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Scope of the consultation

We are consulting on the draft code of practice for the authorisation and supervision
of collective defined contribution (CDC) schemes (the CDC code). We are particularly
interested in responses to the specific areas that we have asked about and request that
respondents focus on these, although we will consider all comments.

While we understand that the intention of government is to legislate to enable further
market developments like commercial master trusts in due course, at this stage only
single or connected multi-employer CDC schemes are permitted by the legislation, which
is reflected in this draft code. We ask that comments are restricted to those relevant to
this type of scheme.

This draft code focuses on all requirements trustees need to plan for now. However, we
will be revisiting the code later in the year to expand on our expectations for continuity
options. We will also be producing accompanying guidance in relation to the code.

Who this consultation is for

This consultation is for anyone who is seeking to understand what our approach to the
authorisation and supervision of CDC schemes will be. This will likely include trustees,
sponsoring employers, scheme members, pension professionals and those who are
looking to establish a CDC scheme.

Government consultation principles

For the purposes of this consultation paper, we are following the government’s
consultation principles at https:/www.gov.uk/government/publications/consultation-
principles-guidance

The key principles state that consultations should:

* be clear and concise

®* have a purpose

* be informative

* be only part of a process of engagement

* |ast for a proportionate amount of time

* be targeted

* take account of the groups being consulted
* be agreed before publication

* facilitate scrutiny

* pe responded to in a timely fashion, and

* not be launched during local or national election periods
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Consultation context

The Pension Schemes Act 2021 (the 2021 Act) received Royal Assent in February 2021
and introduced the legislative framework for CDC schemes within the United Kingdom.
The Department for Work and Pensions (DWP) has since developed the Occupational
Pension Schemes (Collective Money Purchase Schemes) Regulations 2022 in close
consultation with us. These expand on and provide specific detail to the provisions in
the 2021 Act. The legislation requires that members will be appropriately protected
through an authorisation and supervision regime for CDC schemes. Therefore, for a
scheme to be authorised and remain authorised, we must be satisfied that they meet
the relevant criteria.

This consultation is in relation to the content of the draft CDC code, which outlines the
criteria, our expectations, and the procedures we expect to follow when determining
whether or not authorisation must be granted to prospective CDC schemes.

While CDC schemes are a new type of pension scheme within the United Kingdom, our
role in the authorisation of these schemes does not represent a new way of operating
for us. Many aspects of the code will be familiar in that the approach to the authorisation
and supervision regime reflects that adopted for master trust schemes in many areas.

The purpose of the CDC code is to provide trustees with the clarity they need on how
to apply for authorisation and the matters that will be taken into account in deciding
whether a CDC scheme should be authorised and should remain so. This code is an
addition to the existing legislation and codes that will be relevant to CDC schemes and
we expect those who will use this code to be familiar with their existing obligations and
our expectations in this regard.

Presenting our expectations

Our intention is to incorporate the CDC code into our new single code of practice, which
we consulted on last year. Therefore, the final CDC code will adopt the modular format of
the new code, with each module relating to different aspects of the authorisation criteria.

The code sets out how an application for authorisation is made and the matters we

will take into account when considering applications. It does not cover all aspects of
pensions legislation; therefore, trustees will be expected to seek the help of advisers and
look beyond this code to help them understand all their legal obligations.

We make a clear distinction between legal duties and our expectations in the code by
using the word ‘must’ when referencing legal duties, and ‘should’ for our expectations.
We use ‘need’ where the process is necessary to allow a scheme to operate even though
there is no expectation or legal requirement in place.

The 2021 Act sets out that the trustees applying for authorisation must satisfy us that the
scheme meets the criteria to be authorised. In view of this, the language we have chosen
to use is that schemes are, for example, ‘more likely’ or ‘less likely’ to satisfy us. This
enables circumstances where CDC schemes may be able to justify a particular or
different approach.
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Responding to the consultation

Please fill in your responses to the questions below, save this whole
consultation form to your computer and return the completed
attachment by 22 March 2022 to: cdcpolicy@tpr.gov.uk.

When responding, please confirm if you are responding as an individual or on behalf
of an organisation and, if on behalf of an organisation, whether only the views of the
organisation are expressed in the response.

Your details

Your name;

Organisation (if applicable):

Responding as an individual or
on behalf of an organisation:

If on behalf of an
organisation, are only the
views of the organisation
expressed in this response?:

Job title (if applicable):

Postal address:

Telephone:

Email:

A Code of Practice for authorisation and supervision of collective defined contribution schemes

Christine Scott

ICAS

Organisation

Yes

Head of Charities and Pensions

CA House
21 Haymarket Yards
Edinburgh
EH12 5BH

0131 347 0238

cscott@icas.com
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Your details continued...

Please select the category that best describes you or your organisation.
If you have multiple roles, please select all that apply.

Adviser (Actuarial) Adviser (Covenant) Adviser (Investment)
Adviser (Legal) Adviser (Other) Administrator
Investment manager |:| Professional body Provider

N Scheme sponsoring employer o Trustee

Other (Please describe in the box below)

Confidentiality (Please complete as applicable)

Please confirm whether you would like us to include your name on
our list of respondents to this consultation:

Yes, | wish my name to be included on the list of respondents

|:| No, | do not wish my name to be included on the list of respondents

and/or:
Please confirm whether you would like us to include your
organisation on our list of respondents to this consultation:

|:| Yes, | wish my organisation to be included on the list of respondents

No, | do not wish my organisation to be included on the list of respondents

As this is a public consultation, we may need to share the feedback you send us within our
own organisation or with other government bodies or in response to a request under the
Freedom of Information Act 2000. In the interests of transparency and effective scrutiny,
we may also publish this feedback as part of our response to the consultation. If you wish
your response, in whole or in part, to remain confidential, please tick the box below and
give your reasons and we will consider whether we can reasonably meet your request:

Yes, | wish my response to remain confidential

If “Yes’, please specify which
part of your response you
wish to remain confidential
and why:
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Consultation: General question

1.

Do you consider that any important areas of the authorisation
criteria have been missed in the new code?

We have drafted a code that is intended to provide the trustees of CDC schemes
with sufficient detail to understand how their scheme can meet the criteria to be
authorised. The code is structured around the criteria as they appear in the relevant
legislation. We are aware that there is a significant interplay between the various
authorisation criteria. Our intention is that users should be able to clearly identify
places where they may need to consider other elements of the authorisation criteria.

Yes No

Please give your reasons below:

We have the following overall comments. Our comments are not directly in response to question 1 but there is
nowhere else in the response form to incorporate these.

In its current form, we can see that the Collective Defined Contribution (CDC) model has the potential to be used
by very large employers who are carrying significant Defined Benefit (DB) related risks and are seeking to offer a
half-way house between DB and Defined Contribution (DC) provision without the solvency debt requirements.

We recognise that the regulatory and administrative costs of setting up a CDC scheme and maintaining its
authorisation will be significant. However, where scheme membership is in the range of ten thousand to fifteen
thousand, an annual management charge of 0.2% may be achievable.

For many employers, we believe that it is unlikely that their financial advisers will have the knowledge or expertise
to recommend CDC as a suitable model. Even those financial advisers who are knowledgeable may be reluctant
to recommend them in the same way as for DB to DC pension transfers. This may well reduce the size of the
market, especially for small to medium-sized employers.

We understand that in time the CDC model is to be made available to un-connected employers. We envisage
that the current regulatory framework for CDC schemes, and therefore the CDC Code of Practice, will need to be
adapted to be workable for un-connected employers. The content of a revised CDC Code of Practice would also
need careful communication to these employers.

We highlight here the experience of non-associated employers participating in last man standing multi-employer
DB schemes. While we recognise that CDC is a money purchase model, the parallel here is participation in a
scheme with un-connected/ non-associated employers and the potential for this aspect of a scheme to bring with
it additional risks that employers are unaware of, or never envisaged. Not all employers participating in multi-
employer schemes were aware of the financial risks of participation when joining the scheme and the risks
changed over time, leaving some employers within those schemes unable to exit affordably and in some
instances this impacted on the overall financial sustainability of the employer. This situation led to calls for
government to make changes to regulations which in time has led to the introduction of Deferred Debt
Agreements (DDAs) as a means of managing accrued liabilities.

ICAS welcomed the 2018 changes to the Occupational Pension Schemes (Employer Debt) Regulations 2005
which introduced DDAs for private sector multi-employer schemes. We also welcome the more recent
introduction, in 2020, of DDAs under the Local Government Pension Scheme (LGPS) Regulations 2013 which
apply in England and Wales and look forward to similar developments in Scotland, following a recent consultation
by the Scottish Public Pensions Agency, to permit DDAs under the LGPS (Scotland) Regulations 2018.

DDAs allow employers to defer any exit payment and to carry on participating in a scheme on an on-going basis
without any active members, meaning they are better able to manage their accrued liabilities without building up
new ones.
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Consultation: Section-specific questions

Introduction and Applying for authorisation

2. Is the level of detail we have set out appropriate?

ﬂ Yes E No

Please give your reasons below:

There are terms used throughout the draft Code which are not explained until later on in the Code for example
‘triggering event’ and ‘viability certificate’. Additionally, where an explanation of such a term is provided, this does
not necessarily constitute a formal definition.

It may be helpful to users of the Code, especially those involved in applying for a scheme’s authorisation, if
hyperlinks or ‘pop up’ dialogue boxes were used to provide a formal definition for technical terms/ jargon.
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Consultation: Section-specific questions

Introduction and Applying for authorisation continued..

3. Are there areas where supporting guidance would be useful?

While there is significant detail in the code, we will be steered by your response to
areas where further guidance would be helpful.

T ves [ e

Please give your reasons below:
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Consultation: Section-specific questions

Introduction and Applying for authorisation continued...

4. Is it clear what constitutes a section and when you must divide
a scheme into multiple sections?

Tves [T v

Please give your reasons below:

The draft Code makes it clear that the authorisation and supervision of schemes under the CDC regime only
relate to the CDC section or sections of any scheme.

The section of the draft Code on ‘What is a CDC scheme?’ says the following:

“If a CDC scheme has qualifying benefits and other benefits, for example a lump sum or a DC benefit at an
individual level, these must be separated into different sections and only the qualifying benefits will be subject to
authorisation. To be separated correctly:

qualifying benefits.

We are assuming that scheme members participating in a CDC section will have flexibility as to when or if they
decide to take their tax free lump sum. Therefore, we are also assuming that the lump sum benefit mentioned in
this section of the draft Code excludes the tax free lump sum. As the tax free lump sum is likely to be the most
common lump sum available to members of CDC schemes, it would be helpful if this could be made clear in the
Code of Practice.
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Consultation: Section-specific questions

Introduction and Applying for authorisation continued...

5. Isit clear how the authorisation fee will be set for schemes
with multiple sections?

‘ ‘ Yes ‘ No

Please give your reasons below:
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Consultation: Section-specific questions

Fitness and propriety

6. Is the level of detail we have set out appropriate?

Yes |:| No

Please give your reasons below:
The fit and proper persons test refers to mitigations in several areas including in financial matters.

We recommend that personal insolvency matters referred to in the Code of Practice also reflect the law in
Scotland. From a Scottish-perspective, the term ‘bankruptcy’ is used, although ‘sequestration’ is the legal term
which is used interchangeably with it. The equivalent of County Court Judgements are decrees issued by the
Sheriff Courts. Individual Voluntary Arrangements (IVAs) do not exist in Scotland, the closest equivalent is the
Protected Trust Deed but these are quite different in many respects from IVAs.
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Consultation: Section-specific questions

Fitness and propriety continued...

7. Are there areas where supporting guidance would be useful?

Yes No

Please give your reasons below:
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Consultation: Section-specific questions

Fitness and propriety continued...

8. Is it clear what the expected level of trustee competence is
to successfully govern a CDC scheme?

‘ ‘ Yes ‘ No

Please give your reasons below:
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Consultation: Section-specific questions

Systems and processes

9.

Is the level of detail we have set out appropriate?

Yes |:| No

Please give your reasons below:

Third party administrators administering these arrangements may issue an assurance report on their internal
controls and these reports may be useful to TPR in relation to the authorisation and on-going supervision of CDC
schemes using a third party administrator.

In practice, in the UK, this type of engagement is undertaken under Technical Release ‘Assurance reports on
internal controls of service organisations available to third parties (TECH 01/20 AAF)’ published by ICAEW’s Audit
and Assurance Faculty and includes a sign off by a Service Auditor.

Also master trust trustees in some cases utilise Technical Release ‘Assurance reporting on master trusts (TECH
05/20 AAF)’ published by ICAEW’s Audit and Assurance Faculty which also includes a sign off by a Service
Auditor.

We recommend that TPR considers whether such reports would be of value to TPR staff engaged in the
authorisation and regulation of CDC schemes. If TPR subsequently considered ‘AAF reports’ to be of value in this
regard, we recommend that the Code of Practice sets out how TPR intends to use these.
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Consultation: Section-specific questions

Systems and processes continued...

10. Are there areas where supporting guidance would be useful
- for example preparing a governance map?

‘ ‘ Yes ‘ No

Please give your reasons below:
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Consultation: Section-specific questions

Systems and processes continued...

11. Is it clear what constitutes an effectively administered and
governed CDC scheme?

Tves [ e

Please give your reasons below:
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Consultation: Section-specific questions

Member communications

12. Is the level of detail we have set out appropriate?

Yes No

Please give your reasons below:
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Consultation: Section-specific questions

Member communications continued...

13. Are there areas where supporting guidance would be useful?
‘ Yes ‘ No

Please give your reasons below:
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Consultation: Section-specific questions

Member communications continued...

14.

Do you see any barriers in meeting our expectations for
effectively using members’ feedback and communicating
how benefits may potentially vary from target?

|:| Yes No

Please give your reasons below:

CDC schemes will need to be careful in their member communications about the level of income in retirement a
member may receive and be clear that there are no ‘DB guarantees’. Members need to understand that under
the CDC model risk sharing occurs among scheme members and not between scheme members and the
sponsoring employer(s).

There is a risk to employers if something goes wrong and members’ understanding of the risk of receiving (or not
receiving) a targeted amount of income in retirement differs from what was intended. Therefore, we consider
Code material on member communications to be of vital importance.

In the table within the section entitled ‘Member communications,’ there is a focus on obtaining member feedback
about the quality of member communications. Arrangements for obtaining feedback appear to be focussed on
receiving feedback on standard communications produced by the scheme.

We understand that in order to keep costs down and to ensure that the scheme communicates with all its
members consistently and appropriately, that the quality of written communications from the scheme to its
members is important.

However, this is a new type of scheme in the UK and it is highly likely that some scheme members will have
specific questions that need answered from time to time. The Code does not deal specifically with arrangements
for dealing with member enquiries, and we believe that this aspect of member communication should be covered
by the Code from the perspective of member needs, and also scheme governance and risk management.
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Consultation: Section-specific questions

Financial sustainability

15.

Is the level of detail we have set out appropriate?

Yes |:| No

Please give your reasons below:

We have comments to make in relation to circumstances where employer support is relied on for the ongoing
costs of the scheme or the financial reserves trustees must provide.

As part of the authorisation process the financial statements of sponsoring employers and the financial
statements of third parties supporting employers must be submitted to TPR. The financial statements are referred
to as ‘accounts’ in the draft Code. We recommend that in the list of ‘Information about the employer’ to be
provided that TPR refers to the ‘annual report and financial statements’. We would not expect other information
filed/ published with the financial statements to be de-coupled from these. While the auditor’s opinion does not
cover the other information filed/ published with the financial statements, the auditor is required to report if the
other information is materially inconsistent with the financial statements. It would therefore not be desirable to de-
couple the other information filed/ published with the financial statements for submission to TPR.

If the employer’s financial statements are ‘qualified’ or there is an emphasis of matter in an area that TPR
considers significant or relevant, TPR will consider whether the employer is able to support the scheme. We
would envisage that the same would be true in relation to a supporting third party’s financial statements, but no
similar wording is provided in the draft Code. We recommend that TPR takes the same approach towards a ‘non-
standard’ auditor’s report on a third party’s financial statements as it would in relation to an employer’s financial
statements.

The auditor is required to make a positive statement in the auditor’s report under the heading ‘Conclusions
relating to going concern’. In circumstances where a material uncertainty over the employer’s ability to continue
as a going concern has been identified and properly disclosed in its financial statements, the auditor must report
certain matters under the heading ‘Material uncertainty related to going concern’. The same requirements will
apply in the case of a third party supporter. We, therefore, recommend that where the Code refers to the financial
statements being qualified or having an emphasis of matter, that reference is also made to a material uncertainty
related to going concern.

For example, the wording currently under the heading ‘Accounts’, could be updated to state the following in
relation to the employer’s financial statements and the auditor’s report thereon. The wording covers all significant
eventualities that could arise from auditing standards. We acknowledge that the likelihood of an adverse opinion
or an opinion being disclaimed is remote:

“Where the auditor expresses a qualified or adverse opinion or disclaims their opinion on the supporting
employer’s financial statements or the auditor’s report contains a material uncertainty related to going concern
paragraph or an emphasis of matter we consider to be significant or relevant, we will consider whether the
employer is able to support the scheme.”

Perhaps a more fundamental issue in the Code of Practice is the emphasis TPR is placing on the auditor’s report
on the financial statements of a sponsoring employer or a third party financial supporter of the employer.

The annual report and financial statements of the employer or the third party will contain information likely to be
useful to TPR in considering the financial sustainability of the employer or third party. Therefore, we would expect
TPR to read annual reports and financial statements submitted to them and draw conclusions from those.
Therefore, it may be helpful to explain this within the Code. It is possible that the way the Code is worded at the
moment gives the impression that TPR is placing considerable reliance on the auditor’s report which, in the case
of the sponsoring employer or the supporting third party being companies, is addressed to the members of the
company.

It would be helpful if the Code could distinguish, for example, between ‘Information about the employer’ needed
as part of the application for authorisation and what may need to be provided on an on-going basis to keep that

i A 4
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Consultation: Section-specific questions

Financial sustainability continued...

16. Are there areas where supporting guidance would be useful?

ves [ e

Please give your reasons below:
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Consultation: Section-specific questions

Financial sustainability continued...

17. Is the structure of the Costs, Assets and Liquidity Plan reasonable
for this type of model?

‘ ‘ Yes ‘ No

Please give your reasons below:
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Consultation: Section-specific questions

Continuity strategy

18. Is the level of detail we have set out appropriate?

Yes No

Please give your reasons below:
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Consultation: Section-specific questions

Continuity strategy continued...

19. Are there areas where supporting guidance would be useful?

Yes No

Please give your reasons below:
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Consultation: Section-specific questions

Continuity strategy continued...

20. Is it appropriate for a CDC scheme to not plan for continuity
option three (closure) when it first comes for authorisation and

are there any risks to this?

Tves [ e

Please give your reasons below:
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Consultation: Section-specific questions

Scheme design

In this section, we have tried to explain how we will assess whether the scheme design is
sound in terms of process and evidence.

21. Is the level of detail we have set out appropriate and are
there further matters we should consider?

‘ ‘Yes “:| No

Please give your reasons below:

We envisage that all potential CDC schemes applying for authorisation should be able to demonstrate that they
are qualifying schemes for auto-enrolment purposes. We did not notice any reference to auto-enrolment within
the draft Code of Practice and, therefore, we recommend that changes are made to the Code so that there are

clear expectations in relation to a scheme’s initial and continuing authorisation.
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Consultation: Section-specific questions

Scheme design continued...

22. Are there areas where supporting guidance would be useful?

ves [ e

Please give your reasons below:
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Consultation: Section-specific questions

Scheme design continued...

23. Is it clear what we expect with regard to testing and modelling,
and are there any additional issues or factors which could
be relevant?

Yes No

Please give your reasons below:
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Consultation: Section-specific questions

Scheme design continued...

24. In regard to testing and modelling, is it appropriate to expect
schemes to conduct asset liability modelling (ALM)?

Tves [ e

Please give your reasons below:
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Consultation: Section-specific questions

Scheme design continued..

25. Are there any other aspects of the trustees’ stewardship of the
investment strategy that we should be assessing in support of
a scheme’s design being sound?

‘ Yes ‘ No

Please give your reasons below:
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Consultation: Section-specific questions

Scheme design continued..

26. In respect to the gateway and live running tests, are there any
further matters we should consider and is it clear what we expect?

ves [ e

Please give your reasons below:

Consultation document on: @
A Code of Practice for authorisation and supervision of collective defined contribution schemes



Consultation: Section-specific questions

Scheme design continued..

27. Our plan is to provide a standard template for the viability
certificate to ensure what is being certified is standardised
across CDC schemes. Is this helpful?

‘ Yes ‘ No

Please give your reasons below:
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How to contact us

Napier House
Trafalgar Place
Brighton

BN1 4DW

https://www.thepensionsregulator.gov.uk/
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https://education.thepensionsregulator.gov.uk/
Pensions education portal
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	030: We have the following overall comments.  Our comments are not directly in response to question 1 but there is nowhere else in the response form to incorporate these.

In its current form, we can see that the Collective Defined Contribution (CDC) model has the potential to be used by very large employers who are carrying significant Defined Benefit (DB) related risks and are seeking to offer a half-way house between DB and Defined Contribution (DC) provision without the solvency debt requirements.

We recognise that the regulatory and administrative costs of setting up a CDC scheme and maintaining its authorisation will be significant.  However, where scheme membership is in the range of ten thousand to fifteen thousand, an annual management charge of 0.2% may be achievable.

For many employers, we believe that it is unlikely that their financial advisers will have the knowledge or expertise to recommend CDC as a suitable model.  Even those financial advisers who are knowledgeable may be reluctant to recommend them in the same way as for DB to DC pension transfers.  This may well reduce the size of the market, especially for small to medium-sized employers.

We understand that in time the CDC model is to be made available to un-connected employers.  We envisage that the current regulatory framework for CDC schemes, and therefore the CDC Code of Practice, will need to be adapted to be workable for un-connected employers.  The content of a revised CDC Code of Practice would also need careful communication to these employers.

We highlight here the experience of non-associated employers participating in last man standing multi-employer DB schemes.  While we recognise that CDC is a money purchase model, the parallel here is participation in a scheme with un-connected/ non-associated employers and the potential for this aspect of a scheme to bring with it additional risks that employers are unaware of, or never envisaged.  Not all employers participating in multi-employer schemes were aware of the financial risks of participation when joining the scheme and the risks changed over time, leaving some employers within those schemes unable to exit affordably and in some instances this impacted on the overall financial sustainability of the employer.  This situation led to calls for government to make changes to regulations which in time has led to the introduction of Deferred Debt Agreements (DDAs) as a means of managing accrued liabilities.

ICAS welcomed the 2018 changes to the Occupational Pension Schemes (Employer Debt) Regulations 2005 which introduced DDAs for private sector multi-employer schemes.  We also welcome the more recent introduction, in 2020, of DDAs under the Local Government Pension Scheme (LGPS) Regulations 2013 which apply in England and Wales and look forward to similar developments in Scotland, following a recent consultation by the Scottish Public Pensions Agency, to permit DDAs under the LGPS (Scotland) Regulations 2018.

DDAs allow employers to defer any exit payment and to carry on participating in a scheme on an on-going basis without any active members, meaning they are better able to manage their accrued liabilities without building up new ones.

Also, in 2014, following a change in the legal definition of ‘money purchase’, Series 3 of The Pension Trust’s (TPT’s) Growth Plan was reclassified from being a DC scheme to being a DB scheme.  This is an example of where changes brought in by government and case law can have unintended consequences for employers which were not envisaged when they joined the scheme.

It is therefore essential that employers thinking of joining a scheme understand the associated risks from the outset.  As stated above, smaller un-connected employers may not have the same access to advice as very large employers, so any new regulations and new Code of Practice material should reflect this.

	032: No
	033: There are terms used throughout the draft Code which are not explained until later on in the Code for example ‘triggering event’ and ‘viability certificate’.  Additionally, where an explanation of such a term is provided, this does not necessarily constitute a formal definition.

It may be helpful to users of the Code, especially those involved in applying for a scheme’s authorisation, if hyperlinks or ‘pop up’ dialogue boxes were used to provide a formal definition for technical terms/ jargon.

	035: Off
	036: 
	037: Off
	038: No
	039: The draft Code makes it clear that the authorisation and supervision of schemes under the CDC regime only relate to the CDC section or sections of any scheme.

The section of the draft Code on ‘What is a CDC scheme?’ says the following:

“If a CDC scheme has qualifying benefits and other benefits, for example a lump sum or a DC benefit at an individual level, these must be separated into different sections and only the qualifying benefits will be subject to authorisation.  To be separated correctly:

•	a section providing a qualifying benefit cannot provide any other type of benefit.
•	contributions made in respect of a qualifying benefit must only be made into a section providing qualifying benefits.
•	assets are apportioned to each section and cannot be used for paying the benefits of a different section.”

We are assuming that scheme members participating in a CDC section will have flexibility as to when or if they decide to take their tax free lump sum.  Therefore, we are also assuming that the lump sum benefit mentioned in this section of the draft Code excludes the tax free lump sum.  As the tax free lump sum is likely to be the most common lump sum available to members of CDC schemes, it would be helpful if this could be made clear in the Code of Practice.

	040: Off
	042: 
	041: Off
	043: Off
	044: No
	045: The fit and proper persons test refers to mitigations in several areas including in financial matters.

We recommend that personal insolvency matters referred to in the Code of Practice also reflect the law in Scotland.  From a Scottish-perspective, the term ‘bankruptcy’ is used, although ‘sequestration’ is the legal term which is used interchangeably with it.  The equivalent of County Court Judgements are decrees issued by the Sheriff Courts.  Individual Voluntary Arrangements (IVAs) do not exist in Scotland, the closest equivalent is the Protected Trust Deed but these are quite different in many respects from IVAs.
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	047: Off
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	049: Off
	050: Off
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	052: Off
	053: No
	054: Third party administrators administering these arrangements may issue an assurance report on their internal controls and these reports may be useful to TPR in relation to the authorisation and on-going supervision of CDC schemes using a third party administrator.

In practice, in the UK, this type of engagement is undertaken under Technical Release ‘Assurance reports on internal controls of service organisations available to third parties (TECH 01/20 AAF)’ published by ICAEW’s Audit and Assurance Faculty and includes a sign off by a Service Auditor. 

Also master trust trustees in some cases utilise Technical Release ‘Assurance reporting on master trusts (TECH 05/20 AAF)’ published by ICAEW’s Audit and Assurance Faculty which also includes a sign off by a Service Auditor.

We recommend that TPR considers whether such reports would be of value to TPR staff engaged in the authorisation and regulation of CDC schemes.  If TPR subsequently considered ‘AAF reports’ to be of value in this regard, we recommend that the Code of Practice sets out how TPR intends to use these.
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	067: Yes
	068: Off
	069: CDC schemes will need to be careful in their member communications about the level of income in retirement a member may receive and be clear  that there are no ‘DB guarantees’.  Members need to understand that under the CDC model risk sharing occurs among scheme members and not between scheme members and the sponsoring employer(s).

There is a risk to employers if something goes wrong and members’ understanding of the risk of receiving (or not receiving) a targeted amount of income in retirement differs from what was intended.  Therefore, we consider Code material on member communications to be of vital importance.

In the table within the section entitled ‘Member communications,’ there is a focus on obtaining member feedback about the quality of member communications.  Arrangements for obtaining feedback appear to be focussed on receiving feedback on standard communications produced by the scheme.

We understand that in order to keep costs down and to ensure that the scheme communicates with all its members consistently and appropriately, that the quality of written communications from the scheme to its members is important.

However, this is a new type of scheme in the UK and it is highly likely that some scheme members will have specific questions that need answered from time to time.  The Code does not deal specifically with arrangements for dealing with member enquiries, and we believe that this aspect of member communication should be covered by the Code from the perspective of member needs, and also scheme governance and risk management.

	070: Off
	071: No
	072: We have comments to make in relation to circumstances where employer support is relied on for the ongoing costs of the scheme or the financial reserves trustees must provide.

As part of the authorisation process the financial statements of sponsoring employers and the financial statements of third parties supporting employers must be submitted to TPR.  The financial statements are referred to as ‘accounts’ in the draft Code.  We recommend that in the list of ‘Information about the employer’ to be provided that TPR refers to the ‘annual report and financial statements’.  We would not expect other information filed/ published with the financial statements to be de-coupled from these.  While the auditor’s opinion does not cover the other information filed/ published with the financial statements, the auditor is required to report if the other information is materially inconsistent with the financial statements.  It would therefore not be desirable to de-couple the other information filed/ published with the financial statements for submission to TPR.

If the employer’s financial statements are ‘qualified’ or there is an emphasis of matter in an area that TPR considers significant or relevant, TPR will consider whether the employer is able to support the scheme.  We would envisage that the same would be true in relation to a supporting third party’s financial statements, but no similar wording is provided in the draft Code.  We recommend that TPR takes the same approach towards a ‘non-standard’ auditor’s report on a third party’s financial statements as it would in relation to an employer’s financial statements.

The auditor is required to make a positive statement in the auditor’s report under the heading ‘Conclusions relating to going concern’.  In circumstances where a material uncertainty over the employer’s ability to continue as a going concern has been identified and properly disclosed in its financial statements, the auditor must report certain matters under the heading ‘Material uncertainty related to going concern’.  The same requirements will apply in the case of a third party supporter.  We, therefore, recommend that where the Code refers to the financial statements being qualified or having an emphasis of matter, that reference is also made to a material uncertainty related to going concern.

For example, the wording currently under the heading ‘Accounts’, could be updated to state the following in relation to the employer’s financial statements and the auditor’s report thereon.  The wording covers all significant eventualities that could arise from auditing standards.  We acknowledge that the likelihood of an adverse opinion or an opinion being disclaimed is remote:

“Where the auditor expresses a qualified or adverse opinion or disclaims their opinion on the supporting employer’s financial statements or the auditor’s report contains a material uncertainty related to going concern paragraph or an emphasis of matter we consider to be significant or relevant, we will consider whether the employer is able to support the scheme.”

Perhaps a more fundamental issue in the Code of Practice is the emphasis TPR is placing on the auditor’s report on the financial statements of a sponsoring employer or a third party financial supporter of the employer.

The annual report and financial statements of the employer or the third party will contain information likely to be useful to TPR in considering the financial sustainability of the employer or third party.  Therefore, we would expect TPR to read annual reports and financial statements submitted to them and draw conclusions from those.  Therefore, it may be helpful to explain this within the Code.  It is possible that the way the Code is worded at the moment gives the impression that TPR is placing considerable reliance on the auditor’s report which, in the case of the sponsoring employer or the supporting third party being companies, is addressed to the members of the company.

It would be helpful if the Code could distinguish, for example, between ‘Information about the employer’ needed as part of the application for authorisation and what may need to be provided on an on-going basis to keep that authorisation.
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	089: No
	090: We envisage that all potential CDC schemes applying for authorisation should be able to demonstrate that they are qualifying schemes for auto-enrolment purposes.  We did not notice any reference to auto-enrolment within the draft Code of Practice and, therefore, we recommend that changes are made to the Code so that there are clear expectations in relation to a scheme’s initial and continuing authorisation.
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