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1 INTRODUCTION (H1) 

As a business and technology consultancy specialising solely in financial services, 
Altus has extensive experience working with clients in the UK retail financial services 
market, including investment platform providers, life companies and several UK retail 
banks. With practical involvement in both system and business issues in the 
investment industry and a keen interest in both technology and business innovation 
we welcome this opportunity to respond to the FCA’s consultation paper on charges 
in workplace personal pension schemes. 

The Government’s automatic enrolment programme has proved to be more 
successful than most had predicted, with much lower opt-out rates.  As a result, there 
are already over 4 million additional scheme members since 2012, with another 4 to 
5 million expected by 2018.  The majority of these are investing in the default fund, 
and many will currently be (often unwittingly) paying charges from their funds to pay 
for advice given to their employers. 

The OFT identified significant market failure in respect of employers’ selection of 
appropriate default investments in the long term interests of their employees.  Lack of 
interest or pensions knowledge on the part of employers has led to insufficient 
competition to drive down member charges, and we support the FCA’s proposals to 
limit the scale and scope of such charges. 
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2 RESPONSES TO FCA CONSULTATION CP14/24 

Q1:  We would welcome views on the likely equality and diversity impacts of the proposed 
rules 

The regulations are likely to increase the proportion of smaller employers selecting 
NEST as default auto-enrolment provider.  NEST’s charging structure with initial 
contribution charge disadvantages short-service members and can push their 
effective AMC above the cap. 

We note however that NEST’s charging structure is well within the proposed limits for 
Qualifying Schemes, and has a typical effective charge of around 0.5%, which is 
broadly competitive. 

 

Q2:  Do you agree that workplace personal pension scheme providers are best placed to 
ensure compliance with the charge cap? 

Yes.  Employers do not always have full sight of overall impact of member charges, 
especially where these are not structured in a “standard” percentage of funds format. 

 

Q3:  Do you think our proposed methodology for deeming default funds appropriately 
captures members who have not made active investment choices? 

Your methodology captures most situations for existing schemes.  However we would 
question whether the 80% threshold is too high. In long-standing schemes where the 
available fund selection has been expanded over time, or where the age or risk 
profile of scheme membership has gradually altered, one might expect to see 
different funds become the favourite choice of new members.   

While a 70-80% threshold would strongly suggest a default choice, it may be 
appropriate to issue guidance that any fund covering more than, say, 30% of total 
membership should be assessed in more detail for historic member default fund 
selection behaviours. 

 

Q4:  Do you believe our proposals in relation to the period over which charges will be 
measured against the cap are proportionate? 

Yes. 

 

Q5:  Do you agree that our proposed calculation measurement of average funds under 
management during the course of the year is the most appropriate method? If not, 
what would be a fairer solution for consumers? 

Yes.  This seems both fair for consumers and simpler for firms from an operational 
perspective. 

 

Q6:  Are there any other charges you believe should be excluded from the charge cap? 

There should be no further exclusions.   

Much of the charge cap debate has focused on the level of AMCs, however the 
FCA’s thematic review in May of this year recommended the OCF as a more relevant 
measure for retail investors.  OCF also excludes dealing and transaction charges as 
well as performance fees. We believe it should be made clear to advisers, providers 
and their Independent Governance Committees (and for trustees under the 
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equivalent DWP regulations) that funds with high levels of transactional costs which 
may indicate excessive “churn” may not be suitable as default funds.  Funds subject 
to performance fees should be included under your second exception in clause 2.39, 
requiring members to agree to these charges explicitly. 

 

Q7:  Will clarifying the option of moving all their invested funds into a new default 
arrangement achieve the objective of moving consumers to lower charging options 
where suitable? If not, what other measures could be taken to achieve this? 

Experience tells us time and again that member apathy and inertia will result in the 
majority of members keeping their invested funds in an old higher charging fund 
unless forced to make a decision. Communications alone will not achieve the desired 
result. Instead we favour the automatic switching of all funds within a non-compliant 
default fund into a compliant one with a similar investment strategy.  The members 
should be given the chance to opt out of the switch. 

From an operational perspective, we do not favour the creation of separate Qualifying 
and Non-qualifying Schemes, as this would create additional administrative burden 
on employers.  Nonetheless this should be up to the employer, since the additional 
transition and run costs would not fall on the members. 

 

Q8:  Do you agree that all members in Qualifying Schemes should be covered by the 
protections from differential charges? 

Yes.  We further believe that a ban on differential charging should be applied to all 
schemes, given that administration costs per deferred member are small compared 
to those for active members.  Differential member charging cannot be justified under 
TCF requirements. 

Differentiating historic from open schemes creates an incentive for firms to close 
existing Qualifying Schemes to “lock in” the higher deferred member charges, and 
transfer active members to new Qualifying Schemes. 

  

Q9:  Do you think moving from differential charging structures, based on whether 
members are paying contributions, will create any major difficulties for firms or 
employers? 

There are likely to be communications challenges for both firms and employers in 
explaining the changes in terms to members – in particularly for active members 
whose charges will most likely increase.  In addition there are costs associated with 
changing policy systems to implement rule changes. 

Where implementing the changes necessitates moving to a new fund or scheme, 
costs to employers (including member communications, advice and transaction 
costs) could be significant. 

 

Q10:  Do you agree that members’ funds should only be used to pay for advice where the 
member has explicitly agreed to the services provided by the adviser? 

Yes.  It should be made clear to members that they do not have to agree to pay any 
adviser charges as a condition of membership. 
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Q11:  Do you agree that it is achievable for firms to remove consultancy charges from 
Qualifying Schemes by 6 April 2015? 

Yes.  In the wake of RDR it was clear that policy direction was likely to lead to a ban 
on consultancy charging.  Setting up of consultancy charging agreements in the 
window between RDR and May 2013 appears to have been opportunism by some 
advisers. 

Q12:  Do you agree commission and the remaining banned remuneration payments should 
be removed from Qualifying Schemes by 6 April 2016? 

A further year’s delay is not ideal but we appreciate that in this instance a degree of 
pragmatism is appropriate. 

 

Q13:  Do you agree that our proposed method of implementing the proposed changes in 
line with Government policy is proportionate? 

Yes.
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3 ABOUT ALTUS 

Altus offers two unique and independent services to the financial services industry: 
Altus Consulting and Altus Business Systems solutions. 

Altus Consulting is a specialist provider of consultancy services to the Financial 
Services sector. We help clients achieve operational excellence and improved 
returns via a combination of proven industry models, technology expertise and 
market insight. 

Altus Business Systems offers a range of industry leading investment automation 
solutions, dedicated to improving operational efficiency of companies within the 
Financial Services sector to keep their business critical processes running smoothly. 

For more details of either of these services please visit our website altus.co.uk or 
contact us on 01225 438000. 
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