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Report from Barnett Waddingham LLP’s Senior Partner,

Who killed the company pension scheme?

Was it: Captain Bob Maxwell in the Boardroom
with robbery? Professor Goode in the Committee
Room with a report? Sir David in the Accounts Office
with ‘standards’? Mr Brown in Number 11 with
stealth taxes? The Right Honourable Secretaries of
State for Work and Pensions in the House with red

tape (multiple suspects over the years)?

Perhaps there hasn’t been a
murder after all and reports of the
death of the company pension
scheme are greatly exaggerated?
Certainly the importance of work-
based pension provision, in
whatever form, should not be
underestimated. It remains the
most efficient way of delivering
fair pensions - and | sincerely
hope that the Government and
Adair Turner’s commission will

recognise this fact.

What has indisputably happened is that employers
are now less prepared to take risks and have passed
that burden to employees. Much as one might
regret this, from a social point-of-view (and even a
commercial one if you're an actuary!), it does
suggest a very serious future problem. Longevity and
lower interest rates are the two factors that have

contributed most to pension scheme deficits - but
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these factors do not disappear by switching from a
final salary scheme to a money-purchase savings
vehicle. The accumulated ‘pot’ will still be smaller
than it might be (if the money is invested in the
same gilts that are currently, and in my view wrongly,
the measure of those deficits) and those ‘pots’ will
still have to be spread more thinly if the projections
of longevity are borne out. The perceived
inadequacy of final salary schemes remains in their
money-purchase replacements
and that will come back to haunt
employers in the future. | still
believe employers are better
placed than employees to bear
these risks - but, sadly, that is no

longer an actuary’s call.

On a lighter note, | am delighted
to report continued growth in all
our six UK offices, particularly in
our new Liverpool and Glasgow
offices. The Liverpool office now provides pension
scheme administration services and our intention
is that we will be able to do the same in Glasgow
before too long. Our presence in Glasgow has also
been enhanced by a fleet of taxi-cabs in the city
which have been painted in Barnett Waddingham
blue and grey livery. So next time you are in Glasgow

make sure you catch a Barnett Waddingham cab!

Huw
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Wynne-Griffith

To reflect the importance of our pension scheme
administration business, we have developed a
new pensions administration system. This
provides our 80 plus administration professionals
with complete flexibility, internet capabilities and
the ability to integrate with existing Barnett
Waddingham systems as well as external client
systems (more details of this new system can be

found on page 8).

Another exciting initiative has been the development
of a pensions modelling tool, called ‘BWiser’. This
is designed to help senior executives affected by
the new Inland Revenue ‘Lifetime Allowance’
under the ‘simplified’ tax regime (I remember

saying that simplification would be complicated).

Much of the credit for both of these software
projects goes to our IT team. This team includes
individuals with actuarial and administration
training so they are very much aware of the needs
of the other pension professionals (either our own
Barnett Waddingham staff or the staff of our

clients) who use our systems and software.

I am also pleased to report that our FSA-regulated
sister company, Barnett Waddingham Investments
Limited (BWIL), continues to go from strength to
strength. The BWIL team provides advice to
companies on insurance-based products:
stakeholder and group personal pension
arrangements as well as risk benefits. BWIL helps
companies set up and run these arrangements as
well as carrying out the all important task of

communicating with their employees.

Finally, I am delighted to report the appointment of
four new partners - Dave Grimshaw, John Harrison,
Paul Hamilton and Andrew Twells - and six new
associates. These appointments reflect the continued
successful growth of Barnett Waddingham in our
traditional business areas as well as some of the
new areas described in this Annual Review. | very
much hope you enjoy reading our Review and, as

always, | would be delighted to hear your views.

! ,”“G

Huw WYNNE-GRIFFITH
SENIOR PARTNER
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Barnett Waddingham Investments Limited (BWIL)
continues to grow as more clients become aware
of BWIL's range of services, the increased need for
specialist investment advice and the increased
popularity of ‘defined contribution’ pension
arrangements. This growth is illustrated by the two
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case studies shown here.

Case Study 1 - the need for specialist
investment advice

Our client ‘Fred’ is a director of a corporate client
of Barnett Waddingham. Fred has a small self
administered pension scheme, providing benefits
for himself and other family members involved in
the family owned business.

Some years ago Fred appointed a private client

he o investment manager to provide advisory
atform investment services to the trustees of the
D proach pension scheme. In the early years, the
ovides a investment performance of the portfolio
oy was good, although no specific
ompetitive g gn o spe
] benchmark for the portfolio had been
arging

agreed with the investment manager at
ructure wWith e outset. In recent years, the portfolio’s

aluations at
e touch of
button”

performance has been somewhat
lacklustre, set against generally tough
conditions in investment markets.

At the last trustees’ meeting, the trustees decided
that they needed a fundamental review of their
overall investment strategy and appointed BWIL.

BWIL's initial task was to identify the cashflow
required by the pension scheme and determine the
objectives of Fred and his son, Colin, the two main
members of the scheme. In particular, Fred, who
was shortly about to retire from the business and
draw a pension from the scheme, was generally
concerned about undertaking too much investment
risk in his portion of the investment portfolio. Recent

ANNUAL REVIEW 2004 - 2005

Range of services fuels BWIL's growth

history with the investment manager had also
made Fred somewhat cynical regarding the level
of ongoing charges applied to an actively managed
fund where performance had been disappointing.

Following the initial assessment of objectives, BWIL
assessed Fred and Colin’s attitude to investment
risk by using a psychometric assessment tool.
Combining the investment objectives with risk
analysis, an allocation model was constructed which,
in Fred’s case, suggested a high weighting of gilts
and in Colin’s case, a higher holding in equities.

Investment styles and charges were then discussed
and the trustees agreed that they would like to
include a passive (index tracking) element in the
portfolio to reduce the extra risks (and charges)
associated with active management. Several
options were reviewed, including appointing a
different investment manager, using individual
collective funds as recommended by BWIL or
using a proprietary system which allowed access
to a wide range of funds, via an IT platform.

After reviewing the options, the trustees decided to
use the IT platform approach. BWIL applied a
number of objective tests to select a wide range of
investment funds to spread risk across a number
of different investment houses and use a mixture
of passive and active approaches to investment.
Delivering the funds via an IT platform has two key
advantages; it provides a competitive charging
structure and valuations are available at the touch
of a button.

Cash deposits in the fund were transferred to a bank
with a strong external audit rating, with which BWIL
had negotiated a very competitive rate of interest.

The new arrangements reduced the overall risk
profile of the portfolio and reduced charges.
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Furthermore, valuations were simple to obtain,
which provided greater transparency and allowed
more frequent monitoring of the portfolio. Quarterly
meetings were arranged with BWIL to update the
asset allocation and adjust the portfolio as necessary.

Case Study 2 - recognising the importance
of good employee communication

The company concerned employed some 250
employees. For some years the company had offered
membership of a defined benefit plan but had
recently decided to switch to a defined contribution
plan (DC). BWIL was appointed to advise on the
structure of the DC plan and to deal with the
implementation of the new plan.

An initial comparison of trust based and contract
based schemes was undertaken. Following this the
company decided that a contract based group
stakeholder arrangement would be adopted. BWIL
then prepared a report on contract based pension
providers and produced a shortlist of
recommended providers.

At this stage, the company established a pension
steering group whose brief it was to select the
provider. Assisted by BWIL, the pension steering
group visited the administration centres and the
investment centres of each of the three shortlisted
providers. The group gave careful consideration to
the establishment of a default investment for use by
those members who were concerned about selecting
from the wide range of investment funds available.
This led to the final selection of a provider.

BWIL managed the implementation process at every
stage, issuing an administration guide, setting up
the necessary payroll links and establishing a pension
intranet site at the company. The site contained a
members’ booklet, general information about the

scheme and a direct link to the pension provider’s
site. This allowed members online access to view
their pension account and make changes as required.
BWIL negotiated special terms with the provider and
set up a streamlined joining procedure to minimise
the paperwork involved in enrolling members.
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As part of the consultation process, BWIL
conducted member presentations explaining the
reasons for the change in pension provision at the
company and explaining the structure of the new
arrangements. BWIL's helpline answered members’
questions regarding the new plan.

Following a successful implementation, it was
agreed that BWIL would conduct a formal review of
the plan on an annual basis to check that the plan
was operating efficiently, report back to the company

on how the plan was developing and check “BWIL’
investment performance. As part of the new L

. helpline
arrangements it was agreed that employees
would be provided with access to an internet answerec
based financial information website as an members
added employee benefit. question
The company also wished to introduce, rega rding th
gradually, more choice within the new plan

employee benefit arrangements. BWIL

produced a report introducing a phased approach
to flexible benefits, starting with the option to flex
pension contributions and life assurance and
introducing a critical illness benefit.

BWIL's specialist group risk department negotiated
special terms with the provider of the life assurance
and critical illness, taking into account the employees’
option to select levels of cover from a given menu.

The availability of web access to the new suite of
employee benefits proved attractive to the
employees and the change from a defined benefit
pension basis to a defined contribution basis was
managed successfully.
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Looking after employers

Pensions are a valuable benefit for
employees, and an important part of
an attractive remuneration package.
However, it has been hard going for
some employers over the last few
years and sometimes these employers
need someone on their side,
providing them with specialist advice
and looking after their interests. Here,
London Partner, Danny Wilding,
describes how Barnett Waddingham
LLP can help employers.

What advice can Barnett Waddingham
provide to employers?

The most obvious area is helping to design a new
pension arrangement or benefit structure which
meets the needs of the employer and its workforce.
Changes to existing final salary schemes will usually
require the consent of the trustees and so the
employer may need to negotiate with the trustees
in order to reach a mutually satisfactory outcome.

Does this mean that employers only need
advice when they are making changes to
their pension scheme?

Not necessarily. It is important for the employer to
understand the ongoing balance of powers between
the trustees and employer, particularly in relation
to setting the contribution rate. In most cases, the
new scheme-specific funding legislation requires a
contribution rate to be agreed between the trustees
and employer. This means that the employer needs
to understand the implications (and sensitivities) of
the method and assumptions used for the actuarial
valuation in order to have an informed dialogue
with the trustees.

In addition, ‘risk management’ is a key issue for
many final salary pension schemes and the employer
should be proactive in working with the trustees in
order to control and manage these risks. Winding-up
is not an option for many closed final salary schemes
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and so ‘winding down’ (gradually
reducing the risks over a period of
time) is becoming increasingly
important.

What is the most important
aspect of this work?
Establishing a good working
relationship with the trustees of the
pension scheme. Managing a
pension scheme (even a closed

Danny Wilding scheme) is a partnership approach.

The trustees need a committed employer prepared
to fund the pension scheme but the benefits
provided by the scheme also need to be affordable.
Both parties need to understand each other’s
position and the risks involved.

What other help can Barnett Waddingham
provide to employers?

We have significant expertise in the area of UK and
international accounting standards for UK companies
and those with overseas parents; our annual survey
of FRS17 assumptions is now in its fourth year. We
often help employers find the best accounting
options and can assist in the management of
balance sheet volatility and disclosure.

Any particular success stories?

A common problem can be high levels of fixed
pension increases and fixed deferred pension
revaluation which is disproportionately expensive in
a low inflation, low interest rate environment. For
one client we helped the company negotiate with
the pension scheme trustees and the individual
members in order to restructure accrued benefits
so that they carried less onerous pension increase
promises. As a result, both pension scheme and
employer now enjoy greater financial security.
However, any situation where our advice helps the
employer get a better understanding of pension
scheme financing and risk management is a

success story.
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New generation of Self-Invested Personal Pensions

Barnett Waddingham LLP launched its first Self
Invested Personal Pension (SIPP) in 1999. Six
years on, we have over 800 SIPP clients with
funds in excess of £300 million.

Traditionally, SIPPs have catered for company
directors and the self-employed with investment in
commercial property being particularly popular.
However, we expect the SIPP market to grow
significantly over the next few years for two reasons:

@ Changes in pensions legislation will allow
investment in residential property

® We are already experiencing an increased
demand from individuals who want control of
their own pension arrangements with flexible
investment opportunities on a low-cost basis

Residential property investment

Under current legislation, a SIPP may only invest in
commercial property subject to particular rules set
out by the Inland Revenue. However, from 6 April
2006, the Inland Revenue will remove these
restrictions and a SIPP will be able to invest in
residential property. Property investment is an area
in which Barnett Waddingham has considerable
experience, both with our SIPPs and Small Self
Administered Schemes (SSASs). Using this
knowledge we have published a comprehensive
booklet covering the Inland Revenue’s new
requirements and practical considerations for clients
interested in investing in residential property.

New Barnett Waddingham SIPP
Barnett Waddingham LLP has also recently
launched a new SIPP designed for individuals who
want access to a wide range of investment funds
but who do not want to be tied to one particular
investment manager or insurance company. The
new SIPP will have access to these investment
funds via an internet-based IT platform which means
that in many cases we will not charge a fee for
setting up and administering these arrangements.

blue sky
pensions

At Barnett Waddingham we provide tailored advisory packages or help
to allow you to build your own pension, and get the most from the new
April 2006 regulations. We have a choice of SIPPs to suit you. Act now
and visit our website, or call us, to find out more...

www.BWsipp.co.uk

S10NAdodd M3N

Barnett
Waddingham

actuaries
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New pensions administration system delivers benefits

We are pleased to report excellent progress on the
development of our new pensions and benefits
administration system, BWebstream.

For some time we had been looking to replace our
existing systems and we decided to develop the
new system in house. Taking responsibility for our
own systems gives us total control over what we do
and how we do it as well as the flexibility to provide
our clients with focused services. Our continuing
strong growth in
administration services
enables us to commit the
time and investment needed
for such a major project.

We selected people from
various parts of the firm to
work together on this project, to provide the

“the latest
technology Is at a working knowledge of our

the hea rt Of the clients’ requirements with the
development
Wlth integrated when implementing the new
SySt ems and system. Where appropriate we
Streamlined
processes”

range of expertise required. This
has the advantage of applying

added benefit of continuity

have brought in additional
resources to provide specialist
advice. We are using the latest
technologies at the heart of our
development and have enhanced some of our
existing systems to integrate and streamline our
processes.

BWebstream

o’

intelligent pensions management from
Barnett Waddingham

Reaping rewards

We are now seeing the results of our efforts. Of
course, in an undertaking of this size, we need to
be careful not to bite off more than we can chew
and a phased approach is necessary and
desirable. So with the increasing demand for
defined contribution administration we decided to
push this service to the fore with defined benefit
and pensioner payroll facilities not far behind.

Most of our defined
contribution clients have
already ‘gone live’ on
BWebstream. Clients can
access up to the minute
information about their
scheme and their members
on-line. We believe this is the way forward as it
opens up a more flexible approach to working with
employers, trustees and members. We are also
building links to other parties, such as the fund
managers, for immediate valuations.

This development also gives us the opportunity to
look at all our administration procedures and client
communications, to streamline and improve them
where appropriate and integrate them with the new
system.
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Coincidence?

When we began this project, we knew that
changes in pensions legislation and the way
employers view employee benefits were probably
on the horizon. We are fortunate that the Pensions
Act 2004 and Finance Act 2004 coincided with
our initial development and we can include these
in our core design.

It's wishful thinking to believe there won't be more
change in the future. The rate of change and the
increasingly complex nature of the repercussions
are important factors behind our wish to control our
own administration systems. We are developing
BWebstream in such a way as to allow easy
maintenance and enhancement when required.

External influences

While all this has been going on we have also
needed to comply with other enforced changes
such as compulsory electronic filing of annual
returns to HM Revenue & Customs for our
pensioner payroll clients. This move to paperless
communication is soon to be extended to quarterly
tax returns for our administration clients post A-Day
(6 April 2006). BWebstream has already been used
successfully for ‘e-filing’ (as the process is commonly
known) for the end of the 2004/5 tax year. We are
also notified of pensioners’ tax code changes via
the same internet-based Government Gateway.

Another example of external influences is the
upgrade of our BACS service, for which we are a
registered/approved BACS Bureau, to the latest
technology, BACSTEL-IP. We are using BACS rather
than cheques in many more situations nowadays.
BACS is fast, efficient and secure. Confirmation of
payment can be viewed on-line, taking the worry
out of investment of contributions and payment of
benefits.

Exciting times

This is an exciting time for us at Barnett
Waddingham. Nobody knows our business better
than we do and having the control over our
systems gives us the confidence to direct our
business where we want it to go. Most importantly,
this is driven by the needs of our clients. In the
past, outsourcing has been an ‘all or nothing’
approach but BWebstream provides us with the
opportunity to explore a range of outsourcing
solutions with clients. Ultimately there should just
be one pension administration database with the
client able to access, input and change data,
generate standard reports and statements, calculate
benefits etc according to their needs, skills and
resources. This is essentially a partnership approach
with our aim being to help clients administer their
pension scheme in a way which meets their needs
in the most efficient way possible.
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Adding value in corporate transactions

Pensions have always been an
important part of a corporate deal
- in many cases the value of the
pension scheme can be greater
than the value of the business
being purchased. In recent times
the pensions impact on deals has
been headline news (Marks &
Spencer and WHSmith are two
high profile examples) which at
least means that there is now
much greater awareness of the

need for advice - there have been

Nick Salter, Andrew Twells and Nilesh Dodhia

times in the past when the
pensions aspect of a transaction has been left to Corporate transactions work is one area where we
the very last minute. can easily see the benefit of our advice.

. . . . N Uncovering a pensions problem in a potential
Dealing with the pensions issues arising in o )
. acquisition could save the client from a large future
corporate transactions has always been an ] ) )
. . ) problem, and might also result in a reduction of
important area of business for us. Indeed, Nick o _ )
. . . millions of pounds from the purchase price - this
Salter in our Amersham office is recognised by o
. . can be very satisfying!
many pension lawyers and other pension

professionals as an expert in the area of corporate Our Corporate Transaction Group, headed up by
transactions. In addition, many Nick Salter, co-ordinates the firm’s approach to this
R . .
Nick Salter IS of our existing clients have work, but all of the members of our pensions
ecogﬂised as stayed with us after we actuarial teams throughout our six offices get
8h expe rt in the advised on the initial involved. These team members also work side by
Brea of - t.ransactlon, a-nd itis | side with trustees on other clients f:md, therefore,
interesting, challenging work which have a good understanding of the issues that
Orporate . . . o . .
we enjoy. Our in house actuarial trustees might raise - which can be very useful in
N 77
fansactions valuation systems have also been reaching a satisfactory conclusion. Over the last

specifically designed to work well in the five years, we have collectively advised on over 100
time constraints imposed by these deals, and we transactions, worth billions of pounds in total.
believe that the flexibility in our systems has had a
knock-on benefit for all of our clients.
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Simplification analysis tool aids decision making process

Many executives and high net worth individuals
need crucial advice before the new pension regime
comes into force in April 2006. Companies and
remuneration committees also need to understand
the issues and establish a pensions strategy for senior
individuals within their organisation. To pre-empt
this demand, Barnett Waddingham has developed
BWiser, a sophisticated modeller and report
service which generates easy-to-understand
graphs to aid the decision-making process.

The introduction of the Lifetime Allowance can
affect retirement strategy even though savings may
initially be well within the allowance. The future
impact of the allowance can mean that, for some
people, pensions may no longer be the most tax-
efficient method of retirement saving.

BWiser illustrates the case for Enhanced Protection
or Primary Protection and assesses whether saving
for retirement personally may be more efficient
than using registered pension funds.

In a pioneering move, BWiser has also been made
available to financial advisers, by launching a web-
based version of the service at www.bwiser.co.uk.
This allows Barnett Waddingham'’s expertise to be
accessible online to many more people who will
need help in understanding the implications of the
new pension regime.

“a sophisticated
modeller and report

H 1
223 Funding scope / overfunding Se rV I C e
I maximum protectable
1 current money purchase

1 current defined benefit

of benefit parison, after tax,
at selected retirement ages

Amount of benefit at A-Day, including illustration of Lifetime Allowance and
scope for additional certifiable benefits
£2.5 million
£2.0 million
£1.5 miilion - - faom_
£1.0 million J D kd
£2.5 million
£0.5 million |
£2.0 milli
£0 —
Value of Benefits Sl
£1.0 million
. £0.5 million
11
accessible
to those who 3
n eed h e I p & Enhanced Protection and
alternative retirement
savings build up

Pension Strategy / Selected retirement age

[ Alternative Benefit Case

[ Lifetime Allowance Excess Cash
[ Tax Free Commutation Cash
I Post-tax MP Pension (Value)
1 Post-tax DB Pension (Value)

A\ Total

No Enhanced Protection,
build up of current pension
benefits continues until age 50
and thereafter retirement

savings are built up

No Enhanced Protection
and build up of current
pension benefits continues
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“we pool

resources tO useful information relating to

Ehsure

newsletters are
produced on a

regular basis for of previous
all clients”

Keeping trustees informed

We work very hard to keep our clients informed. The
vast quantity of new legislation makes this quite a
challenge but with six offices and nearly 300 staff
we are up to this challenge. We pool our resources
to make sure that newsletters are produced on a
regular basis for all our clients including occupational
pension schemes, insurance companies, SSASs and
SIPPs. Despite the quantity of material available we
make sure that our newsletters are clear and
concise and summarise all the main issues in no
more than four pages.

Copies of our newsletters can be found on our
website www.barnett-waddingham.co.uk and can
also be dispatched via e-mail for those
clients who prefer an electronic copy rather
than a paper version.

Our website also includes an ‘Extranet’

facility which allows each client access

to a secure, password-protected area
of the website which includes

their pension scheme such

as the Trust Deed &
Rules, members’
booklet, minutes

trustee meetings
and the Statement of

Investment Principles. This is

ey
editory * The peying
vy
o the e, Whig huar.,,-,,-w”qw
”““"ﬂiwm,-, e Ty e nnsicq::,
ors 4
* The pen
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rhdﬁ‘ruvu%i“ i‘b”‘"""'ﬂmmu%
oo.m,,ﬂ

ANNUAL REVIEW 2004 - 2005

great news for pension scheme trustees who will
need to be ‘conversant with their scheme
documents’ with effect from April 2006.

Our pooled resources also enable us to hold
regular evening seminars in all our UK offices - last
year our seminars were attended by over 1,000
people. Our Leeds office actually holds breakfast
seminars and provides bacon butties (apparently
there is no such thing as a bacon sandwich in
Leeds) to help our guests digest new pensions

legislation at 8.00am in the morning.
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Olympic challenge

While team GB were doing us proud in Athens,
staff in our Cheltenham office tackled their own
Olympic Challenge for the benefit of local charities.
The Partners had challenged staff to raise £500 by
the date of the Olympic closing ceremony and they
would then add a further £500. In fact the staff
raised more than double this amount and a total of
just over £1,500 was divided between
Gloucestershire County Association for the Blind
(GCAB) and the Leukaemia and Intensive
Chemotherapy Fund (Cheltenham General) LINC.

The money was raised by a variety of challenges,
both individual and team based. People left their
cars at home to walk, run or cycle to work, the
Highland Fling was performed in the office, a jeans
day proved as popular as ever, as did the
obligatory sale of homemade cakes.

Julia Bassett overcame her fear of horses and took
on a challenge to ride an ex racehorse which she
successfully completed, safely. Meanwhile, a male
actuary (who shall remain nameless) agreed to have
his legs waxed and then wear a kilt to work for all
to see. Who says that actuaries don’t take risks?!

The event culminated in a golf evening at
Brickhampton Golf Course. Various prizes were
awarded and administration team member Andy
Greig proudly went away with the Green Jacket.

As a result of all these challenges, large and small,
it has given us great pleasure to work with the
GCAB for the benefit of visually impaired people in
Gloucestershire. With the money raised and with
the help of GCAB, we took a party of 50 to the
audio described performance of Sleeping Beauty
“money was
raised b
individual anc
team basec
challenges’

at the Everyman Theatre.

ALITIFISNOdS3d 1vVIOO0S

These were just a few of the fundraising
initiatives during the year. In addition

to our annual charitable donation in lieu
of Christmas cards, Barnett Waddingham
partners and staff were pleased to donate
£17,055 to the Tsunami Appeal following the
dreadful events in South East Asia at the end of 2004.
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ACA pension manifesto delivered in keynote speech

As reported in last year’s Annual Review, Barnett
Waddingham partner, Adrian Waddingham, is
currently Chairman of the Association of Consulting
Actuaries (ACA). One of Adrian’s duties as
Chairman is to host an Annual Dinner and an
extract from Adrian’s speech from the April 2005
dinner is included below.

“The ACA holds regular surveys to gauge pension
opinions from those who really matter: the voluntary
sponsors of occupational pension schemes. Our
latest Pension Trends Survey was conducted early
this year, and the first results are being published
this week, and underscore our concerns, with firms
expressing grave disquiet with public policy towards
occupational pensions. Some 68% of firms say
current policies to ‘promote occupational pensions’
are not moving in the right direction. Worryingly,
62% of firms say the new Pensions Act actually
will have the effect of reducing occupational
provision. Eighty two per cent say it will add to
costs, not reduce them as claimed by regulatory
assessments supporting the Act's measures.

As we have highlighted in previous Pension Trends
Surveys and supported by the Government’s own
Family Resources Survey, the number of
employees covered by any form of occupational
scheme is in quite rapid decline. The pensions
policy mix must be wrong for this to be happening.

Our survey also examined firms’ views on the initial
Pensions Commission report from Adair Turner.
Firms say the priorities in addressing the pensions
crisis outlined therein are policies that encourage
higher pension savings and later retirement ages.
In responding to the Pensions Commission’s
question as to whether the ‘large shift of risk to
individuals that is currently occurring is
acceptable, and if not is it avoidable’, 69% of firms
support public policy that attempts to achieve a

better balance of risk between individuals,
employers, the financial services industry and
government. Sixty three per cent, for instance,
support the active encouragement of lower-cost
defined benefit schemes that target lower benefit
levels - a policy the ACA agrees.

Many unintended consequences have followed
from the pensions things we have done in these
last 20 years. Increasing pensions when in
payment is desirable but did we convince
ourselves that it should be mandatory? It is clear is
it not that it is only fair not to make retrospective
changes to pension benefits? But this straight
jacket has contributed to the problem. It was not
fair to be harsh on a good employer who set up a
pension scheme and subsidised his employees’
contributions by a factor of two, to insist some
years later, and as a result of events outside the
employer’s control, that he should be obliged to
double his subsidy to four times the member’s
contribution, and more. Why was it not clear to
legislators that a pension scheme, like any other
organisation, be it family or company, needs a way
of cutting back when things get tough. A safety
valve which would protect the machine itself.

Similar comments applied to the longevity
dividend. It should be possible for a scheme in
financial difficulty to seek permission from the
regulators to make a retrospective change. Better
that a member gets his full pension albeit say two
years late, than 90% of his pension with limited
increases from the original pension age. Bring
back the safety valve, and | say this not just
because it would help some existing difficult
situations (which it would) but for a second and
much more important reason. We know we need
better pension schemes and wider coverage and it
is the ACA's belief that the best route to re-
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establish our good British pension habits is re-
vitalising the occupational pension scheme. There
is this flexibility in The Netherlands and it is no
coincidence that in The Netherlands occupational
defined benefits schemes still thrive.

Britain still holds a large provision on its balance
sheet for pension liabilities. The insurers, who too
benefit from advice from ACA members, have a
very large stake in the pensions market and they
share the difficulties facing pension schemes.
Indeed it is estimated that the total annuity liability, on
current mortality tables for insured, occupational
and public sector pensions is £1.5 trillion. Further
improvements in longevity, which Adair Turner
thinks are inevitable, will add to the bill. A 10%
rise will cost the UK £150 billion or £3,000 for
every man, woman and child in the UK. Pension
policy should anticipate this. It does not.

The ACA survey, completed by 392 firms with assets
exceeding £131 billion and with over 2.8 million
members, also found that 90% of schemes said that
in order for the private voluntary system to work,
there needs to be radical changes in the State pension
system, with 89% supporting the consolidation of
the Basic State Pension and S2P, and a majority
looking to the abolition of contracting-out.

So | can - free of political restraint - give you the
ACA's Six-point Pension Manifesto, which it will be
seeking to advance with the new Government,
whatever its political hue:

1. Means-tested benefits should be reduced in
scope with the Basic State Pension and S2P
consolidated into a higher-level Basic State
Pension. This should be set at a level sufficient
to cover basic living costs, to be reviewed on an
annual basis reflecting earnings growth.

2. A higher State Retirement Age would help
finance such a change. However, it is clear that

because to date public policy has opposed such
a move, there is much that needs to be done to
persuade many legislators and the public that
this is part of the correct and needed response
to longer life-spans.

3. Contracting-out should be abolished. The public
would find a pension regime whereby private
pensions are built on top of a higher consolidated
State pension much easier to understand.

4. Rather than have firms close pension schemes
(or not offer ‘good’ schemes), the Government
must enact genuine pension simplification,
including the right for employers to change
scheme rules retrospectively to avoid increases
in cost due to longer life expectancy, for
example by raising normal retirement age.

5. The State should provide a better incentive
(probably by way of a reduction in employer
NIC rates) to encourage the development of
good second-tier pensions, particularly where
employers continue to or decide to sponsor
schemes that better a certain standard.

6. The State’s encouragement of private pension
provision above the higher consolidated Basic
State Pension should continue by way of tax
relief, with longer-term saving attracting a higher
rate of relief than shorter-term saving products.

The ACA also believes that should the next
Government be unwilling or unable to address the
above pensions manifesto, then calls for greater
compulsion will grow as the failure of present
policies in the occupational section unfold. If this
happens it is important that public policy, in
responding to calls for greater compulsion, is
supportive of good employers who already offer
superior arrangements to any minimum standards

proposed in a compulsory regime.”
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On longevity risks...

In 1965, André-Francois Raffray, a lawyer in the
southern French city of Arles, made a deal with a
90-year-old local woman. In a contract relatively
common in France, he agreed to pay her an
income for the rest of her life in exchange for
inheriting her house upon her death.

Unfortunately for M. Raffray, the woman was Mme.
Jeanne Calment, who went on to be the longest-
lived person in the world at 122 years. She outlived
the luckless M. Raffray, who paid more than the
value of the house before pre-deceasing her!
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And finally...

The Midlands Region of the
Pensions Management
Institute invited ACA
Chairman, Adrian
Waddingham, to speak at
its Annual Dinner as they
“really wanted a comedian
but couldn’t find a good
one”. Adrian wasn’t quite sure if he was being
asked to speak as a non-comedian or whether he
should just tell some very poor jokes. In the end,
he did both.





