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PENSIONS BILL: Second Reading debate (2 March 2004)

BRIEF FROM THE ASSOCIATION OF CONSULTING ACTUARIES (ACA)

The major part of the work of ACA members is as advisers to UK pension funds of all sizes.  The ACA is the largest national group of consulting actuaries in Europe.

KEY ACA POINTS ON PENSIONS BILL: 

The ACA has given a general welcome to the intentions that lie behind the introduction of the Pensions Bill, but has a number of key concerns about the Bill as tabled, namely:

Simplification: the ‘lost agenda’?

· Much of the simplification agenda designed to ease burdens on employers and schemes – the original reason why legislation was planned – has failed to reach the Bill at this stage.  For example, amendments to s67 of the 1995 Pensions Act designed to simplify the rules whereby employers can propose alterations to accrued benefits are not included.  Similarly, the ability to simplify contracted out benefits has not been included.  There is no certainty that these simplification arrangements will reach the Bill.  For example the additional measures on trusteeship are not unwelcome, but they do indicate that the opportunity for simplification is not being grasped.

The ACA suggests assurances need to be sought from the Minister that additional simplification measures will be included in the Bill.  The Bill will not work if it primarily relies on additional protection to boost occupational provision – employers will not continue to offer provision if all they can see is extra costs, without significant savings from simplification. 



Pension Protection Fund

· Whilst there have been seminars and briefings on how the Pension Protection Fund (PPF), the government has tabled little detail in the Bill on how the fund will work and scant details on the costings of the scheme – quoted at around £300 million per annum.  

· Whilst it is clear the government is trying to ensure the PPF scheme does not have the problems of the US scheme, which is now $11 billion in deficit, there is some evidence that a number of employers are holding off taking action until the PPF is introduced.  This suggests initial claims on the PPF may be higher than anticipated. 

· Against this backcloth, the ACA is worried that the key levels of PPF benefits (100% for existing pensioners of normal scheme retirement age no matter the level of pension and 90% of accrued pensions for those below normal retirement age, capped at probably £25,000pa, plus indexation of benefits) are too ambitious.  We think that worthwhile savings could be made without  reducing support where it is most needed by:

· Covering 100% of benefits up to £10,000 pa.

· …and 80% of benefits above £10,000 pa up to a cap of £20,000

· applying this cap to both those not yet retired and those on pension already

· and paying pensions for those not yet retired only from state pension age

· and excluding pension increases at the start and asking the PPF Board to make reasonable plans for discretionary pension increases

Given the costs that could fall on the reducing number of defined benefit schemes, the ACA feels Members should press the government to pause to reconsider the levels of benefits when starting the scheme given the uncertain nature of the claims experience at its outset.  Should high claims not materialise, benefits could be gradually improved (rather than choked off as provided for in the Bill).   



· The government has said the levy to pay for the PPF will be flat rate (not risk-related in the first year), but that when a risk-related element is added, this will form at least 50% of the total levy.  The ACA welcomes the concept of a risk-related levy, but is concerned that the detail of how this will work is left to the PPF to determine at some later date.
The ACA calls on Members to seek an assurance from the Minister that much greater detail on how the risk-related levy will be determined is made available to Members during the Committee Stage of the Bill.  This detail will need to consider what impact the risk-related levy will have on the wider position of sponsoring companies in terms of perceptions of their creditworthiness.

 

Scheme specific funding

· There are similar concerns about the scheme specific funding standard that is to replace the minimum funding requirement (MFR).  Whilst the ACA has welcomed the abandonment of MFR, there is considerable concern that there is very little detail on how the new scheme specific funding requirement will work.  Under the new system, every defined benefit scheme will need to aim to have sufficient assets to cover the scheme’s liabilities, based on an actuarial valuation and certificate.  There are concerns however that the detail, in order to meet the EU Pension Directive ‘requirements’, could be just as onerous or even more onerous than the MFR when it emerges as a later date via regulation and guidance.  

The ACA feels Members should call on the Minister to give a commitment to reveal greater details of how the scheme specific standard will work during the Committee Stage of the Bill and before this measure passes into legislation.



The New Pension Regulator

· The ACA genuinely welcomes the concept of a pro-active regulator that operates a light touch regime for the vast majority of well-run schemes.  
· There are concerns, however, that the responsibility of the New Regulator to take actions to minimise calls on the PPF could lead to an invasive regulator, calling for detailed information from sponsoring employers well beyond that presently sought.  If the additional requirements placed on the New Regulator manifest themselves in widespread additional paperwork sought from large and small employers alike, this will lead to an acceleration in scheme closures to future accrual.

The ACA recommends to Members that an additional objective is added to the New Regulator’s principal objectives – to promote occupational pension provision by reducing the day to day regulatory requirements falling on well-run schemes and their sponsoring employers.

   

Trustees

· The Bill proposes a considerable change in the obligations placed on those who wish to be trustees of a pension scheme.  They must have knowledge and understanding – amongst other things yet to be prescribed – of the law relating to pensions and trusts and the principles relating to funding occupational schemes and investing their assets. 
·  Whilst the ACA welcomes proposals to encourage trustee training, there are real concerns that this proposal could lead to many trustees ‘walking away’ from the role due to the onerous obligations being placed upon them. 

The ACA suggests to Members that they voice their concern at the practicality of this proposal and call upon the Minister to balance against the requirements for greater training of trustees the parallel need to ensure requirements are not so onerous that both trustees and member nominated trustees walk away from the role.

    

Overall impact of the Pensions Bill

· The Government has a stated objective of moving to a situation where pensions are provided on a 60 / 40 basis by the private sector / State, as opposed to the 40 / 60 basis broadly at present.  

Members might consider asking the Minister what measures in the Pensions Bill will help to achieve this move to encouraging greater private pension provision?
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