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Summary

In March 2014, the Department for Work and Pensions (DWP) published a Command Paper,
which announced a comprehensive range of charges measures designed to improve the
value for money of defined contribution (DC) workplace schemes.

In conjunction with the new charges measures, DWP commissioned this research study.

It was designed to capture the full range of charges that were applied to DC workplace
pension schemes that were open to new members, in the year prior to April 2015 when the
charge cap was introduced. The research team worked with 12 pension providers to collect
charges data covering 9.4 million pension pots across 106,000 schemes.

Key findings

+ All of the members of the qualifying master trusts covered by this study already paid
charges within the 0.75 per cent annual charge cap before it was introduced. Similarly, 88
per cent of members of other qualifying trust-based schemes and 76 per cent of members
of qualifying contract-based schemes paid charges within the cap already. The remainder
will now see their charges lowered to comply with the cap if they are invested in the default
arrangement.

* Members of non-qualifying schemes were more likely than members of qualifying schemes
to pay charges higher than the cap, which will not apply to these schemes. In non-
qualifying contract-based schemes just 26 per cent of members paid charges within the
cap, and one in ten faced charges higher than one per cent. In non-qualifying master trusts
and other non-qualifying trust-based schemes, 51 per cent and 55 per cent of members
respectively paid charges within the cap.

» Four of the 12 providers used Active Member Discounts (AMDs) within qualifying contract-
based schemes during the research period for a minority of members, with an average
discount of 0.37 per cent. All confirmed that they were removing them in preparation for
the April 2016 ban.

» Consultancy charges and commission were relatively rare, and providers confirmed that
they were also removing these in anticipation of the April 2016 ban.

» Transaction costs were not straightforward for providers to measure, although four
providers were able to produce broad estimates of these.
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Glossary of terms

Active member

For defined contribution pension schemes this is a
member who is currently making contributions into the
scheme.

Active Member Discount (AMD) A charging model that some providers may apply to

Automatic enrolment

Bid price

Charge cap

Charges measures

Consultancy charges

Contract-based pension

members of a particular pension scheme. Under this
model, active members of that scheme pay a lower
ongoing charge than deferred members. From April
2016 these will be banned in qualifying DC workplace
pension schemes

Pension scheme enrolment legislation under which an
employer enrols eligible jobholders in the workplace
pension scheme ‘automatically’ — i.e. without the
jobholder having actively to agree to membership.
Individuals who are automatically enrolled are free to
opt out, but need to take action to do so.

The price at which a unit of an investment fund can

be sold by an investor (in this case, a pension fund
member). This price may be slightly less than the value
of that unit due to transaction costs.

One of DWP’s charges measures introduced in April
2015. The charge cap applies to default funds of
qualifying defined contribution schemes. The annual
cap is set at 0.75 per cent of funds under management,
or an equivalent combination charge.

DWP’s charges measures are being implemented in
stages from April 2015. The reforms are intended to
provide greater protection for people who have been
defaulted into private pension saving via automatic
enrolment. They consist of a charge cap on default
funds of qualifying defined contribution schemes, and
a ban on commission and Active Member Discounts in
qualifying DC workplace pension schemes.

A charge borne by members to cover the cost of
intermediary advice given to the employer in the course
of setting up and/or running a pension scheme. New
consultancy charge arrangements were banned from
automatic enrolment schemes in legislation in 2013.

A defined contribution pension owned by the individual
with the contract existing between the individual and the
pension provider. Contract-based pensions can be set up
either by an employer on behalf of an individual, or by the
individual themselves directly with a provider.

11
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Contribution-based charge

Defined benefit (DB) scheme

Defined contribution (DC)
scheme

Default fund

Default arrangement

Deferred member

Eligible Jobholder

Flat fee

Fund manager

Fund Manager Expense
Charges (FMECs)

Governance

12

Charges levied as a percentage of each contribution paid
into an individual’s pension pot.

An occupational pension scheme that provides benefits
based on a formula involving how much a person is paid
at retirement (or how much a person has been paid on
average during their membership of the scheme) and the
length of time they have been in the pension scheme.

A trust-based or contract-based pension scheme that
provides pension scheme benefits based on the
contributions invested, and the returns received on that
investment (minus any charges incurred).

The investment funds used within a default
arrangement.

The pre-assigned fund or combination of funds into which
a member’s contributions are invested, if no decision is
made by the individual regarding which funds they wish
their contributions to be invested in. In the context of this
study, these arrangements are used by employers to
meet their automatic enrolment duties. From April 2015
default arrangements in defined contribution qualifying
schemes are subject to a 0.75 per cent annual charge
cap.

A member who no longer contributes to the scheme but
has not yet begun to receive retirement benefits from that
scheme.

Eligible jobholders are ‘eligible’ for automatic enrolment
and are jobholders who are aged at least 22, but have
not yet reached State Pension age, and earn above the
earnings trigger for automatic enrolment.

A charge levied without reference to the funds under
management or the funds contributed.

A person or organisation appointed to implement the
investment strategy for a pension fund, or oversee the
investments within a portfolio.

Any charges that members of a particular fund type
typically pay, over and above the ongoing charge, to
cover expenses incurred by the fund manager of a
particular fund.

The management processes that are in place to ensure
that a pension scheme is well managed and members’
interests are met, and that a scheme is invested
appropriately.
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Independent Governance
Committee (IGC)

Initial commission

Intermediary

Investment manager

Master trust

Member

Occupational pension

Offer price

Ongoing charge

Open scheme

Pension flexibility measures

Pension fund

A body that contract-based pension providers are
required to have as part of the Financial Conduct
Authority’s introduction of new rules for providers’ internal
governance and reporting. They are responsible for
monitoring and reporting on the value delivered by
schemes, and will have to produce an annual report
detailing the costs and charges incurred in managing their
pension schemes.

Initial commission may be charged by an intermediary
to a provider for services performed during the selling

or setup of a pension scheme. It is payable for an initial
period only, e.g. the first one to four years of a scheme
being set up. From April 2016 commission will be banned
for qualifying DC workplace pension schemes.

An adviser, or firm of advisers, that is in a position to
review products and companies in the market as the basis
for recommendations to clients.

See fund manager.

A multi-employer trust-based pension scheme, which is
promoted to a range of employers.

A person who has joined a pension scheme and who is
entitled to benefits under it.

Normally a trust-based pension — a small number

of public sector and ex-public sector schemes are not
managed under trust, but as these are almost wholly DB
schemes, trust-based pension is used in this report.

The price at which a unit of an investment fund can be
purchased by an investor (in this case, a pension fund
member). This price may be slightly less than the value of
that unit due to transaction costs.

A charge levied on a member’s pension fund in relation
to providing that pension scheme. In this report, our
definition includes any Active Member Discounts,
consultancy charges, initial and trail commission and
flat fees levied.

A pension scheme that admits new active members.

Measures implemented by the government from April
2015, leading to changes to how individuals can access
their pension pots at retirement.

The assets that form a pension scheme.

13
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Personal pension

Policy fee

Provider

Qualifying pension scheme

Retail Distribution Review
(RDR)

Stakeholder pension

Trail commission

Transaction costs for fund
entry
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See contract-based pension.

A flat fee charged by some providers of older, non-
qualifying pension schemes, in relation to providing that
pension scheme. In this report, all flat fees such as this
are included within the ongoing charge.

An organisation, often a life assurance company, fund
manager or bank that sets up and administers a pension
scheme on behalf of an individual or trust.

A pension scheme that meets certain minimum standards
set by legislation, meaning that it is permitted to be used
for automatic enrolment. Qualifying schemes are subject
to the Government’s charges measures.

The RDR was launched in June 2006 by the Financial
Conduct Authority (FCA) in response to problems in the
market for retail investment advice. The RDR aims to
ensure that consumers are offered a transparent and fair
charging system for the advice they receive; consumers
are clear about the service they receive; advisory firms
are more stable and better able to meet their liabilities;
and consumers receive advice from highly respected
professionals. Most RDR-related rules took effect from
31 December 2012.

Usually a contract-based pension scheme, subject
to government regulations, which limited charges and
allowed individuals flexibility about contributions and
transfers, introduced in April 2001. These ceased to be
mandatory after the workplace pension reforms were
introduced.

A fee which may be paid by a provider to an
intermediary on an ongoing basis for selling their
scheme to an employer, as well as for ongoing services
that the intermediary may provide to the scheme. From
April 2016 commission will be banned for qualifying DC
workplace pension schemes.

Charges incurred when a member’s new contributions
are used to purchase the underlying assets of a particular
fund. Transaction costs associated with buying additional
underlying assets may mean that the value of funds
purchased can be lower than the total amount invested.
The effective reduction is expressed as a percentage of
each member contribution.
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Transaction costs for
remaining Invested

Trust-based pension

Trustee

Workplace pension

Workplace Pension Reforms

Charges incurred by the fund manager when buying
and selling the underlying assets of the fund. These are
passed onto the scheme member, usually as a reduction
in the value of investments held. The reduction is
expressed as a percentage of funds under management.

A pension scheme taking the form of a trust arrangement,
with a board of trustees governing the scheme. Benefits
can be either defined contribution or defined benefit.

An individual or company appointed to govern a trust-
based scheme, in accordance with the provisions of the
trust instrument, the legal document that sets up, governs
or amends the scheme, and general provisions of trust
law as well as pensions legislation, for the benefit of
scheme members.

Any pension scheme provided as part of an arrangement
made for the employees of a particular employer.

The reforms introduced as part of the Pensions Act 2008
(and updated as part of the Pensions Act 2011): the
measures include a duty on employers, starting in 2012
and on a rolling-programme basis, to automatically enrol
all eligible jobholders into an automatic enrolment
pension scheme.

15
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Executive summary

Summary

This report provides the findings of a study commissioned by the Department for Work
and Pensions (DWP), designed to assess the types and levels of charges across defined
contribution (DC) trust-based and contract-based workplace pensions.

Background

In March 2014, DWP published a Command Paper, which announced a comprehensive
range of charges measures designed to improve the value for money of DC workplace
schemes." Two of the charges measures were implemented in April 2015:

» A charge cap on the default arrangements of qualifying DC workplace pension schemes.
The annual cap is set at 0.75 per cent of funds under management or an equivalent
combination charge.

* A ban on consultancy charges in all qualifying DC contract-based pension schemes. This
followed a 2013 ban on any new consultancy charging arrangements being set up.

Further reforms will be introduced in April 2016:
* Aban on Active Member Discounts (AMDs) in qualifying DC workplace pension schemes.

» A ban on charges relating to commission in qualifying DC workplace pension schemes.

Scope of the research

In conjunction with the new charges measures, DWP commissioned this research study,
which has three overarching objectives:

* To benchmark the impact of the charges measures in the year prior to the implementation
of the charge cap and monitor ongoing trends in charges.

» To allow assessment of the roll-out of the other charges measures between 2015 and
2016.

» To inform the 2017 government review of the level of the charge cap and the decision on
whether some or all transaction costs should be included.

! Department for Work and Pensions (2014). Better workplace pensions: Further
measures for savers.

16
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The research was designed to capture the full range of charges that were applied to DC
workplace pension schemes that were open to new members, in the year prior to April 2015
when the cap was introduced.? It focuses only on charges incurred by members who are
saving into (as opposed to drawing on) their pension, and incorporates the full range of DC
schemes, apart from unbundled trust-based schemes.?

We asked pension providers to collect charges data using an Excel template designed by
our research team, and to participate in a follow-up interview. Of 16 providers who were
approached, 12 were ultimately able to participate, including eight of the top ten providers
by market share. In total, the data we have collected covers 9.4 million pension pots across
106,000 schemes, as the figure below shows.

Figure i Providers participating in the research study

Providers initially willing and able to participate.

Providers ultimately gave us data for all, or almost all, of their
members. This includes 8 of the top 10 providers, and
approximately 9.4 million pension pots.

Qualifying Non-
schemes qualifying

schemes

CONTRACT- MASTER TRUST- CONTRACT- MASTER TRUST-
BASED TRUST BASED BASED TRUST BASED

£ 9 &9 8 & 10 e 3 : 7

Number of providers managing each type of scheme.

Key findings

Providers’ experiences in completing the data template

Of the 12 providers who participated in this research, only three found completing the data
template straightforward. These were providers of qualifying master trusts that were set up
specifically to handle the large populations being automatically enrolled into a workplace
pension. These providers estimated that it had taken them just a few hours to complete the
template.

2 In contrast to previous research undertaken on behalf of DWP about pension charges,
we conducted this research with providers, rather than employers, since providers are
better placed to provide detailed information on the full range of charges levied.

3 Unbundled trust-based schemes are schemes other than master trusts where the
trustees work directly with separate administrators and investment managers to
administer the scheme, as opposed to with a single pension provider.

17
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Other providers found it more difficult for a variety of reasons:
+ Some had multiple types of scheme, each with a slightly different charging structure.

+ Some had evolved over time through acquisition or mergers. This meant that data relating
to their different books of business was not only complex in content, but often stored in
different digital or physical locations.

» Afew acknowledged that their data systems were relatively old, which added technical
difficulties to running data queries and extracting data.

Where these issues arose, providers required anywhere between two days’ to seven weeks’
worth of resource to produce the final data.

Summary of member-borne charges within the cap

To the best of their knowledge and ability, providers were confident that they had been able
to provide data for each of their DC workplace schemes that were open to new members,
covering all of the types of charges that would fall within the cap when it was introduced in
April 2015. There were minor exceptions, primarily relating to cases where a charge only
applied to an extremely small proportion of members.

We can therefore be confident that the data summarised in the charges diagram overleaf
represents a good snapshot of the charges paid by members of both qualifying and non-
qualifying schemes in the year prior to the implementation of the charge cap.

Ongoing charges

The ongoing charge is levied by the provider in relation to administering the scheme, and is
expressed as an equivalent percentage of funds under management figure per year (a fund-
based charge). The figure we report includes any AMDs, consultancy charges, commission
and flat fees levied.

Members of qualifying schemes paid lower charges on average than members of non-
qualifying schemes:

+ All of the members of the qualifying master trusts covered by this study already paid
charges within the annual charge cap of 0.75 per cent (or an equivalent combination
charge) before it was introduced. Similarly, 88 per cent of members of qualifying trust-
based schemes and 76 per cent of members of qualifying contract-based schemes paid
charges within the cap already. The remainder will now see their charges lowered to
comply with the cap if they are invested in the default arrangement.

» Members of non-qualifying schemes were more likely than members of qualifying schemes
to pay charges higher than the cap, which will not apply to these schemes. In non-
qualifying contract-based schemes just 26 per cent of members paid charges within the
cap, and one in ten faced charges higher than one per cent. In non-qualifying master trusts
and other non-qualifying trust-based schemes, 51 per cent and 55 per cent of members
respectively paid charges within the cap.

18
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Two other factors had an impact upon the level of charge a member paid:

* Members of contract-based schemes paid higher charges than members of master trusts
and other trust-based schemes with the same qualifying or non-qualifying status.

* Members of contract- and trust-based schemes at smaller employers usually paid higher
charges than members working for larger employers. Master trusts were typically different,
since a single scheme covered multiple employers, and they did not usually set their
charges according to employer size.

In anticipation of the April 2015 charge cap, some providers confirmed that they had begun
lowering the charges on their qualifying schemes in 2014. Others had started modelling the
impact of the changes for internal purposes in 2014, but only implemented these changes
from April 2015, after the end of the reporting period for this study. Most providers expressed
an intention to monitor schemes more closely post-April 2015 in order to ensure that they did
not breach the cap in the future.

Most providers expressed their support for the charge cap as something that was in the
interests of members, and which would help drive value for money. Some, however, felt that
lower margins for pension providers could cause some smaller providers to merge or close
down their pension business, leading to fewer products and less differentiation in the market.

Active Member Discounts

Pension providers may give discounts to members who are currently paying into a pension
scheme, at the expense of members who are not. These are most often known as Active
Member Discounts (AMDs). They will be banned in qualifying DC workplace pension
schemes from April 2016 as part of the charges measures.

Providers only reported the use of AMDs in relation to contract-based schemes during the
research period. For qualifying contract-based schemes, four of the 12 providers used
AMDs. These schemes had 500,000 members in total, with an average discount of 0.37 per
cent. The level of discount applied did vary between schemes, ranging from a minimum of
0.05 per cent up to a maximum of 0.86 per cent.

Some providers justified their initial decision to use AMDs as one that had been borne out of
demand from employers and advisers. Nevertheless, all confirmed that they were either in
the process of removing them in preparation for the ban, or had already removed them at the
time of interview (June 2015).

Consultancy charges, commission, and other fees
Other fees within the cap were relatively rare:

» Only three providers had facilitated consultancy charges during the reporting period, for
qualifying and non-qualifying contract-based schemes, covering around 3,000 members in
total. The charge varied from 0.1 per cent of the fund per annum to 1.0 per cent. The same
three providers also levied consultancy charges on a small number of qualifying and non-
qualifying trust-based schemes, affecting fewer than 100 members in each case. All three
providers that facilitated consultancy charges over the reporting period had removed this
charge for new qualifying schemes in anticipation of the ban.
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» Two providers passed on the cost of initial commission to around 13,000 members of
qualifying contract-based schemes over the reporting period; and two providers passed it
onto around 10,000 members of non-qualifying contract-based schemes, via a deduction
in their contributions. No initial commission was reported in master trust or other trust-
based schemes. Also, four providers paid trail commission for some qualifying contract-
based and trust-based schemes. All had either stopped using both types of commission by
the time of interview, or were in the process of ceasing, in anticipation of the ban in April
2016.

» Four providers levied a flat fee (typically referred to as a policy fee) as an additional charge
upon a total of 57,000 members of older, non-qualifying contract-based and trust-based
schemes. For each provider this equated to around three to ten per cent of their total
membership.

Fund Manager Expense Charges

Fund Manager Expense Charges (FMECs) are charges that members investing in a
particular fund may pay, over and above the ongoing charge, for example to reflect additional
expenses incurred by the fund manager. We asked providers to tell us what proportion of
members’ assets were invested in funds attracting FMECs. Nine of the 12 providers were
able to provide this data.

The large majority of all members’ assets (74 per cent) were invested in funds attracting an
additional fund-specific charge of 0.01 per cent or less. Providers confirmed that their default
arrangements now primarily used such funds. Beyond this, FMECs were typically low with
only three per cent of funds under management attracting FMECs above 0.2 per cent.

Transaction costs

Members’ contributions will generally be subject to transaction costs, which are the costs of
purchasing any additional underlying assets by the fund. The data that providers could give
us covering these transaction costs for fund entry (buying the units of the fund) was limited —
only four providers (with no specific features in common) could provide data.

» Three estimated that their members did not incur any fund entry transaction costs, or that
fund entry transaction costs were close to zero.

* One confirmed that transaction costs for fund entry did apply to members, typically leading
to a reduction of 0.05 to 0.40 per cent of the value of each member contribution invested.

Members may also be subject to costs resulting from the transactions made by fund
managers while their assets remain invested in the pension (holding the units of the fund).
Five providers, including three master trust providers, could estimate the level of these
transaction costs:

* One estimated that transaction costs for remaining invested typically amounted to no more
than 0.01 per cent of all members’ funds per annum.

» Two reported that most assets faced transaction costs of between 0.5 per cent and one
per cent per annum.

+ Two reported that they typically equated to between zero and 0.75 per cent per annum.
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Neither type of transaction cost is currently included within the charge cap. Providers faced
several challenges in providing the data:

» Data was often held by third parties and in a variety of formats.

» Third parties sometimes calculated costs differently. For example, some included foreign
exchange fees in the spread.

* Fund managers could choose different periods over which to measure transaction costs.

+ Different funds were based in different markets, and faced different disclosure regimes,
particularly when they were based in emerging markets.

Collecting charges data in the future

The Government now requires trustees of trust-based schemes and Independent
Governance Committees (IGCs) of contract-based schemes to consider and report on costs
and charges incurred in their schemes. This is intended to improve the transparency and
disclosure of pension scheme charges. In relation to this, we asked the providers to reflect
upon their experience of completing the data collection exercise for this study.

Most reported that the experience of completing this survey would most likely make it easier
to complete a similar template on subsequent occasions. They emphasised that the data
format should be flexible enough to accommodate the different approaches to charging
undertaken by different providers, and some were keen to contribute to the design of any
future data collection exercise.

The impact of the cap on the pension landscape

We also asked providers for their views on how the charges measures might impact the
workplace pension landscape more generally over the next few years. Most providers agreed
that members of qualifying schemes would benefit, although it is clear from the research that
large numbers of members of non-qualifying schemes may still face relatively high charges
unless employers and trustees, with the input of intermediaries or members themselves
choose alternative provision.

Some providers were concerned that the cap would put further pressure on their profit
margins. This, in addition to increasing competitive pressure between providers, led some to
speculate that smaller schemes or providers may eventually be forced to merge or exit from
workplace pension provision.

While some providers suggested that an excessive spotlight upon cost could mean that
innovative products and actively managed funds might no longer be provided, others pointed
out that a more streamlined and digital industry could emerge as a result.
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1 Introduction

This report provides the findings of a study commissioned by the Department for Work
and Pensions (DWP), designed to assess the types and levels of charges across defined
contribution (DC) trust-based and contract-based workplace pensions. This chapter
introduces the relevant policy background and the objectives of the research, as well as
describing the methodological approach taken.

1.1 Policy background

By 2018, nine million workers are estimated to be newly saving or saving more as a result of
automatic enrolment. As a result, there will be an estimated £14 to £16 billion extra per year
being saved into workplace pensions by 2019/20.# While it is always important for pension
schemes to deliver good value for money, this is especially important for automatically
enrolled members, who may not have made a conscious choice to pay into a pension. It is
also probable that many of these new members will be contributing low amounts: relatively
high charges would therefore risk leaving them with an even lower retirement income.

The impact of charges upon members’ pension pots can be considerable. For example, a 0.5
per cent ongoing charge over an employee’s working life can reduce the overall value of a
member’s retirement savings by around 11 per cent; whereas a one per cent ongoing charge
can reduce retirement savings by around 21 per cent.®

With previous research concluding that competition alone could not drive value for money
for all savers, DWP published the Command Paper, Better workplace pensions: Further
measures for savers in March 2014.¢ It announced a comprehensive range of measures
to improve the value for money of DC workplace schemes to be brought in over 2015 and
2016. These measures are explained further in Section 1.5 of this report.

1.2 Research objectives

In conjunction with the new charges measures, DWP commissioned Bright Blue to conduct
this research study, which has three over-arching objectives:

+ to benchmark the impact of the charges measures in the year prior to the implementation
of the charge cap and monitor ongoing trends in charges;

+ to allow assessment of the roll-out of the other charges measures between 2015 and
2016; and

 to inform the 2017 government review of the level of the charge cap and the decision on
whether some or all transaction costs should be included.

4 Department for Work and Pensions (2015). Workplace pensions: Update of analysis on
Automatic Enrolment.

5 Office of Fair Trading (2014) Defined Contribution workplace pension market study.

6 Department for Work and Pensions (2014). Better workplace pensions: Further
measures for savers.
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This study was designed to capture the full range of charges that were applied to DC
pension schemes open to new members, in the year prior to April 2015. It captures only
those charges incurred by members who have not yet drawn their pension (whether active or
deferred), and incorporates the full range of DC schemes, apart from unbundled trust-based
schemes.’

This will allow future waves of the research to track the impact of the charges measures over
time. It was also crucial for this project to distinguish between qualifying schemes — i.e. those
that can be used for automatic enrolment and so fall within the scope of the new charges
measures — and non-qualifying schemes, which do not.

As well as reporting on charging levels and structures themselves, the research was also
designed to explore the feasibility of providers’ reporting different types of charges data
according to a standardised template. In particular, transaction costs, which are currently
excluded from the charge cap, were known to be difficult for providers to measure accurately
and consistently. The research therefore examined the ability of providers to report
transaction costs using a single, consistent template.

1.3 Research methodology

The research consisted of three main phases, as outlined in Figure 1.1:

» a preliminary phase of secondary research and an engagement exercise with pension
providers, to understand what data it would be feasible for them to provide, and how best
to design the data template;

+ the collection of the charges data by the providers themselves, via an Excel template, and
in consultation with the research team; and

+ a follow-up interview with each provider, to discuss how schemes and providers were
adjusting their arrangements to prepare for the charges measures.

We approached 16 providers of DC workplace pensions to take part in the research; these
included each of the top ten providers by market share, as well as six other major workplace
pension providers.® Ultimately 12 providers were able to provide us with data on their
charges within the research period, including eight of the top ten.

7 Unbundled trust-based schemes are schemes other than master trusts where the
trustees work directly with separate administrators and investment managers to
administer the scheme, as opposed to with a single pension provider. The 2013
Charges survey (published in 2014; see next footnote) reported that 15 per cent of
employers with trust-based schemes used an unbundled scheme.

8 In contrast to our previous studies undertaken on behalf of DWP on pension charges,
we conducted this research with providers, rather than employers, since providers are
better placed to provide detailed information on the full range of charges levied. See RS
Consulting (2014) Landscape and Charges Survey, and RS Consulting (2012) Pension
landscape and charging: Quantitative and qualitative research with employers and
pension providers.
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Figure 1.1 The research approach in summary

Secondary Research
e Establish approaches taken to
charges by each provider.
e Include learnings from previous
and current work into charges.

Data Collection Follow-up interviews

Engagement Exercise e Work with providers to ® Approx. 60 minutes, mostly
e Discussions between Bright Blue complete customised Excel face-to.-face. .
research team, DWP & providers. ‘ template, to establish full " To clarify our understanding
e Encourage participation and range of charges. on charges. '
agree terms of reference. e Flexible, iterative approach: ® To explore barriers to

compliance and future

phone, email and face-to-face. . . .
intentions of providers.

Template development and ’
feasibility testing
e Design and piloting work, and
feedback from providers on
template.

1.3.1 Secondary research

The study began with a programme of desk research, designed to help us build upon
previous charges work, and in particular to aid the design of an appropriate data collection
template. The sources we consulted included:

» Two previous waves of research commissioned by DWP in 2011 and 2013, and conducted
by Bright Blue (then RS Consulting), into the range of pension scheme charges used by
DC workplace pension schemes®.

» The Office of Fair Trading’s (OFT) Defined Contribution workplace pension market study,
which also assessed charging levels across DC workplace pensions™™.

* The Independent Project Board’s Legacy Audit of DC workplace pensions, which
examined charges, including transaction costs, of schemes set up before 2001".

* The Association of British Insurers’ (ABI) transparency initiative, Agreement on the
Disclosure of Pension Charges and Costs'.

o RS Consulting (2014). Landscape and Charges Survey, and RS Consulting (2012)
Pension landscape and charging: Quantitative and qualitative research with employers
and pension providers.

1o Office of Fair Trading (2014). Defined contribution workplace pension market study.

" Independent Project Board (2014). Defined contribution workplace pensions: The audit
of charges and benefits in legacy schemes.

2. The Association of British Insurers (2013). Agreement on the Disclosure of Pension
Charges and Costs.
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* The Investment Management Association (IMA) industry guidance on Enhanced disclosure
of fund charges and costs™.

We also assessed the information publicly disclosed by providers and fund managers as to
their charges and transaction costs on their websites.

All of these sources were used to aid the design of an appropriate data collection template
(see Section 1.3.3). A set of initial design recommendations was drawn up and discussed
with DWP, proposing how we might obtain each of the individual types of pension scheme
charge from providers.

1.3.2 Engagement exercise

We approached 16 major pension providers asking them to participate, anonymously, in
the study.™ We prioritised providers with a large market share, in order to ensure as wide
a representation of the current market as possible. Thirteen providers initially confirmed
to us that they were willing to participate in the research study. The remaining three
providers declined to participate, sometimes explaining that collecting this data would be
too onerous or unfeasible within the suggested research timeframe, which coincided with
the implementation of the new charges measures, as well as the introduction of pension
flexibility measures.' One further provider ultimately found the data request too onerous,
meaning that 12 were able to complete the Excel data template and participate in an in-
person interview.

From the outset the Bright Blue team worked closely with each provider to understand their
concerns and explore any ways in which we could reduce the burden of participation in

the research, without limiting the data that could be provided. In particular, most providers
pointed out that they would find it difficult to complete the data template by April 2015, our
original deadline. In agreement with DWP, the deadline was ultimately extended to the
beginning of July 2015.

1.3.3 Template development and feasibility testing

After discussions with DWP, Bright Blue developed a standard data collection template

in Excel, asking all providers to provide data in the same format. This data template also
included briefing notes and was accompanied by a fact sheet, which together provided
guidance as to how to complete the data template. The data template, briefing notes and fact
sheet can be found in Appendix B.

3 Investment Management Association (2012). Enhanced disclosure of fund charges and
costs.

4 An invitation letter from DWP and Bright Blue was sent to each provider, explaining the
nature and purpose of the research, and providing contact details for a member of the
Bright Blue team. The invitation letter can be found in Appendix A.

5 Details of the pension flexibility arrangements are available at https://www.gov.uk/
government/publications/pension-flexibility-new-options-from-6-april-2015.
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We asked providers to complete the template with data for the DC workplace pension
schemes that they currently offered to new members,'® and to break down the data
according to the following scheme characteristics:

» Qualifying (being used by employers to meet their automatic enrolment duties, and so
subject to the new charges measures) versus non-qualifying schemes.

» Trust-based schemes, master trusts and contract-based schemes.
» Scheme size.

* Principal charging structure (see Section 1.4 for more details of charging structures).

Where different schemes had different charging structures, we created a single equivalent
percentage charge, to allow charges to be compared across schemes and providers on a
like-for-like basis.

We initially sent the data template to two providers to ensure that the format was clear
and workable. After we had received feedback from these two providers that the template
was suitable, we then sent it out to the remaining providers as each one confirmed their
participation.

Most of the 12 providers included in this study managed more than one type of scheme. The
number of providers managing each type of scheme is shown in Figure 1.2.

Figure 1.2 Number of providers managing each type of scheme included in this
study

Providers initially willing and able to participate.

Providers ultimately gave us data for all, or almost all, of their
members. This includes 8 of the top 10 providers, and
approximately 9.4 million pension pots.

Qualifying
schemes

Non-

qualifying
schemes

CONTRACT- MASTER TRUST- CONTRACT- MASTER TRUST-
BASED TRUST BASED BASED TRUST BASED

:%l 9 t@i 9 l%l 8 :%l 10 Iﬁl 3 l%: 7

Number of providers managing each type of scheme.

6 Another study, the Independent Project Board Legacy Audit, explores charges for older
schemes. See Independent Project Board (2014). Defined contribution workplace
pensions: The audit of charges and benefits in legacy schemes.
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1.3.4 Data collection

The Bright Blue research team continued to liaise with each of the 12 providers as they
began to collect data and fill in the data template, answering any potential questions that
arose to ensure that the template was completed as accurately as possible, and in a
comparable way across all providers. Where providers indicated that they could not complete
certain parts of the template, we worked with them where possible to either reach a solution,
or understand why the data could not be provided.

When each provider returned the completed data template, it was checked by a member
of the Bright Blue team, and where data appeared to be missing or unclear, the researcher
worked with the provider to see if they could complete the data or explain why.

1.3.5 Follow-up interviews

On completion of the template, the researcher arranged a face-to-face interview with each
provider. The face-to-face interview lasted approximately one hour and was conducted with
one or more representatives of the provider: typically one person who had been directly
involved with drawing down and analysing the data, as well as a senior representative with
responsibility for the provider’s DC pensions policy or charges.

The interview covered:

* How providers found the process of data collection: what was feasible or not, and
what might be the implications for reporting the different types of charge as part of the
Government’s disclosure requirements?

» Providers’ charges as outlined in the template: any variations, exceptions or additional
contextual information that they were not able to supply in the template.

* The extent to which charges might have changed in the last 12 months, and particularly
since the announcement of the charges measures.

» How providers are adjusting arrangements to prepare for the cap; and views on possible
future impacts of the charges measures.

1.4 Charges covered by the research

We asked providers to complete the template in Appendix A with data covering the full range
of charges attracted by all of their DC workplace pension schemes that were open to new
members. In this section we provide a definition of each of the types of charge for which we
requested data.

1.4.1 Ongoing charge

The ongoing charge is levied by the provider in relation to administering the scheme, which
we have expressed as a percentage of funds under management per year (a fund-based
charge). The level and range of ongoing charges paid by members are explored in Section
3.2 of the report.
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The ongoing charge includes all of the following types of charge (all of which fall within the
Government’s charge cap for default arrangements in qualifying schemes):

» Fund-based charges levied as a percentage of the funds under management.'”

» Contribution-based charges levied as a percentage of contributions, or flat fees levied
irrespective of contributions or funds under management. We converted these into an
equivalent fund-based charge™.

+ Active Member Discounts (AMDs), which are given to members who are currently paying
into a scheme, at the expense of members who have paid in previously but who have
stopped doing so. We separately asked providers to state the level of discount that applied
where these were used: see Section 3.4 for details of this.

» Consultancy charges and commission.

We have excluded Fund Manager Expense Charges from the ongoing charge, because they
do not typically fall within the cap. Transaction costs are also excluded as these do not fall
within the cap.

1.4.2 Contribution-based charges

Contribution-based charges are any member charges that are levied as a percentage of each
member contribution. In the research we found two types that fall within the charge cap:

» Those used in combination charging structures,'® where the ongoing charge was split into
a fund-based charge, plus a contribution charge (see Section 3.3).

» Avery small number of cases where initial commission was levied by an intermediary and
the cost was passed onto members via a contribution charge. Initial commission may be
charged by an intermediary to a provider for services performed during the selling or setup
of the pension scheme. It is payable for an initial period only, e.g. the first one to four years
of a scheme being set up (see Section 3.6.1).

We have converted all contribution-based charges into an equivalent fund-based charge and
included them as part of the ongoing charge.

1.4.3 Flat fees

Flat fees are charges levied without reference to the funds under management or the funds
contributed. In the research we found two types that fall within the charge cap:

* Those used in combination charging structures, where the ongoing charge was split into a
fund-based charge, plus a flat fee (see Section 3.3).

» Avery small number of older schemes that levied a fixed annual policy fee, in addition to
the ongoing charge (see Section 3.7).

7 This is frequently referred to as the annual management charge or total expense ratio
by providers, although the range of charges which are capped for members of the
default fund are broader than both of these.

'8 The conversion tables published in DWP (2014). Better workplace pensions, were used
for this purpose.

' A‘combination charging structure’ refers to the use of a fund-based charge plus either
a contribution-based charge or a flat fee.
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1.4.4 Consultancy charge

A consultancy charge is borne by a member to cover the cost of intermediary advice given to
the employer in the course of setting up and/or running the scheme. Since April 2015 these
have been banned for qualifying DC contract-based schemes.

In the few cases that they were levied they have been included as part of the ongoing
charge. See Section 3.5.

1.4.5 Trail commission

Trail commission may be paid by the provider to the intermediary on an ongoing basis,
usually annually, for selling their scheme to an employer, as well as for ongoing services
that the intermediary may provide to the scheme. The cost is not passed onto members as
an explicit charge, although our previous studies have shown that members in commission-
based schemes do tend to pay higher ongoing charges.?

We can only report on the number of employers for whom trail commission was facilitated,
but not the level of commission. See Section 3.6.2.

The Government has announced that, from April 2016, commission will be banned for
qualifying DC workplace pension schemes.

1.4.6 Fund Manager Expense Charges

Fund Manager Expense Charges (FMECs) are any charges that members of a particular
fund typically paid, over and above the ongoing charge, to cover expenses incurred by the
fund manager of a particular fund.

They are usually levied when a member actively chooses a fund that requires more active
management, with a view to achieving higher returns, and not to members in default
arrangements. In these cases the charge cap does not apply. In cases where FMECs do
apply to members invested in a default arrangement, the charge cap will now apply, although
this research did not distinguish between FMECs paid by each of these two groups of
member. See Section 4.1.

1.4.7 Transaction costs for fund entry

Transaction costs for fund entry are incurred when a member’s new contributions are used to
purchase the underlying assets of a particular fund. Transaction costs associated with buying
additional underlying assets or selling excess underlying assets may mean that the asset
value of funds purchased can be lower than the total amount paid. The effective reduction is
expressed as a percentage of each member contribution.

Transaction costs for fund entry are not included within the charge cap (see Section 4.2.1).

20 Asreported in RS Consulting (2014). Landscape and Charges Survey, where a
commission-based adviser was used, this led to an average increase in the charge paid
by members of trust-based schemes of 0.4 percentage points; and in contract-based
schemes of just under 0.2 percentage points.
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1.4.8 Transaction costs for remaining invested

Transaction costs for remaining invested are incurred by the fund manager when buying and
selling the underlying assets of the fund, and are passed onto the scheme member, usually
as a reduction in the value of investments held. The reduction is expressed as a percentage
of funds under management.

Transaction costs for remaining invested are not included within the charge cap (see Section
4.2.2).

1.4.9 Fees paid by employers

Employers may also pay a fee to reduce the charges paid by their employees. These
charging arrangements cover scenarios where the employer opts to pay some or all of
their current employees’ charges, but the members’ pots face the same level of charges
regardless of whether they are contributing (see Section 4.3).

1.5 The charges measures

DWP’s and the Financial Conduct Authority (FCA's)?" charges measures are being
implemented in stages from April 2015. The reforms are intended to provide greater
protection for people who have been defaulted into private pension saving. This section
describes the range of pension reforms which have been brought in and when future
measures will come into force.

Two reforms were introduced in April 2015:

» A charge cap on the default arrangements of qualifying DC workplace pension schemes.
The annual cap is set at 0.75 per cent of funds under management or an equivalent
combination charge. It applies to all ongoing charges, and therefore excludes transaction
costs.

* A ban on consultancy charges in all qualifying DC contract-based schemes. This follows
2013 legislation which banned new consultancy charge agreements from being set up.

Further reforms will be introduced in April 2016. These will prevent providers from levying
charges which could be particularly inappropriate for people who have been automatically
enrolled in their employer’s scheme:

» Some providers currently give AMDs to members who are paying into a scheme, at the
expense of members who have paid in previously but who have stopped doing so. The
latter group could include people who were automatically enrolled but who have ceased
employment with that employer. To avoid penalising members who choose to stop paying
into an employer’s scheme, and who may be unaware of this financial penalty, AMDs will
be banned in qualifying DC workplace pension schemes from April 2016.

» Charges relating to commission and consultancy will also be banned in qualifying DC trust-
based schemes from April 2016.

21 Providers of contract-based schemes are regulated by the Financial Conduct Authority
(FCA).
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DWP and the FCA have also introduced new rules for trustees’ and providers’ internal
governance and reporting, which are intended to improve the transparency and disclosure of
pension scheme charges.

Providers of contract-based schemes are required to have an Independent Governance
Committee (IGC), responsible for monitoring the value delivered by these schemes including
costs and charges. IGCs have to produce an annual report detailing the costs and charges
incurred in managing their pension schemes. Trustees of trust-based schemes have a similar
requirement to consider and report on costs and charges, via an annual Chair’s Statement.

A discussion paper was published jointly by DWP and the FCA in early 2015,%2 to gather
evidence on how information on transaction costs could be reported in a standardised and
comparable manner.

1.6 The reporting period

In order to benchmark their charging activities prior to the introduction of the charges
measures, the providers in the study used one of two reporting periods depending on which
was most feasible for them:

» Eight used the period 1 January 2014 to 31 December 2014.
* Four used the period 1 April 2014 to 31 March 2015.

All of the data contained in this report pertains to a 12-month period before the new rules
came into operation. Allowing providers this flexibility ultimately improved the quality of data
we received from providers.

22 DWP and FCA (2015). Transaction Costs Disclosure: Improving Transparency in
Workplace Pensions.
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2 Experiences of providers in
reporting charges

This chapter examines the experiences of different providers as they completed the data
template we gave them, which requested breakdowns of their defined contribution (DC)
pension charges for workplace schemes open to new members. Although we gave the same
data template to all of the providers who participated in the study, some found completing it
considerably more challenging than others. This chapter will explore those challenges, and
why and to what extent they impacted on their ability to provide the data.

In Section 2.1, we will look at the experience of those providers who found it easy to
complete the data template, and why this was; in Sections 2.2 and 2.3 we will then contrast
these providers with those providers who had minor, and major difficulties compiling the
data, and what the barriers were.

Sections 2.4 and 2.5 summarise the elements of the process that made data collection easy
or difficult for different providers.

2.1 Providers who found completing the data
template relatively easy

Of the 12 providers who participated in this research, three found completing the data
template much more straightforward than the others. These were providers of qualifying
master trusts that were set up specifically to handle the large populations being automatically
enrolled into a workplace pension.

These providers were the first to complete the data template, and returned it with most or all
of the data filled in within a few weeks. Typically, they estimated that it had taken them a few
hours to complete the template, with just one or two people responsible for filling in the data.

‘It’'s something we had to hand, so it’s not something we had to generate new [...].
It was relatively straightforward. It was probably an hour or so to put it together, so it
wasn’t time-consuming.’

There were several reasons why these providers reportedly found it relatively easy to provide
data on their charges:

* They typically only offered one or two types of scheme.

» The schemes’ charging structures were designed to be straightforward and consistent
across the entire membership profile.

* The schemes were set up by the providers in recent years on comparatively modern IT
systems.

As a consequence the data we needed was stored in a common format, and in a way that
was easily interrogated and retrieved. This also meant these providers had very few queries
to put to our research team prior to confirming their participation and returning the template.
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‘The basic charges were just very straightforward, so that we reported data that was
completely available and easy to get ... we've created a new spreadsheet for you, but
we need that information anyway.’

2.2 Providers who had minor difficulties
completing the data template

Four of the 12 providers reported having only minor difficulties completing the data template.
These were providers who had been operating for longer than the three new master trusts
set up for automatic enrolment, and all used multiple types of scheme, each often with a
slightly different charging structure.

The range of charges paid by a member depended not only on whether they were in a
contract- or trust-based scheme, but also on when the scheme was set up. This was
because schemes set up before 2001 when the stakeholder charge cap was introduced
were often subject to a wider and more complicated range of charges. This meant that these
providers had to work with a larger number of variables than the newer master trusts did,
making data collection reportedly more onerous for them.

Despite these complexities, the providers were able to give us data with relative ease, in
part because they had already worked on similar data requests from government and other
groups in the past.? Most stressed, however, that even where the relevant data was held on
their systems, manipulating it was not straightforward:

‘Obviously when you are getting data, you always think “We have already got this to
hand” but you never have. It always requires a little bit of work on it and manipulation.’

‘I would say about 80 per cent of the data we had, but to put it into the format that you
wanted in terms of your template, that is where we needed to do a bit more of the work.’

This group of providers typically returned the data template around two or three months after
we first approached them. Some could only provide incomplete data on certain charges: the
types of data that they were not able to provide in full are discussed in Section 2.4.

Some providers experienced delays due to the need to book the time of colleagues to collect
or analyse the data. There were usually several people responsible for bringing the data
together and completing the template, and so it usually took longer to coordinate their efforts,
even though the total time expended on the exercise was usually measured in terms of one
or two working days in total.

‘Five or six different people that were involved in different teams ... It was more the
actual getting people’s time when they were busy. That actually took more time than
the actual gathering of the data ... The complexity was not too high. It was more the
logistics of it.’

‘We got the information from our systems, from our technology guys, so they just ran a
refresh of the report. It was a query against our database, sending raw data to me and
then | did the rest, and then we just had a check within the team, just to make sure the
data was accurate.’

3 See Section 2.5 for more details.
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It was common for providers in this group to note that the data request had come at the
same time as they were preparing for both the new charges measures and the pension
flexibility rules being implemented in April 2015. Once the deadline for returning the template
had been extended to July 2015, providers in this category generally found it relatively
straightforward to resource the tasks involved in completing the template.

2.3 Providers who had major difficulties

completing the data template

Five of the 12 providers who participated in this study found it very difficult to provide the
data that we requested. They typically described the total number of person-days spent on
data collection as one or even several weeks. In addition, four further providers declined to
participate in the study, often explaining that they could already tell that considerable effort
would be required to comply with our request, perhaps as much as 20 or more person-days,
and some of this at relatively senior level.

All of the providers in this group shared similar issues, which fell into two categories:
+ challenges relating to the provider’s systems (see Section 2.3.1); and

» challenges relating to resourcing the completion of the template (see Section 2.3.2).

The Bright Blue research team worked closely with these providers to ensure that the burden
of participation was manageable. Three of these providers sent back the data template
between late May and early June — approximately three months after it was requested. One
provider sent back the data template in mid-July, over four months after it was originally
requested. If it was not possible to get any data for certain fields, we then discussed the
reasons for this at the interview with the provider.

‘We initially batted it back and said “We don’t really have what you are asking for and

it will take a while to get.” We’ve probably got 75 per cent of it and it took weeks to get
that. There were some negotiations and you then said “We are happy to wait until May,”
So that fitted in with our timescales and it got us through the charge cap work which we
are doing in April.’

2.3.1 Challenges relating to the provider’s systems

Much like the providers who had minor difficulties completing the template, these providers
had been operating for many years, and had a variety of scheme types, each of these
attracting a different range of charges. At different points in their history they had taken
different approaches to charging, which again led to differences between legacy and newer
schemes.

A further layer of complication was added by the fact that these providers had typically
evolved over time through one or more acquisitions or mergers. This meant that data relating
to the different books of business was not only complex in content, but also often stored in
different formats. Some also mentioned that data from different historical lines of business
was stored in different digital, or even physical, locations.

Effectively the providers had to pull the data together from multiple data systems, and map it
onto a consistent set of data fields. A small number mentioned that their data systems were
old, which added technical difficulties to running data queries and extracting data.
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‘I think one of our systems is actually almost as old as me: it was born in the seventies!
We’'ve not yet got a modern analytical capability, so it’s a clunky process.’

‘We’ve got more than one mainframe system, so that is then duplicated. Needless to
say, the format of the underlying data isn’t the same across all the systems, so you’re
back to aligning the formats and things before you try and put them all together.’

2.3.2 Challenges relating to resourcing the completion of the
template

For the providers in this group to report on their charges, they had to book the time of
colleagues with the necessary expertise. Since they knew already that a considerable
amount of time would be required, these tasks had to be resourced in a formal way, rather
than simply absorbed into the normal working day.

‘It's predominantly one system but in different bits of the system, what you have is
areas of specialism within the organisation. And there’s one particular set of people
whose responsibilities are the collation of data and management information ... So
there will be a number of people who have access to various bits of those data having
to pull it all together.’

Providers in this category were likely to have involved colleagues from multiple departments
in completing the template. The wider variety of tasks that they had to complete, and the
greater variety of data they had to analyse, meant that it normally had to be a specific
colleague, with appropriate technical knowledge, who would complete the task.

‘For some of this data | was relying on other people populating it. For instance, a lot

of the figures in terms of employer sizes and the big charges actually came from our
team of actuaries and a department who have access to that ... when it comes to the
investment data we don’t actually have access to anything, so we are heavily reliant on
the asset managers providing that data.’

2.4 Items that were most difficult for providers to
compile

While some providers found the whole data collection exercise more difficult than others,
there were certain items that all providers found it more difficult to compile. Typically, they
described similar barriers to compiling these items.

All of the providers were able to provide data on ongoing charges, including any Active
Member Discounts (AMDs), contribution charges and flat fees, commission and consultancy
charges. This meant that providers could break down the vast majority of the charges that
would form part of the charge cap after April 2015 (with the exception of Fund Manager
Expense Charges (FMECs) within default arrangements — see Section 2.4.1 below).

‘This isn’t too difficult. It was really just fitting it into the template here ... splitting it by
the membership and then putting them into quatrtiles, which was fairly straightforward.’

Some providers found it more difficult to break down the data by employer size, as they did
not hold information in this format. These providers therefore took more time to complete this
section.
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‘I guess the problematic thing was putting it into the scheme size category. It probably
took a little bit of time to collate that and trying to get it in the right format. It’s not the
way we would normally present data, to put it info employer size categories.’

In a small minority of cases, providers applied contribution charges or flat fees only to a tiny
proportion of members (typically fewer than 100 members in total, representing less than
one per cent of their total membership). This sometimes made the collation of this data more
difficult, as providers did not always store non-standard charging data on older schemes in

a readily accessible system. Since it would have required a disproportionate effort to provide
the charges for these outliers, they were in some cases excluded.

‘Contribution charges only apply to contract-based schemes where commission to an
aaviser is being paid, but in the data we were able to collate we didn’t actually have the
data to give you the splits that you asked for ... there are some historically but they are
very, very few.’

241 Providing Fund Manager Expense Charge data for funds
used in default arrangements

FMECs are any charges that members of a particular fund typically paid, over and above the
ongoing charge, to cover expenses incurred by the fund manager of a particular fund. Since
it is possible for members to have their pot invested in multiple funds, we requested data to
be broken down as a proportion of the total value of the assets invested in a particular fund.

Most providers were also able to produce data on FMECs, covering about three-quarters of
all members’ funds. But some providers could not, typically because the relevant data was
held by external fund managers, and so it was challenging for them to liaise with an external
party and persuade them of the importance of setting up a process to collect this data within
the time constraints.

‘This would have involved dragging in a whole other raft of investment managers ...
Whilst it looks an easy question, the answers | suspect are quite complicated ... | have
got a horrible feeling that is a colossal amount of work.’

In addition, we asked providers to indicate which of the FMECs pertained to funds that were
typically used by employers and/or their advisers within default arrangements. However,
these breakdowns could not readily be reported by the majority of providers. This happened
for several reasons:

» Providers often found it very difficult to identify a default fund in pre-automatic enrolment
schemes, because they had not been required to nominate a default arrangement before
this.

‘Modern schemes identify the default, but older ones don’t necessarily. There will be
something which most members are in, but it’'s not formally called a default, so we don’t
have a data field that we can pick out.’

» Default arrangements were often made up of multiple investment funds, leaving the
provider with a large number of different combinations that qualified as default strategies.
This was exacerbated by the fact that funds within the default arrangement also tended to
vary over time as lifestyling strategies were applied.

37



Pension Charges Survey 2015: Charges in defined contribution pension schemes

‘Drilling down to individual funds is a lot more work for us to do ... to say default funds
is probably not the right question because there are very few people that will be in one
fund now ... now they are in a packaged solution and a range of diversified funds that
moves them to lower risk as they approach retirement.’

» Some providers also offered bespoke default arrangements designed by trustees of
schemes, leading to more variation than simply using off-the-shelf, standard funds. These
tailored default arrangements again often consisted of multiple funds, meaning the data
for each of the underlying funds would have had to be collected and itemised separately,
requiring more time and effort from the provider.

2.4.2 Providing data on transaction costs

Providers consistently found it most difficult to provide data on transaction costs, whether for
fund entry or remaining invested. Only four providers could provide this data. However, we
have given an indicative breakdown of this data in Section 4.2. As with FMECs, a significant
barrier to collecting this data was that the providers themselves did not hold the data: it was
held by fund managers, most of whom operated externally to the provider.

‘It lives with the managers ... that involves a whole separate group of investment
managers which we just didn’t have the ability to do in the times.’

Reporting on transaction costs did, however, have a range of unique issues, which prevented
providers from being able to report on them successfully. These are explored in depth in
Section 4.2 of this report.

2.5 The impact of previous reporting
requirements

Some providers reported that other recent, similar data requests had made it easier to
collect the data requested for this research. For example, some providers mentioned that
they had collected similar data for the Office of Fair Trading (OFT) market study and also the
Independent Project Board (IPB) legacy audit, which meant that they already held some of
the data required.?* This meant that they simply had to transpose it into the format requested,
rather than having to start from scratch.

‘Because it was on the back of the work we did last year with the OFT, it was easy
because we had a lot of the data already. So it was just really understanding what it
was you required, and then in effect getting a refresh of the data, and then just doing
a slice and dice of it... If it was just before the OFT it would have been a nightmare
because the information is held across a number of different systems.’

Some providers also mentioned the new duties of providers to report on costs and charges
to trustees and Independent Governance Committees (IGCs).?° Because they were aware
that they would soon have to produce similar data to fulfil these reporting requirements,
some felt that it was a useful exercise to compile the data for this research.

% References to these reporting requirements can be found in Section 1.3.1.
% See Section 1.5 for details.
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‘The various IGCs that we have been setting up — they are going to ask for similar
information to this. Not the same format, but they are going to ask for schemes that
we have got, the cap and what is the average charge, and there is a project looking at
building some management information.’
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3 Member-borne charges within
the cap

Chapters 3 and 4 examine the level and range of charges levied by the defined contribution
(DC) workplace pension schemes open to new members covered by this research, in the
year prior to the start of the introduction of the charges measures in April 2015.

This chapter focuses on the charges that now fall within the government’s annual charge cap
from April 2015:

» Section 3.1 provides a one-page overview of the average, maximum and minimum
member-borne charges that fall within the charge cap.

+ Section 3.2 focuses on the total ongoing charge, and how it varies between members of
different schemes. The total ongoing charge includes all of the individual elements that are
broken down further in Sections 3.3 to 3.7.

» Section 3.3 describes how combination charging structures are used by some providers.
» Section 3.4 discusses the use of Active Member Discounts (AMDs).

+ Section 3.5 then examines consultancy charges, where used.

+ Section 3.6 examines the use of commission.

+ Finally, Section 3.7 summarises how flat fees are used by a few providers.

3.1  Summary of member-borne charges within
the cap

To the best of their knowledge and ability, providers were confident that they could provide
data for each of their DC workplace schemes that were open to new members, covering all
of the charges within the cap. There were some exceptions, as we outlined in Section 2.4,

primarily relating to cases where a charge only applied to an extremely small proportion of
members.

We can therefore be confident that the data summarised in Figure 3.1 represents a good
snapshot of the charges paid by members in the year prior to the implementation of the
charge cap in April 2015. In total it covers 9.4 million pension pots across schemes managed
by the 12 providers.?

% The data covers fewer than 9.4 million individuals, since some individuals will hold
multiple pension pots across different providers. Where we report figures in relation to
‘members’ throughout this report, these figures refer in fact to pension pots. Appendix B
includes a breakdown of the members’ pension pots covered by the study.
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Interpreting the data in Figure 3.1

» The average figures marked by ‘A’ in Figure 3.1 show the mean charge paid across all
members. In other words, it is reasonable to conclude that the average ongoing charge
paid by all members of contract-based qualifying schemes was 0.55 per cent, although it
should be acknowledged that if an individual holds two separate workplace pensions they
will be double-counted.

» Within each scheme type, the average ongoing charge is further broken down by scheme
size, which for contract-based and trust-based schemes typically equates to employer
size. We do not give employer size breakdowns for the master trusts, in part because they
did not usually set their charges according to employer size, but also because some of the
largest master trusts could not supply this data.

* Any AMDs, consultancy charges, commission and flat rate fees levied are already included
within the total ongoing charge figures, and they are typically itemised separately. Trail
commission, while it is included in the total ongoing charge figures, could not be itemised
separately by providers.

* The table also shows how many providers levied each type of charge. Ongoing charges
applied to all members of all schemes, and so the number of providers levying an ongoing
charge equates to the number of providers that used that scheme type at all.

3.2 Ongoing charges

The ongoing charge is levied by the provider in relation to administering the scheme, and
is expressed as a percentage of funds under management per year (a fund-based charge).
The figure we report includes any AMDs, consultancy charges, commission and flat fees
levied. The 12 providers included in this study provided information on the level of ongoing
charges incurred by 9.4 million pension pots across 106,000 schemes.

3.2.1 The primary drivers of the ongoing charge

Previous research conducted on behalf of the Department for Work and Pensions (DWP),
the 2011 and 2013 charges surveys,?” had indicated that two factors had a significant
influence upon the level of the ongoing charge.

» Scheme size: Charges were lowest for the largest schemes and highest for the smallest
schemes within each scheme type.

» Scheme type: members of trust-based schemes faced lower charges on average than
members of contract-based schemes.

27 Wood A. et al. (2012) and (2014). See Section 1.3.1 for further details.
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Since these previous studies had been conducted prior to the announcement of the charge
cap, they did not distinguish between qualifying and non-qualifying schemes. Nor were
master trusts identified as distinct scheme types. This year’s study does make these
distinctions.

Table 3.1  Average ongoing charges (as a percentage of funds under management)
paid by members of each scheme type, by scheme size

Scheme Qualifying schemes Non-qualifying schemes
size (mean ongoing charge) (mean ongoing charge)
Contract- Master trust  Trust-based Contract- Master trust  Trust-based
based based

Total 0.55 0.46 0.42 0.81 0.60 0.67
1-5 0.93 - 0.91 0.92 - 0.91
6-11 0.87 - 0.88 0.91 - 0.90
12-99 0.75 - 0.61 0.87 - 0.81
100-999 0.58 - 0.58 0.79 - 0.64
1,000+ 0.43 - 0.41 0.70 - 0.59

Table 3.1 summarises the average charges paid by members of each scheme type, both
qualifying and non-qualifying, with further breakdowns by size. It confirms that three factors
had an impact upon the level of charge a member paid:

* Members of non-qualifying schemes paid higher charges on average than members
of qualifying schemes. For example, members of qualifying contract-based schemes
paid 0.26 percentage points less per annum than members of non-qualifying contract-
based schemes. Similarly, qualifying master trusts paid 0.14 percentage points less, and
members of other trust-based schemes paid 0.25 percentage points less than members of
the respective non-qualifying schemes.

* Members of contract-based schemes paid higher charges than members of master trusts
and other trust-based schemes with the same qualifying or non-qualifying status.

* Members of contract- and trust-based schemes at smaller employers paid higher charges.
Master trusts were typically different, since a single scheme covered multiple employers,
and these did not usually set their charges according to employer size.

It is noteworthy that the charges paid by members of qualifying schemes were lower than for
non-qualifying schemes at larger scheme sizes, yet there was little corresponding difference
at the smallest scheme sizes. For example, the average charge for schemes with five or
fewer members varied very little by scheme type: from 0.91 per cent to 0.93 per cent. Some
providers attributed this to the fact that there are fixed costs associated with setting up any
given scheme, which meant that there was less scope for smaller qualifying schemes to be
flexible in their charging structures than there was among larger schemes.

After the implementation of the charge cap, providers of qualifying schemes will be unable
to charge more than 0.75 per cent per annum, and so the average charges in Table 3.1

in the smallest size bands will inevitably reduce. Throughout 2016 and 2017, however,
large numbers of employers with fewer than 30 employees will begin automatic enrolment.
Although a large proportion of these are expected to use master trusts, some may use
qualifying contract- or other trust-based schemes. It is possible that if very large numbers
of these employers use qualifying schemes other than master trusts, and if providers
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charge the maximum possible 0.75 per cent to their members, the influx of members paying
maximum charges could in fact lead to the average charge figures of 0.55 per cent and 0.42
per cent increasing in future years.

3.2.2 Change in the ongoing charge over time

Care should be taken in comparing results from the 2011 and 2013 charges surveys directly
with those of this study. These studies were based upon data collected from employers,

not providers, and they presented average charges across employers in the UK. Where
employers were able to provide information about charges, they would be more likely to
quote a headline annual management charge — a narrower measure than the charges
subject to the cap, which is the figure used here. The average charge for employers will also
appear higher than the average charge for members, because there are many more small
employers than large employers in the UK.

It is, however, reasonable to draw indicative conclusions by only comparing the 2015 data
with the 2011 and 2013 data within each size category. Table 3.2 does this.

Table 3.2 Comparison of average ongoing charges (as a percentage of funds under
management) over time, with past data taken from the 2011 and 2013
charges surveys

Scheme size Results by survey year (mean ongoing charge)

2011 charges survey 2013 charges survey 2015 (qualifying and non-
qualifying combined)

Contract-based schemes

1-5 (not surveyed) (not surveyed) 0.92
6-11 (very low base) 0.91 0.91
12-99 (very low base) 0.86 0.81
100-999 0.82 0.65 0.63
1,000+ 0.48 0.51 0.51
Trust-based schemes (excluding master trusts)

1-5 (not surveyed) (not surveyed) 0.91
6-11 (very low base) 0.91 0.90
12-99 0.82 0.94 0.79
100-999 0.66 0.60 0.62
1,000+ 0.48 0.42 0.43

The different methodologies of the studies mean that we can only draw indicative
conclusions about any changes over time. The results show a relatively stable picture:
across most size bands the ongoing charge levels in 2015 are within 0.02 percentage points
of the levels reported in 2013. On the basis of this comparison, there is little evidence that
charges at an overall level had either increased or decreased significantly since 2013.28

2 QOther recent studies do not provide useful comparisons with this one. For example, the
Independent Project Board’s Legacy Audit of DC workplace pensions, referenced
in Section 1.3.1, focused only upon a specific set of schemes, such as those set up
before 2001, and those where member charges exceeded one per cent per annum.
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3.2.3 Factors that influence the level of ongoing charge

Providers agreed that scheme size was the primary driver of member charge, with the
exception of master trust providers, who did not vary their ongoing charges in this way.

Providers tended to incur fixed costs each time they sold a scheme to a new employer. The
more members there were in a particular employer’s pension scheme, the more potential
revenue the provider could receive in ongoing charges to offset these fixed costs. Members
of larger schemes therefore paid lower fees, due to these economies of scale. Some larger
employers were also reportedly able to leverage the volume of business they would be
bringing to the provider, and so negotiate lower charges.

This meant that members of smaller schemes consisting of 100 employees or fewer tended
to pay markedly higher ongoing charges than members of larger schemes, regardless of
whether that scheme was contract- or trust-based. Master trusts were an exception to this
rule, insofar as charges are typically set at scheme level, irrespective of employer size. The
newer master trusts set up for automatic enrolment tended to have web-based processes
for setting up new employers, which meant that the cost to the provider of setting up an
individual employer was lower.

The second factor that was seen to determine the level of ongoing charge was the date
when the scheme was set up. Schemes that were set up before 1999 were sold in a less
competitive and less heavily regulated environment: providers essentially had more freedom
to set the charge at a higher level, often including a range of different charges, which we
describe later in this chapter. This was particularly the case for contract-based schemes. In
2001 the UK government capped charges for stakeholder pensions at 1.5 per cent, falling to
one per cent after ten years of continuous membership.? Providers reported that as a result
of this and increasing competition in the workplace pensions market, as well as anticipation
of greater regulation of charges, most pension providers lowered their charges over this
period.

A few providers also mentioned that when selling a scheme, they tried to assess how
valuable it would be to them over the long term, so that they could price it at an appropriate
level to be able to make a profit. To do this, they typically looked at several factors:

» The sector in which members were employed, as this tended be a predictor of the value of
contributions made.

* The employee turnover rate, as this would predict how long members might continue to
contribute.

* |In some cases, the age of members, in order to predict how long members would stay in
the scheme.

‘[We look at] the make-up of the scheme in terms of contributions, size, number of
members, average terms, our retention rate ... so large, high-contribution schemes
which would have a low turnover tend to get a lower charge. Smaller lower contribution
schemes will be on the higher charge.’

2 See http://www.thepensionsregulator.gov.uk/employers/about-stakeholder-pensions.
aspx
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Conversely, a few providers suggested that trying to predict the persistency of members in
a scheme, and the value of contributions they would build up, was becoming increasingly
difficult. This was partly attributed to automatic enrolment: providers did not want to assume
that the profile and behaviours of the previously un-enrolled groups would follow the pattern
established by ‘traditional’ pension scheme joiners.

‘Turnover rate is sector-specific and employer-specific quite often, so that can be a
material factor, but in general the one you can be sure of is your assumptions won’t turn
out to be true, so getting too hung up about them is the wrong thing to do.’

3.2.4 The distribution of different charging levels across
members

Table 3.3 shows the proportion of members paying different levels of ongoing charge, across

each of the different scheme types. The results re-confirm the fact that members of qualifying

schemes already paid the lowest charges, even before the 0.75 per cent cap came into
force.

Table 3.3 Percentage of members of each scheme type that pay each level of
charge (percentage of funds under management)

Charge level Qualifying schemes Non-qualifying schemes
(column percentages) (column percentages)
Contract- Master Trust- Contract- Master Trust-
based trust based based trust based
Total number of 2,973,582 3,800,261 684,748 1,671,754 54,353 254,377
members
>1.25% 1 - - 3 1
>1.0% — 1.25% 2 - - 7 - 2
>0.75% — 1.0% 21 - 12 64 47 42
>0.5% —0.75% 31 1 9 10 5 22
>0.25% — 0.5% 30 94 67 10 36 25
0% — 0.25% 16 5 12 6 10 8
Percentage of 76 100 88 26 51 55

members already
within the 0.75%
cap

All of the members of the qualifying master trusts covered by this study already paid charges
within the cap. Similarly, 88 per cent of members of other qualifying trust-based schemes
and 76 per cent of members of qualifying contract-based schemes paid charges within the
cap already.

In contrast, members of non-qualifying schemes were much more likely to pay more than
the cap. This was most pronounced in the case of non-qualifying contract-based schemes,
where just 26 per cent of members paid charges within the cap. Furthermore, one in ten
members of these schemes faced charges even higher one per cent.
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3.3 Combination charging structures

The remainder of this chapter focuses on cases where charges other than a single fund-
based charge were levied. A small number of providers used a combination charging
structure for all members. This consists of a fund-based charge, plus either a contribution
charge or a flat fee.

In order to be able to compare these combination charges to other providers’ fund-based
ongoing charges, we have converted these into a like-for-like fund-based charge.*® Because
the precise approaches are unique to these providers, we have not described them in this
report in full, in order to preserve anonymity about their market share.

3.4 Active Member Discounts

Pension providers may give discounts to members who are currently paying into a pension
scheme. These are known as AMDs. As a result, active members pay a lower ongoing
charge than deferred members (i.e. members who are not currently paying in). AMDs will be
banned in qualifying DC workplace pension schemes from April 2016 onwards as part of the
charges measures.

Providers only reported the use of AMDs in relation to contract-based schemes during

the research period. Four of the 12 providers used AMDs during the research period for
qualifying contract-based schemes. These qualifying schemes had 500,000 members in
total, with an average discount of 0.37 per cent. The level of discount did vary between
providers, however, ranging from a minimum of 0.05 per cent up to a maximum of 0.86 per
cent.

Two of these providers also ran non-qualifying contract-based schemes that used AMDs, and
the levels of discount applied were similar. Among the 75,000 members the average discount
was 0.38 per cent, ranging from a minimum of 0.06 per cent to a maximum of 0.86 per cent.

Where used, the AMD does not appear to have changed over time. The 2013 charges
survey®' also showed that where AMDs were offered in contract-based schemes deferred
members were charged, on average, 0.38 percentage points more than active members.

Providers justified their initial decision to use AMDs as one that had been borne out of
competitive pressure: AMDs had been necessary for them to win business from attractive
clients. One provider who used AMDs extensively reported that the level of discount was
often driven by explicit requests from the employer or adviser.

‘It would normally be driven by what was desired by the adviser and the employer. If
there was a view from the employer to say “I don’t want there to be a gap as big as 50
basis points, and | would like the inactive members to be only 30 basis points,” that
would be where the difference would come from ... [we] may have gone with different
things to try and get the desired result that we were looking to get to win the business.’

% The conversion tables published in Department for Work and Pensions (2014). Better
workplace pensions, were used for this purpose.

% RS Consulting (2014). Landscape and Charges Survey. See Section 1.3.1 for further
details.
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Another provider explained that they had introduced AMDs in order to develop relationships
with advisers. The advisers had asked for AMDs so that they could advertise a lower
headline charge for the active members of the schemes that they sold.

‘We started to try and deal with X commission-based advisers and those X commission-
based advisers were used to Active Member Discount structures and were keen to

see those AMDs replicated, because they wanted the lowest active member charge
that they could work out. We, in trying to develop relationships with those distributors,
agreed that we would do Active Member Discounts, and provided the level of discount
wasn’t disproportionate.’

3.5 Consultancy charges

Consultancy charges are borne by the member to cover the cost of intermediary advice
given to the employer in the course of setting up and/or running the scheme. They were
introduced in January 2013 as an alternative means of intermediary remuneration following
the Retail Distribution Review ban on commission arrangements in contract-based

schemes from 31 December 2012. DWP subsequently introduced regulations banning

new consultancy charges in automatic enrolment pension schemes from May 2013. The
Financial Conduct Authority (FCA) introduced rules in April 2015 that banned any remaining
consultancy charges in qualifying DC contract-based pension schemes. DWP will ensure
that the regulations to ban commission in trust-based schemes used for automatic enrolment
from April 2016 will also prevent consultancy charges.

Only three of the 12 providers had facilitated any consultancy charges during the reporting
period, covering around 3,000 members in total. Just one had a significant number of

clients with this type of charge, equating to more than 150 employers. Each of the other two
providers had applied consultancy charges to fewer than 25 employers. All three providers
had levied these charges on qualifying contract-based schemes, with around 2,000 members
paying the charge. The charge varied from 0.1 per cent of the fund per annum to 1.0 per
cent. The average was 0.47 per cent.

The same three providers also levied consultancy charges on non-qualifying contract-based
schemes, this time applying to around 1,000 members. The range of charges was the same,
with the average slightly higher, at 0.55 per cent.

The same three providers also levied consultancy charges on a small number of qualifying
and non-qualifying trust-based schemes, affecting fewer than 100 members in each case.

All three providers that facilitated consultancy charges over the reporting period had
removed this charge for new qualifying schemes in anticipation of the ban (see Section
5.1.2).

3.6 Commission

There were two types of commission that providers reported passing onto members during
the reporting period: initial commission and trail commission.
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3.6.1 Initial commission

Initial commission may be charged by an intermediary to a provider for services performed
during the selling or setup of the pension scheme. It is payable for an initial period only, e.g.
the first one to four years of a scheme being set up. In some cases, initial commission was
charged to members via a deduction in their contributions, which meant it was possible for
providers to report upon this additional charge separately. This section focuses on these
cases. Where any initial commission was passed onto members via an increase in the
ongoing charge, the level of increase could not be reported separately.

Initial commission charged via a deduction in contributions generally only applied to a small
number of members, with two per cent or fewer of any provider’s members paying this
charge.

Within qualifying contract-based schemes, around 13,000 members of two providers in total
paid the charge over the reporting period: 2.0 per cent of each contribution on average,
although this ranged from 1.0 to 3.0 per cent.

Around 10,000 members of two providers’ non-qualifying contract-based schemes paid the
charge over the reporting period, averaging 2.5 per cent of each contribution, and ranging
from 1.0 per cent to 5.1 per cent.

Once again, these providers typically explained that initial commission was something that
had originally been put in place as part of historical, less competitive charging structures. Of
the three providers using initial commission, two had already stopped using it at the time of
the interview.

‘The earlier schemes, when [provider] was competing back in 2001, would have had a
heavy commission influence. That is why you see some higher charges ... the historical
cases of higher charges paying for commission are dropping off the books and we don’t
set up schemes on that basis anymore.’

3.6.2 Trail commission

Trail commission may be paid by the provider to the intermediary annually for selling their
scheme to an employer, as well as for ongoing services that the intermediary may provide to
the scheme. Trail commission is not identified by providers as a separate charge, although
our previous studies have shown that members in commission-based schemes do tend to
pay higher ongoing charges.*

We have therefore only attempted to report the number of employers affected by trail
commission and not the level of commission they paid. The data is further complicated by
the fact that one large provider confirmed they paid trail commission but could not report on
its prevalence.

The prevalence of trail commission among the providers is shown in Table 3.4. To account
for the provider that could not say how many employers were affected, we have sometimes
reported a range. Typically between 10 and 20 per cent of employers with contract-based
schemes used trail commission. This percentage was lower for trust-based schemes, and

2 As reported in RS Consulting (2014). Landscape and Charges Survey, where a
commission-based adviser was used, this led to an average increase in the charge paid
by members of trust-based schemes of 0.4 percentage points; and in contract-based
schemes of just under 0.2 percentage points.
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master trusts did not facilitate trail commission at all.

Table 3.4 The prevalence of trail commission, by scheme type

Qualifying schemes Non-qualifying schemes
Contract- Master Trust-based Contract- Master Trust-based
based trust based trust
Number of providers 30of9 0of9 20f8 4 of 10 Oof3 20f7
who paid trail
commission
Number of 4,200- 5,300 0 <50 5,300- 7,300 0 0-600
employers using trail
commission-based
schemes
Percentage of 14%-18% 0 <1% 11%-16% 0 0%-22%

employers using trail
commission-based
schemes

From April 2016, commission will be banned for qualifying DC workplace pension schemes.
In total, five of the providers in the study paid trail commission, and four used it for qualifying
schemes. Of these four, two had stopped using it by the time of interview, and two were in
the process of ceasing, but were not able to confirm a date for this.

3.7 Flat fees

Flat fees are additional charges levied without reference to the funds under management or
the funds contributed.

We encountered two types of flat fee. Flat fees could be used as part of a combination
charging structure for all members. This was discussed in Section 3.3. In this section we
focus on four other providers who levied a flat fee as an additional charge upon a small
number of members of older schemes (sometimes referred to as a policy fee).

Even among those providers who used them, policy fees only generally applied to around
three to ten per cent of members, although one provider applied them to as many as 20 per
cent of the members of their non-qualifying contract-based schemes. Flat fees did not apply
to any qualifying schemes.

‘It is a relatively small proportion of what we’ve got and we will just stick with it. Maybe it
is something that we should review but as it stands it is more of a historic thing.’

Around 50,000 members of non-qualifying contract-based schemes paid the charge in total.
The typical minimum charge was £17 per year, the average £29 per year, and the typical
maximum was £54 per year. A small number of non-qualifying trust-based schemes also
levied flat fees: two providers levied these charges on around 7,000 members in total. The
typical minimum was £7 per year, the average £42 per year, and the typical maximum was
£121 per year.®

3 As a guide to how the flat fee impacts the ongoing charge, a £10 per year charge
equates to a 0.11 per cent annual fund-based charge, based upon the modelling
scenarios in DWP (2014). Better workplace pensions.
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Providers who used flat fees commonly described them as a legacy from historical, less
competitive charging structures. Providers reported that they did not use this type of charge
for new schemes, with more competitive charging structures having taken over.

‘Again, it’s historic schemes. No new schemes have had a charge like this for 15 years.

J

One provider explained that they only applied a flat fee if the member was not contributing to
the fund, to ensure that the provider did not lose out financially in running the scheme.

‘Historic legacy contracts had this type of charging structure, which meant there was

a monthly policy fee type arrangement, which subsequently we then actually stopped
applying until someone stopped contributing ... if they then said, “Actually we are no
longer contributing to that plan,” that would then trigger the member charge coming into
force, so we could recoup some of our administration costs.’
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4 Other member- and employer-
borne charges

This chapter explores the prevalence and level of charges that typically fall outside the scope
of the annual charge cap introduced in April 2015.

Section 4.1 discusses Fund Manager Expense Charges (FMECs) that members selecting
a particular investment fund typically paid, over and above the ongoing charge, to cover
expenses incurred by the fund manager.

In Section 4.2, we examine transaction costs: these are incurred when the member invests
in an underlying fund, as well as when the fund manager buys and sells the underlying
assets of the fund. The costs are passed onto the scheme member, usually as a reduction in
the value of investments held.

Finally, Section 4.3 discusses a small number of cases where the employers opted to pay
some or all of the current members’ charges.

4.1 Fund Manager Expense Charges

FMECs are charges that members investing in a particular fund may pay, over and above the
ongoing charge, for example to reflect additional expenses incurred by the fund manager.
Only certain fund choices incur FMECs: they typically apply to members that actively choose
a fund that requires more active management, which means they often do not apply to
members in the default arrangement. Where the member has actively chosen the fund, the
charge cap does not apply.

‘These are the additional charges, the additional expenses that apply, and effectively
they are just reflecting the additional work involved in running these funds ... for
example, [one fund offered by the provider] is a combination of actively managed
funds, and as such there is just more work going on over in the investment part of the
business.’

Under automatic enrolment, however, it is also possible for an employer, intermediary or
trustees to select a default arrangement that does include funds incurring FMECs, although
this was reportedly rare. In such cases, the default fund charge cap does apply. This did
lead to reporting challenges for providers, however, as typically they were not readily able
to identify which of their funds were used within default arrangements and which were self-
selected.®* We are therefore unable to state in this report what proportion of FMECs would
have fallen within the charge cap post-April 2015.

Any given member may be invested in multiple funds, each attracting different levels of
FMEC. We therefore asked providers to tell us what proportion of members’ assets were
invested in funds attracting each level of FMEC. Nine of the 12 providers were able to
provide this data, with no specific characteristics distinguishing those that could from those
that could not. As a result, our dataset for FMECs is around two-thirds complete (covering
6.6 million of the total 9.4 million members in this research).

% Section 2.4.1 explores the reasons for this.
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Of the nine providers who could supply data, three qualifying master trusts confirmed that
they did not offer any fund choices to which FMECs applied. The remainder did offer certain
funds that incurred FMECs. The proportion of members’ assets, across all nine providers,
incurring different levels of FMEC is shown in Table 4.1.

Table 4.1 The percentage of members’ assets invested in funds attracting
additional FMECs, across nine of the 12 providers in the study

Level of FMEC 0% >0-0.01% >0.01-0.10%  >0.10-0.20% >0.20%

Percentage of all members’ 56% 18% 15% 9% 3%
assets invested

Fifty six per cent of the assets belonging to the 6.6 million members were invested in funds
that did not attract FMECs. A further 18 per cent of members’ assets were invested in
funds attracting a very low FMEC of 0.01 per cent or less. Typically the impact of FMECs
was relatively low compared to the ongoing charge: only three per cent of funds under
management attracted FMECs above 0.2 per cent.

It is important not to conclude from Table 4.1 that 56 per cent of members paid no FMECs.
The majority of the pots of automatically enrolled members, and indeed of most pension
savers in a default fund, are relatively small, and are likely to be included among the 56 per
cent of funds that attracted no additional FMECs. In contrast, the minority of individuals with
very large pension pots are more likely to self-select more actively managed, higher-charging
funds.

Providers also confirmed that they primarily intended to use funds with zero or very low
FMECs within default arrangements. Because they must now comply with the 0.75 per cent
annual charge cap, they wanted to avoid the risk of either having to subsidise these by
absorbing the FMEC themselves, or alternatively, of breaching the cap.

‘Some of the smaller funds have got FMECs of five or 10 basis points [0.05 to 0.10 per
cent], which wouldn’t be suitable, because we commercially just can’t afford to have
those as part of a default arrangement.’

4.2 Transaction costs

Transaction costs are incurred when a fund manager buys or sells the underlying assets of
an investment fund. In this research we identified two broad types:

+ When members make payments into their pension, or when they withdraw funds, the fund
manager may create or cancel units within a particular fund. Transaction costs incurred for
fund entry or exit are discussed in Section 4.2.1%.

* Many types of fund incur regular costs while assets remain invested, because underlying
assets may be purchased or sold on an ongoing basis by the fund manager. Transaction
costs incurred while a member remains invested in a fund are discussed in Section 4.2.2.

% We did not ask providers about transaction costs for fund exit, because this research
focuses on members that are saving into a pension, as opposed to members
withdrawing funds at retirement or other circumstances.
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Transaction costs are excluded from the charge cap introduced in April 2015, but in March
2015 the Financial Conduct Authority (FCA) and the Department for Work and Pensions
(DWP) published a call for evidence into the most appropriate regime for disclosure of
transaction cost information for workplace pension schemes.3¢

4.21 Transaction costs for fund entry

Members’ contributions will generally be subject to transaction costs, which are the costs of
purchasing any additional underlying assets by the fund. The price that members have to
pay to purchase one unit of a fund (the ‘offer price’) could be slightly more than the actual
value of that unit.

For example, if the offer price for one share is 100p, and the value of that share is 99p, then
the member would need to pay £100 to receive units with a value of £99. The transaction
costs for fund entry in this case are one per cent of each contribution paid by the member.

Some funds work slightly differently, in that they use a single buying and selling price on
any given day. But transaction costs are nevertheless incurred: the offer price is adjusted
upwards if there is more money flowing into than out of the fund on any given day, and
downwards if the reverse is the case. Either way, the adjustment leads to a difference
between the value of the assets and the contributions invested.

Transaction costs for fund entry are not scheme- or member-dependent, but are rather
calculated as a percentage of total assets under management in a particular fund.

‘You can have fund switches — so we have got, say, eight funds in [a provider’s entire
portfolio], and you have members switching between funds, and they have to buy and
sell units. That can create a cost, but it’'s done on the whole fund so it’s not member-
specific. It’s quite a minimal cost.’

Transaction costs are not straightforward to measure. On any given day, the transaction
costs for fund entry will change, depending on the value of funds flowing into and out of
the fund. These fluctuations mean that the transaction costs that might be passed on to
members over a given time period are unpredictable.

‘It is around this question of a swinging single price ... basically if more money is
coming in than going out then the price swings to the offer price. If more money is going
out than coming in then it swings to the bid price.’

Providers reported that transaction costs would need to be monitored more or less on a
constant basis to be able to report on them accurately. Even then, some said that because
fund managers trade units at fund level, without an awareness of who ‘owns’ any given unit
of a fund at any point in time, ascribing transaction costs to a particular member becomes
extremely challenging.

‘I am not sure what it would tell you, because it would only affect the person if they
transacted on a particular day, so if they didn’t transact that day you’re never going
to be able to work out what the transaction cost would have been ... That is mind-
blowing.’

%6 DWP and FCA (2015). Transaction Costs Disclosure: Improving Transparency in
Workplace Pensions.
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The data that could be provided on transaction costs for fund entry was limited, and did not
depend upon the type of provider. Of the 12 providers:

+ two estimated that their members did not incur any fund entry costs: the way their funds
were implemented and managed meant that the price did not swing. Therefore, the net
value of funds did not end up being lower than the amount invested and, in turn, there was
no cost to pass on to the member;

‘We just have a single priced fund. The price doesn’t swing depending on income and
outgoings because of the way we implement it. There is no spread and there is no
swinging single price. It is just one price.’

+ one confirmed that transaction costs for fund entry did apply to members: they estimated
that transaction costs for fund entry typically led to a reduction of 0.05 to 0.40 per cent of
the value of each member contribution invested,;

» one confirmed that transaction costs for fund entry did apply, and that the figure could be
anywhere between zero and one per cent in theory. But in practice, they tried to focus
trading at points when there was a close to zero price swing, or even a negative price
swing, and so actual transaction costs for fund entry were ‘close to zero’;

« five confirmed that transaction costs for fund entry did apply to members, but they did not
have access to the data to measure these; and

» three were unsure as to whether they applied at all.

The principal barrier experienced by all providers when capturing transaction costs was that
this data was held by external fund managers, from whom it could be difficult to get accurate
information. Some reported that fund managers often did not provide the data as a matter of
policy, particularly where the fund in question operated overseas.

The providers that found it easiest to collect data on transaction costs were those with a
large market share: one explained that the particularly high value of assets that they held
with these fund managers gave them more ‘clout’ when requesting data of this kind.

Other providers explained that even when their fund managers did report on transaction
costs, they would use different reporting periods and formats, making it very difficult to

bring all the relevant data together and then link it back to the member. A small number of
providers also operated blended funds, comprised of multiple underlying funds, which added
further complications to their efforts in collecting and combining this data.

‘Many of ours are blended. It is a fund that is made up of multiple underlying funds so
therefore just giving all that data at underlying fund level, | am not sure what people are
going to do with it, and how do they then compare that with any other transaction cost
data?’

4.2.2 Transaction costs for remaining invested

Members can also be subject to costs resulting from the transactions made by fund
managers while their assets remain invested in the pension (holding the units of the fund).
Underlying assets may be bought or sold on an ongoing basis by the fund manager as
investment decisions are taken, and those units are subject to transaction costs in the same
way as new contributions are. They are usually deducted from members’ pension funds
directly.
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Transaction costs for remaining invested can include the following:

» Commission paid to a broker when a transaction is carried out.

Bid-offer spreads — the difference between the price received when a security is sold (the
bid price) and the price paid when it is bought (the offer price).

Bank transaction charges.

» Foreign exchange fees associated with the transaction.

Any local taxes (including UK stamp duty).

The number of transactions carried out in a given year will vary depending on market
conditions, the rate at which assets are changed within the fund — which itself may depend
on whether it is a passive or active fund — and the judgements the fund manager makes. As
a consequence, transaction costs for remaining invested cannot be predicted in advance,
since a fund manager cannot know what trades will be conducted in advance. They are, by
definition, backward looking, and may not accurately reflect future costs.

Providers also pointed out other factors that could cause these costs to vary over time:

» The country in which the fund was invested in, because taxes and exchange fees differ
between markets.

» The nature of the fund. For example, property funds tend to face additional property
transaction costs.

We gave providers a hypothetical situation against which to measure transaction costs, to
allow consistent measurement. The scenario is described in the box below.

» Please describe the transaction costs incurred by the fund manager in buying and
selling the underlying assets of the fund, that were passed onto the scheme member,
over the reporting period.

+ Assume the member had net assets of £10,000 already invested at the start of the
period; the member made no further contributions to the fund; and the value of the
underlying investments did not change over the period.

» Please express the total deductions as a percentage of the net asset value over the
reporting period. If accurate figures cannot be provided, please provide an estimate.

We also asked providers to break down their transaction costs between broker commission;
stamp duty; other fees or taxes; and other deductions due to the difference between the
buying and selling price of units.

Three qualifying master trusts were able to provide data on the transaction costs that their
3.8 million members incurred for remaining invested, albeit without providing the breakdowns
we proposed:

+ one of the three estimated that the transaction costs for the given scenario amounted to no
more than 0.01 per cent of all members’ total funds invested per annum; and

+ the data put together by the other two has been collated and is shown in Table 4.2
below. Under the scenario we provided, over three-quarters of assets (79 per cent) faced
transaction costs of between 0.5 per cent and one per cent.
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Table 4.2 The percentage of all members’ assets invested in funds attracting
transaction costs for remaining invested, for two qualifying master trust

providers
Level of transaction cost >0-0.50% >0.5-0.75% >0.75-1.00% >1.00%
(% of funds per annum)
Percentage of all members’ 3% 26% 53% 19%

assets invested attracting that
level of transaction cost

Two further providers, with no specific features in common, were able to estimate only
‘typical’ transaction costs, for a range of funds: they could not estimate the proportion of
assets attracting different levels of transaction cost. They provided data on a range of funds,
as shown in Table 4.3 below. In this case, the majority of the providers’ investment funds
attracted transaction costs of 0.5 per cent or less.

Table 4.3  Approximate number of two providers’ investment funds attracting
transaction costs for remaining invested

Level of transaction cost >0- >0.25-0.50% >0.50-0.75% >0.75%
(% of funds per annum) 0.25%
Approximate number of c. 50 c. 25 c.5 <5

investment funds attracting that
level of transaction cost

The five providers who provided data on transaction costs for remaining invested often
stressed that they had needed to aggregate data of different types, from multiple funds, and
from different fund managers, and this had been a significant challenge.

‘A problem we have got is aggregating up ... it's aggregating it all up that’s difficult
because the weightings and the different layers change daily, so how are you deciding
how you’re apportioning that?’

Seven providers could not provide this data at all. The reasons given were the same as
those described in Section 4.2.1:

» Data was held by third parties and in a variety of formats.

» Third parties sometimes calculated costs differently: for example, some included foreign
exchange fees in the spread.

* Fund managers could choose different periods over which to measure transaction costs.

+ Different funds were based in different markets, and faced different disclosure regimes,
particularly when they were based in emerging markets.

One provider reported that they currently had a project to investigate how transaction costs
might be provided in the future, in accordance with the FCA and DWP’s proposed reporting
regime.

‘We don’t capture transaction charges, we don’t really know what they are. We know
we need to do this [...] and we’re currently working on a new solution. It'll hopefully be
ready late summer 2015. Significant IT builds are needed to capture and report these.’
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A few providers questioned whether the proposed greater transparency on transaction costs
could lead to value judgements being made about schemes that incurred higher costs.
They were concerned that if the transaction costs for remaining invested were more visible,
it could dis-incentivise members from investing in funds that could potentially bring higher
returns.

‘What we don’t want to do is reach a situation where you are only allowed to offer a
fund where you can have fully disclosed transaction costs. There could be lots of very
good, well-performing funds that we would like to offer to membership and we don’t
really want to drive them away ... which would lead to congregating all of our assets
across the pension industry into passive funds just because they have low transaction
costs.’

4.3 Fees paid by employers

Employers may also pay a fee to reduce the charges paid by their employees. These
charging arrangements cover scenarios where the employer opts to pay some or all of
their current employees’ charges, but the members’ pots face the same level of charges
regardless of whether they are contributing. These will continue to be permitted under the
Government’s charges measures.

There were an extremely small number of instances of employers paying this type of fee,
as shown in Table 4.4 below. Only 60 employers paid such a fee over the reporting period,
typically in the range of £20 to £30 per member.

Table 4.4 Number of employers paying a fee to reduce their members’ ongoing
charges, by scheme type

Qualifying schemes Non-qualifying schemes
Contract- Master trust Trust-based Contract- Master trust Trust-based
based based

Number of 20f9 20f9 20f8 20f 10 0of 3 20f7
providers who
reported that
any employers
paid fee
Number of 10 28 12 3 0 7
employers
paying fee
Percentage <0.5% <0.5% 2% <0.5% - <0.5%
of employers
paying fee
Average fee £27 Data not £30 £22 - £19
per member available
per year * from

providers

* Caution: bases are low and estimates are indicative.
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5 Preparing for the new charges
measures

This chapter explores providers’ views on the impact that the new charges measures have
had so far, and will have, on the workplace pension landscape.

In Section 5.1, we discuss the approaches that providers took to complying with the new
rules: how they had prepared for the new rules being introduced in April 2015, as well as
their ongoing preparations for the measures being introduced in April 2016. Section 5.2 then
examines providers’ views on how charges data might be collected and reported on in the
future, and finally, Section 5.3 looks at the potential long-term impact of the new measures
on the workplace pensions market as a whole.

5.1 How did providers approach complying with
the new rules?

This section summarises the approaches that providers took to complying with the new rules
being introduced in April 2015 and April 2016. It focuses on their approaches to complying
with the charge cap, and with the ban on Active Member Discounts (AMDs), commission and
consultancy charges.

5.1.1 Preparing for the charge cap

Charges for default arrangements were capped at 0.75 per cent per annum from April

2015 onwards, although the data collected for this study pertained to the year beforehand.
Providers had started preparing to comply at different times. Some providers began lowering
the charges on their qualifying schemes during 2014.

‘From as far back as April last year [2014] we had already gone to the charge cap as a
maximum for any new scheme, even though we had a year before we had to do that.

| suspect other providers will future-proof their business and we have done something
similar.’

Other providers had started modelling the impact of the changes for internal purposes in
2014, but only implemented these changes from April 2015.

The approaches and timescales used by different providers were often dictated by the
number and complexity of their default arrangements. Some providers did not have to make
any adjustments to their default funds in order to be compliant with the charge cap: some
qualifying master trusts for example had always had charges within the cap.

Other providers had more complex default strategies in place, typically made up of multiple
funds with different charges. These providers had to do more work to prepare for the
introduction of the cap, ensuring that all relevant charges, when aggregated together, did
not result in an overall charge that exceeded the cap. Providers took different approaches
to managing this. Some providers repriced the funds making up their schemes — in other
words, they simply charged members less for the same funds. Others remodelled their
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default strategy, using different fund options with lower charges to bring the overall charge
within the cap.

One provider mentioned that they were now using a ‘soft cap’ of 0.70 per cent, to avoid the
risk of small movements in charges taking the scheme over the cap.

‘We have introduced a soft charge cap of 70 basis points [0.70 per cent], so we
recognise there are certain expenses that we are finding it difficult to track, so therefore
we have targeted a lower charge cap than the regulatory charge cap, because we want
to make sure that we stay below overall.’

5.1.2 Removing consultancy charges and commission

Consultancy charges were banned by the Financial Conduct Authority (FCA) in qualifying
contract-based pension schemes from April 2015. Three providers had facilitated
consultancy charges over the reporting period. Only one provider applied them to a
substantial number of schemes, equivalent to more than 150 employers across their
contract- and trust-based schemes; the other two applied them to fewer than 25 employers.
For this reason, the latter two providers described the task of removing them as relatively
straightforward; one mentioned that they had also removed them from non-qualifying
schemes.

‘I think we started it for a small period of time and then stopped. We took the decision in
April 2015 to fully remove consultancy charging. We shouldn’t have any schemes any
more that have consultancy charging.’

The one provider who had applied consultancy charges to a larger number of schemes still
considered these to constitute ‘a small population’ in relation to their overall business. They
explained that they were removing these charges on a gradual basis, as each employer
approached their staging date and their scheme was converted to a qualifying scheme.

‘Since April, consultancy charging is no longer allowed on an auto-enrolment scheme,
so as and when any scheme reaches its staging date, the consultancy charge would
come off. So the number here is the maximum it will ever get to and will be dropping
month on month until eventually it will get back to zero.’

The Government has announced that, from April 2016, commission will also be banned

for qualifying defined contribution (DC) workplace pension schemes. In total, five of the 12
providers in the study paid trail commission, and four used it for qualifying schemes. Of
these four, two had already stopped using it by the time of interview, and two were in the
process of ceasing, but were not able to confirm a date for this. Given that no new schemes
had been sold with commission since the end of 2012, ceasing this payment was not seen
as problematic by the providers, and it was viewed as an inherent part of complying with the
charge cap by some.

‘We wanted to implement the cap as soon as we possibly could do, and the other
changes as well ... so we removed commission at the same time, because we thought
it was wrong to remove initial commission without changing the charge.’

Even so, one provider did point out that that the consultancy charge had only been
implemented as an alternative to commission under the Retail Distribution Review (RDR)
after 2012, and that the process of implementing this charge and subsequently removing it
had cost them a great deal financially.
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‘Consultancy charging is something that came in with RDR so it didn’t exist until the
beginning of 2013, and it had a very short shelf life ... with hindsight if they had never
been developed, it would have saved us millions of pounds.’

5.1.3 Removing Active Member Discounts

AMDs, which allow members currently paying into a scheme to pay a lower ongoing charge
than those who are not, will be banned from qualifying workplace DC schemes from April
2016. Four providers said that they had been using AMDs during the reporting period. Of
these, two had already removed them by the time of interview in June 2015; the other two
were in the process of removing them in preparation for the ban.?’

Three of the four providers reported that they usually adjusted the charges on all of their
schemes with AMDs to the mid-point between the charge applied to active members and the
charge applied to deferred members. The fourth provider instead reduced deferred members
charges to the level paid by active members. In fact, all four of the providers took this
approach in certain circumstances: primarily due to ‘commercial pressures’ from employers.

‘In some cases we have just given up on the Active Member Discount entirely, in that
we didn’t increase the price of the active members. We would simply reduce it for
leavers due to the commercial pressures. So it has had an impact financially to remove
Active Member Discounts.’

Only two of the four providers using AMDs in the reporting period felt that removing them
would have a financial impact on their business. As well as the provider quoted above,
another provider indicated that the removal of AMDs was going to have a ‘massive’ impact,
both financially and upon the amount of work they had to do to adjust their systems.

‘[Preparing for the ban on AMDs] is the biggest change we’ve ever made to our system.
We would have thought implementing the charge cap in amongst all the policies would
have been the biggest one ... there will certainly be some schemes that will be loss-
making.’

5.1.4 Monitoring compliance with the charge cap

Providers often expected to monitor schemes more closely post-April 2015 in order to ensure
that they did not breach the cap in the future. This was felt to be particularly necessary
where members were invested in default arrangements with ‘lifestyling’, whereby they were
defaulted into a mix of different fund options that shifted over time as their retirement date
drew nearer. Some providers mentioned implementing new monitoring procedures to ensure
that Fund Management Expense Charges (FMECs) did not cause the overall fund charge to
spike over the cap at any given time.

‘We have put a member-level daily monitoring solution in place ... we want to make
sure that we are comfortable that if an investment adviser comes to us on a trust-based
scheme and puts it in at what looks like 0.73 per cent charge ... Is it 0.73 per cent or
actually is there going to be something that is spiking it above? Basically what we want
to do is make sure that no one gets to the end of the charges year and has breached
the cap...’

8 Two further providers said that they had used them in the past, prior to the reporting
period.
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A few providers mentioned that if they found that the charges for a fund were still peaking
slightly above the cap, they intended to give members rebates, in the form of bonus units.
These rebates would effectively bring the overall charge down to within the cap, in order to
ensure continued compliance.

‘Every month the system looks at the policy fee, and makes sure that as a percentage
of the total fund it doesn’t push them above the cap. If it does, it then gives a refund...
those just appear as bonus units for the customer.’

5.2 Collecting data on charges in the future

We asked all of the providers to reflect on their experience of completing the data collection
exercise for this study, and share their perceptions of how easy it would be to complete a
similar exercise in the future. Providers generally reported that the experience they had
gained would most likely make it easier to complete a similar template on subsequent
occasions. Most emphasised, however, that the ease of any future exercise would depend
upon the precise format of the template:

+ Some providers recommended that the data format should be flexible enough to
accommodate the different approaches to charging undertaken by different providers.
They recognised that they each have their own charging structures, and therefore a ‘one
size fits all’ approach would not be appropriate for data collection.

+ Somewhat contradicting this, others recommended that ideally it should remain consistent,
so that they could approach retrieving the data in the same way each time.

‘Yes, we would definitely want it to be the same each time, because then you have got
the overhead of setting up exactly how you are going to do it, but once the reports and
the methods for doing so is there, it’s easier to re-run exactly the same again next time.’

Several providers pointed out that there are a number of different industry stakeholders

who work with charges data, including the Department for Work and Pensions (DWP),

the FCA and The Pensions Regulator (TPR), as well as the providers themselves. They
therefore emphasised the value of stakeholders from different bodies working together to
ensure consistency across formats and minimise duplication of efforts across different data
requests. They suggested that consultation and collaboration between these different bodies
was necessary to create a format that all parties would be able to complete accurately, and
with relative ease.

‘My request would be that we get lots of different information requests from slightly
different agencies in slightly different formats ... they should be encouraged to work
with TPR, DWP, FCA, the Treasury, and think about the kind of information that they
would require ... we will then try and think about these formats, and these kind of
structures, and these periods, so it would be good to give a little bit of feedback on that
basis.’

A small number of providers suggested that they would like to contribute to designing a
future data collection exercise. As organisations that generate this type of data and work with
it regularly, they felt that they could provide valuable input to creating a template that would
enable them to provide comprehensive and accurate data.
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‘The idea is bringing together lots of the great and the good from the industry to say
how do we do this? How do we make it better? ... Make it at such a level to begin with
that the whole industry is happy with, and in a way I think it should be driven by the
industry rather than by DWP or FCA.’

A few providers mentioned that if the same data was going to be requested on a regular
basis, they would want to automate the process or implement their own systems for data
extraction to reduce the internal effort required. A small number of providers raised concerns
over the frequency of future data requests, and described monthly reporting as potentially
problematic for internal resources if the process was not automated.

‘Once you’ve got it set up for the long term then a level of automation can be achieved
and that will make it much smoother. At the moment it’s just a one-off exercise...

there would be a cost, so either you spend money on systems to have a degree of
automation or you get someone take some time out and pull data together.’

A few providers speculated that under the new charges measures, data collection may
become easier: firstly, because some of the charges and discounts have been removed, and
qualifying schemes now fall within a narrower charging band, resulting in a simpler structure
to report on. Secondly, some providers explained that with the new requirement to monitor
and report on the costs and charges, they were already gathering data that they may be
able to utilise for other data requests, reducing the number of tasks they would have to start
afresh.

‘Now that we’ve got charge cap monitoring in place, we’ve got our ability to take this
information out of our system easily, whereas as before we would have to do an ad-
hoc query every day. It’s being pulled and it’s being stored in a database, so it makes it
easier for us to go and interrogate that more systematically.’

Finally, some of the providers who experienced major difficulties completing the data did,
unfortunately, suggest that requests of this type would remain onerous for some time in

the future, no matter how they were designed. The difficulties they experienced were often
related to their own structural setup — for example, the fact that they had inherited a range
of schemes with anomalous charging structures when they merged with another provider, or
data that was stored over multiple IT systems.

‘We’ve had [provider] mergers and [provider] mergers, so we’ve got a lot of legacy
systems. That is a challenge. Margins are already quite small, and we’re having to
make quite a large number of quite complex changes to essentially get down to these
caps.’

5.3 The impact of the charges measures on the
pensions landscape
We also asked providers for their views on how the charges measures might impact on the

workplace pensions landscape more generally over the next few years.

5.3.1 Members of qualifying schemes will benefit

Most providers expressed their support for the charge cap and new governance
requirements, as something that was in the interest of members, and which would help drive
value for money.
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‘It shows to members that there are quality controls in place and there are independent
people who are monitoring it to make sure that they are working for the members’
interests.’

Providers often mentioned that they had begun lowering their charges in anticipation of the
cap. Indeed, across the qualifying schemes we measured in this study, around 90 per cent of
members of qualifying schemes were already paying charges within the cap. The remaining
ten per cent, whose charges were above 0.75 per cent in the reporting period, will now see
their charges lowered to comply with the cap if they are invested in the default arrangement.

5.3.2 Charge levels in non-qualifying schemes

In contrast, members of non-qualifying schemes were typically paying higher charges across
each type of scheme. Almost 70 per cent of members of the non-qualifying schemes in this
study — over 1.3 million pots in total — were subject to charges above the 0.75 per cent cap.

The cap does not apply to non-qualifying schemes, and providers did not mention any plans
to lower non-qualifying schemes’ charges to compete with those of qualifying schemes.

As a result, this situation may continue unless employers and trustees, with the input of
intermediaries or members themselves, choose alternative provision.

Last year, members of the Association of British Insurers (ABI) undertook an audit of charges
and benefits in older and high-charging schemes. This considered schemes established pre-
2001, or with charges above one per cent, as well as those with multiple charging structures.
There is therefore an overlap between the arrangements considered in this survey and in the
legacy exercise. Providers committed to address potential for poor value for money in the
schemes, and the FCA and DWP will report on progress in this regard in 2016.3#

5.3.3 Provider concerns over future provision

Providers did sometimes raise concerns about the possible long-term effects of the charge
cap on the future provision of pensions. Some providers were concerned that the cap puts
further pressure on their profit margins. This, in addition to increasing competitive pressure
between providers, led some to speculate that smaller schemes or providers, may eventually
be forced to merge or exit from workplace pension provision.

‘The market’s very competitive and margins are very low. So some small companies
will drop out of corporate pensions. | think we will see five or seven providers left soon,
providing more of a utility service.’

A few providers suggested that pressure from the charge cap on their margins might limit
their ability to provide more expensive products, such as actively managed funds. One
provider suggested that if it became less affordable to run certain funds and schemes, it
might lead to assets being pooled in a more concentrated way, and warned that there were
risks attached to concentrating assets in this way.

‘You don’t want to restrict the market by enforcing something that necessarily restricts
people to only using certain funds and arrangements, because of the risk that that
brings with it if you do that.’

% Independent Project Board (2014) Defined Contribution workplace pensions: The audit
of charges and benefits in legacy schemes.
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5.3.4 Provider views on potential industry changes

A few providers speculated about how the market might respond to these new challenges
under the cap, pointing out that lower margins would require further automation of
processes, with less manual intervention. This implied the use of better digital and online
solutions, which could benefit members.

‘There will be far more automation, far more straight through processing, far more
power being given to the consumer through technology and through that straight
through processing.’

One provider was optimistic that the charge cap, in combination with new technology, could
lead to greater transparency of charges data, which might make it easier for members to
understand and compare charges. They suggested that eventually the ‘commoditisation’

of pensions might make it possible to create a comparison site for pension charges to help
consumers to explore their options. Even so, the same provider raised the question of how
well-equipped consumers were to understand pension charges, and so judge quality and
value for money for themselves.

‘If you publish all charges for all funds, actually it could lead people to going “I will pick a
cheaper one.” | don’t think people will understand that cost doesn’t equal value for money,
and that they have to look at investment returns and past performance.’
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Appendix A
Materials used in conducting this
study

A.1 Invitation letter to providers

Private Pensions Policy and Analysis
1st Floor, Caxton House

Tothill Street

London SW1H 9NA

30th January 2015
[PROVIDER NAME]

Pension scheme charges research 2015

Dear <Title> <Surname>

| am writing to ask for your help with a new research study that the Department for Work and
Pensions has commissioned to measure pension scheme charges, ahead of the introduction
of new governance and charges measures from April 2015. These include the default

fund charge cap on qualifying schemes and the requirement for trustees and Independent
Governance Committees to report on scheme costs and charges. This survey builds on the
previous Landscape and Charges Surveys conducted in 2011 and 2013, in which you may
have participated.

The research will collect information on both administration charges and transaction costs
across DC trust-based and contract-based workplace pension arrangements. This will
enable us to create a baseline against which to assess the effectiveness of the charge
control measures in improving outcomes for savers. While taking part in the research is
voluntary, your participation will also help to shape the development of increased disclosure
requirements, on which the Government plans to consult in 2015, including how this
information might be collected in the future.

The research is being conducted on DWP’s behalf by RS Consulting, an independent
research organisation with considerable experience in this area. Any data collected by RS
Consulting will be passed to DWP anonymously and results from the study will only be
published in aggregated format.

A researcher from RS Consulting will be in touch with you shortly with details about what
your participation would involve and to answer any questions you may have. If you do not
want to take part please let RS Consulting know by [DATE]. You can contact them at [details
added].

Yours sincerely,

66



Pension Charges Survey 2015: Charges in defined contribution pension schemes

A.2 Provider information sheet

RS .. Pension scheme charges research 2015 5& .
epartmen
< Fact sheet for Work &
Consulting v Pens|on5
- ;} What is the research about?
u(‘(( The research was commissioned to measure Defined Contribution (DC) workplace
L‘"; 2 pension scheme charges.
. Building on two previous waves of research with pension providers that RS Consulting
%‘“‘&x ildi i f h with i iders th Iti

Sl
- Q..‘-' .

conducted in 2011 and 2013, it will act as a baseline against which to assess the
effectiveness of the new governance and charges measures from April 2015.

The research will be conducted in the strictest confidence: no information identifying
you, your company or any individual schemes will be published or passed to the DWP.

And what will it entail?

We have designed a data collection template in Excel, which requests from you a breakdown of the
different charges and transaction costs paid by members invested in workplace DC pensions, with a
particular emphasis on default funds. This will allow the research team to examine the impact of charges
and transaction costs at aggregate level across all pension schemes.

We have designed the template carefully, to make it comprehensive, unambiguous and as straightforward
to complete as possible. It builds on our own previous research, as well as work done by the ABI, IMA and
the Independent Project Board’s legacy audit of pension schemes.

What schemes are within the scope of the research?
Any schemes that fulfil all of the following criteria:

‘ * Workplace pensions i.e. sold through an employer
J * DC
\ * Currently open to new members
N N Defined Benefit and hybrid schemes are excluded.

What charges are within the scope of the research?
We have defined four groups of charges that we would like to measure:

Group 1: Ongoing charges: member-borne deductions relating to scheme and investment administration.
Including in particular:

e  The impact of any active member discounts (AMDs) or consultancy charges

*  Any other scheme-level contribution or flat rate charges

Group 2: Additional fund manager expense charges (FMECs)
*  Any additional charges levied by the fund manager of a particular fund, over and above the Group 1
charges

Group 3: Fund-level entry and exit charges

*  Transaction charges levied each time a member makes a
contribution or transfer into/ out of an investment fund, as a
result of the costs incurred in investing in the underlying assets

Group 4: Ongoing portfolio transaction costs

*  The costs that were incurred by the fund manager in buying
and selling the underlying assets of a particular investment
fund

* If precise figures cannot be obtained, an estimate can be
provided
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Department

Page 2 for Work &
Consulting Pensions

RS Pension scheme charges research 2015 %

What if you can’t provide the data in the format needed?

Part of the aim of the exercise is to understand the feasibility for providers of reporting on the different
types of charge. If you have difficulties in presenting data in the format we have requested, we will be
happy to work with you to identify alternative, more feasible approaches.

Certain questions in the spreadsheet are hidden, and only appear depending on the answers to previous
guestions: a full version of the template is provided separately as a PDF.

And afterwards?

We would be keen to interview you after the data collection is complete, to discuss topics such as:

* How you found the process of data collection — what was feasible or not, and what might be the
implications for reporting the different types of charge in the future?

* Any other member-specific variations to charges that could not be captured in the template, e.g. large
fund discounts. What other factors influence the level of charge?

* The benefits of the particular schemes to members (e.g. with profits; life insurance), particularly where

higher charges are levied as a result
* Any recent changes, and how you are preparing for the April charges measures 7

What is the deadline?

We hope to complete data collection by 20 March 2015, with the
interviews also conducted around that time, and | will be in touch with you
to discuss the feasibility of this.

Confidentiality

Any information you provide will be held in the strictest confidence and will be handled securely
throughout the study in line with the requirements of the Data Protection Act (2008). The information you
provide will be used only for research purposes, and for the purpose of analysis and reporting we will
merge together information collected from all providers in aggregate form.

No information identifying you, your company or any individual schemes will be reported or passed to the
DWP or any other organisation, unless you specifically request that we pass back information or feedback
to DWP in your name.

The 2011 and 2013 charges studies
Our previous charges research reports can be found on GOV.UK by clicking on the following links:

Landscape and charges survey 2013: charges and quality in defined contribution pension schemes

Pension landscape and charging 2011: Research with employers and pension providers

We would like to thank you once
again for your interest in the
charges research 2015.

68



hemes

ion sC

d contribution pensi

ine

Charges in def

Pension Charges Survey 2015

Tr40 1 9%ed

‘SpuUNy 1|NeJap Se SalJeIpawIalul JIay)
pue siaAojdwa Aq pajeusisep Ajuowwod

aJe YoIym J0 ‘sawayds adoas-ul InoA uiyim
suo(3do }neyap se pasn spuny JUBWISAAUI YL

‘plalf sarou

ay1 ul s1y3 wafuod aspajd ‘siaquiaw awayars
JIb uodn snJof 03 ppalsul Ysim pub ‘UOIIIUIISIP
SIY3 oW J0UUDI NOA f "punf 3nofap

3Y3 U] pa1Sanu] sIaquIaW Uo ATNO Inoybno.y;
snaof aspajd ‘3/qissod fj ‘sswayds adoos-ul
INOA JO S19qUIBW PaLIaJap PUB SAIIIR JUIIND

'S31INP 1USWI|0JUS J11BWOINE 193W
0} su9Ao|dwa Aq pasn Ajjua.ind jou suoisuad

'S31INP JUALW|0JUD D11EWOINE 133
01 suahojdwa Aq pasn Ajjua.iind suoisuad

‘SIaquaW mau
03 uado Appuauund ‘suoisuad adejdyiom DQ

‘payiodal aq pjnoys sadieyd
awayas uoisuad yaiym Jano pouad ayL

s1aquiaw g aney
sawayds adoas-ui JnoA ‘|e3o3 u||

:puny jjnejaq siahojdwa ( 19109
sawayds adoas-ul unoA ‘je03 uj|

SIaquIBDIN

sawayds adoas-uj

pouad Suiioday

suoniuyap Asyl

sajou 4ay30 Auy|
adAy
0 0 0 0 0 0 SIY1 Jo sawayds Buisn (patiasep
3 9A1198) SIBGUIBW JO JBGUINN
adAy s1y1 Jo sawayds]
© © g g © © Buisn siahojdwa Jo Jaquinu |e1o]|
asel
paseq s paseq paseq FONETET paseq
-sniJayio | Jaasen -enuo) -1sna3 JBY10 -pesuo)
:sadA3 sawayds SuiAyiienb-uon :sadA3 sawayds SuiAyijenp)
¢poriad bunaodau ay; fo pua ay3 3o sawayds adods-uj inoA Jo Yyna Aq paianod aiam ‘siaquiaw Aubw moy pup ‘siafojdwa Auow Moy °z|

sawayds adods-ul 1oy :g Med

vI-220-1€ potiad bupiodal uasoys inoA iof a3op pua Ja3u3j ‘qT
vI-upr-T pouiad buiiodas uasoys anoA iof ayop 14p3s 433u3 ‘BT

Mojaq sapp ay3 puawp aspajd ‘os fi :poriad buiiodal an;LUIY L UD 3SO0YI 03 NOA J10f JU3IUIAUOI 210w 3q Abw 3|
‘pI0Z 42qWa3ad TE - PTOZ uUpf T 3q pjnoys poliad bupiodas ayy ‘Ajpap|

pouad buiiodai, 3y 1ano paijddo 3oy} sabipys awayss uoisuad ay} 340da1 noA 3oy3 3s3nbas am ‘aypjdway s1y3 3noybnoayy

pouad Sunodas ay] v 1ed

A.3 Data collection template

EuDIEUaH
T MOM 19
puapeday)

e

UOISIA ||n} - d3E|dWa)} UOI3||0d eleq

G10Z Yyoieasaa sabieys awayss uoisuad

69



71407 98ed

[72]
nmv
(4]
L
Q
(7))
=
o
[72]
[
(J] 0 0 0 0 ) 0 ‘sioquiaw [ejol 0 0 0 0 0 0 ‘siaquidw jejol
Q.
0 0 0 0 0 siaquiaw +000°T 0 0 0 0 0 siaquiaw +000°T
m 0 0 0 0 0 $19quaW 666-00T 0 0 0 0 0 $I9qUIBW 666-00T|
-— 0 0 0 0 0 SIaquidW 66-CT 0 0 0 0 0 SI3qWBW 66-CT|
5 0 0 0 0 0 SI9qWaW T1-9 0 0 0 0 0 SIqUIBW T1-9
o) 0 0 0 0 0 slaquiaw G-1 0 0 0 0 0 SiaquisW G-1
m (%0) @141 %0> - %0 %0> - %0 %0> - %0 %0> - %0 Aio831e2 9215 J9Ao|dwi3 (%0) @184 %0> - %0 %0> - %0 %0> - %0 %0> - %0 Aio8a1e2 9715 J9A0|dwiz
c 3534314 Pled [~ ienb yap | ajnaenb pig | ajenb puz 3|Jenb 3T 3s3Y31Y PIed 5 nienb yny | ajaaenb pig | ojaienb puz | sjnienbast
(o] épunq buibipys yina ojul [[3f siaquiaw g 3y3 fo Auobw moy ‘A1063103 3zis Yana ulyM €| ¢pung bujbinys yona oyul [|3f siaquiaw g 3y3 Jo Aubw moy ‘A10b31p3 5zis Y03 UIYIM “IE|
o | Jaquiaw Aup) i Jaquiaw Aup)
o] %000 03 3By 359yB1Y Y1 131UT *GE %000 03 abunyd 3saybiy ay3 1a3u3 “qe|
[«}] ' Jaquiaw Aup ’ Jaquiaw Aup
.m %000 03 3610y 353mMO0j 3y3 433u3 “DE| %000 PR ENETE T
...nd juenajas yi ‘asay seadde |im sisnay sa3sew Sulhyijenb-uon 104 ajqeL juenajal yi ‘asay seadde |jim sisnay Ja3sew SulAyenp Joy ajqel
=]
[=
.M 0 0 0 0 0 0 :s1aquaw [ejoL 0 0 0 0 0 0 :sidqudw [e0)
Q 0 0 0 0 0 siaquisw +000°T 0 0 0 0 0 slaquiaw +000°T
o 0 0 0 0 0 SI2GWAW 666-00T 0 0 0 0 0 SI3qWAW 666-00T
[1+] 0 0 0 0 0 SIaquIBW 66-CT 0 0 0 0 0 SI3qUWBW 66-CT|
< 0 0 0 0 0 siaquiBW T1-9 0 0 0 0 0 SJaquidW T1-9
(&) 0 0 0 0 0 siaquiaw §-T 0 0 0 0 0 SIaquiaw G-T
~ (%0) 214 %0> - %0 %0> - %0 %0> - %0 %0> - %0 Aio8a3ed 325 JoAojdw3 (%0) @182 %0> - %0 %0> - %0 %0> - %0 %0> - %0 Aio3a3ed 2215 1aAojdw3
Kl Kl
3SSUSM PId | venb yap | sienb pig | smienb pug | ojaienbasy $SOUA PIEd [ nenb yap [ Siiienb pig | alienb puz | aienb ist
épupq buibinyd yooa oaul [|3f siaquiawi g 3y} fo Auow moy ‘A1063303 3zis YIna uIyIM €| ¢pung bujbinys yona oyul [|3f siaquiaw g ay3 Jo Aubw moy ‘A10b31p3 5zis Y03 UIYIM “IE|
] Jaquiaw Aup ] Jaquiaw Aup
%000 03 abpy2 3sayb1y ay3 433u3 ‘qg| %000 03 abanys 3saybly ay3 133u3 ‘qg|
’ Jaquiaw Aup ’ Jaquiaw Aup
%00°0 01 36.0Y3 353M0| 343 423u3 "DE| %00'0 03 a64pYy>d 353MO| 3y} 433u3 "DE|
ueA3ja4 J1 ‘a43y Jeadde |j1m sawayds paseq-1oesjuod Sulhjijenb-uop 1oy ajqel jueA3a4 J1 ‘a43y Jeadde |jIm sawayds paseq-1oesjuod Sulhjijeny Joy 3jqer

*SUOI323s 1310] Ul Pa1anod aip asayl :(NINH) wawaboupw sapun spunf fo aboiuaziad v sp painaj 30u sabioys Aup pup ‘sabipyd Jifirads-punf Juawisanul Auv J 34bd wolf apndXa asvald
*sabipys A2up3Insuod auioq-iaquiaw Aup so jjam sp ‘buihod aip (SQINY) SIUN0ISIQ JaqUIBN aA1IY Woif buiifauaq jou siaquiaw 3oy} sabioyd 1aybiy Aub apnpul aspald

*Aund pay 13y 40 Japinoad 3y} o3 piod uo} Iujwy 1 pUD 3wWayas o} buipjal SUCKINPAP auI0q-1aquiaw apnjaul sabioys bujobuo

*azis 4afojdwa Aq umop uayo.q aq pinoys s|p1o3 3y ‘punq buibipys Yana ojul [|2f Aubw moy moys aspajd ‘anoqp g 1bd ul pajsi| siaquiaw ayy jo Jo

sa84eyd Suio8uQ T dnouo :) 1ied

Aunnsuo, SUD|ISUa-
' 2 9 YoM 104 UOISJI3A ||ny - d3e|dWd} UOII3]||0d eIRq
puawpedag G10Z Yoieasas sabieyd awayoss uoisuad

Pension Charges Survey 2015

o =



TT 4o € aded

[72]

m

[«%]
K

Q

()

c

o
——

[72]

c

[«4]

Q.

c
o

E=]

=
2

-

]

c

o

o
©

Q

c
(==

[}
T

[=

()

()

o

e

©
L

n sajou Jay1o Auy
n
-
o 0 0 0 0 0 0 :s1aquaw [ej0L 0 0 0 0 0 0 :sidquaw [ejoL
N 0 0 0 0 0 siaquiaw +000°T 0 0 0 0 0 slaquiaw +000°T
AVVo 0 0 0 0 0 SI3qWBW 666-00T 0 0 0 0 0 SI9qUWBW 666-00T|
0 0 0 0 0 SI3quIBW 66-CT| 0 0 0 0 0 SJaquisW 66-CT

N 0 0 0 0 0 siaquidw TT-9 0 0 0 0 0 sidquidw T1-9
A\UU 0 0 0 0 0 siaquiaw G-T 0 0 0 0 0 siaquisw G-
» (%0) 2184 %0> - %0 %0> - %0 %0> - %0 %0> - %0 Ai08a1e3 2215 JaA0|dwz (%0) 2184 %0> - %0 %0> - %0 %0> - %0 %0> - %0 Aio8a1ed 2215 Jako|dwiy
(J] 3s3u31y pred 3|iienb iy | ajienb pag | sjisenb puz 3|134enb 3st 359431y pred suenb yay | ajJenb pag | apnJenb puz | sjnuenb st

m.u ¢pupq buibinys yana opul [af siaquiaw g 3y} Jo Auow moy ‘A1063303 a2is Y03 UIYIM €| épunq buibinyd yana ojul [j3f siaquiaw g 3y fo Aupw moy ‘A10633p3 3z1s YIa ulyIM "I
© | Jaquiaw Aup| | Jaquiaw Aup
N - %000 03 abapnys 3saybiy ayy 1a3u3 “qe| %00°0 03 abapy2 3saybly ay3 123u3 "q€
(&) | Jaquiaw Aup| | Jaquaw Aup
c %00°0 03 a64pYy2 35aM0| 3y} 4a3u3 .nm_ %000 01 3610Y3 15amo0] 3Y3 433u3 “DE|
() juenajas Ji ‘asay seadde |Im sawayds paseq-1snil SulAjienb-uou Jay1Q Joj 3|qel juenajal i ‘a4ay seadde |Im sawayds paseq-1snJi SulAjienb JayiQ Joj ajqel
[

c

g e

SUDIsUad
o o HIOAA JO) UOISIaA ||ny - d3e|dWa) UO01II3)|0d eIEQ
jueupedsq G102 Yyo4easaa sabieys awayoss uoisuad

w

4l



ion pension schemes

ibuti

ined contr

Charges in def

Pension Charges Survey 2015

TT J0 v a8ed

sajou Jayjo Auy
sabupy2 bujobuo ,s1aqUIaW Palafap pup aAIIID U3aMIAq 3IU3JfJIp = JuNnoIsIg 4
. . | | . | 98.1eyd 3ulo3uo ay3 o1 paidde)
%00°0 %00°0 %00°0 %00°0 %00°0 %00°0 ,JUN0JSIP Wwnwixew [eaidALl
pasn
. . | . . y SI QINY ue a1aym ssaAodws)
%000 %000 %000 %000 %000 %000 |[e sso1oe “ag.ey Suio3uo ay)
01 paljdde ,1unoosip aSelany|
981eyd 8ujo8uo;
%000 %000 %000 %000 %000 %000 ay3 03 payjdde ,aunoasip
wnuwiuiw [ea1dAy 8y Jajug
épaldde sgAlY @4aym sawayds
0 0 0 0 o 0 ul 3Jam siaquiaw Auew MOH
¢SANY|
0 0 0 0 0 0 pasn Auew moy ‘sawayds
9say1 8uisn siaAojdwa ay1 JO
v/N V/N V/N V/N V/N V/N
(asay3 apnjaui Appal|p pjnoys D ul sumopypaiq abioys ayy ‘g'N) paljddp sqNY 213Yym a3palpul 3spad| _ umopdoup woif 323|3s _
ésawayas adoas-uj unoA o Aub o3 Ajddp (sqiny) s3unodsip 1aquiaw a2 pip poliad buiziodal ayy 130 ‘v
(SAVY) saunoadsip Jaquiaw dAIPY :g 3ed
nnsuns SUDSUDS
2 NI0OAA 1O UOISIaA ||y - 33e|dwa) uo1Ia||0d eleq
jueupedsq G102 Yyo1easaa sabieys awayss uoisuad

we

72



TT 40 G aded

[72]
m
[«%]
=
[&]
(7]
[
(©]
[72]
c
[«4]
Q.
c
o
E=]
=
2
S
]
=
o
(8]
©
2]
(=
(==
%]
T
[ i sajou 4ay3o Auy
% N4 Jo abpiuadiad b so passaidxa ‘abipyd Adup3nsuod 03 anp aspaidul anI3ff3 = abioyd bujobuo uodn 1oodwy ,
) | . | | ) «93Jeyd m:_omco
m %000 %00°0 %00°0 %00°0 %00°0 %00°0 e e R
©
= «Pasn sem QAlY cw aJaym
Q %000 %000 %00°0 %000 %000 %000 s1ohojdwa ||e sso.oe ‘d31eyd
Sujo8uo uodn joedwi agesany|
n
- o | | | | . «984ey2 Buio8uo uodn 1oedwy
m %00°0 %00°0 %00°0 %00°0 %00°0 %00°0 wnwiuiw [eaidAy ay3 J33u3
> ¢Aldde sagaeyd Adueynsuod)
) 0 0 0 0 0 0 pIp Auew moy 03 ‘sawayds
W 9S3Y3 JO sIaquIdaW 3y} JO
=5 ¢Aidde sagieyd Aoueynsuod
(/)] 0 0 0 0 0 0 pIp Auew moy 03 ‘sawayds
7)) asay3 Buisn suaAojdwia ay3 JO|
[+}]
o
S
m v/N v/N v/N /N v/N v/N
c (3say3 apnjauj Appaip pinoys gb ul sumopypaiq abioyd ay3 ‘g N) pajjddp sabipys Arupynsuod aiaym a3p21pul Is3|d| _ umopdo.p woif 333|as _
.m ésawayas adoas-uj Aup uo buibioyd Arupynsuod fo JuawAhod aya a1031j190f noA pip poriad buniodas ayy 10 °S
m sa8ieyd Adueynsuo) :3 Hed
Dn_lv 1| SL0D FUNISLEL
o HIOAA SOy UOISJaA ||nj - 93e|dWa) UO1RDI||0I eleq
puswyedan

SU

e

G10Z YyoJeasau sabieys awayos uoisuad

73



ion pension schemes

ibuti

ined contr

Charges in def

Pension Charges Survey 2015

TT 40 9 38ed

siaquiaw Aq appw UoIINGLIIU0I YID3 fo 2bDIUIIAd D SD 4

sajou Jayyo Auy

%000

%000

%000

%00°0

%000

%000

«93Jeyd wnwixew |edldA |

%000

%000

%000

%000

%000

%000

4+984eyd a8eJany|

%00°0

%000

%000

%000

%000

%00°0

xo34eyd|
wnwiuiw [eaidAy ayy s9u3

¢paijdde sadieyd paseq
-UOIINQLIIUOD BIBYM SBWBYDS
Ul 919M s1aquaw Auew moH

iAjdde

sa81eyd paseg-uonngLIuod,
pIp Auew moy 03 ‘Sawayds
9say3 Suisn suahojdwa ay1 JO

V/N

V/N

V/N

V/N

V/N

V/N

£0 ul uan1b sabipys bujobuo ay3 anoqo pup Jano ‘paijddo sabipys uo1INGLIAUOI 313YM 33DIIPU 3SD3I|d|

_ umopdo.p woif 123|as _
Jaquiaw ay3 Aq ui pied spunj jo a8ejuadiad e se paind| sasieyd [9A3]-awaYyds Aue = saSieyd paseq-uolngliuo)
épotiad buniodal ayy 1ano sawayas adoas-ui 1noA fo Aub o3 Aiddp sabipyd paspq-uonngriauod (N3 yas pid ‘9

sasieyd uonnquuo) :4 Jed

1nsuag

SU

SUDISUEA
B HIONA STy
puswpedan

e

UOISJaA ||y - 1e|dwa) UOI3||0d eleq

G10Z yoieasaa sabieys awayss uoisuad

<
~



7140 £ 98ed

[72]

m

[«%]
=

[&]

(7]

[

o

[72]

c

[«4]

Q.

c
o

E=]

=
2

S

]

=

o

(8]
©

2]

(=
(==

%]
T

=

% i sajou 1ay30 Auy|
o

= . . . . . . (3) Jeah
m 00'0F 00'0F 00'0F 00'0F 00°0F 00°0F 1ad 2518y winwixew [eadAL
3) 0003 00°03 00°03 00°03 00°03 00°03 (3) JeaA Jad a8.eyo a3esany|

. . . . . . (3) 1eaA Jad 33.eyp|

_..3. 00°0F 00'0F 00'0F 00'0F 00°0F 00°0F winwiuiw (ea1dAs ayy Je3u3
- épaljdde sadieyd Jaquisw
o 0 0 0 0 0 0 9384 18]} 3I9YM SDWAYDS|
N Ul 3J9M SJaqIBW AuBw MOH

nVVo ¢Ajdde sagueyd Jaquaw aes

W 0 0 0 0 0 0 1€} pIp Auew Moy 0} ‘sawayds|

5 asay3 Buisn suaAojdwa ay3 JO|

(73]

Q v/N V/N V/N V/N V/N v/N

o

S

©

= £D ul uanib sabipys burobuo ayz anogo pup Jano ‘paljddp sabipyd Jaquaw a3p. Io}f 213Yym 33pIIpUl 3SVI|d! _ umopdo.p wouif 333|135 _
C PaINQLIIU0D SpuNy 3y} JO JudWISeUBRW J2PUN SPUNY 3Y} O} ADUBIDSAL INOYHM PIIA3| S3SJeYd [aA3]-awaYyds Aue = saSieyd Jaquiaw djel jej4
c épotiad buiioda. ayy 4ano sawayss adods-ui anof fo Aup o3 Ajddp sabipyd saquidw 3104 I0[f PIg L
.m mww._m—._u Joquidw ajel je|4 :o Jed
[72]

c

[} AU NSUOD SUNSLEI

o o OHIONA SO UOISJaA ||n) - 33e|dWa) UoIII3||0d eleq

puswpedan

SU

N

G10Z yoJeasas sabieys swayoss uoisuad

75



71 40 8 33ed

[72]
nmv
(4]
S
(7)) v/N
=
v/N
o
(72} v/N
[
[«*]
Q. v/N
c v/N
o
=] v/N umopdo.p wouif 12335 _
-5 adAy awayas JubA3|al Y3 03 IXaU XOG 3Y3 U] 3GLIISIP ISVI|d ¢sawayas adoas-ul Aup 03 3jquaiddp ‘painydoi Appaiip Jou ‘sabipys [ana[-awayds 13y10 Aup a1am polsad buiriodal ayy 1anQ ‘6
.lm Buibipya Jo Aruanbaif pup [aA3] ‘SISpq 3yl [paIn3| SOM 33f Y3 YIIYm J3pun Sa2UDISWINIIII 3y} 3GLIISAP asVa|d ‘96
S
pre
c
(o] i sajou 1ay310 Auy
(3]
w 00°0: 00°0. 00°0. 00°0 00°0! 00°0 (3) ¢1eak sad 533, ButoB-uo
c 3 3 3 3 3 3 13410 Ul 95eJI3AR BY] SEM JRYAN
=
¢S99} 8ulo8uo Jay1o| - §
o e o I r—"
O 0 0 0 0 0 0 Aue pied Auew moy ‘sawayos| I :
[ 9say3 Suisn siaho|dws ay JO
- (3) ésaseyd)
(73]
[} 00°03 0003 0003 00°03 00°03 00°03 Jaquiaw 3npaJ 0} Jeak| bunquauod 210 Aay3 4ay1aym Jo ssajpipbai sabipys Jo [aA3] awps ayl saopf 10d s, Jaquiaw 3yl pup ‘sabipyd saakojdwa uaLind
g 13d 934 93eJaAR Y3 SEM JRYM ayy Jo jjp 40 awos Aod o3 sydo sakojdwa ay1 ;g up sb 9TOE Jl4dy Ul pauung aq 10U [[Im 1oy} syuawabup.ip buibioyd 03 siafal siyl “g'N
=] ;598 umopdoj| oLad
ésadieyd pdoip (por
m UMO ,SJaqWaW 3INpaJ 0} wouf 323135 | buipiodas ayy 1ano) sabioys umo
C 0 0 0 0 0 0 29} & pled AUBW MOY ‘SaWaYDS ,S1aquiaw ainpai 03 33f v "q8
9say3 8uisn siaAo|dwa 3y 40
[Te) | ’ . . | . (3) éoa) dnias
- 00'0F 00'0F 00°0F 00'0F 00'0F 00°0F 140-2U0 38e.3RE AU SEM JeUM
o umopdo.ip (pouiad buniodai ay3 fo
N ¢99) dn1as JJo-auo |eniul wouf 123135 | 1403s ay3 a10faq som siy} fi uana)
> 0 0 0 0 0 0 ue pred Auew moy ‘sawayds awayas ayy dn buias uaym
nWw asay1 Suisn siaAojdwa ay1 JO aaf dnyas ffo-auo [pi3iul uy ‘bg
= ébuimojjof aya fo Aup piod sawayass adoas-ur yym siakojdwa Aupb anoH
(7)) V/N V/N V/N V/N V/N V/N
2]
o)
1
m *(3n0-pakaib a.p sjjas a|qpayjddp-uou) 3jqo3 ay3 fo 124 3y3 233]dw o2 aspajd| S99} |9AI|-2WdYds 19Y10 ‘H Hed
c
(] Hunnsuos SUDSUa
.«N 9 HIOM, SO UOISIaA [|n} - d3e|dWd} UOII3]|0d BlRq
nn.. pusupedag G10Z Yo1easal sabieys awayos uoisuad
o o

©o
N~



TT 40 6 38ed

(7] N~

£ "

[«%]

K

Q

@ _ [ swousspofuy]

c

(] H :anoqe 3jqel ays Aq paianod spuny siaquiaw adods-ul [je jo aSejuadiad ayj Ja3ud ases|d

.m V/N V/N :(Ajleanrewolne pajenajed) ajqey Aq paianod siaquiaw pue siahojdws yo %

nnv o0z
6T

Q. P

c 1

.m 9T

5 e
1

=2 &

= [3;

c I

Q or

o 6

E°] 8

Q L

£ ’

Y S

3 -

- €

— 4

7)) 03 0 umopdo.p woif 193/3s (491u? asea|d) 1

%)

o)

e

©

L

‘punf yopa uryym pajsanul aip 3oy} ‘spunf siaquiaw adoas-ul fo anipa ay} pup ‘siaquiaw adods-uj Auow moy sn |3} 0S| 3spaA|d

*abp Juawai13al paypls 113y} 210faq i3 O pup 0 ‘8 ‘v ‘T 340 30y} si3quiaw bulianod ‘spunf aypp-1a6.4p3 Jua1affIp § 32313s aspa|d ‘spunf ajpp 326103 asn noA Ji

*ssa20.d buijA1safl] ays fo sabpys 13330 ay3 Ul s13q J0f pasn Ajpa1dAy spunf buipnjoul ‘p i1 spunf pup siaq ‘s1afojdwa , yas adoas-u1 1noA [|b fo %08 1SD3| 10 10§ 3uN0IID 1Y spunf apnjaul 03 3dwap Isbald
*sawayas buiAfiionb aya uiyym suondo 3nbfap so pasn spunf Juawisanul 3yl fo sawpu ay3 123ua aspald ‘IT

pasn spunj jjnejaq :| Hed

ipoua
Sunjiodau ay3 JaA0 UOISSILIWIOD
|ies1 pred noA aney siahojdwa
2doas-ur Auew moy Jo4

ésawayas adoas-uj Aup fo ajps ay3 4of salipipauwiiayul Aup o} poriad builiodal 3y 1an0 uoissIWIWIO) (104} piod NoA anbH ‘0T

AU nsundy SUQIsUad

ﬁx.__u_._._..._o__. co_m‘_w>__E.wum_nEwu:o_uum__Sﬁmn
mc .E..EE_S mromso._momo._mom._m:ooEo:umco_w:on_

Pension Charges Survey 2015



ion pension schemes

ibuti

ined contr

Charges in def

Pension Charges Survey 2015

TT 40 0T 28ed

[-g s1bd ul papino.d|
aq j0u pjnod sabioys adods-uj
yarym fo sjin3ap apinod aspald

_ umopdo.p wouf 123|3s

|

¢sabanys adoas-ui ay3 fo || apnjaul anoqo [-g s3apd ul papinoad anby noA sabioyd ay3 3py3 waifuod noA un) ‘b1
“(papn|axa ain 3py3 asoys so |jam so) dod abioyd punf 3 nnfap s, uawuianob ay3 fo adoas uj 340 3oy} sabioys ayl fo umopypaiq 13||nf b saAIb 323Yysppaids s1y3 fo 123Ys)J0m puodIas Ay

des a81eyd punj 3neyap ay3 o adods uiyym sasieyd Jo uoisnjouj ) Hed

_ sajou 1ay30 Auy|

$23f asupw.ofiad bulianod ‘anoqp suwn|od [puoIppL 3y} 333)dwol aspa|d

_ umopdo.p wo.f 33]3s

éanoqo spunf ay3 Jo Aup o3 Ajddp 1an3 saaf aoubwiofiad og ‘€T

%000

(493U 8se3|d)

umopdo.p wouf 123/35

%000

| Nt ino N0

pouad
buiodas ayy 4ano saaf
asupwiiofiad uj pabioys
N J0 % 423u3 €T

bBuibioys fo Aouanbaif pup jana|
‘s1snq 3y} ‘painaj s 3af adupwiiofiad 3y} Yd1ym J3pun sadULISWINIILL 3y} 3GLIISIP aspa|d ‘GET

épun{ siys o3 Ajddp 13na
saaf aoubw.ofiad oq ‘PET

pouiad bunyiodas
3y} 4ano pabioya AjnaidAy
N4 o % 433u3 ZT

(213/dw03 10U Op - 3]G} Snoinaid woif)
awpu puny

“pafiauapl Appaljp sabipys uonpASIUIWPD dWayds T dnolo 3yl anoqo pup Jano ‘poriad buiniodai ayy sano piod Ajl

1Az punf stys Jo s12q

10y3 (sD3W4) sabipyd

“0 423U “abapys bulobUO Y3 UIYIM P3Jpung a1am punf 1oyl 1of SOIINA |I0 fI
‘IN4 fo abpjuadiad b sp pabipys a1am 1Yl sHFNH apnjaul Ajuo aspajd

punf [ouonippo Aup 133ua aspald ‘ZT

(sD3N14) se84eyd asuadxa Ja8euew puny jeuonippy g dnouo :r1ied

SUOISLES
® HIOA S0y
puswpedag

e

UOISJaA [N} - 3ejdwa} uoiId3|0d elEQ

G10Z yodJeasal sabieyo awayos uoisuad

78



hemes

ion pension sc

buti

TT 40 1T a8ed

d contr

ine

Charges in defi

“ulpnjdxa asoajd

‘paquasap yavouddn ay3 o3 buipioldn
sabipy2 31xa/A13ua a3p|n3[p2 J0uuDI NOA Jj

sajou Jayio Auy|

umopdoip wo.f123(3s - 0C

umopdoup wouf 123/3s = 6T

umopdoup wo.f 123135 - 8T

umopdoup wouf 123/3s ° LT

umopdoup wo.f 123135 - 91

umopdoup wouf 123/as = ST

umopdoup wouf 123/3s - T

umopdoup wouf 123/as = €T

umopdoup wouf 123/3s - (43

umopdoup wouf 123/3s = LU

umopdoup wouf 123|135 - 0T

umopdo.up wo.f123(3s = 6

umopdoup wo.f 123135 - 8

umopdoup wo.f123(3s - L

umopdoup wo.f 123(as - 9

umopdoup wo.f 123135 - S

umopdoup wo.f 123/as - 14

umopdoup wo.f 123135 - €

umopdoup wouf 123/as - K4

%0000 0 %000°0 0 %000°0 umopdoip wouf 123jas - T

as|a
payddn 4
410320 Bupms angsad 30y3 | 10308 Bums anpBau BbIAAY paijddo buims annpbau R S S Y buyrawos 4o ‘bupiid [onp (319/dw o3 30U Op - 31qp} snojna.id woif) "
buims annsod aboiany T 1oy3 sAop fo saquinN : ‘Buydid 31buys buibuims awpu pun4
asn punf ay3 saoq

punf pasiid-ajbuis buibuims

punf aayzo /pasuid-jpong

(sa214d 43ffo pup p1q ay3 uaamiaq asuaiaffip |30 3y} “3°1 ppaids (D30} dY3 1333 J0U 0Q) *%T SP palaua aq pjnoys abipys 3bpianp ay3 ‘aspd sty uf

dooTt :AWN abpaany  dee :a314d p1q aboiany :3jdwpx3

"AVN 243 pup MojJul 4sol ay3 Uaamiaq a3uaiajjip abbjuadiad ayy 1a3ua asnajd ‘sayanoiddp bupiid 1ay3o o 404
“pajjddp yona 3oy3 sAop fo saquinu ay3 pup ‘smojfino 3au fo sAop uo buims anipBbau 361D 3y3 'smojful 33u fo sAbp uo (AYN) an|oA 33ssp 31au 3y} wolf buims annisod abnianp ayy apinod o3 noA yso am ‘buidid ajbuls buibuims fo aspd aya u|
*(,6updrid 31buys buibuims,) Aop uanib Aup uo pajjddo anoy Aow 3211d punf ay3 03 Juawisnipo up spunf padiid-ajbuis uj {ppaids 1affo-piq ay3 ojul papiodiodu) uaaq anoy Aow siyy spunf pasiid-jonp uj
*porsad buypiodai ayy 43no pajjddo 1oy3 sabipys 3x3/A13ua [3A3]-punf wnwixpw pup 36DIIAD ‘WNWIUIW 3Y} 133U 3SD3|d ‘ST

sadJeyd 1xa/Anua [9A3)-pung € dnouo :7 Med

Hunnsung

SY

Pension Charges Survey 2015

SUOISURH
B HIONA IOy
puswyedan

e

UOISJaA ||y - 1e|dWa) U303 elEQ

G10Z YyoJeasaa sabieys awayoss uoisuad

79



ion pension schemes

ibuti

ined contr

Charges in def

Pension Charges Survey 2015

TT 40 21 98ed

papinoid uaaq
anpy sapwiysa Ji sojnaizand
ul 330U aspa|d :sa30U Jay30 Auy

%0000 %0000 %000°0 %000°0 %000°0 -

o N | n 0[N0 o

AVN j0

( 4 poauds buljpap aboiano (213/dw 03 j0u Op - 3|qp] snoinaid woif)

%) S1502 uonIesues) saxoy /saaf 1330 Auy Anp dwpys uoJssIwwo) 130.1g
oyosuiod [e101 0} anp suonINPap 13410 awpu pund

‘uwinjoa [puif 3y} ut poriad buiiodal ayy 13n0 AYN 3Yy3 Jo abp3u32iad b sp 3502 UOIIILSUDI] Oljof1iod [p10} 3y apinosd Ajdwis aspajd ‘papinoid aq ubs Py g ou fi

*043Z SD UOISSIWIWIOI 13044 Y3 dAD3| pup ppaids Bulipap abpiaAp ay} 03 anp suoINPaP ay3 Ajuo 1a3ua ‘poaids bulpap ayl woif paypipdas aq Jouupd PYPaIq 134310 1O 2 433044 f1 *6°3 :6uI3UN0I 3|GNOP PIOAD 3sP3|d
*a3pwisa up apinoad aspajd ‘papino.id aq Jouund sainbif 33p4n2dp f| “poliad buniodal 3yl 1aA0 AYN 243 Jo abojuadiad b sp sUOI3INPAIP |0} Y} SSaJdXa aspald

‘poriad ay3 1ano abupy? jou pip spu3awisanul buihliapun aya fo anpa ayz pup punf 3y} 03 SUOIINGLIIUOI 13Y3inf OU 3pPW 13qUWIdW 3y} ‘poliad 3y} Jo 1S 3yl 30 Pa}sanul Appal|p 00T F SO S13SSP 33U PPY J3qUWIAW Y} dWNSSY
*poriad bujyiodas ayy 1ano ‘Uaquiaw awayds ayl ojuo passod aiam 1oy} ‘punf aya fo syasso buihjiapun ayy bujjas pup buiAnq ur 1abpupw punf ayy Aq paiindul s3S03 UOIIIDSUDIY dY} 3qLIISIP ISD3|d 9T

(s2.Ld) 51503 uoirdesuedy orjojriod Sulo8uQ v dnoao i\ 1ed

SUDisuad
 HIOA 40} UOISJaA ||y - 91e|dwal uonI3||0d eyeq
puawpedag G102 Yoleasas sabieyds awayoss uoisuad

S

80



Pension Charges Survey 2015: Charges in defined contribution pension schemes

A.4 Interview discussion guide
Interviewer introduction

My nameis ............ccceeeunee from RS Consulting [now Bright Blue]. Thank you very much
for agreeing to take part in this study.

Reiterate agenda:
* How you found the process of data collection
* Your charges as outlined in the template

» Any additional services or benefits that particular schemes offer, particularly where
charges are higher

* The extent to which charges might have changed in the last 12 months

* How you are adjusting your arrangements to prepare for the charge cap

Confidentiality: | can assure you that anything you tell me will be treated in confidence by
the RS Consulting project team. It will not be attributed to you, or your organisation, either in
our presentations or in the final project report which will be published by DWP.

Ask for permission to record for our analysis purposes. The recording will not be passed
onto any third party and will be destroyed after the project finishes.

Before we start our discussion, do you have any questions?

S1 Could I first of all re-confirm your job title(s)? And could you summarise your role(s)
within your organisation?

S2 We'll look at the details of the template in a second. But overall, how did you find the
process of collecting the data?

* Who actually did the data collection work? [job titles]

* How long did it take in total?

+ What did it involve on a practical level?

+ Was it data that you already held, or did you need to set up systems to be able to produce
it?

Take out completed template and give copy to respondent if necessary.

Let’s have a look at the template.
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Part A: The reporting period

A1 The reporting period you used throughout the whole template was

* |s that correct?

» For any period except Jan — Dec 14, ask: Why did you select that reporting period?

Part B: Your in-scope schemes
Summarise scheme types covered, and how many employers covered by each.

B1 Does this cover all of your in-scope schemes, or were there any schemes you couldn’t
provide data for?

* If not: Which schemes? Covering how many employers and members? Why could you not
provide data?

Part C: Ongoing charges

C1 How did you find the process of collecting the data on ongoing charges?
* Were any elements particularly difficult or problematic? Why was this?

» Ask about any gaps/inconsistencies/explanatory notes, as relevant

Ask providers with more than one scheme type:

C2 Do the charges differ between your different schemes?
+ Obtain full details: Why/why not? How does this work?

 Are there any additional services that certain schemes provide that account for the
difference in cost? What are these?

Ask providers with both contract-based AND trust-based/master trusts:

C3 Is there a difference in charges between contract-based and trust-based schemes?
* Why is this?

Ask all, unless all members charged the same:

C4 What kinds of factors cause the ongoing charge to vary for members? Why?
* Probe if necessary on: employer size; member fund size; any other factors?

If so: How do these impact the ongoing charges?
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Ask all:

C5 Overall, does this give a comprehensive picture of your ongoing charges, or is there any
other information that you think is important, which didn’t fit into the template?

Part D: Active Member Discounts

You did [not] use AMDs over the reporting period.

Ask if using AMDs:

D1 What are the different levels of discount applied?
* What does the level of discount depend on?

Ask if NOT using AMDs:

D2 Have you ever used AMDs?
* If so: When did you stop?

Skip to Part E only if they have NEVER used AMDs.
Otherwise ask remainder of this section:

D3 From April 2016, Active Member Discounts won’t be permitted for qualifying schemes: so
providers won’t be allowed to levy higher charges on deferred members’ pots than they
would if the member was still contributing.

Will the AMD ban impact you at all?

 If necessary: For example, will you raise charges for active members, lower them for
deferred members, or meet half-way? Will it vary from scheme to scheme? If so: how?

» Are there any particular schemes that are more likely to be loss-making? Which and for
what reason?

Part E: Consultancy charges
You did [not] facilitate consultancy charging over the reporting period.

If not used, re-confirm that this is the case — and skip to Part F.

E1 Since when have you used it?
* |n what circumstances is it used?
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E2 How are consultancy charges typically structured? (%age of funds under management?
%age of contributions? Monetary amount?)

* What determines the basis of the charge?

E3 Does anything else impact the level of consultancy charge? E.g. do employees in larger
or particular types of organisations pay more?

E4 Did the ban on consultancy charging for qualifying schemes in September 2013 affect
you? How?

Part F: Contribution charges
You [do/don’t] use contribution charges.
If not used, re-confirm that this is the case — and skip to Part G.

Ask remaining questions as relevant.

F1 Just to confirm, do the contribution charges apply to [all members of all your schemes/
only certain schemes/members]?

* If not all, obtain full details: How does this work?

F2 And to confirm, the contribution charges are levied in addition to the basic ongoing
charges in Part C of the template? Be clear on how this works

F3 What would you say are the advantages of this approach from your point of view?
* And the disadvantages?

F4 What would you say are the advantages of this approach to members?
* And the disadvantages?

F5 Can you see contribution charges becoming more frequent in the future, for your own
schemes?

F6 How did you find the process of collecting the data on contribution charges?
» Ask about any gaps/inconsistencies/explanatory notes, as relevant
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F7 Is there any other information that you think is important, that didn’t fit into this part of the
template?

Part G: Flat rate member charges
You [do/don’t] use flat rate member charges.
If not used, re-confirm that this is the case — and skip to Part H.

Ask remaining questions as relevant.

G1 Just to confirm, do the flat rate charges apply to [all members of all your schemes/only
certain schemes/members]?

* |f not all, obtain full details: How does this work?

* If not clear already: Is there a minimum fund size, below which the flat fee doesn’t apply or
is reduced?

G2 And to confirm, the flat rate charges are levied in addition to the basic ongoing charges
in Part C of the template? Be clear on how this works

G3 What would you say are the advantages of this approach from your point of view?
* And the disadvantages?

G4 What would you say are the advantages of this approach to members?
* And the disadvantages?

G5 Can you see flat rate charges becoming more frequent in the future, for your own
schemes?

G6 How did you find the process of collecting the data on flat rate charges?
» Ask about any gaps/inconsistencies/explanatory notes, as relevant

G7 Is there any other information that you think is important, that didn't fit into this part of the
template?
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Part H: Other scheme-level fees
Discuss any charges levied in this section. If none, skip to Part I.

For each of the charges in Section H of the template that apply, ask:
* How the charges work: who pays them and how they are levied
* Why this approach is taken: advantages for provider and members

» Any gaps/inconsistencies/explanatory notes, as relevant

Part I: Default funds used

11 Let’s have a look at the different funds that members are invested in. Was it
straightforward or difficult to provide this data?

« If difficult: Why was this?

Check summary row of table: if fewer than 80% of employers/members/funds covered:

2 You weren’t able to cover all of your [employers/members/funds] in the table. Why was
that?

» Are any particular groups of members excluded from the table?

Focus on fund/funds most commonly used:

I3 Why is such a large percentage of members invested in this fund/these funds?
» What are the characteristics of the fund(s)?

Part J: Additional Fund Manager Expense Charges
[Some/none] of these funds attract additional fund manager charges or performance fees.

If none, re-confirm that this is the case — and skip to Part K.

Focus on funds with additional FMECs:

J1 Why does fund attract FMECs?
« What additional services does this cover?

Focus on funds with performance fees:

J2 Why does fund attract performance fees?

* How do these work exactly?
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Part K: Inclusion of charges within scope of the default fund cap

Part K of the template asked you to confirm that the charges you provided in Parts B-J
include all of the charges that are in scope of the 0.75% default fund charge cap.

Give respondent Worksheet 2.

The first part of this list shows the charges that are within scope of the cap.

K1 Were you able to include all of these charges in the template?
* If not: Why not?

K2 The government will be consulting on the disclosure regime later this year. Having
completed this template, what would you anticipate telling the government about what is
feasible to report, and in what format?

Part L: Fund-level entry/exit charges
Look at bottom part of Worksheet 2: charges excluded from the default fund charge cap.

L1 And what about the second part of this list: in other words, transaction costs, which are
excluded from the default fund charge cap. Were you able to provide that information in
Sections L and M of the template?

* Why/why not? How easy did you find it to provide that information?

L2 And what about the entry and exit charges specifically? Were you able to complete this
section?

Ask only those unable to complete:

L3 Why were you unable to complete the section? Obtain full details and ask as necessary:
+ If you had had more time, could you have completed it?

* |s there anything we or the government could do to re-design the template to make the
information easier to provide?

Ask rest of Section L to those able to complete. Otherwise go to Section M.

L4 How did you put the data together?
* Who was involved?
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L5 Is it an estimate, or are you confident that the data is accurate?
+ Were any elements particularly difficult or problematic? Why was this?

L6 Could you talk me through the entry and exit charges that apply?

L7 What kinds of factors cause the entry and exit charges to vary between funds? Why?

L8 Is there any other information that you think is important, which didn’t fit into the
template?

Part M: Ongoing portfolio transaction costs

M1 And the final section of the template covers ongoing portfolio transaction costs. Were
you able to complete this section?

Ask only those unable to complete:

M2 Why were you unable to complete the section? Obtain full details and ask as necessary:
+ If you had had more time, could you have completed it?

* Is there anything we or the government could do to re-design the template to make the
information easier to provide?

Ask rest of Section M to those able to complete. Otherwise go to Section Z.

M3 How did you put the data together?
* Who was involved?

M4 Is it an estimate, or are you confident that the data is accurate?
+ Were any elements particularly difficult or problematic? Why was this?

M5 Could you talk me through the portfolio transaction costs that apply?

M6 What kinds of factors cause the portfolio transaction costs to vary between funds? Why?
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M7 Is there any other information that you think is important, that didn’t fit into the template?

Part Z: Recent and future developments
Thanks again for completing this template, and for all of your help today.
The only thing we haven’t discussed is the extent to which these charges are changing.

The reporting period you used throughout the whole template was

Z1 If | had asked you to complete this template one year ago, how would it have looked
different?

+ If necessary: I'm just focusing here on changes between this reporting period and the
previous one, not changes happening now

Z2 To what extent do you expect to see charges change as a result of the charge cap from
April this year? Probe specifically on each of:

» Will your ongoing charges change for any members?
* Might the Fund Manager Expense Charges change?

» Could there be any other changes at all after the cap?

Ask if any changes at all expected:

Z3 Have you already made any changes to your charging levels, in anticipation of the cap?

+ If so: When were they implemented? Do the charges you have provided in this template
reflect these changes? If so, obtain full details — which?

Z4 How else do you expect to see the market for workplace pensions change as a result of
the cap?

» What will be the effect of this in 2 years’ time? 5 years’ time?

» Any other effects of the cap?

Z5 What about completing this template? Do you think it will be easier after the cap is in
place?

* If not/if unclear: Might you have systems in place that make it easier to measure the
different charges?
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Z6 Would there be a cost to you to be able to report on these charges on a regular basis?
 If necessary: How much might it cost you to be able to upgrade your systems?

Z7 Finally, do you have any other comments on any of the subjects we discussed today?

Z8 Would you be happy for RS Consulting to keep your contact details and for someone to
re-contact you if more research takes place in the future?

Thank and close.
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Appendix B
Number of members’ pension pots
covered by the study

Table B.1 below outlines the total number of members’ pension pots covered across the
12 providers that took part in the study. Breakdowns by scheme size are also provided for
contract-based and trust-based schemes.

Table B.1  Number of members’ pension pots covered by the study

Scheme Qualifying schemes Non-qualifying schemes Total
size

Contract- Master Trust- Contract- Master Trust-

based trust based based trust based

Total 2,973,582 3,800,261 684,748 1,671,754 54,353 254,377 9,439,075
1-5 23,943 - 384 188,207 - 8,745 222,704
6-11 36,656 - 258 182,691 - 8,106 242,538
12-99 459,704 - 4,801 438,913 - 47,477 1,113,646
100-999 1,153,511 - 42,885 361,503 - 87,647 2,790,841
1,000+ 1,299,767 - 636,419 500,441 - 102,402 5,069,347
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