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Abolition of defined contribution contracting out
Introduction

1.
The Occupational Pensioners’ Alliance (OPA) comprises members from 40 occupational pensioner organisations nationwide and represents the interests of over two million pensioners

2.
The OPA welcomes the opportunity to comment on the “Abolition of defined contribution (DC) contracting out” consultation document.

3. 
Contact Details

Roger Turner

Executive Officer

Occupational Pensioners’ Alliance

42-44 West Street

Dunstable
Beds

LU6 1TA

Telephone

01582 663880

Email


rogerturner@pensioneronline.com
General Comments

4.
The OPA agree that contracting out is complicated and very few pension scheme members or those with personal pension plans understand what it is.

5.
It is understandable that when contracting out was established, restrictions were placed on how the funds could be used since it was intended that the pension schemes should provide at least the level of benefits foregone in SERPS and now S2P.
6.
However the complex nature of the rules has imposed a considerable administrative burden on schemes and moves to reduce this burden are welcomed.

7.
Furthermore very few people understand that the Protected Rights element of their pension pots is treated differently from the rest and this will certainly cause confusion at the time annuities are purchased.

8.
Our response will be limited to non-technical aspects of the consultation.

Responses to Questions

Q1.
The removal of the existing rules concerning protected rights would bring about considerable simplifications for members and schemes by treating the whole pension “pot” in the same way. However, a scheme member could opt not to provide a survivor benefit for his or her spouse or civil partner even though the spouse or civil partner may not have any adequate pension provision of their own. Should this possibility prevent the simplification measure (in respect of survivor benefits) being introduced? 
Answer:

9.
People should not be prevented from purchasing whatever annuity they decide on.  What is important is that the individuals are urged and given access to good financial advice before making and irrevocable decision.  Protected Rights may be a relatively small proportion of a person’s pension pot, so a decision on the type of annuity for this portion of the pot may not have a significant effect.

10.
If it is the Government’s intention to make people provide for their surviving partner, then the regulations should also, logically include all of a DC pot and I am sure that this would be resisted strongly.
Q3. 
If the requirement to provide a survivor benefit were removed, would it be practicable to introduce a rule requiring an explanation about survivor benefits and the application of the COD to entitlement to State Additional Pension to be provided to the member and, possibly their spouse or civil partner, at the point of annuitisation? 
Answer:

11.
Yes, partly.  The provider of the annuity have a duty to give the purchaser all the necessary information.  Likewise, if the DC scheme is run under Trust then the trustees should have a duty to ensure that the information on survivor benefits is supplied to their members.

12.
CODs are not understood and would cause confusion.

Q13. 
What do you consider would be the most effective way of ensuring that the abolition of DC contracting out is communicated to scheme members?
Q14. 
For example, should the information be provided by pension providers, trustees of occupational schemes or HMRC?
Q15. 
Should there be different arrangements for occupational and personal pension schemes? 
Answer:

13.
The most effective way of communicating with scheme members will differ for different schemes, but the message in the communication should be the same.  The trustees of schemes run under Trust should be responsible for communications.  For schemes run by insurance companies they should have the responsibility to inform members of the changes.  It would also be helpful for HMRC to inform people via their web site and communication with individuals who approach them or on receipt of self assessment forms.

14.
Finally it should be possible for individuals to use part of their accumulated Protected Rights pot to buy back into SERPS/S2P if it is to their advantage.  HMRC should provide a calculation of the cost of doing so.
PAGE  
1

