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Auto-enrolment update
A reminder: minimum contribution rate to rise
Statutory minimum contributions to DC schemes used for auto-enrolment will increase 
from 6 April 2018. They will increase again from 6 April 2019, at which point contributions 
must be at least 8% of  the amount of qualifying earnings, of which at least 3% must be 
paid by the employer (with the balancing amount to be paid by members). The minimum 
rates are being phased in as follows:

Effective
Employer minimum 
contribution

Total minimum 
contribution

Until 5 April 2018 1% 2%

6 April 2018 to 5 April 2019 2% 5%

6 April 2019 onwards 3% 8%

Qualifying earnings are gross earnings between £5,876 and £45,000 for the 2017/18 tax year. 

Employers may instead certify that their schemes meet alternative minimum contribution 
requirements, which are intended to allow for definitions of pensionable pay that are not 
consistent with qualifying earnings. Minimum contributions under these are also being 
increased from April 2018 and April 2019.

The increases were originally set for 1 October 2017 and 1 October 2018 but were pushed 
back to align them with the tax years, with the intention of easing administrative burdens. 
The Pensions Regulator has published guidance which addresses some of the issues arising.

Action
Employers using DC schemes for auto-enrolment should check that they will continue to 
comply with the minimum contribution requirements.
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DC governance and charges
Improving disclosure of DC charges
The Department for Work and Pensions has consulted on proposals 
that will change the rules on disclosure of costs and charges to 
members of DC occupational pension schemes.

Trustees have a duty to calculate costs and charges borne by members 
of occupational pension schemes providing money purchase benefits, 
to make an assessment of value for money and to report on them in 
the annual chair's statement. Until recently, there was no matching 
requirement for asset managers to disclose information on these costs. 
However, from 3 January 2018 the Financial Conduct Authority 
requires asset managers to provide a breakdown of transaction costs 
and administration charges in a standardised way. 

The DWP's draft regulations would extend the content of the chair's 
statement to show costs and charges for each default arrangement 
and each alternative fund option that members can select. The 
statement must also include an illustrative example of the cumulative 
effect of the costs and charges. Schemes would be required to publish 
cost and charge information online and to tell members where they 
can find it, via their annual benefit statement. A draft version of 
statutory guidance covers the production of the required illustration 
and the publication of charges and cost information on a website. 

The current exemptions would continue to apply, so that the changes 
would not affect schemes where the only money purchase benefits 
are additional voluntary contributions.

The regulations are expected to take effect from 6 April 2018 and the 
new requirements would apply in relation to scheme years ending on 
or after this date.

Action
Affected trustees (particularly those with scheme years ending soon 
after 6 April) should familiarise themselves with the changes, ensure 
that transaction costs are requested from asset managers and 
consider how best to incorporate the additional information 
into their chair’s statement and other scheme communications. 

Guide to preparing a chair's statement
The Pensions Regulator has published a quick guide to the chair's 
statement, setting out the legal requirements and clarifying its 
expectations as to how trustees should meet them. It does not 
propose any new requirements, but seeks to clarify material set out 
in the DC code and accompanying guidance. 

The guide addresses some common misunderstandings and 
omissions that the Regulator has seen in statements submitted so 
far, along with examples of what it considers to be good and poor 
chair's statements. It includes a checklist and completion notes for 
each set of requirements, and points out that a poor statement is 
much more likely to be non-compliant. (Trustees can be fined not 
just for non-provision of the statement but provision of a 
deficient statement.)

Action
Trustees may wish to review their chair’s statement against the guide.

No change to charge cap for now
As part of its review of auto-enrolment (see above), the government 
has confirmed that there will be no change to the level or scope of 
the charge cap for now. It will be examined again in 2020. 

The charge cap applies to member-borne charges in default 
funds within DC schemes used for auto-enrolment. The review 
considered whether the cap should be reduced from the existing 
rate of 0.75% pa and if it should include transaction costs 
(which are currently excluded).

The government has decided not to make any change at this time 
because evidence suggests that the charge cap is working broadly as 
intended. The next review is scheduled for 2020, at which point the 
new disclosure requirements for transaction costs will be in place and 
there is expected to be a clearer case for change.

A review of auto-enrolment
The government has completed its 2017 review of auto-enrolment, 
confirming that the overall framework remains the right foundation 
for workers, employers and delivery partners. 

The government will work towards implementing the review's 
proposals in the mid-2020s, subject to discussions with stakeholders 
during 2018 and 2019. The proposals include:

•   Confirmation that auto-enrolment should continue to be available 
to all eligible workers regardless of who their employer is.

•   Lowering the age for auto-enrolment from 22 to 18.

•   Removing the lower earnings limit for money purchase 
arrangements, so that contributions must be calculated from 
the first pound of earnings.

•   Monitoring and evaluating the impact of the impending increases, 
in 2018 and 2019, in the minimum contributions payable to money 
purchase arrangements used for auto-enrolment.

The government will work to ensure that the rules around auto-
enrolment for those working in atypical ways or in non-standard 
forms of employment are clear and that enforcement for employers 
remains robust. It will also seek to identify the most effective options 
to increase pension savings amongst the self-employed.
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Pensions Regulator
Scheme returns increase focus on data   
For the first time, the Regulator will require schemes to report on the 
quality of their member data in the annual scheme return.

For defined benefit and hybrid schemes, the 2017/18 scheme return 
asks for new information on common data and conditional (scheme-
specific) data. Trustees will need to confirm the dates on which 
common data and conditional data were last measured; and how 
much of this data is present and accurate. 

A checklist provides further detail on the changes, including setting 
out what should be entered where the trustees have not been 
provided with reports that include the specific information requested. 
The Regulator had previously stated that it would be taking a 
particular interest in those schemes which report persistently poor 
data scores. 

For defined contribution schemes, we expect that this will apply to 
annual return notices issued from the summer.

Action
Schemes return notices for defined benefit and hybrid schemes are 
likely to have been sent out in January and trustees usually have six 
weeks to complete them, including the new entries in respect of 
record-keeping; the scheme return will confirm the actual deadline 
for submission.

First s231 warning notice issued
The Regulator's Chief Executive has confirmed in a speech that a 
warning notice has been issued in relation to section 231 of the 
Pensions Act 2004, which provides the Regulator with powers to 
intervene under the scheme funding regime.

These powers include the Regulator being able to impose a schedule 
of contributions payable by an employer. Although no further details 
have been given on this specific case, we might expect to see similar 
cases in future, given the Regulator’s increased willingness to intervene 
in scheme funding decisions.

New instalments of governance material   
As part of its 21st century trustee campaign, the Regulator has 
published further resources and practical tools for trustees on its 
website. The initial pages run through the basics of good governance; 
later sections cover themes of clear roles and responsibilities, and clear 
purpose and strategy. 

The material includes a guide to data improvement plans, example 
committee terms of reference, a sample business plan and an annual 
planner template.

Action
Trustees should review the guidance and consider any actions that 
it would be helpful to take in order to improve scheme processes.

Standards for professional trustees proposed 
The Professional Trustee Standards Working Group is consulting 
on draft standards for professional trustees. 

The Regulator has stated that it supports the proposed standards, 
which apply to anyone falling within its recently published description 
of a professional trustee. The standards will operate on a comply or 
explain basis, meaning that trustees would be expected to describe 
how they meet each standard and, if one or more of them has not 
been met, explain why. 

The consultation closes on 2 March and it is intended that the 
standards will apply from the second quarter of this year.

New regime for master trusts
The DWP has been consulting on draft regulations that will create a 
new authorisation and supervisory regime for master trust schemes.

For these purposes, the Pension Schemes Act 2017 defines a master 
trust scheme, broadly, as an occupational pension scheme that 
provides money purchase benefits and is used, or intended to be 
used, by two or more employers (that are not connected with each 
other). The draft regulations include further exclusions, including 
where the only money purchase benefits relate to AVCs or transfers-in.

From 1 October 2018, a master trust will be prohibited from 
operating unless it has been authorised. The Pensions Regulator, 
charged with authorising master trusts, will assess each scheme 
against five key criteria:

•   The persons involved in the master trust are fit and proper.

•   The scheme is financially sustainable (a business plan must be 
submitted to the Regulator to demonstrate this).

•   Each scheme funder meets specific requirements in order to 
provide assurance about their financial situation (including 
presenting a business strategy and full, audited accounts).

•   Its systems and processes are sufficient to ensure that it is 
run effectively.

•  It has an adequate continuity strategy.

Over the coming months the Regulator is expected to consult on a 
code of practice and to publish operational guidance.
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Transfer developments
DWP change transfer value processes  
A change is being made to the legislation for Cash Equivalent Transfer 
Values from 6 April 2018 which introduces an additional complication 
for those members with benefits valued at close to £30,000 - the 
threshold above which advice must be taken. The change was 
introduced unexpectedly to final regulations, post-consultation, and 
the DWP  failed to respond to industry pressure for it to be reversed.

The change will impact all defined benefit schemes that pay transfer 
values in excess of the statutory minimum. For such schemes, 
additional calculations could be required for members close to  
the £30,000 threshold to confirm whether they need to seek 
independent advice.

Action
Trustees should confirm that their transfer value processes 
comply with the new requirements from 6 April.

Bulk transfers of contracted-out rights
Following the cessation of contracting out in April 2016, it has not 
been possible to transfer contracted-out rights without member 
consent to new schemes. The DWP has recently consulted on draft 
regulations intended to solve this problem - they would allow 
the bulk transfer of contracted-out rights to take place in certain 
circumstances without member consent to schemes that have never 
been contracted-out. Broadly, conditions of the transfer will be that 
the rights of the member are not adversely affected and that the 
same protections are provided by the new scheme. The amending 
regulations are expected to take effect from 6 April 2018. 

Further action on pension scams
Legislative developments
The government has indicated that early this year it will publish draft 
legislation to ban pensions cold calling, whether by telephone, text 
message, e-mail or other forms of direct communication from firms 
an individual does not already have a connection with. However, 
in a recent report the Work and Pensions Committee (WPC) called 
for the government to take more urgent action to prohibit pension 
cold calls, stating that the proposed timeframe for the ban is too long. 
The WPC also recommends that members should either have to 
take or expressly opt out of guidance before they can access their 
pension pot. 

Regulator targets pension scammers
Separately, the Pensions Regulator has released new online messaging 
on pension scams. New animation on Facebook, Twitter and YouTube 
reminds people to keep their eyes and ears open - by watching out for 
scam sites that dress themselves up with anti-scam messaging to pose 
as legitimate businesses. Another urges them to hang up immediately 
on pension cold callers. The Regulator’s blog now has a dedicated 
section on pension scams to draw attention to the dangers and raise 
awareness of the forthcoming ban on cold calling. 

FCA focus on pension transfers
The Financial Conduct Authority (FCA) is continuing to focus on 
pension transfers, with a view to reducing the amount of pension 
scam activity. The FCA's work on advice being provided for transfers 
from defined benefit to defined contribution schemes has been 
prompted by the recent growth in the number of these transfers 
taking place. It has found that a number of firms have been failing to 
obtain enough information about clients’ needs and personal 
circumstances, or to consider these needs alongside the client’s 
objectives when making a recommendation. Many have also been 
making inadequate assessments of the risk a client was willing and 
able to take, in relation to their pension benefits.

The FCA will clarify its expectations in its response to its consultation 
on pension transfer advice, due shortly. In the meantime, it has 
published a reminder to members about protecting their pension 
pots from risky investments and scams, including questions to ask 
themselves if they are considering transferring money from their 
pension into a new arrangement.

Action
Schemes should continue to highlight the risks of pension scams to 
members who are considering transferring their benefits, and ensure 
transfers are being paid to bona fide schemes.
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Pension Protection Fund levies
The Pension Protection Fund (PPF) has confirmed its final levy rules for 
2018/19, which are largely in line with its September 2017 consultation, 
but include a number of changes from previous years. 

Compared with 2017/18, levies are generally expected to increase 
for schemes with larger employers but reduce for schemes with 
smaller employers. The major changes include:

•   Credit ratings will be used where available to calculate an 
employer’s insolvency risk.

•   There have been a number of revisions to Pension Protection Scores 
calculated by Experian which will still be used for other employers.

•   For 2018/19 the PPF will use a six month average of month-end 
scores from October 2017 to March 2018.

•   The certification of deficit reduction contributions has 
been simplified.

•   Schemes with a Type A contingent asset that results in a levy saving of 
more than £100,000 (compared with not having the contingent 
asset) will have to obtain a report on the strength of the guarantor 
and submit this to the PPF in order for the guarantee to be accepted.

In conjunction with these changes, the PPF has updated various levy 
parameters for 2018/19, which are also expected to apply for the next 
two years. The new parameters include a risk-based levy scaling factor 
of 0.48 (compared with 0.65 for 2017/18), a scheme-based levy 
multiplier of 0.0021% (unchanged), a reduction in the risk-based levy 
cap to 0.5% of a scheme's liabilities (from 0.75%) and an increase in 
the levy rates applicable to employers in Levy Bands 1-3.

Actions and deadlines
Schemes can now submit relevant information and consider other 
actions needed to manage their levy, in line with the following 
key deadlines:

•   Submit data to Experian to guarantee an impact on monthly 
scores – one calendar month prior to the score measurement 
date for the month in question.

•   Submit scheme return information on Exchange, including s179 
valuations, asset splits, bespoke stress results and employer 
details by midnight on 31 March 2018. 

•   Certify or re-certify contingent assets on Exchange by midnight 
on 31 March 2018 (a guarantor strength report or any other hard 
copy documents required by the PPF must be submitted by 5pm 
on 29 March 2018).

•   Send asset-backed contribution certificates to the PPF by 
midnight on 31 March 2018.

•   Send special category employer applications to the PPF by 
midnight on 31 March 2018.

•   Submit mortgage exclusion and accounting standard change 
certificates and supporting evidence to Experian by midnight 
on 31 March 2018.

•   Certify deficit-reduction contributions on Exchange by 5pm 
on 30 April 2018.

•   Certify block transfers on Exchange by 5pm on 29 June 2018 
(5pm on 30 April 2018 for exempt transfer applications).

Transfer proposals to boost DC consolidation
The DWP is consulting on plans to streamline the process for 
transferring DC benefits between schemes without requiring 
member consent. The aim is to reduce barriers to the consolidation 
of sub-scale DC arrangements and to encourage a shift towards 
membership of larger schemes, which are typically able to provide 
better governance alongside lower charges.

The current provisions require an actuary to certify that members' 
new benefits will be broadly no less favourable. They were originally 
designed for a defined benefit landscape and are less meaningful for 
DC benefits. 

The proposed changes would simplify the approach for DC to DC 
bulk transfers without member consent where there are no 
underlying guarantees or options to be assessed. They are expected 
to come into force on 6 April 2018 and include:

•   The removal of the requirement for actuarial certification, and of 
the requirement for there to be an underlying relationship 
between the schemes.

•   A statutory requirement for trustees to consult with a suitably 
qualified professional adviser (who is independent from the 
receiving scheme) where the transfer is to a scheme other than 
an authorised master trust.

•   Retention of the charge cap (currently 0.75% pa) in the 
transferring scheme where this applied in the paying scheme.

In the case of DC transfers with underlying guarantees or options, 
actuarial certification will still be required.

Action
Trustees considering consolidation of any DC benefits currently held 
within their schemes should speak to their advisers to consider the 
potential benefits in terms of improving member outcomes and the 
likely feasibility.
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Pensions tax update
Autumn Budget 2017
Chancellor Philip Hammond delivered the Autumn Budget on 22 
November 2017. No significant new changes to the taxation of 
pensions were announced. However, as anticipated, the lifetime 
allowance will be increased in line with the CPI to £1,030,000 for 
2018/19 - the first increase in the lifetime allowance since April 2010. 

The Chancellor also indicated that the Pensions Regulator will clarify 
guidance on how trustees can include investment in assets with 
long-term investment horizons (e.g. venture capital, infrastructure 
and other illiquid assets) in a diverse portfolio, and that the Treasury 
will establish a working group to look at how to remove barriers to 
members of DC schemes investing in illiquid assets.

2017 Spring Budget provisions confirmed
The Finance (No. 2) Act 2017 received Royal Assent on 16 November 
2017, finalising some provisions first confirmed in the Spring Budget. 
These included the reduction in the money purchase annual allowance 
to £4,000 and the exemption for the first £500 of pension advice 
provided by an employer. Both of these provisions are effective from 
6 April 2017.

April 2018
•  Lifetime allowance 

will rise in line with 
increase in CPI to 
September 2017

•  Auto-enrolment 
minimum DC 
contributions 
increase to 5%

May 2018
•  New EU General 

Data Protection 
Regulation will 
apply

Here are some key future developments likely to affect pensions.

On the horizon

January 2019 
•  EU pensions 

directive to be 
incorporated into law 
by member states

November 2018 
•  State pension age 

reaches 65 for women

October 2018 
•  New master 

trust scheme 
regime begins

March 2019 
•  The UK is due to 

withdraw from 
the EU

April 2019 
•  Auto-enrolment 

minimum DC 
contributions 
increase to 8%
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News round-up
Data protection
The EU General Data Protection Regulation (GDPR) will apply in the UK 
from 25 May 2018. Key areas of change include tighter requirements for 
obtaining consent to process personal data and greater emphasis on the 
documentation that organisations must keep to demonstrate their 
accountability, policies, registers and controls. There will also be 
stronger sanctions for breaches. The Information Commissioner's Office, 
the body primarily responsible for ensuring that data controllers comply 
with GDPR, has published guidance on a number of areas.

The GDPR will need to be replaced when the UK leaves the EU and a 
Data Protection Bill is currently progressing through Parliament, which 
will replace the Data Protection Act 1998. The new Bill is intended to 
bring the principles of the GDPR into UK law, as well as extending the 
data protection regime and making it suitable for the digital age.

Action

Trustees need to ensure that their scheme is compliant.

Recommendations for pensions dashboards
The DWP has confirmed that it will take forward the pensions 
dashboard project. This follows publication of a report and 
recommendations by the dashboard project group for what should 
happen next. This industry working group, project-managed by the 
Association of British Insurers (ABI) oversaw the launch of a prototype 
last year and then began an interim phase to research consumer 
needs and further develop data standards. Its report included the 
following recommendations: 

•   To ensure full coverage, the government must legislate for all 
pension providers and schemes to make data available; and data 
about the state pension should be available alongside private 
pension information from day one.

•   There must be a sensible implementation timetable, endorsed 
by government and industry, with an independent governance 
body having responsibility for the implementation and running of 
the service.

•   A non-commercial, government-backed platform must be made 
available to individuals, which will operate alongside services from 
third party firms.

•   Legislation should be put in place to ensure there is suitable 
regulation to protect consumers.

VAT position clarified  
HMRC has confirmed that the long-standing rules on the recovery of 
VAT on pension costs for defined benefit schemes will no longer be 
withdrawn and will continue to be available to taxpayers. As a result, 
sponsoring employers may continue to use the 70/30 split concession, 
which allows sponsoring employers to reclaim 30% of the VAT on 
invoices which cover both administration and investment 
management costs. HMRC also states that taxpayers may implement 
alternative arrangements - such as tripartite agreements or onward 
supply structures - as an alternative to the existing position.

Action
Employers should discuss the latest guidance with their VAT advisers.

Scheme reconciliation service ceases this year
HMRC's November 2017 contracting-out countdown bulletin 
reminded schemes of the 31 October 2018 deadline for submitting 
queries via the scheme reconciliation service.

This service was made available to help administrators of 
contracted-out defined benefit schemes to check their contracted-out 
data against HMRC's records. HMRC has committed to responding 
to all queries received by 31 October 2018. It expects to respond 
to most queries by December 2018, with any remaining queries 
being dealt with in early 2019. HMRC will then issue a final report of 
membership records to schemes in March 2019, at which point it will 
cease to maintain its own records. 

In a change to its previous plan, HMRC also confirmed that it 
will not now issue statements to individuals with details of their 
contracted-out history following the reconciliation process.

Action
Trustees of affected schemes should ensure their administrators have 
submitted queries to HMRC’s reconciliation service before 31 October 
2018. If they fail to do so, there will be no opportunity to challenge 
HMRC’s records at a later date.

Inquiry into CDC schemes
The Work and Pensions Committee has launched an inquiry into the 
merits of collective defined contribution (CDC) schemes. These are a 
type of defined ambition scheme that targets - but does not guarantee 
- a level of income in retirement. The targeted benefits may be adjusted 
if circumstances require. Risks and costs are shared between members, 
rather than each member having their own pot.

The Committee intends to examine the role that CDC schemes could 
play in the pensions landscape, the potential benefits to savers and the 
wider economy, and the regulatory framework required to make them 
work. The deadline for submissions was 31 January.



Contacts
If you have any questions on In Sight, please speak 
to your usual Aon Hewitt consultant or contact:

Helen-Mary Finney 
+44 (0)1252 768 392  
helen-mary.finney@aonhewitt.com

Training and events
Dates scheduled for our pensions training seminars are set out below. Unless it says otherwise, all courses 
and events take place in central London. 

If you would like to make a reservation, or receive a copy of the brochure or further information, please e-mail pensionstraining.enquiries@
aonhewitt.com or telephone the Pensions Training team on: +44 (0)1372 733 907. You can also book online at aon.com/pensionstraining

Pensions training courses Dates

Defined Benefit — part 1 (one day) 2018 –  20 February (Leeds), 17 April, 22 May, 4 July, 
4 September (Leeds), 17 October, 27 November

2019 – 23 January, 26 February (Leeds)

Defined Benefit – part 2 (one day) 2018 –  7 March, 16 May (Manchester), 13 June, 17 July, 
14 November (Manchester), 11 December

2019 – 6 March

Defined Contribution (one day) 2018 – 21 March, 10 July, 7 November

2019 – 19 March

Pension Governance Committee (half day) 2018 – 28 February, 25 September 
2019 – 13 February

PMI Award in Pension Trusteeship (two days) 2018 – 14/15 March (Surrey), 10/11 October (Surrey)

2019 – 13/14 March (Surrey)

Other events Dates

Aon Hewitt 2018 Pension Conference: 
Pensions: new journeys, new destinations

To register, please go to: www.aon.com/unitedkingdom/events.jsp

13 February – Birmingham 

20 February – London 

6 March – Bristol

20 March – Manchester

17 April – Leeds

24 April – Edinburgh

2 May – London
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