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PENSIONS UPDATE – SEPTEMBER 2011
1. Impact on schemes of using consumer prices index (CPI) 

On 16 June 2011, the DWP published the Government’s response to the consultation on “The impact of using CPI as the measure of price increases on private sector occupational pension schemes”.

Consultation requirements – changes to regulations will require employers to consult with "affected members" about changes to scheme rules that concern the rate at which pensions in payment are increased or pensions or other benefits revalued where the changes "would be less generous" to members. 
Statutory override and modification power - there will be no statutory override or modification power allowing employers to impose CPI-linked indexation or revaluation where scheme rules do not allow this change to be introduced or where schemes had only introduced Retail Prices Index (RPI)-linked indexation or revaluation purely to match the statutory minimum levels. 

No CPI underpin - as planned the Pensions Bill 2011 will introduce a provision preventing schemes that apply RPI increases having to apply a CPI underpin for pension increases in any periods during which CPI exceeds RPI. 

Cheviot comment – The DWP's insistence that it will not introduce a statutory override will restrict the scope of this change for many schemes and make it less helpful to employers.  View the consultation response here. 

2. Abolition of DC contracting-out 

HMRC has published its second, third and fourth countdown bulletins on the abolition of contracting-out out on a defined contribution basis, which is due to be effected on 6 April 2012.  The DWP has published a series of instruments bringing the operative primary legislation into force and introducing consequential changes to both primary and secondary legislation. 
Cheviot comment – We shall be contacting employers who have members contracted out via the Money Purchase Scheme and the individuals in due course. View Bulletin no. 2,  Bulletin no. 3 and  Bulletin no. 4 here
3. Pension Protection Fund (PPF) news 
The PPF has announced via its website that it intends to raise a Fraud Compensation Levy at the rate of 25p per scheme member for 2011/12.

The PPF has also announced details of its new pension protection levy framework which will take effect from 2012/13.   Key features of the new framework include:

· fixing the levy scaling factor every three years (subject to certain limits);
· averaging funding levels to avoid the impact of short-term volatility in financial markets.

· reflecting investment risk in the levy calculation; and

· introducing a system of ten insolvency rating bands for the D&B failure scores
Cheviot comment – View the policy statement and related annexes on the new framework here and the draft guidance for consultation on investment risk calculations here.
4. Government guidance published on the Agency Workers Regulations 2010 

The Department for Business, Innovation and Skills has published guidance to help employers prepare for the introduction of new rights for agency workers coming into effect on 1 October 2011.  The new regulations will give agency workers the right to the same basic employment and working conditions, including auto enrolment, as direct employees if they complete a 12 week qualifying period in a job. 
5. Identification of statutory employers
TPR has published a statement entitled “Identifying your statutory employer”. From November 2011, scheme returns will specifically require trustees of final salary schemes to identify the statutory employers who are legally responsible to the scheme in relation to, for example, meeting statutory funding objective, paying any section 75 debt that may arise, and whose insolvency would trigger an assessment by the Pension Protection Fund. 

Cheviot comment – We shall continue to ensure that where changes occur in relation to the identity of the scheme’s employers, these are reported.  View the statement here. 

6. Workplace Retirement Income Commission: final report published 
In early August, the final report of the independent Workplace Retirement Income Commission was published. Its conclusions and recommendations are based on over five months of investigation, consultation and interviews with consumers, the pensions industry and employers across the UK.

The report concludes that there is much that is good about the pensions system in Britain today and that pensioner incomes have increased faster than those of working people. However, for future generations of retirees, the picture is far less certain.  It puts forward 16 recommendations for further action by Government, the pensions industry, employers and consumers themselves. These recommendations cover adequacy, charges, annuities, risk, small pension pots and cultural change.

Cheviot comment – We shall keep a watching brief.  View the full report here.

7. Legislation

The Finance Act 2011 has been published, following Royal Assent on 19 July 2011.  HMRC is due to publish guidance on these provisions in due course.

The Pensions Bill 2011 received its second reading in the House of Commons. The debate focused on the planned changes to state pension age (SPA), in particular the accelerated timetable for equalising SPA for women and men at 65 by 2018, ahead of a move to age 66 by 2020.   The remaining stages of the Bill will now take place after the summer recess.

Cheviot comment – View the guidance or regulations here. 
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DISCLAIMER: We hope that you will find this note contains useful general information. The pensions arena is constantly changing. Please note that any item in the note cannot be relied upon as a substitute for obtaining specific legal or actuarial advice.
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