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Master trusts have quickly established themselves as a major feature of the UK pensions 
landscape. Although they have a legal structure much like a traditional employer-sponsored 
occupational pension scheme, they operate differently from an employer perspective,  
requiring much less hands-on involvement and potentially lower running costs. 

The flipside is that flexibility to tailor elements such as investment options and member 
communications may be restricted for all but the largest employers, who have the negotiating 
muscle to establish bespoke terms for the members of ‘their’ section of the master trust. 

However, the benefits of reduced governance burdens and, in many cases, more flexible 
at-retirement options for members, continue to attract employers to adopt a master trust 
vehicle as their future auto-enrolment solution. Increasingly, we see employers looking to 
transfer legacy DC arrangements as well, to move out of the ‘own scheme’ world altogether. 

Changes in the master trust landscape, in the form of a new authorisation and supervision 
regime, are about to cause a major shake-up, with implications both for employers who  
already participate in a master trust or are looking to do so in future, and for those looking  
to transfer existing DC benefits and wind up a current arrangement.

In this briefing we look at the changes in the master trust landscape that will follow the 
introduction of the new regime, what that means for employers, and how to navigate a  
path through the changes if you are looking to choose a master trust provider during this 
period of transition.

What is a master trust?
The new authorisation and supervision regime for master trusts is  
due to come into effect on 1 October 2018. Master trusts will have  
six months from that date to obtain authorisation from the Pensions 
Regulator; from 2 April 2019, any scheme that falls within the 

definition will be unable to operate without authorisation.  
Non-authorised master trusts will have to transfer members to  
another scheme and wind up in accordance with a specific process  
set out in the regulations. 

Perhaps surprisingly, master trusts have only recently acquired a  
legal definition. The Pension Schemes Act 2017 defines a master  
trust scheme as an occupational pension scheme that:

–   provides money purchase benefits (whether alone or in conjunction  
with other benefits, but excluding schemes where the only DC  
benefits are AVCs, pension credit benefits or transfers-in);

–  is used, or intended to be used, by two or more employers;

–  is not a relevant public service pension scheme; and

–   is not used, or intended to be used, only by employers which  
are connected with each other (that is, employers that are or  
have been part of the same group undertaking). 

The definition may catch some types of scheme that would not 
previously have been considered a master trust – multiple employer 
schemes that include one or more non-connected participating 

employer may fall within scope even if they do not promote themselves 
beyond the existing employer group. Examples could include an 
industry-wide or charitable-type entity that is a participating employer 
despite not being part of your corporate group. 

Exceptions have been created so that schemes should not be caught 
‘accidentally’ by the definition as the result of a joint venture structure or  
of transitional arrangements following a corporate transaction, but where 
none of the exceptions apply, the options are:

–  to restructure the scheme or its participation arrangements;

–  to apply for authorisation, or 

–  to wind up the scheme. 

If your scheme could fall within scope of the definition, please get in 
touch with your usual Allen & Overy adviser as soon as possible to 
discuss options.
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Impact of the new regime on master 
trusts and employers
Auto-enrolment has driven exponential growth in membership of 
master trust arrangements, and concern has grown that this environment 
is currently less closely-regulated than, for example, the contract-based 
personal pension scheme market, potentially exposing members to 
specific governance and other risks.

The new supervisory regime is designed to protect members and 
promote wider confidence in pension savings, by increasing regulatory 
oversight and governance standards – this will, inevitably, force some 
current master trusts out of the market.

See page 6 for more details about the criteria for authorisation, 
triggering events that could affect a master trust’s ability to operate, 
and the process to be followed when a master trust exits the market.

A significant shake-up of the master trust landscape is expected –  
in fact, several scheme mergers/consolidations have already been 
announced. The government estimates that there are currently 87 
master trusts in operation, but that the introduction of the new regime 
is likely to reduce this number to around 56. Industry experts predict 
much greater shrinkage – to perhaps 15 schemes within the first two 
years of the regime. For an employer participating in a scheme that 
leaves the market, that translates into bulk transfers of members out of 
the master trust it had previously chosen, and into a new arrangement. 

If a master trust ceases to operate, employers may be forced to  
take a rapid decision about what future auto-enrolment vehicle to  
use and will also have to consider issues around employee relations, 
communications and compliance with re-enrolment duties.  
The timing of this will be out of the employer’s control and it  
will involve additional unbudgeted employer time and costs.

Clearly, employers looking to select a master trust in 2018/19 will want 
to ensure, as far as possible, that their chosen provider will be in the 
market for the long term, in order to reduce the risk of unwanted and 
unexpected disruption to their arrangements later on. 

The deadline for a master trust to apply for authorisation or notify  
the Regulator that it has decided to leave the market is 1 April 2019, 
but initial indications may be available earlier: the Regulator has 
established a ‘readiness review’ process and will provide feedback  
to schemes by the end of August 2018 about the quality of their 
authorisation application. We anticipate that some master trusts  
may choose to make it known that they have had a successful review. 
The Regulator will publish guidance on lessons learned from those 
draft applications in September; formal applications must be made 
within six months from 1 October 2018.

Transferring accrued DC rights has 
become easier 
Some employers may wish to adopt a master trust as their future 
auto-enrolment vehicle and move current actives across for future 
benefits only. More commonly, though, the existing benefits of active 
(or active and deferred) members are transferred – and increasingly,  
we see employers moving towards winding up legacy arrangements by 
moving benefits for deferred-only populations, or AVC benefits from 
a closed DB scheme, into a master trust. 

The good news is that the process of moving members’ existing 
benefits from a traditional occupational DC scheme as a bulk transfer 
without the need for individual member consent has been simplified. 
The requirement to obtain an actuarial certificate in relation to the 
transfer has been removed and, where the transfer is to an authorised 
master trust, there is no formal requirement to obtain ‘appropriate 
advice’ from an independent adviser about the transfer.

Where the default fund charge cap applies to members in the 
transferring scheme, the receiving scheme will be required to continue 
to apply the charge cap in respect of those members. Where funds are 

transferred from a non-default (self-select) fund, and the relevant 
members actively selected that investment option in the five years 
before the transfer, the funds can be transferred (or ‘mapped’) to a 
fund in the receiving scheme without triggering the charge cap 
restrictions. However, if the member’s active fund choice was made 
more than five years before the transfer, the funds would have to  
be transferred to an appropriate option in the receiving scheme that  
is subject to the charge cap (subject to the member making an active 
choice for an alternative fund). Trustees are expected to make 
reasonable attempts to notify members prior to the transfer and to 
confirm whether they wish to remain in an uncapped arrangement.

The transferring trustees will remain subject to the fiduciary duty to 
act in members’ interests in deciding whether to make a transfer to 
master trust and are expected to seek advice even though the specific 
bulk transfer advice requirement does not apply. Trustees and 
employers should also consider the government’s good practice 
guidance on issues to consider when making the decision to transfer.
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1 Provider longevity
How will you choose the right provider – one that 
will be in the market for the long term? A range  
of factors will be relevant, from the charging 
structure and administration standards to the 
services offered to members in return for those 
charges – but continuity is also key. You will want 
confirmation from any providers you shortlist that 
they are compliant with the new rules or have the 
capability to make the changes required.

Don’t automatically assume that well-known 
providers will stay in the market; some may decide 
that they will not achieve the scale they require in 
the long term or may wish to refocus their 
business elsewhere. You need as much 
information as possible about the provider’s 
business plan and its progress with authorisation.

2 Stakeholder priorities
Unless you are choosing a vehicle for accrued  
DC rights only, your selected master trust must  
be an auto-enrolment scheme. Does it offer the 
auto-enrolment capability you need for new 
joiners? This will vary from employer to employer. 
Other priorities may include at-retirement 
flexibility and the ability to issue communications 
under the employer’s own branding. Trustees will 
have separate concerns (see below). It’s important 
for both sides to be satisfied that, in the round, 
from the members’ perspective, the proposed 
master trust is at least as good as, or better than, 
the current scheme.

3 Governance and value
It’s also important to assess value for members 
and the quality and performance of governance 
and administration as part of the selection process. 
For lower earners, is the scheme able to support 
income tax relief at source? The trustees of the 
existing scheme, as well as the employer, will want 
to review evidence and carry out due diligence on 
any proposed receiving scheme.

4 Trustee concerns
The trustees of the transferring scheme will need 
to be satisfied that the transfer is in members’ 
interests – for example, that member outcomes 
and ongoing value for members will be similar to 
or better than those in the transferring scheme. 
Employers normally meet the running costs of 
their occupational DC schemes, with members 
paying only investment charges. How do charging 
structures compare for member-borne charges 
and how will running costs be covered in relation 
to the master trust? The trustees will need to 
investigate any adverse impact on members and 
consider whether any additional features (for 
example, at-retirement options and member-facing 
technology) justify any increase in costs.

5 Investment options
Are the investment options offered by the master 
trust similar to those the trustees have selected as 
being appropriate for the membership? How does 
the default investment strategy compare?  
What assurance can the master trust provide about 
the security of members’ DC assets? What steps 
can be taken to mitigate the risk to members from 
being out of the market during the changeover 
and who will bear these costs and transition costs 
generally (see 8 below)? 

6 Legal issues – transfer
Despite the increased flexibility on bulk transfers 
described above, your scheme’s rules will need to 
be checked to ensure that there is power to make 
the transfer to the master trust without getting 
members’ consent. You may need to plan carefully 
to ensure that members with particular rights and 
protections – for example, scheme-specific lump 
sum rights, a protected pension age or lifetime 
allowance protections – do not lose these as a 
result of the transfer.

Moving to master trust –  
key considerations for employers  
and trustees
Here’s our list of ten key issues to consider:
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7 Data protection and  
other issues
The terms and process for data transfer, as well  
as appropriate ongoing arrangements for data 
processing and security, will be key concerns in 
relation to workforce/membership data. Joining a 
master trust entails providing significant data to 
the master trust provider, so employers need to 
establish what protection they would have in the 
event of a cyber attack or data protection breach. 
Employees may often perceive this to be the 
responsibility of their employer as well as the 
master trust provider.

Terms will need to be specified in detail in your 
agreement with the master trust provider, 
including documentation of your respective roles 
and responsibilities in relation to data protection 
and liability. It’s also worth checking that your 
member data protection notices cover the transfer 
of data appropriately. 

8 Employer costs
Employers generally expect to make gains in  
time and cost terms by moving to a master trust, 
even if a one-off contribution is required to cover 
the costs of transition. Remember, however,  
that there will be costs attached to the winding  
up of the current arrangement, as well as some 
ongoing engagement – all these factors should be 
assessed in the round. 

Project management is important, as the  
overall process could take up to 12 months. 
Effective planning can help to mitigate the costs of 
the transition, particularly if investment options are 
reasonably aligned in the old and new arrangements. 
Some master trusts may be willing to help with 
transition management to secure new business.

9 Consultation and 
communications
Ceasing contributions to the current scheme is a 
listed change triggering consultation requirements 
with affected members, even if the contribution 
structure will be identical in the new master trust 
arrangement. Having done your initial research 
and decided on a proposition, does your timetable 
allow at least 60 days for the consultation and 
consideration of responses?

Even for a transfer without consent, information 
about the proposed transfer and details of the 
value of the rights to be transferred must be 
provided to members at least one month before 
the transfer takes place. The trustees will have to 
take all reasonable steps to trace non-active 
members and should make relevant member 
tracing/data cleansing preparations in advance. 

Some employers also wish to demonstrate their 
ongoing commitment to quality pension provision 
by establishing an internal group – perhaps with 
member representation – to monitor and report 
back on the value the master trust is providing for 
the workforce. 

10 Discharge
In the context of an individual pension transfer, 
trustees normally have a discharge from liability 
under legislation. There is no statutory discharge 
available in relation to bulk transfers without 
consent; the trustees of the existing scheme  
will require a discharge under the agreement  
and the scheme rules in relation to the transfer. 
You should also review indemnity and insurance 
arrangements to cover the winding up of the 
occupational scheme.
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Appendix:  
The master trust regime in outline

1 Criteria for authorisation
Five key criteria will be relevant for gaining master trust authorisation:

–  The persons involved in the scheme (scheme strategists and trustees) 
are fit and proper – this will include checks of criminal records and credit 
history, and reviews of conduct and competency.

–  The scheme is financially sustainable, with a sound business strategy 
and resources to meet running costs and other significant events 
including winding up.

–  Each scheme funder (that is, the person responsible for financing the 
master trust where its administration charges are not enough to cover  

its costs or who is entitled to receive profits where the scheme’s income 
exceeds its expenditure) meets specific requirements.

–  The systems and processes used in running the scheme are sufficient  
to ensure that it is run effectively (including IT systems, record-keeping, 
risk management, etc).

–  The scheme has an adequate continuity strategy so that members  
will be protected if a triggering event occurs (for example, there must  
be funds available to cover the costs of winding up). 

2 What is a triggering event?
A triggering event is one that could significantly affect a master trust’s 
ability to operate, such as:

–  authorisation not being given, or being withdrawn; 

–  the scheme funder becoming insolvent/unlikely to continue as a going 
concern, or deciding to end its relationship with the master trust; or

–  a decision being taken to wind up the scheme.

If a triggering event occurs, the trustees must inform the Regulator within 
seven days and employers within 14 days and submit an implementation 
strategy to the Regulator. This must set out how the interests of members 
of the scheme will be protected, including a detailed action plan to resolve 
the triggering event or arrange a bulk transfer of members to another 
master trust and wind up the scheme. 

3 What happens if a master trust winds up?
The Pension Schemes Act 2017 sets out a specific process where  
a master trust suffers a triggering event and has to be wound up.  
Broadly, the trustees of the master trust must arrange for the cash 
equivalent of each member’s rights to be transferred either:  
(a) without the member’s consent, to a new master trust scheme selected 
by the trustees or, if the employer prefers, to its own choice of alternative 
scheme; or (b) to an arrangement of the member’s choosing.  

Ongoing employer contributions may be directed to the new default 
scheme from a date set by the transferring trustees. 

The process includes multiple specific notice requirements and deadlines; 
even an orderly transition process will entail disruption to members and  
the workforce generally, and will have administrative and HR implications 
for all participating employers in the master trust which is winding up.

May 2018
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