EXPLANATORY MEMORANDUM TO

THE OCCUPATIONAL PENSION SCHEMES (GOVERNANCE) (AMENDMENT)

REGULATIONS (NORTHERN IRELAND) 2018

S.R. 2018 No. 214

1. Introduction

1.1 This Explanatory Memorandum has been prepared by the Department for
Communities to accompany the Statutory Rule (details above) which is laid before
the Northern Ireland Assembly.

1.2 The Statutory Rule is made under section 2(2) of the European Communities Act
1972 and is subject to the negative resolution procedure.

2. Purpose
2.1 These Regulations amend existing legislation to implement provisions of the

European Union Directive (EU) 2016/2341 on the activities and supervision of
institutions for occupational retirement provision (commonly known as “IORP II"")
which relate to workplace pension scheme governance.

3. Background

3.1

3.2

33

34

3.5

IORP 1II is a recast of the Directive 2003/41/EC (commonly known as “IORP I”),
on the same subject matter. IORP II places greater emphasis on effective corporate
governance for pension scheme trustees.

IORP TI's occupational pension scheme governance requirements were
implemented in 2005. Article 14(1) of IORP I required national regulators to
ensure IORPs have sound administrative and accounting procedures, and adequate
internal control mechanisms. This was implemented by the insertion of Article
226A into the Pensions (Northern Ireland) Order 2005 and corresponding Great
Britain legislation.

Internal controls are the systems and processes put in place by those running an
occupational pension scheme to make sure that the administration of the scheme
operates adequately and in accordance with the law.

IORP II places more emphasis on scheme governance than IORP I, and therefore
represents a position closer to the UK’s. Scheme governance requirements in
IORP II are set out across ten articles outlining what comprises an effective system
of governance for occupational pension schemes.

A system of governance refers to the overarching system whereby those running an
organisation or entity — in this case an occupational pension scheme — conduct their
business with effective corporate controls. Internal controls are only one element
that sit under this overarching system. Most financial services providers, including




3.6

3.7

3.8

3.9

3.10

3.11

3.12

those who provide private personal pensions, are already legally required to
demonstrate an effective system of governance. More information on the concept
of a system of governance may be found in the guidance note from the European
Insurance and Occupational Pensions Authority (EIOPA) available at
https://eiopa.europa.eu/guidelinessii/eiopa_guidelines_on_system_of_governance_en.pdf.

These Regulations amend the governance requirements in the Pensions (Northern
Ireland) Order 2005 to require trustees of private occupational pension schemes to
establish an effective system of governance which includes internal controls, and
which is proportionate to the size, nature, scale and complexity of the activities of
the pension scheme.

These Regulations do not apply to authorised master trusts within the meaning of
Part 1 of the Pension Schemes Act 2017 or any corresponding Northern Ireland
legislation as these schemes must already meet governance requirements beyond
the establishment of adequate internal controls.

These Regulations also do not apply to public service pension schemes within the
Public Service Pensions Act (Northern Ireland) 2014 (c.2 (N.I.)) Article 226B of
the Pensions (Northern Ireland) Order 2005 currently requires public service
pension schemes to establish adequate internal controls. The Public Service
Pensions Act (Northern Ireland) 2014 and the Pensions Regulator’s (TPR) Code
of Practice (COP) 14 put in place additional governance requirements beyond the
establishment of adequate internal controls.

There is an existing duty on TPR to issue a COP in relation to the duty imposed
by Article 226A(1) of the Pensions (Northern Ireland) Order 2005 (under
regulation 3 of the Occupational Pension Schemes (Internal Controls) Regulations
(Northern Ireland) 2005) and corresponding Great Britain legislation. These
Regulations prescribe what exactly must be covered by that COP.

The granular details that will expand on the COP content prescribed in these
Regulations will be developed by TPR in close liaison with the pensions industry
and government. Part of an effective system of governance is the evaluation of its
effectiveness and trustees will be expected to carry out and document such a
review by the end of their next scheme year following the publication of the COP,
or in alignment with their existing review and document cycle if different.

The Pensions Regulator, operates UK-wide. TPR is a non-departmental body
which regulates private occupational and personal pension schemes provided
through employers. TPR’s statutory objectives include promoting the good
administration of work-based pension schemes and protecting the benefits of
pension scheme members.

The purpose of TPR’s COPs. A COP is suited to dealing with detailed
requirements of this sort that will need to be approached very differently across a
diverse landscape of regulated entities. It is a more agile and flexible means of
setting regulatory expectations than legislation and is therefore also particularly
appropriate when the economic and regulatory landscape is subject to change.
COPs are subject to formal consultation.




3.13

3.14

4.1

5.1

6.1

In this case, transposing the practical details of the governance requirements in a
COP will also ensure that the UK is aligned with the flexible and proportionate
principles of the IORP II directive.

The Directive has a transposition deadline of 13th January 2019. The UK will
still be a member of the EU at this time, and is committed to transpose the
Directive into UK law.

. Consultation

There is no requirement to consult on these Regulations. They make in relation to
Northern Ireland only provision corresponding to provision contained in
regulations made by the Secretary of State for Work and Pensions in relation to
Great Britain.

. Equality Impact

In accordance with its duty under section 75 of the Northern Ireland Act 1998, the
Department has conducted a screening exercise on the legislative proposals for
these Regulations. As they are largely of a technical nature to implement
Directive (EU) 2016/2341 on the activities and supervision of institutions for
occupational retirement provision, the Department has concluded that they would
not have significant implications for equality of opportunity and considers that an
Equality Impact Assessment is not necessary.

. Regulatory Impact

A Regulatory Impact Assessment is attached in the Annex to this Explanatory
Memorandum.

. Financial Implications

7.1

8.1

None for the Department.

. Section 24 of the Northern Ireland Act 1998

The Department has considered section 24 of the Northern Ireland Act 1998 and is
satisfied that these Regulations —

(a) are not incompatible with any of the Convention rights,
(b) are not incompatible with Community law,

(c) do not discriminate against a person or class of person on the ground of
religious belief or political opinion, and

(d) do not modify an enactment in breach of section 7 of the Northern Ireland Act
1998.



9. EU Implications

9.1

These Regulations implement provisions of Directive (EU) 2016/2341 on the
activities and supervision of institutions for occupational retirement provision. A
Transposition Note is attached in the Annex to this Explanatory Memorandum.

10. Parity or Replicatory Measure

10.1

The corresponding Great Britain Regulations are the Occupational Pension
Schemes (Governance) (Amendment) Regulations 2018 (S.I. 2018/1103) which
come into force on 13th January 2019. Parity of timing and substance is an
integral part of the maintenance of single systems of social security, child support
and pensions in line with section 87 of the Northern Ireland Act 1998. The
Regulations are necessary to implement provisions of Directive (EU) 2016/2341
on the activities and supervision of institutions for occupational retirement
provision, across the UK. It was, therefore necessary to make the Regulations
during the period of interregnum.



Annex
REGULATORY IMPACT ASSESSMENT
THE OCCUPATIONAL PENSION SCHEMES

(GOVERNANCE) (AMENDMENT) REGULATIONS
(NORTHERN IRELAND) 2018

The costs and savings outlined in this Regulatory Impact Assessment are calculated
on a United Kingdom-wide basis.

Evidence Base

The policy issue and rationale for Government intervention

1.

EU Directive 2016/2341 (commonly known as IORP' II) is a ‘recast’, or revision,
of the ‘IORP 1’ Directive?. The recast directive places greater emphasis on
effective corporate governance for pension scheme trustees. The transposition
deadline for this directive is 13th January 2019.

It is the current cross-Government position that the UK should continue to
transpose EU law. Until exit negotiations are concluded, the UK remains a full
member of the European Union and all the rights and obligations of EU
membership remain in force. During this period, the Government will continue
to negotiate, implement and apply EU legislation. The outcome of these
negotiations will determine what arrangements apply in relation to EU
legislation in the future once the UK has left the EU.

This directive is part of the EU’s framework for financial regulation, and, as its
requirements are aligned with the UK’s own priorities, it is sensible to transpose
it with a minimal impact approach. This also supports the UK’s position in the
EU Exit negotiations, particularly in respect of any implementation period.

The changes are in line with domestic initiatives for occupational pensions that
are designed to improve protection for savers and confidence in financial
services. These include:

e Governance requirements for public service pension schemes.

e Governance requirements for Defined Contribution (DC) pensions Master
Trusts to obtain authorisation.

e DC Chair's Statement, which must demonstrate a range of activities that
comprise adequate scheme governance.

e Proposals in the recent Defined Benefit (DB) pensions white paper to
improve risk management and the governance of decision making

1 IORP stands for Institutions for Occupational Retirement Provision — in the UK, a private occupational pension scheme
2 Directive 2003/41/EC



following high profile corporate insolvencies which left significant deficits
in DB pension schemes. For example, the Westminster Work and
Pensions Committee hearings have reinforced this message, focusing
attention on standards of corporate governance on trustee boards, in
particular on their ability to identify and manage risks and to ensure the
interests of employers are not allowed to override those of savers.

e The Pensions Regulator’'s “21st Century Trusteeship” and “TPR Futures”
initiatives.

Policy objectives and intended effects

5.

The EU’s position on corporate governance for pension scheme trustees, as
set out in IORP I, closely reflects the UK’s existing position. This requires that
an effective system of governance should be in place in each pension scheme,
proportionate for the size and risk profile of each pension scheme. The second
of four stated aims for the directive is to ensure good governance and risk
management, as set out in the Commission’s proposal® to recast the |IORP
directive (para 1.1, page 4 refers). The overarching aim is that all scheme
members should be able to have confidence that their retirement savings are
being properly managed.

The changes being made as part of IORP Il transposition will codify what
trustees in the UK should already be doing to properly run their schemes. This
approach will clarify what is expected from trustees for schemes where the
approach is less clearly defined within the UK’s regulatory framework. When
clear and enforceable legal requirements are in place for all schemes TPR will
be able to take more targeted and timely action against schemes that are not
properly run.

Policy options considered, including alternatives to regulation

Option 1: Do nothing

7.

The option was considered following the Referendum on exiting the European
Union in June 2016, when it was unclear whether it would be necessary for the
UK to transpose this Directive in January 2019.

It is now the confirmed cross-Government position that the UK should continue
to transpose EU law. Until exit negotiations are concluded, the UK remains a
full member of the European Union and all the rights and obligations of EU
membership remain in force. During this period, the Government will continue
to negotiate, implement and apply EU legislation. The outcome of these
negotiations will determine what arrangements apply in relation to EU
legislation in the future once the UK has left the EU.

It was then considered whether transposing this directive was disproportionate
or inappropriate given the reality of the UK exiting the EU, in line with DExEU
legal guidance. The directive does not fall into that category.

3 Brussels, 27.3.2014 COM(2014) 167 final



10.

11.

“Do nothing” is not in line with the UK’s duty of sincere co-operation under
article 4 of the Treaty on European Union, and is therefore not in line with the
Government’s position on continuing to meet the obligations.

The UK pensions industry has been expecting IORP |l since 2014 and it would
create confusion if it was ignored at this late stage.

Option 2: Non-legislative transposition

12.

13.

14.

Non-legislative means — TPR’s Codes of Practice — have been used to
transpose some elements of the directive (these are not discussed in this
impact assessment). TPR Codes of Practice explain in practical detail what the
Regulator expects from trustees in complying with the law. In scenarios where
the UK’s existing law is sufficiently close to IORP Il or is sufficiently broad, the
UK can transpose those elements of the directive by changing the relevant
Code of Practice so it aligns with the directive.

It was considered whether it would be possible to transpose the governance
elements of the directive purely by such non-legislative means, so as to
minimise the amount of legislation brought forth. However, the extent of the
change to governance requirements in the recast directive — from one sub-
paragraph requiring “adequate internal controls” to ten lengthy articles requiring
an effective system of governance — requires a small amendment to be made
to legislation in order to fulfil the obligation to transpose.

Amending the way that governance requirements are described in legislation
will enable all other elements of the IORP Il governance elements to be
transposed through non-legislative means.

Option 3: A mixture of leqgislative and non-legislative transposition

15.

16.

17.

18.

The existing legal requirement for adequate internal controls is too narrow to
allow the entirety of the system of governance set out in the directive to be
expressed only in an updated TPR Code of Practice. Doing so would make
TPR’s Code of Practice unenforceable and may put the UK in the position of
sub-delegating to TPR without a power to do so.

Failing to update our legislation to reflect the extent of change in this key area
of pension scheme would also make it challenging to demonstrate to the
European Commission that the UK had sufficiently transposed this element of
the directive. This could also lead to an ‘infringement procedure’ or referral to
the Court of Justice.

The chosen option is therefore to take a proportionate approach which includes
both legislative and non-legislative elements, minimising the legislative
component as far as possible.

In collaboration with industry stakeholders, a minimum harmonisation approach
to these articles has been designed which will minimise any impact on industry.
It will formalise the requirement that trustees for all pension schemes with more
than 15 members need to satisfy themselves that they have an effective system



19.

20.

21.

of governance. Specific requirements for risk management and other
operational matters will be set out for schemes with more than 100 members,
proportionate to the complexity and risk profile of the scheme.

This approach enables the requirements of the directive to be made
proportionate to the different segments of the UK’s diverse private occupational
pensions landscape.

This directive is part of the EU’s framework for financial regulation, and, as its
requirements are aligned with the UK’s own priorities, it is sensible to transpose
it with a minimal impact approach. This also supports the UK’s position in the
EU Exit negotiations, particularly in respect of any implementation period.

In the unlikely event that the EU Exit negotiations result in the UK adopting a
position where its policy is no longer to transpose such directives, the ability to
revoke this legislation is retained.

Expected level of business impact

22.

23.
24.

25.

Engagement with Industry suggests that the costs of complying will be minimal.
Work has been carried out with a group of key industry stakeholders to develop
options for how different types of schemes could achieve an effective system of
governance at a proportionate level of cost, and this work will continue during
the development of TPR’s Code of Practice.

The approach to each change is costed in the table below.

The changes to scheme governance in IORP Il have only occasionally been
referred to in the pensions press. It has correctly positioned them as being in
line with the UK’s existing direction of travel, in particular the current work to
drive up standards of governance by TPR under its flagship “21st Century
Trustee” initiative.

The most recent information provided to industry by professional bodies was
supportive of this approach, clearly articulating the narrative*.

Monetised and non-monetised costs and benefits

Summary

26.

The total estimated cost in year 1 is £5.1° million and every third year after that
£2.7 million. The estimated annual net direct cost to business (EANDCB) in
2016 prices and discounted to 2017 is £1.3 million.

Key assumptions

Scheme volumes

4 For example: https://www.lcp.uk.com/our-viewpoint/2018/08/pensions-bulletin-201832/
5 Note: it is assumed that the triennial costs are first incurred in year 1; the £5.1 million figure is the sum of it and the one-

off / initial costs (which are all incurred in year 1) — see table 2 below for more detail.



27. Public Service schemes, Master Trust schemes, and schemes with less than
15 members are excluded from the volumes as the regulations will not apply to

them.
Table1: Volumes of schemes to be used in the estimates.
Number of scheme Defined benefit (DB) Defined contribution Total
members & hybrid (DC)
15-996 1,760 920 2,680
100+ 3,6387 4008 4,038

Trustee numbers

28.

29.

All trustees need to familiarise themselves with the new regulations. There is
no definitive figure for the total number of trustees that will be impacted so it is
necessary to estimate this. For simplicity a methodology was applied of the
average number of trustees per scheme multiplied by the number of schemes
to calculate the total number of trustees. However, there are different types of
trustees including lay and professional and many professional trustees offer
services to more than one scheme. Therefore this methodology will give a
higher estimate than a central figure. However, it is appreciated that the
pensions landscape is complex and there are other people in the pensions
system who will also need to familiarise with new regulations, such as
consultants and legal advisers, and so this higher figure captures other affected
people. It would be a disproportionate cost to estimate this in more depth.
Therefore throughout this impact assessment references to trustees include
other impacted parties as well.

It is estimated from TPR research that there are an average 3.4 trustees per
scheme with more than 100 members® and 3.6 trustees in schemes with 100-
999 members. This research also shows that small schemes with under 100
members have an average 2.4 trustees per scheme.

Wage assumptions

30.

The average hourly wage for a trustee is £35.46'°. For the purposes of
simplicity and being prudent in the presence of uncertainty it is assumed the
same rate for a documenter as well.

6 Estimated from the PPF Purple Book 2017 and the DC Trust Statistics 2017/18, Table 1.8.
7 PPF Purple Book 2017: https://www.pensionprotectionfund.org.uk/Pages/ThePurpleBook.aspx
8 DC trust statistics, 2017/18. Excluding hybrids. Table 1.8: http://www.thepensionsregulator.gov.uk/doc-library/dc-trust-

presentation-of-scheme-return-data-2018.aspx

9 TPR 2015 research shows that there are an average of 3.6 trustees for schemes with 100 — 999 members and

3.0 trustees with 1,000+ schemes. We have created a weighted average using the volume of schemes in these

brackets to get 3.4 average for schemes with 100+ members

http://webarchive.nationalarchives.gov.uk/20170712122409/http://www.thepensionsregulator.gov.uk/docs/trustee

-landscape-quantitative-research-2015.pdf

10 The mean hourly wage for a corporate manager or director is £27.92 in the Annual Survey of Hours and

Earnings 2017 provisional, Table 2.5. This is uplifted by 27% for overheads from the archived Green Book.

https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/datasets/occupatio

n2digitsocashetable2




Length of requlations

31. The regulations, which all schemes with more than 14 members (incl. small
ones — 15 to 99 members) will have to be familiar with, are estimated to be a
total of 4-5 pages long. Schemes with 100 and more members will have more
detailed requirements set out for them and will need to familiarize themselves
with more pages of regulations — as discussed in the paragraphs below.

Calculation of familiarization costs

32. In principle, familiarisation costs are worked out by multiplying the assumed
average hourly wage rate by the number of people involved in familiarisation
and by the number of hours that each person, on average, will have to spend
familiarising. The assumed numbers of hours to be spent is a judgement call
based on considerations of number of pages to be read and expected level of
complexity involved.



suole|nBal asay) 0} 1S00 ou 0s ‘Apeale (8€9°¢)
ABajesis Buipung gq ayi Jo Led se Japisuod 0} Juswalinbay - aq

‘Juswabeuew

)SLI UOIJBJJUSOU0D pue

Aupinbi| {sanaireausp Jenoiued

ul ‘uawilsanul {luswasbeuew

AljigeI-18SSe {Ssluawlwwod

Je|lWIS pUe SUOIBSIIINDaS
‘Buiniesal pue Bunumispun B

-:uo mm_mmymbm luswnoop o]

pJemiojiybrelis aq o) paloadxa
S| SIYl WJO0} BUO Ul SJUSWSSOSSE Sl SARY ||IM SBWBYIS

1ap|oy

9say} ||le sy "Jap|oy uonouny ysi 8y} Juiodde 0} uoissnasip  awayds Jad saalsni) (80'y) uonouny juswssasse ysu ay) Bunuiodde
Joys e yum suone|nbai jo sbed suo peal 0} sealsnil ||y +'E JO YoBs noy suQ 1J0-8UQ 008'98%3 DA% 9d pue suoienBal yum uonesueljiwe
uoIOUN} JUBWISSASSE YSIY |
s|euoney suondwnssy  ¢,US1jo MOH 1S0)  sawayos

"SI8QUUBL 810 10 Q0] YlIM Sawayos 10) Spoedwi pajeLUI)ss g a|qe|

sloquiaw aIow 10 Q0| YHM SaWaYIs — S}S09 10alIp pajewiisy

"Mmo|aq ‘suone|nbal ayj jo sued

pa|Ielop 810w 8S8Y)} 0} PEIeOO||B USaq SARY SISOD UolesLeljiwe) 810j018y | "osudwod }snw 8oueuIaA0Bb Jo walsAs Jisy) 1eym Ino Bumes sjuswaiinbai
pa|ielep 810w aJe 848yl INg [|9M Se Sisquiall +00 | YIM Sawayos 10} paiinba. si suoiejnbal 8ouruIBA0D JO WalSAS ay] YIM uonesueljiWe) 1eyl 810N |

pajewisa sl awi} Loys e
Ajuo azis siy} Jo sewayos o1 Ajdde suone|nbal
Jayuny ayi Jo auou pue areuoiuodoid aq awayos
p|noys asuodsal sy "9say) Japisuod 0} awl Jad sinoy om] (0g9‘2)
uoys pue suonenbal jo sebed G- pajewisy Buiyel seaisni) g JOo-auQ  00£°‘95H3 0 pue gg

suonenBas yum uolesieljiwe

90UBUIDAOY) JO WI)SAS

ajeuoney suondwnssy ¢, ualjo 150D Sewayos
MOH

S18qQUIBW 66 O] G| YlIM Sawayos 10j S1oedwl pajelli]ss ;2 a|qe ]

siaquiaw 66 O} G| YIIM SaWaYIS — S}SO0I 10841p pajewl}sy



"88°T ST SAWAYDS (SIqUIAW 666-001) G II[[PWS JO JqUINN TT

‘Ainp Areronpiy Bunsixe Jisyy

198W 0} paJinbal s| jeym puohaq ‘diysiaquiaw Jo sjuswbhas 1o "anljoadsiad Jiay)
[enpiAlpul Jo 8Aoadsiad ay} wody s Buissasse Jo suwiia} ul 0} WI0J} SYSII 8S0Y} JOPISUOD 0S[e
paiinbai Apeasje ueyl Joylny o6 0} paloadxs Jou aie saweyods (00%)  1snw walsAs Juswabeuew ¥su
"1509 |euolippe ou os Ainp Aseronpiy Bunsixe ul nonduw - NQ 9yl ‘SYSuU Jeaq siequiawl 8I8YM O
8102 (puejal| uidyuoN)
suonenBay (uoeolIpol pue Juswpuawy)(aInsojosi|g "JosJay] Juswebeurew
puUB JUBWISBAU|) SOWBYIS UoISuad [euoiednodQ pue (a9IA1eg (880‘p) ay1 pue 01j0j10d JudWISaAUl
9|qBUOISUS) puN4 UOI103]0id UoIsuad ayl Aq pasodsuel | - Na ¥ gda ay} 01 buneds sysU HS3 P
ssa20.d »aInb
B 9Q p|noys 0s asay} 0} uonejas ul aney Apealje Aayl leym salnuiw G| Buel sieak (880‘p) sanbiuyos) uonebiw
a1lum 0} aaey Ajuo |Im (98)1SNnJ} B 10) JSP|OY UOIIOUNY YSU 8y JSP|oY uoniouny ysu | ¢ Alang 008‘6E3 DA ¥ 9d - Sl Jay10 pue adueInsu| o

009°L L L ‘13 }1S02 pinom siy} Aep
B Jjey puads 0] pey sewayos g 48jjews ayj | J| AUrijIsuss

‘ainbiy [e101 8y} 1oedWI PINOD SIY} MOY SB1BIIPUI MO|S]
AlAlIsuas ay] Ing pajoedwli 84 ||IM By} Jequinu |[ews e ale
818U} MOYS 0} S| %Gg Jo uondwnsse ay] "Sawayos Jo|ews

ul aq 0} Ajoy||| aJe asay] ‘abpajmou| [BUOIINYISUI JO S[eNpPIAIpUI
pa|ys Jenoied apnjoul ybiw siy | -eoueldwod Ydaon

10} paainbai asoy) puoAaq ob jeyr sjuswabuese Aunuiuod
SSBUISNQ |BUOIIPPE YIIM SBWBYDS 8WOos 8q pjnod alay |

‘aouel|dWwod Ydao Jepun sanssi Alnuijuoo ssauisng
IIe yum A|[dwod 01 ssasoud Buiisixe ue aAeYy p|nom Sawayods
1SOW 1By} pauWLIJUOD SI8pP|0YdYeIS WOy 92uspIAg  “(Hday)
Jore|nBay uonosloid eleq |essuax) ayl yum Aldwoo o1 elep 01 (sinoy G'g) Aep e jjey
uonelal ul Alnuiuoo ssauIsng JapISuod 0] pasu sawayos g ayel (sdiysiequiaw
666-001) S8Wayds
‘ugping ou 0S 3P0 gq J9|lews JO %G sieak (880‘p)
N Bunsixs solenbay sy} Jopun Syl J8PISUOD SBWBYIS DJ 10 (9°g) sealsni| chMion3  ,,006°2/23 DA ® 9d sysu [euonesado  q




(anoqe painuspl) passasse uaaq aAey Sysu [euoljelado yoes sieak (880‘p) ‘sysu [euonesado
ey Builum ul wWIUOD O} S881SNJ} J0) papasu awil UoYsS noy | ‘seaisni y'¢ € Aiang 008°98%3 OA % 9d By} JO JUBWISSASSE dAllBlIEND
U110k [elpawal AUE JO SSBUBAII0BYD
suole|nbai Buipuny swayos (8e9‘c) 8} pue syjauaq juswadilal s Jaquisw
3y} 10 600z 48pJ0 (IN) suoisuad ayi Jo ¢ Ued Aq paiano) - aa 1no Buifed 0] sysu 8y} JO JUBWISSOSSY
‘g|qeorjdde aiaym ue|d Aianodal
suonenbai Buipuny swayos (gg9o‘e) ay1 Jo uonduosap e Buipnjoul ‘ewayods
8y} 10 GO0z J9pJI0 (IN) suoisuad ayi jo ¢ ued Aq paiano) - gqa 9yl Jo spaau Buipunj 8y} JO JUBWISSOSSY
000°/ L3 8q pjnom }sod
8y} uay] JsaJajul JO JoIjJU0D B peY Sawayos J[e J| AUAISusS
"uasoyd udaq pajuanalid aJe 1salajul Jo
sey %06 os (1oAojdwa ayi 1e uonouny ayl ino BulAied uosiad 1saJaul S1011Juod moy Jo uonduosap e ‘1ahojdwa
B 9Sn 0] 8S00Y9 ||IM SBWaYIS AUBW MOY UMOUY JOU SI Yl JO 101]JU0d 8ABY %05 sieak (8€0v) 8y} 1e (s)uonouny Aoy sawes ay}
SB) 8q ||IM 848U} 1S8J81Ul JO S]OI|jU0D AUBW MOY UMOUY 10U SI}| ‘@alsnul | ‘suiw O} € Alang 006113 DAw®ga Inosaued sapinoid/uosiad swes syl j
‘yoes Jnoy Jayloue Joj Jay1abol Juswnoop
3yl MaInal |IM $881SNJ] 8yl uayl pue dn Siy} S1LIM ||IM 'sinoy
Jajuawnoop ay] -sinoy a4y} Ajerewixoidde Joy siyi ssnosip g Bupje) Jejuswnoop
01 Jay1abo] 198w 0] BARY |[B |[IM S881SNJ] 8yl 1Byl POWNSSE SI ] auo snid yoes
sinoy ¢ ‘sealisni} sieak (880‘p) ‘wa1sAs Juswabeurw-ysi
"MBIABI JUBLIB]RIS JIBYD SE PalapIsuod DJg $'€ ‘sawayds gq cAldAg  008°€/SI3 DA R 9A  9Ul JO SSBUBAIND8YS BY} JO JUBWISSSSY
S8lnuIl G| oxel |
sieal juanbasqng (1eah paiyy
Joeduwi [jewsS oS 000°L3F -/+ Senib Jeak sinoy g Bunel %05 enbasqgns
1s41) 8y} ui sinoy g Bunye)] seweayos Dg %001L 01 %0 AUAIsuss pue inoy | Buiyel Kiane)
%0G :sdwayds Dd 008'GE3
"SIy} op Ajjua.iind jou Aew Jo Aew DQq ‘Inoy ‘Bunfew
‘Buipuny swayas o0} yoeoudde juswabeuel ysiy paielbaju| | sewayos gq L IA sieak (1 1eah) (8e0‘'y) uoIsIoap ¥ Juswabeuew awayos Jo ued
ue Buye} Ji JuslIxa swos 0} Sy} JapIsuod 0} sey Apealje 9a Japjoy uonouny | ¢ Aiang 00€0SI3 DA% 9d SI JUBWISSASSE YSlI Moy Jo uondiosaq

:;Juswissasse ysii ay} bunuswnooq




Buioinosino Inoy | ‘ewayos sieak (880‘p)
10} 1SIX® 1By} sjuswnoop ay} Ajuapl 0} paau |im uosiad suQ Jad uosiad | @auyl Aieng 002'SP13 DA ® 9d Buroinosino Bunuawnooqg
"uoIsSsnasIp
aJinbai Jou [jIm 0s ‘Aym pue 82JN0SINO 0O} SUOIOUN) YDIYM sulw Qg ‘dwayds (880‘p)
papIoap aAeY Apeadje [|Im SaWayds Se ‘peal 0] saslsnil ||y Jad saaisni y'¢ 1J0-8uQ 00¥‘€ve3 DA% 9d suolne|nbal yum uonesueljiwe
Buioinosing v
‘sw9)
pue JoeJU0I |elenloe Bulsixe sy} Je Bujuiod uolejuswnNIop sulw Q] ‘ewayos sieah (geo‘e)
apinoid 0] paau Ajuo [Im Japjoy uonoun) [euenjoe ay]  Jad Jepjoy uonouny | aaJyl Aleng 00S°1L23 dad Aaijod sy Bunuswnoog
"S92IAJIBS [BlIen}oe apiaoid 0] Juswiulodde
mau Aue aainbal jou pjnoys pue psemiojybiens aq pjnoys
SIY] JO uonew.ipuod uapum Buipinoid os ‘sennp asay) 1o Aued
0] Aienjoe ue aney Apealfe [jIm Sawayds asay] “suoienbal sulw Qg ‘Owayos (ge9‘e)  JdpIoy uonouny [euenioe ayl Bunuiodde
jo abed | punoJe peal 0} saWLBYISs gq Jo seaisnii ||y Jad seaisni ' }J0-8uQ 00£‘6123 aa pue suone|nbal yum uoiesieljiwe
uoiouny jeLen}oy g
(860°'1)
MOJeq passnasI(, - Na® gda 9onoe.d Jo 8p0od yum Ajdwod 0} 1509
.M0Jaq passnasig
"92110B1d JO 9P0D 9OUBUISAOKL) S Jole|nbBay ayl ul palelisn|i
a.e Jey) aoueldwod Jo} suoneoadxe ay) BulispISUOD SA[OAUI
[I!IM SIy | J8pjoy uonouny ajeudoidde ue juiodde 0] usy) pue
aourUIaA0D JO WB)SAS J1BY] JO SSBUBAIND)S pue Aoenbape Jspjoy
ay) Bunenjeas 0y ayel |Im Asy) yoroisdde ay} aaibe pue yoes (820v) uonouny uoneneas ay} buuiodde
ssnosip Ajjuiol pue suone|nbal jo abed suo peas 0] seaisny ||y Inoy | ‘seaisnil 4'¢ }J0-8uQ 008983 DA ® 9d pue suolienbai yum uonesuel|iwe
SSQUAAIN03)D
pue Aoenbape Bunenjeag -g
‘abueyd
Aiorenbal 0} anp sjasse Jo uoljeloaidap
B} 0] PalE|aJ SHSII PUE SYSU [BID0S
‘JUBWUOJIAUS BY] pUB $82IN0S3l JO
asn ‘ebueyo ajewl|o 0} pajejal SysU Jo
sonnp uawisaAul Areonply s,a91snJ) Buluayibualls (880‘p) JUBWISSOSSE UB ‘SUOISIOaP JUBWISOAUI

pue Buifjueld uo suonenbai 810z 8yl Aq paIsno)

oaw®dgd

Ul P2JapISU0D aJe SI0J0B) HST ||




‘s1e9K 901} A19Ad Apuonbasqns udyy pue 1500 [eNIUI Y} IPISTUO[E JeIK ISIIJ Y} UT SINDOO0 ISOJ [RIUUALI SIYT, :AJONET
“(001°69€ + 00F"EVT+ 00€°61C + 008°981+ (008°SE-00€°0ST) + 008°98F +00E9SH =) TT

‘BAe |enuuy
000°009°1:3 gOdNVv3
sieak
o2y h1eng  002'895°€3 g11S0Q [eluual |
HO-8UO  002‘6.£°C3 $1S09 }J0-8UQ
OIIBUSJS 9SEB) ISIOA\ - IS0 [el0]
‘Bae [enuuy g0dNv3
000°00€°L3
sieak 11500 |eluual |
o2y h1ong 00662223
HO-8UQ  ;,002'cLEC3 SIS02 jj0-8uQ
OlIBUDIS [BJjud) - 1S0) [el0]
s|qeoldde (8€0'v)
J1 ‘) 198W OS|e siapir0id Pa2IN0SsINo MOY 1IN0 18S puB  Ydoes JNoy | ‘ewsayos sleah 0a
Ao1j0d uonessuNWal 8y} JUBWNOOP 0} Paau ||Im uosiad suQ Jad uosied |  @auy) Aiang 002°'€Y 13 pue gqg Ao1j0d uonelssunwal Buuawnooqg
aWaYds 8y} 40} SUBBW 1l JeYM SSNISIP pue ‘9211oe.d yoea
JO BP0 By} Ul 1IN0 18s suoneloadxs pue uoneue|dxs pue SullW G ‘ewayos (880‘p)
suolje|nbal ay} peaJ 0] pasu pjnom saajsnil [[e eyl Ajax| st} Jad seaisniy $'g }J0-8uQ 00169€3 DA% 9d suone|nbal yum uonesteljiwe

uonesauNWAY °G




*Evaluating the adequacy and effectiveness of the system of governance

33.

34.

35.

36.

37.

38.

The previous IORP directive required adequate internal controls, and it also required
actuarial work for on scheme valuations and funding strategies. UK domestic law has
added requirements for UK pension schemes to carry out risk assessments on key areas
of risk for each type of scheme.

The recast directive now positions such activities within an overarching system of
governance, and it has set out three key functions to deliver parts of this system. The
addition of a specific function to evaluate the system of governance represents the most
material change for schemes and therefore further information about how it will be
approached and costed is provided below. The three key functions are as follows:

¢ A function to assess and manage risk. Any changes to the existing risk management
requirements will be set out in TPR’s Code of Practice.

e A function to provide actuarial work on scheme valuations, funding, and risk
management. This requirement only applies to schemes that must already appoint a
scheme actuary to carry out this work.

e A function to evaluate the adequacy and effectiveness of the system of governance.
This function requires trustees to evaluate the internal control system and other
elements of the system of governance, including, where applicable, outsourced
activities. Stakeholders have advised while that many large schemes already carry
out such evaluations, there is currently no requirement in the UK’s regulatory
framework for single-employer DC or DB schemes to do so.

Legislation will not prescribe the method pension schemes must use to conduct their
evaluation. Guidance on appropriate approaches will be developed as part of the
development of TPR’s code. This will enable a variety of proportionate and cost effective
approaches to be used as appropriate by schemes.

The aim is to encourage consolidation of schemes and innovation in the development of
new, targeted risk management and evaluation solutions. Some complex or larger
schemes may already conduct formal internal audits, and others may need to do so in
order to effectively fulfil this function. It would also be proportionate for less complex
arrangements to satisfy themselves that they are achieving value for their members in this
regard. For example, this might involve establishing whether their outsourced scheme
administrator or other service providers have achieved recognised independent assurance
standards.

Providing information about acceptable approaches to this function within the code of
practice will enable the UK to support continued innovation in its pensions industry as the
market continues to evolve over the next several years. It will also allow IORPs and the
Pensions Regulator to determine the most proportionate and effective method of
evaluating effective governance for the particular characteristics and risk profile of each
scheme.

The code issued by TPR will be produced with the involvement of DWP and an industry
working group to ensure cost appropriate solutions are developed and clearly explained,



39.

so that IORPs understand what is expected of them. At this stage therefore no set of
activities is available that will be required under the Code for which the cost can be
estimated.

The impact of the Code of Practice will be estimated by The Pensions Regulator in due
course and will be subject to scrutiny at that point.

Sensitivities

40.

The table above discusses the sensitivities around the assumptions. In the worst case
scenario the total one-off cost would be around £7,000 higher than in the central scenario;
and the total cost incurred every 3 years would be around £839,000 higher than in the
central scenario'*. EANDCB estimate in this worst case scenario would be equal to £1.6
million.

Small and Micro Business Assessment

41.

Compliance with the regulations is expected to be proportionate to the size of the scheme.
No schemes with fewer than 15 members are impacted. Those with between 15 and 99
members are expected to read the regulations but it is not expected they will need to take
any further action unless they deem it proportionate to do so.

Monitoring and Evaluation

42.

The importance of monitoring and evaluation is recognised, but for such a small measure it
would be disproportionate to commit to a formal programme of evaluation. However,
interested stakeholders across the pensions industry will continue to be engaged to keep
this policy under review. Should any issue arise with the policy, the evidence will be
assessed and, if appropriate, consideration will be given as to whether any changes may
be necessary.

Other Impacts

Equality

43.

In accordance with its duty under section 75 of the Northern Ireland Act 1998, the
Department has conducted a screening exercise on these legislative proposals and, as
they make mainly technical amendments to implement the EU Directive, has concluded
that they would not have significant implications for equality of opportunity and considers
that an Equality Impact Assessment is not necessary.

Environmental

44.

There are no implications.

Rural proofing

45.

There are no implications.

14 Every 3 years = (1,111,600 — 277,900) + (17,000 - 11,900) and costs being £7,000 higher in the first year if all DC schemes take 2 hours.



Health
46. There are no implications.

Human rights

47. The Department considers that the regulations are compliant with the Human Rights Act
1998.

Competition

48. There are no implications.

| have read the Regulatory Impact Assessment and | am satisfied that the benefits justify the
costs.

Signed for the Department for Communities

@M\/\i‘« NMTC mt\d_

Anne McCleary
Director of Social Security Policy and Legislation

22 October 2018

Contact points: Stuart Orr, Social Security Policy and Legislation,
Level 8, Causeway Exchange, 1-7 Bedford Street,

BELFAST BT2 7EG

Tel: 028 9082 3239
E-mail: stuart.orr@communities-ni.gov.uk




TRANSPOSITION NOTE

THE OCCUPATIONAL PENSION SCHEMES
(GOVERNANCE) (AMENDMENT) REGULATIONS (NORTHERN IRELAND) 2018

Transposing that part of the Directive (EU) 2016/2341 on the activities and supervision of
institutions for occupational retirement provision which relates to systems of
governance.

The Occupational Pension Schemes (Governance) (Amendment) Regulations
(Northern Ireland) 2018
Summary Transposition Note —- DIRECTIVE (EU) 2016/2341 (14/12/16)
Articles 21, 23 to 28 and 31

Directive (EU) 2016/2341 of the European Parliament and of the Council of 14 December 2016 on
the activities and supervision of institutions for occupational retirement provision (commonly
known as ‘IORP II’15),

The Department for Communities has implemented Articles 21, 23 to 28 and 31 of the above Directive
by way of the provisions in the Occupational Pension Schemes (Governance) (Amendment) Regulations
(Northern Ireland) 2018 (S.R. 2018 No. 214) (“the Regulations™). Articles 21, 23 to 28 and 31 concern
systems of governance.

The full transposition table for the other Articles of the Directive will be produced on 13 January 2019,
which is the deadline for transposing Directive (EU) 2016/2341 and will be published on
https://www.communities-ni.gov.uk/articles/pension-information.

Articles Requirements Implementation

21 General governance requirements. Sets out Regulation 2 of the Regulations substitutes
the requirement that all IORPs must have an paragraph (1) of Article 226A of the
effective system of governance which includes | Pensions (Northern Ireland) Order 2005'°

consideration of environmental, social and requiring IORPs to have an effective
governance factors related to investment assets | system of governance proportionate to the
in investment decisions. The governance size, nature, scale and complexity of the
system should be proportionate to the size, activities of the scheme.

nature, scale and complexity of the activities of

the IORP. It also requires IORPs to have Regulation 3(1) of the Regulations requires
written risk management policies and an that the Code to be issued by the Pensions
effective internal control system. Regulator must address various aspects of

the effective system of governance.

The following legislation and Codes of
Practice require equivalent systems in
public service pensions and occupational
pension schemes:

Public Service Pensions Act (Northern
Ireland) 20147,

15 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX%3A320161.2341
16 http://iaccess.communities-ni.gov.uk/sspldbluevolumesinternet/users/internetsearchpage.aspx
17 Public Service Pensions Act (Northern Ireland) 2014




Code of Practice 09: Internal Controls'®,
Code of Practice 14: Governance and
administration of public service pension

schemes'®.

23 Remuneration policy. This sets out the Regulation 3(7) of the Regulations requires
requirements for [ORPs to establish and apply a | that the Code to be issued by the Pensions
sound remuneration policy in a manner that is Regulator must address remuneration
proportionate to their size and internal policies.
organisation, as well as to the size, nature, scale | There is corresponding provision in the
and complexity of their activities. It also sets following legislation and Codes of
out the specific principles required of the Practice;
remuneration policy. Public Service Pensions Act (Northern

Ireland) 2014,

Code of Practice 09: Effective Scheme
Governance,

Code of Practice 14: Governance and
administration of public service pension
schemes.

24 Key functions. This sets out the general Regulation 3(3), (5) and (6) of the
provisions for the key functions IORPs must Regulations requires that the Code to be
have in place; a risk-management function, a issued by the Pensions Regulator must
function which internally evaluates adequacy address the key functions, written policies
and effectiveness of the system of governance in relation to them and the prior approval
internal audit function and where applicable an | of those written policies and their review.
actuarial function and how and by whom these
functions shall be carried out.

25 Risk-management. This sets the requirement Regulation 3(3)(a) of the Regulations
for the assessment and management of risks to | requires that the Code to be issued by the
the functioning of the scheme and to the Pensions Regulator must address the key
members and beneficiaries where applicable. It | function of risk-management.
should include the ways in which to mitigate
those risks, and all other mitigations the trustees
have in place.

26 Internal audit. Sets out the requirement for Regulation 3(3)(b) of the Regulations

IORPS to have a function in place which
internally evaluates adequacy and effectiveness
of the system of governance including where
applicable outsourced activities

requires that the Code to be issued by the
Pensions Regulator must address the
function which internally evaluates
adequacy and effectiveness of the system
of governance.

There is corresponding provision in Code
of Practice 09: Effective Scheme
Governance.

18 Internal controls | The Pensions Regulator

19 Public service pension code of prOOactice | The Pensions Regulator




27 Actuarial function. Sets out what the Regulation 3(3)(c) of the Regulations
requirements of an effective actuarial function requires that the Code to be issued by the
for those IORPs that provide cover against Pensions Regulator must address the
biometric risks or guarantees either an actuarial function.
investment performance or a given level of
benefits.

28 Own-risk assessment. Sets out the Regulation 3(8) of the Regulations requires
requirements for IORPs to undertake and that the Code to be issued by the Pensions
document their own risk assessments and that Regulator must address the own-risk
they should have in place methods to identify assessment.
and assess the current and future risks that may
impact on the ability to meet its obligations. It
prescribes the requirements of the risk There is corresponding provision in Code
assessment including that it must be carried out | of Practice 09: Effective Scheme
at least every 3 years or following any Governance.
significant change in the risk profile of the
IORP or pension schemes operated by the
IORP.

31 Outsourcing. Sets out how IORPs will be Regulation 3(4) of the Regulations requires

permitted to entrust any activities including key
functions and the management of those IORPs
to service providers whilst remaining fully
responsible for compliance with their
obligations under this Directive. There must be
a written agreement, which is legally
enforceable, between the IORP and the service
provider clearly defining the rights and
obligations of both parties.

that the Code to be issued by the Pensions
Regulator must address outsourcing and
under paragraph (5) that there must be a
written policy in relation to this, which is
subject to prior approval and also
reviewed.




