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Oral evidence

Taken before the Work and Pensions Committee

on Monday 19 February 2007

Members present:

Mr Terry Rooney, in the Chair

Miss Anne Begg Justine Greening
Harry Cohen Mrs Joan Humble
Natascha Engel John Penrose
Michael Jabez Foster

Witnesses: Mr Stephen Haddrill, Director General, Association of British Insurers, Mr Richard Saunders,
Chief Executive, Investment Management Association, and Ms Joanne Segars, Chief Executive, National
Association of Pension Funds, gave evidence.

Q1 Chairman: Good afternoon, everybody.
Welcome to this first evidence session on personal
accounts. Welcome to our witnesses. It is a bit like a
reunion. It is nice to see you, for all that. Stephen, if
I can kick oV with you, ABI is still disputing the
Government’s estimates of the likely level of
charges. Where do you think the Government has
got its sums wrong?
Mr Haddrill: It is hard for us to say for certain at the
moment because we do not think there has been
enough evidence produced of exactly how the
Government has done its sums, what exactly all the
assumptions are and so on. The jury is out, but what
we are concerned about is that there are some quite
large uncertainties. There are uncertainties about
the level of participation in personal accounts, and I
believe that the Government has done its sums on
the basis of the kind of participation that you get in
the existing market. That is quite a high assumption
to make, because we are moving into a world where
the Government is trying to target those people who
are on the lowest incomes and are the most likely
part of the community not to go along with
automatic enrolment. We are also concerned to
know a bit more about what the Government’s
assessment is of persistency of saving. Even in the
existing market, about 50% of pension policies lapse
after four years and of course, at the lower end of the
market that is much more true than at the upper end
of the market. Our research suggests that people
lapse because they cannot aVord to carry on. If there
is some change in their circumstances, they do not
want to carry on paying into a pension. Again, the
charging rate will be very sensitive to this level of
participation and this level of persistency. We also
think the Government has been a bit heroic in some
of the assumptions it has beenmaking about the set-
up costs. It is said that it will cost about £5 to set up
each personal account; the work we have had done
by Deloitte’s suggests the number should be £20. So
for a number of reasons, which are buried down in
the detail, we do have concerns about whether the
Government’s figures are right.What we want to see
is that there is an awful lot of work done by the
delivery authority before the Government is
committed to a figure that it cannot then deliver
without some kind of implicit state subsidy.

Q2 Chairman: Does the Government have to
commit to a figure?
Mr Haddrill: No, exactly, I do not think it does but
it is putting around this 0.3% figure, and the more
you put something around like that, the more you
will be committed to producing it. Particularly in the
early years, the Government itself has said it is not
going tomake that but what it has not yet said is how
long a period it will take to get down to it. People are
obviously impatient. We feel that the Government
should be quite careful and look at what falls out of
the contracts that they sign, the number of people
who sign up and so on, rather than being committed
to a figure that they cannot deliver.

Q3 Chairman: Do you think the 30 basis points, on
Deloitte’s calculations, will arrive some time down
the track, once you get over the high initial cost,
assuming reasonable participation?
Mr Haddrill: If everything goes as it should do, I
think it is possible that you could get to a figure a bit
under 0.5 but I think that will be quite a stretch and
it does require everything to work well.

Q4 Chairman: I want to ask some questions on
governance. Do you think the governance
arrangements in the White Paper are right,
appropriate?
Ms Segars: I think the Government is right to put a
lot of store by good governance. That is absolutely
critical, and it is critical to ensure that there is
confidence in the scheme and that the high level of
opt-out that Stephen has referred to does not
happen. Good governance is absolutely central. Our
thinking at the moment however is that the
governance arrangements for the Personal Accounts
Board are really quite confused. On the one hand,
there are some fiduciary powers that wemight 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. So I think it is quite confused
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as to exactly what the governance arrangements are.
For us, there needs to be quite clearly and closely
defined fiduciary responsibilities that one might
expect to see for a trust board so that the trustees or
the Personal Accounts Board can make sure that
they do negotiate good contracts with service
providers to the scheme. The other point I would
make is that 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 an 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.
Mr Saunders: I agree very much with what Joanne
has said. It is clear, I think, that the Board needs a
very clear overriding duty, which is a duty of care to
the members and beneficiaries of the scheme. That
has to come before everything else. All this other
stuV needs to be subservient to that overriding duty,
similar to the position of trustees in law. As regards
the evolution of the governance from the advisory
delivery authority through to the executive delivery
authority through to the Board itself, I think we do
need a bit more clarification there. It seems to me
that, above all, 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.” They have to take responsibility for running
it aswell as setting it up. There needs to be continuity
right the way through.

Q5Chairman: In terms of the advisory authority and
the executive authority, there is no consumer voice
in there. Do you think it is necessary to have a
consumer voice at those two stages?
Mr Haddrill: I think we need the right people on the
Board who are drawn from a variety of
backgrounds, a consumer background as well as an
industry background. Then you need an excellent
process for consultation. I think the FSA goes out of
its way to try and consult properly and eVectively.
We might not always agree with its conclusions but
it does do that well. It has a Business Practitioners’
Panel and a Consumer Panel. There are diVerent
ways of doing it but we have to have good-quality
people on the Board, the right objectives for it and a
proper consultation process.
Ms Segars: I think there are two distinct phases.
There is the PADA, the set-up phase, if you like, and
it is very important that there are experts involved in
setting the scheme up. It is encouraging that the
Government welcome the fact that government
departments are perhaps not the right people to do
that. When you come to the Personal Accounts
Board itself, if we have an arrangement that looks

very much like a trust board of a large multi-
employer scheme, there are ways in which the
consumer voice or the members’ voice can be
brought to bear, and there are a number of ways of
doing that. One way might be to have an annual
general meeting, and there are a number of multi-
employer schemes at the moment that do just that.
Another might be to have an advisory body of
members, which could also include employers
participating in the system, that can inform the
Personal Accounts Board and that can continue that
push for good governance and good value formoney
for consumers.

Q6 Chairman: I understand that, and I do not think
anybody envisages no consumer voice in the Board
itself. What I am saying is there is no provision or
expectation in the White Paper of the consumer
voice in those first two stages, when some crucial
design decisions will be taken. I am asking do you
think there should be consumer representation or
consumer voice in the advisory authority and the
executive authority? Yes or no?
Mr Haddrill: Yes.
Mr Saunders: Yes.
Ms Segars: Yes, I think there should be wide
representation.

Q7 John Penrose: I would like to ask Mr Haddrill
about his answer to the Chairman’s earlier question
about whether or not the 0.3%, 30 basis points figure
is achievable. You were very politely saying no, or
you thought that they would do well to get below 50
basis points.
Mr Haddrill: Yes.

Q8 John Penrose: That rang several very loud alarm
bells for me. Is the implication of what you are
saying then that the Government has got its sums
wrong and that the decisions it is taking on the basis
of its financial models are based on incorrect
modelling and incorrect logic?
Mr Haddrill: I am not today going to say that it is
based on incorrect modelling because we have not
seen enough of the modelling to know.

Q9 John Penrose:But the outcome is not believable?
Mr Haddrill: I fear that their assumptions on their
modelling are over-optimistic and that therefore
some of the decisions based on that could be
incorrect, yes.

Q10 John Penrose: But some of the decisions are
actually fundamental, are they not? For example, at
our last session when you came to give us evidence,
we came to the conclusion that we wanted to look at
this and compare it to a limited provider model as
one alternative way of dealing with it. If the
Government is making an assumption that it can do
it one way and get down to 30 basis points and you
are saying they cannot, then the comparison
between the Government’s chosen route and the
limited provider model, or indeed a number of other
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potential types of architecture, that basic decision
and comparison is based on inadequate analysis and
questionable conclusions.
Mr Haddrill: We have said all along that we
favoured a diVerent model. We favoured it for
reasons of the kind of modelling of how the market
would work that we went into in some depth, so I
very much agree with what you are saying. I think
the particular flaw, as strikes us, is that there are
assumptions of economies of scale that can be made
that are not, in practice, there.

Q11 Chairman: It is not just economies of scale, is it?
It is no marketing costs and no commission
payments, which is significant in an open-market
operation, or even a limited-market operation.
Mr Haddrill: I do not think that is true in terms of
comparing the diVerent ways of doing it, because we
are looking at a system based on the current market.
Yes, of course there are marketing costs there and
costs of commissions to IFA’s and so on but in this
market, the new one, there will be automatic
enrolment, so that cost will not arise going forward
in the future, whether you had a more private sector
existing financial services-run model rather than the
model that the Government has come up with.
Mr Saunders: Could I oVer an alternative view on
the question of costs? I would be rather more
optimistic than Stephen about the possibility of
meeting something like the 30 basis point aspiration
long term. The reason for that is, first, looking at
recent experience, the Swedes are well on the way to
a 20 basis points cost by about 2020. Secondly,
simply looking at the design of the system as it is
emerging, it is likely, although estimates have to be
hedged around rather a lot at this stage, that the pure
administration costs will be something in the order
of £10 per account per year. If you are looking at an
average account size of £1,000, which is where you
will be after the first year, say, that is about 1% and
is obviously well above any aspirations as to costs,
but after a period of time, when you get to the point
where the average account size is £10,000, a cost per
year of £10 would only be 0.1%, 10 basis points.
Obviously, these are hypothetical numbers but I
think you will understand the point that I am
making about scale in relation towhat is essentially a
fixed administration charge. Indeed, the Swedes are
projecting that the administration costs in their
system will fall to about five basis points in
something like 15 years’ time.We know roughly that
the pure fund management costs will, again, be
relatively low. Turner put a figure of 8-10 basis
points, which we certainly have not questioned.
Taking those two together, and after a period of
time, costs of 30 basis points do not look
unattainable. 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? Is that
feasible? Is new technology coming along which will
make it more feasible, for example, the requirement
for all small businesses to submit their tax returns

online within a few years’ time? We need to know a
lot more about that. It is the biggest uncertainty
around cost at the moment. For two bits of the
system, which are the account administration and
the fund management, I think the costs are
reasonably well understood because they are
activities already carried out in the private sector.
We have a pretty good idea of what they cost and
they need not be more expensive.
Ms Segars: Perhaps I can cite experience from the
occupational pensions world. 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. However, I
would agree with my colleagues that we do need to
have some clarification from the Government. They
do need to disclose their modelling so that we can see
exactly what has been included and what has been
excluded from their costs. Does it include, for
example, the costs of communicating withmembers,
because that will be quite important? Does it include
costs of collection from employers who are not used
to paying contributions and many of them will be
dragged kicking and screaming into handling their
contributions? There are some very important issues
that we need to see made clear. In our White Paper
response we are certainly calling on the Government
to disclose their modelling.
Mr Haddrill: Just to add to that, I do think it is very
important not to go blindly into making
comparisons with other parts of the world where the
system works diVerently, where there may, for
example, be compulsion rather than automatic
enrolment, or comparisons with what is achieved in
existing schemes, where you have people who are in
a very diVerent part of the market to the market that
these personal accounts are going to serve. The costs
are going to be diVerent.

Q12Harry Cohen:The lower charge of 0.3% you say
is achievable, and it is certainly important for the
level of pension that the individual gets. The
insurance industry has come to this in a bit of a
strange way. I once saw a report talking about 0.3
was so low that they were estimating it would need
to be 15 times higher than that. Then in another
report I saw 1.5%, and now today we have come
down to 0.5%, which is at least a move in the right
direction. Does this not have a bearing on the second
question the Chairman asked about governance?
Surely, it is about who pulls the strings in relation to
charges, and it has to be the independent governors
in this respect. Does that not make a case for the
insurance industry not being on the Board, and
certainly not being the chairman and able to pull the
strings of what the charges are?
Mr Haddrill: Firstly, I should be clear I am not
suggesting for a minute that somebody who is
commercially active should be the chief executive of
this body. What I was suggesting is that you need
people from financial services and certainly from an
insurance background, who understand the market,
who have been there and done it, but that is perhaps
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diVerent from someone who is active today. The
industry, certainly whilst I have been involved in this
debate, for the big group personal pension schemes
for the bigger firms, a charge of 0.5, 0.6, 0.7, we have
always said in our evidence has been achievable,
because there you have some of the features the
Government is looking for in personal accounts.
The higher numbers, the 1.5 and so on, have come
about where you are looking at serving much more
of an individual based market, where people are
harder to get hold of and have to be marketed to
more intensively, you have quite high regulatory
costs and so on. The kind of charge will reflect the
kind of customer base you have as well as the set-up
that you have. What we think would be ill-advised is
that the Government, on the back of saying it is
going to be 0.3, then sets a charge cap at 0.3, because
for any model we think that you cannot tell now
what level of pricing is appropriate. You will get it
wrong and then whoever is running it will run into
trouble and the taxpayer will have to bail it out,
which is the last thing we want to see.

Q13 Chairman: Finally for me, the Pensions Board:
should it be treated diVerently for regulatory
purposes from existing defined contribution pension
providers?
Ms Segars: We are quite clear on this. It is an
occupational pension scheme, which should be
regulated by the Pensions regulator.We do not want
to see a separate regulatory regime for personal
accounts or a separate regulator.
Mr Saunders: It is diVerent 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.

Q14 Chairman: Do you think there should be a
statutory exemption from liability for mis-selling?
Mr Haddrill: I think we have never favoured a kind
of detailed financial services regulation applying to
this new market that we have in the existing market,
and the reason is that it would kill the market. What
we are concerned about is that we do not end upwith
an unlevel playing field where the costs of doing
business in one are much higher than the costs of
doing business in the other. We fear that employers
may feel that they want to transfer out of the existing
market into the newmarket just to avoid some of the
regulatory machinery around the existing market.
We think that would be very undesirable.
Mr Saunders: I would have some diYculty 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. I struggle slightly with the concept of mis-
selling at the level of the individual here.

Q15 Mrs Humble: Can I change the subject and
explore with you what action should be taken before
2012? We have had many representations from
people and organisations saying that we should not
waste that time. What do you think can and should
be done to encourage more saving prior to the
scheme coming into place? Stephen, can I ask you
about the ABI’s “SaveMore Now” campaign? How
is it getting on? Are people saving more now?
Mr Haddrill:Wewill be publishing some of the latest
data for how the market is doing tomorrow, but
there has been a very positive increase in savings
over the last nine months or so, which is the result of
the A-day changes that the Government brought in
last April. The numbers are going in the right
direction. I am not going to claim credit though for
our little campaign as being part of that compared to
the regulatory change.We have been putting out the
message to the regional press through other media.
The ABI is going to be re-vamping and re-launching
its own pensions calculator, which people find very
useful for working out what level of pension
contributions they wanted to make. The NAPF has
been producing what I think is a very important—
Joanne will no doubt explain a bit more about it—
Quality Mark for existing good pension schemes so
that people feel confident that, before personal
accounts comes along, they should not wait, they
can invest with confidence in the existingmarket.We
think this is a very important message and it is one
that we will certainly be continuing to promote
very heavily.
Ms Segars: We certainly agree that 2012 is not the
starting point. We need to get people saving before
then. We have two initiatives aimed at trying to help
people save before 2012. The first, as Stephen said,
is our Quality Mark initiative, which we are
developing currently and we are very pleased that
the Government signalled their support for it in the
White Paper. The Quality Mark is a very simple
initiative which will allow employers whose schemes
will be better than personal accounts to be able to
put on job ads, in communications with workers, in
their scheme booklets, a little stamp or seal, a bit like
you will see flicking through the papers and you see
an employer has an Investors in People award or is
an Equal Opportunities employer. Employees can
see very clearly that the employer is a good
employer—I see the Chairman grimacing. We are
looking at something slightly less administratively
burdensome than Investors in People, but a nice,
simple test based on accrual rates in benefit schemes
and a contribution tests for defined contribution
schemes, that will be a very simple way for
employees to see that an employer is oVering a very
good pension. It is one way of getting over the
problem that we currently find when employers say
to us, “I am putting a shed load of money into this
scheme and my employees do not really value it.”
This is one way of signalling to employees that the
scheme is a very good one. The other initiative that
is up and running currently is Pensions Force, and
that is funded by the Department of Work and
Pension’s and the Pensions Education Fund. We
have a cadre of pensions guides who will go into
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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. We are running that with
employers who have got open schemes and want to
increase their take-up of that scheme and employers
who are just starting out in the pensions arena. That
is something which, again, is proving very eVective.
Mr Saunders: I support what my colleagues have
said. There are encouraging signs at themoment that
people are saving. The funds industry saw net new
money from retail investors of £15 billion last year,
which is the second best year the industry has ever
seen. I agree with Stephen that the pension
simplification reforms introduced on A-day have
had a very positive eVect. To that I would also add
the recently announced reforms to the ISA regime,
which I think will be helpful. ISAs are one sector of
the market which seem to be under-performing at
the moment. There is a slightly curious lack of
money coming into ISAs which I find odd given that
ISAs are completely tax-free and a very attractive
form of investment. I hope that the announcement
by the Government to simplify the regime and to
make it permanent will help to give that part of the
market a bit of a fillip as well.

Q16 Mrs Humble: Can I ask a second question, and
that is about annuities. Do you think that there is a
need to review the arrangements for the provision of
annuities alongside the development of the personal
accounts scheme, and what role should the delivery
authority/board have in giving advice and
information about annuities?
Mr Saunders: I would say yes to that. I think the
current arrangements for annuities are in urgent
need of reform. I would point to three basic
problems with annuities. First, people just do not
like them. If you have been saving for a long time to
build up a pension pot for your retirement, you feel
that is your money. If the Government then tells you
that you have to use that money in order to buy a
particular product, then that is a very negative
message. A lot of people do not like that. Secondly,
they are questionable in economic terms, in that if
you buy an annuity at the point when you retire, say
at 65, youmight be going to live for another 20 years.
By buying an annuity, you are eVectively moving the
whole of your portfolio into government bonds, and
on a 20-year time horizon that is possibly not the
best investment to make. You may also be exposing
yourself to a particularly unfavourable point in the
interest rate cycle by making all that investment
decision at one point in time, so there is a lot to be
said for spreading the money out when you come
out. The third argument I would put forward is that
the current rules are very restrictive, and it is possible
to develop alternatives, for example managed
drawdown products which are at the moment
excluded. The Government published a paper on
annuities at the time of the Pre-Budget report which
essentially put forward—and I caricature

somewhat—two arguments for the current system.
The first is that people are feckless and if they are not
made to buy an annuity at the point they retire, they
will spend all themoney and become a burden on the
state. I would suggest there is no evidence to support
that. Secondly, it is argued that it is wrong for people
who have saved through a tax advantaged vehicle
like a pension to have money inheritable in their
estate. Again, I think that is a misconceived
argument because it would be perfectly possible to
apply a special tax to any money that is left over at
the end and is then passed on to the individual’s
estate. I do think that this area is right for review.
Should theDeliveryAuthority be themeans for such
a review? I think it probably goes broader than the
Delivery Authority. It really is an issue that I would
suggest theChancellor needs to take another look at.

Q17 Michael Jabez Foster: Can I ask a question on
the annuity point you justmade about there being no
evidence that the cash would be spent and people
would be dependent on the state? We do not know
that, do we, because they have never had that
opportunity?
Mr Saunders: It has been done in other countries.

Q18Michael Jabez Foster:What we do know is that
people try and pass over their assets to the next
generation. They pass over their houses and virtually
everything they possibly can. Why would not they
pass over their annuity at the very least? That is the
nature of human nature, that you try and avoid and
pass yourself on to the state at the earliest
opportunity.
Mr Saunders: The annuity cannot be passed on
because the annuity dies with the individual. There is
evidence in other countries that people are not being
feckless. As to the point about inheritability, it
would be perfectly reasonable to say that because
these savings have been built up with the benefit of
tax relief a tax should be applied. I do not suggest
what the rate should be. It would be perfectly
reasonable for the state to say, “We will now have
that tax back at the point at which it becomes
inheritable.” It seems to me there should be no
reason why the amount that has been contributed by
the individual should not be ultimately available to
pass on to his or her descendants.
Mr Haddrill: I do not agree with much of what Dick
has said. You may feel I am bound not to agree with
it. By the end of this session our life expectancy will
have gone up by about five minutes. That is the
reality of today. We are going to be living much
longer. There is also the reality that we do not really
know for certain how much longer that is going to
be. Medical science could make an enormous
diVerence or not. For ordinary people who want a
secure, steady income in retirement, the annuity
takes the risk of that oV them. It may well be that
they could manage their aVairs better than the
company providing the annuity and get a better
return, but most people cannot do that. An annuity
takes that risk away and people value that. The ABI
research does show that the less money people have
on retirement the more likely they are to blow it
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rather than to invest it. I think there is evidence that
runs contrary to what Dick was saying. People have
had a tax benefit through the pension system. The
deal that the state has oVered is perfectly reasonable:
that, in return for that tax concession, you will take
an annuity. There is some flexibility. You can take it
up to 75. You do not have to take it on the point of
retirement and you will therefore be less likely to
become a burden on the state in later life. I think they
provide a really valuable thing. That is not to say
that there are not things that can be changed. I think
the 75 age has to be kept under review, particularly
as people become older and so on. I am sure that
there are other flexibilities that are worth looking at
but I certainly do not think we should rubbish the
system because it does serve us extremely well.

Q19 Chairman: In practice, how many people defer
annuitising to 75? It is 0.00001%, is it not?
Ms Segars: It is very few.

Q20 Chairman: 90-odd per cent take it at retirement
age, do they not?
Ms Segars: Currently.

Q21 Chairman: Very few defer.
Mr Haddrill: Yes, but that is because they cannot
aVord to do otherwise. The people Dick is talking
about are the people who have the money to aVord
to do so. I do not think we should throw all of our
public policy out the window simply to
accommodate the needs of those people.
Ms Segars: Pensions are ultimately about providing
people with an income in retirement. That is exactly
what an annuity does. The other advantage of
annuities is that, if you ask people when they are
going to die, they continually underestimate it by
something between four and six years. Even the
actuaries who are supposed to be the experts will not
give pension funds mortality projections any more.
If even the experts cannot predict when people are
going to die, quite how consumers are supposed to
do that and be able to eke out their capital exactly
correctly is I think hoping for slightly too much. I
agree with Dick that there is scope to look at
underpinning the investment annuities. I do not
think it makes sense, given how long people are
living, to transfer all the capital into fixed interest
and cash at the point of retirement. So there is more
that can be done around the investment proposition
for annuities. I suspect for many of the people we are
talking about in this target market drawdown is not
going to be an option. There does need to be an
awful lot of capital for drawdown to be an option.
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.
Chairman: The point I was trying to make is that
there are groups of people who think the annuity at
75 is a great infringement of civil liberties but it
aVects so few people it is not an argument.

Q22 John Penrose: You have all mentioned the
importance of a level playing field. When we talk
about whether or not that is being achieved, starting
with the Government’s exemptions for existing
schemes, are those exemption criteria right in your
view? Do they need changing or are they broadly on
the right track?
Ms Segars: 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.
Mr Haddrill:Wehave a particular concern about the
impact of the Distance Marketing Directive in this
area. That eVectively 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. I do not
knowwhat the solution is at themoment butwe need
to find a solution that enables these GPPs, which are
good schemes, to be continued, not least because
they often have high levels of contribution rate than
the 3% of personal accounts. We do not want to see
the risk that people cannot automatically enrol into
a GPP where they are paying 5 or 6%. They would
go to a personal account and at the same time level
down to the 3%.
Mr Saunders: I would agree. Broadly speaking I
think it ismoving in the right direction.Aswith quite
a lot of the White Paper, some of the wording is a
little loose. We do not quite understand what is
being suggested in all its detail but so far the most
serious detail I have come across is the one Stephen
has just raised about the potential disadvantaging of
contact based personal pension schemes which are
after all growing in popularity in the workplace at
the moment.

Q23 John Penrose: How many existing schemes do
you think will fail the necessary criteria and
therefore will presumably have to close down or
change?
Mr Haddrill: I do not have that information at my
fingertips.1

Q24 John Penrose: Is there any industry estimate?
Ms Segars: From memory, for occupational
schemes it is around 95%.

Q25 John Penrose: Who are paying?
Ms Segars: No, who will pass. If they would fail we
would be up in arms!We can provide you with some
figures if that would be helpful.

1 It is impossible to make an estimate about how many
existing schemes will fail the necessary criteria without first
knowing more details from the Government about exactly
what the criteria are and therefore, how companies and
customers are likely to respond.
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Mr Saunders:There is quite a useful chart in theMay
White Paper, figure 1.xi, which estimates that there
are 18.6 million employees in the private sector of
whom 12.4 million are not in an occupational
pension scheme at all. That is about two thirds. 4.3
million, about a quarter, are in a scheme with 3% or
greater employer contribution which would
presumably meet the criteria in the White Paper.
There are about two million in schemes with less
than 3% employer contribution and therefore they
would presumably, one suspects, not meet the
exemption criteria.

Q26 John Penrose: It is not just the contribution
levels; it is also the costs so presumably there will be
some medium sized company schemes that will
struggle to meet the criteria just because they are too
expensive.
Ms Segars: The criteria for defined contribution
schemes are just based on contributions and do not
take account of costs.

Q27 John Penrose: Is that the right way to do it? If
you have a defined contribution scheme that is small
and has costs of 1% or more, is that the right thing
to do by the savers into that scheme, to allow it to
continue compared to something which could be
doing 0.3 or 0.5% of costs?
Mr Haddrill: It depends upon the features of the
scheme. There is the employer contribution level and
if it is higher than 3% it would be worth continuing,
even if the cost was higher than 0.3. Many of the
schemes have other features. They may have
guarantees built into them and so on which are
enormously beneficial to the scheme member. You
would have to look at that on a case-by-case basis.
Yes, employers will want to look at what is being
paid to the administrator of their scheme and take a
view on it.

Q28 John Penrose: We have already established
there are going to be some people in the schemeswho
will not qualify and something is going to have to
happen there. That leads us on to the question of
contribution caps, limits and those sorts of things
and whether or not there is going to be levelling up
or levelling down. Presumably there are some people
whose schemes do not measure up. I do not know if
that counts as levelling up or levelling down but they
are going to have some changes to them. What is
your analysis of who is going to do better and who
is going to do worse out of this?
Mr Haddrill: I imagine that, for those employers
who are not putting asmuch as 3% in at themoment,
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.
What I am concerned about is for those who are
paying, say, 5 or 6%, a typical contribution. In many
cases they have about 50 to 60% of their employees
in the scheme. If automatic enrolment does boost
that significantly, they have quite a big extra sum of
money to pay. I would have thought most finance
directors would at that point seek an interesting

discussion with the HR director: “Is this scheme so
valuable for us in getting people in and retaining
people in the labour market against can we aVord
this extra sum of money?” When the ABI asked
employers that question, 26% said they would seek
to level down rather than find the extra money.

Q29 John Penrose: You get broader provision but
less rich?
Mr Haddrill: Yes.

Q30 John Penrose: Does not that contradict what
the Government’s predictions are?
Mr Haddrill: It does. We think the Government is
over optimistic.
Ms Segars:Our research shows similar findings, that
there will be some levelling down within the system.
Our research, and the DWPs 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. 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.
Mr Saunders: Your assessment that there will be
broader provision but perhaps at a slightly lower
average level has to be right. It is very diYcult to
predict. It is also going to be very diYcult to
untangle the impact of personal accounts from the
very powerful trend that is already at work in the
market today as we sit here, which is moving away
from defined benefit schemes and their replacement
in some cases by defined contribution schemes with
amuch lower level of employer contribution.We are
already seeing a decline in provision in the private
sector. 10 years from today, I am sure that trend will
be seen to have continued. It will be quite diYcult to
say with certainty how much of that was due to the
impact of personal accounts and how much was an
already existing trend. 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.

Q31 John Penrose: There are contribution caps and
various diVerent figures being bandied around
between 4,000, 5,000, 8,000, pick a number. In your
view, what is the right number?
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Mr Haddrill: I think they have it right at £3,000.

Q32 John Penrose: Because?
Mr Haddrill: 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.

Q33 John Penrose: When we were talking about
exemptions you were saying that you think the
exemption criteria are about right. People in
existing occupational schemes will have a good
scheme if they qualify. What is the industry scared
about? If you are in an existing scheme, it must be
good enough.
Mr Saunders: The concern is less for the industry
and more for the Government. There was a very
good rationale built into the Turner report for the
£3,000. That rationale was that it could be expected
that a median earner who had contributed £3,000
every year, when the personal account pot was
combined with their state benefits, would get a
replacement rate in retirement of about 66%, about
two thirds. They would have two thirds of the
income in retirement that they had enjoyed in
work. What the Government said in the White
Paper was, “Yes, but we have done some modelling
here. 25% of the time people will not hit that two
thirds replacement rate.” We have been asking the
DWP for their model but we have not yet received
it. We have built our own model which seems to
be broadly consistent. What that tells us that, yes,
about 20 or 25% of the time you can expect that
somebody on £3,000 a year contribution will not
get to the two thirds replacement rate; but 60% of
the time they will do better than a 75% replacement
rate. There is uncertainty and risk about the return.
If you apply the same model to a £5,000 a year
contribution, you discover that there is a 70%
possibility, seven times out of ten, of having a
replacement rate of more than 100%.

Q34 John Penrose: Your argument is about
adequacy?
Mr Saunders: Correct. This means putting a lot of
money into the system, arguably more than people
should be putting away, resulting in replacement
rates of more than 100%, having more income in
retirement than in work. Most people would accept
that is not necessary. £5,000 a year would send the
signal that that is what you should be doing. £5,000
a year over 40 years would mean a pot of maybe
£500,000. Critical to the success of the system is
that it is advice free. Where you have a contribution
which attracts an employer contribution, the
question of suitability does not come up. It is
basically going to be in people’s interests to

contribute to this because they are getting money
from their employer which they would not get and
that will take care of maybe £1,000 or £2,000. If
you are looking at another £3,000 a year on top of
£2,000 going in with no supporting employer
contribution, it is becoming much more
questionable whether that is the right investment
decision for individuals to be taking. That certainly
becomes much less sustainable if the scheme is
outside the scope of regulated advice. If you want
to keep it outside the scope of regulated advice,
which I believe and I think the Government
believes should be the case because it will mean
simplicity and ease of operation, you should keep
the cap at the original Turner proposal of £3,000.
Ms Segars: I agree with both of my colleagues. The
other point for us is that, by keeping the cap at
about £3,000 as Turner suggested, it means that for
those employers who want to pay more they carry
on paying more in their occupational pension
schemes.

Q35 Miss Begg: The Government has said it is not
going to give specific, individual advice but just
generic advice on personal accounts. What should
be in that generic advice? How does the
Government do it?
Mr Saunders: First, there needs to be a very simple
explanation of what the system is and how it works.
There needs to be a simple, straightforward
explanation of what will happen to the money and
how it will be invested, what your options are for
contributing more, what your options are when you
retire and the money comes out at the other end.
There need to be tools to enable you to calculate
what sort of income you might expect at diVerent
contribution rates and there needs to be very
regular, certainly annual, possibly more,
communication with members of the scheme
individually, explaining what their account is now
worth, how it is invested. That is probably just a
starting point.
Mr Haddrill: I agree. The trick is going to be
getting the advice to people when they need it,
when they are interested in it and finding diVerent
ways of doing that rather than having a monolithic
system of doing it because diVerent people have
diVerent appetites for becoming engaged in these
problems which are quite complex. Otto Thoresen
has been asked by the Government to look at this
area and the challenge for Otto is how do you
eYciently provide an advice service that gets to
diVerent people in diVerent ways.
Ms Segars: There are two stages of advice for us.
The first is about basic questions people need to
know about when they go into a personal account
scheme. There seem to be 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
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web or very clear information and decision trees.
Then there is a second tier which is face-to-face. All
research shows that face-to-face does work. I also
go back to our Pensions Force pilot that I
mentioned earlier on. That is a very eYcient, low
cost way to provide information reaching numbers
of people at the same time. It is a much more cost
eYcient way than the more traditional way of going
on an individual basis to somebody’s house and
giving advice. Workplace group planning seems to
be quite eVective and I would like to see that
considered as part of the review.

Q36 Miss Begg: From what you say you do not
seem to have the fear that the generic advice will
be seen generally as worthless.
Ms Segars: No. I think there is lots that could be
done. If the first stage of annuitisation is what
annuity is right for you, I think there is a lot that
could be done for people to make the decision as
to whether they want a single or joint life annuity,
but we are quite a long way away from that.

Q37 Miss Begg: There is the impact of means
testing on the kinds of decisions that people will
take. Is there going to be enough advice for people
to make that kind of quite complicated decision,
particularly if they are at the low end of the
income range?
Mr Haddrill: That is an excellent point. Often this
discussion about generic advice gets started by
somebody saying that financial literacy is very low
in this country and people do not understand
percentages and so on. You get the feeling that all
it will be about is doing remedial maths. That is not
going to help anyone. We feel that generic advice
has to go quite a long way in terms of really helping
people to understand the complexities of the
decisions they are facing and getting into these
questions about annuities and so on. If it does not
do that, it is going to be pretty valueless.
Ms Segars: We have talked about the role of the
Personal Accounts Board and the industry itself
but I think there is a role for the Government in
what it says to individual consumers about how
much they are likely to get from the state. The
advice about means testing is one of those areas.

Q38 Miss Begg: Something like the Swedish orange
envelope which each year goes through the door
and gives everybody an idea would be useful
because it is quantifiable. People can get a handle
on it and they can see how much money they are
likely to receive.
Ms Segars: That is right. It does have to be simple,
not like the pension statements I get from my
pension providers, who shall remain nameless for
these purposes. I have to read it several times to
work out how much pension I am going to get. It
does need to tell people in pounds, shillings and
pence how much they are going to get and how
much they are likely to get when they reach
retirement.
Mr Haddrill: We will not get that unless we can get
stability in the pensions policy.

Mr Saunders: Specifically on means testing, can
generic advice guide somebody through the
complexities of the benefit system as well as
investment? The answer to that question is clearly
no, it cannot. The moral I would draw from that
is that it is important to use the next few years in
the run up to the start of personal accounts, and
the few years beyond that for pension start to be
paid money out of it, to make sure that one can
try and spot, identify and correct those bits of the
pension credit system that are going to potentially
impact adversely on the beneficiaries of this
scheme. I do not think it is an impossible job. I
hope it would not be too expensive to do the tweaks
that would be needed to make sure that people are
unequivocally better oV as a result of being in this
and they do not lose anything they have gained
through loss of pension credit.

Q39 Miss Begg: The problem is when you go into
a scheme in your twenties you do not know what
is going to happen in your fifties.
Mr Saunders: None of us knows in our twenties
how life is going to turn out. There is relatively little
problem for people in their twenties. They can
stand or fall; they can make their own decisions;
they can get things right; they can get things wrong.
The diYculties are likely to arise around people in
their fifties. There might be a few more diYcult
issues to think through about whether or not they
are going to benefit from it.

Q40 Miss Begg: Would increases in the trivial
commutation limit possibly as well as increases in
the pension credit capital limit answer a large
chunk of that question? I am thinking of low
earners.
Mr Saunders: That would certainly help in the early
years. If you have a situation where in, say, 2015
the trivial commutation limit and the pension credit
limit were such that whatever you took out of your
personal account was not going to trouble the
calculation for your pension credit, that clearly
means there is no problem. That simply buys you
a bit more time. There will come a point where
people are taking significant income streams out of
it 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. There is time to
identify these problems and work on them.
Mr Haddrill: The global limit for the total
commutation limits is probably reasonably set.
What we do not have are limits for individual pots
within that global limit, which is a problem. We do
need some action there. It is fair to say that
personal accounts to some extent sort this out
because those people staying in the personal
account system will just have one pot that will grow
over time.
Ms Segars: This is another level playing field issue.
We would not want to see diVerent arrangements
for trivial commutation for personal accounts to
that which exist for other pension arrangements. I
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suspect there may also be an issue of not treating
the capital diVerently from income in terms of how
that interacts with personal accounts. I agree with
the comments Stephen has made on improving the
trivial commutation limit.

Q41 Miss Begg: Without going back over the
discussion we had earlier about costs of running the
scheme, have you any views on the diVerent
charging structures that could be put in place? We
have been talking of three basis points based on the
cost of the fund. What about flat rating? What
about other options of charging?
Mr Saunders: If you add a flat rate element to the
charge (normally in the financial services world it
is a percentage charge), it would have a number of
impacts. First, it would help finance the scheme.
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. There is a distributional diVerence
between a percentage fee and a flat rate fee as
between diVerent sizes of accounts. What the
implication of that is though I do not know because
it does not necessarily follow that people who have
bigger personal accounts will be better oV

individuals. They will simply be people who have
been in the system more than others who perhaps
have a job which has a group pension scheme which
was not part of it. There is not necessarily a
correlation between income and size of pot within
this. There is an argument of simplicity for keeping
it as a percentage but I suggest this is one of those
operational questions around which the Delivery
Authority should be asked to make
recommendations and to consult.

Q42 Miss Begg: From what you are saying, you
would not support any particular charging regime
being set down in legislation. That should be up to
individual funds. If they are in a multi-funding
system, there could be funds that charge
diVerently?
Mr Saunders: It should be up to the Personal
Accounts Board to make these kinds of decisions.

Q43 Miss Begg: Would it be flexible enough to
allow that there would be oVers of diVerent
charging regimes, dependent on what funds are
available?
Mr Haddrill: There is a trade oV between the
flexibility that gives to the member of the scheme
and the additional cost that comes through in terms
of the administration and management of the
scheme. That is a trade oV in a number of areas
such as flexibility and choice versus cost. I am not
sure that we want to see it in legislation. What is
important is that the board has clear objectives set
down in legislation. Those objectives might be
fairness to all members of the scheme and that sort

of thing, so that they do not cross-subsidise one
group of members massively at the expense of
another. If we get down to this level in the
legislation, I am not sure what independence of
action the board is going to have.
Ms Segars: We are also looking at diVerent trade
oVs. There is a trade oV between getting a return
on capital as quickly as possible versus equity for
members. Our view at the moment is to favour an
AMC charge as exists at the moment for
stakeholders.

Q44 Justine Greening: My questions very much tie
into this flexibility discussion but I want to move
on to the diVerent tiers of funds that people will be
able to choose from. It does seem to me that there
is a slight contradiction introduced in the White
Paper in that the low cost is absolutely the main
pillar on which this whole policy is delivered.
Would you say that is a fair statement? It is the
thing that will set aside personal accounts from the
existing free market.
Mr Saunders: I would not quite say that. What is
important is that the default fund at the centre is
low cost. That is the distinguishing feature. If
people move away from the default fund, be it into
a branded provider of some sort or into an SRI,
a socially responsible investment fund run by the
Personal Accounts Board, they would have to
expect that there would be higher charges reflecting
the market rates for those funds.

Q45 Justine Greening: To what extent do you think
that framework within which, for example, the
executive delivery authority may decide that some
branded products could be within the personal
accounts system and some would not be and those
criteria should be set down in the legislation that
we are discussing?
Mr Saunders: Not at all. The structure you describe
is one that mirrors something that exists in the
private sector already, which is called “platforms”
in the jargon. They are fund supermarkets. They
are SIPP providers and so on. What we see with
those platforms is that they do deals on charges.
The commercial imperatives do push them in that
direction. I would certainly advocate allowing the
market to work in that area rather than laying
down a structure in legislation which would simply
impose a straitjacket on it.

Q46 Justine Greening: You do not even think the
three tiers should be set out distinctly in legislation?
Mr Saunders: The Personal Accounts Board should
be given a very broad power to set up whatever
structures it thinks appropriate, which would
include a default fund, and they should be held to
account for the way that they use those powers.
Mr Haddrill: You were right at the beginning to
say that this is supposed to be a simple system and
a low cost system. There should be a bit of scope
for flexibility within that because our experience
has been 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.
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I think some sort of option ought to be provided
but it has to be kept in balance so that it does not
turn this into a highly complicated arrangement.
Even if you have a default fund which is serving
the greater part of people who have invested in it
and then you have the add ons, if you have too
many of the add ons, it will complicate the choices
for people earlier on. Therefore, there ought to be
some limits. That is something that perhaps it is
reasonable for Parliament to deliberate on.
Ms Segars: We broadly support the three tier
model set out in the White Paper. We need to
remember the target group we are talking about
here. We are not talking about people who are
SIPP clients. We are talking about a group of
people, many of whom have been new to saving,
and certainly new to this type of investment. We
need also to remember that typically over 80% of
people will opt for default where one exists. Our
Annual Survey shows that 82% of people opt for
default where one is available. 3% of people, where
they were given a choice of fund and the option to
switch funds, switched funds last year. We need to
ground any of these decisions around investment
choice in reality. We start from the very simple
basis of a default fund but there needs to be a very
careful discussion and debate about whether, at this
very early stage, we have a gateway through to the
branded funds that are set out in the White Paper.

Q47 Justine Greening: From your perspective, how
many funds would start to be too many and too
complex, based on research that you have done?
Ms Segars: Our annual survey shows that typically
there is in excess of 10 funds from which members
can chose, but bear in mind that only 3% of people
will switch between funds in any one year and a
minority of people opt for anything other than the
default. It will be fewer rather than many to start
with.

Q48 Justine Greening: Do you think it would be a
good idea to cap the number of funds in the three
tiers to make sure that there is not confusion from
the public about what to go for?
Mr Haddrill: It is worth considering.
Ms Segars: The experience of Sweden is very
interesting.

Q49 Justine Greening: I think you say it is finding
this balance between flexibility and choice and in
particular what that then does to the cost base of
the overall personal account. It seems to me that it
may well be that people, when they get a personal
account, are expecting it to be low cost. If that is
the defining characteristic of them versus market
available products that they can already buy, it is
going to be hard to deliver that if there is a
proliferation of funds purely because people will
need advice. You have already said that generic
advice is a challenge in itself to make sure that
people get enough about the basic products, even
the default fund. Do you think that is something

that, if we are not careful, we will see
fundamentally undermine what the Government is
trying to achieve in this?
Mr Haddrill: There is a risk. To some extent we
can address this by starting oV with a pretty simple
system with a small number of funds beyond the
default fund, maybe allowing for the system to
grow and develop as people become more familiar
with it. The risk of legislation is that it sets things
in stone for ever so I think we ought to avoid that.
Ms Segars: As people’s experience and confidence
grows in the system, we can expand what is
available.
Mr Saunders: These are not decisions that need to
be taken today. What is key is that the vast
majority of people will end up in the default fund.
It is important to get the design of that right. I
suspect there will be people in the system who want
to exercise choice. Not everybody in the system is
going to be low paid. The criterion for being in the
system is that you do not have an occupational
scheme. There will be small companies with
perhaps quite high powered individuals who do not
have an occupational scheme who find themselves
in this. They will have quite strong views about
where they want to invest their money.

Q50 Justine Greening: Is it up to the Government
to almost create what could end up being a replica
market for those people?
Mr Saunders: It can provide a gateway into that
market for those who want it, but I do not think
this is a decision that needs to be taken today. In
saying that, one has to recognise that the vast
majority of people will not take advantage of that
option but you may want it there as a safety valve
for those who do want to take advantage of it.
Mr Haddrill: Personal accounts should not be
about replicating choice in the existing market. The
existing market is there to provide a service on top
of personal accounts but there will be some people
who are on lower levels of income, who are
operating within the personal accounts framework
who will want a choice. It should be kept in balance
and people should be encouraged to go to the
existing market for anything beyond that.

Q51 Justine Greening: They will be giving the
Personal Accounts Board some ability to review
providers within it periodically?
Ms Segars: That goes back to the governance point
that I raised earlier. That will be fundamentally
part of the fiduciary duties of the Personal
Accounts Board. The Board will need to review the
range of investment options available, and to
review the performance in the fund arrangements,
the level of availability of the range of funds and
the costs of those funds as well.
Mr Haddrill: It is there to serve its target market.
It is not there to set up in competition to the
existing market.

Q52 Justine Greening: There is still a long way to
go. I think it is the fine detail that will see this policy
work or not work. Are you all involved in being
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consulted in that fine detail as it is put together?
Are you happy that you are being included in
those debates?
Mr Saunders: Yes, broadly speaking. When you are
dealing with an organisation as vast as the
Department for Work and Pensions, things can
occasionally go wrong but 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. They
ought to recognise that this is an area where DWP
and the Civil Service do not have expertise and, to
an extent, they are outside their comfort zone. The
senior people in the Department recognise the
importance of engaging the industry.
Mr Haddrill: There has been a lot of talking and a
lot of listening. I do not want to sound churlish but,
hey, 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. It
is bit more of a two way reaction. We have had
some but if there is any opportunity to improve
that, particularly around some of the economic
modelling, I would like to see that.
Ms Segars: I would certainly agree with Stephen on
that last point. To answer your question, yes, we
are happy with the consultation process.

Q53 Justine Greening: Last year the UN launched
its principles for responsible investment and
obviously corporate social responsibility is
something that has arisen under the political and

Witnesses: Mr Anthony Thompson, Head of Pensions, CBI, Mr David Yeandle, Deputy Director of
Employment Policy, EEF (the manufacturers’ organisation), and Mr Mike Cherry, National Pensions
Spokesman, Federation of Small Businesses, gave evidence.

Chairman: Good afternoon and welcome. It is good
to see you all again.

Q54 Michael Jabez Foster: We are very concerned,
obviously, about the impact on businesses of any
new scheme such as that which is now proposed.
It is suggested that certainly the Federation believe
that the Government should give some support to
small businesses. What do you define as small
businesses in those terms?
Mr Yeandle: You are absolutely right that we think
it is very important for a number of reasons that
the Government should provide smaller businesses
with additional financial support when the personal
accounts scheme comes in. There are two reasons.
First of all, clearly many small businesses for the
very first time are going to have to make
contributions in respect of their employees’
pensions, and, secondly, we do think that it is very
important that the Government tries to get the
small business community to be broadly supportive
of the whole concept of this part of the
Government’s pensions reform agenda. Many of
the people who the Government wants to

general agenda in this country. Do you think that
the default fund or perhaps the second tier fund
should have some sort of responsible investment
basis? Is that something you would like to see hard
coded into the consideration?
Mr Saunders: It is quite diYcult. The trouble is that
corporate social responsible investment is a term
that is quite diYcult to pin down as to what it
means. I would not want to see it hard wired into
the legislation. I suspect there will be calls for the
Personal Accounts Board to provide some kind of
option of that sort. They would probably be well
advised to try to respond to that but there will need
to be a lot of consultation around what the policy
is going to be because there is no one definition of
what is an SRI fund.
Mr Haddrill: I would commend the ABI’s guidance
on socially responsible investment to the board. I
agree with Dick on hard wiring. 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.
Ms Segars: I think that is right. The Personal
Accounts Board, if we go back to its fiduciary,
over-arching responsibilities to its members, needs
to design default arrangements around its members
first and foremost before any wider social policy
considerations. As long term investors in people’s
assets, the Personal Accounts Board will inevitably
take account of their duties as owners. That is the
key point.
Chairman: Thank you very much for your candour
and honesty.

encourage to save for their retirement will be
employees of small businesses and it is very
important that these employers are helped. To
answer your specific question, we did not have a
strong view as to where you should set the limit but
in the work we have done in terms of looking at a
particular model for support we did some
calculations very simplistically on the assumption
that employers with less than 50 or fewer employees
would receive some initial fiancial assistance.

Q55 Michael Jabez Foster: Are you talking about
support for the actual administrative costs or more
especially the actual contributions because, of
course, the Government is already intending in the
White Paper to phase it in?
Mr Yeandle: You are absolutely right and we think
that phasing in, and indeed putting the minimum
employer contribution on the face of the Bill that
we will be seeing subsequently, is very important.
Of course, that applies to all employers irrespective
of their size and we do think something needs to
be done specifically for small businesses. I think
there are a number of diVerent ways of doing this.
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We are very keen that the support that is given is
done in such a way that it does not disadvantage
the employees of small businesses. We would not,
for example, want a lower level of employer
contribution. The idea that we came up with was
that a proportion of the contribution that
employers had made to their employees’ personal
accounts would be refunded on a gradually phased
out basis over a number of years, so it would be
time limited.

Q56 Michael Jabez Foster: Is that a view that
others share?
Mr Thompson: From the CBI’s perspective, we
have looked at employers employing up to 50
employees and it is targeted support, the same as
the EEF, so that it is targeted on those employers
who are likely to be impacted most detrimentally
by the new costs and the new administrative
burdens. The proposals that we have come up with
are very similar to the EEF’s and, I suspect, the
FSB’s in-so-far that it should be a rebate on the 3%
employer contribution. There are some key issues
here, the first being that it is time limited and is
targeted at those employers who are going to feel
the impact most. I think we should say to the
Committee that, although we would not suggest
that our costings are absolutely foolproof and we
would rather hand this over to the Department
perhaps to do a more rigorous assessment, we have
costed it out at about £850 million to phase that in
over a small number of years for small employers.
We recognise that that is a significant contribution
from the taxpayer but we feel that that is justified
to make sure that the personal account system gets
oV to as good a start as possible, which is in
everybody’s interests.

Q57 Michael Jabez Foster: Is that to include the
administrative costs as well as the costs of
contributions, that figure that you have just come
up with?
Mr Thompson: That is just the financial support, so
a rebate or relief, if you like, on the contribution
rate. The £850 million is purely for that financial
cost.

Q58 Michael Jabez Foster: I am sorry: that is the
contribution towards the contribution as opposed
to a contribution towards the administrative cost?
Mr Thompson: That is reducing the employer
contribution eVectively to 2% rather than 3%.

Q59 Michael Jabez Foster: Some of the figures I
have seen suggest that you are doubtful about the
Government’s estimates as to the administration
costs involved in the new arrangements. I note, for
example, that the Government suggests that it
would cost as little as £120 in the first year for
micro businesses per employer to implement the
scheme and as little as £330 when we go up to 50.
They do seem very small figures. Are they
challenged by you?

Mr Thompson: Maybe Mike would want to come
in from the FSB’s point of view but, looking
particularly at this area of the White Paper, 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.
We have not been able to cost that ourselves in the
short period of time available and perhaps we will
be able to do that in our full response to the White
Paper, and, of course, we will be letting all
members of the Committee see that. We see this as
a critical part of the White Paper in terms of the
impact on employers. I was not able to listen to the
last session but a lot of attention has been paid to
the AMC, the annual management charges, of the
personal account’s proposals, and NAPF has
looked at the administration of running the scheme
from the Personal Accounts Delivery Authority
side of things and the auto-enrolment process.
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, but Mike might be
able to comment on that.

Q60 Michael Jabez Foster: Mr Cherry might be
able to answer that, and also at the same time
perhaps deal with what you think the Government
could do. Should it be linked with the PAYE
systems and so on? Tell me what you think could
be done to perhaps ease that administrative burden.
Mr Cherry: 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, and, of course, all of the costs that
the Government is looking at on the administration
side are very much based on the annex to the
regulatory impact assessment they have done which
does not seem to give us the detail as to how it is
going to be implemented, so I do not see how they
can come up with these costs. That was one of our
major concerns in talking over the last three
months to DWP, that the administrative burden
has to be kept to an absolute minimum for micro
and small businesses. If you look at the annex that
does not seem to be in there. There is an awful lot
of detail about putting the onus onto the employer
to do this or to do that or to send information back
to the administrative centre. We have always
advocated that it is fundamentally between the
employee and the administrative centre and that
the employers wherever possible must be kept out



3618551001 Page Type [E] 23-03-07 00:35:37 Pag Table: COENEW PPSysB Unit: PAG1

Ev 14 Work and Pensions Committee: Evidence

19 February 2007 Mr Anthony Thompson, Mr David Yeandle and Mr Mike Cherry

of that loop; otherwise there is going to be not only
a significant cost increase but also significant
resource implications, particularly on the owner
manager/director manager businesses which just do
not have the resources, particularly of their time,
to deal with these sorts of details.

Q61 Michael Jabez Foster: You just said that you
would prefer to do that through PAYE than
perhaps a third party.
Mr Cherry: 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, so there is an initial
cost already there that is going to come through
whether we like it or not. There are then going to
be the costs of the administrative burden. 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 oVer 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.

Q62 Michael Jabez Foster: Do you think that the
governance arrangements that are proposed are
right, and in particular in answering that I would
be grateful if any of you would say whether in
terms of that complexity they are right. Could they
be made simpler in terms of the way you would
implement them from the employer/employee point
of view?
Mr Cherry: I think they have gone over the top on
trying to make it more diYcult. They do not seem
to have taken on board, as I said earlier, what we
would require it to do and that is to reduce the
administration to an absolute minimum. They talk
within the document of management. Small
businesses do not have managers. It is the owner
manager who is actually doing all the work. It is
they who have to run the business, they who have
to look after the regulatory impact of anything else
that is coming through. It is they who are going to
have to deal with any administration on this. They
do not have the staV and they certainly do not have
managers in place to do any of it for them.
Mr Yeandle: Can I first of all say that I completely
endorse my colleague’s view that it is vitally
important that we make the administrative system
as simple as possible. It is absolutely fundamental
for all employer groups that we get the
administrative process as simple as possible. 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. I think it is something that
hopefully they are going to work on and move
down that particular road. They certainly seem to
be well ahead of anybody else I know in terms of
an administrative system. It is very much focused
on keeping it as simple as possible for the employer.

Q63 Michael Jabez Foster: Does the CBI have a
view on governance and whether that is itself too
complex?
Mr Thompson: On the governance?

Q64 Michael Jabez Foster: On the whole scheme
in-so-far as its impact on the way it will be
implemented by employers.
Mr Thompson: In terms of the administrative
burdens I think there are still some open questions.
We are still waiting for some of the detail to come
forward in terms of exactly how auto-enrolment
would work in practice, what the payment
mechanism would be and how that is going to
interact with existing schemes. I think there is a lot
of detail to come through and obviously we are
talking to the Department about how that might
work, and indeed are still consulting with our
members. We do not have a clear view on what the
balance of arrangements is because there are still
some open questions there that have not fully been
answered from the Government’s side.

Q65 Harry Cohen: In a previous session there were
some questions about advice to the workforce in
relation to their pension. I note that the CBI in
their memorandum, in talking about the
employer’s role within personal accounts, say that
it should be limited to making a contribution and
say that most employees are not prepared to
provide detailed financial information to their
workforce although some would provide generic
advice. I understand the point about keeping
everything simple, but clearly the best place to
provide the advice is in the workplace in terms of
getting to the people it aVects and that is where
they would like to get that advice. I would like your
view on that. Clearly, if you are not to provide the
advice how is it to be provided and are you saying
it should be taken away from the workplace
altogether?
Mr Thompson: This is one of the most diYcult
issues within the implementation of personal
accounts in making it a success because there are
a number of factors that point to the fact that the
workplace can be one of the most eYcient places
to provide advice. If you look at all the figures on
who is most trusted on financial information,
employers rank higher than the providers and
higher than the Government, and if you look at
where an employer has an occupational scheme and
they devote a lot of resource and attention to
communication strategies and getting information
and advice out there, that has a very significant net
positive impact on take-up awareness in the
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workplace. However, what we are dealing with here
is a very diVerent beast from your average
occupational or private personal scheme which is
pushed by an employer with a lot of motivation to
oVer the scheme, an employer with a lot of
resources and a lot of expertise. We are talking
about a scheme here that has been put in place
partly because occupational pensions have not been
oVered by all employers. A lot of that has been
among small employers. Again I will defer to my
colleagues and their expertise, but it has been other
employers as well, either because they have not had
the demand or because they do not feel they have
the expertise themselves, and trying to capture this
group of people and get them motivated to make
sure that the system works well and to make sure
that they themselves as employers, as individuals,
do not feel overburdened is absolutely critical. I
would say that amongst the group of employers
who are not oVering occupational pensions at the
moment this is the area that makes them most
nervous. They feel that if they are required by any
statutory obligation to oVer information or advice
that will only cement their position as a provider
or perceived provider of the scheme by their
employees. That will increase not only the level of
engagement that the employee requires from them
as an employer in giving them information and
advice about their own personal situation on how
the scheme runs but it also will give them a
perceived liability with the scheme going forward.
Maybe Mike or David would like to pick up on
some of the issues but we do recognise that
employers have been very successful at oVering
information and advice and that that has been
successful in the past, but we would urge you to
consider that this scheme is going to be aimed at
and targeted at those who have not been involved
in that in the past and it will actually increase
massively, much more than in any other area, the
potential administrative complexity and burdens of
oVering the scheme and could be a barrier to
making sure that we get as many people involved
as possible.

Q66 Harry Cohen: If this advice is to be taken away
from the employers and perhaps given to others to
provide it, it is still the fact that the workplace is
probably the simplest point of contact. Is there not
still a role for employers, even if they are not giving
the advice, perhaps to give time for advisers to
come into the workplace for workers who want
that advice?
Mr Thompson: I think 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 to come into the workplace. That is very
resource intensive for the employer, even when the
advice is provided by somebody else. We are not
saying that employers are moving away from any
duties. In our own pension survey we found that
chief executives and finance directors are very keen
to give advice for their own scheme. What we are
saying here is that personal accounts will be a very
diVerent beast. This is a Government scheme, if

you like, that we are all buying into, that we all
support, but it is a Government scheme and for
those employers who feel least capable of engaging
this is the area where they start to get very cold feet
and it could have some unintended consequences
down the line. I know that Michael will be able to
give you a very clear answer on what he thinks the
capacity is of small businesses to provide
information.
Mr Cherry: We just do not have the capacity. There
is a diVerence in the question there as to whether
employers provide the advice, which clearly we are
saying we should not. We do not have the expertise
and if we are likely to then there is going to be a
problem when somebody has to go further down
the line. As to whether or not we allow time for
experts to come into the workplace, many of our
members tried this with stakeholders. Employees
were given the time for experts to come in. The
workplace is a rather cold place for that sort of
thing to go on and I would suggest that, given the
very poor take-up by employees of stakeholder
pension schemes, that really has not proved to be
the best way of communicating. As I said to this
Committee the last time, confidence must be
restored in the very word “pensions” and
communication has to be extremely eVective and
that really cannot be done, I do not think, either
by the employer doing it or by allowing the
workplace to be used as a venue for people to have
this information given to them.
Mr Yeandle: If I can add to those views, I am
broadly supportive of everything that has been said
by my colleagues. Certainly from the conversations
I have had with a wide range of employers large
and small, many of them 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. They are genuinely
concerned that in the future this may come back to
haunt them, if you like, because some employees
will say, “Well, actually, I should not perhaps have
done what I did”, and because of the fact that the
employer facilitated it he or she may feel they are
likely to be blamed. It is a genuine concern. 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.

Q67 Harry Cohen: That is helpful. Can I ask you
about what concerns you have in relation to the
coverage of the Government’s proposals for the self-
employed, particularly those with multiple jobs and
the part-timers?
Mr Thompson: We would go back to their Lord
Turner’s report and look at what the basis and
principles of his recommendations were. He said
that there was market failure and this is why we are
in the position we are in now, and that there was
market failure for two reasons. There were two sets
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of employees who did not have access to
occupational schemes and did not have access to
savings in the workplace, and this aVected those on
low incomes and in temporary jobs more than other
people, and, perversely, on top of that, as all the
Committee members will know, it was often low
income and temporary workers who felt the pinch
most on high administration charges. Lord Turner’s
principle behind themodel that he put forward in his
report was that we should be targeting those on low
income 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 diVerent 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, that it is those who have
not been saving and on top of that do not have access
to occupational schemes. We are not saying that we
should not be looking to give as many people as
possible access to personal accounts, and indeed
many who already have access to occupational
schemes but do not take them upmight choose to go
into personal accounts instead but the target market
should be those on low incomes and those without
access to occupational schemes. In addition to that,
the supplementary to your question was what
about the self-employed and part-time workers.
Absolutely it should be available to self-employed
workers, and that is not an area of expertise fromour
side but we would say that absolutely the
Government should be making eVorts to make this
available and if it is a low-cost savings vehicle that
should be promoted to the self-employed as well as
to employees. The really diYcult bit is, what about
those people with multiple jobs where they do not
reach the low earnings in each individual job and
they have multiple employers? We do not have a
magic bullet solution on that, I am afraid.

Q68 Chairman: But you are working on it?
Mr Thompson: 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. Fundamentally we need more data on who
these people are and how many people it is
impacting on and we have to look long and hard at
what we do about enrolling those people. Obviously,
we should be encouraging those people to enrol
voluntarily because the combination of their income
will get them above the lower earnings, but in trying
to find a mechanism that does not impact adversely
on our members our members would say, “We do
not want to be taking on the decision for the activity
of another employer”, and equally there are diVerent
motivations from the employee side. I am sure the
TUC would have views on that, but it is a real,
practical problem.

Q69 Harry Cohen: One of them is clearly how to
enrol, but another is who enrols. Another is that
surely when there are multiple jobs every employer
will still need to contribute their share.

Mr Thompson: Yes.

Q70 Harry Cohen: You are not envisaging a system
with your magic bullet where some might not
contribute?
Mr Thompson: I would not be able to say at this
stage because we have not been able to go through
the detailed list. I do not know whether Mike or
David have comments on that.
Mr Yeandle: If I can make comments on both the
issues you raise, the first thing to say is that we all
probably recognise that today the self-employed are
a more diverse group than they perhaps were 20
years ago. Equally, I think increasingly in the future
an awful lot of people at some point in their career
are probably going to have a period of self-
employment either of short or medium term length,
and 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. I think whoever gets the message across to
the self-employed is clearly going to have to point
out that if they really want a decent level of pension
provision they are probably going to have to put in
more than the minimum employee contribution,
because, of course, unlike employees, they are not
going to get an employer contribution. As far as
your issue about people in multiple jobs is
concerned, I share Anthony’s view that this is quite
a real problem. There are an awful lot of people who
fall into the category of having two or three jobs,
many of them, of course, women, and many who do
not have access to pension provision at the moment.
I share Anthony’s view that I do not think there is
any easy solution, although I have to say that the
problem would at least have been eased if the
Government had followed the recommendation that
wemade in our response to the originalWhite Paper,
which was that there should not be an earnings limit
on people having to be auto-enrolled, that
everybody should be auto-enrolled irrespective of
their earnings. It would then be up to them to make
a decision as to whether or not they wanted to auto-
enrol or not.
Mr Cherry: On the self-employed issue, there is one
area you have not touched on and that is the
aVordability again. It does come down to that in
many self-employed occupations, and quite honestly
they do not have the funds available to pay into their
own pension schemes. It comes back to
communicating to people what it means to their
future when they reach retirement age. As for
multiple jobs, those under the £5,000 limit obviously
are going to be a huge problem area. For those over
one would hope that if you followed the PAYE
system they would be more likely to be picked up in
any case, but 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.

Q71 Natascha Engel: I want to talk to you briefly
about compliance and especially the areas that the
Government’s consultation paper highlighted that
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were of slight concern, and things like protecting
employees who choose to save in personal accounts
as opposed to those who opt out, the structure of any
proposed penalty regime and the value or not of a
whistle-blowing help line. All of your organisations
have agreed to support a light-touch compliance
regime. Could you define for us what you mean by
“light touch”?
Mr Thompson: 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 eVective and the most successful of all
compliance regimes in the employment arena and
has direct read-across in terms of types of employees
and types of sectors aVected. The fundamental
underpinning factor of the national minimum wage
compliance regime is that there is a whistle-blower
avenue and that it is risk-based, so the Government
targets those sectors where they sense that there is
most likely to be a problem or most likely to be
underhand activity going on and that they are able
to distinguish between genuine confusion either on
the employer side or on the employee side and
deliberate flouting of the law. From the CBI point of
view, and I know from the EEF and FSB point of
view, we genuinely want compliance regimes to
ensure that there is a level playing field and that any
rogue operators out there are hit hard by the
compliance regime but, as with minimum wage
enforcement activity, if it is genuine confusion then
there is an initial hand-holding exercise that goes on
to explain the situation and put right any wrongs
that have resulted from that and that the book is not
thrown at them immediately but if it happens again
they will feel the full weight of the law. That is what
we would really like.
Mr Yeandle: I could not articulate it better. I do
not think there is a cigarette paper between the CBI
and EEF on this particular issue. We take entirely
the view that Anthony has taken. The national
minimum wage is a very good model and I think
we should look very seriously at that as the route
forward. As Anthony said, the problem areas that
we are likely to have with personal accounts
compliance are likely to be precisely in the same
sort of areas where we have a problem with
national minimum wage compliance. That seems to
me a very sensible way forward.
Mr Cherry: We would entirely endorse that. It does
come back to communicating help, advice, a level
playing field and then really going for those who
will not, not who cannot.

Q72 Natascha Engel: Would you say that there is
no cigarette paper between you and the TUC? The
evidence we have had from the TUC was about the
importance of a monitoring system, robust
proportionate sanctions, including appropriate
financial penalties linked to the degree of non-
compliance by the employer, and then a redress
system for scheme members who are mistreated by
employers. That sounds pretty much what you have
been saying.

Mr Cherry: If they are saying the compliance
regime of the national minimum wage is what they
want repeating then we would endorse that.

Q73 Natascha Engel: Good answer. Finally, there
will be bad employers, in the same way as with the
national minimum wage, who will give side
payments or incentives to encourage employees to
opt out. What do you think should or could be
done about this?
Mr Yeandle: One of the ways that you could stop
that happening is to get the small business
community on board. This really comes back to the
very first point we were discussing about the
Government recognising that the small business
community is involved in this. It needs to get them
on board, get them engaged in this process so that
they look at this in a positive light as a way forward
rather than perhaps potentially, as some of them
may do, as a rather negative feature. If the
Government can send the right sorts of messages,
which may involve a modest amount of financial
support, then I think that would be extremely
helpful and help to break through some of those
problems that we might face otherwise.
Mr Thompson: I think there is a really important
thing to recognise here. Some of the demand for
opting out will not come from employers; it will
come from employees who will not want to see their
take-home pay at the end of the month reduced.
They 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 eVective increased take-home pay at the end
of every month, so that, as David says, 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 if they can see that it is easy for them
to interact with it than they would if it was diYcult
to interact and they had the employees saying, “I
do not want this”.
Mr Cherry: Do not forget you have also got to get
the small employer on board as much as you have
the small employees on board. It is crucial to get
this communication out there to make people
aware that it is in their own interests to make sure
that they have adequate provision and that has not
happened in the past.

Q74 Miss Begg: I have a few questions on waiting
periods. A number of organisations who have given
evidence to this inquiry have suggested that if you
have got auto-enrolment the quicker someone gets
enrolled the better, particularly for those who are
on low pay and may be in and out of diVerent jobs,
but the Federation of Small Businesses wants a
waiting period of six months. How do you justify
that?
Mr Cherry: I do not think there is any diYculty in
trying to justify that, to be quite honest, because a
lot of people work in sectors where there is a lot of
seasonal work involved in the jobs and a six-month
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waiting period would seem to reduce the
administration burden that would be imposed by
enrolling automatically on day one with those who
just were not suitable for the job or could not do
the job, so we would see a six-month period as
being perfectly acceptable.

Q75 Miss Begg: What do the other employer
organisations say? Is six months too long?
Mr Yeandle: Let me be absolutely clear. Provided
we can get the administrative system simple for
employers to operate, and it is a very important
proviso, our members feel that we do not need a
waiting period for auto-enrolment into personal
accounts. We can do it from day one. They are
genuinely concerned that if we have a waiting
period it will mean that a number of people will be
disadvantaged, but equally I think there will
potentially be problems about non-compliance
because inevitably if small businesses have to do
something after three months or six months there
is a degree of inevitability that they will make
mistakes, they will forget, and then we will be in
all the problems of compliance. If you can do it
from day one at the same time as you do all the
others things when you start someone’s
employment, their tax and national insurance,
provided the whole process is simple we would go
for that. I think we have a slightly diVerent view
when we are talking about auto-enrolment for
exempt occupational pension schemes. We think
there is at least a case for having a short waiting
period of between three and six months, but as far
as personal accounts are concerned day one we
would go for.

Q76 Miss Begg: Would you say that for those who
are in part-time work or may have more than one
job with diVerent employers?
Mr Yeandle: Yes, provided they meet the other
criteria.
Mr Thompson: Obviously, there is a slight
distinction there. The CBI has its own unique view
on this. In terms of personal accounts, if that is all
that the employer is oVering 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.

Q77 Miss Begg: You would backdate it then?
Mr Thompson: Potentially, yes. If that was the only
oVering within the workplace then our members
have said that day one is a good place to be. Where
there are other operators in the workplace that is
fundamentally diVerent. Our members have come
at this from the perspective of what they are
oVering currently and what the impact could be of
not allowing any waiting period at all for an
occupational scheme because where companies
operate auto-enrolment already, or even where they
do not, many have waiting periods in place already,
much longer than six months. We have not come

across many employers who have said that they
want as long as 12 months, although there are some
out there and some with sizeable schemes and
sizeable numbers of employees involved who have
12 months, but our members have said that
something between three and six months for an
employer who is oVering an occupational scheme
will allow them to continue oVering the level of
coverage or the level of benefits that they are
oVering at the moment and will not have as big a
detrimental impact as it would if it were oVered
from day one. Obviously, they can sympathise with
some of the concerns in other parts of the debate
about this potentially cutting some people out
because they might not stay in employment with
that employer for as long as six months and we are
looking into some of these figures. We would draw
your attention to some figures in the White Paper
which say that we are talking about a group of
employees, people in the workforce, which is about
600,000 at the upper extreme. That 600,000 is not
a constant stock of people; it is a flow of people,
but there is probably a sizeable number of people
within that 600,000 who are moving into longer
term employment. It could be their first job or a
return to the labour market after a break. Within
that 600,000 as well you are likely to have a number
of people in low turnover sectors and you are likely
to have a number of people where employers are
not necessarily oVering an occupational scheme, so
they would go into personal accounts on day one.
Given the time constraints we have not been able
to dissect that 600,000 figure and we will be
attempting to do that in our response, and
obviously you will see that when we do it. We
would say that there is a balance to be struck here
between promoting and encouraging existing
occupational provision and not damaging and
ensuring that we do not see large amounts of
people cut out of the auto-enrolment process and
personal accounts, which we know is a concern of
the TUC, but we think we can get some more data
on what the actual facts are on the ground and it
is likely to be a low to medium proportion of this
600,000 group at any one period, and that is not a
stock of people; it is a flow of people.

Q78 Miss Begg: I am just wondering from my point
of view whether the six-month waiting would be a
deal breaker, or do you think with small businesses,
provided, as David said, everything is simple and
straightforward, that there could be one round, you
do all the paperwork at the beginning, because
obviously small businesses have stable workforces?
Mr Cherry: There are an awful lot of our members
who do have seasonal employees. This would aVect
them adversely and I am still particularly worried,
when I look within the report and within the
regulatory impact assessment of what the proposals
are, about the admin burden and, to be quite
honest, I cannot see that coming through as simple
as it needs to be to get us to change our viewpoint
on that. I also would like to make another point.
It is something which we have always seen as a
reward. Obviously, with NPSS coming in that
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stance could change. People might change their
attitudes and think that pensions are not an
automatic right. We have always seen it as very
important for those who are prepared to make the
commitment to stay with a business.
Mr Yeandle: Could I supplement the answer I gave
you about exempt schemes because I said, if I
remember rightly, that we would be relaxed about
having a short waiting period of between three and
six months. In those circumstances, where a
company had got an exempt scheme with a short
waiting period, we would not expect them to have
to go through the administrative burden of auto-
enrolling people into personal accounts in that
short waiting period.

Q79Miss Begg: The other issue is obviously around
the frequency with which we would repeat auto-
enrolment. The CBI in their memorandum just said
that they were considering it and I was just
wondering whether you had now consulted your
members on that issue and what they have come
up with.
Mr Thompson: I did check our memorandum before
I came in to see what further information we had.
We have consulted the members and we are waiting
for their responses. 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.
Mr Yeandle: We think that setting a three-year
period is about right for repeat auto-enrolments, but
in terms of the practicalities of how you do that
auto-enrolment, certainly when I have talked to
companies their view is that 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.
Mr Cherry: If I can come in there, we are in full
agreement that there should be auto-re-enrolment
but I think it is down to the practicalities of how that
is going to work.We still see it as verymuch between
the employee and the central point and all we would
hope for is that the employee would bring whatever
certificate they were provided with to the employer
to say, “Look: I have auto-enrolled now. That is my
choice. Please get it set up in whatever way it should
be”. That is all that we would expect to happen. We
do not see it as an employer’s role within that at all.

Q80 Miss Begg: So the communication would go
directly to the employee?

Mr Cherry: That would be our take on all of the
administrative burden, that it is a contract, if you
like, between the central point and the employee and
the employer is only provided with the necessary
certificates of either opting in or opting out, which is
the choice of their employee, and that this gets over
all the administrative hoo-ha that we see in the annex
to the regulatory impact assessment.

Q81Chairman:There has been a lot of talk about the
potential for levelling down and that is carrying on.
Assuming that things go ahead as currently
proposed, what do you think the likely impact is on
existing provision, say, by 2015, 2020, when this is
starting to kick in?
Mr Thompson: If I ormy colleagues knew the answer
to that I do not thinkwewould be doing the jobs that
we do at the moment, but we can give it a good stab.
I think the short answer to your question, Chairman,
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.

Q82 Chairman:You are not a lawyer by any chance?
Mr Thompson: I think we all have to admit it would
be naı̈ve to suggest that levelling down will not
happen, but I think we should segment the market
to give us a better feel as to what some of the likely
behavioural actions would be from diVerent
employers. We would see it possibly falling into
three or four categories. Those with schemes with,
say, low coverage and high contributions, might
have two choices. Theymight lower the contribution
rates to absorb some of the costs from what they
currently oVer. They might actually set up a new
occupational scheme, they might keep the existing
arrangements in place for existing employees and
oVer new arrangements to new employees, but that
has obvious and very diYcult employee relations
implications. Other employers might look to keep
the level of pension coverage the same but oVer
something higher than they have in the past to show
they are a good employer. They might shave oV

some benefits from other parts of the labour costs or
other parts of the employment package. For some
employers who aremaybe operating very close to the
3% employer contribution rate, they may be oVering
5%ormight even be oVering 3% at themoment, they
might consider capping oV their exposure to an
occupational scheme altogether and decide that
personal accounts oVer a much better deal to their
employees and move in that direction. There will be
a number of diVerent options going on, but 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.
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Q83 Chairman: They would, would they not?
Mr Thompson: Association of Consulting
Actuaries—you get the picture.We do not think that
it is going to be a wholesale move away. We see
employers as still being very committed to schemes
but we think there will be quite a bit of pressure and
that there will be a number of diVerent behaviours
going on and you can categorise many of those as
levelling down, and there will certainly be more than
the 1% that I thinkwas suggested in theWhite Paper.
Mr Yeandle: If I could supplement what Anthony
has said and build on it, the first thing to say is that
it is incredibly diYcult. I do not think anybody
realistically knows what people will do in 2012,
because, of course, we do not know what the
economy is going to look like and we do not know,
which is as important, what the labour market is
going to look like, and both of those things will be
quite critical features at that particular point when
companies aremaking that decision. I think theywill
fall into broadly three diVerent categories. Which
companies will fall into which category I could not
possibly tell you at this stage. There will be one
category which is companies with existing
occupational pension schemes and they will say,
“This is something that we regard as an important
employee benefit. It diVerentiates us from our
competitors and we want to use it to attract, retain
and motivate our employees”. At the other end of
the extreme, if you like, are those companies who
will see this as an opportunity to level down to what
the Government has set as the minimum. However,
I suspect that a number of those companies will not
perhaps level down quite to the level of the personal
accounts but, in the same way that quite a lot of
companies want to be just paying a bitmore than the
national minimum wage, they will want to do a bit
more. The third category—and there are a number
of our members who have expressed interest in
this—will do exactly what Anthony said they would
do, which is to say, “Quite frankly, we have been in
the pensions game for a long time. It is causing us a
lot of hassle, a lot of management time, a lot of risk
and a lot of administration. We are not necessarily
wanting to reduce the amount of money we pay to
our employees’ pensions but we do not want all the
hassle that goes with it, and actually what we would
like to do is use the personal accounts as that
mechanism”, and it is one of the reasons, and I
suspect this is going to be at significant variance with
some of the people you had in the room earlier on
this afternoon, why we think there should not be a
cap set on the total amount ofmoney that employees
and employers can put into personal accounts.

Q84 Chairman: I do not think this aVects your
members, does it?
Mr Cherry: I would not have thought so, Chairman.
I think it is going to be very much down to the issue
of aVordability at our level.
Mr Thompson: Can I supplement my previous
response because it is important to recognise that,
although we think there will be some levelling down,
the personal accounts system has been designed to
set a minimum that the Government thinks is

reasonable for people to be saving so that they have
an adequate income in retirement. Frankly, if
employers were oVering more than that that would
be a better deal andwithin this levelling down debate
we should not lose sight of the fact that, even if
employers bring down what they are oVering at the
moment, it will still be a lot better than the personal
account system.

Q85 Chairman: In the discussions you have had is it
going to be easy for employers to pay more than the
3% or have you not raised that?
Mr Thompson: In terms of to personal accounts?

Q86 Chairman: Yes.
Mr Thompson: We have not raised it at the moment,
I am afraid. We could ask our members specifically
for you.
Mr Yeandle: Certainly 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.

Q87 Chairman: I was going to say, knowing the
stunningly high wages that your members pay, the
cap would come into play, would it not?
Mr Yeandle: There are two issues as far as this
proposed cap is concerned. There is the issue from
the employee perspective in that it seems to me
slightly odd that the Government is saying, “This is
theminimum.Wewant to encourage you to domore
but not too much more”, which is eVectively what
they are saying because they are putting a cap on it.
What I suspect the reality will be for an awful lot of
people is that for a long period in their life they will
not be able to put in anywhere near whatever the cap
is but there will be times in their 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, they 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.
From the employee perspective it is a bit strange that
there is a cap. From an employer perspective it will
prevent some companies moving wholesale across to
personal accounts because they will not be able to
put in the sort of money that they really want to put
in for all of their employees and it seems to be very
unfortunate that we are putting that sort of cap on
it. We did not have a cap for stakeholders, we do not
have a cap for anything else other than the HMRC
limit, and that should be in our view the limit that
we apply.

Q88 Chairman: I think we have got that point.
Finally, the Government have made proposals for
exempting existing occupational schemes. Do you
think they have got that right?
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Mr Thompson: In terms of the parameters that they
have set out our members have been very
comfortable with the exempt scheme test with one
addition, and I cannot remember oV the top of my
head whether it is in the White Paper or not, which
is that employers should be able to self-certify the
fact that they have reached that exempt scheme
status, and that is to keep the administrative burden
down. In terms of the parameters they are very
comfortable with them.
Mr Yeandle: I would share that entirely. I think the
Government has listened very carefully to the views
that we and the CBI and others have put forward on
this and I think they have come up with a simple,
transparent system, and there is self-certification,
you will be pleased to know. The only thing they

have not done, and I do know they acknowledge
there is an issue there, is address what we do about
hybrid schemes, schemes that are combinations of
defined benefit and defined contribution, but I am
sure that amongst us all we will find a satisfactory
solution to that, so I am reasonably comfortable
about the exemption.

Q89 Chairman: So it is one box that can be half-
ticked?
Mr Yeandle: We are pretty comfortable about the
exemption criteria. I think this is a very positive
response from the DWP.
Chairman: Thank you very much. That has been
very helpful. As always, we will take your points on
board in our final report.
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Q90Chairman:Goodmorning everybody.Welcome
to this, our second session on personal accounts. It is
good to see you all, particularly our witnesses today.
Could I ask that all mobile phones and pagers are
switched oV, please, and this session is being
broadcast? Sally, if I can start with you, how can we
ensure that the views of employees and consumers
are best incorporated into the governance,
particularly in the early stages?
Ms West: We think that it is important that
consumer views and representation is central to all
aspects of setting up the Personal Account System
and in running the accounts once the system is
established. I think colleagues at Which? will talk a
little bit more about their views about membership
of the Board. One of the things that we think is vital
is that everybody involved in the Board and the
Advisory Group can show that they have consumer
interests at heart and have some knowledge and
understanding of consumer issues from whatever
background they come. We also see benefits in
having possibly a consumer advisory panel that can
advise on all elements of the system, and there are a
lot of good examples, for example, the FSA
Consumer Panel, and so there are options that can
be considered and other examples that can be used
in developing the system.

Q91 Chairman: Doug and Emma, you have had a
series of recommendations about consumers
commenting on appointments and things—it sounds
a bit like a congressional committee actually—and
you particularly emphasise the need for a lay chair
and consumer involvement at all levels. How do we
go about doing that? How would that be organised?
Ms Higginson: Fundamentally, I think consumer
representation is critical to the success and
eVectiveness of personal accounts. On PADA (the
Personal Accounts Delivery Authority) and the
Personal Accounts Board. Representation needs to
feature on both of those, I think. We are talking
about the same thing here. We have looked at a
number of diVerent models: the Financial Services
Authority, the Food Standards Agency, Ofcom, the
proposed Legal Services Board, which, if the Act
goes through this year, will come into being in 2009,
and also the BBC Trust. Interestingly, they all have
the same feature of independent boards but
consumer panels as well, and we think this is a great
chance to take consumer representation one step

further. We have found engagement for consumer
representation both with this Committee, DWP and
with cross-party MPs extremely encouraging. We
think this is an excellent opportunity to say
consumer representation on the Board must feature
and be clarified. Although all Board members must
have a duty of care to scheme members and
prospective scheme members, consumer
representation must be clarified in the number of
Board members. Two non-executive consumer
directors is what we are recommending out of the
nine, the reason being that we feel those people can
provide expertise and knowledge of consumer
issues, including levels of consumer risk, commercial
strategy, and also have the experience and
knowledge of previous mis-selling scandals, which
could be invaluable in this context. There is also, as
my colleague from Age Concern, Sally West,
mentioned, the concept of the consumer panel. A
consumer panel would continue the good work of
making sure that the Board is challenged on
consumer issues and that the consumer is placed at
the heart of personal accounts.

Q92 Chairman:The anticipation is between 6 and 10
million people in the personal accounts. Howdo you
choose two?
Ms Higginson: It is very diYcult, and there is no
magic wand, definitely. The reason why we are
saying two is that we feel there should be a balance,
and that balance should be exemplary. Everybody
that has been involved in this debate to date, we have
had employers groups, we have had industry
representatives, we have had consumer groups and I
think that balance should continue, and I think on
the consumer board, if you did have two consumer
representatives out of nine and followed in line with
other boards such as the Food Standards Agency
whereby you have executive representatives, you
also have an independent share, you have
representatives from, say, employer groups. It is not
up to us to comment on the complexion of that
board, but we do think that two would be a fair
balance.

Q93Chairman: I think I knowwhat you are going to
say, but is there any tension between eVective
management and consumer representation?
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Ms Higginson: I think consumer representation can
fuel eVectiveness and I think the tension would add
value to the process. I do not think it would be a
negative factor in governance. I think that we have
managed to work together for the purposes of
consensus so far to this stage and I think consumer
experience and knowledge would add value to the
technical expertise that can be brought in through
industry representatives.

Q94 Chairman: EVectively, we are where we are now
with personal accounts (or the advent of them)
because of significant savings, particularly by certain
groups. In a sense, it does not start until 2012. That
is another five years. What measures could be taken
now to encourage saving between today and the
start of NPSS?
Mr Taylor: We would be very supportive of the idea
that consumers need to start saving now and not
wait until 2012. 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
transferring could not come from a personal pension
product. Therefore, perhaps the ISA might be the
most appropriate product there. The interesting idea
might be, if the savings gateway is to be developed
further and rolled out at a national level, whether
there could be any connection between the savings
gateway and personal accounts in the future. We
would like to see, obviously, as part of the launch of
personal accounts, some emphasis on the way that
we can market the creation in order to encourage
take up, and it might well be that that marketing
process needs to begin some way in advance of 2012.
So, I think there is the creation of the appropriate
product and then there is also the way that people
are encouraged to access the appropriate product.
Ms Higginson: We would also add that there is
rumoured to be a growingmarket at the moment for
group personal pensions between now and 2012,
which has widely been discussed by the Association
of British Insurers quite recently as a good success in
relation to saving between now and 2012. I think
group personal pensions do need to be looked at and
I think we need further research in relation to the
charges: because what we think is extremely crucial
between now and 2012 is that consumers have access
to a low-cost, low-charging scheme so that when
they do accumulate savings over the period of the
next five years they are worthwhile. Charges can
diVer in group personal pensions, and also, as
regards the issue around the default fund, there is no
requirement to specify a default. That default may
not be the appropriate choice for people who
actually go into group personal pensions. I think we
need further research in that area.

Q95 Chairman: What are the chances of mis-selling
in NPSS? Is there any risk? Is there a risk in product
mis-selling in relation to NPSS?

Ms West: There is a risk that people opted into
personal accounts do not opt out and then they find
they are little better oV in retirement because of the
interaction withmeans-tested benefits, and that is an
issue that has been debated a lot. We both attended
the seminar last night on savings incentives and
personal accounts. In terms of what you would do
about that, the first thing we would say is that we
would like to see the state pension platform higher
to reduce the risk of people not being any better oV.
However, in the context of the system of the state
pension that we have, which is definitely going to be
improved by the reforms currently going through
Parliament but to our mind still is not suYcient, I
think there are twomain things to consider. The first
is ensuring that people get the appropriate
information and advice so that they understand
what paying into the personal account systemwould
mean and they can consider whether they might be
one of that probably relatively small group of people
who might find that they were little better oV from
having saved. I think there is a lot that can be done
around that. The other element (and this was
discussed quite a lot yesterday evening) was talking
about the trivial commutation level and the means-
tested benefit savings level. I think the ideal situation
is that where people have built up something in
personal accounts and it is only a small amount, they
should be able to get a lump sum and it should not
be able to aVect their means-tested benefits, so that
they are not in a position where they are saying, “I
have gained £20 but I amvery little better oV because
I am losingmore or less that amount inmeans-tested
benefits.”
Mr Taylor: I think the prospect of mis-selling is
reduced in a situation where conflicts of interest are
removed from the seller, so to speak. We are happy
with the way that the NPSS system is established
because it removes some of the inherent conflicts of
interests, so there will be no incentive for the scheme
to sell inappropriately. I think that is one thing, and,
like Sally, I think trivial commutation is a useful
backstop, particularly in the early years.

Q96 Chairman: It might be helpful if you said what
“trivial commutation” means.
Mr Taylor: It is where a sum of money can be
returned to the individual because it is of such a level
that it is not going to be a significant benefit in
retirement. A figure of around £15,000 might be the
current figure where that would reside. So if
somebody had developed a relatively modest sum of
money inside the personal accounts, they could take
that as a lump sum rather than annuitise it. We see
that as a bit of a backstop, particularly in the early
years, to ensure that people would be guarded
against making inappropriate decisions.

Q97 Chairman: Linked to that, do you see any need
for a review of the current arrangements on
annuitisation alongside the advent of personal
accounts, or do you think the existing arrangements
are fine and should be left?
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Mr Taylor: I think as a principle, unless it can be
demonstrated otherwise, we would consider that the
arrangements around personal accounts should be
the same general arrangement that exists within the
rest of the personal pension field. There is a concern
around annuitisation already in that only about a
third of people who have the option of going into the
open market to improve their position do so, but
they could, in fact, improve their position if they
used the open market by up to 30%. There is a
limited use of people who are not necessarily making
their best decision around annuitisation; so there is
a principle generally that needs to be considered and
we are aware the work is progressing on that.Within
personal accounts, when we are going to have
relatively small pots of money, certainly in the early
years of the system, it is a question of whether the
market is properly set up to meet their needs. The
White Paper has decided against bulk purchasing of
annuities, but we think there is a role for the
Personal Accounts Board to be an intelligent
purchaser. The way we would see that happening is
that an individual would be able to fill in their details
through to the Personal Accounts Board—issues
around whether they would want a single person’s
annuity or a joint annuity, whether it would be index
linked, and so on—and the Personal Accounts
Board could search the market and produce a list of
the likely returns to act as an intermediary in that
process. 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.
Ms Higginson: We would also say that process
would help to build trust and confidence with this
target audience and also, most crucially, the cost
borne by that particular provision for an
intermediary role should be covered in an annual
management charge. We may come on to charging
later, but we do believe that an annual management
charge across the board is the best way of looking at
personal accounts.

Q98 Miss Begg: The proposal is that only generic
advice should be provided. How do you see our
system of generic advice working and who should be
responsible for providing it?
Mr Taylor: I think we are in an interesting position
at the moment because the Treasury has laid out, in
a general sense, its approach to generic advice and
there is a working group, which Otto Thoresen of
AEGON is leading, to look at the issue of generic
advice across the financial services piece, so to speak.
I think, therefore, there becomes a question of
whether or not generic advice about personal
accounts becomes part of that wider generic advice
about financial services, and I think there are some
challenges in trying to make that work but there are
some opportunities as well, because individual
consumers 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; so I think a bit of work
needs to take place to try and work out how easy it is
to accommodate generic advice within that broader
framework. I think we should also realise that
generic advice is advice that can be personalised and
tailored, it is not simply about providing a piece of
information that people have to interrogate
themselves, and I suspect, in the work that takes
place through Otto Thoresen’s group, there will be
the discussion of how the three potential delivery
vehicles work. The first one would be Internet
solutions where people can self-assess, the second
one would be telephone advice and the third one
would be face-to-face. There are significant cost
diVerences about the various delivery structures
here, but I think we need to work out what works in
the target market. In a sense there is already, I
believe, some evidence that we can draw upon. If we
for a moment consider the personal account system
to be rather like a giant defined contribution pension
scheme, then there are a number of questions that
defined contribution schemes will regularly be asked
by members; so you can scope out some of the sorts
of questions that are likely to occur when people are
in the system. Prior to that, of course, there is the
question of suitability and the extent to which
generic advice can assist with suitability questions at
the very beginning of a decision on opting in or
opting out of the scheme, and some of that, I think,
can be modelled mathematically.

Q99 Miss Begg: When you say in your
memorandum that you would like more
personalised advice, what you are actually
describing is personalised advice within the generic
advice, rather than personal advice where a financial
adviser will sit down with every individual and go
through their own calculations in their own way?
Mr Taylor:Youneed to establishwhat is the breadth
and depth of generic advice. If we are specifically
focusing on personal accounts, the breadth and
depth can reasonably be provided. Either at the start
or the end of the process, if people want to takemore
specialised financial advice in the paid sector, they
clearly will have that opportunity, but I think we are
trying to create something here which is aVordable
to people; therefore the breadth and depth of that
needs to be defined in this process.

Q100 Miss Begg: Obviously, the more personalised
advice, the more chances there may be of a case of
mis-selling. If that advice seemed to be faulty, then
there would be general generic advice?
Mr Taylor: Taking the Financial Services Authority
position, we need to keep it out of what would be
considered the regulated area, and the work that
they have done over the last three years with their
Generic Advice Working Group was precisely to try
and create a framework of breadth and depth that
prevents that. I think some of these questions on an
on-going basis can be handled in that way to try and
remove that danger.
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Q101 Miss Begg: It strikes me that with generic
advice, in the light of the events that have been
happening, particularly with occupational pensions
and the collapse of them and the court case decision
this morning, the generic advice that the
Government might give may be so tied up with
caveats and “ifs” and “buts” and “howevers” in an
attempt to dot all the I’s and cross the T’s (which
they obviously did not do in the leaflets that have
been quoted as the one that lulled people into a false
sense of security with occupational pensions) that
the result is that peoplewill just be totally and utterly
confused. Already if you mention pensions to
younger people their eyes glaze over, they think it is
too diYcult, they think they will put it oV when they
can understand it, and in those circumstances it will
be even more diYcult for them to make rational
decisions?
Mr Taylor: I think all the evidence suggests that
consumers need trusted intermediaries to assist them
in making decisions. There is obviously complexity
in this area, because people’s lives change and, when
people are taking a view of what their future life will
be, that may not prove to be what their future life
becomes. Therefore, in terms of advising people,
there is a limit to what can reasonably be done in
that, not only are they potentially changing their life
circumstances, butGovernment policy over a period
of time may change as well, and the only advice that
can reasonably be given is the appropriate advice at
that time. I go back to the point I made at the start,
and that is the extent to which conflict of interest is
taken out of the system. Consumers can have more
confidence that the advice they are going to get is
going to be appropriate for their needs.

Q102Miss Begg: Is there not also a danger (and this
is more a question for Age Concern) about always
harping on about the interrelationship between
personal pensions and means-tested benefits,
because by the time someone is taking their pension
out it is 20 years down the line, there have been three
changes of government, there may not be any
means-tested benefits or the whole landscape of that
side of the equation will have changed; and, if
someone thinks that they are not going to earn a
huge amount throughout their life, they will ignore
that, take a decision not to opt into the personal
accounts because they will get their means-tested
benefit and they may discover 20 years down the line
that the means-tested benefit is no longer there.
Those are diYcult decisions for people. Is it not
much easier to say, “We will save and we are
probably going to be better oV at the end of it”?
Ms West: The challenge of generic advice is to try
and help people through the confusing mass of
diVerent information that they need to consider. It
can take people through their own personal
circumstances at the time: “If everything stayed the
same, this is the kind of income you are on course for
at retirement. Is that the kind of income that you are
looking for?”, and perhaps point out that thingsmay
change. You may get divorced, you may get
remarried, the means-tested benefit system may
change. Whether any of the pension systems are

going to be exactly the same in 2050, as proposed in
theWhite Paper, we do not know, but I think generic
advice can help people think about the diVerent
options and help them decide whether they want to
risk relying on the state when they get to retirement
age or whether they feel more confident putting
money aside and having their own money in a
personal account or some other form of savings. It
also helps people review their current situation to
look at whether perhaps debt is the first thing they
may need to deal with and then think about saving
in a couple of years time. We at Age Concern are
doing a project with money partly from the
Department for Work and Pensions Pension
Education Fund, where we have produced what will
be a CD-ROM and a web-based system to help
people work through the system where people will
put in their own individual information, and it will
give people information options. Perhaps the most
interesting part of this project is that in six pilot areas
we are going to have a local Age Concern working
through the CD-ROM with people so that it is not
just based on people who have got the capability of
going into a website and understanding the system,
we are going to target people in the 45 to 50 up to
pension age groups to see whether a system like that
can actually make people feel more confident about
making decisions.

Q103 Miss Begg: The question was who should be
providing that generic advice? You are saying that
Age Concern is looking at the means of doing that.
That is obviously extending the remit of your
organisation, because at the moment you tend to
articulate the views of those who are already of
pension age, but this is going to be required for
people who are some way away from pension age. Is
that the sort of thing that your organisation would
be willing to take up, or would you be looking for
Government to be providing that kind of advice?
Ms West: We have certainly got more involved in
thinking about the future pension position, coming
to the conclusion that we do not just want to try and
be helping people when they are in poverty in
retirement, wewant to be doing something to try and
prevent that happening in the first place. I think
there is a lot of scope for a national system, perhaps
a national telephone line, and certainly very good
written materials and web-based materials, but, as
Doug says, there will be people who need that face-
to-face discussion with somebody and there may be
a range of organisations that will be well placed to
provide that, although, of course, there is the issue
about where the funding for that will come.

Q104 Miss Begg: Has the landscape in all of this
changed in terms of generic advice with the Internet
and the fact that it is much easier to go onto a
website, type in your personal details and it will do
the calculation for you? That did not exist 10 years
ago: the fact you can now do your income tax on line
and all those kinds of things. Does that make the
generic advice a much easier thing to provide
because people then can do their own calculations?
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Ms West: I think it is easier, because 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 diVerent
variables and see what the diVerent circumstances
are. I think the really important issue there is that a
lot of the people on low, modest incomes who might
be most concerned about saving for retirement may
not have the facilities, in the same way that some
better oV people do, to shop around and also the
knowledge and understanding, which is why in the
project that we are setting up we think it is very
important that we have people that help people
through the system even if they are not computer
literate.

Q105 Justine Greening: I was going to follow up on
Anne Begg’s question. I think this part of the whole
policy is critical, because people are sceptical about
how pensions have worked and particularly the
Government role in pensions. Do you think that for
people to feel that they are getting good advice it will
have to be entirely distinct from Government and,
whoever the default fund provider is, it will have to
be set aside? I want to follow up on your comment
about how it is paid for and whether it should be an
annual charge. Should somehow there be some
entirely separate government funding to go to
maybe Age Concern, the Citizens Advice Bureau,
for them to do that entirely away from the rest of the
personal accounts and legislation?
Mr Taylor: I think the key question on that that
needs to be resolved first is whether the advice on
personal accounts is stand-alone or integrated into
the general financial capability, the general advice
work that has been suggested under the strategy of
the Treasury. As I understand it, the likely source of
funding for that strategy would be a mixture of
Government and industry. If they were to be the
providers of funding there, then that creates one
dimension. If it is a stand-alone system outside of
that, that perhaps creates another dimension. I
think, in whatever system, the idea that is crucial is
that it is a trusted intermediary whose interest is only
providing the most appropriate advice for the
individuals who are accessing that advice. When we
have developed our thinking around the National
Financial Advice Network—similar discussions, I
think, are currently taking place within the
Treasury’s work—then the idea of a trust
intermediary will probably be potentially delivered
through a variety of diVerent mechanisms, possibly
by a variety of diVerent service providers but always
with quality assurance at the heart of it, to ensure
that people are confident that the advice they are
getting is appropriate to their needs and has no
inherent conflicts within it.
Ms Higginson:For clarity, when I was talking a little
earlier about charging, that was in relation to the
decumulation stage and advice in relation to
annuities but simply a range of options, a pooling of
quotes. So the decumulation stage must not be
ignored in discussions. If the decumulation stage
was developed further more where it needs to be

done, perhaps that could come into the concept that
we are talking about, a National Financial Advice
Network. I think Doug is completely right, we have
to have a trusted intermediary, because if consumers
can get access on the Internet to lots of diVerent sites
(as they can at the moment) and they are diVerent,
how do they make that comparison themselves, how
do they understand it? They get confused, it is not
simplistic, and we are going against the principles
that we are trying to achieve with generic advice and
with personal accounts. If we can empower
individuals to feel, through knowledge and
information, that they can actually make a decision,
whether they feel as though they have got enough
information or whether or not they need to go to a
financial adviser formore complex advice, I thinkwe
are achieving what we want to. If I could use an
example, NHS Direct is quite a similar concept.
NHSDirect is an available telephone line people can
call up and get generic advice and information and,
if it is then deemed that they need to see a specialist
or they need to speak to a specialist, you take that on
a step further. The generic advice system that we are
talking about here is very similar.

Q106 Miss Begg: One final question, but you may
have covered everything you could say on this
subject. Doug, youmentioned the ThoresenReview.
What do you hope is going to come out of that?
Mr Taylor: I have been involved in the work of the
FSA for the last three years. I think lots of the
groundwork has been laid to establish what sort of
framework generic advice can be delivered in. The
$64,000 question—and no pun is intended here—is
who is going to pay for it? I would hope that
Thoresen will help to move on that agenda, and now
I think personal accounts is perhaps the trigger, that
there is an opportunity to show that this advice
would not only be nice to have but would meet some
public policy objectives (ie helping people access
better savings for retirement through personal
accounts), so I think there may be a window of
opportunity that personal accounts has opened up
to build on the work that has already taken place.
Ms West: I agree. I think it is a very good
opportunity.

Q107 John Penrose: I have some questions on
coverage, who should be included and who should
probably not be included, adopting some of Anne’s
questions. Can I pick up on Anne’s last query about
who is going to pay for it. The notion of tailored
generic advice, if that is not an oxymoron, which I
think is what you are trying to suggest needs to be
done, developing some sort of reliable and robust
trusted decision trees for people to follow. That is all
fine, but there is an upper limit on the cost
expectations which the Government set. They want
to try and get costs down to 30 basis points and so
on, and there are good reasons for that upper limit.
Howmuch do you think this is going to cost?Do you
have an estimate, and how much of that 30 basis
points is high quality, tailored generic advice going
to eat up?



3618551002 Page Type [O] 23-03-07 00:35:37 Pag Table: COENEW PPSysB Unit: PAG1

Work and Pensions Committee: Evidence Ev 27

21 February 2007 Ms Sally West, Mr Doug Taylor and Ms Emma Higginson

Mr Taylor: Again, part of it depends on whether the
advice of personal accounts is stand-alone or within
a wider sense, because clearly there would be some
shared costs if it is integrated into a wider
framework. There has been some costing done by
the Resolution Foundation on generic advice in a
broader sense, but that is still a bit early days because
it has not been tested. They came up with some
figures related to a telephone advice line with
guesstimates of how long a telephone conversation
would take place and, therefore, to try and cost it
around there. I think a little bit more work needs to
be done to be absolutely precise around that. You
could well be talking of a figure of over 100 million,
potentially.

Q108 JohnPenrose:Helpme there.Whatwould that
be in terms of basis points once the thing is up and
running?
Mr Taylor: I must confess, I have certainly not done
that calculation.

Q109 John Penrose: Do you not think that is quite
an important calculation for the Government, at the
very least, to do? If that is 35 basis points on its own,
for example (that is before any other costs are
included), you have got no chance at all of hitting the
Turner defined goal of a cheap and eVective
solution?
Mr Taylor: It is certainly costings that need to be
undertaken, but, as I said, I think there is a potential
piggy-backing along a more general advice system
that would give general advice on other financial
services products that could well bring down the
costs specifically relating to personal accounts.

Q110 John Penrose: Are there any other comments
from the rest of you on that?
Ms West: I think you would see that it was definitely
the Personal Accounts Board’s responsibility to
produce information, and that is kind of general
leaflets and information on the website, but I agree
with Doug, when you are looking at what you might
say was the more individualised information, which
is probably how I see the generic advice, it is perhaps
part of the wider issue of financial capability and
how people make the right decisions; so that does
not necessarily mean that it needs to go on the cost
of personal accounts.

Q111 John Penrose: Is there a Government budget
that you are thinking of which is already in existence,
or are you suggesting that there should be an
additional chunk of money which the Chancellor is
going to find to pay for this?
Mr Taylor: It will presumably be part of the
Comprehensive Spending Review to see whether it is
an objective that the Government wishes to pursue.

Q112 John Penrose: So there is not a chunk of
money that you have got your eye on at themoment?
It will be new money.
Mr Taylor: No. We have in the past suggested
possibly the question that orphan assets might be
assigned to financial capability—

Q113 John Penrose: You need to get in the queue of
people trying to spend the assets pot!
Mr Taylor: I understand your point.
Ms Higginson: One point to make is that this issue is
not new and that for this target market that we are
trying to help with personal accounts to develop a
savings pot, these people cannot aVord financial
advice themselves. They cannot aVord to go to a
financial adviser. You must not forget, it is those
people we are trying to help and a solution needs to
be found, but, of course, money needs to be found
as well.

Q114 John Penrose: I am completely with you, but I
do not think anyone is ignoring or disagreeing with
the notion of the importance of this, particularly
because (and we have already talked about the risks
of mis-selling) we do not want people to have
incorrect decisions suggested to them which they are
then going to have to live with and potentially be in
poverty in old age—that is clearly important—but
also Turner said the cheaper this thing is the more
significant financial benefit you are going to get as
the returns accumulate over time. It is not that it is
not important, it is that there is an upper limit before
you start having negative eVects on the total value of
your pension pot at the end of the day.
Ms Higginson: We would agree. Fundamentally the
ultimate objective has to be low-cost. We look
forward to working closely with Otto Thoresen’s
group and the Treasury further on this matter.
Mr Taylor: I think that is where some of the breadth
and depth of the advice issues come into play,
because, you are absolutely right, there is always a
trade-oV here between what you can provide and the
cost of provision. I think that is the bit that needs to
be worked through over the next few years in order
to get it right for 2012.
Miss Begg: Is that a new role for the Which?
website then!

Q115 John Penrose: It could be! It sounds to me like
there is a very big question mark over how much
financial advice and how detailed and personal that
financial advice is going to be able to be. Therefore,
in-so-far as we can tell at this stage (and I think we
have quite a limited depth of vision at this point),
which groups of people do you think would be best
advised not to be part of the personal account
scheme?
Ms Higginson: We believe if generic advice works,
which we are confident it will do—

Q116 John Penrose: You just said there is a big “if”
attached to that?
Ms Higginson: There is a big “if”, but if the correct
information solutions were established and worked
through—for example someone going through life
stages, somebodywho goes oV formaternity leave—
if you have generic information set up for those
people, there should be no reason why everybody
cannot be auto enrolled, but that must be a
comprehensive system of generic advice so that
people canmake an appropriate decision themselves
if they feel they should opt out.
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Q117 John Penrose: I am with you on that. What I
am asking is which groups of people should be
opting out?
Mr Taylor: There has been a suggestion that maybe
there is an age issue and that people over a certain
age should not be enrolled automatically. That is not
a position which we are attracted to, simply because
individuals are diVerent, and there may well be
people who are eligible to join personal accounts
who are over 60 in 2012 but have accumulated
elsewhere pots of money through previous pension
arrangements or maybe are likely to inherit assets.
Therefore, it is quite diYcult to suggest that there
should be an age group that is automatically taken
out of the system. For us the trivial commutation
amount is the final backstop that means that even if
there were to be some people who auto-enrol later in
life and then it was proved to be not necessarily the
best decision they ever made, trivial commutation,
that backstop, would allow them to in eVect get their
money back. So that is one safeguard at that level.

Q118 John Penrose: Presumably, without wanting
to minimise the importance of people who are, let us
say, over 50 at the moment, that is a transitional
issue anyway?
Mr Taylor: Yes.

Q119 John Penrose: It is important for the people
who are in it, but it is a transitional issue?
Mr Taylor: Yes, it is.

Q120 John Penrose: Are there any other groups for
whom, as far as we can tell given our limited depth
of vision at this point, it might be a bad decision for
them not to opt out?
Ms West: As our Chairman will know, tenants on
housing benefit have been identified by the Pensions
Policy Institute and the DWP as one of the groups
who may be particularly at risk of the interaction of
means-tested benefits. I think it is quite hard to have
hard and fast rules about who will be better opting
out, but you might be able to target the information
you give people to alert them as to groups for whom
it would be particularly important to seek advice.

Q121 John Penrose: The number of people on
housing benefit is millions. That is a huge group
before we start talking about anybody else. That is
going to be a very large number of people being
advised to opt out, if that is right.
Ms West: I do not think it is necessarily saying
everybody should opt out, but it is saying if you are
in these groups—so if you are approaching pension
age and you have not been able to make much in the
way of savings before—we would particularly
suggest that you talk to this generic advice service, or
whoever else is appropriate, and there may be other
people who have not been able to build up much in
the way of a private provision, who have had a lot
of time out of the labour market because of caring
responsibilities, disability, or if you are going to be a
tenant in retirement. We may be able to identify
some people for whom personal accounts may well

still be a good idea, but perhaps need to be a bitmore
careful and particularly a good idea to seek further
advice.

Q122 John Penrose: I amworried this is all sounding
a little bit vague at this point; I am surprised we have
not got a clearer view on the number and types of
groups and the number of people in those groups
who might be at risk of being badly advised to go
into this scheme?
Ms West: I think some people are more at risk, and
the PPIs work has divided people into low risk,
medium risk and high risk. The problem is you do
not know what is going to happen in the rest of your
life. Say you are 45. You can look at how much
pension you have built up, you know what your
current circumstances are, you know what your
current income is: somebody can help you to say, “If
you carry on, if you stay married, if you continue to
work until you are 65, if your earnings stay more or
less the same, this is the kind of other income you can
expect in retirement from your personal accounts,
from your other forms of pension. As long as there
are no major changes to the system, we can be fairly
clear this will be what your situation is.” For a lot of
people life is not quite that straightforward.
Particularly women may suddenly feel they need to
leave work to care for an elderly relative,
relationships may break down or relationships may
reform; so there are quite a lot of unknowns, let us
alone the facts about investment income and what
your pension will do. I think it is not an exact
science, saying this group of people should opt out
and this group of people should stay in.

Q123 John Penrose: I completely accept that
people’s lives change and that, therefore, the best
advice may alter. What I am getting at is for
someone who is currently in position A, B or C,
which positions are ones where they should be
thinking about opting out? I am not getting a clear
answer from you guys that there is a clear list of
people who are likely to be better oV opting out.
Mr Taylor: I think both the DWP and the PPI did
some research which they published which suggests
low risk, medium risk, high risk.

Q124 John Penrose: We will come to that research.
You are happy with that research. You would not
want to alter, or criticise, or disagree with any part
of it?
Mr Taylor: I think maybe in terms of criticism, and
criticism may be too strong a word, it may be the
point that Sally has made, in that 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. You
have huge amounts of fluidity. If you take where we
are now, both the DWP and the PPI, I think, have
come to broadly similar views of where the most
likely risk element would be, and Sally has
specifically spoken about that which relates to
renting and the use of housing benefit. So it is
possible to create that framework and establish
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where that is, but I think the big caveat is those two
fluidities togethermake long-term guesstimates (and
it is very much a guesstimate) for any specific
individual.

Q125 John Penrose: A final question on coverage,
which is a slightly more mechanical one. People who
have “non-standard work patterns”, ie people who
have multiple jobs, broken employment,
particularly multiple low-paid jobs, how do you
think the system needs to deal with them so that
coverage for a very important group is achieved
eVectively and at a reasonable cost?
Ms West: We were afraid you would ask us how the
system should deal with those. I am afraid, like lot of
other groups, we certainly think there is a very
important issue, particularly for women, who may
have several part-time jobs. I think the White Paper
talks about 350,000 people who are earning more
than 5,000 but are in multiple jobs and not currently
contributing to a private pension. It is a very diYcult
situation. The thing I would say is that these people
will be paying income tax if their total income is over
a certain amount; some of themmay be just over the
lower earnings limits and be paying National
Insurance and so will be in that kind of system.
Hopefully there would be some way of looking at
how they could also be paying into personal
accounts and getting an employer contribution.

Q126 John Penrose: That was a lot of ifs and
maybes?
Ms West: I do not think there is an easy answer, but
it is certainly something we would like to see being
exploredmore. 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.

Q127 John Penrose: We are crossing our fingers at
this stage. Can you guys help us uncross them?
Ms Higginson: I am afraid I have to agree with Sally.
The issue aroundmulti-jobbers is complex.We hope
there is a solution out there, but it is not something
thatwe can provide at this point. One theorywe have
is that people may have multi-jobs, they may be
working as a carer or working in a library, but they
may also be working in the same company in
diVerent divisions and that company has chosen to
get around contributions. I think that is a fear. I am
afraid at this point we do not have a solution.
Mr Taylor: The onemechanistic thing that currently
is proposed, which I think helps, is the extent to
which the system is universal. To somebody in
Birmingham, CardiV, London, the system will look
the same, and the system of collection, the type of
features, will be the same. I think the beauty of that
is the extent to which people have fractured work
patterns and theywill knowwhat it is and it will look
familiar to them, and we would hope that would be
an encouragement to participation. Something that
would look diVerent in diVerent places I thinkwould
be a disincentive. So the extent to which the principle
of simplicity is continued through the White Paper

into the actual creation in 2012, I think, is a
significant mechanistic issue to try and improve the
situation.

Q128Michael Jabez Foster: Firstly, I should declare
I am a member/subscriber of the Which? Magazine
and thus the Consumers Association. I am not
entirely sure why that is an interest, but I am told it
is. Can I ask you about the worry that some of us
have about levelling down: that the new scheme will
oVer employers who are already of that ilk to reduce
contributions by taking the statutory scheme, if you
like, rather than anything else. Do you think that the
cap of £5,000 a year will encourage employers in that
direction or do you think it is about right?
Mr Taylor: We have done no specific research
ourselves on levelling down but we have seen the
research that other organisations have done, some of
which is contradictory. I should say that one of
things that we are supporting and working with is
the NAPF work on a quality mark. The extent to
which pensions has become a more important
feature in the employment contract for individuals
and individuals see pensions as a major reason for
beingwith one employer rather than another and the
extent to which that is elevated in people’s minds is
one way that perhaps there can be some reduction in
the possibility of levelling down, and I know this is
a particular segment of the employment market, but
looking at the Sunday Times features of the best 100
employers, both in general and small business terms,
a good pension provision often features very highly
as a characteristic of a good employer. So in one
level, the more important that can become perhaps
the greater pressure there can be against levelling
down. In terms of the contribution figure of £5,000,
we have looked at it in a wider sense, not simply in
the sense of the relationship between occupational
schemes and personal accounts, but also in terms of
private pensions and outside of occupational
schemes, andwe are comfortable with the £5,000 cap
as a proposal within the White Paper. We looked at
the figures in the Pensions Commission. I think there
may have been some confusion about what the
Pensions Commission were originally suggesting,
because what the Pensions Commission suggested
was 16% (ie double the default element) should be
the cap on mediam earners, and that would have in
eVect 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 Pension Commission proposal and the
suggestion in the White Paper is not as large as is
sometimes considered. So, we believe that there is a
good reason to try and encourage people to save
more now than the £3,800. We think it would be
strange if that figure of £3,000, which is suggested by
some, were to be used, since that is some £600 less
than the stakeholder limit for non-earners, which is
£3,600, and so I think there are some very good
arguments why that figure should be accepted. But
in terms of levelling down, which was your original
position, clearly we would want to see good
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employer schemes continue, and the NAPF work
around the quality mark is where we would putmost
of our energy to try and assist with that process.

Q129 Michael Jabez Foster: Do any of you see any
purpose in a cap at all? I understandwhy the pension
companies want that to be so, but is there any reason
from the consumers’ point of view for there to be a
cap?
Mr Taylor: The original idea was to try and clear
and concentrate on a target market, and a
reasonable amount of extra contribution that
somebody would make on medium earnings is
probably not going to be substantially more than the
cap that has been suggested. The point you make is
well made. However, 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.
We are aware that people’s aspirations may well be
much higher than the amount that they are likely to
be able to provide for themselves to bring that about.
I think the question that does arise, which has not yet
been resolved, is if somebody was in a position to
contribute above that figure, what sort of vehicles
might exist for them to do that? The White Paper
suggests that the stakeholder product would be the
appropriate vehicle for that to happen. We will have
to see what happens in the market in the next few
years around the stakeholder product. We are
concerned that potentially the Financial Services
Authority may remove Rule 64, which is the rule
which requires the stakeholder product to be
mentioned to a clientwhen they have been advised of
a potential sale. The FSA are likely to consider next
month whether to remove that rule. We would say
that is a retrograde step because the stakeholder
product we would see as being at the moment the
most likely appropriate product as an add-on
voluntary contribution above any cap that might
exist within the personal account system.

Q130 Michael Jabez Foster: On the related issue of
transfers in and out, the bulk of the fund that is, do
you believe there should be a ban on transfers in and,
more especially from the consumers’ point of view,
transfers out if people believe that the personal
account is underperforming and they could do better
elsewhere?
Mr Taylor: We suggested in our submission
originally that there should be a moratorium on
transfers in and out for the first three to five years,
and the White Paper suggests there is an eight year
moratorium. We accepted that there would be some
benefit in the system settling down and, therefore,
there would be this period and it should then be
reviewed by the Personal Accounts Board. There
will, I think, inevitably be a pressure for transfers in
and transfers out at that point. Transfers out may be
as much because the market may try and encourage
transfers out, but also 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, even if they can bring it altogether

at the end, and that may aVect both transfers in and
out. So we would expect there to be consumer
pressure over a period of time for that to be the case,
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.
Ms West: The only thing I would add to that, going
back to the earlier questions about between now and
2012, is that if people are able to save in an ISA and
think about that as their way of saving for
retirement, then ensuring that they are able to
transfer a suYcient amount of money into the
personal accounts, for example, in the first year so
there is a cap of £10,000 proposed for the first year.
Whether that is suYcient to enable people to put the
kind of pre personal account saving, we would not
want people who are thinking about saving now to
start saving into, say, a stakeholder pension that
perhaps was not going to be as good for them as a
personal account, so we would like to make the
system as flexible as possible.
Mr Taylor: I think there is a question on that initial
transfer that we are not clear on at the moment, and
that is whether that £10,000 is £10,000 with some tax
advantage added on or whether it is £10,000 net of
tax. I think there are some issues around how that
might work, which is not clear in the White Paper.
Ms Higginson: I think this raises the issue of
communication and at what point do we
communicate to people that personal accounts exists
and that people should be thinking about that in
relation to saving between now and 2012, and a
robust communications strategy does need to be
developed. 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 howmuch 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. So
I think there needs to be 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. On transfers out, if andwhen
we do get to that point, whether it is three to five
years or eight years, we do believe that it is the
Personal Accounts Board’s responsibility to look at
charging in relation to transfers out and that, if
consumers do decide to move out of personal
accounts, there is a fair charge and not an unjust
charge to do that and that people are very aware,
through information and advice from trusted
intermediaries (as we have talked about) that
wherever they move they will incur larger charges,
but it is important that the education process
continues.

Q131 Michael Jabez Foster: Would you agree as a
consumers’ association that there could be benefits
to the wider pension market by more flexibility of
transfers in and out, because it presumably will have
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some eVect on charging outside the personal account
scheme, or do you think that is going to be pretty
marginal?
Ms Higginson: It is probably too early to predict. I
think it is very important that we do have a settling
down period so that the market can adjust. I think,
ultimately, personal accounts is a low-cost product
and we would hope that it would work in a
competitive way in the future across the board.
Mr Taylor: It could have a disciplining eVect, but
certainly the introduction of stakeholder did have a
downward impact on charging in the rest of the
pension system. I think the countervailing argument
or countervailing pressure might be that the
regulatory environment would have to be built
around that part of the system outside of personal
accounts, it would have to be robust enough so that
people were not attracted out of a safe haven scheme
into something that was potentially more risky. So,
I think there would have to be some regulatory
arrangements there and there may be some costs,
therefore, within that. There may be a balancing
factor there, but potentially it could have that eVect
on the market.
Ms West:Can I add onemore point which goes back
to the £3,000, £5,000 cap about the amount people
can put in. I think it is important to be aware that it is
not necessarily people whowill 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 people will be in the same situation
throughout their lives and in the same income band.

Q132 Jenny Willott: I want to ask some more
questions about charging, the structure, and so on.
Can you tell me what your views are on the diVerent
options for charging for the diVerent potential
options such as fixed fees or annual management
charges?
Ms Higginson: In relation to charging there is one
option for us, and that is an annual management
charge. So as to not disadvantage early joiners, we
think it is best aggregated over the lifetime of the
scheme as well. The reason we think that is because
it is transparent, it is open, it will ensure that people
are charged a set amount, it is simple to understand,
it is comparable to other forms of saving, but not a
deterrent for low income earners to join. It is also not
a psychological disincentive to participate. I think 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. I think it is very
important that we keep this low-cost, and we think
an annual management charge up front that people
can understand is the best way to do that. From
qualitative research that we have conducted,
charging is a very diYcult thing for consumers to
understand. We manage to conceptualise annual
management charges and people did begin to
understand it. We think if you start to charge
upfront fees that could complicate things.
Ms West:Wehave not done somuch thinking about
charges as Which? has, but an annual management
charge seems to be the most appropriate system.

Q133 JennyWillott: Is there a case that the structure
or the principles on which a decision is made about
charging should be laid out in legislation or should
it be left entirely to the discretion of the Delivery
Authority?
Ms Higginson: It is one of those issues that has been
widely passed to the Delivery Authority. I think it is
something that the Delivery Authority should take
control of but engage with all stakeholders to ensure
that all views are considered.
Mr Taylor: 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.

Q134 Jenny Willott: Do you think that those
principles should be laid in legislation, or do you
think they should be—
Mr Taylor: I think one of the diYculties is that while
it would be, in a sense, very comfortable for us to say
that it should be a very low charge and it should be
enshrined in legislation, there are some genuine
diYculties about what may develop over a period of
time in the scheme that we simply do not know as we
sit here and can only assume, and while I think it is
something that we have not taken a firm view on, it
is something on which we understand the Personal
Accounts Board will have to have some discretion
over a period of time.
Ms Higginson: I think it would be very diYcult to
quantify a 0.3 basis point cost in legislation, because
if we look at the federal thrift savings plan and how
that has worked towards driving costs right down, it
is not like for like. However, there are now 0.01 basis
points. So if we stipulate 0.3 and, through
competition, we manage to drive down that cost
through economies of scale as well and we are still
seeing 0.3, does that mean that charges could stay at
0.3% when actually that is not the best thing for
scheme members? That is why we would be wary,
but we would say there is a definite role for the
Committee in making sure that the Personal
Accounts Board and theDeliveryAuthority are held
to account.
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Q135 JennyWillott:There are some proposals in the
White Paper that the choice of funds available
should include things like ethical funds and branded
funds on which the mixes would be decided by the
Board and by the Delivery Authority. Should they
have the freedom to decide what should be included
or should there be boundaries set by statute in which
they operate?
Mr Taylor: I think this is an area where there is still
some confusion, particularly in the way that the
White Paper has discussed eVectively three tiers. We
would anticipate that the vast majority of people
would go for a default option, and I think evidence
from other places suggests that could be as high as
80% of the people in personal accounts would go for
a default option. You then have the bulk bought—
what might be described as risk-rated products—
that would sit in the second tier and then you have
the ethical environmental and branded providers in
the third tier, and within that area there are, I think,
arguments for a stronger look at the regulatory
environment around them, issues around the sort of
advice that people might need, and, indeed, whether
the cost structure in that third category would need
to be diVerent to the cost structure in the first two
categories. So, I think there are some issues
specifically around the third tier that need further
investigation and interrogation.

Q136 Jenny Willott: Do you think that there ought
to be boundaries laid out in the statute?
Mr Taylor: I think there will inevitably have to be
some discussion particularly around the regulatory
environment and possibly around the limits of
advertising. It could be permitted both within the
scheme and outside the scheme. 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. So
around those areas certainly I think there needs to be
some consideration of what eVectively protects the
consumer if there is what would potentially be a
diVerent sort of product within the portfolio.

Q137 JennyWillott:Youmentioned whether the fee
structure should be diVerent for those products
rather than the other ones?
Mr Taylor: I will try and think of something fairly
whacky. If there was a fund in Russian tropical fish
which was going to be very actively managed, then
it might be that the cost structure of that would be
entirely diVerent to the cost structure of the default
fund. So possibly within that third area you have
questions there and you also have questions about
advice needs; so I think we will focus mostly on how
that can eVectively be managed.
Ms Higginson: If you look at the third tier that is laid
out in the White Paper, the third tier being branded
funds, we would not want any costs from that third
tier to seep back into what we call a safe haven for
the National Pensions Savings Scheme. I think that
is really important.

Q138 Jenny Willott: Is there a risk of greater mis-
selling of the branded products?
Mr Taylor: I think there is always a greater risk if
there are conflicts of interest as a principle, so I think
that is why there may need to be diVerent regulatory
frameworks around them.
Ms West: I suppose we go back to the aim of
personal accounts andwhat they should look like for
the individual. If you are being oVered 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. I thinkwewould
be keen that the default fund and the limited number
of funds is up and running and working well and be
less concerned about going down the route of
branded funds, which seems to be making diYcult
choices for individuals again.
Ms Higginson: If I could finally wave the flag for
simplicity, trust and confidence that is very
important, and if we are looking at branded
providers we have to remember the principles sit
within a safe haven NPSS and branded providers
coming into that in a third tier mean people are
going to get confused and it is not simple, so there
does need to be a regulatory framework around
those.

Q139 Jenny Willott: If there was a model with
branded products in there as well, what impact
would that have on the existing industry? I am faced
with total blank looks! Have you not thought
about it?
Mr Taylor: I must confess I do not know what eVect
it would have on the industry. Clearly it is a market
which they do not access generally at the moment.
The way the system works is if they were accessing
market, of course, then they would not be able to
create the personal accounts system, so you are
talking about opportunities. The question is are they
opportunities that the market would really want to
seize; is the profit that can be generated from that
third tier of brand providers going to be suYcient to
make them interested in a very significant way? We
do not knowbecause the systemhas not been created
yet and I am not certain that the industry would
know absolutely whether that is the case.

Q140 Jenny Willott: Have either of your
organisations been involved in consultations about
how to deliver that, and what the caveats are going
to be?
Mr Taylor: Not at the moment. The DWP is doing
what it did prior to the White Paper and putting
together a series of seminars and consultation
groups with all of the key stakeholders, so I am sure
that will in the fullness of time occur, but that has not
occurred to date.

Chairman:Thank you very much. I have worked out
you have given us nine additional duties this
morning so I am very grateful for that, and I am sure
our paths will cross again. Thank you.
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Chairman: Good morning and welcome. You have
been following what has gone on already, so I hope
you are comfortable and ready for us. Mark
Pritchard?

Q141 Mark Pritchard: Going on to governance,
what kind of employee representation will you be
looking for in the Advisory Delivery Authority, the
Executive Delivery Authority, and the Personal
Accounts Board?
Ms Carberry: If I may, Chairman, I wanted to start
with a health warning. The TUC General Council
has not considered its response to the White Paper,
it is doing that next week, so anything that we say is
the preliminary view of the TUC.

Q142Mark Pritchard: So we have heard it here first?
Ms Carberry: Yes. This is a sneak preview here!
When we were considering governance our starting
point was that we wanted the governance structure
to contribute towhatwe all want, which ismaximum
confidence in the new system so it can be sustained
in the long term, so we can all achieve the low
charges that we want and the maximum
participation, and we think that theWhite Paper has
got the framework right. 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. The next question for us, therefore, is exactly
what form that representation should take. We
would prefer, certainly when we are talking about
the executive Delivery Authority to see, as well as
engagement strategies that are consulting
consumers, some direct representation on that body
of consumer and employee interests, and certainly
when we get to the stage of the Personal Accounts
Board that becomes even more important. We
would like to see the Personal Accounts Board
having as its fundamental duty a regard for the
interests of members, so we would like to see it
established along the lines of a trust. However it is
incorporated and however it is described its
overriding concern must be the interests of the
members, and that to us means it is absolutely
crucial that there is a section of the membership
which is explicitly there to take into accountmember
interests, and that means some sort of representative
structure. In addition to that there would need to be
other ways of members’ views and advice being
attained so you could think in terms of a structure
that had advisory panels that brought views of
diVerent stakeholders—employees, consumers,
employers and other stakeholders.

Q143 Mark Pritchard: You mentioned early
representation. Do you think your representations
about early representations to those who will decide
on representations has been noted?
Ms Carberry: I am sorry I do not quite understand
the question.

Q144 Mark Pritchard: You mentioned early
representations. Do you think your representations
about early representations to those who will decide
on representations has been noted?
Ms Carberry: Well, we can see reflected in theWhite
Paper as drafted some of the representations that we
have already made, but I think that is a diVerent
form of “representation”. We are very keen in the
governance structure to see individuals who are
visible to consumers as their champions, as equal
partners, in whatever governance structure is set up.

Q145 Harry Cohen: The Pensions Policy Institute
has said that there are some groups of people for
which there is a high risk that personal accounts
would not be suitable, for example, that they would
lose out onmeans-tested benefits that they otherwise
would get because they have saved when it comes to
getting their personal account retirement income.
Do you share that concern? And how should people
get advice in that regard?
Mr Stanley: This is clearly quite a diYcult issue and
goes to the heart of the personal accounts structure,
and we have already been referring to the seminar
last night. What clearly came from that was that
many of the people who should not be best advised
to join personal accounts will not be in personal
accounts because they will be earning less than the
lower earning limit so that will catch a lot of the low
paid people or those not in the labour force for some
reason, so the system to some extent already sorts
out and sieves the majority of people who would be
ill-advised to be in a personal account. Then you
have a group of people who will lose out to some
extent from means-tested benefits but will still be
winners overall. Theymay not get the full ‘more than
two pound’ to every one pound you put in; they may
suVer some loss and they may be only getting £1.50
or £1.40 but they are still best advised to do that.
Then you come to some of the hard questions about
older workers, and I would agree with what has
already been said to the Committee this morning on
that.We are strongly of the view that you should still
have an opt-out system rather than an opt-in system
because everyone is diVerent, and having an age cut-
oV rather goes against the general view of the debate
that we should now be getting away from a fixed
retirement age and the assumption that everyone
will retire aged 65 or something. How do you know?
If you have a cut-oV period of 60 or 59 you are
building in an assumption you are trying to get away
from. Then there are the other groups who in the
short-term would be ill-advised to join, people with
very high interest payments on credit cards or
something where they might be better advised in the
short term to pay oV those—but our general view is
that the generic advice—and it is an interesting
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phrase, as it is not in the end going to be the same
literature for absolutely everybody, a 20 year old and
a 50 year old. There is going to be some sifting and
I think “tree” is exactly the right word, so you need
to identify these groups. The most diYcult question
is about the groups that may suVer a lot from
reduction of means-tested benefit, but I think to
some extent a lot of the discussion, and the
discussion last night at the seminar, was based on an
idea that we could know what means-tested benefits
would look like in 2050–which is an assumption that
I do not think I would like to make. If you look at
the psychology of this many people would prefer to
build up their own savings in their own personal
account and trust that to provide them with a
pension in their retirement better than to be reliant
on themeans-tested benefit system in 2050, so I think
there is another area there. But then there are some
specific problems as well. From the seminar last
night came a particular problem of people on
housing benefit, but that seemed to be a problem for
all pensions and revealed the fact that many people
have probably been, to use a phrase which I think is
wrong in this context, mis-sold occupational
pensions, because that would have the same eVect.
So I think one is in danger of getting too hung on up
on this. 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 oV 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.
Ms Carberry: I also think it is important that people
are not led to understand that they are members of
a certain defined category and that therefore
automatically they should not join personal
accounts. As Nigel said, 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.

Q146 Harry Cohen: I hear the point about generic
advice, diVerent though it might be for diVerent age
groups, being suYcient, or you feeling it could be
suYcient for most cases. I have to say I am not 100%
convinced of that in my own mind and I think some
might really want detailed advice, but even with the
generic advice we had the Employers’ Organisations
before us on Monday and they said: “Not in the
workplace; we are really not interested. We want to
put our contribution in but we do not want to be
saddled with having to give the advice”. Do you
think such advice needs to be in the workplace, or if
employers take that particular attitude how can the
advice be made available?
Mr Stanley: I think there is a diVerence between
advice given by employers and advice in the
workplace and I do not think employers are hostile
to the idea of advice being given in the workplace
and passing on advice. Obviously the pay slip is a
very good way of communicating. We rather hope

that the pay slip will show not just your pay and your
personal account contribution but also how much
your employer is putting into your personal account,
and perhaps even howmuch tax relief is going in too,
so people can build up a picture of the contributions
they are making so they get that sense of ownership
we have been talking about. So I think certainly the
workplace is one site where people should have
access to good advice. On the other hand, 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.

Q147 Mark Pritchard: Mr Stanley, earlier on you
mentioned personal accounts and people naturally
going to that and have been quite relaxed about it,
and I think you are probably right, but having said
that and challenging your point and my agreement
on your point, I just wondered whether people have
seen how savings perhaps have been undermined in
recent years, firstly, and, secondly, culturally as a
nation we are diVerent now as a generation from a
generation ago so does that challenge my agreement
of your point?
Mr Stanley: Well, given we both agree it is hard to
respond in some senses. There is a growing
awareness that people are worried about their
pensions. In fact, the debate about the pensions
crisis and the problems that people have had with
schemes that have gone bust is making people ask
questions about pensions. There is a challenge, and
the fact that there is such a good consensus around
the basic personal account structure between really
quite surprising people means that we do have an
opportunity if we get the right kind of advice but
also the more general information campaign right.
The oVer of putting some money into your pension
and getting some free cash from your employer is
quite a good one and I can see it appealing to people,
and the idea of saving a little now to have a bit more
in retirement is one that can even appeal to young
people because it is relatively straightforward. One
of the factors that is sometimes underestimated, and
I think the Turner Commission Report brings this
out well, is the fact that all this fear that people have
of making the wrong choice paralyses them. One of
the great advantages of personal accounts is it is
worth saving with the taxes. It is simple, it should be
trusted and it is a very straightforward system for
employers to operate and for employees to join, so if
we cannot make this right then we are in big trouble.

Q148 Harry Cohen: Can I pick up on a point you
made in your first response to me about those below
the lower earnings limit, perhaps in part-time jobs,
several of them, or multiple jobs. You implied that
perhaps they should not be for their own interest in
the personal account system and maybe they should
opt out, but surely they are one of the very groups of
people we want to be saving for their pension
entitlement, and if they then opt out they also will
not get the employers’ contribution and we risk an
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underclass, including many women. Is that not a
problem? Also, more generally, should we not be
monitoring the opt-out levels anyway to make sure
that that does not go too high or again the whole
system risks collapse?
Ms Carberry: Well, there will be people who are
earning very low amounts where you can see that it
might well not make sense for them to save
independently because the chances of their building
up a worthwhile pensions pot might be very low.
That is one issue. There is also the issue of people
who are earning small amounts in several jobs, and
I must say we have been wrestling with this problem
within the TUC and we cannot really see personal
accounts being structured in a way that can solve
their problem, so we do accept that maybe in the
initial stages of the personal accounts scheme it is
not going to be able to cater for people in that
situation. But we would hope that once the scheme
is embedded this is something that the Personal
Accounts Board could look at and, as personal
accounts become part of the landscape, the scheme
may be able to develop in such a way that can cater
for people in those categories.

Q149 Justine Greening: On your comment about
young people and whether they will take up the
personal account, it does seem to me that there is
potentially an issue there in that getting on for 50%
of young people now going to university often come
out with pretty hefty debts, some of them with
student debt but others with personal debt and
overdrafts. Do you think many of them will be
getting advice that they should not currently enrol in
a personal account? That perhaps they should later
on but for them on graduation going into
employment perhaps for the first time full time they
will be getting told to stay out of this system?
Mr Stanley: I think that is probably right. It is
almost common sense that the younger people are
the less likely they are to be thinking about their
pension, and theymay decide to do that. That is why
I think the system is right to build in that you do not
opt out for life, you have to keep opting out, and the
three-year period seems to us to be reasonable. So it
may be that for the first three years, particularly
before their employment pattern is settled, people
may feel that they do not think this is worthwhile,
but perhaps when they have had their first job and
they have moved on and are a bit more stable and
that three year period comes round one hopes they
join. Of course, quite small savings early on in your
working life can have quite a big impact on your
pension, but in the real world young people are
going to be thinking about it less.

Q150 Justine Greening: Do you think that is the
conundrum in a sense; that some of them may well
be better oV getting rid of a high interest overdraft
but at a penalty for them on a personal level of not
have had the chance to invest at the early stage of
their career?
Mr Stanley: They have had the chance. If they are
paying oV particularly high interest loans there is
quite a rational argument that says they would be

better oV paying that oV than investing in a pension.
With low interest student loans that is a more open
question, I think. It is a diYculty and is inherent to
any system like this and the best response to it is the
three year re-enrolment procedure, and I do not
think one can go further than that other than
recognise that to some extent there is conflict here
and you cannot resolve it in a perfect way.
Ms Carberry: We are predicting people’s behaviour
here and, just anecdotally observing young
graduates coming on to the labour market, I have
noticed that where people have gone to jobs where
there is an employer pension contribution, even if
they are paying oV their student loan, if they are
encouraged to join the scheme, they do. But where
things look more dodgy and where there is not
employer encouragement to join a scheme, or if
there is no employer contribution they are less likely
to find joining the scheme an encouraging prospect.

Q151 Justine Greening: My question ties back to
Harry Cohen’s which is what is best for them. My
concern is that may be a danger that there will be a
significant minority of graduates who ought to pay
oV their massive overdraft before joining their
employers’ personal account scheme, and perhaps
we need to be very careful that those people do not
get given bad advice, and I think you are right in that
often, because it is so new working alongside setting
up perhaps a personal account, many of them will
think: “Well, clearly this is something I ought to do”,
when in fact, had they got good financial advice they
may well have been told: “No, delay that for three
years, get rid of your overdraft and then get on with
paying”. Do you agree that we need to be careful
that people do not get given the wrong advice?
Ms Carberry: It goes back to people being
individuals because not all graduates start their
working life with an enormous overdraft, and if they
do they would be well advised to give priority to
clearing it.
Mr Stanley: It is quite easy in generic advice to talk
about your current situation, but it is much harder
to talk about what the means-tested benefit system
will be like in 30 or 40 years, so: “Do you have big
debts at the moment?” is a good question to start
information and generic advice.

Q152 JustineGreening: In terms of people going into
the employment market there is quite a lot of detail
about the employer role in this that needs to be
worked out. We were just talking about whether the
work place will be a place where people get advice
and to what extent people will be involved in that.
Clearly there is also the question of whether we will
have some employers who in reality do not want to
particularly provide personal accounts and may,
through a variety of means, try and find ways to try
and discourage their employees from going down
that route. How do you think we can have a robust
but perhaps low cost compliance regime? I knowyou
had a number of ideas about penalties and processes.
Ms Carberry: I think you will find that when the
TUC General Council do make their response they
will be saying quite a lot about this, and I think that
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they will start from the same assumption as the
White Paper which is that most employers will
comply. We are not expecting widespread abuse but
we know from experience with other employment
rights like the nationalminimumwage that therewill
be employers who will not want to co-operate, there
will be employers who will not make any
contribution, there will be other employers who will
make tardy contributions and involve the employee
with a lot of chasing and following up to find out
where their money is, and there will be employers
who will either oVer inducements or other forms of
pressure to discourage people from remaining
opted-in, so there does need to be a robust
compliance regime. We are aware of the need not to
impose an excessively-costly regime because, after
all, that will reverberate back on individual
members. TheWhite Paper talks about a three-stage
compliance system where, first of all, you raise
employers’ awareness and then you help and
support them and then you get to enforcement, and
we think that the Personal Accounts Board should
be given enforcement responsibilities and also
enforcement powers. This would start with having a
responsibility to monitor compliance, possibly with
spot checks, so they would need to have individuals
employed whose responsibility it was to do that. We
are also attracted to the suggestion in the White
Paper that there should be awhistle-blowing facility,
whether by telephone or Internet, and that that
should be available to individual members and also
to individual members’ representatives if they are a
member of a trade union, for example, or to any
other third parties in the same way as operates with
the minimum wage where third parties can make
complaints. Then, if a complaint is investigated and
found to have substance, we think that the Personal
Accounts Board needs to have certain powers so that
the individual can get redress, so that would mean
that the Board would be able to recover unpaid
contributions and restore those to the individual,
possibly with interest if time has passed and interest
is relevant.Wemight also go as far as to suggest that
persistent oVenders might be publicly named and
shamed because that always concentrates the mind,
and we will also be suggesting that there should be
financial penalties for persistent oVenders perhaps
with a tariV of fines depending on the scale of the
oVence. This is not in order to enter this new world
of personal accounts with an excessively punitive
regime. If I could refer back to what I said about
governance.We all want to achieve a system that has
the maximum confidence so that we achieve the
maximum participation, and we think that a visible
compliance and enforcement regime will help us do
that.

Q153Mrs Humble: I have a brief question on formal
waiting times and I suppose, Chair, I also ought to
place on the record that I am a member of the
Transport and General Workers’ Union. I heard
your health warning at the beginning that you have
not finalised your position but the Government has
said that it is not looking to introduce a formal
waiting period and we have had representations

given to the Committee about the problems that that
might cause for employers who have a very high
turnover. How do you think that that issue can be
addressed for them? There are employers with very
high turnovers but there are also employers in
constituencies like mine, Blackpool, who take on
seasonal workers and then rehire them a fewmonths
later when the season starts again.How canwemake
sure those employers are not unduly disadvantaged
in terms of the administrative costs that this scheme
would put on them?
Ms Carberry: There is a tension here. We do not
want to introduce a system that is going to damage
good high quality occupational pension schemes; on
the other hand, we are trying to put in place a system
that is based on the principle that people are going to
continuously build up their pension pot throughout
their working life. For those people who do change
jobs frequently we have to have something to oVer
them, and if they were changing jobs frequently and
each time they changed a job they were excluded
from being able to join a good occupational pension
scheme because they never quite reach the target
waiting period, then they are never going to be able
to accumulate pension savings, so we suggest that
there is a compromise here and a balance to be
struck and we think it would be reasonable, where
there are schemes that have waiting periods of up to
six months, for those to remain, but meanwhile the
employer should have an obligation to opt
employees into personal accounts during the waiting
period. It aVects some industries more than others
but those employees who are in industries like hotel
and catering and some areas of the media, for
example, who have got rather chaotic and unstable
employment patterns will get a chance to build up
pension savings and personal accounts.
Mr Stanley: I think that covers it really; it is getting
the balance right. One does not want to introduce
measures that will discourage good employers who
have good schemes and those who have waiting
periods but you still have to maintain the principle
that everyone gets a chance to build up some
personal account every week they are in
employment, not perhaps for a few weeks in their
first job, but throughout their working life even if
they do change jobs a lot, or if they work in a sector
where a rapid change of employer is rather common.

Q154 Mrs Humble: Really the group causing me
most concern are the people who are to all intents
and purposes casual labourers. That means workers
sometimes in the construction industry but certainly
in the tourism and hospitality trade where they are
often employed for a limited amount of time and
sometimes re-engaged by the same employer but
after a gap of a few months where there is a burden
on the employer with going through all of the
processes. At the same time, however, those same
people are often also low paid and are exactly the
ones we want to be included in the personal pension
accounts.
Mr Stanley: Part of the solution must be tomake the
administration of personal accounts as simple as
possible. Employers of those employees still have to
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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 but we
think that they are expert—knowing about
employment, knowing about every employee, and if
there is any one agency that knows about people
with two jobs it is HMRC, so in a lot of these diYcult
cases, where there are genuine diYculties and
tensions the expertise they already have can help,
and trying to reinvent it elsewhere possibly does
cause some diYculties.

Q155 Greg Mulholland: In terms of the dangers of
levelling down the existing provision you should be
aware that the Pensions Policy Institute expressed
real concern that “there remains a significant risk of
levelling down of existing pension provision”. Can I
get your views on that, because clearly that is aworry
that we as a Committee have?
Mr Stanley: I think 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. Employers that close pension
schemes have always looked for something; it may
be tax on pension funds, it may be red tape, it may
be regulation, but employers close pension schemes
if they think they can get away with it and they no
longer see a compelling business case for them to
have it. There is pressure from city and pressure
from investors, so there are pressures on employers.
There already has been a lot of closing down of
pension schemes and downgrading of pension
schemes, and employers will continue to do that. To
some extent the onus is on us as trade unions to resist
that, and it is noticeable that one of the clear
advantages of being a trade union member is that
you are very much more likely to work in a
workplace with a good occupational pension
scheme; it is one of the clear benefits of trade union
membership. However, there is also a real point
which we have alluded to about waiting periods and
we are sympathetic to arguments that say this should
be introduced in a way that does not cut across the
particular ways in which good pension schemes
work at the moment, for example, waiting periods
which are common in, say, the retail sector. There
are quite good pension schemes for staV of major
retail employers but there is a waiting period. In
many ways, however, it would be wrong to hobble
the personal accounts system in order to discourage
levelling down because that does not provide the
right public policy benefit. So when employers’
organisations or part of the pensions industry come
specifically saying: “This particular factor of
personal accounts may cause us real diYculties”,
then I think we should look at each of those cases on
their individual merits, and we may well be
sympathetic to them; we do not rule that out at all.
If there is a more general complaint that if there is
a good alternative pension system we would not any

longer feel the need to supply a pension scheme then
that is too general an argument and it is hard to
respond to that.

Q156 Greg Mulholland: Are there any suggestions
you have to change the White Paper provision to
avoid the levelling down?
Mr Stanley: We have had some discussion about
group personal pensions already this morning and
they, I think, are one of the problems. There are
some very good group personal pension systems that
unions have been involved in, and no doubt some
that unions have not been involved in, where they
provide a good deal, often industry-wide, across a
range of employers that may not want to do them on
their own. On the other hand there are group
personal pensions with high charges; no member
involvement; there may well be a reasonable
employer contribution, perhaps not generous, and I
think one of the things that we are certainly thinking
about and may well put in our submission to the
White Paper is there is an argument for allowing
such schemes to be transferred into the personal
account system because to some extent they are an
attempt to invent personal accounts before they
existed; they are generally DC schemes, not DB
schemes; they are generally fairly straightforward
with little choice of funds within them; they are very
much like personal accounts, so there may be some
creative thinking that can be done so that rather than
levelling down we can absorb some of the schemes
that may look a bit more marginal in a world where
personal accounts would work.

Q157 Harry Cohen: Following on from our session
on Monday, one of the Employers’ Associations
said they did not approve of the cap on contributions
going in each year, the £5,000 limit on contributions.
I know you have not made a decision but what are
your initial thoughts about whether there should be
a cap or not?
Mr Stanley: We are certainly not in favour of
reducing the cap from £5,000 to £3,000. If anything
we are not sure there is a case for the cap. It may be
that in the process of building consensus and
everybody not being able to get exactly what they
want that we end up with a cap although we would
want to see it reviewed, but if people can invest more
in personal accounts I do not see why that provides
some disincentive to employers to level down. You
can see many situations where people might want to
put a bit moremoney in. Because people do not have
orderly working lives where they start oV 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 oV personal
accounts perhaps aged 40when they start whomight
say: “Well, actually, I have not got much of a
pension but I could aVord now”—perhaps their
children have left home—“to put in a bit more
money”, or perhaps they get a small legacy. So there
is an argument for letting people put more money
into personal accounts so, if anything, we find the
case for stopping people investing. It is almost
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providing a guaranteed market for people providing
an inferior product that would be one way of
looking at this. As part of the consensus building we
would accept the five thousand perhaps, but
certainly we would not want it to go any less than
that.
Chairman: Finally, Mark Pritchard?

Q158 Mark Pritchard: Thank you, Chairman. It is
wonderful to be able to ask the Assistant General
Secretary of the TUC questions and I could not

really let you go away, Ms Carberry, without saying
that, with the Labour Party possibly going to have a
first female Deputy Leader, do you feel in the future,
or perhaps near future, the TUCwill see its first ever
female General Secretary?
Ms Carberry: That is an interesting aspect of
pensions policy!
Chairman: That is not relevant to the inquiry. Can I
thank you for what we appreciate are your initial
thoughts; they resonate very much with all the other
evidence we have been hearing and we are very
grateful. Thank you.
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Memorandum submitted by Association of British Insurers (ABI)

Key Points

1. The ABI strongly supports the Government’s aim to increase saving for retirement. If personal
accounts are to do this, they must complement, rather than replace, the existing market and clearly meet the
needs of people on low incomes. While the White Paper recognises this, it leaves many questions
unanswered.

2. The success of personal accounts will depend on:

— the reform of state pensions andmeans-testing, so as to provide incentives for people to savemore.
Individuals must see clearly the advantage of saving in personal accounts;

— a design aimed squarely at the targetmarket (lower andmiddle income earners). Personal accounts
will not succeed if they simply attract savings from the better-oV and encourage employers to
switch out of existing good schemes. Prohibiting transfers and capping contributions will help
avoid this, but the proposed cap is too high. A simple and consistent test for exempting existing
good pension schemes will also be crucial to maintaining existing provision;

— clear information and encouragement for individuals to save for retirement;

— clear responsibilities for the Delivery Authority, set out in the Pensions Bill; and

— realism about the level and shape of charges, and where costs will fall. A target below 0.3% is
unrealistic.

Introduction

3. The Association of British Insurers (ABI) represents the collective interests of the UK’s insurance
industry. The Association has around 400 members who provide over 97% of insurance business in the UK.
The industry pays out £156 million a day in pension and life insurance benefits. This submission should be
read alongside our other recent papers on pension reform.1

4. The ABI believes that implementing the new personal accounts smoothly—and avoiding damage to
existing levels of employer contributions and individual pension provision—is a major challenge.

5. At the level of general principles, the White Paper is encouraging. It stresses the importance of
targeting personal accounts on the group they are intended to help—low andmiddle income earners—while
ensuring that existing private pension provision, which gives excellent service tomillions of savers, is enabled
to prosper and grow. But careful thought and scrutiny of concrete, detailed proposals is now needed.Where
some detail is already available, the Government’s proposals run the risk of endangering its high-level
objectives.

Impact on Existing Saving

6. The ABI is concerned that personal accounts, combined with auto-enrolment and mandatory
employer contributions, will lead to a reduction in employer contributions to existing good schemes. Auto-
enrolment will push up the cost of pensions for many employers where employees do not currently take up
their entitlement. The ABI estimates there are over five million such employees. Employers will seek to
manage this extra cost. Research for the ABI by Deloitte shows that a quarter of those who run good
schemes say they will reduce their pension contributions towards the minimum level (3%).2 Personal
accounts must be designed to minimise this risk. Measures, such as a significant reduction in the regulatory
burden of running pensions, are needed to encourage employers to maintain pension schemes at above the
minimum.

7. The White Paper makes several proposals designed to distinguish between personal accounts and the
private pensions market. These are vital, but they need to be strengthened and properly focused if they are
to be eVective.

8. A contribution cap is essential to target personal accounts on the intended market and limit leakage
from the existing market. But the cap of £5,000 proposed in the White Paper is too high. The Pensions
Commission itself recommended a cap of around £3,000, because “there is a point in the earnings
distribution above which it is reasonable for society to take a laissez-faire approach to the replacement rate

1 Making a success of personal accounts: The ABI’s response to the Pensions White Paper; How to evaluate alternative
proposals for personal account pensions: an economic framework to compare the NPSS and industry models, ABI Research
Paper 1; Employer pension contributions and pension reform, ABI Research Paper 2.

2 Employer Pension Contributions and Pensions Reform, ABI Research Paper 2, November 2006.
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which people achieve”.3 TheGovernment says that a higher cap is sensible because “the higher earner would
have very little opportunity to make additional contributions if a limit of £3,000 was imposed”.4 This is
exactly the point. 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.Nor should theGovernment be tempted to tap into this source of investment in personal
accounts to keep average costs down to the unrealistic level they are predicting.

9. 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. Transfers would entail unnecessary advice about
complex decisions, in what should be an advice-free model.

10. A straightforward exempt scheme test and designation process will also help existing provision
prosper and grow. But to ensure simplicity and clarity for employers, it is essential that a consistent
approach is applied to all employer-sponsored pensions, including Group Personal Pensions.

Model Choice

11. We believe the Government’s choice of delivery mechanism for personal accounts rests on faulty
analysis. For example, the Government claims that their chosen approach will encourage competition for
contracts. We think this is unlikely. Research for the ABI by Oxera5 found that contracts for the
Government’s system would have to last for up to 20 years in order to allow bidders a reasonable return on
their investment. The winners of the first contracts will therefore gain a considerable advantage. The
personal accounts Board will find itself stuck with incumbents, who—in the absence of eVective competitive
pressure—will have no incentive to improve service beyond the parameters of the initial contract. This issue
is not addressed in the White Paper.

12. TheGovernment appears to believe that a centralisedNPSSmodel should deliver economies of scale.
But research by Oxera found that economies of scale in both administration and fund management are
limited, and should be achieved regardless of the delivery model chosen. The Government’s chosen
approach therefore has no great advantage here but does carry risks.

13. One significant risk is that of re-inventing the wheel. The technology and systems to deliver personal
accounts exist already within the industry, and should form the basis both for the Clearing House and the
new administration system. This would avoid the need for large and risky Government IT contracts, whose
track-record is not encouraging, as the example of the Child Support Agency system illustrates.

Delivery Authority

14. The personal accounts Delivery Authority needs sound governance and clear objectives. A robust
governance structure will enable it to build confidence among stakeholders and provide a constructive
environment for its work. 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. These
duties should include the requirements:

— 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.

15. The Delivery Authority will also be crucial to avoiding the planning blight which will aVect the
existing pensions market if the questions raised by the White Paper are left unanswered. A firm timeline is
needed for the appointment of members and staV. The Government must ensure that the leadership and
senior staV of the Authority include experts in pension management and administration.

16. More clarity is also needed on the relationship between, and funding of, the Delivery Authority and
the personal accounts Board. For example, the White Paper assumes the two will overlap. Unless there is
some commonmembership, inconsistency and instabilitymay result. Similarly, the personal accounts Board
is described as self-financing; but it is not clear how this could be achievedwithout the costs ultimately falling
on customers—either of personal accounts or of other financial products.

3 A New Pension Settlement for the Twenty-First Century: The Second Report of the Pensions Commission, November 2005.
4 Personal Accounts: a new way to save, HMSO, December 2006.
5 How to evaluation proposals for personal account pensions: an economic framework to compare the NPSS and industry

models, ABI Research Paper 1 October 2006.
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Financing and Charges

17. The Government must not raise unreasonable expectations about costs. It should be realistic both
about the level and shape of charges. 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 theGovernment recognises the diYculty of predicting charges before
any detailed design work is undertaken or the required new systems built.

18. Nor should a focus on costs disguise the importance of securing good investment returns. The
cheapest fund management will not produce such returns. And better returns are likely to far outweigh the
benefits of lower costs.

19. It is good that the White Paper recognises the need to consider a shape of charge which more
accurately reflects the actual incidence of costs. But 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 eVect of a low basic charge.

20. Similarly, we need to understand better how the new personal accounts will be paid for. The White
Paper refers to a “majority” of costs being recovered from account holders. This begs the question of state
subsidy, which would be entirely unacceptable and distort the existing market.

Regulation

21. We are concerned about an uneven regulatory playing field. Personal accounts will be classified as
occupational pensions. This means that although they will have many of the characteristics of Personal
Pensions they will operate under a diVerent regulatory regime. There is a clear risk this will introduce bias
into the market, distort competition and reduce consumer protection for personal account holders. The
Government should take steps to ensure that all pensions benefiting from an employer contribution are
subject to consistent regulation of solvency, sales and promotion.

Incentives, Education and Information

22. The Government must make sure that there is clear understanding among the work force that it pays
to save. That means getting the relationship right between private pensions and the state system and
providing incentives for people to save more. It is also about improving understanding. Personal accounts
will be held by many people who are unused to the complexities of a pension. Improved financial capability
and clear, targeted information will therefore be crucial to their success. The Government has a significant
role to play and should do more to promote saving and provide information and help to consumers. While
some progress has been made under the Government’s Financial Capability Strategy, a further step-change
is needed.

23. It is also important that people do not put oV 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.

January 2007

Memorandum submitted by International Financial Data Services (IFDS)

1. Introduction

International Financial Data Services (UK) Limited (IFDS) is the UK’s largest administrator of PEP,
ISA and Collective Investment Schemes representing more than 30% of the industry and in excess of five
million investor accounts. Our company is authorised and regulated by the FSA.

We have completed a review of the further questions posed by the White Paper: a new way to save and
a summary of our views is shown below.
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2. Individuals and Automatic Enrolment

— One of the principles of personal accounts is to be simple and easily understood. An age exemption
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.

— Three years would seem about the right period for repeat automatic enrolment of employees as it
would give suYcient 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.

— The scenario where employees’ want to opt-in and out, for short periods, is not recommended as
this will add unnecessary complexity and cost.

3. Delivering Personal Accounts

— We envisage governance will follow a comprehensive framework similar to Collective Investment
Schemes (CIS) and Unit Trusts (UT).

— The Investment Manager should hold the mandate to make investment decisions but have no
ownership of the assets.

— The Depositary, custodian or Trustee should have oversight responsibilities and be independent
of the investment manager.

— AnyoutsourcedAdministratormust be set upwith a contract setting out the required Service Level
Agreement (SLA), Management Information and appropriate Assurance Reports on internal
controls (eg FRAG 21 style).

4. Charging and Financing

— The charging structure must be fair and proportionate.

— The basic structure for those in default funds should be an Annual Management Charge (AMC)
based on the funds invested.

— Support in the early years from Government is necessary with a guarantee that there will be
suYcient time for the costs to be recovered before any new tendering process, eg for a change of
administrator, is allowed.

— Amodest 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 (eg the first year) would help to reduce the
amount and length of operating losses and reduce early financing costs.

— Higher charges for those who wish to invest in funds other than the default and charges for fund
switches to prevent default investors subsidising those choosing more complex fund mixes.

— Maximum use of the Internet for administrative purposes to be incentivised.

5. Employers and Private Pension Reform

— A clear and simple set of criteria to exempt good “non-occupational” workplace pension
arrangements including those that do not currently allow auto enrolment.

— No formal waiting period for personal accounts.

— Use of phasing by exempt schemes restricted to those employers experiencing large numbers of
new joiners at the time of the introduction of personal accounts.

— There should be no financial substitution payable for anyone who opts out, from either a personal
account or an exempt scheme, so that auto-enrolment is seen as an incentive to remain in the
scheme.

— Decision trees, “Frequently Asked Questions” and support helplines by telephone and e-mail
details should be included in information packs for both Employees and Employers.

— A penalty regime needs to be structured in a progressive way to support employers in the early
years and to act as an escalating deterrent to persistent oVenders once the scheme is embedded.

— The helpline service during the “Enabling” phase to be used as a whistle blowing helpline once the
personal accounts are embedded.

6. Personal Accounts and Existing Pension Provision

— We agree that £10,000 in the first year and an annual contribution of £5,000 initially would be
appropriate but would encourage raising this threshold in line with the earnings band in order to
encourage higher than minimum contributions.
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7. Next Steps

— Wewelcome the collaborative way in which theGovernment has workedwith all interested parties
on the design of personal accounts and encourage the continuation of this dialogue as the
implementation continues.

Personal Accounts: A New Way to Save Summary Questions and Answers

Chapter 1: Individuals and automatic enrolment

Views welcomed by Government 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?

— Whether in practical terms, this might adversely aVect the interests of this group, because they
would be less likely to exercise the positive choice to opt in?

— Whether three years is the right period for repeat automatic enrolment of employees who have
opted out of personal account?

— How this would aVect employers and employees?

1.1 If an exemption is made for a certain age group, this could encourage an employer to employ only
older workers during the advantageous years and so prove discriminatory to younger workers during that
early period. As the Government is trying to extend working lives, whilst preventing age discrimination, this
may not give a consistent message.

1.2 One of the principles of personal accounts is to be simple and easily understood. An age exemption
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.

1.3 Those who are five years or less from retirement at the launch of personal accounts will need a lump
sum to invest or will need to be at the upper end of the Personal Accounts Earnings Band (PAEB) in order
to have a suYcient sum available to purchase a meaningful annuity. The contributions will also be subject
to the life-styling criteria for this age group. Investments therefore may not achieve the growth potential
necessary over the shorter term. However, their contributions will benefit from the tax advantages attached
to pension contributions, even if paid as a triviality lump sum, and so have the potential for a better return
than if they had been invested elsewhere.

1.4 Since pension provision has more focus for the older age group, their participation should be
welcomed. They will have an encouraging influence on younger participants, particularly in the same
company, who see them as a peer group. Although they could opt-in, it is likely that the current apathy
would prevail and reduce the take up of the scheme if auto-enrolment does not include them.

1.5 Three years would seem about the right period for repeat automatic enrolment of employees as it
would give suYcient 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. If an employee’s circumstances change
during the three-year period, a savings arrangement could be eVected to allow extra to be added in the years
following enrolment. Although they could opt back in, the inertia experienced so far would indicate that
they would remain opted-out until prompted to do otherwise. The scenario where employees’ want to opt-
in and out, for short periods, is not recommended as this will add unnecessary complexity and cost.

1.6 As time goes by employers will not have the “softening” eVect of the phasing period and will have to
decide how they will handle the pay of those who choose to opt-out unless firm guidelines are in place.
EVectively wages will be diVerent for those who have opted-in or out and so add complexity. Employers will
be aVected by the impact of an immediate 3% “wage increase” for those who have not previously joined
when they do so.

1.7 The same situation applies if there is a cohort of employees who are exempt. What will they be paid
compared to those who are not exempt?

1.8 Employees will face a similar dilemma to the employer. Will they accept eVectively a lower
remuneration package if they feel they cannot aVord to join and wish to opt-out? This all adds more
complexity for the employer.

Chapter 2: Choosing the personal accounts model

We would agree that the NPSS approach to delivering personal accounts maximises participation by
providing a simple eVective scheme whilst minimising costs.
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Chapter 3: Delivering personal accounts

The Government is interested in views on how members’ interests can best be represented in the
governance of personal accounts?

The Government would welcome views on what sort of information should support personal accounts,
and the responsibilities of diVerent organisations in communicating this information?

3.1 In the initial stages the delivery authority must pull together the detailed design and the commercial
and procurement strategies and be led by a chairman and chief executive who are experienced in running
major collective unit trust schemes. They must be supported by appropriate legal, commercial, operational
business and financial expertise. Once they take on executive powers for the procurement they must be
subject to the normal scrutiny and accountability arrangements, providing an annual report and accounts
to the Secretary of State for Work and Pensions and ultimately Parliament. When the board is set up in the
third stage the structure should include executive and non-executive members representing the interests of
all groups including employers, individual members and stakeholders. Governance of the personal accounts
must start, as with any commercial undertaking, with suitable due diligence procedures of its Subcontractors
being performed by the board.

We envisage governance will follow a comprehensive framework similar to Collective Investment
Schemes (CIS) and Unit Trusts (UT). The Investment Manager will hold the mandate to make investment
decisions but have no ownership of the assets. The Depositary, custodian or Trustee will have oversight
responsibilities and be independent of the investment manager. Any outsourced Administrator will be set
up with a contract setting out the required Service Level Agreement (SLA), Management Information and
the AAF 1/06, which covers new guidance on “Assurance Reports on internal controls of service
organisations made available to third parties” and superseded the FRAG 21.

On-going monitoring must be robust with any recommendations being openly communicated and their
adoption clearly explained.

3.2 Careful consideration must be given to the information needs of the diVerent parties involved ie
employees, employers, the self-employed and third party/intermediary organisations. Whilst there should
be an emphasis on raising awareness among employers and employees about the new rights and
responsibilities, it is important to learn lessons from past campaigns. Themessagemust be that good exempt
employer schemes should be preferred to personal accounts. As the launch gets nearer the information needs
will become more detailed and more specific to each group. It is also important to remember that not all
individuals will have Internet access to download such information or the same level of understanding. Due
to the pressures to keep costs down it is important that the maximum use is made of the Internet. Therefore
public access to these tools such as in libraries is imperative. The assistance of groups such as Citizen’s
Advice Bureaux will be a valuable source of information for those whowill need assistance in understanding
their rights. Ongoing information regarding individual personal accounts could be handled by telephone
using automated call routing coupled with the Intelligent Voice Recognition system.

Chapter 4: Charging and financing

The Government is interested in views on the appropriate method of charging members for personal
accounts, taking into account the ideal attributes set out above:

— Which overall charge structure is most appropriate?

— How much flexibility should the delivery authority or the Personal Accounts Board have in
deciding the charging structure?

— Are there particular circumstances or activities for which it is appropriate to make an additional
charge?

4.1 The charging structure must above all be fair and proportionate. As there is no fixed minimum
monetary contribution level then to charge a flat fee for all could cause a person at the lower end of the
earnings scale to end the year with little or no funds in his personal account despite paying contributions
in. If the fee were to be greater than the contributions, a debt could be incurred. With this in mind the basic
structure for those in default funds should be an Annual Management Charge (AMC) based on the funds
invested. This will give the incentive to the Fund managers to increase the funds under management by
growth while encouraging the administrators to keep costs down. However, the flat AMC charge means big
losses for the administrator and the fund manager in the early years with profits only in the later years.
Therefore support is necessary from Government in those early years and a guarantee that there will be
suYcient time for the costs to be recovered before any new tendering process, eg for a change of
administrator, is allowed.

4.2 In order to provide significant revenue in the early years of operation, thus reducing the amount and
length of operating losses, and reduce financing costs, a modest joining charge, in addition to the AMC,
would seem to be the answer. A charge equivalent to a month’s premium or 10% of the first year’s premium,
spread over an initial period (eg the first year) would seem a simple, aVordable and proportionate charge
to make.
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4.3 For those who wish to invest in funds other than the default, the fund manager element of the AMC
charges should be higher and a charge should also be levied for each switch of funds so that those in the
default fund are not subsidising the investment strategy of those choosing more complex funds mixes.

4.4 The maximum use of the Internet for administrative purposes is fundamental to keeping the costs
down. Therefore a lower charge for using electronic means should be explored.

Chapter 5: Investment and accessing savings

We welcome the proposal to base the design of the process on the conclusions of the review of the Open-
Market Option (OMO) operation.

Chapter 6: Employers and private pension reform

The Government would like to continue to support these arrangements without disadvantaging
employees, and is interested in views on:

— How can the Government treat such “non-occupational” workplace pension arrangements as
“schemes” for the purposes of exemption from personal accounts requirements?

— How can the Government ensure that, in the absence of automatic enrolment, these vehicles can
oVer similar levels of coverage and saving to those estimated for automatic enrolment?

6.1 In order that the Government can treat good “non-occupational” workplace pension arrangements
as exempt, a clear and simple set of criteria is necessary. Once this has been established, such schemes could
be awarded a type of industry established quality mark to easily identify the suitability of the scheme as an
exempt scheme. It will be easily recognisable to the employee to help with the decision making process.
Maintenance of their eligibility should be confirmed on a regular basis annually by self-certification.
However, on-going monitoring of the eligibility of the scheme will be needed, on a risk basis, to guarantee it
does not fall short of the required standards. This monitoring could be outsourced to an independent body.

6.2 In the absence of automatic enrolment, similar levels of cover can be achieved by incorporating
appropriate wording in the employees’ contracts of employment or operating a streamlined joining
approach and obtaining completed reply slips signifying employees agreement to join the workplace
arrangement. The schemes must have been awarded a “quality mark” and maintain their eligibility.

The Government is interested in views on:

— Whether employers with exempt schemes, and contributions above the personal accounts
minimum, could operate a short waiting period, of perhaps three or sixmonths, to encourage them
to continue to oVer high-quality schemes?

— What should be the minimum level of contributions above which a waiting period is acceptable?

6.3 The introduction of a waiting period would seem to undermine the take up by the exact target market
that the Government is aiming at. Seasonal workers and frequent job changers would never qualify to join
an exempt scheme or the personal accounts. Therefore we agree with the Government that there should not
be a formal waiting period for personal accounts. Similarly by allowing those already operating a waiting
period to continue there is the possibility of aVecting individual outcomes, especially in the groups above.
This will add extra complexity to the system. Firms will have diVerent waiting periods that must be aligned.
If they are allowed to continue at diVerent periods confusion will be created in the individual’s mind and
that of the employer as to when to join the company scheme or the personal account.

6.4 Again trying to oVset the disadvantages of a waiting period by the compensating eVect of higher
contributions will add even more complexity. The setting of a minimum level of contributions above which
a waiting period is acceptable would not prevent abuse of the system as a firm might only have a very few
permanent employees who would qualify and so a reasonably high contribution rate could be set to make
sure the scheme qualified for a waiting period. Seasonal workers on temporary contracts will not be eligible
to join but be exempt from the personal account by virtue of the exempt status and waiting period of the
occupational scheme.

The Government would welcome views on how to ensure that employers with exempt schemes have the
flexibility to manage the implementation of the reforms in the same way as employers who will operate
personal accounts, and in particular whether the approach should be by:

— Phasing in the minimum employer contribution or levels of accrual for exempt schemes over three
years or an appropriate period.

— Phasing in by groups of employees.

— Some other approach?

6.5 Exempt schemes will usually have been in existence prior to the introduction of personal accounts.
The impact as part of an employment package will have been determined when set up. Therefore phasing
in these over the three years would seem unnecessary for established exempt schemes. However, this would
seem a sensible approach for those employers who will experience a sudden large increase in current
employees joining their scheme who had not previously done so.
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6.6 Phasing in should only cover certain groups of employees such as those joining an exempt scheme
where they had previously not joined. Where an employee is merely replacing one who has left, that job-
changer could be disadvantaged. By changing employer from one where he had previously been a member
of a scheme, he will face a period of reduced contributions until the three years phasing is complete.

6.7 The only other circumstance could be if a sudden expansion programme was necessary which
coincided with the launch of personal accounts.

Although the launch of personal accounts would have been suYciently forecast to allow for costs to have
been anticipated.

The Government will continue to discuss with stakeholders how this outline approach might work in
practice. Views on the approach to compliance would be welcome, in particular:

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

— What type of information and support would encourage compliance?

— How can processes be designed to encourage compliance?

— How could the proposed penalty regime be structured?

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

6.8 In order to achieve the desired take up rate, there needs to be some form of incentive for employees
to remain auto-enrolled. If a financial penalty exists for those who remain in the personal account, the
scheme will be eroded. Therefore there should be no financial substitution payable for anyone who opts out.
This can be monitored through payroll. If discrepancies appear between the earnings of those who are
joiners and the opt-outs, this should be investigated. This could be investigated by an outsourced
independent body as in 6.1 above.

6.9 However, if an exempt scheme exists which the employee can join, this should be the first choice.
SuYcient information must be made available to prevent the employee making the wrong choice eg a form
of decision tree might be the best tool with a set of “frequently asked questions” to support it. If all
employees can see they will gain by remaining in the scheme, there will be fewer opt-outs. Therefore clear,
simple literature and workplace support will be necessary to reinforce the message.

6.10 Similarly the employers require easy-to-understand packs to help them to decide whether their
scheme is exempt or personal accounts need to be provided. The packs should contain decision trees,
“frequently asked questions” and support help-lines by telephone and email. However, the penalties for
non-compliance need to be made equally clear so that employers are in no doubt that they exist and will
be used.

6.11 Processes need to be simple and automated to allow easy checking of the correct contributions being
collected and forwarded to the personal accounts clearing house.

6.12 The penalty regime needs to be structured in a progressive way to support the employers in the initial
years when mistakes can be made. During the “Educating” and “Enabling” phase, persuasion will be used.

As the scheme becomes embedded, persistent oVenders will be faced with Warning letters followed by an
escalating approach as follows:

— Referral to the Pensions Ombudsman.

— Issue of a Civil Penalty.

— Appeals concerning the imposition of an administrative penalty to be heard by a Regulatory
Tribunal.

— Fixed Monetary Administrative Penalties (FMAPs) imposed with a fine maxima laid down.

— Variable Monetary Administrative Penalties (VMAPs) imposed where oVending persists with no
fine maxima.

— Enforcement notices.

Where non-compliance has been used for profit and the gains are clear, use of Profit Orders should be
considered.

6.13 The helpline service during the “Enabling” phase could be used as a whistle blowing helpline once
the personal accounts are embedded. However, it is important that the use of a whistle-blowing helpline has
clear guidelines to prevent malicious or misunderstood accusations leading to time wasting and unnecessary
eVort on the part of the investigators.

Chapter 7: Personal accounts and existing pension provision

Given the twin aims of focusing the scheme on the target market and allowing suYcient flexibility for
individuals within the scheme:

— Should the annual contribution limit beset higher than £5,000? If so at what level?
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7.1 The annual. contribution limit, initially at a £5,000, would seem to be set at about the correct level.
However, the possibility of raising this threshold in line with the earnings band should be explored to
maintain the potential for the higher than minimum contribution to be encouraged. The restriction will
continue to maintain the focus of personal accounts on moderate to low earners but still allow suYcient
flexibility to contribute above the minimum levels.

Chapter 8: Next steps

Wewelcome the collaborative way in which the Government has worked with all interested parties on the
design of personal accounts and encourage the continuation of this dialogue as the implementation
continues.

January 2007

Memorandum submitted by Tomorrow’s Company

A. Background

About Tomorrow’s Company

Tomorrow’s Company is a business-led think tank, working as a catalyst to help realise the Tomorrow’s
Company vision—a future for business which makes equal sense to staV, shareholders and society.

A not-for-profit membership organisation based in the UK, Tomorrow’s Company publishes research,
brings practical business people together to generate and share ideas, puts those ideas into the public domain
and influences decision makers in companies, the investment community, stakeholder groups, business
schools, and Government.

Our interest and credentials

In 2004 Tomorrow’s Company published the report Restoring Trust: Investment in the 21st century. In
2005 this was followed by the report “The Ageing Population, Pensions and Wealth Creation”.

The authorship of this latter report consisted of an expert group well placed from their experience and
backgrounds to oVer a distinctive voice in the debate. The members of the group are:

Patricia Cleverly—Head of Research, Tomorrow’s Company Jason Coates—Partner, Wragge &
Co LLP.
Jeremy Goford—Former Principal with Tillinghast-Towers Perrin and President of the Institute
of Actuaries from July 2002 until July 2004.
Mark Goyder, Director, Tomorrow’s Company.
Chris Hirst—Former Executive Director Investment Management, CIS.
Phil Mullan—an economist and business adviser, and non-executive director of Easynet Group.
Philip Sadler, CBE, former chief executive, Ashridge Business School.

B. Comments on the Proposed System of Personal Accounts

Brief summary

Our view is that there are significant risks to all stakeholders if the Government’s proposals for NPSS are
implemented.

— Risks for individuals—the NPSS could make many people worse oV rather than better oV. In
particular, the interaction with means-tested benefits runs a very significant risk of people being
auto-enrolled into a system that is not in their best interests. It is unlikely that people will get
suYcient, quality advice to understand the issues and make the right choice. Employer reaction to
NPSS may well be to close more employer-sponsored schemes and/or recover any additional cost
through lower salary increases: in both cases, to the detriment of individuals. (Section 2)

— Risks for employers—there will be significant additional costs for many employers of all sizes. In
a competitive commercial world, employers will be forced to take steps to react to that burden. It
is likely that many employers will reduce the level of benefits provided by their existing pension
schemes and adjust wage increases to compensate. (Section 3)

— Risks for theGovernment—the risks to individuals are not being properly highlighted or explained
by the Government. There is a significant risk that the Government will face another mis-selling
scandal—of which there is widespread warning from the industry. The Government will not be
able to claim that the issues were not clear before inception of NPSS. (Section 4)
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— We also argue that the Government’s proposals are based on an unduly pessimistic view of the
economic consequences of an ageing population. (Section 5)

— Finally we iterate the arguments in favour of a universal, residence-based citizens’ pension.
(Section 6)

Comments on the Proposed System of Personal Accounts

Submission by Tomorrow’s Company

1. Defects of the NPSS

1(i) The system of personal accounts (or NPSS) proposed in the Government’s White Paper on pensions
reform is an inadequate and flawed answer to the question of pension provision for an ageing population.
The NPSS has three fundamental flaws:

1(ii) Ironically and perversely for a system purporting to be in the interests of people on lower than
average incomes this proposed innovation represents poor value for large numbers of people on low
incomes. Its interactionwith a Basic State Pension (BSP) set below the level of eligibility for a range ofmeans
tested benefits means that many people on low incomes will find that the pension income they get from their
personal accounts is oVset in whole or in part by a reduction in such benefits. So they may receive no or little
financial benefit in retirement in return for sacrificing consumption during their working lives.

1(iii) It will raise employers’ costs leading in many cases either to the closure or the dilution of existing
occupational schemes. Hence a measure supposedly designed to help people without private pensions will
not only fail them, but may also diminish the retirement income prospects of those currently in more
generous occupational pension schemes.

1(iv) Auto enrolment accompanied only by generic advice could lay the Government open to the charge
of misselling.

2. The interaction with means testing

2(i) The fundamental inadequacy of the Government’s proposals with respect to the BSP (ie a continued
reduction in the level of the BSP relative to average earnings until 2012, followed thereafter by index-linking
this level to earnings,) is that they will result in the continuation of widespread means-testing. A significant
percentage of pensioners—some estimate in the region of 40–50% —will remain on means-tested benefits
in 2050.

2(ii) In its submission to the consultation on the PensionsWhite Paper, Standard Life says a sizeable part
of the target market for personal accounts, around 6%, will lose the benefits accruing from both their
employer contributions and tax relief through means testing. The company says in its submission that very
few people earning less than the UK median full-time earnings, and few of those over the age of 40, will
benefit from the scheme, making it unsafe for them to join.

2(iii) This conclusion is broadly in line with research by the Pensions Policy Institute which indicates, for
example, that a self-employed woman on a low income who starts saving at 40 would get just 15p extra in
total retirement benefits for every £1 she had saved above what she would have earned by not saving and
relying on means-tested state benefits.

2(iv) PPI research also shows that those who rent their homes in retirement and who are eligible for
housing benefit (currently 20% of the retired population) will lose out particularly badly.

3. Impact on employers

3(i) The Institute of Directors, which is representative of many smaller employers, strongly opposes
compulsion on employers, arguing that it will act as a tax on employment, increasing the price of labour
and reducing demand. “The Government cannot continually oZoad social problems onto businesses and
expect them to pay.”

3(ii) The National Association of Pension Funds has pointed out that the setting up of the NPSS could
accelerate the winding down of existing, more generous occupational schemes where employers may be
paying asmuch as 15%of salary into defined benefit schemes and 6–7% intomoney purchase schemes. Partly
this will be because of a competitive levelling down to theNPSS default employer contribution of 3%. Partly
though it will be driven by financial pressures resulting directly from the NPSS, in particular the potential
cost arising from the greater numbers of employees for whom it will need tomake contributions arising from
auto-enrolment compared to today’s voluntary arrangements. For example, an employer paying 10%
contributions for 40% of its workforce in its pension scheme today might seek to keep its total pension
contribution costs stable by reducing individual contributions by half—to 5%—if double the number of
workers (80% of the staV) become enrolled. Far from boosting private pension provision the unintended
consequence could be to reduce it even faster than under current trends.



3593503003 Page Type [O] 23-03-07 01:56:02 Pag Table: COENEW PPSysB Unit: PAG1

Work and Pensions Committee: Evidence Ev 49

3(iii) A survey of 750 employers, sponsored by Aegon, Axa, Scottish Widows and Standard Life found
that the introduction of UK personal pension accounts could result in 80% of employer pension schemes
cutting their contributions for new employees and those not yet part of existing schemes. Compulsory
employer contributions could also result in future salary increases for these (and other workers) being
reduced. This will aggravate the financial circumstances for all employees, and be felt especially, hard by the
lower paid, including those who opt out of personal accounts. Those non-contributing employeesmay avoid
the problems caused by making irrational long-term savings decisions or of making pensions contributions
that eat into already inadequate incomes, but they will suVer just as much as the auto-enrolled in living
standards if future salary rises are reduced.

3(iv) The 3% contribution plus the associated administrative costs might also be the final straw for some
financially stretched small businesses leading to redundancies or even their closure with the loss of all jobs.
At the same time other would-be entrepreneurs may be deterred from starting their own businesses.

4. Risks for Government

4(i) Employees who are auto-enrolled into the proposed scheme of personal accounts will face two kinds
of risk. The first, referred to above, is that the continuation of means testing may mean that they will lose
all or part of the benefit of their savings. The second is that they will be exposed to the risk that comes with
the volatility in the realisable value of financial assets. If employees do not have access to other than generic
advice and if Government endorsement of the scheme leads people mistakenly to believe that their benefits
are guaranteed, the Government may be open to the charge of misselling.

4(ii) A future Ombudsman might echo the findings of the current one and find that Government
information about the NPSS was “sometimes inaccurate, often incomplete, largely inconsistent and
therefore potentially misleading”.

4(iii) The FSA has questioned the practice of auto-enrolment into a savings scheme without access to
other than generic advice. The financial services watchdog warns of extra risks including the possibility that
the “added dimension of Government endorsement means people may mistakenly believe that their
pensions will be guaranteed.”

4(iv) Also it can be argued that financial advisers giving sound advice to individuals would recommend
that they reduce their expensive short-term debts or save short-term for a deposit on a house, before giving
thought to beginning a long-term savings plan.

5. Is there really a pensions crisis?

5(i) The Government’s proposals for pension reform, including the introduction of the NPSS, are based
on the false premise that demographic changes will create an inevitable crisis for retirement incomes in
the future.

5(ii) A major stumbling block to a clear understanding of the size of the problem has been the use of an
inappropriate support or dependency ratio. The ratiomost often quoted, the old age support ratio (The ratio
between the numbers of people defined as of “working age” and the numbers above the State Pension Age),
moves adversely by 42% between now and 2040. Yet the more appropriate economic support ratio, which
relates the numbers in work producing goods and services to the numbers in the rest of the population who
consume them—not just those who are retired but also children and students, the unemployed and others
defined as “economically inactive”—moves by only 7%. This small change can easily be coped with by
modest productivity growth over the next few decades

5(iii) Further, it should be noted that the 7% change could be an overestimate as it is based on quite
conservative oYcial assumptions about the numbers of people working in 35 years time. Reasonable but
higher assumptions for employment rates for women and for older people of both sexes above the age of
50 could reduce this 7% to close to zero. A similar reduction could arise from a continuing flow of young
immigrant workers who do not become permanent residents. Either way, there is no economic basis for the
presumed major economic problem resulting from an ageing population.

5(iv) The distinction between the old age support ratio and the economic support ratio and the
importance of the distinction for pensions policy are explained more fully in the Tomorrow’s Company
Publication The Ageing Population, Pensions and Wealth Creation (2005).

6. An alternative solution

6(i) The Second Report of the Pensions Commission declared that there is:

“. . . no general and immediate crisis.”

This disguises the current inadequacy of retirement income formany of below average income andwealth.
The Commission supported its “no crisis” claim with the statement that:

“On average, current pensioners are as well provided relative to average earnings as any previous
generation, and many will continue to be well provided over the next 15 years.”
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6(ii) This is an example of the “tyranny of averages”. Valid projections in the Second Report about the
future generosity of existing occupational pension schemes do not provide much comfort for those who do
not enjoy this provision. In particular, the 40% of the pensioner population with the lowest retirement
incomes are more aVected in the immediate future by the relatively tow level of state pension payments and
the fact that they are indexed to the RPI and not to earnings. Eamonn Butler, writing in “The Business” (9
December 2006) quotes figures calculated by Capital Economics which indicate that pensioners suVered a
rise of 8.9% in their cost of living in the year to the end of October 2006. The diVerence between this figure
and that of the RPI figure of 3.9% is largely accounted for by higher than inflation increases in the cost of
fuel and Council Tax. If we now project this gap forward to 2012 the inescapable conclusion is that many
pensioners will find themselves in conditions of much more extreme poverty than they currently suVer.

6(iii) Establishing a universal Citizen’s Pension at a minimum of today’s Pension Guarantee level would:

— Allow the more rapid elimination of means-testing, thereby removing current disincentives for
lower earners to save.

— Provide for the self-employed.

— Provide for those people of working age who for one reason or another are not in work.

6(iv) In 2005 the National Association of Pensions Funds (NAPF), drawing on research by the Pensions
Policy Institute (PPI), argued convincingly that a Citizen’s Pension, based on a residency qualification,
linked to earnings and set initially at the level of the basic state pension plus pension credit, could be aVorded
more or less immediatelywithin the then current government spending plans and could be phased in by 2010.

6(v) More recently the Pensions Policy Institute calculated that the introduction of a Citizen’s Pension
would involve no net cost to Government from the reforms in the short-term, property taking into account
the partial abolition of contracting-out. From 2030 the White Paper proposals have an annual net cost to
Government of around 0.1% of GDP. For the same cost or less, the UK could move to a simple near-
universal single pension system.

January 2007

Memorandum submitted by the Occupational Pensioners’ Alliance

Executive Summary

— State Pension age is not necessarily the age at which people will stopwork.Manywill want to work
longer and the Government is encouraging this.

— Three years is a reasonable time for repeat automatic enrolment.

— The Government have accepted that the views and participation of members are vital parts of the
governance of Trust based pension schemes and have strengthened the Member Nominated
Trustee regulations. The same must also be true for the personal accounts scheme.

— 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.

— The employer should provide suYcient independent information to allow an employee to decide
whether or not to opt out. The Executive Delivery Authority should be responsible for providing
regular information on the performance of the personal accounts.

— The OPA believe that charges must be kept to a minimum.

— Flat fees and Joining Fees are unfair to the lower paid workers and should be resisted.

— Employees will want assurance that their hard earned money is going into their pension funds and
not going towards providing massive end of year bonuses for those in the City.

— An Annual Management Charge seems reasonable.

— Flexibility is important to be able to react to changes. However, restraint must be exercised.

— 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.

— The OPA welcome the Government’s intention not to introduce a formal waiting period.

— The minimum level of contributions above which a waiting period is acceptable should be 6%
employee and 6% employer.
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— TheOPAbelieve that a five year lead-in time for the introduction of personal accounts ismore than
adequate for employers to make plans for their implementation and there should be no phasing of
the employer’s contributions.

— The OPA believe strongly that it is wrong to put the minimum employer contribution of 3% on
the face of the bill.

— 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.

— The powers of the Pensions Ombudsman should be extended to cover this aspect of personal
accounts.

— There should be no limit set on the contribution level.

THE GOVERNMENT’S PROPOSALS FOR PERSONAL ACCOUNTS

Introduction

1. The Occupational Pensioners’ Alliance (OPA) comprises members from 40 occupational pensioner
organisations nationwide and represents the interests of over two million pensioners.

2. The OPA welcomes the opportunity to submit evidence to the Committee’s inquiry into “The
Government’s Proposals for Personal Accounts”.

4. The OPAwelcomes the Government’s proposals to introduce personal accounts to address the serious
issue of toomany people not saving suYciently for their pension. However, the overall level of contributions
at 8% is insuYcient to provide a decent level of pension and this figure must be considered in the future.

5. The OPA’s initial comments on personal accounts were made in a response to the Pensions White
Paper in 2006.6 A copy of the response is attached at Appendix 1 and the specific comments are on pages
10 and 11 paragraphs 32–41.

Questions and Responses

1. With regard to the target group for personal accounts

6. State Pension age is not necessarily the age at which people will stop work. Many will want to work
longer and the Government is encouraging this. Furthermore since the age at which an annuity must be
purchased is 75 it seems perverse to prevent people from accruing pension benefits up to that age if they are
still working.

7. Independent financial advice will be the important factor in determining if an employee should opt out
of the personal account at any age.

8. Three years is a reasonable time for repeat automatic enrolment. It will be necessary for good
independent financial advice to be given when an employee first opts out. This will be of more importance
to a younger employee since contributions made early in working life are of much greater importance than
those made towards the end of a career.

9. Employers will have to keep good records of dates of opt-out, which will be more of a burden for
smaller employees who do not have dedicated HR staV. The issue will be how this will be policed? Will the
Executive Delivery Authority have suYcient information to police this?

2. Delivering personal accounts

10. The Government have accepted that the views and participation of members are vital parts of the
governance of Trust based pension schemes and have strengthened the Member Nominated Trustee
regulations. The same must also be true for the personal accounts scheme. ElectingMember Representative
Non-Executive Directors is one way of achieving this. However, there will clearly be logistical problems in
achieving this when membership of the Scheme reaches millions.

11. The Government have also accepted that organisations representing active and pensioner members
of schemes have a role to play in their governance. The same should be true for personal accounts. 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.

6 Security in Retirement: towards a new pensions system Cm 6841 May 2006.
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12. The employer should provide suYcient independent information to allow an employee to decide
whether or not to opt out. The Executive Delivery Authority should be responsible for providing regular
information on the performance of the personal accounts, eg annual statements on the performance of each
fund, Internet access to an individual personal account, sources of independent financial advice, advice on
purchasing annuities etc. The member representative organisation can be part of this information
provision system.

3. The appropriate method of charging members for personal accounts

13. The OPA believe that charges must be kept to a minimum. Every pound charged by an investment
manager is a pound less for the future pension. It will also be most important to keep the administration
costs of the Executive Delivery Authority and Board to a minimum.

14. Flat fees and Joining Fees are unfair to the lower paid workers and should be resisted.

15. Employees will want assurance that their hard earned money is going into their pension funds and
not going towards providing massive end of year bonuses for those in the City.

16. An Annual Management Charge seems reasonable. However, for the many who will choose low risk
or passive investments the cost of managing these funds should be lower than those in actively managed
funds.

17. Performance targets and fee levels for fund managers must be seen to be fair to the employee.

18. Flexibility is important to be able to react to changes. However, restraint must be exercised.Members
kept fully informed of any changes well before they are implemented so that they are able to make informed
choices on their funds.

4. For employers oVering “non-occupational” workplace pension arrangements

19. 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.

20. 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.

5. In relation to waiting periods in personal accounts

21. The OPA welcome the Government’s intention not to introduce a formal waiting period. Employers
providing good exempt provision could be allowed up to three months waiting period, but no more. The
longer an employee is not enrolled the more chance that they will choose not to contribute.

22. The minimum level of contributions above which a waiting period is acceptable should be 6%
employee and 6% employer.

6. How the Government could ensure that employers with exempt schemes have the flexibility to manage the
implementation of these reforms?

23. The OPA believe that a five year lead-in time for the introduction of personal accounts is more than
adequate for employers to make plans for their implementation and there should be no phasing of the
employer’s contributions.

24. 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 diYcult to change and further primary legislation is required. The employer contribution
should be set in Regulations and agreed by Parliament.

7. With regard to the approach to compliance

25. Trades Unions are ideally placed to protect employees from detrimental treatment by their employer.
However, where there is noUnion recognition there must be a whistle-blowing helpline for employees where
grievances can be raised.

26. The powers of the Pensions Ombudsman should be extended to cover this aspect of personal
accounts.

27. Any penalties must restore the employees to at least the position they would have been in if there was
no discrimination plus payment of any costs incurred by the employees in furthering their claims.
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8. Given the twin aims of focusing the scheme on the target market and allowing suYcient flexibility for
individuals within the scheme: Should the annual contribution limit be set higher than £5,000? If so, at what
level?

28. A contribution limit of £5,000 for the target audience is unlikely to be reached by most employees
since it represents 100% of the Lower Earnings Limit or approximately 15% of the Upper Earnings limit of
£33,500. However, some employees may wish to make additional voluntary contributions to their funds on
a regular basis or at times when they can aVord to do so, particularly if they have more than one job. There
should be no limit set on the contribution level.

January 2007

Memorandum submitted by the Equal Opportunities Commission

1. The Equal Opportunities Commission (EOC) is the Government’s statutory body charged with
eliminating sex discrimination and ensuring the promotion of gender equality. We strongly support the
proposals to establish a new national pensions savings scheme which could have a significant impact upon
the retirement income of women.

2. The Government in the Pensions Bill currently going through the House has taken clear steps to
improve state pension outcomes for women and men. This has been based on strong gender based analysis
and a firm commitment to end the startling inequalities which are inherent in the current state pension
system. However, addressing the inequalities in the state system is only the first step towards closing the
gender pensions gap. Private pension provision is the key driver of the overall retirement income gap, with:

— Women’s median income in retirement only 57% that of men’s.

— Only 39% of women of working age contribute to a private pension, compared to 46% of men.

— On having a child, 50% of mothers stop pension saving, whilst for fathers the figures remain
unchanged.

3. The EOC wants to see personal accounts deliver a strong product for their target market (lower paid
individuals without access to a decent occupational pension), make a significant diVerence to the retirement
incomes of many individuals. This will enable a retirement not only free from the risk of poverty, but with
adequate independent income.

4. We are pleased to see the Government proposes that:

— Low costs pension provision shall be available to all through personal accounts.

— Matched contributions will apply to all employers, no matter how small.

— Auto enrolment shall be a key mechanism to overcome inertia.

5. The Government’s Gender impact assessment7 identified low paid women as a key target group for
personal accounts:

— Over ´ of the target group are women earning between £5–15k per year.

— 43% of all female employees earn between £5,000 and £15,000, compared to just over 20% of male
employees.

— Women have lower access to occupational pensions.8

— Women often work in sectors of the labour market without decent low cost personal pension
provision.

— Women have lower average job durations, and so lack persistency in saving which can bring
average management charges down.

The EOC would like to see further consideration given to the following points to ensure the success of
personal accounts.

Ensuring it always pays to save

6. It is not currently clear whether it will always pay to save; individuals and advisors are uncertain
because of the interaction with Pension Credit. The EOC and Scottish Widows report, “What women
expect: pension reform designed for the lives they lead” explores this in more detail, with examples of
individuals and the outcomes they can expect.9

7 http://www.dwp.gov.uk/pensionsreform/pdfs/GenderImpactAssessment.pdf
8 Women, especially those working part-time, may be less likely to have access to a workplace pension scheme than men. 10%

of female part-time workers report that they are not eligible to join their employer’s scheme compared to 6% of female full-
time and 5% of male full-time workers.

9 http://www.eoc.org.uk/PDF/What–Women–Expect.pdf
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7. The current Pensions Bill reforming state pension does give greater certainty and a stronger state
foundation on top of which individuals can save. However, we are concerned that this underpin will still not
be strong enough. We are particularly concerned about older women, 45!—some of whom will still not
even get the full BSP when the qualifying years are reduced to 30 in 2010. Full equality of entitlement
between men and women to BSP is not predicted to happen before 2020.

8. Younger workers, especially the low paid and those with gaps in paid employment may also be at risk.
Also at risk are the low paid self-employed who cannot accrue S2P rights and low-income individuals likely
to be renting in retirement because of the interaction with housing benefit entitlement.

9. Further consideration needs to be given to the trivial commutation limits (the level at which an
individual can opt to take their pension as a tax free lump sum, rather than conversion to income, which is
currently £15,000) and the Pension Credit capital disregard limit (the amount of savings/non housing assets
an individual can hold without it eVecting their entitlement to the means tested benefit Pensions Credit,
which is currently £6,000).

10. 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.

— Trivial Commutation, and Pension Credit capital disregard limits should be amended to ensure
that it always pays to save.

Ensuring auto enrolment works

11. Auto enrolment is a vital part of personal accounts. International evidence suggests that it may have
greater benefits for women than men. Deferment periods before auto enrolment would have a detrimental
eVect on those changing jobs frequently, as women tend to more than men.

— Auto enrolled contributions to personal accounts should be collected from commencement of
employment, as with tax and NICs.

— Deferment periods for those employers oVering suitable alternative pension schemes should be no
longer than for personal accounts—if employers want a longer deferment period for their
alternative scheme then the individual should be enrolled into personal accounts until they reach
the end of the deferment period.

Encouraging and enabling saving above the “base load”

12. As the Pensions Commission made clear, the proposed rates of auto enrolled contributions to
personal accounts should only be regarded as the “base load” of savings. Therefore we need to ensure that
themechanisms to pay into personal accounts are suYciently flexible to enable individuals to savemore than
the base load. This is of particular significance to women who are more likely to have to make up for times
when they have been unable to pay into their personal accounts due to gaps in paid employment for caring
for children, or adults.

13. It is proposed that cash transfers into personal accounts will be limited, with £10,000 allowed in the
first year, but only £5,000 per year after that. Women’s working lives and earning patterns are complex.
Taking time out or spending time in lower paid part time employmentmeans less stable earnings andwomen
may need to be able to make provision ahead of anticipated breaks or catch up later in life. Individuals
should be able to invest more significant lump sums, eg a carer, caring for elderly parent who gets legacy
should be able to invest in personal account.

— Limits on personal account size should be lifetime, not annual as with the lifetime limit of tax relief.

14. The Government’s proposals suggest that individuals’ contributions should be based on band
earnings between £5k and £33k.

— Voluntary contributions below the lower threshold should gain employer matching, as is already
proposed for those contributing outside the age threshold. This would help those on earnings
fluctuating around or below the bottom of the band the bottom of the band and enable those
temporarily on lower wages to keep their account ticking over.

Greater flexibility, fit for the realities of modern life

15. It is currently proposed that there will be little flexibility in personal accounts, meaning that those
who move jobs most frequently (more likely to be women) will not be able to merge small pots that they
have accrued via diVerent employers.

— Merging of small pots into personal accounts should be permitted.
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16. Divorce is a reality of many people’s lives. It is predicted that four out of every 10 marriages entered
into in the UK in 1996 will end in divorce. Pension splitting on divorce however is currently rare (around
3% of divorces).

— The personal accounts architecture should help to facilitate pension splitting on divorce, including
making the splitting of pots on divorce easier, and also allowing individuals to invest the proceeds
of a pension split into their personal account.

The working longer agenda

17. The EOC believes that the Government could sweeten the pill of expecting us all to work longer by
allowing us all to work more flexibly. This would reduce the intensity of people’s working lives as they
approach retirement and would also help to encourage older workers who are not in work to return to the
workplace.

— The right to request flexible working should be extended to all workers.

18. A more flexible approach is required to the boundary between work and retirement, and pension
provision must reflect this, with individuals able to reduce their working hours, and use a partial income
from their pensions to supplement their income.

— The recent measures introduced to enable individuals to gradually take their pension, must be
enabled through personal accounts. Personal accounts should not be the poor woman’s pension,
with less flexibility than other private pensions.

19. The EOC is pleased to see that individuals can continue paying into personal accounts after SPA; this
flexibility could be carried through to the state system, in particular to increase S2P.

— Individuals should be able to increase state pension entitlement by continuing to pay National
Insurance contributions after SPA.

Annuities

20. Once an individual wishes to draw an income from their personal account, they will need to purchase
an annuity. This aspect of the process of personal accounts needs to be considered carefully.

Sex based annuity rates

21. The EOC research with the Pensions Policy Institute in 200410 concluded that there would be no clear
benefit for women if annuities were to be priced on a unisex basis. However, we concluded that sex based
rates should only be used:

— where there are very clear diVerences in risks that are directly related to gender (ie excluding those
where gender is a proxy for something else);

— where up to date, relevant actuarial data indicates such diVerences exist; and

— where there is an independent regulatory regime that can oVer consumers assurance that sex-based
factors are only used in these circumstances.

22. Monitoring by an appropriate professional regulatory bodywould be crucial. Insurance and actuarial
calculations are diYcult for lay people to fully understand, which makes it hard for consumers to know if
they are getting a fair deal or to challenge the way they are treated.

— The Delivery Authority should oversee how companies are. assessing gender-related risks and to
review the eVects of using sex-specific data over time.

Survivor benefits

23. 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.

— 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 spouses 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.

10 http://www.eoc.org.uk/PDF/annuity–rates–-–working–paper–16–final.pdf
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Roles and responsibilities of the personal accounts delivery authority

24. The strong gender-based analysis that the Government has done to lead up to the proposals for
reform should be continued, with a thorough assessment of the personal account proposals. This assessment
should identify whether it will pay to save for all women. If the reforms do not deliver for low paid women
(and men), confidence in the system will be reduced.

— A gender impact assessment of major relevant proposals for personal accounts should be
conducted.

25. Information will be critical to the success of the new pensions system, so that individuals can
understand their role. We need to ensure that women’s complex working lives are fully taken in to account
in the structure of information they receive, including both state and private pensions, enabling everyone
to be properly informed, to save with confidence and maximise their retirement income.

— The new personal accounts NDPB should produce a report into the holistic information and
advice needs of all individuals for the new pensions system.

26. Once personal accounts are up and running it is vital that their success is monitored, and that this
monitoring looks at the diVerences between men and women, for example scrutinising opt out rates and
whether they diVer between men and women, part timers and full timers, or by income level.

— The personal accounts delivery authority should have a duty to monitor opt out rates for personal
accounts and take steps to close any gender gaps that may occur.

January 2007

Memorandum submitted by Ronnie Sloan

I am an independent consulting actuary with more than 40 years practical experience in pensions, and am
making this submission in my own personal capacity.

A. Brief Summary

— Any compulsory pensions savings scheme is doomed to failure so long as means-testing of benefits
continues to play so important a role in the overall benefit package.

— The stated “matching” of employee contributions is patently untrue (see C.1 and C.2).

— Flat-rate per cent contributions give rise to inadequate pensions at older ages.

— Instead, an age-related contribution scale can produce good benefits at all ages, this being the
approach used by the Civil Service Scheme and by the 1985 Swiss National Scheme.

— Direct investment is too risky and volatile formost people, as well as time-consuming, so that there
must be a default option oVering an indexed “real” return above RPI.

B. Introductory Points

B.1 The National Pensions Savings Scheme (NPSS), as originally outlined by Lord Turner’s Pensions
Commission, now seems to have been renamed “a new scheme of personal accounts”.However, as this is both
an uninspiring name and one that is easily confused with other similarly named existing products, I will for
this purpose continue to refer to it as the NPSS.

B.2 The main drawback to the success of theNPSS is the continued reliance onmeans-testing in the form
of the Pension Credit, which in eVect requires individuals to receive financial advice, which it is in reality
impossible to give on this issue—notwithstanding the Government’s newly announced initiative of aiming
to design a “national generic financial advice service.” Put simply, any financial advantage from saving via
the NPSS could be largely eroded by means-testing, thereby rendering the whole concept still-born.

B.3 My proposals atD are therefore based on the premise thatmeans-testing is replaced by a significantly
increased Basic State Pension of say £115 per week for a single person.

B.4 While this may appear expensive, I fully support the arguments advanced by Dr Ros Altmann for
defraying the cost (in Channel 4’s “30 Minutes” on Friday 8 September 2006). These included abolition of
contracting-out of S2P and equalising employee tax relief at some intermediate flat rate of say 25% or 30%.
Furthermore, much of the extra pension could be progressively clawed back from those on higher incomes
through the tax system.
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C. NPSS: The Perceived Flaws

C.1 As both parties receive tax relief on their pension contributions, the proposed gross NPSS
contributions of 3% employer and 5% employee cannot remotely be regarded as “matching”; especially as
the generally accepted employer/employee cost split is 2:1. In otherwords, instead of employee contributions
being less than those of employers, or even equal (as “matching” implies), they are in fact set at 60% higher
than from employers. How can this possibly be fair?

C.2 Moreover, this is before addressing the major over-simplification of the stated 4% net employee
contribution plus 1% tax relief. In reality, assuming that existing pension tax relief still applies, this would
either be 4% net plus 1.128% tax relief (total 5.128% gross), or 3.9% net plus 1.1% tax relief (total 5% gross).
It is therefore no wonder that the issue of tax relief has caused so much confusion!

C.3 Also, 5% from employees is much too high across the board, and should be on an age-related basis
(starting at say 2% in the 20’s). It should be noted that age-related contributions are suggested for the self-
employed (p.34 of Second Report of the Pensions Commission), and also by the Association of Consulting
Actuaries (ACA) in their submission to Turner.

C.4 Subject to abolition of means-testing (see B.2,3 and 4), employees who are unable, for whatever
reason, to pay their full 5% contribution, should NOT lose the employer’s 3%, as currently proposed.

C.5 Moreover, despite the contrary arguments presented, the modest 3% employer contribution toNPSS
does indeed seem likely to lead to levelling down in existing pension schemes.

C.6 Furthermore, the proposed flat-rate contribution scale will result in unduly low benefits at older ages,
and too high benefits at younger ages (but where the contributions may well be unaVordable).

D. NPSS Some Proposed Remedies

D.1 My proposal is for a lower compulsory employer contribution of only 2%, plus additional £ for £
matching on optional employee contributions on an age-related scale, namely 2% in the 20s, 3% in the 30s,
4% in the 40s and 5% above age 50. The scales are set out in Table 1 attached.11

D.2 Examples of the estimated pension benefits likely to result are set out in Table 2,12 from which it will
be seen that employees who contribute at the full age-related rates can expect to build pensions of about half
of 1/60th of final pay (above the threshold) every year at every age.

D.3 I believe this would ensure that all employees not already in an appropriate pension scheme would
be given a modest start towards their own pension account, on which they can then build as and when they
can aVord it.

D.4 Given the undue investment risks and volatility of Money Purchase, it is essential that there is a
default option of an indexed investment vehicle oVering “real” returns above RPI, which would result in
meaningful benefit accrual at all ages (see Table 2) on a flexible and aVordable basis.

D.5 The choice of NPSS provider must be left to individuals (as for Personal Pensions) and not up to
employers (as for Stakeholder), which led to a preponderance of “empty boxes”.

D.6 The NI system already deducts NI contributions from all employees and employers, and has since
1988 successfully in remitted contracted-out rebates direct to the Personal Pension providers chosen by each
individual employee—so why re-invent the wheel?

D.7 Finally, public confidence in pension provision will not be restored until the Government
substantially increases its commitment to the Financial Assistance Scheme (FAS) to help the 85,000 or so
people who have lost some or all of their pensions when their employers schemes collapsed. To continue to
resist the Parliamentary Ombudsman’s recommendations is to deny justice to these people, and to
undermine the success of the proposed new system of personal accounts.

E. Additional Material

E.1 Although external material may not be admissible, I attach an article on the above lines that I wrote
for the July 2006 issue of PMI News. I have also had similar articles published inThe Actuarymagazine and
in The Scotsman, in order to highlight these important principles.

E.2 I also made submissions along similar lines to both reports of the Pensions Commission, as well as
to the Report by the Work and Pensions Select Committee published in July, and took part in the round-
table discussion session hosted by the DWP in London on 3 April 2006.

E.3 In case it may be of help, I attach a copy of my CV outlining my wide actuarial background.

E.4 As will be evident from the number of submissions and professional articles I have written, I take a
considerable personal interest in this subject, and would be glad to give additional evidence or input that
might prove helpful, and/or to participate in any further round-table discussions.

11 Not Printed.
12 Not Printed.
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E.5 However, having made several personal submissions to a number of Government sponsored
Inquiries andConsultations, I am disappointed that somany ofmy (and others) commonsense and practical
proposals are continually ignored. If such avowed “consultations” are really to mean anything, I challenge
the Pensions Reform Minister and the DWP to address the arguments put forward by Ros Altmann and
other professionals in her TV programme of 8 September 2006.

E.6 Indeed, instead of the DWP conducting so many meetings with vested interest parties on the
commercial aspects of implementing the NPSS, there are many of us who believe that the public interest
should come first. I would therefore welcome further round-table discussions at which the currently flawed
basic principles could be debated in a constructive non-political manner.

COMPULSORY PENSION SAVING?—IT COULD ALL END IN TIERS!

Executive Summary

Ahead of this Autumn’s final report of the Pensions Commission, independent actuary Ronnie Sloan
outlines his blueprint for a realistic and workable system of compulsory pension saving. This comprises a
non-contributory core scale of age-related contributions, plusmatching of optional employee contributions.

In its preliminary report published last October, the Pensions Commission highlighted the stark choices
facing the UK over its shortfall in pension saving. Possible solutions include higher taxes, working longer,
or saving more—and most likely a combination of all three.

Much has written about the pros and cons of voluntarism, but the plain fact is that those who can save
do, and those who can’t, or won’t, don’t. So, it seems to be only a matter of time before we have to face up
to introducing some form of compulsory pension saving.

As Adair Turner’s Pensions Commission is due to publish its final report this Autumn, I am rising to the
challenge of putting forward a blueprint for a realistic and workable system of compulsion that could form
a useful basis for discussion and possible further development. Against that general background, I would
further stress that I envisage compulsion sitting on top of an increased, non-means-tested, flat-rate basic
State pension, which would in due course incorporate the phased out earnings-related State pension
(SERPS/S2P).

Let us now examine the eVective pension value conferred by employers on members of existing Final
Salary schemes in the Public Sector, which conforms to the broad pattern shown in Table 1. Accrued
pensions for early leavers are assumed to revalue in line with RPI at 2.5% pa, and for stayers in line with
pay at 4% pa. The diVerence between NHS/LGPS and Civil Service is simply the 3% diVerence in members’
own contributions which, being flat-rate, give rise to the highly-geared outcome shown here in terms of the
extra net value conferred by the employer.

The key point is that this value is evidently age-related, which has been tangibly reflected in the Money
Purchase alternative now oVered within the Civil Service Scheme on the age-related scale shown here. This
is basically non-contributory to members as per col (4), but will attract further matching up to optional
member contributions of 3% throughout, as shown in col (5).

Based on the fundamental logic of age-increasing Money Purchase contributions, my proposed scale of
compulsory contributions is set out in col (7) of Table 2—and would apply to pay only between LEL
(£4,264pa) and UEL (£32,760pa)—note that this is payable by companies only, not by employees, who
cannot therefore regard this as a pension tax. And the scale is a nice simple formula of age divided by 10,
in five-year age bands. Then, on top of this non-contributory compulsory core, I propose a further layer of
optional employee contributions, which would be matched £ for £ by companies up to the same level again
as the core scale. So, at its maximum, this could result in total contributions of three times the core, with
the company/employee split being 2:1—as shown in cols (9) to (11).

But what are the possible pensions that could be generated by such tiered contributions? Using realistic
funding assumptions, the non-contributory company core is likely to produce very close to ® of 60ths of
Final Salary at every age—which you can check by proportion from Table 1. And the fully matched scale
produces three times this at about ² of 60ths, or 80ths of Salary above LEL—again at every age due to the
tiered contribution structure. The overall outcome will therefore lie somewhere in between, depending on
each employee’s optional level of saving throughout his/her career, and could be regarded as quite a
meaningful level of benefit.

Turning now to some typical anti-compulsion arguments, I believe that unaVordability and general family
priorities are addressed by the compulsory core scale being employer-only, and with the optional matching
being tiered by age such that higher contributions can be paid when likely to be more aVordable. And
remember, the target pension accrual is uniform at all ages. Furthermore, exclusion of the first £4,264 of
annual earnings prevents any optional matching from hitting the low paid too hard.
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Cost to the employer is of course also an important issue, but my sample calculations indicate that, for
a typical workforce, compulsory core contributions, based on (S-LEL), come to just over 3.5% of total
payroll—not too heavy a burden. If maximum employee matching were to occur throughout, which is most
unlikely, then this would evidently double the potential employer cost to amaximumof about 7%of payroll.
The actual figure will course depend on the age and earnings distribution of each workforce, so I would
propose a maximum of say 6% of payroll to avoid age discrimination, any excess being oVset against the
employer’s total NI bill. And provision would also exist for total exemption from tiered compulsion where
alternative schemes meet a prescribed Requisite Contribution/Value Test.

To those who might baulk at even a 6% employer maximum, I would remind them that the well regarded
Australian system of compulsory contributions now amounts to 9% of eligible pay, having started at 3%
back in 1992. Moreover, experience there has shown that introduction of compulsory employer
contributions has encouraged increasing amounts of voluntarymember contributions, which Iwould expect
to be repeated in the UK too. And to increase incentive at lower earnings levels, I would change employee
pension tax relief to a simple flat-rate basis of 25% across the board; in other words each £75 paid in would
become £100 invested.

If that tax relief suggestion is a simplification, and one that should help to balance the Treasury’s books,
even allowing for the hoped for growth in pension saving, I know that many will argue that such a tiered
contribution scale is just too complicated. Well, having over the last 25 years personally implemented
countless such tiered Money Purchase plans, I can honestly say that I have never encountered any diYculty
over members being able to understand them.

And finally, I show again in cols (9) to (11) of Table 3 the maximum fully matched scale under my
proposal, against which we can compare the Civil Service Money Purchase option at (12), and then at (13)
the 2nd pillar compulsory scale introduced in Switzerland back in 1985. If tiered contributions can work for
the financially astute Swiss, and for our own Civil Service here, then I commend such a tiered structure as
a blueprint around which to consider the possible introduction of compulsory pension saving in the UK.

15 January 2007

Memorandum submitted by The Actuarial Profession

In principle, TheActuarial Profession welcomes the proposed introduction of personal accounts.Making
pension saving easier to access and more aVordable for the large proportion of employees who do not have
access to occupational schemes should make it easier for some people to plan for a comfortable retirement.

The White Paper, personal accounts: a new way to save, largely considers the mechanism for establishing
and providing access to personal accounts. Although we do not have any comment on the proposed
structure, we would like to reiterate some concerns we have about the way personal accounts might be
presented to those in the target group who are on low to medium incomes.We pointed these concerns out in
sections 4 and 5 of our response to theGovernment’s earlierWhite Paper, Security in Retirement—towards a
new pensions system and, rather than repeat ourselves we attach the response to this e-mail. We believe this
will be useful evidence to the Committee considering the answer to the White Paper’s question about who
should be automatically opted in to personal accounts. We also hope that this will prompt further debate
on the need for appropriate support to be given to those groups for whom there is a chance that they could
be eligible for means tested benefits in retirement.

Wewould also like to voice a new concern about some of the analysis being done to investigate the “value”
personal accounts provide to people in diVerent circumstances. The Pensions Commission’s report A new
settlement for the twenty first century noted that employers’ contributions to personal accounts were unlikely
to represent entirely new pay. The likelihood is that, over a period of time, employers will adjust pay
downwards to compensate themselves for the additional cost of employment, so that their 3% contribution
represents pay that would otherwise have been received by the employee. Phasing in the full introduction
of personal accounts (a proposal that we support) will make it easier for this process to occur. However,
some organisations, including the DWP (for example, in Financial incentives to save for retirement, DWP
Research Report No 403), have published reports on the “value” of personal accounts that assume that the
employer contribution is money that the employee would not have access to had they not had the alternative
of opting in to a personal account. This is misleading and exaggerates the value that personal accounts
provide, in particular to the group that we argue (in our attached response) is most vulnerable to the
potential weakness in the proposed new system.

16 January 2007
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ACTUARIAL PROFESSION RESPONSE TO THE WHITE PAPER, SECURITY IN
RETIREMENT—TOWARDS A NEW PENSIONS SYSTEM (CM 6841)

1. Introduction

1.1 The White Paper proposals are intended to address perceived failings in the current design of state
retirement provision, and in particular the diYculty the Pensions Credit has caused to some people of
working age in understanding whether they should save for retirement or not.

1.2 The White Paper suggests that this problem will be solved for someone reaching State Pension Age
(SPA) in 2050 with 40 or 49 years’ contributions. However, this does not help people reaching SPA before
this time, those who do not have a full history of contributions, or those whose pension does not retain its
value in real terms during their retirement. These are potentially huge gaps in what should be a major and
comprehensive reform. We understand that retirement savings are a long term proposition and that some
gaps in provision are inevitable. But it is a gamble to rely so heavily on a system that is only successful
following a consistent level of long term saving that receives reliable real investment returns.

2. Five Tests for Reform

2.1 The White Paper puts forward five tests against which its proposals should be measured. None of
these tests sets out what the Government is trying to achieve by its pension reform. For example, does the
Government see its aim as providing an adequate income for people once they are no longer able to work,
or does it intend to provide a subsistence income for those over a particular age, so that they need not work
if they choose not to? We believe this will make it diYcult to satisfy the fifth test, “sustainability”, since any
consensus reached will be built around managerial issues rather than basic principles.

2.2 It is perhaps a bit late for the Government to open this debate, but it should consider this and build
its conclusions into its subsequent consultations and reports, so that all parties understand what the reforms
are trying to achieve (rather than concentrating entirely on the administrative features of the reforms).

3. Reform to State Pension

3.1 Contributory principle

The actuarial profession agrees with the Government’s decision to retain a contributory test for the basic
state pension (BSP).We believe that the contributory principle strengthens the contractual element between
the individual citizen and Government, and introduces a notion of accrual, which could have the eVect that
future governments would be less inclined to reduce the value of state pensions.

An additional test would require complicated new legislation, with little gain, since it seems possible to
secure a higher level of flat-rate pension sooner under the proposed arrangements. It would also add
complexity to the state system without making a material diVerence to the benefit’s ability to reach those
most in need.

3.2 Flat rate pension

The Government appears to have decided that the most appropriate role for the state is to provide an
adequate level of flat rate state pension, rather than to attempt to provide earnings-related benefits. In that
case, we believe that the current two tier system should be amended over as short a time period as is
reasonable, to provide a single level of benefits.

Having two diVerent flat rate benefits, each with diVerent eligibility rules, accrual rates and uprating rules
just maintains complexity within the system. This places an unnecessary obstacle in the way of people being
able to see easily what their entitlement to state benefit at retirement is likely to be, and consequently to their
ability to plan saving sensibly.

3.3 Eligibility

One diVerence in the eligibility rules between BSP and S2P is that men currently have to have 49 years’
history of National Insurance contribution payments to be eligible for full state second pension, whereas
the proposal is that the full BSP will be payable to people with 30 years’ contributions. Given that home
responsibility protection has been extended so that most people will have full eligibility for BSP without the
reduction to 30 years (DWP research paper) we. wonder what the reduction achieves, in terms of policy. For
example, many high earners will stand to gain from this change, since they are likely to have short
contribution histories due to further education and sabbaticals supported by employers, but we assume that
this was not the Government’s policy intention. The Government has used home responsibility protection
to allocate notional National Insurance contributions on behalf of those with caring responsibilities that the
Government feels it worth supporting; if there are other breaks from paid employment it believes are worth
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encouraging, such as additional training, then these could be supported through similar mechanisms. The
30 year rule seems to us to be a somewhat arbitrary criterion that will not necessarily benefit the most
vulnerable groups.

3.4 Level of pension

The level of the combined BSP and flat rate S2P, once the changes become mature and for those with full
eligibility, will be about £135 per week in real terms. This is not high, but appears to meet the estimates of
several organisations (eg Age Concern) of what is needed to maintain a slightly better than subsistence life
style. We understand that the Government must find a balance between benefit amount and cost. However,
it will be important that the benefitmaintains its relative value in real terms over eachmedium term, to retain
credibility.

3.5 State Pension Age

We support the proposals that the state pension age (SPA) should be increased.However, theWhite Paper
appears to accept a state pension age of 65 (maintained in “real” terms).

The eVect of this is that broadly 2/3rd of adult life will be spent in work compared with about 1/3rd spent
in retirement. Ignoring interest and assuming for the sake of the argument that people’s standard of living
does not fall after SPA, a simple rule of thumb would imply we must defer 1/3rd of our pay to provide for
our retirement—a statistic that will seem fantastic to most people. When SPA was first reduced to 65,
the work/retirement leisure ratio was more like 5:1. The same rule of thumb then implies a saving ratio of
1/6th—half the level the Government is now taking for granted we should make.

Having longer and healthier lives spent in retirement does appear a desirable goal, but not if the eVect is
that the pension provided by the state must be so low that means tested provision becomes a significant part
of people’s retirement incomes.

4. Means Test

4.1 TheWhite Paper estimates that the eVect of theGovernment’s proposals will be to reverse the increase
in the proportion of people eligible for means tested benefits after state pension age, resulting eventually in
a fall from the high percentage (nearly 50% by the DWP’s estimates, but higher according to other
organisations) currently eligible to about 30%. We accept that a certain proportion of people are always
likely to be eligible for means tested benefits but are concerned that the percentage will still be too high. This
matters particularly because many people will only be lifted above the means tested threshold if they accept
the quasi compulsory arrangements underpinning the proposed personal accounts—and are lucky enough
to benefit from the necessary investment growth.

4.2 For these people, the eVect of the personal accounts is to replace a benefit provided out of general
taxation with one that they have had to pay for themselves—so the progressive tax characteristics of current
benefit provision are reduced. For this exchange to be reasonable, those people aVected must have
confidence that they are likely to get real value from their savings. If there is a high probability that people
will become eligible formeans tested benefits in retirement, then the new systemwill suVer the same criticism
as the current arrangements, and nothing will have been achieved by the reforms being proposed.

4.3 The level of state contributory benefit (the BSP plus S2P) is crucial for this. If it is set too low, then
a larger proportion of people will risk having their quasi compulsory savings being taxed at high rates due
to means tested provision, which will undermine the will for many younger people to remain opted in to the
personal accounts. The Government will have to balance this risk against concerns that taxpayers will not
be prepared to bear the cost. However, if the reforms do not result in a reduction in the proportion of people
eligible for means tested benefits then there will have been no saving via reduced eligibility for means tested
benefit and, again, nothing will have been achieved.

4.4 Low paid employees who are already in the workforce, and those who subsequently opt out of
personal accounts and so do not have a full contribution history, will almost certainly continue to be eligible
for pension credit in retirement, if the proposals are introduced as set out in theWhite Paper. Several million
people are likely to fall into this group, so it is not an insignificant risk.

4.5 The employer contribution is one reason why it might be worth low paid groups deciding to remain
opted-in to the personal accounts. However, this contribution will only be achieved at the cost of lower pay
in themedium term, since employers are likely to compensate for their compulsory contribution by adjusting
pay-scales downwards. This makes it even more important that the most vulnerable can be confident that
they will get good value from their decision to defer their pay via the personal accounts.

4.6 The tax payer is also being asked to accept a diVerent balance of inter-generational transfer. An
increasing proportion of retirement provision is expected to be delivered via the private sector, involving
pre-funding and passing the immediate eVects of market risks to individual investors (although taxpayers
are likely to have to pick up the pieces of market failure), rather than the current pay-as-you-go
arrangements.
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5. Personal Accounts

5.1 It is hard to comment on the likely eVect of the personal accounts because there is little information
about how they will be provided. However, we can say something about the proposed level of saving and
the outcomes the automatic opt in and (quasi compulsory) contributions are likely to achieve.

5.2 Assuming people remain opted in to the personal accounts then, once the reforms are mature, those
with full working histories are likely to have adequate savings to lift them above the means tested threshold.
However, there will be cohort eVects, for example if there are market failures so that investment returns fall
dramatically or annuity costs rise. There will also be individual failures, depending on investment choices
made by particular savers. The costs of these are likely to be borne by the taxpayer. Very little consideration
seems to have been given to how people are going to be supported in their investment choice (and in other
decisions). We hope that there will be more information when the further consultation document is
published. However, we note that one of the reasons the personal accounts are so apparently cost eYcient
relative to personal pensions provided by insurance companies, and smaller occupational schemes, is that
no allowance has been made for “compliance costs” that is, the need for the. provider to ensure that it is
appropriate for the individual to direct their savings towards the product, and that the way their
contributions are applied is also suitable.

5.3 The White Paper and the Pensions Commission’s second report devoted several pages to illustrating
why the NPSS or personal accounts could be provided at lower cost than stakeholder or occupational
schemes. Neither appears to have acknowledged that some of the cost of these private sector alternatives
will have to be picked up by the tax payer, so that the real cost of the personal accounts is unlikely to be as
low as is suggested. In this respect the Government has followed the practices of the insurance companies
it implicitly criticises.

5.4 We agree that giving individuals limited investment choices and the ability to opt out of the personal
accounts if they believe that they are unsuitable, given their particular circumstances, are important and
necessary features of the design. However, the diYculty of managing these choices well should not be
underestimated. The limited information contained in the White Paper suggests that the Government will
help advisers and employers to produce generic information that covers these areas. 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.

5.5 Although we have concerns about several aspects of the proposed design, administrative structure
and operation of the NPSS, we will reserve comment until the subsequent consultation document is
published. However, the White Paper asked several specific questions:

Would oVering a choice of branded provider add value to consumers?

— This depends on how “value” in this context is interpreted and measured. An economic argument
would be that the existence of choice would introduce competition into the market and so
encourage providers to attempt to attract savers, for example by demonstrating that they can
provide better “value”.

— However, as has been remarked elsewhere, this introduces marketing costs and possibly also
compliance costs, thus driving down the value of the “value”.

Would a choice of branded provider give individuals greater confidence in the system and greater
ownership of their accounts?

— There is evidence that this is the case. For example, where individuals make a conscious choice to
save in a particular fashion, they appear to make other choices, such as saving at a higher level or
more appropriate investments, that argue they aremore “engaged” with the process. However, the
“choice” could be limited to investment medium, rather than provider, and the same eVect
achieved.

— A variety of gateways to the personal accounts seems desirable only from the point of view of
avoiding a concentration of power amongst a narrow group.

What is the connection between type of choice and cost?

— That will depend on the compliance costs the Government feels it necessary to impose.

On what basis would individuals make a choice of pension provider?

— There are several grounds, including administration costs; choice of investment funds; flexibility
at retirement; quality of literature and advice.

What are the pros and cons of vertically integrated providers, oVering both administration and fund
management?

— We have no preference for integrated or non-integrated provision.

With multiple providers, how could charges be set in a way that encourages competition to thrive?

— Prescribed charges (such as for stakeholder) are always likely to limit competition. However,
making charges as transparent as possible will help people distinguish between diVerent providers.
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Would it be possible to restrict the number of providers to the scheme to provide scale economies and
drive down costs?

— Yes.

In each approach what information would individuals need?

— Regardless of the approach to provision, individuals will need advice about the choice to opt in
and the investment medium for their contributions. These decisions depend on their particular
family, work and financial circumstances and so will be hard to provide on a generic basis.

— They will also need to know how their contributions are being managed, what expenses are
deducted, and what their choices are whilst saving, when they choose to retire or drawdown their
savings, and during the drawdown phase.

— Those able to save more than the minimum will need advice about whether to save more and, if
so, whether to do so via personal accounts or another product.

— If flexibility is available at retirement, then the need for advice will continue throughout the
drawdown phase.

— If there are multiple providers, then people will need information about the firms, where they are
regulations and the charges levied.

5.6 Several of the questions ask about the pros and cons of concentrating personal accounts in the hands
of a relatively small number of providers. We have mentioned the risks of weakening any beneficial eVects
of market forces by restricting the administration of the accounts to a small number of hands. We would
also like to point out the risk that restricting the control of people’s savings to a limited number of
investment managers will concentrate considerable financial power within a narrow group of people.

5.7 The White Paper does not ask any questions about how accumulated funds might be used at
retirement. There is a tendency to concentrate on accumulation phase, but the need for advice at the point
of retirement and consideration of whether access to flexible annuities or drawdown arrangements would
be appropriate must not be ignored. Pensions can be a very rigid form of saving and consequently can act
counter to people’s needs, both in the accumulation and drawdown phase.Wewould be happy to contribute
more information on these design aspects.

6. Standing Pensions Commission

6.1 Pension saving is a long term commitment. Once someone hasmade a contribution to a pension plan,
or once a provider has established a plan, it is not easy to change direction. Because of this we agree that a
permanent Pensions Commission is probably unnecessary. However, we do think it is important that the
Government establishes a process to ensure that regular reviews of the state of retirement provision and
retirement saving are carried out. For such reviews to be eVective, it will be important that reliable and
comprehensive data has been collected regularly, even when reviews are not underway, and it would help
the industry if the Government could facilitate this.

7. Deregulatory Review

7.1 Although there is much regulation that, with hindsight, could be improved, improving it now is not
such an easy task. Some of this regulation exists to protectmembers, and amending it will be diYcult without
undermining some of that protection—a step Government has understandably been very reluctant to take
in the past. Perhaps the Government could use its resources more eVectively by giving more consideration
to the new legislation it is constantly delivering, ensuring that it is simple and straightforward and with no
unintended consequences, rather that tinkering with old regulations. Even where they are imperfect, there
is no guarantee that the replacement will be any better.

7.2 In particular, some in the industry are lobbying for employers to have the right retrospectively to
reduce members’ accrued rights in some respects. We would like to highlight what in our view are significant
potential dangers of any such change. Although we can see the reasoning behind such calls, our view is that
any such changewould have profound implications for trust bymembers in their employers or their schemes
and could carry huge reputational risk for Government and industry alike.

January 2007
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Memorandum submitted by The Resolution Foundation

1. The Resolution Foundation is an independent research and policy organisation, currently focusing on
the financial advice and support needs of people on low to moderate incomes.

Summary

2. This memorandum focuses on the advice needs of this income group in light of the Government’s
proposals to introduce a new system of personal accounts. In summary:

— The introduction of personal accounts oVers an opportunity to significantly improve retirement
income and security for people on low to moderate incomes. However, the new scheme will only
be successful if people understand the options available to them and are able to make the right
decisions. Developing an eVective advice regime is therefore essential to support personal
accounts, as well as the Government’s wider reforms to the pensions system.

— This means going beyond the provision of information to deliver advice that enables people to
understand their pension choices alongside their wider financial decisions and circumstances. The
key to achieving this is to increase access to generic financial advice. This analysis has been
endorsed by this Committee and by the Treasury Committee in previous reports on pension
reform. However, although the White Paper on personal accounts flags up the need to develop an
information strategy, this issue has so far been largely overlooked in the reform process.

— The Resolution Foundation has developed proposals to deliver generic financial advice to people
on low to moderate incomes, the key target group identified by the Government for personal
accounts. We have also published research highlighting the significant benefits this could deliver
in terms of increased retirement income and reduced expenditure on Pension Credit.

— This inquiry provides an important opportunity to place the delivery of generic financial advice at
the heart of the debate about the design of personal accounts, and to link the pension reform and
financial capability agendas with the aim of achieving a step change in the long term financial
health of the nation.

Background

3. Pension decisions are among the most complex and vital financial choices people make during their
lifetime. However, as the Pensions Commission noted, understanding of the pensions system is low and
many people are currently failing to plan adequately for their retirement. The Financial Services Authority’s
survey of financial capability showed that, while 81% of people feel that they will not have enough to live
on in retirement, only 37% of them have made any additional provision for later life13 The Government
estimates that approximately seven million people are currently under-saving for their retirement.14

4. This is particularly true for people on low to moderate incomes, who often face diYcult choices due
to their limited resources and the interaction of their income with means-tested benefits. The Foundation’s
research showed that only 53% of people in this income group are members of an available employer’s
pension scheme, compared to 81% of higher earners. The research also found that only 17% of this group
are members of a personal pension scheme, in comparison to 27% of those on higher incomes.15

5. Personal accounts oVer an opportunity to address this. However, it will be essential to ensure that
people have access to the financial advice they will need to understand their options and make the right
decisions. People on low to moderate incomes currently lack access to this advice. This group’s advice needs
are not met by the financial services industry, which “packages” advice with product sales or provides it via
independent financial advisers at rates they are unlikely to be able to aVord. Their needs are also unlikely to
bemet by voluntary sector services which tend to focus on the poorest andmost vulnerable and on delivering
remedial debt advice.

6. Bridging this “advice gap” is critical to the success of personal accounts and pension reform more
broadly. The goal must be to encourage people to make active, informed decisions by increasing their
knowledge of the pensions system, improving their understanding of the choices available to them and
encouraging them to take action.

7. The boundary between “advice” and “information” is often contested. However, it is clear that
providing information alone will not be suYcient to meet people’s needs. They require advice that is
personalised enough to enable them to understand their pension choices in light of their individual
circumstances. Evidence from elsewhere, such as the work of the Retirement Commission in New Zealand,
underlines the fact that pension issues should be considered within the context of an individual’s wider
financial decision-making.

13 Financial capability in the UK: Establishing a baseline; FSA, March 2006.
14 Security in retirement: Towards a new pensions system; DWP, December 2006.
15 See Closing the advice gap; Resolution Foundation, May 2006—figures based on analysis of the British Household Panel

Survey and FSA baseline survey of financial capability.
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8. The key to this is to increase the supply of generic financial advice—impartial information, advice and
guidance, given in light of people’s personal circumstances, that enables them to understand their financial
needs and take appropriate action as a result. This goes further than providing information but stops short
of making recommendations about specific financial products or providers, which would be subject to the
regulatory regime that applies to advice linked to product sales.

Personal Accounts

9. One of the principles on which personal accounts will be based is the removal of the requirement to
provide the “regulated” advice that must accompany the sale of personal pension products. This will drive
down charges under the scheme, increasing the value of saving for members. The Foundation supports this
approach. However, unless they have access to an alternative source of financial advice, this will exacerbate
the advice gap currently faced by people on low to moderate incomes.

10. The advent of personal accounts will still leave people with a number of important decisions to make
over their pensions lifecycle including:

— In deciding whether to participate in or opt out of personal accounts, they will need to consider
their wider financial circumstances; those with very high levels of debt, for example, may be better
oV opting out, at least in the short term.

— When they first come into contact with the scheme, people will need to choose between diVerent
options, for example in deciding their contribution levels and investment choices. They may also
wish to reassess their options over time; for example if their circumstances change, they reconsider
their retirement aspirations or the system itself changes.

— When they reach retirement age, people will need to make decisions about how to realise their
pensions assets alongside other issues such as their long term care needs. For example, research
has shown that people can achieve an increase in annuity income of 10% or more by shopping
around rather than simply taking the rate oVered by their pension provider (although only 40%
of people currently exercise their option to do this).16

11. A recent report by the Pensions Policy Institute (PPI) underlined this, finding that, for some people,
the decision whether to stay in or opt out of the systemwill be very complex. The report suggests that people
will need to consider a number of factors alongside their income, including their contribution records,
eligibility for benefits and tax regimes in later life. It also showed that those on lower incomes, or with broken
work records, would be less likely to benefit from participating in personal accounts and would have
particularly diYcult decisions tomake. The PPI therefore recommended that generic financial advice should
be provided to enable people to assess the suitability of personal accounts in light of their individual
circumstances.17

12. These choices are yet more complex for key groups who are over-represented among people on low
to moderate incomes such as women and those working for small employers. Alongside personal accounts,
people will also need advice on other issues such as their Basic State Pension and State Second Pension
entitlements, how their existing pensions will be aVected by the move to the new system and the implications
of changes to the State Pension Age.

Delivering Generic Financial Advice

13. The Resolution Foundation recently consulted on proposals to establish a national resource to
deliver generic financial advice, targeted at people on low to moderate incomes. The advice would be
provided by a combination of the telephone, Internet and face-to-face advisers. We believe a new national
organisation should be established to oversee the advice resource, working closely with existing providers
such as citizens advice bureaux, and that funding should be provided by a public-private partnership
between the Government and the financial services industry.18

14. These proposals were strongly supported by a wide range of representative bodies, consumer and
voluntary organisations, financial services companies and others with an interest in the field. The need to
increase the supply of generic financial advice was also strongly endorsed by the Treasury Committee in its
recent report into financial inclusion.19

16 Annuities: Bonus or burden; ABI, 2005.
17 Are personal accounts suitable for all? Pensions Policy Institute, December 2006.
18 See Closing the advice gap: Analysis of consultation responses; Resolution Foundation, December 2006.
19 Financial inclusion: Credit, savings, advice and insurance; Treasury Committee, Twelfth report of Session 2005–06, HC 848-I.
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15. We have also-published research, based on economic modelling undertaken by Deloitte and Touche
LLP, to evaluate the impact of providing generic financial advice.20 This identified significant potential
benefits including:

— An increase in retirement income of up to £1,500 a year among people on low tomoderate 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.

Financial Capability

16. In addition to supporting pension reform, increasing the supply of generic financial advice has an
important role to play in promoting wider financial capability. By providing impartial advice to people on
low tomoderate incomes, it would play a key part in engaging them in their financial decisions, encouraging
them to plan ahead and, as our research has shown, reduce financial stress by enabling them to take
preventative action, before they fall into financial crisis.

17. On 15 January 2007, the Government published a new long term strategy on financial capability.21

This set out the Government’s aspiration to ensure that everyone has access to high quality generic financial
advice. An independent feasibility study, led by Otto Thoresen, Chief Executive of Aegon UK, will be
established to develop plans to implement a “national approach” to delivering this.

18. The timing of the strategy, alongside the parliamentary debate on the Pensions Bill and consultation
on theWhite Paper, presents an important opportunity to link the pensions and financial capability agendas.
The strategy states that:

“. . . the Government recognises the importance of generic advice, especially in this context, to
ensure that people have the information and advice to make informed decisions about personal
accounts and wider retirement planning.”

19. The Foundation believes that the development of a national resource to provide generic financial
advice should be taken forward as a priority, once Otto Thoreson’s feasibility study is complete. This should
be closely co-ordinated with the Government’s plans for providing advice and information on personal
accounts and pensions more broadly, including the specialist advice provided by The Pensions Advisory
Service (TPAS).

Conclusion

20. The need to increase access to generic financial advice to support reform of the pension system was
strongly informed by this Committee in its report on pension reform in July 2006, and by the Treasury
Committee in its report on the design of the National Pension Savings Scheme in May 2006.

21. The Government has acknowledged that high quality information will be needed to support personal
accounts.Ministers have also indicated that generic financial advice is part of their thinking. However, these
issues have so far been largely overlooked in the reform process. The White Paper simply states that the
Government will work closely with the personal accounts Delivery Authority and will develop an evidence-
based information strategy over the next year, in consultation with stakeholders.

22. This inquiry provides an opportunity to place the need for generic financial advice at the heart of the
debate about the design of personal accounts. The goal must be to ensure that people on low to: moderate
incomes are able make the right choices in securing their retirement incomes and wider financial well-being,
and, by linking the pension reform agenda with the development of the financial capability strategy, to
deliver nothing less than a step-change in the financial health of the nation.

January 2007

20 See A national dividend: The economic impact of financial advice; Resolution Foundation, December 2006.
21 See Financial capability: The Government’s long term approach; HM Treasury, January 2007.
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Memorandum submitted by the Investment Management Association

Introduction

1. The IMA welcomes the decision by the Government to opt for a personal accounts system based on
the National Pensions Savings Scheme (NPSS) proposed by the Pensions Commission. Several elements
make this the right approach:

— It provides maximum simplicity for both employees and employers.

— The personal accounts system will have an independent but accountable governance structure
(through the personal accounts Delivery Authority (PADA) and personal accounts Board (the
Board)).

— Through such governance arrangements, the expertise of the private sector can be harnessed in a
competitive fashion throughout the personal accounts system in order to deliver an eYcient, low-
cost long-term savings vehicle for the target market.

2. This submission concentrates on two White Paper questions (governance and the representation of
members’ interests, and annual contribution limits), with short answers to other questions of relevance to
the IMA contained in an Appendix. A technical paper exploring some of the questions discussed here was
submitted at the request of the Department for Work and Pensions last year. A copy is attached for the
Committee’s reference.

Governance in the Interests of Members

Q. How can members’ interests best be represented in the governance of Personal Accounts?

3. 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.

4. At a broader level, governance in the best interests of members will primarily be assured by the
structure of the personal accounts system itself. In this respect, a prerequisite is 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.

5. The IMA fully supports—and has vigorously promoted—the proposition that the latter should be free
to make expert technical decisions without political interference. It is essential, both for the credibility and
operational coherence of personal accounts, to ensure the independence of PADA and the Board. Both
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.

6. At the same time though, there are a number of early decisions that do rely upon “joined-up”
government input. Such decisions could have a substantial impact upon the success (measured in terms of
the eYciency, cost and credibility) of the system.

7. The most significant in terms of the infrastructure and the operational process is contribution
collection. The eVectiveness of the personal accounts system’s reach to the many tens of thousands of small
employers whose employees are a central target will be both critical to its success, and one of the greatest
challenges.

8. The White Paper did not elaborate on collection mechanisms, although implies that collection would
be among the tasks outsourced to the private sector by PADA/the Board.

9. The core problem here is the absence of real-time, electronic payment systems for PAYE/NI
contributions. The existence of such systems, allowing the kind of monthly reconciliation that will underpin
centralised collection in the forthcoming Kiwisaver system in New Zealand, would largely eliminate the
debate over how to structure a clearing house. It would be an obvious decision to run and undertake
verification/compliance functions on personal accounts collection through HMRC. It would also make
auto-enrolment easier as employee movements could be tracked more eVectively.

10. Despite the impediments to using the current PAYE/NI mechanisms, reinventing the concept of a
central collection agency appears to us undesirable. To introduce new systems for monthly reconciled
personal accounts collection across those sectors of the economy where paper-based activity is still
widespread (ie SMEs and micro-employers) seems to beg the question as to why these would not simply be
introduced across the board for all statutory payments (ie personal accounts, National Insurance and
income tax). This would also facilitate other areas of welfare policy—eg child support and tax credits—
where the absence of up-to-date salary information is an impediment to eYcient operation.

11. In our view therefore, the involvement of HMRC should not be ruled out at this point, even though
it may be a longer-term ambition than full introduction in 2012. In any event, we assume that some HMRC
role will be necessary in the compliance regime for contributing employers.
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12. However, the clearing house structure is established, the issue of how to interface with the massive
base of contributing employers needs to be addressed early. The IMAhas suggested that appropriate payroll
software for SMEs should be made available at subsidised levels, or even free of charge. This is clearly
something that falls back into the Government’s court.

13. There are also other, less obvious, areas where Government decisions early on could help (or hinder)
the personal accounts system. One example, related to tax, can be found in the way in which the personal
account investment funds themselves are structured. Facilitating gross roll-up of investment income within
a mutual fund structure oVers both tax eYciency and the strong degree of investor protection that the IMA
believes is essential to reassure scheme participants. This is explored in more detail in the attached
technical paper.

14. A further example is the way in which the tax rebate on the 4% individual personal account
contributions is structured.Having employers pay individual contributions gross, with adjustments through
the individual’s tax schedule, can facilitate immediate investment and reduce administrative complexity. In
tandem with other measures, such as annual contribution caps expressed in weekly or monthly terms, this
could help to lighten the burden on account administrators (see attached technical paper for a wider
discussion on the “thick” vs “thin” administration function).

Contribution Limits

Q. Should the annual contribution limit be set higher than £5,000? If so, at what level?

15. The issue of annual contribution limits arises in the context of the broader discussion about how to
ring-fence the personal accounts system from the wider long-term savings market. The other key area is
transfers in and out of personal accounts, the proposed restriction of which is a welcome proposal of the
White Paper.

16. Ring-fencing the personal accounts systemwould help to protect good existing pension provision and
also help to avoid developing a system that could eventually develop a dominant position in the long-term
savings market. Not only is such a development contrary to the stated aims of the Government’s
intervention in this market, but could also leave it open to potentially awkward competition and regulatory
questions.

Chart 1

PENSION INCOME AS A PERCENTAGE OF EARNINGS FOR THE MEDIAN EARNER
(REPRODUCED FROM THE PENSIONS COMMISSION’S SECOND REPORT, P 19
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17. With respect to annual contribution limits, the Pensions Commission’s suggestion of £3,000 (or 16%
ofmedian earnings) was developed in the context of a broader calculation about what amedian earner could
expect as a specific replacement rate. The Pensions Commission modeling suggested that in combination
with a reformed state pension, the median earner could expect a retirement income equivalent to 60–66%
of earnings if s/he contributed double the default contribution rate annually. See Chart 1.
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18. In contrast, the Government’s proposed limit of £5,000 per annum does not seem grounded in any
specific assumptions about the replacement rate beyond the need to be more certain that the median earner
could reach the desired two thirds of earnings replacement rate. However, over a 40 year period, an annual
investment of £5,000 could realistically deliver a pension pot of around £400,000 in today’s money.22 This
is substantially beyond the size of pot that might be anticipated given the stated aim of the scheme, and
would push the overall replacement rate for the median earner well past anything currently usual, even in
good occupational provision.

19. Given the Government’s ambition to allow the personal accounts system to run on an information/
generic advice basis, there is also an issue about how appropriate it is to allow individuals to invest so much
in their accounts on an annual basis without professional advice, rather than, for example, making extra
payments on a mortgage or saving in non-pension vehicles. Even if tax relief applies to additional
contributions, there is not the one for one matching of individual contributions via a combination of
employer contributions and tax relief that makes it possible to operate the auto-enrolment/“opt-out”
process without formal advice.

20. In such a context, the question in the consultation as to whether the limit of £5,000 should be set
higher should also consider whether it should be lower at £3,000. There is no reason why the Government’s
desire for some flexibility in contribution levels could not to be accommodated through a facility to later
top-up to the maximum level for years in which total contributions have fallen below this.

21. Additional voluntary saving can take place outside personal accounts, in the wide range of other
existing savings vehicles, from national savings accounts to investment funds. Indeed, vehicles that do not
lock money away for several decades may be very attractive as an additional savings option for those who
do not perhaps have a high level of precautionary resources. Existing data suggests that there will be many
within the target market who fall into this category.

Restricting additional contributions to periods in which auto-enrolment contributions are made

22. Whatever the decision about the precise level for the annual contribution, additional voluntary
contributions (AVCs) from employees to their personal accounts should not be allowed when the statutory
minimum 8% is not also being contributed to the same account (ie employer pension contributions are being
made into other vehicles).

23. Given that much of the population will end up with a personal account at some point during their
lifetime, the facility to pay AVCs into a personal account could be used by individuals beyond the target
market. For example, if someone worked for a year aged 21 for an employer who used the national personal
account system, but subsequently went on to a highly-paid job in a firm with excellent occupational pension
facilities, a financial adviser might well suggest still putting £3,000 or £5,000 a year into their low cost
personal account. Not only could this damage the existing long-term savings market but it would also be
counter to the aim ofGovernment policy, by turning personal accounts into a favourable investment vehicle
for well-oV investors rather than the stated aim of providing a low cost vehicle for those without access to
other forms of long term saving.

APPENDIX

SHORT ANSWERS TO FURTHER QUESTIONS

With regard to the Target Group for Personal Accounts

Q. 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

There are two key issues here—investment risk and the interaction with state benefits:

Investment risk

With respect to investment risk, we assume that the default fund will have some form of lifestyling. This
would mean that over the final 10 years (say for those age 55 in 2012), participants should have a higher
exposure than they would earlier have done to assets (ie government bonds) which historically tend to show
a lower standard deviation for the given period. Using this kind of approach, there is little reason to see—
in isolation from the benefits system (see below)—why employees would not benefit from being enrolled into
personal accounts, particularly given the matching arising from tax relief and the employer contribution.

It is important to note, however, that the issue of investment risk primarily relates to being an enforced
seller (ie being obliged to liquidate a fund on a given date in order to purchase an annuity). Should other
forms of drawing the pension income be available, it might be possible/desirable to choose a diVerent asset
mix, with a greater proportion of higher risk assets.

22 This assumed a real rate of return of 3.5%, with charges of 0.4%.
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State benefits

The real challenge for those in their 50s is the extent to which they may find that, even with employer and
Government matching, their contributions to the personal accounts system are insuYcient to lift them clear
of means testing. The means testing calculation in the opt-in/out decision is far more salient for those in this
age group than younger cohorts for two reasons: firstly (and obviously), the personal accounts pension pot
will be smaller (assuming little retirement saving elsewhere, this will not buy a substantial annuity); second,
there is more certainty regarding both future personal financial circumstances and the shape of the state
benefits system.

Given the probable absence of formal advice in the personal accounts system, it may therefore protect
both individual andGovernment not to auto-enrol a defined cohort. However, this decision should be taken
only when it is clear what the detailed relevant provisions of the benefits system are at the time. Given the
likely commutation provisions for small pots, no income will be being received from the personal accounts
system for perhaps 10 years from now, and it is probably too soon to say with certainty how the benefits
system at that time will interact with them.

The Appropriate Method of Charging Members for Personal Accounts

Q. What overall charge structure is most appropriate?

This should be left to the Delivery Authority to decide. There are broadly speaking twomain 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 eVectively 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 oV. 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.

Q. Howmuch flexibility should the personal accounts Delivery Authority or the personal accounts Board have
in deciding the charging structure?

Charges are a matter for the Delivery Authority and the Board, not the Government.

Q. Are there particular circumstances or activities where it is appropriate to make an additional charge?

To avoid cross-subsidies from the personal account default and branded funds, it is likely that the Board
would wish to levy an additional charge for access to third party branded funds. It may also wish to
discourage excessive fund switches by charging beyond a certain number of “free switches” per year.

January 2007

Memorandum submitted by Virgin Money

Executive Summary

1. In this submission, VirginMoney has responded to a number of the questions raised in theDepartment
for Work and Pensions White Paper “Personal Accounts: a new way to save” and commented on the
proposals in that paper. The following paragraphs are grouped according to the chapters contained in the
white paper.

2. Virgin Money believes that the Government should adopt the provider choice model for personal
accounts. This will allow for a seamless and inexpensive transition from current pension provision. and
simplify choices for consumers. We do not believe that the Government has adequately examined the
consequences of introducing the NPSS on the current pensions industry and for consumers.
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Chapter 1—Individuals and Automatic Enrolment

3. Virgin Money has long been calling for auto-enrolment into and compulsory employer contributions
to employees’ pensions and we believe that these proposals go a long way to encouraging individuals to save
for their retirement.

4. We believe that all employees should be enrolled into personal accounts, including those who are
approaching State Pension Age. Information should be provided to all employees explaining their right to
opt out. This should include specific advice to those approaching State Pension Age.

5. We agree that three years is the right period for repeat automatic enrolment and that it is important
that automatic enrolment also occurs when an employee begins a new job. We do not believe that this will
have a significant impact on either employees or employers. If the former wish to opt out, they will continue
to be able to do so.

Chapter 2—Choosing the Personal Accounts Model and Chapter 3—Delivering Personal

Accounts

6. We believe that personal accounts should provide a suitable pensions scheme for most savers.
However, we do believe that there are a number of advantages with the provider choice model that have
been overlooked by the Pensions Commission and the Government. Both New Zealand and Sweden are in
the process of introducing compulsory or auto-enrolled pensions systems with individual accounts, similar
in aim and purpose to the proposed NPSS. The provider choice option has been chosen in both countries.

7. In both Sweden and New Zealand the decision to oVer consumers a range of providers for their
personal accounts is driven by an understanding that savers are not a uniform group and in fact have hugely
varied financial circumstances and saving habits. They considered a one size fits all solution inappropriate.
When announcingNew Zealand’s default providers the FinanceMinister expressed his desire to give people
choices over their financial futures and acknowledged that savers needs change over time by allowing scheme
members to switch between each of the six default providers.

8. In the UK, there is already a relatively low cost pension available to all savers—the Stakeholder
pension. It is portable and easy to understand, with lower charges than other personal pensions. The
stakeholder pension is oVered by several financial services brands.

9. Virgin Money believes that the Government could avoid the risk and cost of establishing a complex
new system by adopting the provider choicemodel. Instead of removing trusted brands from themainstream
pensions market, the provider choice model would give many consumers confidence to invest for their
future.

10. Whilst many consumers might not wish to exercise a choice, the Government should encourage them
to do so in order that they gain a better understanding of their options and long term financial situation and
take more personal responsibility for their retirement planning.

11. In New Zealand, balanced funds are oVered with AMCs of as little as 0.35%—lower than the initial
0.5% rate the White Paper suggests the NPSS will have to charge. We are confident that, with the provider
choice model, charges could reduce from current levels in the UK as approved suppliers would have to
compete on price in order to oVer their products to savers.

Chapter 4—Charges and Financing

12. VirginMoney believes that an annual management charge is the most appropriate charging structure
for personal accounts—it is easy for consumers to understand and oVers providers an incentive to gain the
best possible performance for funds under their management.

13. 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 oVered, 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.

Chapter 7—Personal Accounts and Existing Pension Provision

14. We are concerned with a number of aspects regarding the introduction of personal accounts, as set
out in the White Paper. The implications for current Stakeholder and other Personal Pensions are unclear
and do not seem to have been adequately considered. As savers will not be able to transfer their current
pensions into the NPSS, those on moderate incomes currently saving into adequate Personal Pensions will
find themselves in a confusing situation. Unwilling in the large part to save into two long term investment
vehicles of this sort, we envisage that these savers will only save in the NPSS. We do not see that there will
be a large number of savers contributing the full £10,000 in the first year of the NPSS, especially before the
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performance of the default fund can be assessed. Rather, we expect those who currently have a Personal
Pension to continue with this until the introduction of the NPSS and those that do not currently save to wait
until the new system is introduced.

15. We believe that the best system would be for employees to be free to choose the level of contribution
that they made into the scheme, with the default level set at a minimum of 4% for those that do not make
a choice. Regular financial updates would give employees a clear idea of the level of their pension fund and
what they might need to save in the future to fund their retirement.

APPENDIX

BACKGROUND INFORMATION ON VIRGIN MONEY

1. Virgin first launched into financial services in 1995 (as Virgin Direct) and now oVers a variety of
financial services products, including credit cards, general insurance, personal loans, savings and
stakeholder pensions.

2. In 1996 we launched the Virgin Personal Pension with a simple charging structure that challenged the
established pensions industry. Our Pensions Pack won the top award from the Plain Language Commission
in 1997.

3. In 1998 we, along with our customers, lobbied Government and Parliament for a “kitemark” system
for financial services products in order to easily identify high standards andmake good-value products easy
for consumers to understand. We were delighted when the CAT standard was launched following our
campaign. In May 2000, we launched our Group Personal Pension Plan, which was the blueprint for the
launch of the Stakeholder Pension the following year. At the time of the launch of the stakeholder scheme
in April 2001, Virgin was the only pensions provider able to convert its existing product into a Stakeholder
Pension as it already met all the required standards.

4. In April 2000 we were named “Best direct ISA and pension provider” by Your Money Direct. In June
2001 we won the “Best Pension” and “Best Customer Service” awards at the Guardian Consumer Finance
Awards. In July 2002 we won the “Best Pension Provider” award at both the Guardian and Your Money
Awards. In 2005 we won the AXA/Financial Times PensionsManifesto Challenge with a submission on the
future of state and personal pension provision. Most recently, in September 2006 Virgin Money was
awarded Money Management magazine’s 2006 Five Star Award for pension performance on regular
contributions. The award is given for achieving above average performance combined with reasonable
charges.

5. Virgin Money now has a total of over one and a half million customers, including approximately
56,000 who hold a stakeholder pension. We supply approximately 2,600 group personal pension schemes,
which have an average of 15 members. Our charges have consistently been among the lowest in the
marketplace. We believe that a pension conforming to the Stakeholder criteria oVers consumers the best
value for money and we do not oVer another, non-Stakeholder compliant, pension. We are the largest
provider in the market only to provide a Stakeholder product.

January 2007

Memorandum by Age Concern

1. Introduction

1.1 Age Concern England (the National Council on Ageing) brings together Age Concern organisations
working at a local level and 100 national bodies, including charities, professional bodies and
representational groups with an interest in older people and ageing issues. Through our national
information line, which receives 225,000 telephone and postal enquiries a year, and the information services
oVered by local Age Concern organisations, we are in day to day contact with older people and their
concerns.

1.2 We welcome the opportunity to comment to the Select Committee following the publication of the
White Paper “Personal Accounts: a new way to save”. This response refers to findings from a survey of
women and pensions which we carried out between August and October 2006. Over 600 women responded
to an invitation to complete the survey—mainly via the Internet.

2. Overview

2.2 Age Concern supports proposals for personal accounts and the approach set out in the White Paper.
Many low and modest earners without access to a good occupational scheme are likely to benefit and we
found a positive response from the womenwho completed our survey. Those under the age of 60 were asked
about personal accounts and three-quarters who responded agreed that they sounded like a good idea.
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Excluding those who said they would not join because they were already paying into a private pension
around six out of 10 of all under the age of 60 and seven out of 10 of those under 45 said they would stay
in the scheme because it would help them save.

2.3 However, personal accounts will not be suitable for everyone at all times so it is essential that an
information and advice strategy accompanies the development of the scheme. It is also important that there
is an adequate state pension as a platform for saving.We support the state pension reforms currently before
Parliament but believe there is still more to be done to reduce means-testing in retirement. Otherwise many
people may be deterred from saving or reach retirement feeling they are little better oV from having saved.

3. Automatic Enrolment

3.1 We have long supported the concept of automatic enrolment which in our view provides the right
balance between encouraging and forcing saving. We believe that it is right that the system will apply to all
people aged 22 to state pension age but support the Government’s proposal to allow people outside these
ages to opt in and receive an employer contribution.

3.2 People approaching retirement should not be exempt from auto-enrolment—they run the risk of
eVectively losing pay, in the form of employer contributions and tax relief. Although the amounts may be
small there will be other cases in which very small sums may be accrued (eg somebody joining for a brief
period and then moving out into unemployment or self-employment) and we see no justification for not
enrolling purely on grounds of age. However, people will need appropriate information and advice to make
informed decisions about remaining in the scheme.

3.3 We understand why the Government proposes a minimum earnings level of £5,000 for auto-
enrolment as saving will not be feasible or worthwhile formanywith very low earnings. However, those with
lower earnings, particularly those earning more than the lower earnings limit, should have the option to join
with an employer contribution. This could for example, enable a woman who is combining low paid part-
time work with raising a family, to build up her own independent pension provision rather than relying
solely on her partner’s pension. There will also be people, usually women, who earn more than £5,000
through two or more part-time jobs but will not reach £5,000 threshold in any one job.

4. The Personal Accounts Model

4.1 Age Concern is very pleased that the Government is proposing a model in line with the Pensions
Commission’s National Pensions Saving Scheme. We believe this is likely to be the easiest to understand
and most cost eVective scheme for individuals.

4.2 We are unclear how the three-tiered approach to fund choice will work and whether a wider range of
branded funds can be includedwithout adding to costs and complexity. There is a risk that consumer choices
may be distorted by brand awareness, outweighing more rational decisions about asset allocation and
making the task of providing information and advice more diYcult. We also question how branded funds
would be selected for personal accounts, and how companies would market them, incurring extra costs. We
agree that some “ethical” choices should be available—although, since every individual has diVerent ethical
concerns, it will be diYcult to find a fund, or funds, to meet all these concerns.

4.3 We believe that the delivery authority should have flexibility in deciding charge structures. However,
an earlier decision that needs debating is the extent of cross-subsidy to be permitted between personal
account-holders. For example, a flat fee would bear down disproportionately on the lower-paid. There are
also questions about whether diVerent charges should apply to any wider fund “menu” of ethical and
branded funds, to avoid cross-subsidy.

5. Governance

5.1 We are pleased that the need for member representation is highlighted. We accept the need for
flexibility, but it is important that consumer input should be given statutory backing on the face of the
Pensions Bill, that it is embedded in the processes of the delivery authority from its outset, and that it is
independent and properly funded. Although the National Pensions Day and our own “listening events”
show that it is possible to engage the public, there will be a large amount of detailed decision-making that
must also incorporate the consumer viewpoint, and in particular any bodies towhich functions are delegated
should also be required to take consumer needs into account.

5.2 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.
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6. Information and Advice

6.1 Our women and pensions survey found lack of appropriate information and advice was an important
barrier to building up a pension. The White Paper refers to the delivery authority designing and developing
information andmarketing strategies. This is welcome although decisions about personal accounts are only
one aspect of financial planning, and the need to increase pension saving should not dominate the financial
capability agenda. 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.

6.2 People will need information and advice around whether to stay in the scheme, to regularly review
their finances, and on how to access savings at retirement. Good general leaflets and web-based information
is important but many will need information specifically tailored to their needs by telephone or on a face-
to-face basis. We strongly welcome the Government’s announcement that a task force is being set up to
research and design a national generic advice. We would expect that such a scheme will require some central
Government funding but believe such spending is justified by the potential savings from individuals making
better financial decisions.

6.3 Any strategy on information and advice needs to take into account the interaction between saving
andmeans-tested benefits. While the majority of people will be better oV from saving, some will receive little
or no return, and it is generally diYcult to say with any certainty what return any individual will get. The
ability to save enough to have an income well in excess of benefits is aVected by factors including: changes
in earnings and employment; changes in family circumstances; investment returns; and the tax and benefit
rules at the time of retirement. At present diVerent messages are given out. Age Concern would like to see
Government, industry, and consumer organisations working together to agree an overall approach to
providing information about potential risks and benefits of saving in the context of means-tested benefits.

7. Accessing Pension Savings

7.1 Accessing savings on retirement is important but many people have little understanding of how this
works. Particularly in the early years some will have only small levels of savings in a personal account. This
may be their only source of private pension or they may have other provision. Three areas that need to be
considered are:

— Trivial commutation: the amount of pension taken as a lump sum (£15,000 from April 2006)
should be kept under review with the introduction of personal accounts.

— Interaction with means-tested benefits: concerns about people with small savings losing benefit
could be addressed though increasing the amount of savings disregarded or specifically
disregarding a lump sum from trivial commutation (as is the case with a lump sum from deferred
state pension).

— Minimum pension: If someone has, for example, just a few hundred pounds in a personal account
it may be easier to pay this as a lump sum even if someone’s overall savings are higher than the
trivial commutation limit because they have build up provision elsewhere.

8. Waiting Periods

8.1 We support the Government’s view that there should be no waiting period for personal accounts. 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.

8.2 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 contributionsmore than
the minimum should be able to operate a waiting period. Age Concern agrees that employers should be
encouraged to maintain good schemes but employees in the target group should not be disadvantaged by
being forced to forgo the employer’s contribution and their opportunity to save during a waiting period. If
it is felt a short waiting period is essential this could be addressed, for example, through back-dated
contributions after the waiting period or automatic enrolment into personal accounts during the period.
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9. Saving Options before 2012

9.1 We agree that it is important to encourage saving between now and the introduction of the new
scheme in 2012.Wewould like to see more done to promote existing schemes to employees and to encourage
employers to oVer and maintain provision.

9.2 Those who are not currently saving and do not have access to an employer scheme need to be aware
of their options especially given the proposal not to allow transfers between personal accounts and other
pension products. For example saving in an ISAmay be an appropriate short-term option. TheWhite Paper
proposes that contributions of up to £10,000 will be allowed in the first year but we believe this may be too
low as it is only twice the proposed annual limit. Someone who starts saving for retirement now may well
build up more than this by 2012.

10. Existing Pension Provision

10.1 We support the need to protect existing high-quality pension provision. However, Government and
regulators cannot take their eye oV the ball in the exempt market—protecting existing provision by capping
personal account contributions and not allowing transfers also brings with it the need to ensure that
standards are in fact high. In particular, 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 schemewith higher contributions than a personal
account may be outweighed by higher charges.

January 2007

Memorandum submitted by the Federation of Small Businesses

RESPONSE TO SELECT COMMITTEE ENQUIRY INTO “PERSONAL ACCOUNTS:
A NEW WAY TO SAVE” FROM THE FEDERATION OF SMALL BUSINESSES

Employers and Private Pension Reform

Administrative burdens

1. The administrative impact on small employers cannot be emphasised enough. DWP figures show that
the cost of enrolling an employer into personal accounts will be approximately £10 per employers. The FSB
believes that this is a significant underestimation which raises concern regarding the integrity of the analysis.
Calculating the cost of enrolling one employee in isolation completely misses the point.

2. The most significant burden for a small employer will be the time needed to learn about personal
accounts and how it will impact on his or her business specifically. Once that has been established enrolment
is likely to be relatively straightforward as it involves much of the same data as the employer already has
for tax and National Insurance purposes. We therefore feel strongly that to minimise duplication and to
make the administrative burden as simple as possible that PAYE is the vehicle used for collection.

Financial impacts

3. It must be acknowledged, and the FSBwill continue to emphasise this point, that the majority of small
businesses operate on very tight margins. What might seem to be a relatively small sum of money can have
a significant eVect on a business’ performance, as employers are coming under ever increasing pressures, not
only from pensions, but also from other sources, resulting in any profit margins being continually squeezed.
For many small businesses, the trade oV will be pensions contributions versus investments in the business.
This is clearly detrimental for the economy in the long run.

4. While we accept the political reality of compulsion, we still do not support compulsory employer
contributions. However, given the current debate our main focus is now to ensure that the implementation
is as simple as possible, both on the non-financial and financial side.

5. Although we welcome the phasing in of contributions in personal accounts, we do not think it goes far
enough to counterbalance the negative financial impact that compulsory contributions will have on small
employers. It is crucial that small employers are given some form of financial assistance to overcome the
initial financial diYculties they will face.
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Age and earnings threshold

6. We strongly support the age and earnings threshold, we are disappointed about the proposal that all
employees should be enrolled on Day 1 of employment. This will create a significant administrative burden
on all businesses employing large numbers of casual staV, for example in agriculture, hotel and retail.

7. The FSB strongly believes that there should be a waiting period of at least six months before an
employee is auto-enrolled. Theremust 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.

Exempt schemes

8. Although the majority of small businesses do not operate occupational pensions schemes, a significant
minority still do. These have to a large extent been set up as employee benefits and must continue to be
regarded as such. The FSB agrees with the criteria outlined in the White Paper, although auto-enrolment
of all employees will add a significant cost to employers with relatively generous schemes.

Compliance

9. The FSB fully supports a light-touch compliance regime, combined with significant penalties for those
employers that do not comply. The vast majority of employers, irrespective of size, will and are doing all
they can to be responsible employers. The FSB would not want to see these businesses undercut by rogue
businesses that benefit financially from behaving in a fraudulent or non-compliant manner.

10. Employee choice also needs to be respected and employees who choose to stay in personal accounts
should not suVer for doing so compared to employees who opt out. However, it needs to be recognised that
in a small business the relationship between employees and employer may be less formal than in a large
organisation, which could result in a less rigid structure of employee benefits. This may lead to more
employees choosing to opt out—this must not be regarded as a non-compliance issue.

Individuals and Automatic Enrolment

11. The FSB fully supports auto-enrolment as we believe that this is the best way to overcome savings
inertia. However, it must be remembered that the responsibility for retirement savings should lie with the
individual, not the employer. The FSB strongly believes that this is a fundamental building block for the
reforms and we are disappointed that this has not been highlighted to a greater extent in DWP’s proposals.

12. The DWP proposals discuss the importance of employers at length. While we do not disagree that
employers play a role in the provision of access to pensions, we firmly believe that the financial contributions
should rest with the individual. Employers should be encouraged to contribute according to aVordability,
but not compelled. As can be seen in the research carried out by DWP, small employers are most likely to
oppose compulsory contribution on the basis of cost and there is a valid reason for doing so.

Choosing the Personal Accounts Model

13. The FSB has always supported the model which requires minimum employer involvement, and we
welcome the decision by the Government to avoid the more complex models proposed by the pensions
industry. While large organisations are likely to have pensions experts in-house, for small businesses this is
not the case and any additional choices would have to be made by the business owner, thus creating an
additional burden for which they do not have the expertise, and stifles the business growth by diverting
attention away from running the business.

Investment and Accessing Savings

14. On the issue of choice we firmly believe that in order tominimise burdens on employers, we agree that
they should not be required to make any choice regarding investment funds for their employees. Most small
employers do not feel that they have enough expertise tomake such an important decision on behalf of their
employees, and it could also create a situation in the future where employees may hold previous employers
responsible for choosing badly performing pensions funds.

15. While we do not have a strong opinion about employee choice it is crucial that if an employee does
want further information about investment choices the employer should not be responsible for providing
this. We support the default fund option as this will reduce inertia based on “too much choice”. It is
important that the default fund is simple to understand, communicated eVectively by Government, and
produces a good return. For many people in the target group choice will not necessarily be something they
want or value, so we would encourage the delivery authority to keep the choices limited.
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16. As the return on investments are dependent on the performance on a number of sometimes relatively
unpredictable factors, savers must be made aware that their final pension cannot be guaranteed. All
investments carry a risk, it is crucial that this is properly communicated and understood.

Conclusion

17. On the whole the FSB supports the idea behind personal accounts as it provides a low-cost, portable
savings vehicle. However, our main concern regarding aVordability remains. While we recognise that
employer contributions will become compulsory we remain concerned that the Government and other
analysts have seriously underestimated the impact on small employers in terms of aVordability, resources,
and administrative burdens.

Additional Comments

18. We are also disappointed that theGovernment has lacked the courage to tackle public sector pensions
in tandem with the wider work on pensions reform. It is unreasonable to expect businesses in the private
sector to continue to fund the generous public sector schemes, while at the same time facing increased
financial burdens for themselves and their own staV. For any reform to get buy-in from the private sector,
this discrepancy needs to be tackled.

January 2007

Memorandum submitted by Which?

1. Which? campaigns for all consumers. With around 700,000 members in the UK, we are the largest
consumer organisation in Europe. Entirely independent of Government and industry, we are funded
through sales of our consumer magazines and books.

2. Summary of Which? Response to Pensions White Paper

Which? welcomes the White Paper “Personal Accounts: a new way to save”:

— Cost—we see the 0.3% target charge as a radical step towards greater pensions savings and
advocate an annual management charging structure.

— Value for money—we believe a Turner-style system of personal accounts as chosen by the
Government, delivers the best value for money to the consumer and makes competition work for
the consumer.

— Choice—we welcome a manageable choice of funds as recommended in the White Paper but
remain concerned about the lack of detail concerning the delivery of branded fund choice—
without appropriate regulation there could be inappropriate selling.

— Simplicity—we are pleased a simple system of personal accounts with simple methods of
contribution collection, simple systems of communication, and simple advice processes has been
decided upon.

— Generic advice—we are calling for a robust system of generic advice to ensure suitability issues are
resolved, and for it to be joined up to the Treasury’s Financial Capability Strategy.

— Administration—we consider a central clearing house for contribution collections, record keeping
and administration to be appropriate.

— Governance—consumer representation must be mandatory on the Delivery Authority Board and
a consumer committee must be established. We are calling for this to be on the face of the
Pensions Bill.

— Consumer protection—we are calling for the rule known as RU64 to remain and a sustainable and
eVective personal accounts structure to guard against anymis-selling of personal pension products
between now and 2012.

— Decumulation—we welcome the intention that personal accounts will be subject to the same
decumulation rules as other pension schemes.We see an important role for the Delivery Authority
in acting as an intelligent purchaser to provide the best outcome for consumers in this area.

— Transfers in and out—we believe the Government needs to give more consideration as to how
personal accounts will fit alongside existing stakeholder and personal pension schemes.

— Saving between now and 2012—we believe there should be a form of advanced savings vehicle to
allow people to save now and transfer in to their personal account in 2012.
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— Means-testing—forWhich? 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.

— Levelling down—We support the proposals to enhance public understanding of the value of
occupational schemes.

Consultation Response

3. Response to Work and Pensions Select Committee Inquiry

Which? welcomes theWhite Paper, “Personal Accounts: a new way to save”, and we see it as an important
step forward in the creation of a long-term solution to under saving for pensions. We are pleased that the
White Paper has endorsed in broad terms the proposals of the Pension Commission for an NPSS style of
personal accounts. The NPSS style model rather than the branded provider model has been judged as more
likely to deliver the key objectives of a fair and sustainable system and we endorse that view. In our
submission to the Pensions White Paper of May 2006 (see appendix A) we indicated why the consumer
benefited from the NPSS style model.

4. It is clear that the proposedDelivery Authority will have considerable influence over the final structure
of the personal accounts system. We are keen to ensure that there is no movement away by the Delivery
Authority from the principles that are at the heart of the White Paper thinking. Between now and 2012 we
see this as a challenge. It is to be anticipated that those who oppose personal accounts as described by the
White Paper may attempt to unpick the consensus that has been developed around them.

5. Which? established prior to the White Paper a series of criteria to test the structure and systems of a
National savings system and we evaluate the White Paper proposals in that context.

6. Cost

TheWhich? target was for a low cost annual management charge similar to that suggested by the Pension
Commission ie 0.3%. TheWhite Paper recognises that a radical reduction can be achieved in pension charges
and while the 0.3% figure may not be achieved immediately it is the longer term objective.We see this as key
as the impact of charges on the final pension pot is a major factor in the return that an individual will receive.
We can accept that initial charges may be above the 0.3% target but the importance of low charges must be
central to thinking. This is on the basis that a consumers’ pension fund could be around 25% larger if the
annual management charge is 0.3%, rather than 1.3%.

7. One unresolved question relating to cost and charges is the appropriate method of charging members
for personal accounts. There are a series of possible options in the White Paper;

— An annualmanagement charge levied as a proportion of an individual’s funds under management.

— A proportion of each contribution made by participants.

— A joining fee on entry to the scheme.

— A flat fee charged on a regular basis and continuing as long as an individual is a member of the
scheme.

8. We view these options in a manner that reflects our original principles. That leads us to believe that
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. We will be considering the issue of how the
AMC is set andwhether there are any particular circumstances or activities forwhich itmight be appropriate
to make an additional charge as part of our response to the White Paper.

9. Value for Money

Value for money for the consumer is created by a mixture of low cost administration and eVective
investment return from the financial services market. It was for that reason thatWhich? rejected the concept
that the retail financial services industry would provide this benefit but we believe rather that the financial
services investment sector is the real engine to deliver return to the consumer. Competition at fund
investment level is where we see the returns for the consumer being maximised and not via competition at
the retail level. At the retail level we see the retail market bringing extra marketing, distribution and
regulatory costs, not extra consumer benefits. The White Paper appears to reflect that in the thinking
contained within it.
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10. Choice

Which? has argued that consumers would be confused by unlimited choice and rather what is needed is
managed choice with a limited number of funds. The current experience from Sweden23 suggests that the
default fund option is likely to be the most attractive option for consumers, but we recognise that consumers
may want more fund choice and to make this understandable we would expect to see risk ratings as the core
to their description. 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 light touch regulatory regime can exist, that
might not be appropriate for the retail market if it is vying with these core choices. It is also unclear how,
as stated in the White Paper, the inclusion of extra fund choice could “provide competitive pressure on the
main investment funds”.

11. Simplicity

In our submission to the last White Paper we indicated the need for a simple system was crucial. Simple
methods of contribution collection, simple systems of communication, and simple advice processes. This
appears to be a consensual position. Auto enrolment with a compulsory employer contribution of 3%
appears to be accepted as an appropriate way to proceed and with the employer role limited to passing on
contributions, and not part of fund or brand choice, we see the administrative burden on employers as being
contained.

12. Generic Advice

The success of the personal accounts will require good communication systems with both employers and
employees and at the heart of that there will also need to be good advice systems. Which? believes that
through the creation of a generic advice service it will be possible to advise members about suitability issues
at the point of joining but also ongoing issues relating to their individual needs. The beauty of a simple
universal scheme of personal accounts is that the scope of member queries can largely be pre-determined,
thus allowing for internet and printed solutions for most personal issues. In addition there will need to be
individual advice arrangements on a one to one basis, probably through a telephone advice line. It would
be helpful for the discussions in this area to be tied into the Treasury consultation on a 10 year financial
capability strategy. There will inevitably be some cross over between the two.

13. Administration

The White Paper envisages a central clearing house for contribution collections, record keeping and
administration. We consider this to be appropriate.

14. Governance

Which? believes that the success of the personal accounts scheme will be founded on consumer trust and
confidence. 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.

15. We are encouraged that the White Paper is clear that the organisation to deliver personal accounts
will be independent of Government and run in the interests of members. 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. We recognise
that a broad array of skills may be required for the Delivery Authority but it is axiomatic that the consumer
is interest is at the centre.

16. To maximise consumer interests further, 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.

23 Swedish Ministry of Finance, DiYcult waters: Premium pensions savings on course, October 2005.
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17. Consumer protection

We are confident that it will be possible by 2012 to have established a sustainable and eVective personal
accounts structure but between now and 2012 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.

18. Decumulation

We welcome the intention that personal accounts will be subject to the same decumulation rules as other
pension schemes. The conversion of an individual’s fund into a long-term income, through appropriate
decumulation and annuity provision, is crucial to the overall value for money of the scheme. The
Government has found no evidence that the bulk purchasing of annuities could lead to a significant increase
in value formembers.However, we questionwhether the current annuitymarket is appropriate for the needs
of a large number of consumers, many with small accumulated funds. We see an important role for the
Delivery Authority in acting as an intelligent purchaser to provide the best outcome for the consumer in this
area and developing a default annuity option. Despite the evidence which shows that some consumers can
improve their annuity income by over 30% by shopping around less than a third of consumers exercise their
option to switch annuity providers.24 Finally, advice and information needs during decumulation phase will
need to be addressed by the Delivery Authority.

19. Transfers In and Out

We had previously argued for a moratorium on transfers for three to five years to allow the system to
become established and not to destabilise the existing pension market. The Government has proposed a
prohibition on transfers for eight years, until at least 2020. The White Paper states that “there will be no
public policy benefit if personal accounts result only in existing pension saving being moved from one
savings vehicle to another”.25While thismay be true formovements between low-cost occupational schemes
and personal accounts, it is more diYcult to argue that there will be no benefit if consumers transfer funds
from higher charging personal pensions into personal accounts. We believe the Government needs to give
more consideration as to how personal accounts will fit alongside existing personal pension schemes. There
will be important Government and regulatory influences on how the market develops such as the review of
the Stakeholder price cap in 2007–08 and the FSA’s retail distribution review.

20. Saving between now and 2012

In the run up to 2012 Which? supports the idea that consumers should prepare for retirement and not
wait until 2012. If there is a workplace pension scheme that might be the best option, but for many no such
scheme exists. We proposed the creation of an Advanced Savings Vehicle that could be transferred in to
personal accounts, and theWhite Paper suggests a cash limit of £10,000 for that purpose, but not from other
pension products. The existing ISA might be the best product for that.

21. Means-testing

The issue of the relationship of means tested benefits to suitability of personal accounts has received some
considerable attention in the media. Some negativity has arisen to personal accounts on the basis that some
people will not gain much additional income, or none, from participation in the scheme. This focus is often
on the pension credit but also the tapering eVect of other income contingent benefits such as council tax
benefit. 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.

22. Levelling down

There have been diVerences of opinion about the threat of levelling down in occupational schemes as a
result of the introduction of personal accounts. Which? has carried out no research of our own on this issue
but we are aware of the work of both the DWP and the NAPF on this matter. We support the proposals to
enhance public understanding of the value of occupational schemes. We have participated in the NAPF

24 HM Treasury, The Annuities Market, December 2006, page 24.
25 DWP, Personal Accounts: a new way to save, para 100, page 40.



3593503014 Page Type [O] 23-03-07 01:56:02 Pag Table: COENEW PPSysB Unit: PAG1

Work and Pensions Committee: Evidence Ev 81

seminar on a quality mark for good provision and there is the need to determine precisely what constitutes
exemption from the need for an employer to oVer personal accounts by the nature of an appropriate
occupational scheme.

23. We support the principle that personal accounts are designed primarily to increase saving for
retirement and create a vehicle for those not already making adequate provision for their retirement.

Appendices

A. Which? response to Pensions White Paper, May 200626

January 2007

Memorandum submitted by EEF

Introduction

1. EEF is the representative voice of manufacturing, engineering and technology-based businesses with
a membership of 6,000 companies employing around 800,000 people. Comprising 11 regional EEF
Associations, the Engineering Construction Industries Association (ECIA) andUK Steel, EEF is one of the
leading providers of business services in employment relations and employment law, health, safety and
environment, manufacturing performance, education, training and skills.

2. The future of pension provision is now one of the most important issues facing the Government,
business and individuals, with occupational pensions exposing many EEF members to increasing levels of
cost, risk and regulation. Without decisive action being taken by the Government over the next few years
to address this issue, it will become a major problem that will aVect all of us for many years to come.

3. As its contribution to this important debate, EEF established a Pensions Strategy Group in the latter
part of 2004 that was chaired by Paul Lester, the Chief Executive of VT Group plc and a former EEF
President, and comprised representatives from a cross-section of EEF members with a wide range of
practical experience. This Pensions Strategy Group helped to shape EEF’s thinking on the reform of
pensions and this was set out in EEF’s report, “Rethinking Pensions—Preparing for an Ageing Society”,
which was published in September 2005 and submitted as EEF’s evidence to the Pensions Commission.

4. Since the Government’s White Paper on personal accounts, “Personal Accounts—A New Way to
Save”, was only published on 12 December 2006, EEF has not yet had the opportunity to have detailed
discussions with its members about this White Paper and, in particular, the specific questions on which the
Government is seeking views. This submission is therefore EEF’s initial reaction to this White Paper. Over
the next few weeks, we will be discussing these questions with our members and we would therefore be very
willing to provide the Select Committee with further comments on their views either in writing or, if EEF
is invited to give evidence, orally.

Executive Summary

5. EEF supports most of the proposals in the White Paper, particularly:

(i) the choice of the National Pension Savings Scheme (NPSS) model for delivering personal
accounts;

(ii) the introduction of simple and transparent exemption criteria for “good” occupational pension
schemes;

(iii) having the minimum employer contribution set out in primary legislation and phased in over
three years;

(iv) enforcement of the new employee rights through a “light-touch compliance regime” based on the
model for enforcing the National Minimum Wage;

and

(v) auto-enrolling eligible employees into personal accounts when they start employment providing
that the auto-enrolment process is simple for employers to administer.

However, we are disappointed that the Government has ignored the need to provide some initial financial
assistance for smaller employers when personal accounts are introduced.

26 Not Printed.



3593503015 Page Type [E] 23-03-07 01:56:02 Pag Table: COENEW PPSysB Unit: PAG1

Ev 82 Work and Pensions Committee: Evidence

General Comments

6. EEF has welcomed most of the proposals in this White Paper as they reflect many of the views
expressed in our response to the Government’s pensions reform White Paper, “Security in Retirement:
Towards a New Pensions System”. This positive reaction was reflected in the press release that we issued on
12 December 2006 that is attached as Appendix A.

7. EEF believes that the introduction of the proposed new low-cost personal accounts scheme, with auto-
enrolment and compulsory minimum employer contributions, is an important element of the package of
reforms to the UK’s pensions system that the Government is now implementing. The proposals in the
recently published White Paper also reflect our view that, to be successful in achieving the Government’s
objective of encouraging more people to save for their retirement, personal accounts must be simple for
employers to administer and easy for employees to understand.

Delivery Model for Personal Accounts

8. EEF supports the Government’s view that the model for delivering personal accounts should be based
on the National Pension Savings Scheme (NPSS) that was proposed by the Pensions Commission. We
consider that this model provides the simplest approach for both employers and employees, minimises the
risks for employers and creates the best opportunity for ensuring that low costs are achieved. It also means
that, as our members have strongly argued, employers and employees will not have to choose a pension
provider.

9. We consider that 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 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.

Minimising Impact on Existing Pension Provision

10. EEF believes that it is important for the Government to minimise any adverse eVect that the
introduction of personal accounts could have on existing pension provision and that their target should
therefore be those employees who do not have the opportunity to save for their retirement through “good”
occupational pension arrangements. This is a diVerent, and more narrowly defined, target than that set out
in theWhite Paper of “the approximately 10 million people who are currently not participating in a pension
scheme oVering at least a 3% employer contribution, are aged between 22 and State PensionAge and earning
over £5,000 per annum.”

11. Whilst we have yet to discuss this in detail with our members, we consider that the Government is
adopting a sensible approach in not allowing, at least initially, transfers into or out of personal accounts
from or to existing pension schemes and in reviewing this decision in 2020 “when the market impacts of the
2012 reforms are better understood”. This restriction will help to limit the adverse impact that the
introduction of personal accounts could have on existing pension provision.

12. However, we also feel that, as the Government is proposing, it would be appropriate to allow
individuals to be able to transfer up to a maximum of £10,000 from non-pension savings into personal
accounts in the first year of their operation. This would then allow individuals to save for their retirement
in other non-pension products over the next few years and then move this money into personal accounts
when they are introduced.

13. We agree that both employees and employers should be encouraged to make additional voluntary
contributions into personal accounts, subject to a maximum annual limit, as some people will feel that the
combination of the minimum employee and employer contributions plus tax relief will not provide them
with suYcient income in retirement. The White Paper is proposing that this annual limit should be set at
£5,000which is significantly higher than that proposed in the PensionCommission’s Report of £3,000. Over
the coming weeks, we will be seeking our members’ views on what this maximum annual limit should be but
our initial view is that £5,000 per annum is higher than the figure needed to meet the realistic aspirations of
most people in the Government’s target group for personal accounts.

Investment Choice

14. We are pleased that the Government has supported our view that the personal accounts scheme
should avoid employees having to make too many complex and diYcult decisions, particularly when they
are being auto-enrolled into this scheme. We therefore endorse the statement in the White Paper that
individuals should “only have to decide whether to remain in the (personal accounts) scheme and howmuch
to contribute”.

15. We also agree with the Government’s view that, at least initially, a significant proportion of the target
group for personal accounts will probably decide to invest in the scheme’s default fund which we consider
should be invested in a wide range of assets and incorporate a degree of “life-styling”. We also acknowledge
that some people will want to invest more actively and that they should therefore be provided with the
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opportunity of putting the savings that they are making through personal accounts into diVerent investment
funds. However, we feel that, at least initially, there should be a relatively limited range of options made
available to avoid creating unnecessary complexity.

Government Support for Smaller Employers

16. EEF welcomes the Government’s confirmation that, to assist employers, the minimum compulsory
employer contribution into personal accounts will be set out in primary legislation and that it will be phased
in over three years. However, we are disappointed that the Government has not stated that it will provide
any financial assistance for smaller employers when personal accounts are introduced.

17. EEF remains firmly of the view that, in order to assist smaller employers and recognise the fact that
many of themwill have to cope with the additional cost of making and administrating pension contributions
on behalf of their employees for the first time, some financial support needs to be provided by the
Government when this scheme is introduced. We also consider that the provision of some initial financial
support by theGovernment would help to create an environment in which the smaller employer community
is likely to be less resistant to the introduction of compulsory employer contributions into personal accounts.

18. EEF has examined a number of diVerent 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. The details of this model, together with our estimate of the cost to the
Exchequer of providing this initial financial support for employers with less than 50 employees, is attached
as Appendix B.

Waiting Periods

19. 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
(ie without any waiting period).

Exemption Criteria for “Good” Occupational Pension Schemes

20. EEF believes that employers with “good” occupational pension scheme should be able to seek
exemption from having to auto-enrol their employees into personal accounts. We consider that these
exemption criteria should be simple and transparent so that employers can determine quickly, easily and
without having to obtain expensive professional advice whether or not their scheme is exempt and, ideally,
obtain exemption through self-certification.

21. Our initial analysis of the proposals in the White Paper is that the Government has drawn up
exemption criteria for both defined benefit and defined contribution occupational pension schemes that are
relatively simple and should not require expert professional advice. However, it would appear that the
exemption criteria for hybrid schemes (ie schemes with a combination of defined benefit and defined
contribution arrangements) and “cash balance” schemes have yet to be determined and this will therefore
have to be addressed by the Government.

22. Whilst we have yet to obtain members’ views on this issue, 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.

Compliance

23. EEF acknowledges that the new rights for eligible employees to be auto-enrolled into personal
accounts and, if they decide not to opt out, to receive a minimum employer contribution will need to be
enforced and we are pleased that the Government is proposing “a light-touch compliance regime”. We
therefore support the Government’s view that this should be based on the regime that is used to enforce the
National Minimum Wage.

January 2007
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APPENDIX A

WHITE PAPER IS POSITIVE STEP FORWARD FOR PENSIONS REFORM—EEF

EEF, the manufacturers’ organisation, has given a positive response to the Pensions White Paper
published today, particularly the emphasis on simplicity for employers and employees in the new low-cost
personal accounts scheme. This is an important element of the Government’s package of pensions reform.

EEF Director General Martin Temple, said:

“This White Paper ticks most of the boxes are far as manufacturers are concerned. In particular,
the Government has responded positively to our concerns about the need for simplicity. This
should make personal accounts easier for employers to administer and employees to understand.”

However, EEF expressed disappointment that the Government has still not recognised the cost of the
personal accounts scheme for many smaller employers and the need to provide them with some financial
support when it is initially introduced.

“By ignoring the need for some form of initial financial assistance for smaller companies, the
Government runs the risk of failing to gain their active support for personal accounts” said
Mr Temple.

Specific measures EEF welcomed include:

— The decision to base the model for delivering personal accounts on the Pensions Commission’s
National Pension Savings Scheme. This should minimise the administrative costs and risks for
employers, make it easier for employees to understand and avoid them having to face complex
decisions when they are being auto-enrolled into this new scheme.

— Auto-enrolment of employees into personal accounts when they start employment. However, this
must be accompanied by a clear commitment from the Government that the process of auto-
enrolling employees will be simple for employers to administer.

— Simple and transparent criteria for determining how employers with an occupational pension
scheme can be exempt from having to auto-enrol their employees into personal accounts. This will
now enable employers to decide whether they need to modify their scheme to achieve exemption.

EEF also believes that, as a result of the contributions from employers to personal accounts, there will
be practical implications for future wage negotiations.

“The Government must now make it clear to employees and their representatives that these additional
costs will have to be taken into account by employers when determining future pay increases. The Low Pay
Commission must also recognise these additional costs when making recommendations about future
increases in the National Minimum Wage” added Mr Temple.

APPENDIX B

MODEL FOR INITIAL GOVERNMENT FINANCIAL SUPPORT FOR SMALLER
EMPLOYERS WHEN THE PERSONAL ACCOUNTS SCHEME IS INTRODUCED

This model was developed and costed by EEF before the publication of the Government personal
accounts White Paper and we have assumed that the minimum employer contribution into personal
accounts would be phased in over five years with a contribution rate of 1% of the band of earnings proposed
by the Pensions Commission (£4,888 per annum to £32,760 per annum) in Years 1 and 2, 2% of this band
of earnings in Years 3 and 4 and 3% of this band of earnings in Year 5.

EEF’s model for some initial Government financial support for smaller employers when this new scheme
is introduced was that these employers would be compensated for half of their employer contributions for
the first year that there is a new contribution rate (ie in Years 1, 3 and 5), a third of their employer
contributions in the second year that there is a new contribution rate (ie Years 2, 4 and 6) and 15% of their
employer contributions rate in Year 7. However, no compensation would be made to these employers after
Year 7.

We have estimated the cost to the Exchequer of providing this financial assistance for all employers with
less than 50 employees using the assumptions in the Pensions Commission’s Report about participation
rates in the National Pension Savings Scheme (NPSS). The attached Table shows that, on these
assumptions, the cost to the Exchequer of compensating smaller employers with less than 50 employees
would peak at £550 million in Year 5, the first year in which there was a 3% employer contribution rate and
when employers are compensated for half of their contributions into the new scheme.
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COSTS TO THE EXCHEQUER OF COMPENSATING SMALLER FIRMS
FOR PERSONAL ACCOUNTS CONTRIBUTIONS

Contribution Cost to Compensation Cost of
Year rate (%) employers (£m) rate (%) compensation (£m)

1 1 367 50 183
2 1 367 33 121
3 2 733 50 367
4 2 733 33 242
5 3 1,100 50 550
6 3 1,100 33 363
7 3 1,100 15 163
8 3 1,100 0 0

Source: EEF calculations based on the Pensions Commission’s Report

Memorandum submitted by the National Association of Pension Funds (NAPF)

Summary

— The NAPF welcomes the Government’s reforms regarding automatic-enrolment, mandatory
employer contributions and the creation of personal accounts. They have the potential to bring
about a positive step-change in pension saving.

— We particularly welcome the Government’s decision to opt for something close to the Pensions
Commission’s proposal for an NPSS as this oVers simplicity and the right kind of choice for the
target group, and can be more easily designed to avoid damage to existing pension provision.

— When employers are faced with the cost of automatically enrolling all their employees into a
pension, we expect them to review their pension arrangements—some may choose to reduce their
contribution levels (“leveling down”).

— Today’s pensions generally involve higher levels of contributions and benefits compared to those
of personal accounts, so we believe that care should be taken to design and implement personal
accounts in a way that will complement, rather than replace, existing provision.

— The NAPF proposes three ways in which this can be done:

— The Government should adopt a narrower definition of the “target group” for personal
accounts. They should be aimed at those employees without access to a good workplace
pension with an employer contribution and not, as currently stated in the White Paper, at
anyone not saving in a workplace pension. (In our view, it would be better for employees with
access to a good pension to be automatically-enrolled into that pension.) In addition, we
suggest that a contribution ceiling of £3,000 per year, as suggested by the Pensions
Commission, rather than the £5,000 per year proposed by the Government, would be less
likely to encourage a switch from existing pension provision to personal accounts. (It would
also be more appropriate to the needs of the target group.)

— The personal accounts Delivery Authority should be set a statutory objective of “minimising
the impact on existing provision” in the current Pensions Bill. At present, there is no intention
to set the objective in statute and the White Paper merely suggests requiring the “scheme” to
“consider the impact on existing provision”.

— The NAPF welcomes the flexible approach the Government has taken to the exemption of
high quality employer schemes and its willingness to consider allowing short (3 to 6 month)
waiting periods and phasing in for exempt schemes. We shall provide further views on this
issue to Government after consulting our member schemes.

Introduction

1. The NAPF welcomes this opportunity to express its views on the Government’s White Paper,
“Personal Accounts, a new way to save”. We believe that personal accounts will help millions of working
people save for retirement. Nevertheless, as we set out here, the Government must take care to design and
implement personal accounts in a way that will complement, not replace, existing high-value pension
provision.
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2. The NAPF is the leading voice of workplace pensions in the UK. Some 10 million people are currently
building up pensions through NAPF member schemes, and a further 5 million pensioners are receiving
valuable retirement incomes from such schemes. NAPF members hold assets of £800 billion, and account
for almost a fifth of investment in the UK stock market.

Key Issues for the NAPF

3. The NAPF shares the Government’s commitment to pension reform in the UK. The new system of
personal accounts is a positive initiative which will help the millions of employees who do not currently
benefit from a workplace pension save for retirement. We believe that the White Paper sets out the right
foundations for achieving a step change in the nation’s pension saving—automatic enrolment, mandatory
employer contributions and, of course, personal accounts.

4. We are also pleased that the White Paper recognises the important role played by today’s workplace
pensions, many of which oVer far higher benefits than those that will be provided by personal accounts: a
typical DB scheme will deliver a replacement rate of 36% to a median earner, whilst a typical DC
occupational scheme will deliver a replacement rate of around 21%. This compares to a projected
replacement rate of just 15% for personal accounts. Further, the average employer contribution to a DC
occupational pension scheme is more than twice the personal accounts level and for DB occupational
pension schemes over four or five times higher. It is no doubt in recognition of this value that the
Government has stated in theWhite Paper that personal accounts are intended to complement, not replace,
existing pension provision.

5. However, the introduction of a completely newpension vehicle—especially onewhichwill benefit from
Government backing and promotion—will inevitably have an impact on to the existing world of workplace
pensions. Our discussions with pension managers suggest that simply the creation of personal accounts will
cause employers to undertake awholesale review of their existing pension arrangements. And their reactions
may be either negative or positive—for example, faced with the £2 billion cost of auto-enrolling all their
employees into a pension, theymay decide to reduce average contributions from today’s high levels (possibly
switching to personal accounts at the same time) or, on the other hand, those currently oVering around the
new statutory minimum may raise contributions a little to diVerentiate themselves from other employers
who will merely oVer a pension at that level.

6. The NAPF, therefore, welcomes the Government’s decision to propose a personal accounts model
closer to the Pensions Commission’s proposal for a National Pensions Savings Scheme than one involving
competition and choice between branded providers (“the IndustryModel”). In our view, the Government’s
choice of model is the better option because it oVers superior governance arrangements, it can more easily
be designed to serve the specific needs of the target group, and it is less likely to damage existing high value
pension provision. We welcome the Government’s recognition that it is competition for services to trustees
mediated through trustee-like bodies and not competition for consumers that will be one of the factors that
contribute to the success of personal accounts.

7. Nevertheless, much uncertainty remains so we urge the Government to consider very carefully how
its decisions on the design and implementation of personal accounts may aVect today’s workplace pension
provision. We suggest there are three areas in particular where the Government should reflect on its current
course. These are detailed below.

(a) The Target Group—Definitions/Contribution Ceilings

8. We believe that the Government should adopt a narrower definition of the target group for personal
accounts than is currently being proposed. The White Paper describes the target group as being anyone not
currently saving in a workplace pension. In our view, this definition is too broad as it covers the many
millions of employees who already have access to a good workplace pension—generally with higher
employer contributions than available under personal accounts—but who have not, so far, chosen to join
the pension.

9. In our view, this group should be encouraged to join the workplace pension already on oVer to them.
Not only are they likely to benefit from a higher level of employer contribution but such an approach would
be likely to reinforce, rather than undermine, the role of existing workplace provision. Instead, we believe
that the Government should focus personal accounts solely on workplaces where a pension with an
employer contribution is not currently available.

10. One way of helping to focus personal accounts on the target group and to ensure that it complements
rather than substitutes existing high value pension provision, would be to adopt the Pensions Commission’s
proposal for an annual contribution ceiling of £3,000—at least until 2020. According to the Pensions
Commission, this level of saving would ensure that someone on average earnings (£23,000 per year) would
receive a pension of around £12,000 per year or 45% of former earnings (when combined with their state
pension entitlements). As many of those who do not currently have access to a workplace pension are on
low to moderate incomes, a ceiling of £3,000 per year would provide yet higher replacement rates. But, by
the same token, a ceiling of £3,000 per year would also make personal accounts less suitable for those on
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higher incomes—many of whom already have access to a good workplace pension. In light of this, a ceiling
of £3,000 would help discourage employers from switching over to personal accounts and therefore avoid
the risk of leveling down that goes with such a move.

11. Nevertheless, in case we are wrong in assuming that the £3,000 per year ceiling is adequate for the
target group, and many save at the maximum level and seek to save more, we suggest that the contribution
ceiling should be reviewed in 2020—as is proposed by the Government with regard to the ban on transfers.

(b) Personal Accounts Delivery Authority

12. The Government is proposing to set up a Delivery Authority from mid-2007 to provide advice to
Ministers on the commercial and operational aspects of personal accounts and the policy implications of
the design features under consideration. We believe that decisions on the design of personal accounts could
have a substantial eVect on existing pension provision. For example, if personal accounts are designed to
oVer toomuch choice—in away that replicatesmany aspects of today’s retail pensions and savingsmarket—
they are likely to appeal to many of those on higher incomes who are already saving in a workplace pension.
(They would also be less attractive to those on low to moderate incomes who, according to theWhite Paper,
feel less comfortable making such choices.)

13. However, in our view, while this proposal is welcome, it does not go far enough. Instead, 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 “minimising the impact” on existing pensions.

14. In addition, we note that the Government is proposing to provide for stakeholder representation.We
suggest that, with regard to existing pension provision, this would be best be achieved by including their
representatives either on the Personal Accounts Board or on a Stakeholder Advisory Group.

(c) Exemption for Existing Provision

15. The NAPFwelcomes the flexible approach that the Government has adopted towards the exemption
of existing pension provision, notably the proposal to use a simple, scheme level test. This will make it easy
for employers oVering high-value pensions to opt-out of personal accounts (Theywill, of course, be required
to automatically enroll all their employees into their pension scheme and to oVer contributions and benefits
the same or better than those available under personal accounts.)

16. The White Paper has suggested that the Government may be willing to allow short waiting periods
of three to six months for exempt schemes with high employer contributions provided they are likely to
encourage their continued existence. The NAPF believes that a slightly more flexible regime of waiting
periods for schemes with higher levels of contributions will be welcomed by employers oVering high-value
schemes—especially if they allow them to auto-enrol people at the end of a new employee’s probation period
(usually one to three months).

17. Finally, the Government is seeking views on the best way of phasing in auto-enrolment for existing
schemes—gradually over three years, or all in one go. Initial discussions with pension scheme managers
suggests that employers welcome the opportunity to discuss this issue and are likely to opt for a flexible
approach which allows them to tailor a solution to the particular circumstances of their scheme.

Conclusion

18. Personal accounts oVer a tremendous opportunity to spread pension saving across the whole of the
UK’s workforce. The NAPF, the primary role of which is to help employers deliver cost-eVective workplace
pensions, supports this initiative. But, given the very real strengths of existing pension provision and, above
all, the high contribution levels often available, it is important that the Government ensures that personal
accounts will sit alongside, and not replace, the best of today’s provision.

January 2007
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Memorandum submitted by the TUC

Introduction

1. The TUC welcomes the opportunity to comment on the Department for Work and Pensions Select
Committee Inquiry into the Government’s proposals for personal accounts contained in theWhite Paper—
“Personal Accounts: a new way to save”.

2. The TUC strongly supports the proposals contained in the White Paper—in particular, the adoption
of the National Pensions Savings Scheme (NPSS) model for personal accounts, auto-enrolment with shared
employer/employee/state contributions, and a governance scheme with operational independence to act in
the interest of members.

3. In addition, it is the TUC’s view that the consultation process undertaken by theDepartment forWork
and Pensions was exemplary, and the Government should be congratulated on the degree of consensus and
the level of public debate it achieved during the process.

Low Cost Personal Accounts

4. The TUC supports the view that the new scheme of low cost personal accounts—based on the idea
of a National Pensions Savings Scheme (NPSS) outlined in the Pensions Commission’s final report—will
maximise coverage amongst the Government’s target group and minimise both charges and delivery risk.

5. The Government is to be commended for adopting an NPSS type scheme rather than the open market
model proposed bymany in the private pensions industry. The collective approach oVers a number of major
advantages that will help the Government meet its objectives of creating a low cost, trusted way for people
on lower-medium incomes to save for retirement.

6. The single gateway structure oVers people a sensible range of options and the use of competitive
tendering to award investment fund management mandates provides economies of scale to keep costs to
a minimum. The proliferation of choice inherent in the private pensions industry model introduces
unnecessary complexity and deters savings, involves expensive and unnecessary marketing and distribution
costs, and requires expensive regulation to guard against misselling and unsuitable choices being made by
consumers—all at the expense of low costs.

7. The single gateway structure also allows for the eYcient collection and administration of contributions
by existing public sector organisations—for example, HMRC already operates a system for collecting
similar contributions through the well-understood and eYciently administered tax and National
Insurance system.

Auto-enrolment

8. We agree with the Government’s view that a system of auto-enrolment into an employer sponsored
scheme or personal account with contributions shared between employers, employees and the state in the
form of tax relief will serve to overcome the inertia and short-termism that act as barriers to sustainable
pension funding. The combined contributions amount to 8%–4% by employees, 3% employers and 1% from
the state.

9. We are encouraged that the Government is not proposing a formal waiting period for enrolment into
personal accounts. However, we have some concerns about the attitudes of some employers towardsmaking
contributions on behalf of employees. Employees may be at risk from employers not making accurate or
timely contributions on behalf of employees to the pension scheme or from employers putting pressure on
staV to opt out of the pension scheme—employees in workplaces without union representation are an
obvious concern.

10. One of the core responsibilities of the Personal Accounts Board (PAB) will be overall management
of the new pension scheme, and ensuring that the needs and requirements of individual groups are
considered. It is important that the PAB ensures that there are eVective compliance measures in place to
protect vulnerable employees and ensure employers are not able to evade their obligations to employees. In
our response to theWhite 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.

A New National Minimum Employer Contribution

11. The new national minimum employer contribution should improve incentives to save and result in
increased participation. Without this minimum employer contribution, the large scale auto-enrolment
needed to fund future pensions would not be viable as employees without access to decent employer
sponsored schemes would not have enough incentive to save for the future. The Government has said that
“the employer contribution level will be set in primary legislation, to give employers clarity and certainty
about the rate.”27

27 See paragraph 86, page 36 of the White Paper.
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12. However, the 3% employer contribution may turn out to be insuYcient in future to provide decent
pensions. The Pensions Commission argued that that the minimum income the “median earner” wanted in
retirement was 45% of their working income. The 8% contribution rate is intended to achieve this target
retirement income level although, as the Government points out in the White Paper, the actual incomes
individuals will receive will be dependent on a number of factors such as investment returns. 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.

Simple Choice for Members

13. The decision to provide a simple fund choice for scheme members is sensible. A proliferation of
choices adds little value for scheme members and introduces unnecessary complexity which deters people
from saving for the future. The combination of a default fund for members who do not wish to exercise
choice, a small number of low charging bulk-bought funds, and a wider range of branded and ethical funds
for those who do want choice strikes the right balance between simplicity and choice.

14. The proposed delegation of responsibility to the Executive Delivery Authority for developing the
relevant investment strategies and the Personal Accounts Board for overseeing the ongoing investment
strategy and management of fund managers is the most appropriate way to ensure that the right choices are
made and costs kept to a minimum.

Establishing Personal Accounts, Scheme Governance

15. The Government envisages that the work to put in place the most eVective systems and structures to
deliver personal accounts falls into three broad stages:

— Stage 1—finalising the policy detail and developing commercial and procurement strategies;

— Stage 2—implementing commercial and procurement strategies, designing, building and testing
systems; and

— Stage 3—managing the fully operational personal accounts scheme.

16. The Government has proposed a structure to manage these three stages involving three separate
bodies:

— an Advisory Delivery Authority—with the remit of advising the Government on commercial
strategy and delivery (this is expected to operate between mid-2007 and 2008);

— an Executive Delivery Authority—responsible for procurement, project management, and design
and development of the investment strategy (this will operate from 2008 until the handover to the
Personal Accounts Board); and

— the Personal Accounts Board—responsible for setting the strategic direction of the scheme, overall
management of the scheme, ongoing investment strategy, and evaluating the success of the scheme.

17. The TUC is encouraged by the consideration given by the Government to the scheme governance.
The schemewill have operational independence and the Personal Accounts Boardwill be required to consult
members and act in their interests. We will be submitting detailed recommendations on how the interests of
scheme members should be represented on the Board at a later stage in our response to the White Paper.

18. However, the governance, accountability and stakeholder representation mechanisms relating to the
other two bodies—the Advisory Delivery Authority and Executive Delivery Authority—needs similar
consideration. These bodies will be instrumental in developing the all-important commercial and
procurement strategies, and investment strategies for the new pension scheme. These bodies will set the
framework for the ongoing operation of the scheme and verymuch define the remit of the Personal Accounts
Board. It is critical therefore that there is strong employee representation on the two authorities.

Complementing Existing Pension Provision

19. The TUC agrees that the new pension scheme should complement, not undermine, existing high
quality pension provision. Firms that oVer pension schemes which are equivalent to, or provide more
generous benefits than, personal accounts should be allowed to automatically enroll their employees into
those schemes rather than personal accounts. However, it is important that the “exemption tests” used to
assess equivalence are meaningful and do not allow employers to escape their responsibilities.

20. We support the basic principle underlying the Government’s exemption proposals that employer
contributions and benefits for exempt schemes should be broadly equivalent to those for personal accounts.
However, the legal and governance structure of the scheme should also form part of the exemption criteria.
Schemes should be either trust based (this structure oVers considerable benefits to scheme members
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compared to the contract-based schemes prevalent in the “non-occupational” pensions industry eg group
personal pensions), or have in place formal accountability and representation mechanisms in place to allow
the interests of scheme members to represented in the running of the scheme.

21. Furthermore, while the idea of allowing self-certification (based on a number of clear criteria) to
minimise the burden on employers who already provide high-quality schemes is understandable, it is crucial
that robust and proportionate monitoring mechanisms are established by the Personal Accounts Board.

22. The TUC supports the principle behind theNAPF’sGoodWorkplace Pension qualitymark initiative
for schemes that meet certain criteria. This should support existing pension provision by allowing employees
to recognise the good value of a particular scheme. However, 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 formonitoring scheme compliance have been agreed.

January 2007

Memorandum submitted by the Pensions Policy Institute

Summary

I. The PPI’s stocktake of the views of 24 organisations suggests that there is broad support for the
Government’s proposals to increase the State Pension Age.

II. There is strong support for elements of the Government’s state pension reforms (eg re-linking the
Basic State Pension to earnings) but a widespread view that the state pension system remains complex and
with too much reliance on means-tested benefits.

III. There is widespread support for the principle of auto-enrolment and broad agreement that the
proposed levels of contribution to personal accounts (4% individual, 3% employer and 1% from tax relief)
are reasonable.

IV. However, two significant concerns about the Government’s proposals for personal accounts were
expressed by a majority of organisations in the stocktake:

— there remains a significant risk of levelling-down of existing pension provision; and

— personal accounts may not be suitable for all employees due to their interaction with taxes and
means-tested benefits.

V. PPI analysis has shown that:

— 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.

VI. 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.

VII. 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 changes to the trivial commutation limits and/
or not auto-enrolling some groups of individuals—for example today’s older people or low-earners.

The Role of the Pensions Policy Institute

1. The Pensions Policy Institute (PPI) promotes the study of pensions and other provision for retirement
and old age. The PPI is unique in the study of pensions, as it is independent (no political bias or vested
interest); focused and expert in the field; and takes a long-term perspective across all elements of the pension
system. The PPI does not make policy recommendations, or support any one reform solution, but exists to
contribute facts and analysis to help all commentators and policy decision-makers.

2. The Government set out the broad details of its pension reform package in its May 2006White Paper:
Security in retirement: towards a new pensions settlement. The PPI gave written and oral evidence to the
Work and Pensions Committee’s earlier inquiry into Pension Reform in 2005–0628 and published a detailed
evaluation of the Government’s White Paper state pension reforms in July 2006.29

28 PPI (2006) Submission to theWork and Pensions Committee‘s inquiry into pension reform. All PPI publications are available
on the PPI’s website www.pensionspolicyinstitute.org.uk.

29 PPI (2006) An evaluation of the White Paper state pension reform proposals
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3. The PPI has previously recognised the potential benefits of auto-enrolment, while raising concerns
about the risks in both the policy and the design of personal accounts.30

4. The PPI’s response to the DWP’s White Paper: Security in retirement in September 2006
highlighted that:31

— the success criteria for personal accounts are not fully defined;

— expectations of personal accounts may be over optimistic as they will be expected to make up for
inadequacies in the state pensions as well as providing income replacement;

— uncertainty means that personal accounts may not necessarily be good value for taxpayers’
money; and

— there are significant implementation risks for Government.

5. This submission updates the Committee on the further analysis that the PPI has conducted since
September 2006:

— a stocktake of key stakeholders’ views on the Government’s White Paper proposals;32 and

— an assessment of the suitability of personal accounts for all.33

Stakeholders’ Views

6. The PPI conducted a stocktake of key stakeholders’ views on the main elements of the Government’s
pension reforms in October 2006. The key findings were that:

— Themajority of the 24 organisations in the stocktake now accept that, due to increases in longevity,
an increase in the State Pension Age is necessary. Those organisations that did not agree expressed
concerns about the possible disproportionate impact that such a change could have on those in
lower socio-economic groups.

— There was broad support for some elements of the Government’s state pension reforms. In
particular, there was strong support for the proposal to re-link the Basic State Pension to earnings.
However, the majority of the organisations wanted to see Government proposals go further by
increasing the BSP from £84 a week to a higher level, possibly to the current level of the Guarantee
Credit (£114 a week).

— There was a widespread view that the state pension system remains complex and subject to a high
level of means-testing even after the reforms. The Government estimates that in 2050 around 30%
of pensioner households may be eligible for the means-tested Pension Credit benefit. However, the
PPI’s central estimate is that this figure could be significantly higher than the Government
suggests, at 45% of pensioner households.34

7. The stocktake revealed broad support for the principle of auto-enrolment, with 22 out of 24
organisations surveyed in favour. Auto-enrolment has potential advantages and should lead to an increase
in the number of people saving for retirement. For example:

— Automatic enrolment can combat people’s tendency not to act when faced with diYcult financial
decisions.35

— Automatic enrolment is associated with increased participation rates. On average, 56% of those
who are eligible to join a pension scheme in the workplace do so. This compares to 90% where
auto-enrolment exists.36

— There is also evidence that employers and individuals are in favour of automatic enrolment.37

8. The majority of organisations in the stocktake supported the proposed minimum levels of
contributions to personal accounts (4% employee contribution, 3% employer contribution and 1% from the
Government through tax relief).

9. However, two major concerns were raised about the risks involved with introducing a new system of
personal accounts:

30 PPI (2006) NPSS policy and design choices.
31 PPI (2006) Response to the Government’s White Paper, Security in retirement
32 PPI (2006) Briefing Note 34, Pension reform: is there consensus? The PPI mapped the White Paper responses of 24

organisations, including charities, unions, pension providers, and representative bodies for consumers, business and the
pensions industry.

33 PPI (2006) Are personal accounts suitable for all?
34 An evaluation of the White Paper state pension reform proposals, PPI, July 2006, Box 5 page 25.
35 DWP (2006) White Paper: Security in retirement, p 63.
36 Deloitte (2006)Employer pension contributions and pension reform,ABI research paper 2, page 17. Based on a survey of private

companies with at least five employees, It should be noted that other factors than the existence of auto-enrolment could be
aVecting participation rates, such as whether employees receive encouragement to save from their employer, see PPI (2006)
Response to the Government’s White Paper, security in retirement, paragraph 3.29.

37 DWP (2006) White Paper: Security in retirement, p 63.
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— The risk of employers “levelling-down” their contributions to existing pension provision in
response to the increased costs that they may face from the increased participation rates. Three-
quarters of the organisations in the PPI stocktake raised concerns about levelling-down.

— The risk of employees being auto-enrolled into a product which may not be suitable for them. 11
out of the 24 organisations in the PPI stocktake had specific concerns regarding the suitability of
auto-enrolment into personal accounts for all employees. For example, organisations expressed
concerns about people with low incomes, high levels of debt and/or people currently over a certain
age, say 45, whose accounts may not have enough time to mature.

Levelling-down

10. Levelling-down refers to the risk that, in response to the Government’s proposals, employers may
decide to close existing occupational pension schemes that oVer more generous pension benefits to their
employees and instead enrol employees into the new personal accounts.

11. Levelling-down is an important policy issue. The Government is to undertake further research to
investigate individual and employer attitudes towards pension reform options and their likely responses.
This research is essential as it is far from clear how individuals and their employers will actually respond to
the personal account proposals. Although the Government’s proposals to limit transfers into personal
accounts will prevent individuals transferring existing pensions into the new personal accounts, it is not at
all clear how employers will react or respond to the potential increase in costs that some will face, even if
the proposals are phased in.

Suitability and Incentives to Save

12. The PPI has conducted further analysis on the second major concern which was expressed about the
suitability of personal accounts for all employees.

13. Personal accounts could give as many as 10 million people access to a low-cost pension savings
product with an employer contribution for the first time.38 As a result of the low charges and employer
contribution, incomes from saving in personal accounts are likely to be higher than incomes from saving in
Stakeholder Pensions for many people. (Chart 1)

Chart 139
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38 DWP (2006) White Paper: security in retirement, Fig 1.xi.
39 PPI (2006) Are personal accounts suitable for all? p 18. Assumes Stakeholder contributions equivalent to the minimum

employee contribution to personal accounts, with no employer contribution. The “internal rate of return” is the nominal
interest rate that the individual receives on his or her individual contributions to personal accounts, after allowing for the
eVects of tax relief, employer contributions, investment returns, charges, income tax and means-tested benefits. It is the same
as the “eVective rate of return” used by the Pensions Commission and should not be compared with investment returns on
other forms of saving.
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14. However, auto-enrolment inevitably raises questions about the suitability of personal accounts for
the employees who are auto-enrolled. The value of an individual’s personal account depends on the complex
interaction of a number of factors and will vary depending on an individual’s particular circumstances.

15. The employer’s contribution, tax relief and investment returns all increase the value of an individual’s
personal account but charges, income tax and any eligibility to means-tested benefits that an individual may
forego as a consequence of saving in the personal account will reduce the total value. How these combined
factors interact will depend on an individual’s particular circumstances. (Chart 2)

Chart 240
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16. In the PPI’s analysis, personal accounts are defined as being “suitable” if individuals do not lose out
as a result of their saving. This is a less stringent definition than ensuring that saving in personal accounts is
the right thing for all consumers, which would be more consistent with the FSA’s definition of “suitability”.

17. Individuals are categorised by being at low risk, medium risk or high risk of personal accounts being
unsuitable for them depending on the eVective level of return that they are likely to receive.

18. 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, together with a full investment return on their
contributions. Examples are:

— Single people in their twenties in 2012 with full working histories.

— Single men in their forties and fifties in 2012 who have a full working history and large
additional savings.

19. People atmedium risk of personal accounts being unsuitable for themwould 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.

— 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.

40 PPI (2006) Are personal accounts suitable for all? p 12. In this example we assume the man remains opted in to personal
accounts for his entire working life. The “net present value” of an individual saving £1 in a personal account is the total amount
received in pension income during retirement as a result of that saving in today’s prices. This man loses entitlement to some
Pension Credit and Council Tax Benefit as a consequence of saving in a personal account. He does not lose any entitlement
to Housing Benefit because we assume that he owns his own home.
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20. 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 are
likely to qualify for less means-tested Housing Benefit as a consequence of saving in a personal
account.

— 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.

21. No single definition of “suitability” is likely to be appropriate for the circumstances of every
individual. For some people, it may be rational to save even if they have a low return on their saving, for
example, if they have a strong preference to smooth consumption over their lifetime. On the other hand,
some people may require a high return, for example, if they are very risk-averse or have high levels of debt.
Returns from saving in a personal account could be higher for people who aremarried at some point in their
retirement than for single people.

22. TheGovernment’s test is that individuals should get back at least the value of their own contributions
(but not necessarily the value of their employer’s contributions, real investment returns or the tax relief)
protected for inflation.41 This suggests that the Government would only be concerned about individuals in
the PPI’s high-risk group.

23. If personal accounts are not suitable for everybody then this does not necessarily mean that
individuals should not be auto-enrolled. But it does have important implications for what information is
needed to help people make informed decisions about whether they should opt out.

Generic Advice

24. Some of the factors that aVect the suitability of personal accounts could be more problematic than
others to incorporate into a system of generic information. Clearly, no-one can predict with certainty all of
their future life circumstances when making a savings decision. Some factors may be relatively
straightforward to reflect in a system of generic information, such as current age, earnings and level of debt.
Others may be more diYcult, such as the aVordability of contributions and likely future housing or marital
status. However, these findings do suggest 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.

Further Analysis

25. The PPI is planning to conduct further analysis to consider the impact of possible policy options that
might improve the incentives to save for some of the individuals in the high and medium risk groups
identified. Policy options that may be analysed include increases to the trivial commutation limits and/or
not auto-enrolling certain groups of individuals, for example, today’s older people or people with low
earnings. The PPI will keep the Committee informed.

January 2007

Memorandum submitted by the Association of Consulting Actuaries

1. Executive Summary

1.1 The Association of Consulting Actuaries (ACA) welcomes the intent of personal accounts to extend
private pension provision to those not presently covered by employer pension schemes.We broadly support
the proposed design and arrangements for implementation.

1.2 The important next step is that the Government takes really positive steps to strengthen and
encourage existing and new work place pensions that are better than the minimum provided by personal
accounts. Measures to do this need to be included in its legislative programme for 2007–08 otherwise we
believe there is a real danger that many employers will level their pension provision down to personal
accounts with minimum contributions.

1.3 We have some more specific concerns:

1.3.1 The impact of volatility in investment returns

We remain concerned that the volatility of investment returns and annuity conversion rates and the
potential impact on benefits will not be fully communicated in the publicity that will surround the launch
of personal accounts. This incurs a significant risk that individuals will receive much lower benefits than they
expected and this will lead to personal accounts becoming discredited.

41 DWP (2006) Financial incentives to save for retirement, Paragraph 1.12
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1.3.2 The impact on State Means Tested Allowances (SMTAs)

There are many lower paid men and women who will, for the foreseeable future, be better oV getting
SMTAs than saving in a personal account. It is probable that there has already been mis-selling of
Stakeholder contracts as a result of this issue. We believe a simple analysis could prove whether this has
occurred and believe that this analysis should be undertaken to inform the design of personal accounts.

1.3.3 The Maximum Annual Contribution Limits

These are proposed as £10,000 in the first year of operation and £5,000 pa thereafter. This should be
reduced to nearer the £3,000 maximum suggested by the Pensions Commission. The higher limits
exacerbate the risks mentioned in paragraph 1.3.1. We also believe that these higher limits significantly
increase the risk that other employer pension schemes will level down to the personal accounts level.

1.3.4 Encouragement of Good Employer Schemes

personal accounts must complement better workplace pensions. We welcome and are very supportive
of the Government’s stated intentions to support and encourage the provision of good work place pension
schemes. The exemption test that will allow employers to provide pensions through their own pension
schemes, and not have to contribute to personal accounts, should be kept as simple as possible. In
addition it is vital that legislation simplifying the existing complex regime for workplace pensions,
progresses at the same pace as personal accounts.

2. About the Association of Consulting Actuaries (ACA)

2.1 The Association of Consulting Actuaries (ACA) is the representative body for consulting actuaries,
whilst the Faculty and Institute of Actuaries are the professional bodies. The ACA has over 1,500
members working in around 80 firms. Members of the ACA provide advice to thousands of pension
schemes, including most of the country’s largest schemes. ACA members include the scheme actuaries
to schemes covering the majority of members of defined benefit pension schemes.

2.2 ACA Members are all qualified actuaries and are subject to the code of professional conduct of
the Faculty and the Institute of Actuaries. Advice given to clients is independent and impartial. The ACA
forms the largest national grouping of consulting actuaries in Europe.

3. The Evidence

3.1 Volatility of investment returns and annuity rates

3.1.1 Depending on the period over which contributions are invested and on the investment strategy
adopted, the funds available at retirement to purchase a pension can vary considerably within defined-
contribution schemes. While investment strategies such as “lifestyling” (the use of less volatile investments
as the member approaches retirement) can reduce the variation, not all members will choose investment
options that reduce investment volatility. Variations in fund values of 30% to 40% or more for the same
level of contributions are not unusual.

3.1.2 Rates at which funds can be converted into pensions (annuity rates) also vary over time and
between diVerent providers. Typically the rates can vary by more than 10% between diVerent annuity
providers at any one time.

3.1.3 It is important that members of defined-contribution schemes are aware of these risks and take
sensible steps to mitigate them where possible and appropriate. The proposal to oVer a default fund is
welcome as a way to mitigate some of these risks. However, it will be very diYcult to communicate
eVectively the nature and extent of the investment risks without personal financial advice. The White
Paper contains little information on how this will be achieved. This part of the communication exercise
needs to be carefully considered.

3.1.4 The White Paper mentions documentation and the necessity of choosing a competitive annuity
provider in sections 5.17 to 5.19. However, the details of this important element of scheme design are
left for a future review of the operation of “Open Market Options”. There is little information regarding
the expected expenses of annuity purchase, what if any advice should be provided and how the process
will be administered.

3.1.5 The potential for unpleasant surprises for individuals and disappointment of expectations is a
significant risk for all defined-contribution schemes. The larger the funds involved the greater the
significance of these risks. We are concerned that, with the maximum contribution limits suggested, some
members will be investing substantial proportions of their income, potentially in excess of 10%, into
personal accounts with insuYcient advice.
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3.2 The impact on state means tested assistance

3.2.1 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 suYcient 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.

3.2.2 Paragraph 54 of the Executive Summary states “Those who want a simple approach to saving
will only have to decide whether to remain in the scheme and how much to contribute “. This is an
oversimplification: men and women who may fall into the trap outlined above need advice over when
or whether to opt-out of personal accounts. This is supported by paragraph 2.28 of the White Paper
“ . . . many UK consumers find choice in pensions . . . overwhelming . . . many . . . are reluctant to seek
information . . . research reveals a widespread lack of confidence . . . in their ability to make decisions
about pension provision. This lack of confidence is underpinned by low levels of financial capability . . .”

3.2.3 There is growing concern that there has been some pensions mis-selling of Stakeholder Pension
Contracts because vulnerable groups of the lower paid were left with the complex decision tree device
as “best advice”. While there were suggestions that individuals should refer to IFAs, it is unlikely that
this was eVective due to the cost of providing such advice and the complexity of SMTAs. 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.

3.2.4 Paragraph 112 of the executive summary includes the statement that “It will be Government’s
role to [provide] appropriate degrees of consumer protection”. How will this be achieved? It is only fair
that Government should make sure that the interaction of personal accounts with SMTAs does not
disadvantage individuals when personal accounts are introduced.

3.3 The maximum contribution limit

3.3.1 We agree with the White Paper’s conclusion that a contribution limit should be imposed. We
believe this is essential to limit the risk of levelling down existing good employer pension provision.

3.3.2 We challenge the proposal that this limit should be set as high as £5,000. Paragraph 5.18 of the
Regulatory Impact Assessment states that a £3,000 pa limit would be suYcient for median earners to
earn a pension of 67% of pre retirement earnings about 75% of the time. The justification for increasing
this figure to £5,000 pa in respect of median earners is not clear.

3.3.3 Paragraphs 5.19 to 5.21 of the Regulatory Impact Assessment provide information which is used
to justify increasing the maximum contribution limit to £5,000 pa. However, this appears to be based
on the fact that average contributions to existing defined-contribution schemes for members earning over
£30,000 pa averages £3,970 for employed individuals and £4,460 for the self employed. This statistic will
include contributions by individuals earning well in excess of £33,500. Such individuals are not part of
the target group for whom personal accounts are aimed, and their inclusion must significantly distort
the analysis. As a result, our view is that the required maximum contribution level is significantly lower
than the Government proposes. We do not believe this is suYcient evidence to justify a substantial
increase in the maximum recommend by the Pensions Commission.

3.3.4 In June 2006 the Government Actuary’s Department (GAD) published “Occupational Pension
schemes 2005, the 13th survey by the Government actuary”. Paragraph 8.8 of this report states that
“[Average] Contributions to defined-contribution schemes were lower [than defined-benefit schemes] at
2.7% from members and 6.3% from employers.” The ACA Pension Trends Survey 2005 found that
average contributions to defined-contribution schemes were 5.9% from the employer and 4.1% from the
member. This suggests that a £3,000 limit would cover average contributions to defined-contribution
schemes for earnings in the £5,000 to £33,500 range. These figures certainly do not support the idea that
the maximum contribution limit should be £5,000 or above.

3.3.5 We would also note that personal accounts are intended to complement existing pension schemes
and that under current HMRC rules it is permissible for individuals to contribute both to a personal
account and to another scheme such as a Stakeholder or a personal pension. There is nothing to stop
individuals who find the annual contribution limit too low directing some or all of their excess
contributions in to another savings vehicle. Since it is likely that additional investment advice will be
needed for individuals that take this route it would also alleviate concerns about the lack of advice
associated with personal accounts when significant amounts of members money are being invested.

3.4 Encouraging employer provision

3.4.1 We welcome and are very supportive of the Government’s stated intentions to support and
encourage the provision of good work place pension schemes that provide higher benefits than personal
accounts. The proposals to allow employers with qualifying schemes to opt-out of personal accounts are
welcome and we support making the qualifying tests as simple as possible.
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3.4.2 Historically UK employers have been willing and able to support good pensions but their ability
to continue doing this has been undermined by escalating long term costs and the lack of control that
employers have over these costs.

3.4.3 Many employers have reacted by switching from defined benefit to defined contribution provision
thereby switching all of this risk from the employer to the individuals. Individuals are, in general, far
less able to manage this risk than their employers.

3.4.4 Our experience of dealing with UK employers suggests that many are willing to provide good
occupational schemes but are deterred by a lack of flexibility in current regulations. Legislation needs
to progress alongside the development of personal accounts in order to encourage employers to support
good work place pensions and remove the current legislative discouragement from oVering good
occupational schemes.

4. Recommendations

4.1 Compare personal accounts of individuals with Stakeholder pensions with the SMTAs that they
would otherwise have received to determine whether losses have occurred. Use this information to help
design information and packs and any available advice for personal accounts.

4.2 Reduce the maximum annual contribution limit to nearer the £3,000 pa recommended by the
Pensions Commission.

4.3 The existing complex regime for workplace pensions should be simplified and legislation developed
that encourages employers to oVer schemes that are better than personal accounts.

January 2007

Memorandum submitted by Legal and General

Summary

— This submission concerns the £5,000 per annum contribution cap.

— We support the justification for the cap to target personal accounts at moderate to low earners,
not as competition for existing employer sponsored provision.

— We find that the Government’s analysis has been concentrated on individuals, and has not
addressed whether the cap will be eVective protection for employer sponsored schemes.

— An analysis of the current market for group schemes shows that with a cap of £5,000 personal
accounts will compete head on with existing provision.

— The situation would be better if the Government adopted the level of cap proposed by the
Pensions Commission, namely £3,000 per annum.

— There is a danger for consumers if employers switch existing schemes to personal accounts.
Following a switch, employers are likely to adopt the personal accounts definition of pensionable
earnings, which oVsets the first £5,035 of earnings each year. In contrast, existing employer
sponsored pension schemes use full earnings as the base for employer contributions.

Submission

1. Legal & General are a major provider in the field of small and medium employer sponsored pension
schemes. We have an approximately 10% market share for Group Personal Pensions and Group
Stakeholder Pensions.

2. We oVer our experience in the marketplace to help address the issue of the proposed contribution
limit of £5,000 per annum for personal accounts. This is question number 8 of the questions that the
Government have raised for consultation in the December Pensions White Paper.

3. The reasons given for having a cap, as set out in Chapter 7 of the White Paper, are to target the
scheme at moderate to low earners, and to ensure that personal accounts are an addition rather than a
competitor to existing employer sponsored provision. Legal & General supports these reasons.
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4. However, in setting the level of the cap, the White Paper considers the eVects on individuals, but
contains no analysis of the eVect of the cap on employer sponsored provision. Legal & General have
now carried out such analysis, and set out findings below:

5. In our view, an employer will reasonably regard personal accounts as a competitive alternative to
existing pension providers if the personal accounts system would cater for 90% or more of the company’s
employees. The remaining 10% would form the high earning manager/professional slice of the workforce,
for which companies will be comfortable providing some other enhanced scheme for.

6. The employer sponsored pensions market is driven by independent advisers who place prospective
new pension schemes out to tender with a wide range of insurers. During the year 2006, Legal & General
were invited to tender for over 750 new employer sponsored pension schemes, covering 130,000
employees. The data from these tender exercises may therefore be regarded as a representative sample
of new schemes set up in 2006 in the SME marketplace.

7. The schemes range in generosity of employer contribution, starting at 3% (of full salary, with no
oVset). The median contribution level is 5.5%, and in about 150 cases employers are paying 10% of salary
or more. Employees are generally required to contribute as well in order to gain the employer
contribution. The schemes also exhibit diVerent earnings levels, according to the industry the employer
operates in.

8. We have analysed the data scheme by scheme, to see whether each employer could have used the
personal accounts framework to accommodate 90% or more of the company’s employees, within the
contribution cap. This tells us whether personal accounts would have acted as a competitor to existing
provision when this scheme was put out to tender.

Analysis by Employers

9. The results are:

HOW OFTEN WOULD PERSONAL ACCOUNTS ACT AS A COMPETITOR
TO EXISTING PROVISION?

Size of Cap Frequency of Competitive Interference

If the cap is set at £5,000 per annum Personal Accounts would have competed for
93% of the schemes tendered in 2006

If the cap is set at £4,000 per annum Personal Accounts would have competed for
78% of the schemes tendered in 2006

If the cap is set at £3,000 per annum Personal Accounts would have competed for
64% of the schemes tendered in 2006

10. The Pensions Commission also recommended a contribution cap, but at around £3,000 per annum.

11. Our analysis suggests to that by raising the contribution cap from the Pensions Commission’s level
to the £5,000 proposed in the White Paper, the Government have seriously undermined their stated
intention of targeting personal accounts to be an addition rather than a competitor to the existing
pensions marketplace.

12. Consumers may be directly aVected, in an adverse way, if personal accounts become a direct
competitor for existing pension provision.

13. If an employer decides to move from a traditional pension provider to personal accounts, then
there is a risk that the employer will choose to follow the personal accounts definition of pensionable
earnings, which excludes the first £5,035 per annum of earnings in each employment.

14. Once a common feature of occupational schemes, the use of an oVset disappeared during the 80s
and 90s as employers were persuaded that it discriminated unfairly against women, who were more often
low paid or part time than men, and so suVered more from the oVset. Moving from traditional pension
providers to personal accounts would allow such employers to return to an oVset arrangement.
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Analysis by Individuals

15. We have also analysed the data at individual level, rather than at scheme level.

16. Here we simply look at how many of the individuals in the whole population of SME schemes
tendered in 2006 would have fitted within the contribution cap. The results are as follows:

Proportion of individuals who fit within a 
£5,000 cap

79%

21%

Within the cap  79%

Over the cap  21%

17. In contract, if the cap were set at the level recommended by the Pension Commission, the eVect
would be:

Proportion of individuals who fit within a 
£3,000 cap

60%

40%
Within the cap  60%

Over the cap  40%

18. The pie charts again demonstrate that at a £5,000 contribution cap, personal accounts will be a
major competitor for existing pension schemes.

Unfair Competition

19. Legal & General does not shirk fair competition in the pensions marketplace. For over 150 years
we have built a reputation for good service, low cost and secure investment returns. Today we administer
well over £100 billion of pension assets.

20. But we see elements of unfair competition in the proposals for personal accounts:

20.1 The Government will legislate that all employers must oVer personal accounts unless they can
claim exemption. This legislation gives personal accounts a competitive advantage over all other pension
providers, who have to go out and win employer sponsored pension schemes in the open market.

20.2 The Government estimates that the personal accounts framework they are creating will result in
between 8 and 10 million accounts. This will provide personal accounts with an economy of scale not
enjoyed by any other pension provider.

20.3 The Government are considering financing the set up costs of personal accounts (section 4.9 of
the White Paper), whereas all other pension providers have to finance their own set up costs.
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20.4 In practice the Government will be acting as a guarantor of last resort for personal accounts. If
the predicted volumes do not materialise and administrators selected by the Delivery Body are unable
to function at the low costs that Government have published, then Government will have no choice other
than step in and further subsidise the scheme. No other pension providers enjoy this backstop—indeed,
through the various industry compensation schemes we have to pay for those of our peers who fall by
the wayside.

21. These points are all woven into the design of personal accounts, and indeed Legal & General
supports this initiative in-so-far as it is targeted at low and moderate earners who do not have access
to current employer sponsored pension schemes.

22. But, these unfair competitive advantages highlight the need to ensure that personal accounts should
complement, not compete, with current pension provision.

23. This, and the associated risk of consumer detriment if employers who switch schemes to personal
accounts adopt the £5,035 oVset from earnings before calculating contributions, is why we believe it
imperative to restore the contribution cap to the £3,000 level proposed by the Pensions Commission.

January 2007

Memorandum submitted by the CBI

The CBI has welcomed the publication of the Government’s White Paper on personal accounts. While
CBI members have expressed concern at some aspects of the Government’s package of pensions reform—
most notably, the potential impact of employer compulsion—the CBI believes that the overall package of
reforms, with a new low cost savings vehicle such as personal accounts at its centre, represents the best way
of securing a long-term settlement on pensions.

The CBI will be submitting a full response to the Government’s White Paper on personal accounts after
consulting members on the full set of proposals published by the Department for Work and Pensions.

Given the White Paper’s very recent publication, the CBI’s position on its specific questions has not been
formally agreed by CBI members. We are therefore unable to respond in detail to all the questions set out
in the White Paper. However, there are areas where the Committee is seeking views and where the CBI
position is already clear and which we can outline for the inquiry.

Employers Should Have The Option of Retaining a Waiting Period

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 staV. CBI labour turnover data shows that retail
(22%), distribution, hotels and restaurants (22%) and construction (21%) have the highest rates of labour
turnover.

Waiting periods are essential to ensure the administrative burden does not become excessive and it is
important to note that these figures represent only average turnover rates—turnover rates in the first year
of employment are likely to bemuch higher. Employer and academic evidence indicate that workers in some
of these sectors change jobs rapidly in their early careers and then become more stable, typically remaining
loyal to one employer once they have been in a job for a year or more.

CBI members have also argued that pensions should be viewed as part of a company’s reward and
motivation strategy and that pension provision would be devalued if individuals had to be enrolled from
day one of employment. It should be seen as a reward for loyalty.

Members therefore believe a six-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.

Re-enrolments Should Feature In The New System—But Burdens Must Be Minimised

We are currently consulting members of the issues surrounding the frequency and timing of automatic
enrolment decisions. While we accept that re-enrolment should feature as part of NPSS for those employees
who initially choose to opt-out but subsequently wish to join NPSS, we would have concerns if employers
were compelled to re-enrol employees at frequent intervals. This would increased administrative burdens on
employers and could cause employee relations diYculties if employees resent being re-enrolled at regular
intervals. For this reason, we believe the Pensions Commission’s proposed time frame for re-enrolment—
three to five years—is a sensible starting point for consideration andwill set out in our final response detailed
views of CBI members on this point.
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Employers’ Role Within Personal Accounts Must Be Restricted to Making Contributions

CBI members, particularly smaller employers, believe the employer role in personal accounts must be
limited to making contributions, most employers are not prepared to provide detailed financial information
to their workforce. Small employers in particular do not feel that they have the degree of expertise or
understanding of issues to provide detailed information to their staV.

The CBI believes that individual employees should be responsible for making choices. This would place
individuals at the centre of retirement planning, and fit with the Secretary of State, John Hutton’s, key tests
by which pension reform proposals must be judged, namely, that they promote greater individual
responsibility and foster greater employee engagement on pensions issues.

However, CBI members recognise that employees will look to their employers for some generic
information—and some employers may well be prepared to provide this to their staV. However, most will
be concerned by the associated administrative burdens and potential risks and liabilities associated with
distributing guidance to their staV and are therefore believe that employers’ should not be required to get
involved in this process unless they choose to do so.

Ensuring Employer Compulsion Is Phased In

The CBI believes employer compulsion must be phased-in over at least three years—this would help
minimise the impact on business of compulsory contributions and allow them to plan more eVectively.
Phasing-in could also oVer greater opportunity to displace increased costs through lower wages. Phasing-
in would also benefit employees who would see pension contributions rise gradually rather than one “steep”
increase. This could encourage more employees not to opt-out.

CBImembers believe compulsory contributions should be phased in by contribution level with employers
required to contribute 1% of the proposed band of earnings in year one of the scheme, 2% in year two and
3% in year 3.

These have been the issues of most concern to CBI members. However, we are consulting the CBI’s
membership in further detail on all the proposals and related questions raised in the White Paper, in order
to respond more fully to the Government’s consultation. Although we expect this will not be finalised until
after the Committee’s current inquiry, we would be keen to provide the Committee with a copy of our full
response to the Government’s consultation once it is available.

January 2007

Memorandum submitted by Dave Allen

I am a victim of an occupational scheme wind up.

After 37 years of compulsory saving I am now left with no pension at all, almost three years post
retirement. My state pension prediction is only basic, without even SERPS or GMP, worse oV than if I had
never saved at all.

The new proposals indicate no change in policy regarding means testing versus saving.

Oh what I could have done with all of that extra money over those years that I was forced to save into a
scheme which I was assured was safe.

Unless justice is done and the Parliamentary Ombudsman’s report is honoured in full how can this
Government ever be taken seriously over pensions?

Not only do I face a retirement future in poverty, despite doing all of the right things, but I am expected
to contribute taxes to fund public sector pension black holes.

The Government’s attitude to pensions and their security needs radical overhaul, not just scratching at
the surface.

January 2007

Memorandum submitted by Richard Nicholl

Submission to personal accounts inquiry:

— Do you actually take any notice of these submissions, or do you just collect them to say that you
have consulted the public? I have submitted many points to a previous DWP enquiry and heard
absolutely nothing, and my points have been ignored. It appears that you have already made your
mind up about what you intend doing.
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— If you save as much as is proposed, you may be no better oV if you are subject to means testing.

— In the proposed personal accounts, the public will not have any suitable protection in case
anything goes wrong. It has been stated that there is a Regulatory Framework which will have to
be adhered to. There was a Regulatory Framework that was supposed to be adhered to within the
1995 Pensions Act. That did not provide enough protection, as I and 125,000 other workers can
testify, partly due to Government interference, weakening the protection measures.

— James Purnell has also stated that members who have any complaints will be able to address them
to The Parliamentary Ombudsman. Again we have already done that regarding the lack of
protection given by the 1995 Pensions Act and this Government refuses to accept her findings and
her recommendations. The Financial Assistance Scheme dismisses two thirds of those aVected,
giving them no assistance at all.

In summary, I suspect that investing in a personal account would be a very foolhardy thing to do. The
investment may be futile because of means testing, it is not protected, and the Government can change the
rules whenever it feels like it.

I will only invest in a Government inspired personal account when all MPs and Civil Servants are also
enrolled in this scheme, and no other fund. Then I and the rest of the public might just begin to believe and
trust in a pension system once again. Unless it comes under the FSA there will be no confidence.

December 2006

Memorandum submitted by CliVord Sharp

I am an actuary. I have involved in the interaction between State pensions, means tested allowances and
occupational pensions for many years. I suggest the present proposals lack clarity particularly in relation
to the advice which should be available to the lower paid if they are not to be misled. Unless this is done it
could result in another highly undesirable pensions mis-selling scandal. Most, if not all, of these lower paid
are “pensions illiterate” and, unless they get unbiased advice, couldwell be persuaded intomaking thewrong
decision when NPSS is put before them. Specifically this relates to lower paid women now aged 45 to 60 and
men aged 50 to 65 who will be called upon to decide whether to opt out if and when NPSS is implemented
in 2010. Unless they get informed advice some, probably many, will stay in the NPSS where their benefits
will almost certainly be less valuable than the state Means Tested Benefits (SMTAs) they are likely to be
entitled to.

1. In the Report on the White Paper I can find no direct reference to the vital eVect of SMTAs. There are
references to means tested Pension Credit which indicate it is likely to continue for the foreseeable future
but there is no reference to the other SMTAs—Housing Benefit, Council TaxAllowance etc. The capitalised
value of these combined allowances make it highly unlikely that a lower paid woman, or man, now aged 50
would be able to obtain a comparable benefit fromNPSS or any other pension contract . . . They need advice
to opt out and it would seem the FSA’s responsibility to see such individuals get fair unbiased advice.
Checking back as-far-as I have been able to establish the FSA have failed to ensure such advice was given
to lower paidmen andwomenwho have taken Stakeholder contracts. It is only fair thatGovernment should
make sure this does not happen again when NPSS contracts are introduced.

If the lower seek advice from IFAs either they are asked a prohibitive fee (£300) or SMTAs are not
mentioned.

2. There are two sections of the White Paper which appear to be crucial:

Sections 1–54

“Those who want a simple approach to saving will only have to decide whether to remain in the scheme
and howmuch to contribute” Comment—This is grossly mis-leading—unless lower paid, who are pensions
ignorant, are given “fair advice” they could be inveigled into eVecting NPSS contracts which would be
worthless to them because they should be entitled to superior Means Tested benefits. This is particularly
important for the lower paid retiring in the next 15–20 years.

Section 2.28

“ . . . many UK consumers find choice in pensions . . . overwhelming . . . many . . . are reluctant to seek
information . . . research reveals a widespread lack of confidence . . . in their ability to make decisions about
pension provision. This lack of confidence is underpinned by low levels of financial capability . . .” (and
pensions ignorance).
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Stakeholder Pensions

Section 1.29

“We continue to see a role for Stakeholder Pensions . . . with over 3 million sold at the end of June 2006
. . .”. Comment There is; potentially, a fundamental flaw in the sale of these contracts because there is the
likelihood that a substantial number have been sold without the policyholder being aware of his/her likely
entitlement to the valuable means tested State Allowances (SMTAs) for Pensions Contributions, Housing
Benefits, Council Tax Allowances etc. These, when capitalised, represent a benefit which no other pension
contract could match.While the FSA is responsible for ensuring that “fair and independent advice” is given
to the lower paid men and women aVected it seems possible they have failed to carry out their duty. I have
questioned them repeatedly but they have refused to give me specific answers. I have suggested a simple way
to check but they have ignored this. Experience of what has happened with Stakeholder contracts could
provide a useful guide to the likely interaction of SMTAs with the NPSS for this vulnerable group.

Note—If, when the policyholder opts to take the pension, the commuted value is less than £15,000 (as at
2005–06) the pension can be taken in cash. This converts a Pension Scheme into a Saving scheme for small
holders with a useful tax incentive to start with. Obviously this is contrary to Government’s intention which
is to encourage the provision of pensions and, therefore, this feature may not last.

Other Comments Section 1.10—This is an unreal statement—the decline in cost has meant a decline in
the level of service. The lower paidmen andwomenwho are pensions illiterate are the people whomost need
competent unbiased advice. This they did not get having to rely on the unrealistic “Decision Tree” device.

1.18 This is a grossly biased statistic—the people who attended would virtually all have been pensions
literate. It ignores the rest of the community, especially the lower paid men and women, most of whom no
little or nothing about the intricacies of State pensions and Means Tested Allowances (SMTAs)

24. This does not seem to apply to the crucial group of lower paid men and women retiring in the
next 20 years

25.1.25 Stakeholder Contracts—See earlier comments.

26.1.27 Pensions Regulator—Will he/she be responsible for ensuring lower paid get “fair and
unbiased” advice? If not which authority will be responsible? If it is the FSA experience
with Stakeholder contracts questions their wish and ability to do so.

32. Grossly distorted selection of Statistics.

33. Government committed to tackling pensioner poverty (how defined?). For the foreseeable this
must be eVected via SMTAs.

34. No comment.

35. “automatic enrolment into personal accounts opens up a new market”.

36. These reforms will give everyone the chance to build up a private pension innovations.
Comment—again pressured selling against lower—paid’s interests.

1.41 “Savers would be able to make decisions about whether to opt out of the scheme . . .” Comment—
Again the vital importance of unbiased advice to the lower paid has been ignored.

1.54 “Those who want a simple approach will only have to decide whether to remain in the scheme and
how much to contribute”. Comment—Once again biased advice probably against the interests of the
lower paid.

1.65 “This does not mean employees will be compelled to save? . . .there will always be some groups who
should not be saving towards a pension—for example those paying oV high burdens of debt. Comment—
very true and it also applies to a substantial number of lower paid who may have may have been inveigled
into Stakeholder contracts and now, it would seem, are likely to be being led into the NPSS.

1.74 Increased coverage of State Pension . . . “After reform, around 75% of women reaching State
Pension Age in 2010 will be entitled to a full basic State Pension . . . this will reach over 90% of women (and
men) b5 2025. Comment—this will aVect means tested Pension Contribution but not presumably Housing
Benefit and Council Tax Allowance.

1.77 Pension Credit will continue to be an important safety net. Comment—what about the other
SMTAs—Housing Benefit, Council Tax etc?

1.79 . . . The result of reforms is that there will be . . . less than 10% of pensioner households in 2050 who
will have accumulated small pension funds . . . this group . . . will be able to take their pension as a lump
sum if the total is less than . . . £15,000 in 2005–06. Comment—This is important because it converts a
Pension Scheme into a saving scheme for small pensions. Obviously this is contrary to Government’s
intention which is to encourage the provision of pensions and, therefore, it may not hold.

1.112 It will be Government’s role to . . . (provide) appropriate degrees of consumer protection
comment—Comment—How? How are the lower paid to get unbiased advice regarding the impact of
SMTAs on the wisdom of opting out of the NPSS?
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Chapter 2.28 Research indicates . . . that many UK consumers find choice in pensions . . overwhelming
and are reluctant to seek information. Comment—this is the crux for the lower paid and it is Government’s
responsibility to see they are not misled so that another pension mis-selling scandal results.

Summing Up

1. 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. To give up spending power now when, as the White Paper says many are in debt, is unreal
and unfair. It is Government’s duty to see this does not happen.

2. There is growing evidence that there has been some pensions mis-selling of Stakeholder Pension
Contracts because vulnerable groups of the lower paid were left with the complex decision tree device as
“best advice”. While there were suggestions that doubtful individuals should refer to IFAs it is unlikely that
this was eVective. It is now practicable for the facts to be established by a fairly straightforward test. If this
was done it should provide useful information in tackling the similar problem likely to occur with NPSS.

December 2006

Memorandum submitted by Barry Digwood

I write this in hope rather than any expectation as so much of what this Government does is just window
dressing and posturing, I believe this request for views is just so some Minister can say “the people” have
been consulted.

However, trying to rise above the cynicism portrayed by this Government, I submit a few concerns I have:

1. It seems that there is a loophole where people can elect not to save and be protected by the provision
of means tested pension support, thereby making hard working savers look stupid for saving if they
are going to worse oV than none severs, this loophole needs plugging.

2. The paper says that you can ask the Parliamentary Ombudsman to look at your case if you feel the
Government scheme has not fulfilled its promise, we have seen this Government totally disregard the
PO over the recent findings where she found the Government guilty of mis-administration (or similar)
on the issue of Pension scheme wind ups, so there needs to be some other body the Government will
pay heed to if an appeal procedure is to mean anything.

3. Current Pension saving levels are at an all time low due to the actions of the Government who have
taken a number of ill thought steps to ruin the private sector final salary process. Mainly the reduction
in MFR levels without spelling out to people the implications to peoples futures, what guarantees are
in place to ensure the Government does not change the rules once this new scheme is in place?

4. 125,000 people have lost all or part of their final salary pensions due to wind up of schemes, this process
has been carried out within current Government guidelines and laws, and you have the dependents
and friends of people eVected by this, could be up to 1,000,000 people who will not have any faith in
aGovernment sponsored scheme until the Government is seen to take meaningful steps to compensate
these people, using a number of financial sources both public and private.

I doubt I will hear anything from anyone but if you want any more information please get in touch.

December 2006

Memorandum submitted by the DWP in response to written questions from the Committee Clerk

Q1: Can DWP confirm that the model set out in paragraph 5.7 of the White Paper, with its three tiers, is
not one of the models evaluated in Section 2 of the Regulatory Impact Assessment? If this is the case, could
the DWP provide an evaluation of the three-tier model against all the criteria set out in Section 2?

Q2: Can DWP give further details of its reasoning for including branded choices in its proposed third tier:
is it—as para 2.38 of the RIA suggests—to encourage participation among consumers arising from
familiarity, or to allow wider choice of types of funds?

Q3: Can DWP provide the Committee with a breakdown of the likely charges in the three-tier model set
out in the White Paper, in both basis point and absolute terms, arising from:

(a) the provision of advice (including details of the charges that will arise from the fact that there is
a third tier)
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(b) selling/marketing (including details of the charges that will arise from the fact that there is a
third tier)

(c) collection?

The three tier model is closely based on the original proposals for the NPSS from the Pensions
Commission42 who argued that:

— “. . . the NPSS will need to have a default fund into which individuals are invested if they do
not specify a preferred asset allocation.

— The NPSS should negotiate fund management mandates covering major asset classes (eg 6-10
in number) aiming for very low fees in return for the expectation of large fund volumes.

— These funds could either form the totality of the NPSS system, or could be combined with the
ability to oVer other funds at non-negotiated fees. This latter approach would allow members
the option of investing in what are sometimes labelled “alternative asset classes” . . . or in funds
designed to be ethical, environmentally responsible, or appropriate to particular religious
groups.”

The Government’s preferred option of the NPSS, as set out in paragraph 5.7 of Personal Accounts:
a new way to save, agreed that this three tier approach to fund choice was correct. The three tiers comprise:

1. a default fund for the majority of members who do not wish to exercise a choice;

2. a small number of bulk-bought funds at low charges; and

3. a wider range of funds, which we expect to include social, environmental and ethical investments
and branded funds.

The three tier approach to fund choice that the Government sets out is thus not a model in itself, but
an approach to ensuring members are oVered a structured and appropriate level of investment choice.

The model evaluation set out in section 2 of the Regulatory Impact Assessment was designed to
compare the key diVerences between complete end-to-end delivery models, for example the NPSS or the
provider choice models, and not to evaluate approaches to oVering investment choices.

Although the White Paper set out the overall framework for investment choice within personal
accounts, the exact detail of how this will operate will be decided by the executive personal accounts
delivery authority and subsequently the governing body of personal accounts. It is they who will have
the skills and expertise to make these decisions; the flexibility to deal with any changes in the pensions
environment and importantly will operate at arm’s length from Government.

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 oVer
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 oVering an appropriately structured choice of investments can, as set out in Personal
Accounts: a new way to save, have beneficial eVects 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 oVered. This is a decision for the delivery authority
and subsequently the personal accounts board 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.

42 Pensions Commission, 2005, A New Pension Settlement for the Twenty-First Century The Second Report of the Pensions
Commission.



3593503026 Page Type [E] 23-03-07 01:56:02 Pag Table: COENEW PPSysB Unit: PAG1

Ev 106 Work and Pensions Committee: Evidence

Q4: Has DWP considered the comparative costs of collection (a) through PAYE and (b) outsourcing? If
so, could these be shared with the Committee? Has the Government ruled out collecting personal accounts
contributions through HMRC and, if so, on what grounds?

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 eVective 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.

Q5: Para 2.51 of the RIA refers to the fact that there are likely to be early operating losses in the personal
accounts scheme, arising from the factors set out in footnote 47 on the same page. Can DWP share with
the Committee its assumptions about how (a) these costs should be borne and (b) how they should be spread
over time when calculating the basis points charge?

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.

The December White Paper seeks views on the most appropriate charge structure for personal accounts
and the consultation period ends on 20 March.

Q6: The Pensions Policy Institute produced a report in November entitled “Are Personal Accounts suitable
for all?” What are the Government’s thoughts on the PPI analysis and, in particular, its identification of
certain groups of people at low, medium and high risk of personal accounts being unsuitable for them? Does
it agree with the groups listed in the PPI report? What is DWP’s latest thinking on increases in the limits
for trivial commutation and Pension Credit capital in this context?

The Government welcomes the PPI’s report and their contribution to the debate on returns in personal
accounts. On 20 February we held a joint analytical seminar with PPI which looked in depth at these
issues, which was attended by the Chair of the Work and Pensions Select Committee.

The Government’s Thoughts on the PPI Analysis

The Government and PPI are broadly in agreement about the level of returns which particular
individuals can expect in personal accounts. For example, both sets of analysis show a good expected
payback for an individual saving in personal accounts over a good working life: DWP analysis shows
they can expect £2:55 for every £1 they contribute, while PPI’s equivalent figure is slightly higher at £2.73.
The small diVerence is due to some diVerences in the underlying assumptions, notably the choice of
annuity and the age at which they start work.

Both sets of analysis show that the expected payback is greatly increased by reform; it doubles for
many people compared with estimates not based on the reform changes.

The DWP has said that the large majority of individuals can expect to get back more than the value
of their contributions, plus inflation. The Government believes that this provides an environment suitable
for the introduction of automatic enrolment. However, the final decision on saving will remain with
individuals, and they will make that judgement based on their own circumstances and preferences.

PPI Identification of Certain Groups

PPI have presented their illustrative individuals as being at low, medium or high risk of personal
accounts not being suitable. Those in the “high risk” group are those whose expected payback is lower
than the value of their contributions plus inflation. Those in the medium risk group can expect to get back
more than their contributions plus inflation, but less than their contributions plus their gross investment
returns.PPI make clear that “If personal accounts are not suitable for everybody, then this does not
necessarily mean that individuals should not be auto-enrolled” and that for the medium-risk group “it may
be suitable for these people to save in personal accounts, although their returns are likely to be lower than
returns for people in the low-risk group.” They emphasise that no single definition of “suitability” is likely
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to be appropriate for every individual and for some people it may be rational to save even if they have
a low return on their savings (and conversely some may not wish to save even if they can expect high
returns and are in the “low risk” category, for example if they have high levels of debt).

Government thoughts on PPI Identification of Certain Groups

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 aVect 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 only, do not face any benefit oVset 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.

The goal of the DWP’s policy is to give those who work or care throughout their lives confidence that
they can plan and save for their retirement. We have already published detailed analysis of expected
payback in personal accounts—for instance, in the Financial incentives to save for retirement research
report—which indicates people can have that confidence. We believe the PPI’s analysis, like DWP’s
analysis, supports this view.

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.

Q7: When the Committee took evidence from EEF, members were told that some companies took the view
that “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.” (Q 80) Is this something that the Government is considering?

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.

March 2007
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Supplementary memorandum from the National Association of Pension Funds

Occupational Schemes and Exemption Tests

At the oral evidence session on 19 February, John PenroseMP asked what proportion of existing schemes
would satisfy the scheme exemption tests proposed in the White Paper.

Joanne Segars indicated that the vast majority of occupational schemes had benefit formulae or
contribution rates that were suYcient to satisfy the scheme exemption test and oVered to provide data on
this subject.

Defined Benefit Schemes

The White Paper proposes two exemption tests for defined benefit schemes:

— Where DB schemes are contracted out, they will have to satisfy the reference scheme test for
Contracted-Out-Salary-Related schemes.

— Where DB schemes are not contracted out, they will have to provide benefits equivalent to 1/120th
of salary (defined as the average salary over the final three years of a member’s service) for each
year of service. We would expect that contracted in schemes using diVerent definitions of final
pensionable earnings will be exempt where the benefits they provide are actuarially equivalent to
those which satisfy the test directly.

Contracted out DB schemes

The vast majority of defined benefit provision will be subject to the first of these tests. The Government
Actuary’s Department has said that: “Nearly all active employee members of private-sector defined benefit
schemes and sections (in April 2005) were contracted-out of the State Second Pension” (Occupational
Pension Schemes Survey 2005, p 9). The GAD estimated that, at 3.66 million active members saving in
private sector DB schemes in April 2005, 2.96 million were saving in Contracted-Out-Salary-Related
schemes which will by definition satisfy the reference scheme test. The DWP “does not believe that the
exemption test imposes any new costs for these schemes beyond those associated with automatic
enrolment”. (Personal Accounts White Paper RIA, p 82).

Not all of the remaining 0.7 million active members will be contracted in. Some will be contracted out on
a Mixed Benefit (or a “protected rights”) basis. EVectively these schemes have two sections, of which one is
defined benefit and the other is defined contribution. Again, the defined benefit element should satisfy the
reference scheme test.

Contracted in DB Schemes

From its analysis, DWP estimates that “some 1,500 contracted in schemes have an accrual rate of at least
a 1/100th and so should pass the test. Some 370 contracted in schemes are shown as having no accruals—
these schemeswould not pass the test but theDWPbelieves that they aremainly frozen schemes and schemes
in wind-up. However, we believe that extremely few defined benefit schemes (if any) will fail the scheme
exemption test on the grounds that accrual rates are less valuable than the default contributions to personal
accounts.” (Personal Accounts White Paper RIA, p 82)

Occupational Defined Contribution Schemes

The Government proposes that occupational DC schemes must have a minimum employer contribution
rate and a default combined contribution rate at least as valuable as those in personal accounts. We expect
a pragmatic approach to be taken where schemes use diVerent definitions of pensionable earnings to those
used in personal accounts when calculating employer contributions.

According to the Government Actuary’s Department, only 13% of active members of occupational DC
schemes belong to schemes where the employer contribution is less than 4% (Occupational Pension Schemes
Survey 2005, p 99)

This indicates that the minimum employer contribution will only aVect a minority of members in existing
schemes. However, 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;
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— A further 10% ofmembers 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).

Automatic Enrolment

The above analysis focuses only on the value of schemes, not their joining techniques. Only 3% of
employers currently contributing 3%ormore to occupational pension schemes or contract-basedworkplace
schemes currently use auto-enrolment (Hansard, 7 November 2006. Col 1135w)

In this respect, the exemption test will impose new requirements on the vast majority of today’s
occupational schemes. The NAPF believes employers should be encouraged to auto-enrol staV at today’s
high contribution rates rather than levelling down contribution rates to oVset the costs of higher
participation.

March 2007

Memorandum submitted by UK Social Investment Forum (UKSIF)

Summary

This submission addresses Chapter 5 of the Government’s White Paper on personal accounts, which
covers investment of pension contributions, and specifically its proposals on Social, Environmental and
Ethical (SEE) Investment. It builds on our submissions to the Committee’s earlier inquiry into the Pensions
White Paper.

1. Responsible Investment by the Personal Accounts System as a Whole

1.1 While we welcome the Government’s proposals in Chapter 5 for personal choice of Social,
Environmental and Ethical (SEE) Investment (see below), we are concerned that there is no mention within
the White Paper of the adoption of a responsible investment approach for the personal accounts system as
a whole including the default fund.

1.2 Commitment to a responsible investment approach is becoming the norm for public pension funds
and pension buVer funds internationally. In April, in partnership with the UN Environment Programme
Finance Initiative, we plan to publish a set of examples of good practice in responsible investment by major
pension funds worldwide. Other sources of information about international practice are given in our
submission to your committee’s earlier pensions white paper inquiry.

In view of the common misperception that responsible investment requires exclusion of companies from
a portfolio on SEE grounds, please note that while some public pension funds (eg the Norwegian Pension
Fund Global) do exclude a limited number of companies as part of their responsible investment policy, this
is not the only approach available for public pension funds to implement a responsible investment policy.

Please note also that responsible investment policies are not limited to equity holdings.

In 2006, the UN launched its Principles for Responsible Investment. These have been signed by asset
owners (ie pension funds, etc) and asset managers (professional firms managing assets for their owners)
respresenting over three trillion dollars of assets. Details are available at www.unpri.org. The first report of
actions undertaken to implement the Principles will be published later in 2007.

The UN Principles for Responsible Investment state

As institutional investors, we have a duty to act in the best long-term interests of our beneficiaries.
In this fiduciary role, we believe that environmental, social, and corporate governance (ESG)
issues can aVect the performance of investment portfolios (to varying degrees across companies,
sectors, regions, asset classes and through time). We also recognise that applying these Principles
may better align investors with broader objectives of society, Therefore, where consistent with our
fiduciary responsibilities, we commit to the following:

1. We will incorporate ESG issues into investment analysis and decision-making processes.

2. We will be active owners and incorporate ESG issues into our ownership policies and practices.

3. We will seek appropriate disclosure on ESG issues by the entities in which we invest.

4. We will promote acceptance and implementation of the Principles within the investment
industry.

5. We will work together to enhance our eVectiveness in implementing the Principles.

6. We will each report on our activities and progress towards implementing the Principles.
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The Principles for Responsible Investment were developed by an international group of
institutional investors reflecting the increasing relevance of environmental, social and corporate
governance issues to investment practices. The process was convened by the United Nations
Secretary-General.
In signing the Principles, we as investors publicly commit to adopt and implement them, where
consistent with our fiduciary responsibilities. We also commit to evaluate the eVectiveness and
improve the content of the Principles over time. We believe this will improve our ability to meet
commitments to beneficiaries as well as better align our investment activities with the broader
interests of society.
We encourage other investors to adopt the Principles.

1.4 We believe that the personal accounts system should become a signatory of the UN Principles for
Responsible Investment.

1.5 In line with the Government’s commitment to be a leader within Europe in sustainable public
procurement (Sustainable Development strategy 2005), the personal accounts system should achieve and
exceed best practice worldwide in implementing the Principles and practicing responsible investment.

2. Personal Choice of Social, Environmental and Ethical (SEE) Investment

2.1 We welcome the proposals within the white paper (Chapter 5, particulary Pages 105–105) which
expand on the Government’s earlier commitment to oVer socially responsible investment options.

2.2 SEE investment is becoming of increasing interest to the public. One example of this is the recent
launch by M&S Money of the Marks & Spencer Ethical Fund. In the light of this, we believe that further
consideration should be given to including at least one SEE fund in the range of bulk-bought funds.

2.3 It is important that, during the implementation of the new system, suYcient publicity is given to the
SEE investment options and that suYcient information and advice is available on them.

3. UK Social Investment Forum

3.1 TheUKSocial Investment Forum (UKSIF) is theUK’s membership network for socially responsible
investment (SRI). UKSIF’s primary purpose is to promote and encourage the development and positive
impact of SRI amongst UK based investors. UKSIF believes that all material social, environmental and
ethical (SEE) issues should be integrated into standard investment practice and that individual investors
should be able to reflect their values in their investments.

3.2 The Forum was launched in 1991 to bring together the diVerent strands of SRI nationally and to act
as a focus and a voice for the industry. UKSIF’s 200!members and aYliates include retail and institutional
fund managers, financial advisers, SRI research providers, consultants, trade unions, banks, building
societies, community development finance institutions, NGOs and individuals interested in SRI.
Information on the UK Social Investment Forum is available at www.uksif.org.

February 2007
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