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Dear candidates

The introduction of automatic enrolment with a mandatory employer contribution and tax relief from the State, underpinned by the creation of personal accounts, will be the biggest reform of pension provision we have seen for many generations.

Currently, only around a third of private sector workers are saving in a private pension, compared to around 85 per cent in the public sector, so we need to extend this key saving opportunity.

These reforms should see between six and nine million people saving more, many for the first time, with between four and seven million of these workers saving in personal accounts.  So the scale of personal accounts and the range and diversity of its members and its participating employers will be unprecedented anywhere in the world.

The chair, deputy chair and members of the new trustee corporation that runs personal accounts will play pivotal roles in the building of the new pension landscape, and promises to be exciting and challenging in equal measure.  The primary function will be to ensure the scheme is run and managed efficiently, effectively and in the best interests of its members.  The scheme will ensure millions of our citizens on low and moderate incomes are able to make provision for their retirement by ensuring they have access to a high quality, low cost, simple pension savings product.

So thank you for considering applying.  I wish you every success if you do.
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ANGELA EAGLE MP

MINISTER OF STATE FOR PENSIONS & THE AGEING SOCIETY

Workplace pension reform: overview

1. The UK is facing a significant challenge in providing security in retirement for its citizens due to increasing longevity and falling birth rates. Population projections suggest that the number of people aged 65 and over will almost double by 2055, while the Department for Work and Pensions (DWP) estimates that around seven million people are not saving enough to deliver the pension income they are likely to want, or expect, in retirement. 

2. The Government is tackling this by introducing an integrated package of reforms to both state and non-state pension provision
. These changes derive from recommendations made by the independent Pensions Commission which reported in 2005
. 

3. The process of pension reform began by the introduction of changes to the state pension system through the Pensions Act 2007. This delivers a more generous state pension that is fairer to women and those caring for others, and provides a firm foundation on which private saving can be built.  

4. The Pensions Commission concluded, however, that changes to the state pensions system alone would not be sufficient to provide an adequate pension income for individuals in the future.  In order to avoid increases in pensioner poverty or unsustainable increases in taxation, it concluded increases in private saving would also be needed. 

5. To meet this challenge, the Pensions Act 2008 introduced further reforms, which place a new duty on employers to automatically enrol all eligible workers into a qualifying workplace pension arrangement. Employers will also be required, for the first time, to make a minimum contribution into that pension arrangement. This employer contribution will be complemented by an employee contribution and a further contribution in the form of tax relief. The total minimum contribution will equal 8 percent, as recommended by the Pensions Commission. In order to deliver the reforms successfully, we are intending to stage in the new employer duties over time with a planned start date for the reforms in 2012. 

6. Automatic enrolment is designed to make it easy for individuals to participate in pension saving, helping to overcome the inertia which currently prevents many people from saving.  However, individuals will be able to opt out of workplace pension saving if they wish. 

7. A new low cost, simple pension scheme – currently referred to as the personal accounts scheme - will be introduced to ensure that all employers have access to a suitable pension arrangement in order to fulfil their new duties under the reforms. The scheme aims to provide between 4 and 7 million people – typically those on low to moderate incomes - with access to workplace pension saving. 

8. The programme delivering these reforms, the Enabling Retirement Savings Programme, is led by the DWP in partnership with the Personal Accounts Delivery Authority (PADA) and the Pensions Regulator:

· DWP is responsible for the overall delivery of the reform programme, including the development of supporting legislation, co-ordinating activity and over-seeing delivery;

· The Pensions Regulator’s role is to develop and operate processes to maximise compliance with the new employer duties and to ensure certain safeguards protecting employees are adhered to; 

· PADA is undertaking the preparatory work to establish the personal accounts scheme. PADA’s work has included recommending scheme design features, managing the procurement of service providers to operate the scheme and working with the Department on establishing the trustee corporation. The trustee corporation, once established, will complete the implementation of the scheme and act as trustee of the personal accounts scheme, running the scheme in the best interests of its members, and providing a quality service for those employers who choose to participate in the scheme. 

9. The UK pensions industry also has a significant role to play in the reforms by providing a large number of other qualifying schemes which employers can use to meet their automatic enrolment duties.  

10. More information about the reforms is available from the DWP website
 and more information about PADA can be found on their website
. 

Employer duties and choice of pension arrangements

11. The Pensions Act 2008 provides the legal framework for the new employer duties. An employer can fulfil their auto-enrolment duty by enrolling their workers in to any qualifying pension arrangement. Qualifying pension arrangements can be either defined benefit or defined contribution schemes, provided the scheme meets certain quality standards, which are set out in legislation. 
12. In line with the Pensions Commission’s recommendations, the total minimum contribution required by a defined contribution qualifying scheme is 8 per cent (on a band of earnings), of which employers will be required to pay 3 per cent.  Employers can choose to pay more and it is anticipated that many will do so. Where an employer opts to pay only their statutory minimum 3%, the worker must make a further minimum contribution of 4% of post-tax pay, with the final 1% coming in the form of tax relief.

13. Secondary legislation will supplement the provisions in the Pensions Act 2008 and provide further detail of how the duties will operate. The Government is consulting on the content of the regulations in two batches. The first consultation document was published in March 2009 and contained detail on how employers will be required to automatically enrol their workers into qualifying pension schemes
. The second consultation will cover the remaining regulations, covering issues like the methods by which employers can certify that their schemes are qualifying schemes and the timing and stages by which the new duties will be introduced. Government has now set out its response to the first consultation and published its second consultation
. 

14. Prior to the duties coming into force, an employer must choose which qualifying pension scheme, or schemes, they are going to use in relation to their eligible workers.  For employers who already offer their workforce a high quality pension scheme, one option will be to automatically enrol all their current non-member workers into their current scheme. Similarly, those employers who do not currently offer their workers a qualifying pension arrangement may choose to establish their own pension arrangement.   

15. However, not all employers will be able or willing to set up their own low- cost pension arrangement using the existing pension market. Therefore, to ensure that all employers have access to a low cost, simple pension scheme with which to meet their new duties, we are setting up a new large-scale trust-based defined contribution qualifying pension scheme, currently referred to as the personal accounts scheme.

The personal accounts scheme 

Overview

16. The personal accounts scheme is being designed specifically for low to moderate earners who don’t currently have access to workplace pension provision. It will be a simple, low cost scheme, easy for members and employers to use, with low charges to help members keep more of their savings. Self-employed workers will also be able to join the scheme. 

17. The Pensions Act 2008 provides the legislative framework for the scheme. The Act requires the Secretary of State to establish the scheme “by order”, which will be subject to Parliamentary approval. 
18. This “scheme order” will establish the framework under which the scheme will operate, serving a similar function to the trust deed for an existing trust-based occupational scheme. The Pensions Act, the scheme order and scheme rules define the scheme as a defined contribution trust-based occupational pension scheme. It will be regulated by the Pensions Regulator in common with all other trust-based occupational pension schemes. 

19. The scheme will operate as much as possible like any other trust based, multi-employer, defined contribution occupational pension scheme. It will, however, have a number of unique features. In particular, it will have a public service obligation to accept any employer (and any of their qualifying workers) that wish to use the scheme to fulfil their employer duties. The scheme will, therefore, need to be ready to accept any employer that wishes to use it from the on-set of the new duties in 2012.

20. In addition, the intention is that the scheme will complement not replace existing workplace provision.  Two key features of the scheme will help achieve this: 

· An annual contribution limit: no more than £3,600 (in 2005 earnings terms) can be paid into the scheme in respect of any one scheme member in any given tax year.  
· A transfers ban: with only minor exceptions, no previously built up pension entitlements from other arrangements may be transferred into the scheme.  In addition, no personal accounts pension saving may be transferred out of the scheme until a member reaches age 55.  

21. The Pensions Act 2008 requires the Secretary of State to review the effect of both the annual contribution limit and the transfers ban (and any other aspects of the scheme he thinks appropriate), with the review starting 1 January 2017 or at the end of 5 years of operation of the scheme (whichever is later).

22. The scheme order also requires that a members’ panel and an employers’ panel be established to enable the trustee corporation to engage effectively with a large diverse membership and employer population. Given the scale and diversity of membership, the role of the members panel is considered to be a more effective mechanism for representing members’ views than a requirement for member-nominated trustees.   

23. The scale of the scheme will depend on how many, and which, employers choose to use it.   It is, however, anticipated that the scheme will provide between 4 and 7 million people with workplace pension saving.

24. The draft scheme order and rules were the subject of a joint consultation exercise between the DWP and PADA.  The consultation period ended on 20 July 2009.  The joint DWP and PADA response to the consultation has now been published
.  More information about the personal accounts scheme can be found in the scheme order and rules consultation document
.

The trustee corporation 

25. The trustee corporation will be responsible for running the personal accounts scheme. It will be a new non-departmental public body (NDPB) sponsored by the DWP. Our intention is for the trustee corporation to be brought into effect and take responsibility for the scheme from summer 2010. 

26. The trustee corporation will be overseen by a chair, deputy chair and up to thirteen ordinary members. Together they will form the corporate trustee of the scheme. The trustee corporation will be supported by staff that will carry out the day to day running of the trustee corporation’s functions.  

27. The Government intends PADA to hand over its residual implementation functions to the trustee corporation from summer 2010.  At this time, the intention is that PADA will be wound up.  The trustee corporation will, therefore, complete the work to establish the scheme begun by PADA, for example by completing procurement activity and working with suppliers to complete the build of the personal accounts scheme. 

28. We anticipate that this implementation activity will be completed by the people recruited by PADA for this purpose and that they, their skills and experience will transfer automatically to the trustee corporation when PADA is wound up. We expect that, at its creation, the trustee corporation will have approximately 200 staff. We anticipate this reducing significantly as implementation activity is completed and the scheme becomes established and moves into a steady state of operations.  

29. The trustee corporation will be responsible for managing the personal accounts scheme in the best interests of scheme members and in accordance with the scheme order and rules, which set out how the scheme will be run. In this respect, it generally has the same responsibilities as other trust based pension schemes.

30. The trustee corporation will also have duties by virtue of its unique position and its role as a non-departmental public body (for example, it will be accountable in its role as a public body to the Secretary of State and to Parliament). 

31. The trustee corporation will have a “stewardship” relationship with the DWP. This will enable the trustee corporation to have an on-going dialogue with the Secretary of State who, in the absence of a sponsoring employer, will take the role of “Settlor” of the scheme. The stewardship arrangements will also support the trustee corporation in fulfilling its accountabilities to Parliament as an NDPB and ensure the DWP can effectively manage any public interests in the financing of the scheme.        

Approach to investment 

32. The investment of member’s funds will be a critical feature of the scheme.  The investment strategy for the personal accounts scheme will be the responsibility of the trustee corporation and they will design the strategy in the interests of all members. 

33. PADA is currently examining the relevant issues and will make recommendations to the trustee corporation once it is established. PADA’s consultation process on investment issues began in January 2009 with a responsible investment/socially responsible investment event. In May 2009, PADA published an investment discussion paper to assist consultation
.  The discussion document focuses on the following issues:

· the likely demographic of future members, and their attitudes to risk, saving and investment;

· the overarching investment objective;

· the default strategy and life-styling of funds;

· the approach of personal accounts to corporate governance and responsible investment;

· fund choice beyond the default strategy, including the appropriateness of making available funds focusing on social, environmental and ethical issues and a Sharia fund.

Procuring operational services for the scheme 

34. PADA is undertaking the preparatory work to let five contract sets to provide services that will deliver the personal accounts scheme.  These are: 

Contract Set A: a range of goods and services contracts in order to support the trustee corporation. This is likely to include specialist consultancy support, accommodation, general office goods and services, and promotional activities to support the introduction and on-going awareness of the scheme; 

Contract Set B: a single contract for scheme administration services; 

Contract Set C: a single contract for fund administration services; 

Contract Set D: a number of contracts for investment management services; and

Contract Set E: a number of contracts for annuity purchase services.

35. Each of the contract sets will be the subject of separate procurement processes. All contracts will be let in accordance with the Public Contracts Regulations 2006 and PADA and/or the trustee corporation will advertise its requirements with the issue of a Contract Notice in the OJEU (Official Journal of the European Union). 

36. In respect of Contract Set B, PADA has completed the evaluation of the Pre-Qualification Questionnaires and invited short-listed suppliers to take part in the next stage of the procurement process, which is called competitive dialogue. An Invitation to Participate in Dialogue (ITPD) was sent out to four Qualified Bidders on 29 April 2009. Following the ITPD, a formal Bidders Day was undertaken on 7 and 8 May to prepare the bidders for the requirements and expectations of Dialogue. Competitive Dialogue commenced on the 12 May. 

Branding and Distribution


37. The personal accounts scheme will need its own brand identity.  Part of PADA’s current work is to develop a brand that will resonate with potential members, employers and intermediaries. Getting this right will be important to the success of the scheme. Brand proposals will be approved by the DWP. 

38. The size and nature of the scheme’s target audience means that it is likely the trustee will have to undertake activity to raise awareness of the scheme’s existence, and the nature of the proposition it offers to employers and to prospective members, to ensure employers are aware of the scheme and have sufficient information to judge its suitability for their employees. 

39. Making information available to employers, intermediaries and the pensions marketplace will inevitably incur expenditure which, like all the scheme’s costs, will need to be covered by members’ charges. This is not a normal function of a trust based pension scheme and the trustee corporation will need to ensure that the expenditure incurred is in accordance with the best interests of its members. The scheme order will, therefore, make clear that the trustee corporation has authority to undertake activity of this nature. In addition, PADA is undertaking work on how to provide this information to the scheme’s target market for the trustee corporation to consider once it is established.     

Financial arrangements 

Funding the Set-Up of the Personal Accounts Scheme 

40. The personal accounts scheme is intended to be self-financing over the long-term with its costs met from revenue from charges on members. However, until the scheme is launched and its membership builds up, there will be a mis-match between the revenues available to the scheme and the cost of establishing and running the scheme. The funding strategy to meet this funding gap has not yet been decided. However, during the passage of the Pensions Act 2008, the Government made clear that the funding strategy should:

· support the delivery of a simple scheme and low charges to members;

· allow the scheme to be self-financing in the long-term, through revenue raised from membership charges, with no overall cost to the taxpayer;

· deliver value for money for Government and members;

· ensure funding is compatible with European legislation (e.g. the scheme will not receive an unfair subsidy from Government).

41. The costs PADA incur in setting up the scheme are currently being funded via a loan from the DWP.  The loan was put in place on 1 December 2008 following the extension of PADA’s role through the Pensions Act 2008. It is intended that all liabilities in respect of the loan to PADA will be transferred to the trustee corporation. This is an interim funding arrangement which will be reviewed following a decision on the final funding strategy to support the set-up of the scheme. 
42. Any expenditure that PADA incurs which is not connected with the set up of the personal accounts scheme is funded by grant-in-aid from the DWP and therefore will not need to be repaid by the trustee corporation through the revenues it raises from membership charges.

43. The full set of accounts for 2008/9, including the terms of the loan to PADA, can be found on PADA’s website in the publications library.
  

The Charging Regime in the Personal Accounts Scheme

44. A decision on the initial charging regime for the personal accounts scheme will be made as part of the overall funding strategy for the scheme. 

45. The choice of charging structure is a key decision in the design of the personal accounts scheme. PADA’s consultation document “Building personal accounts, choosing a charging structure” explored the options, and invited feedback from interested individuals and groups
. To support the consultation process, PADA commissioned research into attitudes towards various charging structures. The report, “Personal accounts: attitudes and reactions to possible charging structures”, explores the reaction of individuals in the personal accounts target market towards potential charging structures
. 

46. The consultation received over 40 responses from a range of stakeholders. The majority of these respondents identified their preferred charge structure. There was, however, no consensus view with most respondents broadly split in favour of either an annual management charge only structure or a contribution charge plus annual management charge structure.   

47. The charge level willl be determined once the design of the personal accounts scheme is finalised and the main procurement processes (chiefly the procurement for administration services) are complete.
Launching and running the personal accounts scheme

48. The personal accounts scheme will need to be fully operational in time for the onset of the employer duty. The working assumption is that this will be in October 2012. Preparations for the launch and operation of the scheme are well underway. 

49. In order to mitigate risks and ensure that implementation of the full reform package runs smoothly in 2012, we intend to launch the personal accounts scheme to allow a period of live operation with a small volume of employers who join voluntarily ahead of employer duties coming in to force. 

50. This is intended to facilitate testing of the scheme’s design and business processes during a period of low key, managed take on. It will enable resolution of any early teething problems, provide additional insight into behaviours of employers (particularly, smaller employers) and workers, and allows for refinement of the processes in a controlled environment prior to high volume operation.

� See White Papers: Security in retirement: towards a new pensions system (May 2006) (www.official-documents.gov.uk/document/cm68/6841/6841.pdf) and Personal accounts: a new way to save (December 2006)(www.dwp.gov.uk/docs/pa-personalaccountsfull.pdf)


� In December 2002 the Government established the Pensions Commission to consider the long term challenges faced by the UK pension system. Its conclusions were set out in A new pension settlement for the twenty-first century: The second report of the Pensions Commission. � HYPERLINK "http://www.webarchive.org.uk/pan/16806/20070717/www.pensionscommission.org.uk/www.pensionscommission.org.uk/publications/2005/annrep/main-report.pdf" ��http://www.webarchive.org.uk/pan/16806/20070717/www.pensionscommission.org.uk/www.pensionscommission.org.uk/publications/2005/annrep/main-report.pdf�





� � HYPERLINK "http://www.dwp.gov.uk/policy/pensions-reform/enabling-retirement-savings/" ��www.dwp.gov.uk/policy/pensions-reform/enabling-retirement-savings/�


� � HYPERLINK "http://www.padeliveryauthority.org.uk/" ��www.padeliveryauthority.org.uk/�





� www.dwp.gov.uk/docs/pensions-auto-enrol-regs2009.pdf


� www.dwp.gov.uk/consultations/


� www.dwp.gov.uk/docs/draft-scheme-order-and-rules-government-response.pdf


� www.dwp.gov.uk/docs/draft-scheme-order-and-rules28april2009.pdf. or � HYPERLINK "http://www.padeliveryauthority.org.uk" ��www.padeliveryauthority.org.uk� under “Consultations”


� see www.padeliveryauthority.org.uk/documents/investment_discussion.pdf


�  www.padeliveryauthority.org.uk/documents/annual_report_2008_2009.pdf


� www.padeliveryauthority.org.uk/documents/consultation_paper.pdf


� www.padeliveryauthority.org.uk/documents/charging_structure_reactions.pdf
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