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Improving member outcomes. Should you 
govern or consolidate?
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• Determine whether your scheme sits in the new ‘smaller’ scheme category.

• Review whether your arrangement provides good value for members (regardless of scheme size).

• Consider whether improvements are needed, or consolidation into another scheme (for example a DC master 
trust) can provide better member outcomes.

Actions you can take

What you need to know
• Following recent consultations on improving benefit outcomes for members in occupational defined 

contribution (DC) schemes, regulations that have increased governance requirements are now in place. 

• All relevant schemes (meaning most occupational DC and hybrid schemes) have increased reporting 
requirements via their chair’s statement, for scheme years ending on or after 1 October 2021.

• For scheme years ending on or after 1 January 2022, ’smaller’ schemes (those with less than £100m in assets 
and having been in operation for at least three years), must undertake a more detailed value for members 
(VFM) assessment each year. The results must be included in both the annual chair’s statement and the 
scheme return to The Pensions Regulator, and be published on a publicly available website.

• If a scheme is not delivering good value for members, trustees must confirm in the scheme return whether 
they plan to wind up the scheme and if not, why not and how they plan to improve it. Any improvements 
need to be made in a ‘reasonable period’ which is undefined, but it can be assumed this is likely to be before 
the following year’s assessment.

• For the avoidance of doubt, this does not apply to schemes with only DC AVCs. Yet, trustees already have 
a fiduciary responsibility and are obliged to govern such benefits in line with codes of practice. All members 
should be supported to receive good outcomes – and if this is not the case, trustees should improve support 
or consider consolidating these benefits into a DC scheme that does.

The XPS approach 
At XPS, we are engaging with trustees and employers ahead of their VFM assessments, 
to discuss which path they are looking to take; whether to govern or to consolidate.

Doing so, sets the right path for them, rather than waiting for their next assessment, 
which could mean lost time and opportunities.

Once a path is decided, XPS has the tools to fully support the next phase of either 
governance (via our VFM assessment tools) or consolidation.

XPS’s survey ‘2022: The Year to Decide’ found that 41% of schemes were looking  
to consolidate in the next 5 years. 55% were looking to govern (with the remainder  
largely undecided). We suspect though, that as trustees begin to understand the  
new VFM assessment requirements, this ratio could change.
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The data: what will DC schemes do? 
Given the Government’s focus on DC governance and the steady increase in requirements over the last 10 years 

we asked DC schemes how they are feeling. We found that overall, trustees and employers are feeling burdened, 

but generally accept that the DC governance requirements are needed and are in the best interests of DC savers. 

Do you expect to consolidate your trust-based DC scheme? 
No

Yes, with in the next 12 monthsYes, with in the next 2 yearsYes, with in the next 5 yearsNot sure

Source: XPS DC survey results, January 2022
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55% 
Of the DC schemes we surveyed are looking 

to maintain the status quo. Those involved will  

need to be confident that their arrangements 

are up to the task. 

Source: XPS Pensions Group

41% Of the DC schemes we surveyed are looking to consolidate over the next five 

years which, across the market, could equate to approximately 640 schemes.  

The Government is looking for significantly more schemes to consolidate 

meaning that the market may fall dramatically short of their expectations.72% Of the closed schemes who responded to our survey confirmed they would 

continue to govern. Again, this statistic is surprising given a driving factor 

for continuing to govern is to allow for continued employer involvement. It is 

important to remember that a closed scheme still needs to provide value for 

money to its members to ensure that they are able to achieve good outcomes 

irrespective of whether the vehicle is being used for ongoing accrual.52%
Of the hybrid schemes who responded to our survey confirmed they would 

continue to govern. This is worrying as DC hybrid schemes usually receive  

less attention than their DB counterpart; meaning value for money can often  

be overlooked. As these new regulations will capture fewer hybrid schemes  

(see page 9 for further details) we implore trustees and employers with  

hybrid schemes to early adopt these regulations to ensure their members  

are looked after.
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Maintaining the status quo Over half of DC schemes we surveyed expect to continue to govern for the next 5 years and beyond. 

With increased pressure from the Government to consolidate this will get harder but it is possible and feasible. 

For those opting to continue to govern their schemes, nearly a quarter are doing so because their current  

scheme offers appropriate value for money. An additional 20% choosing to continue to govern over concerns 

that transferring the DC scheme elsewhere would reduce autonomy and the amount of input that the employer 

would have upon their staff’s financial wellbeing. 

For many, however, maintaining the status quo will not be enough. DC schemes will have to compare themselves 

against others and publicly demonstrate that they are delivering good value and good outcomes for members. 

Schemes that have total assets of less than £100m need to explain how they deliver on all these areas and decide 

whether the scheme provides Value for Members. If it doesn’t they must either take ‘immediate’ steps to deliver 

value for members or wind-up the scheme and transfer members to a larger scheme, such as a master trust. 

Schemes with assets over £100m don’t need to benchmark their costs, charges and investment performance 

against ‘larger schemes’ although best practice would be to do so. These schemes are still required to assess  

how they are delivering Value for Members, in the same (or very similar) way as for smaller schemes.

If you expect to continue to govern your scheme, what are the key drivers  

for that decision?

Our current scheme offers appropriate value  

for money to membersWe want to retain control over governance
The trustees and employer value having a more direct 

role in the financial wellbeing of members and staff

Our members value the current arrangements

Our scheme allows us to create bespoke solutions  

for members
We have not formally considered consolidation yet

There are a lack of appropriate solutions available

We have a lack of understanding of options available 

to us

Source: XPS DC survey results, January 2022
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Trustees and employers must understand the 

importance of not only assessing value for money but 

also in delivering value for money. Opting to continue 

to govern is a huge responsibility and one that should 

not be taken lightly.
Chris Barnes Senior Consultant

Click here  
to view our survey
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The finer detail: 

© XPS Pensions Group 2022. XPS Pensions Consulting Limited, Registered No. 2459442. XPS Investment Limited, Registered No. 6242672.  
XPS Pensions Limited, Registered No. 03842603. XPS Administration Limited, Registered No. 9428346. XPS Pensions (RL) Limited,  
Registered No. 5817049. XPS Pensions (Trigon) Limited, Registered No. 12085392.

All registered at: Phoenix House, 1 Station Hill, Reading RG1 1NB.

XPS Investment Limited is authorised and regulated by the Financial Conduct Authority for investment and general insurance business  
(FCA Register No. 528774).

This communication is based on our understanding of the position as at the date shown. It should not be relied upon for detailed advice  
or taken as an authoritative statement of the law.

Timeframe
The new requirements apply as follows:

• Chair’s statement: scheme years ending on or after 1 October 2021; and
• Value for members assessment: scheme years ending on or after 1 January 2022.

Background
The Government believes that bigger DC schemes give better outcomes. It wants  
‘smaller‘ DC schemes to meet new minimum governance requirements, or consolidate  
into larger schemes. 

Additional disclosure 
requirements for 
chair’s statements 
from 1 October 2021

Almost all schemes, regardless of size, will be required to show the net investment returns 
(dating back at least 5 years, or longer if possible) on both the default and all self-selected 
funds in which members are invested. These must be included within the chair’s statement, 
which is available via a publicly accessible website.

VFM for ‘smaller’ 
schemes

Almost all ‘smaller’ schemes will have to compare their net investment returns and also 
their costs and charges with those of three ‘larger’ (over £100m in assets) comparator 
schemes, on an annual basis. 

This must include one with which the trustees have discussed it accepting a transfer 
of the scheme’s benefits should it be wound up. 

A ‘smaller’ scheme is defined as one with less than £100m in assets, that has been 
in operation for at least three years.

For hybrid schemes, it is their combined DB and DC assets that are compared to the 
£100m measure for being a ‘smaller’ scheme. If this is greater than £100m, it is not required 
to complete the new VFM assessment. However, the trustees must still undertake a VFM 
assessment, but this does not have to be in the new assessment structure.

This requirement does not apply to schemes with only DC AVCs.

VFM for ‘smaller’ 
schemes – 
administration and 
governance

As well as ‘comparator assessments’, trustees’ VFM consideration needs to include:

VFM for ‘smaller’ 
schemes – reporting 
requirements

The output of the VFM assessment will have to be disclosed in the chair’s statements  
and the annual scheme return, thus giving TPR direct sight of these assessments. 

If, based on their assessment, trustees do not believe that their scheme is providing  
good value for members then TPR will require improvement within a reasonable period  
or the scheme to start winding-up, with a transfer of assets to a larger arrangement  
(e.g. a master trust).

• record keeping
• core financial transactions
• member communications
• managing conflicts of interest

• default investment strategy
• investment governance
• trustee knowledge
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