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January 2012 Action

Equalising for GMP differences For monitoring

The DWP has published draft legislative amendments on equalisation of
benefits to take accounts of differences in GMPs. The effect of the proposed
changes would be to make GMP equalisation obligatory.

The DWP is consulting on a possible method of equalisation to meet the
requirements.

www.dwp.gov.uk/docs/draft-ops-and-pfea-regs-2012.pdf
www.dwp.gov.uk/docs/si-pensions-and-equality-2012.pdf
www.dwp.gov.uk/docs/methodology-document-2012.pdf

EIOPA For monitoring

The EU-level pensions regulator, EIOPA, is consulting on advice it will send to
the European Commission on a new version of the Directive on Institutions for
Occupational Retirement Provisions. The draft paper proposes that every
workplace pension scheme would have to produce a ‘holistic balance sheet’
closely based on the Solvency 11 regime for insurers. The effect could be to
increase Technical Provisions and a ‘solvency capital requirement’ could drive
this figure even further.

Small pots and transfers For monitoring

A DWP consultation will consider ways to make it easier for members to transfer
small pots in order to prevent a proliferation of small pots once auto-enrolment is
introduced. The consultation also confirms the Government’s intention to stop
trust-based DC schemes giving short service refunds by 2014 provided there is
a better system in place for transferring small pots.

The consultation closes on 23 March 2012.

Auto-enrolment earnings thresholds For monitoring

Just before Christmas, the DWP published a consultation reviewing the key
automatic auto-enrolment earnings thresholds. The DWP has proposed that the
figures for 2012/13 should be:

e £8,105 for the automatic enrolment earnings figures, to align with PAYE
thresholds

e £5,564 to line up with the lower earnings limit to align the lower earnings
limit for National Insurance Contributions; and

e £39,853 for the upper limit of the qualifying earnings band.

The consultation was open until 26 January 2012. The DWP was also seeking
evidence of unusual pay reference periods used by employers.

Local Government Pension Schemes reforms agreed for 2014 For noting
Key elements of the agreement reached are:

e Benefits based on career average earnings rather than final salary;

e Normal Pension Age linked to State Pension Age;

e If enough savings can be made, zero contribution increases for most
members;

e Choice to encourage retention of existing members, and recruitment of
younger employees.
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Agreement still has to be reached on key issues such as accrual rate,
contribution rates and cost caps by April 2012 so that consultation can begin on
the new regulations by Autumn. The proposed increases in contributions and
reductions in accrual will now be shelved.

30 March deadline for certifying (and recertifying) PPF contingent assets
If you are a trustee of a defined benefit pension scheme and:

e you are thinking of putting a contingent asset in place (or you have done so
since 31 March 2011) in order to reduce the 2012/13 Pension Protection
Fund (PPF) levy; or

e you putin place a contingent asset which had the effect of reducing the PPF
levy in a previous year and you wish it to continue to do so for the 2012/13
levy;

you need to have the contingent asset in place and certified (or recertified) to
the PPF by 5 p.m. on 30 March 2012. Otherwise, the 2012/2013 levy will be
calculated without regard to the relevant contingent asset and so be higher.

For action

Auto enrolment —revised staging schedule

The DWP has published revised staging dates for auto-enrolment. Transitional
periods for phasing in the minimum employer contribution for MP schemes will
also be extended.

In summary, auto-enrolment will still start to take effect from 1 October 2012 for
the largest employers — employers with 250 or more employees will not be
affected by the change to staging dates; smaller employers will fewer than 250
employees will not have to auto-enrol employees until June 2015 at the earliest;
full minimum employer contributions will not have to start until 1 October 2018
which is a year later than originally planned.

For noting

Reforms to EU data protection laws

These reforms are designed substantially to enhance data protection
compliance throughout Europe. The proposals include organisations being
required to obtain explicit consent to the processing of personal data, rather
than being able to infer or assume consent, and giving individuals the right to
ask businesses to move their records to alternative service providers.

Although these proposals might present issues for pension schemes, they are
subject to consideration and potential amendment by the European Parliament
and the European Council and, once adopted, will not take effect for a further
two years.

For monitoring

December 2011

Action

Auto-enrolment

In December 2011, the DWP published a consultation document reviewing the
key automatic enrolment earnings thresholds. The consultation closes on 26
January 2012.

http://www.dwp.gov.uk/consultations/2011/auto-enrolment-revaluation.shtml

For monitoring

New Section 75 Rules take effect

The final Amending Regulations were laid before Parliament on 15 December
2011, and they will come into force on 27 January 2012.

For information
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‘Flexible Apportionment Arrangements’ (FAA) are a new option for dealing with
‘section 75’ employer debts in connection with multi-employer defined benefit
schemes. The default position when the relationship between a multi-employer
scheme and one of its sponsors ends is that the departing employer becomes
liable to pay its share of any buy-out basis deficit. However, part-payments of
an employer debt will be permitted under a FAA which has its own qualifying
conditions.

It will be a notifiable event and will require the consent of the scheme’s trustees.
Where an employer stops employing active members, the “period of grace”
following the employment-cessation event when the employer must employ at
least one active member to avoid triggering the debt, is increased from 12 to 24
months. The naotification period, during which the employer must inform the
trustees that it no longer employs active members, is increased from one month
to two months.

The legislation is contained in the new Occupational Pension Schemes
(Employer Debt and Miscellaneous Amendments) Regulations 2011.

The Pensions Regulator intends to update its related guidance, “Multi-employer
schemes and employer departures” to include material on the new FAA.

State Pension Age (SPA)

The Government has announced its intention of raising SPA to 67 years over
the period April 2026 to April 2028. Those born after 5 April 1960 but before 6
April 1961 will have SPAs between 66 and 67; those born after 5 April 1961 will
have an SPA of 67. This is a change that was already scheduled to take place—
between May 2034 and March 2036—so0 the announcement reflects an
acceleration of the timescale.

The Government will keep further changes to State pension age under review in
the light of future demographic evidence.

For information

Asset backed contributions

Draft legislation for the Finance Bill 2012 was laid before Parliament on 6
December 2011. One of the provisions is to have immediate effect and will
change the tax rules for giving relief for employer asset-backed pension
contributions. The rules introduced on 29 November 2011 may have a
retrospective effect and could have an impact on existing arrangements.

These structures have proved popular with companies as they allow the use of
group assets (which generate income intra-group) to address deficits in their
defined benefit pension schemes. Under a typical structure, such assets are first
transferred to a partnership, and then a contribution is made to the defined
benefit scheme that is satisfied by providing the pension fund trustees with a
partnership interest entitling them to a fixed amount of income over a certain
period of time. There have been a number of high profile examples of
companies adopting this structure.

As far as tax is concerned, employer companies seek a corporation tax
deduction for the upfront value of the contribution made to the defined benefit
scheme, which may provide timing benefits for the group. In addition, tax relief
may be sought for the subsequent income payments made to the partnership.
In other words, what HMRC refers to as ‘unintended and excessive tax relief
can arise.

The legislation will affect both new arrangements set up after that date, and any
existing structure that has already generated entitlement to tax relief (so that the

For information
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correct amount of relief is given by the end of the arrangement’s lifetime.

Auto enrolment timetable

The timetable for the implementation of automatic enrolment into pension
schemes is to be delayed so that the ‘staging dates’ for businesses with fewer
than 50 employees and 50 to 2,999 employees will not occur until May 2015 at
the soonest. There will also be delays to ‘phasing in’ the full minimum
contribution requirements for everyone so that the rate of pensions contributions
will remain unchanged at 1% until all businesses have started auto-enrolment.

The Pensions Regulator (TPR) has confirmed that it will update its guidance on
staging and the phasing of contributions as soon as the Government publishes
the revised staging schedule.

For information

Consultation on Open Market Option (OMO) Code of Conduct

Figures from the Association of Business Insurers suggest that about a third of
people do not shop around when purchasing an annuity. The OMO should
encourage people to shop around but there is general agreement that more
needs to be done to improve the way the OMO works. The ABI has issued a
draft code of conduct which aims to improve the information customers receive
from providers. It has launched a consultation on its draft Code of Conduct.

http://www.moneymarketing.co.uk/pensions/abi-launches-new-omo-code-of-
conduct/1043542.article

For monitoring

Money Purchase refunds to be abolished.
These refunds are to be abolished, possibly from 2014.

The Department for Work and Pensions is also seeking views on how to deal
with the increased number of small pension ‘pots’ (those under £2,000) that are
expected to arise as a consequence. The options put forward are:

encourage greater use of the current voluntary transfer regime;

automatically transfer small pensions to an ‘aggregator scheme’ when an
employee changes job; or

automatically transfer the pension fund to the new employer’s scheme.

The Government currently inclines towards the second or third option. The
consultation period ends on 23 March 2012; the Government expects to
respond in the summer of 2012 and publish more detailed proposals.

For monitoring

Principles for DC Governance

The Pensions Regulator has laid down six principles for DC schemes to address
the current ‘mixed’ standards of these schemes.

The principles build on the six main elements identified by the Regulator as
being required in order for members to achieve good outcomes in retirement.
The new principles will form the basis of the Regulator’s regulatory approach as
schemes move towards automatic enrolment.

http://www.thepensionsrequlator.gov.uk/press/pnll1-29.aspx

For information

QROPS regime strengthened

HMRC has announced that it intends to make various changes to the rules for
transfers to Qualifying Recognized Overseas Pension Schemes (QROPS). This
is to discourage their use as a means of circumventing restrictions on the sorts

For information
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of payments that registered UK pension schemes can make. The Government
has said that it is strengthening the regime because it is concerned that some
QROPS are being marketed as pension ‘unlocking’ arrangements (allowing the
whole fund to be taken as a lump sum), whereas the facility to transfer to a
QROPS exists to allow those who leave the UK permanently to take their
pension savings with them to their new countries of residence.

HMRC has published draft Regulations (The draft Overseas Pension Schemes
(Miscellaneous Amendments) Regulations 2012) that will, among other things,
change the conditions that a scheme has to meet to become a QROPS, and
strengthen the reporting and information requirements. Members of registered
pension schemes will also be required to acknowledge in writing, before the
transfer is made, that they are aware of the potential tax consequences of the
transfer.

The consultation period ends on 31 January 2012, with the changes planned to
have effect from 6 April 2012.

Questions for scheme actuaries

The Financial Reporting Council (FRC) has compiled 29 sample questions to
help users of actuarial information, including a set of questions that pension
trustees could ask to improve their understanding of the actuarial advice
received in connection with scheme funding.

The FRC has published three sets of questions (the other two are for the use of
insurance company non-executive directors). The questions for scheme
actuaries cover such subjects as discount rate, mortality and other assumptions,
scenario and sensitivity analyses, sponsor-covenant assessments and cash
flows.

http://www.frc.org.uk/documents/pagemanager/frc/Update for Users/Update%?2
0for%20users%20-%20Pensions%20Final.pdf

For information

HMRC Countdown Bulletin No 5

HMRC has also published its fifth Countdown Bulletin in preparation for the
abolition of contracting out on the money purchase basis on 6 April 2012.

http://www.hmrc.gov.uk/nic/countdown-bulletin5. pdf

Discuss with
Administrator or Admin
Manager to ensure
relevant changes to
processes made

Commutation of small personal pensions

The Government has announced its intention of allowing people with personal
pensions worth up to £2,000 to receive them entirely in lump-sum form.

Currently, people aged 60 or over can take all of their pension savings as trivial
commutation lump sums (TCLS) if the total value of their entittements under all
registered pension schemes is less than £18,000. In 2009, occupational pension
schemes were also given the ability to make small lump sum payments of up to
£2,000 regardless of the member’s pension rights in any other, unrelated,
schemes.

The Government has published draft legislation that will introduce similar
provisions for those with small personal pension ‘pots’. People age 60 and over
will be able to commute up to two small personal pension funds, each with a
value of up to £2,000, regardless of entitlements in other schemes (and any
TCLS received).

HMRC has drafted guidance on the proposed new commutation option. Tax will
apply.

Discuss with
Administrator or Admin
Manager to ensure
relevant changes to
processes made
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http://www.hmrc.gov.uk/pensionschemes/small-pots-quidance.pdf

November 2011 Action
Statutory employers - update Agenda item for
Trustees

From November 2011, the Pensions Regulator’'s (TPR) scheme return forms will
require trustees to identify their statutory employers. The statutory scheme
funding requirement and the requirement to pay employer debts (section 75
debts) apply only to statutory employers.

http://www.thepensionsrequlator.gov.uk/docs/identifying-your-statutory-
employer-statement-july-2011.pdf

Auto-enrolment

From October 2012, auto-enrolment rules will effect larger employers. TPR has
produced a checklist of action points for employers and more detailed guidance.

http://www.thepensionsrequlator.gov.uk/pensions-reform/detailed-guidance.aspx

http://www.thepensionsrequlator.gov.uk/docs/pensions-reform-employer-action-
checklist.pdf

Employer to refer to
auto-enrolment
guidance and formulate
action plan

Agenda item for DC
Trustees

PPF Levy

The PPF has finalised its new levy framework for 2012/13 to 2014/15 and has
also consulted on draft guidance on the calculation of investment risk.

Trustees will have to certify each year that any guarantors for their scheme can
be expected to meet their commitments under the guarantee.

Investment risk will be taken into account in the risk-based levy for the first time
based on the assets and liabilities included in the annual return. The largest
schemes with assets of more than £1.5 billion will need to provide the PPF with
more details about their assets, assigning them to prescribed categories.
Smaller schemes can do so as well if they wish.

http://www.pensionprotectionfund.org.uk/DocumentLibrary/Documents/levy poli
cy statement Mayll.pdf

http://www.pensionprotectionfund.org.uk/DocumentLibrary/Documents/investme
nt_risk consultation May11.pdf

Agenda item for
Trustees

Pensions Bill 2011 receives Royal Assent

The Pensions Bill 2011 received Royal Assent on 3 November 2011 bringing
into force changes including:

change in the lifetime allowance from £1.8 million to £1.5 million

reduction of the annual allowance to £50,000

removal of the requirement to purchase an annuity

introduction of the new income drawdown and flexible drawdown rules
including the increase in State Pensions Age (SPA)

changes following the switch from RPI to CPI for increases to pensions
changes to the definition of “money purchase benefits” following the Bridge
Trustees decision.

http://www.dwp.gov.uk/docs/pensions-bill-2011-summary-of-impacts.pdf

For information
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PPF confirms GMP treatment method and announces pilot project

On 10 November, the Pension Protection Fund (PPF) published guidance on
calculating compensation for men and women being assessed for entry into the
PPF - or those who are already members - to ensure equal treatment between
the sexes.

Differences in compensation or assistance payments for men and women can
arise because of differences in the calculation of guaranteed minimum pensions
(GMPs), primarily brought about by the former difference in retirement ages.

http://www.pensionprotectionfund.org.uk/DocumentLibrary/Documents/GMP_ St
atement November 2011.pdf

Discuss with
Administrator or Admin
Manager to ensure
relevant changes to
processes made
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