 
must come first, alongside the other fiduciary duties, in line with the overarching 
objectives of simplicity and low charges.  There should then be a distinct set of second-
order social policy responsibilities and a set of performance targets and objectives.  
While these objectives should be set primarily for the Board, they should also be 
applied to the work of the Delivery Authority where appropriate. 

Regulation 

155. When the Treasury Committee reported on the design of the NPSS it concluded 
that:195 

“If the Government sets out the detail of governance arrangements for a single 
provider of pensions and funds within a single scheme, based on the proposals of the 
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Pensions Commission, it will be important for the Government to clarify at an early 
stage the likely responsibilities of the FSA for prudential regulation in relation to the 
provider and funds within a single scheme.” 

156. The Government’s response to the report stated that “The system of governance of 
personal accounts will depend to some degree on the delivery model adopted. The 
Government is currently working with the Pensions Regulator and the FSA on this 
issue.”196 

157. When we questioned witnesses from industry on this point, they expressed different 
opinions.  Joanne Segars from the NAPF suggested that “It is an occupational pension 
scheme, which should be regulated by the Pensions regulator.  We do not want to see a 
separate regulatory regime,”197 but Richard Saunders of the IMA took a different view: “It is 
different to the extent that it will be a statutory body and accountable to Parliament, and 
presumably to this Committee, so it cannot be in exactly the same position, I would have 
thought, as any occupational pension scheme.”198 

158. The Regulatory Impact Assessment which accompanies the White Paper states that:199 

“the DWP is engaging with existing organisations, including the Pensions Regulator 
and the FSA, to identify the requirements, risks and impacts on the scheme.” 

159. We recommend that the Government should set out its planned regulatory 
framework for the Personal Accounts Board as soon as possible. 

Charging 

The level of charges 

160. In our first report on Pension Reform, we commented:200 

“The Committee agrees with the Pensions Commission that the focus should be on 
keeping Annual Management Charges as low as possible in order to increase 
retirement incomes.  The Committee notes that if charges cannot be driven towards 
or below 0.3% it would substantially erode the value of people’s pensions.  We believe 
that the option of fixed administrative fees should be considered but note that the 
impact of such a charging structure on those saving small amounts would have to be 
considered as part of that review.” 

161. The Personal Accounts White Paper states:201 
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“The Pensions Commission report concluded that its proposed National Pension 
Savings Scheme (NPSS) could be run at an AMC [Annual Management Charge] of 
0.3% in the long term. Our analysis indicates that in the long term it would be 
possible to run personal accounts at a charge of, or possibly even below, the 0.3% 
level. In the short term, charges will be comparable with the Commission’s estimate 
when this is adjusted to take account of the likely need to finance the scheme over a 
shorter timescale, and the need for a compliance regime.” 

162. The Government believes that “charges in the scheme can be radically lower than 
those currently offered to our target group”202 and that “personal accounts could deliver an 
AMC possibly as low as 0.5% in the short term and below 0.3% in the long term.”203 

163. The White Paper expands on this discrepancy between its costings and those of the 
Pensions Commission as follows:204 

“The key differences between this analysis and that of the Pensions Commission are 
that the Commission: 

did not include in the charge, the costs of monitoring the requirement for employers 
to automatically enrol their employees into personal accounts and make the required 
contributions; and 

assessed the viability of personal accounts over the average working life of an 
individual. This meant that costs could be spread over a very long period of time. In 
reality, organisations financing the scheme are unlikely to accept losses for long 
periods on the understanding that they may only receive money decades later.” 

164. It also notes “The charges faced by individuals in personal accounts will be 
determined by factors that, at this stage, cannot be predicted with great certainty, 
including: financing of up-front costs and early operating losses; participation and 
contribution levels of individuals; and administration and fund management costs, which 
will be revealed by the commercial process.”205 

165. As we have already noted, the level of achievable charges in the personal accounts 
scheme is still a matter of controversy.  The ABI, in particular, suggested that:206 

“There is a strong majority view among financial service practitioners that the new 
Personal Accounts cannot be delivered for an annual management charge as low as 
0.3%. Work by Deloitte for the ABI found that the Pensions Commission had 
underestimated the true costs of its NPSS model by at least 50%. It is therefore 
surprising that the White Paper sets a long-term target of less than 0.3%. This is 
particularly so, given that the Government recognises the difficulty of predicting 
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charges before any detailed design work is undertaken or the required new systems 
built.”   

166. In a supplementary note provided to us, the ABI set out in additional detail where it 
disputed the Pensions Commission’s NPSS costs: 

“Deloitte found that the charge under the NPSS would be 0.44% AMC, rather than 
0.31% AMC as widely quoted.  The difference can be explained as follows: 

“An additional 4 basis points is due to the cost of providing pensions to the average 
earner in the target group rather than the median earner; 

“A further 5 basis points is due to monthly rather than annual premium payments 
and charge collection; 

“2 basis points must be added as Deloitte estimates that a fund management charge 
of 0.08% is unrealistically low, given that scale in investment funds under 
management will not be achieved for almost a decade.  They have assumed a charge 
of 0.1% AMC; 

“Finally, a further 2 basis points can be attributed to Deloitte’s view that the 
Commission policy set-up costs are unrealistically low (Deloitte suggests £20 rather 
than £5), especially when compared to efficient Life & Pensions providers today.” 

167. Other industry representatives were, however, more positive about the Government’s 
projections.  Richard Saunders from the IMA described himself as being:207 

“rather more optimistic than Stephen [Haddrill, of the ABI] about the possibility of 
meeting something like the 30 basis point aspiration long term […] looking at recent 
experience, the Swedes are well on the way to a 20 basis points cost by about 2020.” 

168. Stephen Haddrill urged caution about making such comparisons, saying that he 
thought “it is very important not to go blindly into making comparisons with other parts of 
the world where the system works differently.”208 

169. Joanne Segars of the NAPF added:209 

“As Lord Turner pointed out in his first Pensions Commission report, there are 
many occupational pension schemes, including many multi-employer schemes, 
already operating at or below 30 basis points.  So it is certainly something which is 
achievable.”     

170. The Pensions Commission also used this comparator, stating that “very large 
occupational scheme costs … represent a reasonable benchmark for the NPSS” and adding 
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that such schemes “with over 5,000 members often operate with total costs at or below 
0.3%.”210 

171. The main areas of uncertainty around costs were given as the potential costs of 
collection (which we cover later in this section), and we were also interested to explore the 
potential costs of generic advice, as discussed earlier in this report.  The issue of the cost of 
advice arose in particular given the Government’s decision to include a third tier of 
branded funds, which we consider in more detail below. 

172. Doug Taylor of Which? made the point that this aspect of the Personal Accounts 
Board’s performance would have to be closely scrutinised,  and suggested that we could 
have a role in this:211 

“I think there is an aspiration that is reflected about the management charge being 
low and an aspiration to reach the 0.3%, and I would assume that this Committee 
would be, over a period of time, scrutinising any variance of that from the Personal 
Accounts Board.” 

173. We make particular recommendations relating to charges in the sections on 
advice, collection and the third tier.  In order to address the concerns and uncertainty 
expressed by parts of the financial services industry the Government should be more 
open about its modelling  and cost estimates. We ask DWP to conduct further research 
on these points and publish a technical appendix alongside the Personal Accounts Bill 
with detailed results.  

174. The Pensions Commission suggested that “during implementation planning, cost 
benchmarks should be designed for each element of the NPSS business system – 
payment system direct cost, account maintenance, fixed management fees and 
communication with members.”  We agree and we ask the DWP to set this task as a 
matter of urgency for the Delivery Authority and require that the Authority report 
annually on this aspect of its work, including the details of the latest cost benchmarks 
and estimates. 

Different charging structures 

175. The White Paper poses the following questions:212 

“What overall charge structure is most appropriate?; 

“How much flexibility should the personal accounts delivery authority or the 
personal accounts board have in deciding the charging structure?; and 

“Are there particular circumstances or activities where it is appropriate to make an 
additional charge?” 
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176. We considered the issue of fees in our Pension Reform Report and recommended that 
“the option of fixed administrative fees should be considered but note that the impact of 
such a charging structure on those saving small amounts would have to be considered as 
part of that review.”213 

177. The Investment Management Association set out the pros and cons of different 
charging structures in Appendix 1 of its memorandum, while not taking a firm view 
itself:214 

“This should be left to the Delivery Authority to decide.  There are broadly speaking 
two main alternatives:  an annual charge based on the value of the individual’s 
fund(s) (ad valorem charge) or a flat administrative annual fee plus an ad valorem 
charge to cover the running of the fund(s).  In operational terms, the decision may 
depend upon financing available to the personal accounts system since a flat 
administrative fee would facilitate early cost recovery.   

“With respect to a single ad valorem charge, one argument often heard in favour is 
that it effectively cross-subsidises those with smaller pots.  While this is true, it is not 
necessarily the case that those with smaller pots are the least well off.  It could well be 
the case that many younger workers acquire personal accounts in their 20s before 
moving on to better paid employment with separate private pension provision.  In 
that event, a median earner who had saved all his/her life in personal accounts could 
well be cross-subsidising someone who had considerable pension saving elsewhere.  
The socio-economic profile of those with large and small pots may well be too 
complicated to allow any conclusions regarding the impact of cross-subsidy.” 

178. The other submissions which we received on this point were generally supportive of 
Annual Management Charges and against fixed fees.  International Financial Data Services, 
for example, stated “The basic structure for those in default funds should be an Annual 
Management Charge (AMC) based on the funds invested”; 215 the Occupational Pensioners 
Alliance commented “Flat fees … are unfair to the lower paid workers and should be 
resisted”216 and Which? stated “the annual management charge is most likely to be simple 
to understand, is not a deterrent for low earners to join and is not a psychological 
disincentive to participate.”217  

179. Virgin Money stated that “an annual management charge is the most appropriate 
charging structure for personal accounts – it is easy for consumers to understand and 
offers providers an incentive to gain the best possible performance for funds under their 
management”218 and Age Concern made the point that “a flat fee would bear down 
disproportionately on the lower-paid.”219 
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180. There was less apparent consensus on other fees, for example joining fees.  Which? set 
out the options and its views on them:220 

“if we are considering an annual management charge, where then do we accept that 
there should be additional charges?  I think we would only say for people who are 
excessive switchers with funds that there should be an extra charge and for those 
people who would prefer to have their fund actively managed, we would go a step 
further and say that there should be no extra charges for people who want to 
temporarily stop their personal account for personal reasons or career reasons, or for 
changing address, changing name, changing jobs and variations of contribution 
levels.  All those are administrative aspects that we believe could be encompassed in 
the system …  if you start to charge upfront fees that could complicate things.” 

181. Which? thought that this was fundamentally a decision for the Delivery Authority but 
added that it was important that the Authority engaged “with all stakeholders to ensure 
that all views are considered.”221 

182. Both the Occupational Pensioners Alliance and Virgin Money were against a joining 
fee.  The OPA stated that “Joining Fees are unfair to the lower paid workers and should be 
resisted”222 and Virgin Money commented:223 

“The delivery authority and personal accounts board should, we believe, consider 
how charges will be presented to consumers. If other funds apart from the default 
fund are to be offered, we would query whether, in addition to the AMC, it is 
envisaged that there would be a charge to cover the cost of administration by the 
delivery authority itself. We do not believe that such an additional charge – or any 
other charges – should be levied on consumers.” 

183. The ABI warned, along the same lines:224 

“the Government should be wary of allowing additional charges, as proposed in the 
White Paper. These would introduce complexity and undermine consumer 
understanding. For some, they might wipe out the beneficial effect of a low basic 
charge” 

184. On the other hand, International Financial Data Services suggested that a joining fee 
would be appropriate:225 

“A modest joining charge, in addition to the AMC, equivalent to a month’s premium 
or 10% of the first year’s premium, spread over an initial period (e.g. the first year) 
would help to reduce the amount and length of operating losses and reduce early 
financing costs.” 
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185. The point about early financing costs is an important one.  The Regulatory Impact 
Assessment which accompanies the White Paper notes that “Losses arise as in the early 
years of the scheme the funds under management are low and hence, the revenues from 
charges are small. However, the costs of running the scheme are broadly constant, hence, at 
the start of the scheme revenues do not cover ongoing costs, nor enable the repayment of 
set up costs.”226   

186. The White Paper notes that “In the short term, until revenue from scheme members’ 
contributions comes through … there will be a need to provide finance … There are a 
number of sources from which finance can be obtained.  These could include the 
Government, suppliers such as pension providers or administrators, third parties such as 
banks, and members through charges.”227  It also states that one of the areas of uncertainty 
in charges is “the financing of up-front costs and early operating losses.”228 

187. Richard Saunders of the IMA weighed up the two factors:229 

“One of the issues the scheme faces is that it is going to be loss making in its first few 
years because of the relatively small sums under management if you have a 
percentage fee.  If you had a flat rate fee that would deal with that problem so you 
would not have to bring your working capital in.  The other side of that coin though 
is that it would be quite a significant chunk that would be taken out of small 
accounts. “  

188. When asked for further information on this point, the DWP replied:230 

“Work is currently being undertaken to estimate the set up costs of personal 
accounts that will be incurred before personal accounts members join the scheme 
and contribute revenue through membership charges. 

“Part of this work includes identifying the most appropriate funding source for 
personal accounts, for which there are a number of options ranging from 
Government to the private sector.” 

189. Shortly before we agreed our Report, the Pensions Policy Institute produced a report 
on the various charging structures for personal accounts.231 It analysed the impact of: an 
Annual Management Charge, a joining fee and an AMC; an annual flat fee; a contribution 
charge (a proportion of each contribution made from the individual, employers and the 
state); and a contribution charge and an AMC, both against the Government’s criteria for 
the evaluation of charging structures, and on individuals with different work histories. 

190. It concluded that “overall, no single charging structure, or combination of charging 
structures, has all the desirable attributes. Each charge structure has advantages and 
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disadvantages and there are trade-offs that have to be made.”232 Some of the points the 
report made related to the evidence that we had heard. Firstly, on the impact of an AMC 
on cashflow:233 

“A pure AMC would raise very little revenue in the short term, until the size of funds 
under management has built up. This could mean that the organisations financing 
Personal Accounts may have to borrow between £1.7 and £4.5 billion, depending on 
the cost of capital. In the central scenario used in this paper, the total amount of 
interest paid over the course of the borrowing could amount to £3 billion, which may 
ultimately be passed on to members.” 

191. And, secondly, on the potential psychological impact of joining and flat fees:234 

“The impact of charges on individual behaviour is not known and further research is 
needed. One plausible set of reactions is: A joining fee could act as a psychological 
deterrent to people, so that people are more likely to opt out of Personal Accounts 
when they are first enrolled. However, once the joining fee has been made, it may 
encourage people to continue to save in Personal Accounts. Individuals may feel that 
they need to continue to save in Personal Accounts. Individuals may feel that they 
need to continue to use the product they have bought in order to get good value  out 
of the amount they have already paid. A flat fee may be very visible to members. 
Although it is simple and transparent, it may discourage individuals to save.”  

192. We agree that the final decision on the type of charges levied in the personal 
accounts scheme should be taken by the Delivery Authority.  Our view is that an 
Annual Management Charge is likely to be the best way forward.  It has the advantage 
of simplicity and will also enable the progress on charges to be monitored clearly.  The 
rest of the charging scheme should be as simple as possible and additional charges 
should be minimised, as suggested by Which?  We therefore oppose the imposition of a 
joining fee.  There is a risk that if a significant amount of people’s contributions will be 
eaten up in charges during the first year it will encourage them to opt out.  We note 
however the concerns about start up costs and ask the Government to set out likely 
cashflow projections for the Authority and Board, as well as a cost benefit analysis of 
the various financing options. 

Contribution cap and transfers 

193. The White Paper argues that “the personal accounts scheme is designed to be an 
addition to the already diverse market for pension products and not to replace existing 
employer-sponsored provision”.235 It states that:236 

“In order to focus the personal accounts scheme on the target market, and restrict 
the growth of the scheme so that it does not compete with existing provision, the 
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Government believes that it is appropriate to place an annual limit on contributions 
into personal accounts. It should be no lower than £5,000, and the personal accounts 
board will review, on a regular basis, the contribution limit amount according to 
several criteria, including earnings growth and wider market developments. To 
ensure the limit is suitable and achieving the desired effects, the limit should be 
reviewed in 2020 when the market impacts of the 2012 reforms are better 
understood.” 

194. The consultation paper asks “Given the twin aims of focusing the scheme on the target 
market and allowing sufficient flexibility for individuals within the scheme: Should the 
annual contribution limit be set higher than £5,000? If so, at what level?”237 

195. We received a substantial amount of evidence on this point.  Several witnesses noted 
that the Pensions Commission had originally proposed an annual contribution limit of 
£3,000.  The Association of British Insurers stated that the cap was “too high”, 238 adding: 

“Personal Accounts cannot be kept focussed on the target market if the cap is set at a 
level that allows for additional contributions from the existing market. Higher net 
worth individuals should not be able to destabilise the operation of Personal 
Accounts by using them as a top-up and shifting in and out as returns fluctuate.” 

196. Stephen Haddrill of the ABI expanded on this point:239 

“The £5,000 level that the government selected picks up about 90% of wage earners.  
It goes up to a salary level of about £60,000 or £70,000 which means you are going 
way beyond the target market.  The White Paper makes it very clear that the 
Government is committed to serving the target market and not allowing, as to some 
extent happened with stakeholder, a market that nobody wanted to serve coming in 
and becoming a dominant force.  The £3,000 is the figure consistent with the target 
market for people earning up to around £30,000 a year.” 

197. The Investment Management Association agreed.240  The National Association of 
Pension Funds argued that “a ceiling of £3,000 would help discourage employers from 
switching over to Personal Accounts and therefore avoid the risk of levelling down that 
goes with such a move.”241  Similar points were made by the Association of Consulting 
Actuaries.242 

198. Legal and General submitted a memorandum analysing the impact of different cap 
rates on existing provision.  It concluded that “at a £5,000 contribution cap, Personal 
Accounts will be a major competitor for existing pension schemes,”243 suggesting that if the 
cap is set at £5,000 “Personal Accounts would have competed for 93% of the schemes 

 
237 Personal Accounts: a new way to save, p 144 

238 Ev 40, para 8 

239 Q 32 

240 Ev 69, para 18 

241 Ev 87, para 10 

242 Ev 95, para 1.3.3 

243 Ev 99, para 18 



49 

 

tendered in 2006; if the cap is set at £4,000pa, Personal Accounts would have competed for 
78% of the schemes tendered in 2006; and if the cap is set at £3,000pa, Personal Accounts 
would have competed for 64% of the schemes tendered in 2006.”244  

199. However, there were other opinions in the evidence we received.  Which? made the 
point that the £3,000 figure proposed in the Pensions Commission report would be, if 
recalculated on the same basis for 2012, considerably higher:245 

“I think there may have been some confusion about what the Pensions Commission 
were originally suggesting, because what the Pensions Commission suggested was 
16% (i.e. double the default element) should be the cap on median earners, and that 
would have in effect been, at 2012 prices, £3,800, not the £3,000 that is often quoted.  
The £3,000, as we understand it, was based on 2005 figures.  The gap between the 
original Pensions Commission proposal and the suggestion in the White Paper is not 
as large as is sometimes considered.” 

200. On this basis, he continued, Which? was “comfortable” with the £5,000 cap, 246 and he 
noted that even this higher cap would be unlikely to meet people’s aspirations of what they 
needed in retirement:247 

“some recent research we have done suggests that the average figure that people 
would like to retire on was around £300 a week - so £15,000 a year - and that will be 
well in excess of what could be generated through personal accounts” 

201. The Pensions Commission First Report estimated that the numbers of those not 
saving or under-saving were less at higher income than lower income levels: out of a total 
of 9.6 million under/non-savers over 35, it suggested that 1.5 million of these earned less 
than £9,500 a year, 3.3 million between £9,500 and £17,499, 2.1 million between £17,500 
and £24,999, 1.8 million between £25,000 and £39,999 and 1 million above £40,000.248 

202. Other witnesses queried the impact of an annual cap on those who wished to make 
higher contributions at particular times in their lives, perhaps to make up for periods spent 
out of the labour market.  Sally West of Age Concern told us, for example:249 

“I think it is important to be aware that it is not necessarily people who will want to 
put in £5,000 every year for 40 years.  We would have a concern particularly about 
women who have had time out of the labour market for caring who may, later on in 
their life, be in a position to be paying more into a pension fund, perhaps because 
they have got a working partner and they want to build up their own individual 
income.  It is important that they are able to pay more at the times when they are 
able to do so, because sometimes I think the discussion is based on thinking that 
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people will be in the same situation throughout their lives and in the same income 
band.” 

203. Nigel Stanley of the TUC spoke along the same lines, concluding that the TUC was 
“not sure there is a case for the cap.”250  Like Sally West, he stressed the need to be able to 
accommodate more flexible working lives:251 

“You can see many situations where people might want to put a bit more money in.  
Because people do not have orderly working lives where they start off as a teaboy and 
retire as a captain of industry, they do have bits of time where they are perhaps 
working part time, and you can see a case where perhaps people have not had a good 
pension, and are starting off personal accounts perhaps aged 40 when they start who 
might say:  ‘Well, actually, I have not got much of a pension but I could afford now’ - 
perhaps their children have left home – ‘to put in a bit more money’, or perhaps they 
get a small legacy.” 

204. The Occupational Pensioners Alliance also made the link between the cap and flexible 
working and concluded  “There should be no limit set on the contribution level.”252  From 
the employer side, David Yeandle of EEF also endorsed this point, concluding “there will 
be times in … life when, as a result of windfalls from maybe an inheritance, a redundancy 
payment, a lump sum payment, maybe even a win on the lottery, [an employee] will want 
to put in a lump sum in the same way that people sometimes want to boost their pension 
through an AVC and, frankly, if they are restricted from doing so by a relatively low cash 
lump sum, that is a problem.”253 

205. We also heard evidence about the fact that the 3% employer contribution specified in 
the White Paper is described as a “minimum level”.254  It is possible that some employers 
may wish to contribute more than this, as noted by EEF, who linked it to concerns about 
the level of the cap:255 

“I have had a number of companies, as I said in my previous response, which have 
made a very positive statement that they want to put more money into personal 
accounts than the minimum instead of perhaps providing some other form of 
pension arrangements.  It is one of the reasons why they are very concerned about 
having a cap on the total amount that they can put in.” 

206. The Regulatory Impact Assessment includes a section considering the justification for 
the cap, commenting that “By introducing a contribution limit, the Government is creating 
an effective way of positioning personal accounts as a complementary, rather than 
competitive, addition to the market.”256  However, the RIA also acknowledges that there are 
“clearly disadvantages to having a limit”.  These, it states, include the fact that “there may 
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be instances of individuals within the scheme who want to save above a limit of say, £5,000. 
For example, any member who enjoys a windfall, or who works for an employer with a 
more generous default contribution rate, or who has higher pension aspirations, or wants 
to make up for ‘lost’ saving years.”257   

207. It is also interesting to note that the recent pensions tax simplification process 
introduced both a single lifetime allowance and an annual allowance for the amount of tax-
privileged savings.  An HM Treasury consultation document issued in 2002 about pensions 
taxation stated that “people will be able to choose when and how much to save in order to 
achieve the retirement income they want.”258 

208. We do not believe that the contributions cap should exist purely to protect existing 
pensions industry providers from extra competition. The interests of pensions savers 
should be paramount, and we expect many occupational or group personal pension 
schemes to offer a high quality and competitive alternative to Personal Accounts for 
large numbers of employees without special protection. We take the view that a better 
justification for the contributions cap is to reduce the risk of levelling down by making 
it harder for employers to cut their contributions. We also believe that a set annual 
contribution cap will not reflect the fact that people’s circumstances change and that 
they may need at some times in their working lives to contribute more into the personal 
accounts scheme.   

209. With these three conclusions in mind, we make the following recommendations.  
Firstly, if there is to be a cap it should incorporate a certain amount of flexibility, 
allowing people to make greater contributions at certain times, either because they have 
a lump sum to invest or because they want to make up for years when they did not 
contribute. Secondly, we would urge the Government to consider whether a separate 
cap, set substantially higher than £5,000, should be allowed for firms that are willing to 
pay significantly more than the statutory minimum employer contributions. 

Transfers 

210. The White Paper states that the DWP’s consultation process:259 

“revealed a large degree of consensus that the approach to the transfer of pension 
savings, both to and from the personal accounts system, would be a significant 
determinant of the impact of personal accounts on existing pension provision. 

211. In the Regulatory Impact Assessment,260 five reasons are given for barring people from 
transferring money into the scheme: 

“avoiding administrative cost and complexity […]; 
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minimising the impact on the existing market. Some start-up costs incurred when 
establishing pension products might not be recoverable through an ongoing annual 
management charge (AMC) if funds are transferred into personal accounts, worsening 
the current profitability of current pensions […]; 

avoiding the need for individuals with significant accumulated pension savings to seek 
regulated advice before transferring their funds into personal accounts […]; 

providing an important psychological signal for employers and individuals that 
personal accounts are aimed at a specific market  (moderate to low earners without 
access to high quality employer provision) and current good provision should continue 
[…]; and 

allowing unlimited transfers into personal accounts could also lead to a more rapid 
growth in assets managed through the scheme. This could risk undesirable financial 
market impacts.” 

212. The White Paper also sets out the advantages of prohibiting transfers out of the 
scheme:261 

“promoting administrative and operational simplicity; 

limiting any market turbulence in the initial post-implementation period; 

allowing the personal accounts scheme to build up a larger fund, reducing the AMC; 
and 

providing an important psychological signal for employers and individuals that 
personal accounts are aimed at a specific market  (moderate to low earners without 
access to high quality employer provision) and that current good provision should 
continue. This could be an important safeguard against the levelling down of existing 
provision.” 

213. The Regulatory Impact Assessment concludes that:262 

“these arrangements should be reviewed in 2020 to assess whether these assumptions 
have proved correct, and decide whether the ongoing prohibition remains 
appropriate.” 

214. There was support for this aspect of the Government’s proposals from the financial 
services industry.  The Association of British Insurers took the view in its memorandum 
that “the prohibition of transfers in and out of Personal Accounts is clearly also important 
to ensure the new scheme meets the needs of those on lower incomes”;263 and the IMA’s 
memorandum referred to this restriction as “a welcome proposal of the White Paper.264 
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215. However, Doug Taylor from Which? commented:265  

“we know that people like to consolidate pots of money in one place and get rather 
concerned if they have pension provision in a variety of places … that may affect 
both transfers in and out.  So we would expect there to be consumer pressure over a 
period of time … but we were happy for there to be a short period of time while the 
system settled down.  I think we would still consider eight years to be rather a 
prolonged period of time and something nearer to our three to five years might be 
more appropriate, but that, I think, is a matter that the Personal Accounts Board 
would need to consider.” 

216. The point on consolidation was also made by the Pensions Commission, which noted 
that “Current pension transfer arrangements allow individuals to demand a transfer of 
accumulated funds out of occupational schemes and into stakeholder pension policies” and 
concluded “There is no reason why similar transfer arrangements should not apply to 
transfers from occupational schemes to the NPSS.”  It added that “there may be a case for 
limiting the maximum value of such transfers.”266 

217. We note the arguments that there should be a period when transfers in and out of 
the personal accounts scheme are prohibited.  It will be important for the scheme to be 
stable in its early years.  However, given the point put forward about the fact that 
people with a number of small pension ‘pots’ may wish to consolidate them, we 
conclude that a review after 5 years – in 2017 – would be better timed than a review in 
2020. We also believe that the Government should consider whether an even earlier 
date should be set to allow transfers in from certain occupational schemes which have 
failed to meet the criteria to become ‘exempt schemes’. We do not see a case for the 
banning of transfers indefinitely. 

Collection 

218. The White Paper currently states that collection will be done using a “wholly 
electronic process”267 but no mention is made of linking this to PAYE collection, although 
HMRC is mentioned as a stakeholder268 and several of the activity estimates are “based on 
[the] PAYE system.”269 

219. We were told by Richard Saunders of the IMA that:270 

“The biggest unknown, the biggest uncertainty, in this equation at the moment is the 
costs of collection.  This is a critical area where we do need to know more from the 
Government.  What is the capacity for linking collection in some way to PAYE and 
National Insurance collection?” 

 
265 Q 130 

266 Pensions Commission, Second Report, p 364 

267 Personal Accounts: a new way to save, Regulatory Impact Assessment,  page 166 

268 Personal Accounts: a new way to save, Regulatory Impact Assessment, para A.15 

269 Personal Accounts: a new way to save, Regulatory Impact Assessment, p 163 

270 Q 11 



54 

 

 

220. Representatives from employer organisations also took the view that there should be a 
link with PAYE.  Mike Cherry from the Federation of Small Businesses said:271 

“We would very much hope that they could implement it with PAYE on what seems 
to be coming through at the moment.  That is not going to happen if it is going to be 
outsourced to a third party” 

221. He continued:272 

“It would make sense because you could then send in the returns along with the 
PAYE returns.  It is done on-line, everybody knows it, it does not need another 
system to be set up.  That does not seem to be what is being proposed or what is 
likely to come forward, so there are obviously going to have to be extensions to 
anybody who is using software programmes if they are outsourcing their payroll and 
that is going to have to be an additional amount that those payroll operators are 
going to have to take on board.” 

222. Nigel Stanley of the TUC agreed:273  

“Employers of those employees still have to deal with the tax system and pay tax and 
National Insurance for those employees and we have argued throughout this debate 
that we think the ideal collections agency for personal accounts is HMRC.  
Government does not agree with us on that.” 

223. David Yeandle from EEF noted that if the Government did not proceed with the 
PAYE route there were simple alternatives available:274 

“The Committee might be interested to know that about two or three weeks ago I 
went to look at a presentation on an administrative system by a company called 
Paymaster, which is a specialist pensions administrator, and I have to say I was quite 
impressed with the system that they are working on, which seems to be, certainly 
from my perspective, a relatively simple administrative system for employers.” 

224. When the Pensions Commission examined this point, it recognised that:275 

“There is … a strong case in terms of simplicity for using the PAYE system to collect 
contributions (both employee and employer) to the NPSS. We believe that the costs 
of collection via the PAYE system would be very small in relation to both total fund 
size and overall operational costs.” 

225. However, it identified two significant disadvantages that would arise if PAYE was 
used:276 
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“It would be impossible for people's contributions to be allocated to specific funds in 
line with each individual’s choice until the individual’s specific information arrived. 
All contributions would therefore have to be held in, say, a risk-free gilts fund for, on 
average, about a year after they were made. 

“More seriously still, it would be impossible, without adding additional information 
requirements, to identify when precisely in the year deductions had been made, and 
thus to give the precise appropriate return on each individual’s funds in the period 
prior to investment in line with the individual’s choice.” 

226. These arise because there is a time delay between employer payments of aggregate 
PAYE and the provision of individual specific information.277   The Commission therefore 
came to the view that a dedicated Pension Payment System route was likely to be 
preferable, taking the view that “The operating costs of this system may not be radically 
different from that involved in adding functionality to the HMRC system, but it would be, 
at least minimally, more burdensome on business.”278 

227. However, in evidence to the Treasury Committee on the NPSS proposals, both the 
IMA and Which? “thought it was possible that the PAYE option could be made workable, 
using a "smoothing" mechanism to prevent any investment loss to individuals from the 
time delay inherent in the system” and Lord Turner admitted to the Committee that 
collections systems were "not an issue that we bottomed out fully.”279 

228. We asked the Government for its latest thinking on collection options and were 
told:280 

“The Government has not made an assessment of the comparative costs of collection 
of contributions to personal accounts through PAYE and alternative outsourced 
methods.  

“The Government has explored the feasibility of collecting contributions to personal 
accounts through PAYE and through alternative outsourced methods. The 
Government's current view - in line with that of the Pensions Commission - is that a 
new collection mechanism will be the most effective option, posing least risk to both 
personal accounts and the collection of tax by employers. In addition, as the 
Commission noted, PAYE does not allow accurate records of contributions at an 
individual level until up to 18 months after the end of the tax year. 

“This will be a task for the Delivery Authority and the Personal Accounts Board but 
given its significance, any decision will need to taken in conjunction with Ministers.” 

229. A major project, Modernising PAYE Processes for Customers, is currently underway, 
and HMRC also plans a major migration to using its National Insurance computer system 
as the basis for administering the PAYE process, which will allow information to be 
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brought together by reference to an individual’s NI number. These computer changes, 
according to the Comptroller and Auditor General’s Report on the HMRC Accounts for 
2005-06, are “unlikely to be made before 2008-09”281 

230. We are concerned that there is so little detail available on the architecture and 
costs of payment collection, a fundamental piece of the personal accounts scheme 
infrastructure. While it is right that the Delivery Authority should be responsible for 
making the contractual arrangements, it must do this after the different options have 
been fully explored and their feasibility tested and discussed. We would have expected 
the thinking on such a crucial keystone in the operation of the scheme, for employers, 
employees and the Authority and Board, to be more advanced at this stage, and we are 
deeply concerned that it is not.  This ambiguity could mean that the Government’s 
choice of model is based on flawed assumptions and logic. 

231. In our view, giving the PAYE scheme additional functionality to collect 
contributions should not be ruled out, given the strength of feeling amongst employers, 
the TUC and other organisations on this point.  DWP and HMRC, acting jointly, 
should conduct an urgent review on the options for payment collection, as part of the 
HMRC’s major ongoing programme to modernise the PAYE process.  

The third tier: branding by the back door? 

232. Despite the Government’s rejection of the multi-provider model, the door has been 
left open in the White Paper to some kind of ‘branding’ within the personal accounts 
scheme. However, there is a subtle difference between White Paper itself and the 
Regulatory Impact Assessment.  The RIA is quite equivocal about the availability of 
branded and other funds:282 

“the Government recognises that there are some areas where alternative approaches 
may add value for some customers. The Government will, therefore, ask the personal 
accounts delivery authority to explore whether, and at what point in time, additional 
choice can be incorporated and is affordable, and advise Ministers on their 
outcomes. The Government expects personal accounts to include social, 
environmental or ethical investments and branded funds but it will be up to the 
personal accounts delivery authority to decide.” 

233.  But the White Paper is much more definitive:283 

“There will be a three-tiered approach to fund choice: a default fund for members 
who do not wish to exercise a choice; a small number of bulk-bought funds at low 
charges; and a wider range of funds, which we expect to include social, 
environmental and ethical investments, and branded funds.” 
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234. It adds that “the numbers of funds offered will be limited”284 but no further details are 
given. 

235. Which? expressed concerns about how this arrangement would work, particularly the 
inclusion of branded funds:285 

“The White Paper also indicated a preference for ethical and branded funds to be 
available but there is no detail as to how this would be managed. We remain 
concerned that without appropriate regulation there could be inappropriate selling. 
While within the safe haven of Personal Accounts where there is no brand push we 
are confident that a light touch regulatory regime can exist, that might not be 
appropriate for the retail market if it is vying with these core choices.” 

236. Doug Taylor also told us that the ways in which branded choice was advertised would 
need to be carefully considered: “We would not favour a situation where somebody who 
got their information about a personal account also got a flyer from a branded provider 
with that as well.”286  Emma Higginson from Which? thought that the existence of these 
choices within the “safe haven” of the scheme risked causing confusion among 
consumers.287   

237. Sally West of Age Concern was worried that a move towards an extensive third tier 
could run contrary to the need for the scheme to be simple and easy to understand:288 

“If you are being offered your default, your choice of a limited number of funds and a 
whole range of branded funds, it starts to be a more complicated decision for the 
individual, which is going away from the concept of trying to have a basic good 
value, low-cost product.”   

238. Doug Taylor from Which? said that the regulatory and cost structure of the third tier 
needed further careful consideration.289  Age Concern290 and the IMA291 also noted that the 
existence of the third tier raised questions about whether different charges should apply, in 
order to avoid cross-subsidy.  This point seems to be acknowledged in the White Paper, 
which states, in the context of ethical funds, that it “would, therefore, not be appropriate to 
enforce those extra charges on personal accounts members who had not actively chosen to 
incur them.”292 

239. Representatives of the existing financial industry were more positive about a third tier.  
Richard Saunders from the IMA told us that “I would certainly advocate allowing the 
market to work in that area rather than laying down a structure in legislation”, 
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commenting that “The structure you describe is one that mirrors something that exists in 
the private sector already, which is called ‘platforms’ in the jargon.”293 

240. Stephen Haddrill of the ABI observed that “not many people are that interested in a 
socially responsible fund but those people who are interested in it are passionately 
interested in it.  I think some sort of option ought to be provided” but added that “it has to 
be kept in balance so that it does not turn this into a highly complicated arrangement. …   
there ought to be some limits.”294 

241. There was a general consensus among the industry witnesses that the way for the third 
tier to succeed was for it to be introduced gradually.295  Stephen Haddrill said, for example, 
that the idea of a cap on the number of funds was “worth considering.”296 

242. The Pensions Commission’s Second Report considered the issue of the range of funds 
that should be provided in its proposed NPSS, noting the “extensive evidence that too 
many options make it more difficult for people to make a choice.”  It concluded that there 
should be various fund management mandates covering major asset classes (6-10 in 
number), and possibly also some “other funds at non-negotiated fees” which, it stated, 
would allow “members the option of investing in what are sometimes labelled ‘alternative 
asset classes (eg private equity funds or hedge funds) or in funds designed to be ethical, 
environmentally responsible, or appropriate to particular religious groups.”297 

243. The White Paper acknowledges the problems created by increasing the level of choice.  
The RIA states that “There is some evidence that having a fund choice may increase 
contribution rates … [but] there is evidence that suggests that too much fund choice … is 
undesirable.”298  It adds that evidence from the Swedish PPM scheme suggests that “the 
apparent benefits of choice can be illusory”299 and notes that in UK research on fund 
choices “no choice was generally preferred.”300 

244. However, it also makes the important point that “a significant minority – perhaps up 
to 2 million members of personal accounts – may want extra choice”301 and offers different 
explanations for the inclusion of Social, Environmental and Ethical Funds (which include 
Funds based on religious criteria)302 and branded funds.  The advantages of brand fund 
choice are given in the Regulatory Impact Assessment as:303 

“Branded choice may allow consumers to choose between providers they already 
know from other financial services, on familiar aspects of price, service quality and 
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brand. Over time there is the potential for consumers to become more active as they 
learn about personal accounts even if they are not very active at the outset. Research 
shows that individuals with more financial products are more financially capable, 
although it is unclear whether more products cause financial capability or whether 
financial capability enables consumers to purchase more products. Accordingly, 
choice may become more beneficial over time.” 

245. The disadvantages are listed as:304 

“Choice of administrator or fund made from a branded list of all pension 
administrators/fund managers could lead savers to make sub-optimal choices based 
on marketing. Evidence from the Swedish system shows that advertising of funds can 
affect individuals’ portfolio choices; although in the Swedish example the majority of 
advertising provided little information about the quality or suitability of the 
product.” 

246. We asked the DWP for further details about the impact of the third tier. We were 
told:305 

“Our intention is to place a requirement upon the delivery authority, within a second 
pensions bill, to consider certain types of investment choice to meet the needs of its 
members. Personal accounts will offer a default fund and a wider choice of funds and 
we expect this will include a choice of social, environmental and ethical funds and 
branded funds. However, it will be for the executive delivery authority to decide 
when and how these additional funds should be introduced. 

“The board of the personal accounts scheme will also be tasked with a duty to 
provide appropriate fund choices that serve the needs of members, and they will 
therefore need to assess the correct investment choices for their members – an issue 
that will need to kept under review.  

“We believe that offering an appropriately structured choice of investments can, as 
set out in Personal accounts: a new way to save, have beneficial effects for scheme 
members for example by potentially increasing contribution rates or member 
engagement. However no one will be compelled to exercise this choice, there will be 
appropriate defaults for those who do not want to make a choice.    

“We will ensure that the personal accounts scheme is designed so that good quality 
information rather than regulated financial advice is required by members to enable 
them to take appropriate choices. We will also ensure that charges are fair between 
members such that the provision of choice does not disadvantage those not making a 
choice.    

“The breakdown of the likely charges for selling, marketing and collection in the 
three-tier model is partly dependent on the types and number of funds offered.  This 
is a decision for the delivery authority and subsequently the personal accounts board 
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to make, taking into account the needs of members and the requirement for charges, 
including those in respect of investment choices, to be fair between members.  

“Consultation process is ongoing and the Government will consider the submissions 
and views received before making final proposals.” 

247. We note the complexity that a third tier of investment choices could add to the 
personal accounts scheme.  However, while simplicity and low charges are key, a degree 
of additional choice will be needed.  As the Government’s own RIA puts it, “the task is 
to balance this need for simplicity for the majority with choice for the minority.”  In 
our view there is a case for choice to be limited to alternative asset classes and social, 
ethical and environmentally responsible funds.  We see less of a case for branded funds 
being placed in the safe haven of personal accounts, with their attendant higher 
marketing and advice costs and associated risk of mis-selling. 

The default fund 

248. Witnesses also pointed out the importance of having a good default fund. Joanne 
Segars of the NAPF told us “We need also to remember that typically over 80% of people 
will opt for default where one is available.”306  Richard Saunders of the IMA stressed that 
“What is important is that the default fund at the centre is low cost.”307 

249. We also took evidence on the fact that it would be important for the scheme to 
maintain the highest standards of probity in its investment.  Stephen Haddrill told us:308 

“I think it is so important that, for a big publicly created fund like this, it does not at 
any point get itself a bad reputation for its investment strategies, not just in terms of 
return but the kind of fund it is investing in.  It does have to be careful.” 

250. One particular issue which we covered in our last report was that of investment risk.  
We recommended that, given the potential highs and lows of the stock market, the default 
fund should be a lifestyle-smoothing fund.309 Lifestyling, as defined in the White Paper, 
is:310 

“A method used in investment fund management where an investment fund has an 
asset mix determined by the level of risk and return that is appropriate for an 
individual investor at different stages in the lifecycle. The fund invests in higher 
return but higher risk assets when the individual is young and gradually moves to 
less risky assets (ie bonds) during the 10 to 15 years before the individual plans to 
retire.” 

251. The Pensions Commission Report noted that:311 
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“The only nil risk fund, and the only fund which the government can ‘guarantee’ is a 
fund invested in real government bonds. To designate a real bond fund as the default 
fund would, however, mean that on average those who accepted the default option at 
any early age would do significantly worse than those invested in funds with an 
equity element. Over a 40 year holding period investing a stream of contributions in 
a balanced fund yielding 3.5% real could produce 36% more than investing the same 
contributions in a fund invested in government bonds yielding 2% real.” 

252. The White Paper states that “the default fund will be life-styled so that, for example, 
an individual’s investments will be moved out of equities into bonds as they approach 
retirement age to ensure the timing risk related to accessing an annuity is reduced.”312  As 
the Pensions Commission stated, it will be important to ensure that this is clearly explained 
to consumers: “a clear description of the risks and possible returns within the default fund 
will […] be essential.”313 

253. This will be a complex design task for the Delivery Authority and the Board.  
Introducing lifestyling into the default fund, as implied in the extract from the White Paper 
above, may mean the composition of an individual’s funds being tailored to a person’s age, 
or other factors, such as the state of the stock market over time. 

254. One related issue is that in the Swedish PPM once an individual has chosen to move 
out of the default fund, they cannot move back in.314 No mention is made in the White 
Paper about whether the Government proposes that this measure should apply in personal 
accounts. 

255. We recommend that the Personal Accounts Delivery Authority, and then the 
Board, include a section in their Annual Reports to Parliament on investment policy, so 
that this can be scrutinised by the House and Committees of the House.  We welcome 
the White Paper’s comments that the default fund will be life-styled; this will be an 
important way of ensuring that there is a degree of protection for people against the 
short-term volatility of the stock market.  The design of the default fund, and how it 
will be life-styled, is a crucial issue and we expect this to be subject to extensive 
consultation by the Delivery Authority and Board.  We believe that individuals should 
have limited opportunities to switch into and out of the default fund. 

Annuities 

256. The White Paper explains that the rules governing the ‘decumulation’ of personal 
accounts (ie the conversion of pension assets accumulated during working life into a 
pension income) will be the same as for other pension provision:315 
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“pension income cannot be accessed before the age of 55 and income must be secured 
by the age of 75; 

“up to 25% of a pension fund can be taken as a tax-free lump sum; 

“individuals who have accumulated small pension funds are not required to secure a 
pension income and can take their pension as a taxable lump sum; and 

“if an individual dies before reaching age 75 without accessing their savings, a further 
pension or lump sum will be payable to their dependants.” 

257. However, it continues that work remains to be done on “the process by which 
individuals will access their savings in retirement.”, which will be the responsibility of the 
Delivery Authority.316 This work will be informed by a review of the “Open Market 
Option” currently underway, which involves “HM Treasury and DWP working together 
with a range of stakeholders to improve the operation of the OMO [Open Market Option] 
for consumers.”317 

258. The review is also examining:318 

“the potential for a more structured approach to annuity purchase that could be 
applied to the personal accounts scheme. This process could involve a two-staged 
approach. At the first stage, the individual would decide the type of annuity most 
suited to their circumstances, supported by suitable information and guidance. This 
could include information which highlights the consequences of choosing a single 
life annuity if the individual has a partner. At the second stage, the individual would 
select a provider offering the best deal on this product, perhaps with the aid of, for 
example, the Financial Services Authority’s comparative tables or an annuity 
purchase platform.” 

259. Richard Saunders of the IMA explained that in his opinion there should be more 
flexibility around annuities and that all the rules which applied should be reviewed by the 
Government.320 

260. The Pensions Commission had recommended that, while the NPSS should not in 
general be a direct provider of annuities, “it should have the legal powers to play a bulk-
buying negotiating role if this seems likely to be able to deliver better value to specific 
categories of members (e.g. members with smaller accumulations whom the financial 
services industry will find less economic to serve on an individual basis).”321 

 
316 Personal Accounts: a new way to save, para 5.18 

317 Personal Accounts: a new way to save, para 5.19 

318 Personal Accounts: a new way to save, para 5.20 

320 Q 16 

321 Pensions Commission, Second Report, p 384 



63 

 

261. The White Paper responded that the Government considered, but rejected, “the 
option of bulk purchasing annuities for personal accounts participants”322 because:323 

 “after considering the main drivers of cost – namely life expectancy, administration 
costs, the annuity providers’ attitude to risk and their profit margin – the 
Government has found no evidence that bulk purchasing of annuities could lead to a 
significant increase in value for members. Additionally, requiring the delivery 
authority or clearing house to bulk purchase annuities could increase its costs, by 
adding a requirement to negotiate regularly and find suitable deals.” 

262. We heard a significant amount of evidence that this crucial stage in the personal 
accounts process should not be neglected; Emma Higginson from Which?, for example, 
stressed to us that “the decumulation stage must not be ignored in discussions.”324   

263. Which? commented that, despite the arguments outlined in the White Paper, it would 
like to see the Delivery Authority “acting as an intelligent purchaser to provide the best 
outcome for the customer in this area and developing a default annuity option.” It referred 
to “evidence which shows that some consumers can improve their annuity income by over 
30% by shopping around”.325   

264. Doug Taylor added that:326 

“We do have a danger, I think, of a large number of people being left in a situation of 
trying to access an annuity and ending up with something which is inferior to what 
they could have achieved.  Even if there is going to be an overall purchase of 
annuities here, I think there could be a role for the Personal Accounts Board to assist 
consumers to make the right decision.” 

265. Joanne Segars from the NAPF concurred that there was a need for consumers to get 
the right advice on annuitisation:327 

“We support the proposal put forward in the White Paper for a two tier approach, 
the first helping people decide what type of annuity they want and the second 
looking at the annuity provider.  To go back to the original question, I think there is 
a role for helping people through the first stage, whether it is a decision tree or simple 
generic advice.” 

266. This is an important point.  As the White Paper explains, there are various types of 
annuities, for example, a single-life annuity pays benefits to an individual, a joint-
life/survivor’s annuity pays benefits to the spouse/dependent partner after death, a level 
annuity pays constant payments and an index-linked annuity pays benefits relating to an 
index (for example the Retail Price Index).328 The issue of survivor benefits was raised by 
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the Equal Opportunities Commission, which commented in its memorandum that 
“Personal Accounts will make no automatic provision for survivor benefits. We are 
therefore concerned that individuals may purchase a single life annuity, without discussing 
this with their partner, or fully understanding the implications of their decision.”  It 
recommended that:329 

“Married or civilly partnered individuals wanting to purchase a single life annuity 
should have to get their spouse/civil partner to sign a waiver to say that they: 

“Have read and understood information explaining their spouse’s options in 
purchasing either a single or joint life annuity.  

“Give their consent for their spouse to purchase a single life annuity and understand 
the potential implications of this decision upon their pension income should their 
spouse predecease them.” 

267. The choice of annuity is vital.  It will determine what level of income people receive 
in retirement but it is also a complex decision which hinges on personal circumstances. 
We welcome the review of the Open Market Option annuity process currently 
underway and ask that the conclusions be reported to this Committee. There are 
different potential roles for the Personal Accounts Board, either as a bulk-buyer for 
those in certain categories (as suggested by the Pensions Commission), as the provider 
of a default option (as suggested by Which?), or as a provider of advice (as currently 
suggested in the White Paper).  Given the evidence cited by Which? which indicated 
that some consumers can improve their annuity income by 30% by shopping around, 
we recommend that the Government reconsider its decision on the role of the Personal 
Accounts Board in the provision of annuities after the review of the OMO process has 
been completed.  Whichever role is chosen, the provision of advice on this matter must 
be prioritised. 
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6 The potential impact of personal 
accounts on existing pension schemes 
268. In evidence to us during the Pension Reform inquiry the Secretary of State said that 
“rational economic theory would suggest there will have to be some levelling down [of 
existing occupational pension provision]” but stressed that “the evidence we have seen 
suggests that levelling down is likely to be small.” He continued “this was one of the 
principal concerns that Ministers had studying the Second Report of the Turner 
Commission preparing ourselves for the White Paper. We did look very, very carefully at 
the impact of this and the evidence, such as it is, suggests that it is small. This is something 
we have to watch very carefully in the future.”330 

269. The White Paper quotes the results of “extensive research” conducted during 2006. 
The research concluded that:331 

“Of those employers who currently offered access to a pension scheme, only 1% 
reported they were likely to reduce the level of contributions to their existing scheme, 
and only 2% suggested they might close down or introduce eligibility restrictions for 
their existing scheme. Employers with relatively generous levels of contributions said 
they viewed their pension scheme as an important recruitment and retention tool 
that they wanted to keep.” 

270. However, estimates of the extent to which existing occupational provision will be 
affected by the introduction of the scheme vary widely, as explained by Anthony 
Thompson of the CBI:332 

“there are a number of surveys out there at the moment that really suggest the polar 
opposite to what government research has suggested to date, which suggests that 
there might be a 1% levelling down.  Capita Hartshead did surveys where they said 
two-thirds of respondents would revise their scheme benefits downwards.  Punter 
Southall suggested that one in five employers would level down, AXA a third.” 

271. He concluded that “I think the short answer ... is that it will be somewhere between 
what the Government has suggested to date and what those at the polar extreme of the 
debate have suggested.”333 

272. Stephen Haddrill of the ABI described the Government’s projections as “over 
optimistic”.334  Joanne Segars of the NAPF explained that:335 
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“Our research, and the DWP’s analysis has also shown, that the additional cost of 
auto enrolling employees into good quality schemes at existing contribution rates is 
about £2 billion. Many employers may decide that is a bit too rich for their blood and 
they may well decide to level down, which is why it is very important that the 
exemption tests are simple, and that personal accounts are properly targeted.”   

273. She continued that:336 

“It is very important that we also consider what additional help can be made 
available to those employers who are providing good schemes to carry on providing 
those good schemes.  The Government has said that £4 billion is going to be available 
as a result of abolishing DC contracting out rebates and when the Secretary of State 
was before this Committee last year he suggested that the money should be kept 
within the pension system.  We agree and we have suggested that some of that 
money could be used to help those employers who provide good quality schemes 
with high contributions to meet the costs of auto enrolment.” 

274. Richard Saunders of the IMA observed that it would be difficult to disentangle the 
impact of personal accounts on existing provision from the general decline in provision in 
the private sector.337 Nigel Stanley of the TUC commented that:338  

“all supporters of personal account systems are going to brace themselves that every 
employer that closes or reduces their pension scheme in some way will now blame 
the personal accounts system.” 

275. Richard Saunders added on a much more positive note that:339 

“What one will be able to say with certainty is that there are many billions now 
sitting within the personal account system, much of which would not have been 
saved previously.” 

276. The uncertainty around the extent to which employers will ‘level down’ existing 
provision means that it is important for the Government to ensure that the scheme as a 
whole incorporates the concerns of businesses and the existing industry as far as it 
reasonably can, although a balance has to be struck, as we have already noted in our section 
on the contribution cap.  This makes the issue of exemptions for existing schemes 
particularly important, as we discuss below. 

Exempt schemes  

277. The White Paper states that “Employers are at the heart of the pension reform 
programme. Many employers already offer good pension provision for their employees. 
The Government aims to maintain this existing provision.”340 It continues that:341 
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“To achieve this the Government will allow those employers that offer pension 
schemes which are equivalent to, or provide more generous benefits than, personal 
accounts to automatically enrol their employees into those schemes rather than 
personal accounts. These types of scheme are offered by 15% of employers and 
provide pensions for 23% of all employees.” 

278. Separate ‘exemption tests’ are proposed for Defined Benefit and Defined Contribution 
schemes. We asked the NAPF for its latest estimate of the proportion of exempt schemes 
and it replied that, for DB schemes, the Government Actuary’s Department has estimated 
that in April 2005, 2.96 million members were saving in contracted-out salary-related 
schemes “which will by definition satisfy the reference scheme test” (out of 3.66 million 
active members saving in private sector DB schemes).  

279. As for DC schemes, the NAPF stated that “only 13% of active members of 
occupational DC schemes belong to schemes where the employer contribution is less than 
4%, but added that: “the precise figure is unclear because: 

“Some of those contributing less than 4% will be contributing 3% or more; 

“These contribution rates will frequently be based on gross earnings and would be 
higher if expressed as a percentage of banded earnings; 

“A further 10% of members were in schemes where the employer contribution rate 
was not recorded in the GAD survey. Some of these may belong to schemes with 
contribution rates below the new minimum; and 

“In a minority of cases, recorded contribution rates will include contracted out 
rebates (which are being abolished for DC schemes)” 

280. The NAPF concluded that “the above analysis focuses only on the value of schemes, 
not their joining techniques. Only 3% of employers currently contributing 3% or more to 
occupational pension schemes or contract-based workplace schemes currently use auto-
enrolment.342  

281. Stephen Haddrill of the ABI commented “I imagine that, for those employers who are 
not putting as much as 3% in at the moment, it implies that there is not a very strong 
commitment to the scheme in being.  It may well be that they do close and move into a 
personal account, unless they have other features. I am not saying it is inevitable”343 

282. A chart in the May White Paper based on various data sources from 2004, 2004-05 
and 2005, set out further data.  It was estimated that of the 18.6 million private sector 
employees, 12.4 million were not in an occupational pension scheme, 1.9 million were in a 
scheme with less than a 3% employer contribution and 4.3 million people were in a scheme 
with a 3% or more employer contribution.344  The Pensions Commission’s final report 
included an estimate that 56% of the private sector workforce including the self-employed 
                                                                                                                                                               
341 Personal Accounts: a new way to save, para 6.7 
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had no occupational or personal pension provision to supplement state provision, and 
added that this proportion was growing.345 

283. Giving evidence to the Treasury Committee on those who would benefit from 
levelling up, and those who would suffer from levelling down, Lord Turner said “We have 
56% of the private sector workforce who are in no non-state pension scheme whatsoever.  
So is the social priority to bring that 56% up to a minimum or to guard against a levelling 
down among the 44% who do already get something?  I think actually the social priority is 
to get people up to a minimum.”346 

284. Recent research by Deloitte, based on a survey of 750 employers, sought to find out 
how different firms would behave.  Based on this analysis, it suggested:347 

“23% of employers could maintain contribution rates and allow their pension 
arrangements to grow by auto-enrolment;348 

“34% of employers could maintain contribution rates but only allow senior staff to join 
their existing arrangements;349 

“31% of employers could maintain contribution rates but accept no new joiners;350 

“8% of employers could reduce their contribution rates but allow new joiners through 
auto-enrolment;351 and 

“4% of employers could stop future accrual in existing arrangements.”352 

Waiting periods 

285. With regard to the waiting periods that should apply in private or occupational 
provision, the Government is consulting on:353  

“Whether employers with exempt schemes, and contributions above the personal 
accounts minimum, could operate a short waiting period, of perhaps three or six 
months, to encourage them to continue to offer high-quality schemes. 

“What should be the minimum level of contributions above which a waiting period 
is acceptable.” 

 
345 Pensions Commission, Final Report, p 38 

346 Treasury Committee, Fifth Report of Session 2005-06, The Design of the National Pension Savings Scheme and the role 
of financial services regulation, HC 1074, Q 222 

347 Techtalk, Technical information for Financial Advisers, Scottish Widows, December 2006. 

348 Meaning that existing and future members’ arrangements would be unchanged and non-members would level up. 

349 Meaning that existing members would be unaffected, future members (other than senior staff) would be likely to be 
levelled down; non-members would level up (as part of the personal accounts scheme). 

350 Meaning that existing members would be unaffected, future members would be likely to be levelled down; non-
members would level up (as part of the personal accounts scheme).  

351 Meaning that current and future members would level down, non-members would level up. 

352 Meaning that current and future members would level down; non-members would level up (as part of the personal 
accounts scheme). 

353 Personal Accounts: a new way to save, para 6.31 
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286. Age Concern stated:354 

“Given the White Paper states there is ‘strong evidence’ against requiring any waiting 
period it is surprising that it then asks whether employers who operate an exempt 
scheme with contributions more than the minimum should be able to operate a 
waiting period.”  

287. The TUC took the view that:355 

“we are less convinced by the idea that employers should be allowed to have a six-
month period before they are required to automatically enroll employees in an 
occupational scheme. And, as with the Government’s self-certification proposals, we 
reserve final judgment on this proposal until the details for monitoring scheme 
compliance have been agreed.”   

288. But the CBI took a different view:356 

“Members … believe a 6-month waiting period is necessary before employers are 
required to auto-enrol employees into occupational schemes. This would reduce 
administrative and cost burdens on employers and help ease cost pressures on those 
employers already providing schemes as well as allowing them greater scope for 
adjustment. It would also help reduce the risks of levelling down.”   

289. EEF stated:357 

“our initial view is that it is reasonable for ‘good’ occupational pension schemes to be 
allowed to have a relatively short waiting period before they have to auto-enrol 
employees into their scheme.  However, it will be important to ensure that, if this is 
allowed, such employers do not have to auto-enrol employees into personal accounts 
during this short waiting period.” 

290. With regard to the mechanics of exemption, there was more support from both the 
business and the financial sectors.  The CBI and EEF both told us that they were broadly 
comfortable with the exemption process,358 and  Joanne Segars from the NAPF commented 
that:359 

“From our perspective of occupational schemes, they are broadly on the right track 
and we are very pleased at the way the Government has come out.  We were very 
worried five or six months ago that this would have been a very complex exemption 
test and we are very pleased that they have come out with a relatively simple scheme 
specific exemption test for occupational schemes.” 
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291. We welcome the fact that there seems to be broad support for the Government’s 
proposals to exempt certain occupational pension schemes, although there is less 
consensus on the need for a waiting period for exempt schemes.  We take the view that 
good occupational schemes should be able to impose a short waiting period, in line with 
recommendations later in this report that the demands on employers should be 
minimised if they are not to receive supplementary financial assistance.  We agree with 
the point made by EEF that if a waiting period for exempt occupational schemes is 
permitted those employees should not be auto-enrolled into personal accounts during 
the waiting period.  

For employers offering ‘non-occupational’ workplace pension 
arrangements 

292. The White Paper notes that:360 

“Employer-sponsored personal pension provision, where an individual buys a 
contract-based personal pension and receives a contribution from their employer 
(including high-quality stakeholder pensions and ‘Group Personal Pensions’), is a 
significant part of the existing market.” 

293. But it adds: 

“Under European law pure automatic enrolment cannot be used with these contract-
based schemes since the employee’s written consent to be enrolled is required.” 

294. The Government is consulting on a modified type of auto-enrolment.361 

295. A number of submissions commented on this point.  Stephen Haddrill of the ABI 
described these schemes, Group Personal Pension schemes, as “good schemes” and 
continued:362 

“We have a particular concern about the impact of the Distance Marketing Directive 
in this area.  That effectively prevents you automatically enrolling somebody into a 
group personal pension scheme.  The DWP has suggested that employers might 
secure a waiver from the Directive or provide advice.  I do not think either of those is 
feasible and I do not think employers will particularly want to go there.  They 
certainly add quite a lot of costs.”   

296. International Financial Data Services commented that there was a need for “A clear 
and simple set of criteria to exempt good ‘non-occupational’ workplace pension 
arrangements including those that do not currently allow auto enrolment.”363 

297. The Occupational Pensioners Alliance commented:364 
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“The overall test should be the level of the employer and employee contributions and 
the charges levied on the non-occupational workplace pension schemes, all of which 
should, as a minimum, meet the Personal Account criteria. 

Employees should be auto-enrolled into a Personal Account but advice should be 
given on the comparison between the non occupational workplace scheme and the 
Personal Account to allow the employees to make an informed choice about which 
scheme to remain members of.” 

298. Age Concern expressed some concerns about this type of pension provision:365 

“the costs of Group Personal Pensions, which tend to have lower overall 
contributions than ‘trust-based schemes’ and predominate among smaller 
employers, should be kept under review. Otherwise the benefits of remaining in a 
scheme with higher contributions than a personal account may be outweighed by 
higher charges.” 

299. Nigel Stanley of the TUC commented that while there were “some very good group 
personal pension systems that unions have been involved in, and no doubt some that 
unions have not been involved in” there were also “group personal pensions with high 
charges; no member involvement; there may well be a reasonable employer contribution, 
perhaps not generous.”  He suggested that there was “an argument for allowing such 
schemes to be transferred into the personal account system.”366 

300. We note the evidence we have received on the treatment of group personal pension 
schemes.  We look forward to seeing the results of the Government’s consultation, 
particularly on whether a form of auto-enrolment can be found which is acceptable to 
all sides and falls within the scope of the Distance Marketing Directive, and take the 
view that with auto-enrolment will come additional responsibilities to the employer.  
We agree with the points made that the costs of these schemes should be kept under 
review and information given to employees which compares charges to those of the 
personal accounts scheme. 
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7 The impact on business 
301. The White Paper states:367 

“In the May 2006 White Paper the Government recognised that employers would 
need time to adjust to the proposed changes and would require certainty about the 
nature and costs of the reforms. Therefore, the Government proposed: 

“setting in primary legislation the minimum level of the employer contribution; and 

“phasing in the minimum employer contribution for personal accounts over three 
years, starting with 1% in the first year, rising to 2% in the second and then to 3% in 
the third year – with proportionate rates of employee contributions. 

“In research 63% of employers said phasing in the minimum employer contribution 
over time would be helpful. The Government thinks three years is a good 
compromise, as a longer phasing period would adversely affect the pension saving of 
individuals and increase the costs of running personal accounts. 

302. The CBI agreed with the Government proposals on phasing,368 but added that it also 
saw a need for targeted support for “those employers who are likely to be impacted most 
detrimentally by the new costs and the new administrative burdens.”369  It estimated that 
such a scheme, which would effectively reduce the employer contribution to around 2%, 
would cost in the region of £850 million.370 

303. The Federation of Small Businesses accepted compulsion on employers to contribute 
as a “political reality” and added that its focus was now “to ensure that the implementation 
is as simple as possible, both on the non-financial and financial side.” It added “It is crucial 
that small employers are given some form of financial assistance to overcome the initial 
financial difficulties they will face.”371 EEF similarly stated that it was “disappointed that the 
Government has not stated that it will provide any financial assistance for smaller 
employers when personal accounts are introduced”372 and added:373 

“EEF has examined a number of different models for this initial Government 
financial support.  Our preferred model involves the Government reimbursing 
smaller employers for a gradually reducing proportion of the contributions that they 
have made into personal accounts for their employees during the initial years of its 
operation.” 
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304. It suggested that the cost of such a scheme would begin at £183 million in the first year 
of the scheme and rise to £550 million a year in year 5, falling back to 0 in Year 8.374 

305. While we understand the concerns expressed by business organisations about the 
impact of the scheme, particularly on small businesses, the costs of the support 
packages proposed by CBI and EEF are prohibitive.  We recommend that the 
Government invest in making the scheme as simple and cheap for businesses to 
administer as possible, rather than subsidising employer contributions. 

Review of the 3% figure? 

306. The White Paper notes that “the level of the minimum employer contribution will be 
set in legislation to remove uncertainty as to future increases.”375  Several witnesses 
suggested that it should be subject to review over time.  The TUC stated that:376 

“The Government should include provision for the employer’s contribution rate to 
be reviewed at regular periods to ensure it is on target to meet objectives set out by 
the Pensions Commission. One of the responsibilities of the Personal Accounts 
Board should be to regularly review the employer’s contribution rate to ensure that 
the retirement prospects of employees are not jeopardised by adverse investment 
conditions, and advise the Government accordingly.” 

307. The Occupational Pensioners Alliance stated:377 

“The OPA believe strongly that it is wrong to put the minimum employer 
contribution of 3% on the face of the bill.  This is a sop to the CBI.  It is highly 
unusual to place such figures on the face of legislation since it is extremely difficult to 
change and further primary legislation is required.  The employer contribution 
should be set in Regulations and agreed by Parliament.” 

308. We note the importance of having a period of stability for employers, given that 
they will be incurring significant additional costs.  We therefore endorse the 
Government’s approach on this issue.  However, we agree that the impact of the 3% 
employer contribution level should be regularly reviewed by the Personal Accounts 
Board, which should advise the Government if there is a case for changing the level by 
further legislation. 

Administrative impacts on business 

309. The Regulatory Impact Assessment which accompanies the White Paper sets out the 
results of updated analysis on the administrative costs which will be incurred by employers.  
The Government had originally estimated, in its May Pensions White Paper, that total set-
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up costs to all employers could be around £230 million, and total ongoing annual costs 
could be around £90 million, or about £10 per new scheme member.378 

310. The new analysis in the White Paper suggests that the average administrative cost per 
employer will range from £120 in the first year for firms with between one and four 
employees to £6,090 for firms with over 250 employees.  The ongoing annual cost is 
estimated for these two types of firms as £80 and £900 respectively.  The total 
administrative costs to employers are listed at £291 million in year one and £96 million in 
each year after that.379 

311. The White Paper states that:380 

“The Government’s priority is to design the scheme and the transition phase so that 
the burdens on employers are minimised. As part of this work, the Government is 
setting up a cross-government analytical group to look at the administrative impacts 
of the reforms. The Government will continue to work to understand this area and 
how it can minimise the impact and support employers as it implements this 
reform.” 

312. It also includes the important undertaking that “Implementation procedures may be 
altered, if needed, to take account of any major revisions to the estimated costs to business, 
particularly small enterprises.”381 

313. But these estimates are hotly disputed, and business representatives told us that not 
enough attention was being paid to their concerns.  Mike Cherry of the Federation of Small 
Business accused the Government of going “over the top on trying to make it more 
difficult”382 and Anthony Thompson of the CBI said:383 

“There has not been much attention paid within public debate or certainly within the  
details of the White Paper to the administrative burdens on employers, and I think 
that is where we would like to see the debate going because we think that those 
burdens are real and significant.” 

314. The British Chambers of Commerce issued a press release in December 2006 referring 
to new research undertaken by Frances Chittenden and Brian Sloan from the Manchester 
Business School.   It summarised the research as follows:384 

“DWP estimates that the ongoing costs to business will be £95m per annum, an average 
cost of just £112 per business per year, i.e. less than £10 per month or just £9.50 per 
employee per year or 80 pence per employee per month 
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“Based upon a careful analysis of the tasks that an employer will need to undertake in 
order to deduct and pay over contributions required by the Personal Accounts (PA) 
system , it is considered that the cost to employers of operating the PA system will be 
very similar to the costs of operating PAYE  and these are well known. 

“The cost to employers of operating the PAYE system is £1.3bn, equivalent to £920 per 
year for each employer, or £130 a year per employee, just over £10 per month. 

315. Anthony Thompson of the CBI was similarly critical of the Government’s cost 
projections of administrative costs and the assumptions on which they were based:385 

“we would say that we are sceptical that they are the real costs; we think they are an 
underestimation of what the true costs will be.  I think the DWP has approached it 
from the point of view of looking at auto-enrolment that there will be a very small 
incidence of employees coming in to request information or to request to be taken 
out of the scheme, questioning their contributions, and from our point of view we 
would see the cost of dealing with those requests for information being a lot higher 
than the White Paper suggests but also the frequency of requests and the number of 
employees requesting that information could be a lot higher.”   

316. The Government acknowledges that “there remains a degree of considerable 
uncertainty”386 and states that it “would welcome views on the processes and underlying 
assumptions that underpin these costings.”387 

317. We note that the Government is working to refine its estimates of the 
administrative costs that will be incurred by employers, and we look forward to 
receiving the report of the analytical group looking at this crucial issue.  As part of this 
process DWP should ensure that it provides the fullest possible information on its 
modelling to interested organisations.  The Delivery Authority should also regularly 
report updated estimates of employer costs, both in terms of contributions and 
additional administration.   

Waiting periods in personal accounts 

318. We have already discussed the Government’s proposals for waiting periods in exempt 
occupational schemes.  The White Paper states that “The Government is not proposing a 
formal waiting period for personal accounts, although it recognises that there will be a 
short period before the automatic enrolment process is completed. This is an area in which 
the Government continues to welcome views.”  We recommended in our last Report that 
“employees should be opted-in within three months of beginning employment.”388 

319. There were differences of view on waiting periods in the evidence we received.  Some 
of those who contributed strongly supported the Government’s proposals.  International 
Financial Data Services told us that there should be “No formal waiting period for personal 
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accounts”.389  The Occupational Pensioners Alliance stated that it “welcome[d] the 
Government’s intention not to introduce a formal waiting period.”390 

320. Age Concern also supported the Government’s proposal, making the point that:391 

“As the White Paper says otherwise those who change jobs frequently would be 
disadvantaged. Currently tax and national insurance are due when people start to 
earn and the same principle should apply to personal accounts.” 

321. The TUC stated that it was “encouraged” by the Government’s decision.392  EEF also 
supported the Government’s view, but with an important proviso:393 

“Providing that the system for auto-enrolling eligible employees into personal 
accounts is simple for employers to administer, we support the Government’s view 
that employees meeting the age and earnings eligibility criteria should have to be 
auto-enrolled into personal accounts when they start employment (i.e without any 
waiting period).” 

322. Others took a different view.  The Federation of Small Businesses stated that:394 

“there should be a waiting period of at least 6 months before an employee is auto-
enrolled. There must be the correct balance between burdens and reaching the target 
group of the reform. Given how significant the introduction of personal accounts is 
going to be on employers, a small concession such as this would go some way 
towards redressing this imbalance.” 

323. The CBI commented:395 

“Auto-enrolment from an early stage of an individual’s job tenure would increase 
costs for employers with high rates of labour turnover or who employ large seasonal 
staff. CBI labour turnover data shows that retail (22%), distribution, hotels and 
restaurants (22%) and construction (21%) have the highest rates of labour turnover.” 

324. Anthony Thompson of the CBI said:396 

“In terms of personal accounts, if that is all that the employer is offering to engage 
with, making the employer contribution, then our members have said to us that they 
see very clearly that there is a logic for providing it from day one but perhaps the 
contributions would not start for a couple of months just so that you can physically 
go through the process with the employee.” 
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325. We accept the arguments we have heard that the lack of a formal waiting period is 
important to maintain coverage of the scheme amongst those who change their jobs 
more frequently.  We therefore welcome the Government’s proposal not to have a 
waiting period for personal accounts. 

Repeat enrolment 

326. The White Paper notes that “People’s circumstances do not stay the same. Individuals 
may choose to opt out of personal accounts at the outset, perhaps because they do not 
believe they can afford to save. A year or two later, their circumstances could be completely 
different but inertia may prevent them from doing anything about it.”  It proposes that 
three years “seems the right period” for automatic re-enrolment and seeks views on this 
proposal.397   

327. IFDS stated that “Three years would seem about the right period for repeat automatic 
enrolment of employees as it would give sufficient time for short term debt to be overcome, 
if this was a barrier, but still soon enough for some of the previous messages to remain in 
the employee’s mind.”398 The Occupational Pensioners’ Alliance also commented that 
“Three years is a reasonable time for repeat automatic enrolment.”399  Virgin Money took a 
similar view.400 

328. We were told by the CBI that:401 

“What I would say as an instinctive response is that, given the limited replies we have 
had to date from members, we feel that the Government’s proposals are about right 
and that there should be some sort of re-enrolment mechanism to ensure that we are 
promoting the scheme over time.  I cannot give you a definitive answer at this stage 
but the instinct is that the proposals are about right.” 

329. When we took evidence from EEF, David Yeandle, its Deputy Director, told us that he 
thought that three years was “about right”, but he added a point on logistics, that some 
companies took the view that:402 

“rather than have to auto-enrol each individual person on their appropriate review 
date when they first decided not to do so, we should set a fixed date, maybe the start 
of the tax year.  That would mean, obviously, that some people would be auto-
enrolled in theory after two and a half years and others after three and a half years, 
but in terms of administration to do it on a fixed point is the main thing as far as they 
are concerned.”  

330. We asked the DWP about this and were told:403 
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“We want to extend access to workplace pensions to those not currently saving 
towards their retirement and we recognise that employers are critical to the success 
of this policy. We made a commitment in the White Paper to ensure that the design 
of the scheme and framework in which it operates minimises the burdens on 
employers.  We therefore welcome the proposals from EEF members for a fixed date 
for the re-automatic enrolment of those who have opted out of a personal account or 
an exempt scheme.  We will give this more detailed consideration as we further 
develop the operational framework for personal accounts and exempt schemes.” 

331. We agree with the Government’s proposal to repeat auto-enrol employees around 
every three years.  We also believe that there is some merit in EEF’s suggestion that this 
could be done for employees en masse at the end of the tax year in order to reduce the 
administrative burden on employers. 

Compliance 

332. The White Paper poses the following questions:404 

“How can employees, who choose to save in personal accounts, best be protected 
from suffering detrimental treatment by their employers compared to those that 
opt out?; 

What type of information and support would encourage compliance?; 

How processes can be designed to encourage compliance; 

How the proposed penalty regime could be structured; and 

How valuable would a whistle-blowing helpline for employees be?” 

333. In our Pension Reform Report we saw this as a key issue and concluded:405 

“The Committee is concerned that employers should not encourage employees to 
opt out and recommends that the Government outline its proposed arrangements 
for monitoring and enforcing compliance with these requirements, the mechanisms 
for reporting breaches with compliance and the proposed penalty regime.” 

334.  Several submissions addressed this point.  The TUC stated:406 

“In our response to the White Paper we will be submitting proposals for an 
appropriate compliance regime. But at the very least these compliance measures 
should include: a monitoring system; robust, proportionate sanctions (including 
appropriate financial penalties linked to the degree of non-compliance by the 
employer); and a redress system for scheme members who are mistreated by 
employers.”   
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335. The Occupational Pensioners Alliance endorsed the proposal for a helpline:407 

“Trades Unions are ideally placed to protect employees from detrimental treatment 
by their employer.  However, where there is no Union recognition there must be a 
whistle-blowing helpline for employees where grievances can be raised.” 

336. The Federation of Small Businesses commented that it supported “a light-touch 
compliance regime“;408 and the EEF agreed, endorsing the Government’s view that the 
compliance regime should be based on that used to enforce the National Minimum 
Wage.409  The CBI also stressed that “We have looked to a similar policy area for 
inspiration, if you like, in the national minimum wage compliance regime because it has 
been the most effective and the most successful of all compliance regimes in the 
employment arena.”410 

337. However, the Regulatory Impact Assessment sounds a note of warning about using 
the National Minimum Wage model:411 

“However, an approach, which relied as heavily as the NMW regime does on 
whistle-blowing, would be unlikely to quickly deliver the level of compliance needed 
in personal accounts to protect the new employment rights which will affect people’s 
security in retirement. Individuals may be less inclined to complain when they are 
not suffering an immediate detriment. And high levels of non-compliance will 
impact not only on long-term individual outcomes but also on the administrative 
economies of scale looked for in personal accounts.” 

338. And it concludes that an alternative option, with “Additional use of automated 
systems and proportionate penalties” could be more appropriate.412 

339. The Government is consulting on the various aspects of a compliance regime for 
the personal accounts scheme, and it is likely that both the TUC and employers’ 
organisations will be making detailed submissions in this area.  We look forward to the 
Government publishing its proposed regime; we trust also that once the personal 
accounts scheme is operational full statistics on compliance and enforcement action 
will be published. 

 
407 Ev 52, para 25 

408 Ev 76, para  9 

409 Ev 83, para 23 

410 Q 71 

411 Personal Accounts: a new way to save, Regulatory Impact Assessment, para 7.6 

412 Personal Accounts: a new way to save, Regulatory Impact Assessment, para 7.11 
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Conclusions and recommendations 

1. In our previous report we concluded that two of the Government’s criteria were 
particularly important: achieving a lower level of charges and maximising simplicity 
for employers and individuals.  We still hold this view and have looked at the new 
proposals with these factors in mind.  In our opinion, the achievement of many of 
the other objectives (such as value for money for the taxpayer, the appropriate type 
of consumer choice and the administrative burden on employers) logically follows if 
the Government gets these two aspects of the scheme right. (Paragraph 5) 

2. Public bill committees have been introduced since our original report on Pension 
Reform was published.  This means that the committee stage of bills normally 
includes one or more evidence sessions.  We recommend that the committee stage of 
the Personal Accounts Bill should include two or three evidence sessions.  This will 
enable witnesses to explain to that Committee their views on the bill which is 
eventually produced, the accompanying material, and how the Government has 
responded to our recommendations.  We remain disappointed that we will not have 
a draft bill to scrutinise. (Paragraph 25) 

3. We ask the Government for the results of each element of its personal accounts 
analytical research programme to be published and to be sent to this Committee for 
scrutiny. (Paragraph 27) 

4. We recommend that the Government clarify its definition of the personal accounts 
target market in terms of categories of people and income levels.  It should not be 
positively encouraging those with existing access to a good workplace pension to 
participate. The Government should explain whether targeting will mean specific 
encouragement for certain groups or trying to discourage non-targeted participants. 
The Personal Accounts Board should monitor, once the scheme is in place, the 
numbers of people opting out in different sections of the target market, and include 
that information in the Annual Reports it presents to Parliament. (Paragraph 33) 

5. We are concerned that the proposals as they stand will lead to a significant and 
vulnerable group – lower earners with multiple jobs – potentially being excluded 
from the personal accounts system, or having the employer contributions they 
receive markedly reduced.  It is clear that the majority of those affected will be 
women.  We recommend later in this report that action must be taken urgently to 
decide the way in which contributions to the personal accounts scheme will be 
collected, and we ask that this issue should be considered as part of that review. We 
intend to look at wider issues relating to part-time working and multiple jobs during 
our forthcoming inquiry on benefits simplification. (Paragraph 47) 

6. We are concerned that an effective strategy to maximise self-employed participation 
in personal accounts has not been developed, in spite of the recommendation in our 
Pension Reform report. We ask the Government to set out its latest thinking on the 
option described by the Pensions Commission of allowing the self-employed to 
make personal accounts payments alongside their monthly Class 2 National 
Insurance contributions. We would also ask the Government to consider the 
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arguments for and against an automatic enrolment process for the self-employed 
with contributions based on their gross income. (Paragraph 53) 

7. While we look forward to learning the outcome of the Thoresen review, given the 
central importance of this issue we would have expected that the costs and feasibility 
of providing robust and reliable generic financial advice to all personal accounts 
participants would have been properly established or trialled before the 
Government’s Personal Accounts proposals were launched. If either the cost or 
quality targets cannot be achieved it will seriously undermine the financial 
performance of, and public trust in, the Personal Accounts agenda. Given the very 
high figures currently being quoted for the cost of provision of a national system of 
generic advice, we ask the Government to set out its own estimates as a matter of 
urgency, in both absolute terms and as a percentage of funds held in personal 
accounts. (Paragraph 65) 

8. We noted in our Pension Reform report the Swedish ‘orange envelope’, which 
provides information about state pension entitlement in an eye-catching format.  
The envelopes are sent out en masse annually, which encourages discussion and 
debate on pension provision.  We noted that while the orange envelope was “not the 
complete solution to the problem, as it does not include information about private or 
occupational provision, it has two key advantages of being distinctive and simple and 
should be the starting point for reform.”  We look forward to learning further details 
of the Government’s plans for the provision of integrated pensions information in 
the context of the new personal accounts scheme. We would expect this to include 
information on how to access personalised advice through an Independent Financial 
Adviser. (Paragraph 67) 

9. We accept the arguments we have heard about the importance of employers, 
particularly small employers, not giving advice about personal accounts.  However, it 
is clear to us that employers will have an important role in being the ‘first port of call’ 
for information (even if that role is limited to handing the employee a leaflet or 
giving them a phone number to call); and it would be best for this role to be 
anticipated and prepared for, both by employers and by the Government. (Paragraph 
77) 

10. The evidence we have received points to a widespread interest in increasing the 
trivial commutation and Pension Credit capital limits.  These changes have the 
potential of making it pay to save even for those who save only a little in personal 
accounts and who claim means-tested benefits in retirement.  We look forward to 
learning of the Pension Policy Institute’s further work in this area, and recommend 
that once this work has been conducted the Government publish a detailed response 
to it. (Paragraph 100) 

11. There are clearly advantages and disadvantages of auto-enrolling those close to State 
Pension Age.  We look forward to the forthcoming research on this point from the 
Pensions Policy Institute.  This is an area where the provision of advice will be 
crucial. (Paragraph 105) 
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12. We ask the Government to set out whether it is considering some form of statutory 
waiver from mis-selling claims in the personal accounts scheme and, if so, how such 
a disclaimer would operate. (Paragraph 109) 

13. Given that the Pensions Commission originally envisaged that the NPSS would come 
into existence in 2010 it is important that steps are taken to minimise the numbers of 
people who defer their pension saving until the personal accounts scheme is in place.  
We believe that the Government should consider how best to promote saving before 
2012 and provide vehicles for people to do it which offer a simple transition into 
personal accounts.  Promoting good workplace provision also has a role here and we 
urge the Government to work with industry and employers to make the NAPF’s 
proposed quality mark a success. (Paragraph 121) 

14. The Government is seeking views on how best to represent members’ interests in the 
governance of personal accounts.  In our view the consumer voice must be heard 
from the inside at both Advisory and Executive Delivery Authority stages and we 
look to the Government to bring forward proposals that will enable this to take place. 
We reserve the right to invite Authority/Board members to give evidence on 
appointment, along the lines of the Treasury Committee’s hearings with people 
appointed to the Monetary Policy Committee of the Bank of England. (Paragraph 
138) 

15. We conclude that the Government needs to spell out its plans for governance of the 
Personal Accounts Board, and how the transitions between the Advisory and 
Executive Authorities and the Board will operate, in further detail.  A degree of 
continuity in personnel between the different stages will be important. (Paragraph 
145) 

16. We agree with the evidence we have received that there needs to be a hierarchy of 
objectives for the personal accounts scheme.  In our view, the duty of care to 
members must come first, alongside the other fiduciary duties, in line with the 
overarching objectives of simplicity and low charges.  There should then be a distinct 
set of second-order social policy responsibilities and a set of performance targets and 
objectives.  While these objectives should be set primarily for the Board, they should 
also be applied to the work of the Delivery Authority where appropriate. (Paragraph 
154) 

17. We recommend that the Government should set out its planned regulatory 
framework for the Personal Accounts Board as soon as possible. (Paragraph 159) 

18. We make particular recommendations relating to charges in the sections on advice, 
collection and the third tier.  In order to address the concerns and uncertainty 
expressed by parts of the financial services industry the Government should be more 
open about its modelling  and cost estimates. We ask DWP to conduct further 
research on these points and publish a technical appendix alongside the Personal 
Accounts Bill with detailed results.  (Paragraph 173) 

19. The Pensions Commission suggested that “during implementation planning, cost 
benchmarks should be designed for each element of the NPSS business system – 
payment system direct cost, account maintenance, fixed management fees and 
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communication with members.”  We agree and we ask the DWP to set this task as a 
matter of urgency for the Delivery Authority and require that the Authority report 
annually on this aspect of its work, including the details of the latest cost benchmarks 
and estimates. (Paragraph 174) 

20. We agree that the final decision on the type of charges levied in the personal 
accounts scheme should be taken by the Delivery Authority.  Our view is that an 
Annual Management Charge is likely to be the best way forward.  It has the 
advantage of simplicity and will also enable the progress on charges to be monitored 
clearly.  The rest of the charging scheme should be as simple as possible and 
additional charges should be minimised, as suggested by Which?  We therefore 
oppose the imposition of a joining fee.  There is a risk that if a significant amount of 
people’s contributions will be eaten up in charges during the first year it will 
encourage them to opt out.  We note however the concerns about start up costs and 
ask the Government to set out likely cashflow projections for the Authority and 
Board, as well as a cost benefit analysis of the various financing options. (Paragraph 
192) 

21. We do not believe that the contributions cap should exist purely to protect existing 
pensions industry providers from extra competition. The interests of pensions savers 
should be paramount, and we expect many occupational or group personal pension 
schemes to offer a high quality and competitive alternative to Personal Accounts for 
large numbers of employees without special protection. We take the view that a 
better justification for the contributions cap is to reduce the risk of levelling down by 
making it harder for employers to cut their contributions. We also believe that a set 
annual contribution cap will not reflect the fact that people’s circumstances change 
and that they may need at some times in their working lives to contribute more into 
the personal accounts scheme.   (Paragraph 208) 

22. With these three conclusions in mind, we make the following recommendations.  
Firstly, if there is to be a cap it should incorporate a certain amount of flexibility, 
allowing people to make greater contributions at certain times, either because they 
have a lump sum to invest or because they want to make up for years when they did 
not contribute. Secondly, we would urge the Government to consider whether a 
separate cap, set substantially higher than £5,000, should be allowed for firms that are 
willing to pay significantly more than the statutory minimum employer 
contributions. (Paragraph 209) 

23. We note the arguments that there should be a period when transfers in and out of 
the personal accounts scheme are prohibited.  It will be important for the scheme to 
be stable in its early years.  However, given the point put forward about the fact that 
people with a number of small pension ‘pots’ may wish to consolidate them, we 
conclude that a review after 5 years – in 2017 – would be better timed than a review 
in 2020. We also believe that the Government should consider whether an even 
earlier date should be set to allow transfers in from certain occupational schemes 
which have failed to meet the criteria to become ‘exempt schemes’. We do not see a 
case for the banning of transfers indefinitely. (Paragraph 217) 
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24. We are concerned that there is so little detail available on the architecture and costs 
of payment collection, a fundamental piece of the personal accounts scheme 
infrastructure. While it is right that the Delivery Authority should be responsible for 
making the contractual arrangements, it must do this after the different options have 
been fully explored and their feasibility tested and discussed. We would have 
expected the thinking on such a crucial keystone in the operation of the scheme, for 
employers, employees and the Authority and Board, to be more advanced at this 
stage, and we are deeply concerned that it is not.  This ambiguity could mean that the 
Government’s choice of model is based on flawed assumptions and logic. (Paragraph 
230) 

25. In our view, giving the PAYE scheme additional functionality to collect 
contributions should not be ruled out, given the strength of feeling amongst 
employers, the TUC and other organisations on this point.  DWP and HMRC, acting 
jointly, should conduct an urgent review on the options for payment collection, as 
part of the HMRC’s major ongoing programme to modernise the PAYE process.  
(Paragraph 231) 

26. We note the complexity that a third tier of investment choices could add to the 
personal accounts scheme.  However, while simplicity and low charges are key, a 
degree of additional choice will be needed.  As the Government’s own RIA puts it, 
“the task is to balance this need for simplicity for the majority with choice for the 
minority.”  In our view there is a case for choice to be limited to alternative asset 
classes and social, ethical and environmentally responsible funds.  We see less of a 
case for branded funds being placed in the safe haven of personal accounts, with 
their attendant higher marketing and advice costs and associated risk of mis-selling. 
(Paragraph 247) 

27. We recommend that the Personal Accounts Delivery Authority, and then the Board, 
include a section in their Annual Reports to Parliament on investment policy, so that 
this can be scrutinised by the House and Committees of the House.  We welcome the 
White Paper’s comments that the default fund will be life-styled; this will be an 
important way of ensuring that there is a degree of protection for people against the 
short-term volatility of the stock market.  The design of the default fund, and how it 
will be life-styled, is a crucial issue and we expect this to be subject to extensive 
consultation by the Delivery Authority and Board.  We believe that individuals 
should have limited opportunities to switch into and out of the default fund. 
(Paragraph 255) 

28. The choice of annuity is vital.  It will determine what level of income people receive 
in retirement but it is also a complex decision which hinges on personal 
circumstances. We welcome the review of the Open Market Option annuity process 
currently underway and ask that the conclusions be reported to this Committee. 
There are different potential roles for the Personal Accounts Board, either as a bulk-
buyer for those in certain categories (as suggested by the Pensions Commission), as 
the provider of a default option (as suggested by Which?), or as a provider of advice 
(as currently suggested in the White Paper).  Given the evidence cited by Which? 
which indicated that some consumers can improve their annuity income by 30% by 
shopping around, we recommend that the Government reconsider its decision on 
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the role of the Personal Accounts Board in the provision of annuities after the review 
of the OMO process has been completed.  Whichever role is chosen, the provision of 
advice on this matter must be prioritised. (Paragraph 267) 

29. We welcome the fact that there seems to be broad support for the Government’s 
proposals to exempt certain occupational pension schemes, although there is less 
consensus on the need for a waiting period for exempt schemes.  We take the view 
that good occupational schemes should be able to impose a short waiting period, in 
line with recommendations later in this report that the demands on employers 
should be minimised if they are not to receive supplementary financial assistance.  
We agree with the point made by EEF that if a waiting period for exempt 
occupational schemes is permitted those employees should not be auto-enrolled into 
personal accounts during the waiting period.  (Paragraph 291) 

30. We note the evidence we have received on the treatment of group personal pension 
schemes.  We look forward to seeing the results of the Government’s consultation, 
particularly on whether a form of auto-enrolment can be found which is acceptable 
to all sides and falls within the scope of the Distance Marketing Directive, and take 
the view that with auto-enrolment will come additional responsibilities to the 
employer.  We agree with the points made that the costs of these schemes should be 
kept under review and information given to employees which compares charges to 
those of the personal accounts scheme. (Paragraph 300) 

31. While we understand the concerns expressed by business organisations about the 
impact of the scheme, particularly on small businesses, the costs of the support 
packages proposed by CBI and EEF are prohibitive.  We recommend that the 
Government invest in making the scheme as simple and cheap for businesses to 
administer as possible, rather than subsidising employer contributions. (Paragraph 
305) 

32. We note the importance of having a period of stability for employers, given that they 
will be incurring significant additional costs.  We therefore endorse the 
Government’s approach on this issue.  However, we agree that the impact of the 3% 
employer contribution level should be regularly reviewed by the Personal Accounts 
Board, which should advise the Government if there is a case for changing the level 
by further legislation. (Paragraph 308) 

33. We note that the Government is working to refine its estimates of the administrative 
costs that will be incurred by employers, and we look forward to receiving the report 
of the analytical group looking at this crucial issue.  As part of this process DWP 
should ensure that it provides the fullest possible information on its modelling to 
interested organisations.  The Delivery Authority should also regularly report 
updated estimates of employer costs, both in terms of contributions and additional 
administration.   (Paragraph 317) 

34. We accept the arguments we have heard that the lack of a formal waiting period is 
important to maintain coverage of the scheme amongst those who change their jobs 
more frequently.  We therefore welcome the Government’s proposal not to have a 
waiting period for personal accounts. (Paragraph 325) 



86 

 

 

35. We agree with the Government’s proposal to repeat auto-enrol employees around 
every three years.  We also believe that there is some merit in EEF’s suggestion that 
this could be done for employees en masse at the end of the tax year in order to 
reduce the administrative burden on employers. (Paragraph 331) 

36. The Government is consulting on the various aspects of a compliance regime for the 
personal accounts scheme, and it is likely that both the TUC and employers’ 
organisations will be making detailed submissions in this area.  We look forward to 
the Government publishing its proposed regime; we trust also that once the personal 
accounts scheme is operational full statistics on compliance and enforcement action 
will be published. (Paragraph 339) 
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Appendix 1 

Recommendations of the Committee’s report on Pension Reform 
relating to Personal Accounts and the Government’s responses 

The success of the new system of personal accounts will be critical to encouraging 
saving and delivering ‘adequate’ retirement incomes in the future for those on median 
earnings. This will need careful monitoring. (Paragraph 53) 

Government response: The Government has proposed a minimum contribution level of 8 
per cent, in line with the recommendations of the Pensions Commission. This contribution 
level would achieve a replacement rate of pre-retirement income for a median earner, with a 
reasonably full working life, of about 45 per cent. This replacement rate combines income 
from personal accounts with the more generous State Pension provision brought about by re-
establishing the link with earnings. Decisions about saving above this minimum level will be 
for individuals to make depending on their circumstances. This White Paper sets out how 
personal accounts will be delivered independently of government. The Government proposes 
that the remit for the personal accounts board will be to optimise contributions. As part of its 
governance structure, the board will submit annual reports to Parliament on its performance 
against its objectives. 

The target group for the new system of personal accounts includes those on low to 
median incomes, many of whom do not currently have access to financial advice. For 
some people deciding to save for a pension will involve complex decisions regarding, 
for example, how to deal with existing financial commitments. Generic financial advice 
would assist people in doing this effectively (see para 453).  (Paragraph 64) 

Government response: Providing good-quality information will be critical to the success of 
personal accounts. 

A number of organisations are involved in communicating information about pensions 
including the Department for Work and Pensions (DWP), the Financial Services Authority 
(FSA), the Pensions Advisory Service and a number of organisations in the voluntary sector. 
The Government will be working with these groups to develop an evidence-based information 
strategy for communicating information about pensions and personal accounts over the next 
year. The Government will also be paving the way for the success of personal accounts by 
building awareness of pensions issues through its ongoing information programme. 

This work will be developed in the context of the national strategy for financial capability led 
by the FSA and the Government’s long-term strategy on financial capability, to be published 
shortly. The Government’s strategy will also address the issue of widening access to generic 
financial advice in greater detail. 

In response to this report, the Department should outline its strategy for maximising 
participation in the new system of personal accounts, explain what targets it intends to 
set for participation in personal accounts, identify a level of participation below which 
it will review the policy of auto-enrolment and consider  whether people should be 
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compelled to participate,  and outline contingency plans for coping with the work-load 
if participation is higher than expected. (Paragraph 72) 

Government response: The Government will encourage participation in personal accounts 
through an evidence-based information strategy, highlighting, in particular, the value of the 
minimum employer contribution and the tax relief on contributions, and the importance of 
saving in a pension to ensure that individuals meet their expectations for income in 
retirement. 

The Government will monitor and evaluate the success of automatic enrolment in meeting its 
overall aims and objectives. We have no plans at present to introduce compulsory 
membership of personal accounts, and our analysis suggests that we can build in sufficient 
capacity to deal with higher levels of participation, but this will be monitored throughout the 
implementation phases and once the system is up and running. 

Small employers are more likely than large ones to offer no pension provision and there 
is concern among this group at the prospect of being obliged to administer and 
contribute to employees’ pensions. The Government should outline its strategy for 
maximising participation among employees in small businesses. (Paragraph 79) 

Government response: Over the summer of 2006, the Government conducted several in-
depth consultation exercises with employers and their representative bodies, to analyse how 
the reforms could be designed to both promote existing workplace schemes and minimise any 
additional employer requirements. Part of this consultation included a seminar on the 
impact of personal accounts on small employers. 

The proposals for personal accounts have been designed to minimise the burden on all 
employers: 

the level of the minimum employer contribution will be set in primary legislation; 

the minimum employer contribution will be phased in over three years; 

one of the key criteria for deciding the delivery model was the relative burdens imposed on 
employers; 

the criteria by which existing employer pension schemes will gain exemption from personal 
accounts will be as simple and straightforward as possible; and 

the compliance regime will be light-touch but effective. 

The White Paper does not provide the self-employed either with access to the State 
Second Pension or with an automatic enrolment process to the personal accounts 
system. This will make a strategy to maximise participation in personal accounts by this 
group critical. (Paragraph 82) 

Government response: The Government will offer self-employed people membership of the 
personal accounts scheme on a voluntary opt-in basis. However, there will not be a minimum 
contribution level because, this is not practical given the changeable cash flow situation of the 
self-employed. Self-employed people will, therefore, be able to save in personal accounts at a 
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level of their choosing, subject to the proposed cap on contributions which applies to all 
members. 

Communications to support personal accounts will be designed with the needs of the self-
employed in mind. 

The Department should set targets for additional contributions above the minimum 
8% and publish a strategy to deliver, and closely monitor, progress. (Paragraph 86) 

Government response: The extent to which people save beyond the minimum contribution 
will depend on how much they can afford to save as well as on the replacement rate they wish 
to achieve in retirement. But this is only one factor that will be relevant. People will need to 
understand the benefits of saving more and the process of increasing contributions will need 
to be simple. 

The personal accounts delivery authority and board will be tasked with encouraging people to 
increase their own contributions above the minimum 

4 per cent. They will need to provide information to support people to make such decisions 
and ensure the processes remain as straightforward as possible. 

We agree that the Government will need to monitor closely the impact of the new 
personal accounts scheme on existing occupational provision and guard against 
levelling down.  This will need to be a key aspect of consideration in the regular reviews 
of the system and the further independent study that we have recommended (see para 
35) should be instigated before the end of the next Parliament.  (Paragraph 100) 

Government response: The aim of personal accounts and automatic enrolment is to 
increase saving for retirement. However, we will continue to support existing employer 
pension provision. To achieve this, the Government will allow those employers that offer 
pension schemes which are equivalent to, or provide more generous benefits than personal 
accounts to automatically enrol their employees into those schemes rather than personal 
accounts. We support the NAPF’s proposal for a quality mark, and are keen to see it happen. 
In addition, the Government will consult on waiting periods for high-quality exempt schemes. 

The Government has proposed that the personal accounts board should review the 
arrangements regarding transfers and contribution caps in 2020 to assess the market impact 
of the reforms and to see whether this proposed prohibition remains relevant. 

The Committee welcomes the measures announced in the White Paper to support 
employers with the new requirements imposed on them by the personal accounts 
scheme. The Committee is concerned that employers should not encourage employees 
to opt out and recommends that the Government outline its proposed arrangements 
for monitoring and enforcing compliance with these requirements, the mechanisms for 
reporting breaches with compliance and the proposed penalty regime. (Paragraph 109) 

Government response: The Government proposes to develop a three-stage compliance 
regime: 



90 

 

 

Educating – in the run up to the introduction of personal accounts there will be an emphasis 
on raising awareness amongst both employers and employees about the new rights and 
responsibilities being created. 

Enabling – immediately prior to the introduction of personal accounts and in the early years 
after introduction, there will be an emphasis on supporting employers. The Government will 
produce clear employer packs to help them register for personal accounts and make their first 
payments. A comprehensive helpline service will be provided so employers have easy access to 
support. 

Enforcing – where, despite awareness raising and support, employers still fail to comply, the 
Government proposes a graduated approach with increasing penalties which uses remote 
data matching wherever possible. 

The Government also intends to provide a ‘whistle-blowing’ helpline for employees who are 
worried that their employers may be trying to deprive them of their new rights. 

The Government will work with employers to ensure that the compliance regime is light-
touch yet effective. 

Participating in the new personal accounts scheme should be as simple as possible.  We 
believe that employees should be opted-in within three months of beginning 
employment. Care will need to be taken to ensure that arrangements for auto-
enrolment are workable for firms with employees on ‘non-standard’ work patterns, for 
example,  temporary contracts or more than one job. (Paragraph 117) 

Government response: The Government intends that all eligible employees will be 
automatically enrolled into personal accounts or an exempt employer’s scheme. The 
Government will ensure that the automatic enrolment process is designed to be workable 
with firms and employees on ‘non-standard’ work patterns. 

With regard to employees being opted in within three months of beginning employment, the 
Government does not recommend that there should be a waiting period for personal 
accounts, but views on this are welcomed. 

The Committee agrees with the Pensions Commission that the focus should be on 
keeping Annual Management Charges as low as possible in order to increase 
retirement incomes.  The Committee notes that if charges cannot be driven towards or 
below 0.3% it would substantially erode the value of people’s pensions.  We believe that 
the option of fixed administrative fees should be considered but note that the impact of 
such a charging structure on those saving small amounts would have to be considered 
as part of that review. (Paragraph 122) 

Government response: This White Paper explores different charging structures for personal 
accounts, and the Government will be seeking views on these structures. The remit of the 
personal accounts board will include achieving the lowest possible charges for members. 

The  National Pension Savings Scheme (NPSS) approach to delivering personal accounts has 
been chosen as it is the lowest cost option, allowing people to keep more of their income in 
retirement. 
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The Government has set out a list of eleven criteria against which it intends to assess 
the two proposed alternative delivery models. We believe that two of these are 
particularly important: achieving a lower level of charges and simplicity for employers 
and individuals. For this reason, the Committee accepts the Government’s initial view 
that this can be achieved through the delivery model proposed by the Pensions 
Commission. However, we await with interest the outcome of further work to establish 
whether similar objectives could be achieved through a limited multi-provider model. 
(Paragraph 127) 

Government response: The evaluation of alternative models for personal accounts identifies 
advantages of both the NPSS and a branded provider approach. However, for the target 
group the Government believes that the NPSS approach would be the most effective delivery 
model. This is because the NPSS approach: 

is the simplest model for individuals, as they will be faced with a carefully structured range of 
choices that meets their needs; 

delivers low charges – because providers do not compete directly for individuals’ accounts 
there is less marketing expenditure and switching of accounts. Low charges will ensure larger 
pensions for scheme members; and 

minimises delivery risk – it is not a Government model: instead, it utilises the skills, expertise 
and capacity of the private sector to develop, build and deliver personal accounts. 

The Government has a responsibility for the running of the macro-economy and the 
regulatory framework for pensions.  It does not have a responsibility for investment 
risk in the new system of personal accounts, but Government and regulators will have 
an obligation to communicate the risks and benefits clearly while still encouraging 
participation in the scheme. In response to this report, the Government should set out 
how it proposes to do this.  We agree with the Pensions Commission that the default 
fund should be a ‘lifestyle-smoothing’ fund with a relatively high equity weight at early 
ages, and a gradual shift to bonds as people approach retirement. (Paragraph 134) 

Government response: Good-quality information is critical to the success of personal 
accounts. The Government anticipates that DWP will continue to provide information about 
different types of pension saving and this will include personal accounts. The Government 
will be working with external stakeholders to develop an evidence-based information strategy 
for communicating information about pensions and personal accounts over the next year. 

The delivery authority, and subsequently the personal accounts board, will make decisions 
regarding the investment strategy. However, with regard to the default fund, the Government 
anticipates it will have the following characteristics to ensure that individuals who do not 
make an active investment choice are defaulted into an appropriate investment: 

the default fund will be structured to deliver an appropriate trade-off between risk and return 
for the target group; 

the default fund will be diversified across many different asset classes to reduce specific 
investment risk; and 
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the default fund will be life-styled, for example an individual’s investments will be moved out 
of equities into bonds as they approach retirement, to ensure the timing risk related to 
accessing an annuity is reduced. 

The response to the recommendation concerning governance arrangements refers to the issue 
of independence of investment strategy. 

The Committee agrees with Which? and the IMA that governance arrangements – 
ensuring the scheme is overseen by trustees which are independent of government and 
have an overriding duty of care to protect the interests of savers – will be critical to the 
scheme’s success. Independence will also be vital to ensure that corporate governance 
standards are not compromised. Political interference in investment strategy and on 
how the voting rights of the personal accounts scheme investments are exercised would 
be unacceptable. (Paragraph 137) 

Government response: The Government is committed to a personal accounts scheme that is 
independent from Government and is run in the best interests of scheme members. The task 
of establishing a financial scheme of this magnitude is not for government, and that is why 
the Government is looking to the expertise of the private financial sector to set up and 
eventually to run the scheme. 

The Government envisages the scheme, when running, would be run by a board of governors, 
which would operate in accordance with statutory duties similar to those imposed upon 
pension trustees by trust law and specific pension-related statutory provisions. These would 
include setting the strategic direction of the scheme, overall management of the scheme and 
the investment strategy. 

The governance structure will include an investment committee, serving the board of 
governors, with the expertise to develop an investment strategy appropriate to the best 
interests of scheme members within a framework prescribed by legislation. 

The Government and Pensions Commission have rightly recognised that establishing 
the infrastructure for the new system of personal accounts will be a challenge. We 
strongly recommend that Government involvement in the development of any 
necessary IT system is based on a clear understanding of lessons learned from previous 
government IT systems failures. (Paragraph 143) 

Government response: The Government agrees with the committee’s recommendation that 
the development of any necessary IT system is based on a clear understanding of lessons 
learned from IT systems failures across government and the private sector. The Government 
recognises that it is essential to bring in appropriate private sector expertise with experience of 
the pensions and financial services industry at an early stage to ensure that the most effective 
systems to deliver personal accounts are built. The Government will ensure that best practice 
is applied from successful IT projects both within government and also the private sector. 
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Formal minutes 

Wednesday 21 March 2007 

Members present: 

Mr Terry Rooney, in the Chair 

Miss Anne Begg 
Harry Cohen 
Justine Greening 
Mrs Joan Humble 

 Greg Mulholland 
Mark Pritchard 
John Penrose 
 

 

1. Personal Accounts: Report text 

The Committee considered this matter. 

2. Personal Accounts: Formal consideration 

Draft Report (Personal Accounts), proposed by the Chairman, brought up and read. 

Ordered, That the Chairman’s draft Report be read a second time, paragraph by 
paragraph. 
 
Paragraphs 1 to 339 read and agreed to. 
 
Summary agreed to. 
 
Resolved, That the Report be the Fifth Report of the Committee to the House. 
 
Ordered, That the Chairman do make the Report to the House. 
 
Ordered, That the Chairman do report to the House those Memoranda submitted to the 
Committee since the initial set of Memoranda was reported to the House on 31 January. 
 
Ordered That embargoed copies of the Report be made available, in accordance with the 
provisions of Standing Order No. 134. 

 
 [Adjourned till Wednesday 28 March at 9.15am 
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Ms Sally West, Age Concern and Mr Doug Taylor and Ms Emma Higginson, 
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