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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 make a submission on the Government’s response to the Deregulatory Review.

3.
OPA strongly commends the Government's stance that pensions, once earned, should not be degraded.   A salary increase of less than inflation is a real salary cut. A pension is deferred salary. A pension-in-payment increase of less than inflation is a real cut in the rate of pay for work that has already been delivered - that can never be fair.
4.
OPA does not welcome the Government’s plans to allow final salary schemes to be degraded in respect of future service.  Any scheme to which the employer contributes can be called a "good" deal, in the restricted sense that it is better than nothing.  However, reducing the benefits of a scheme just so that it can be retained with the label "final salary", while not having the characteristics of a genuine final salary scheme, is poor policy.  It promotes disillusion amongst the employees and discontent amongst the employers since what they provide is not rated as highly by the employees - a downward spiral.
 

5.
The characteristics that make final salary schemes fulfil the intention of pension schemes - a reasonable life style even for those who live well beyond the average - are the protection against inflation while the pension is being earned (because final salary is correlated to earnings inflation), protection during any deferment, and protection in retirement (because at least some of the pension has regulated increases).  Degrading any of these protections, coupled with decades of inflation, will drastically damage future retirees.  It is not something a Government should promote as it has the potential to draw increasing numbers of pensioners into Pension Credit
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Responses to the Questions 
Reduction in the cap for revaluation of deferred rights from 5% to 2.5% 

What is your view of the proposal to reduce the cap on revaluation to 2.5%?

6.
The OPA are against this proposal.  The effect of increasing state pensions by the RPI and not average earnings is clear for all to see and has resulted in the value of the State pension reducing year on year compared to earnings.  The Government has acknowledged this by re-instating the earnings link, albeit not until 2012 at the earliest.  The same argument can be made for deferred pensioners if the revaluation cap is reduced.  The RPI has been between 1% and 1.5% ahead of the proposed 2.5% revaluation cap for the last two years.  This loss of value of the pension in real terms cannot be made good and affects a person’s income for the whole of their retired life.  Statistical analyses of future inflation are unreliable and are only projections.  No amount of analysis can cater for unexpected rises in energy or fuel prices due to changes in commodity market rates.  Did anyone forecast that the prices of oil would reach nearly $100 per barrel only say five years ago?

7.
The pensioner would in effect suffer a double whammy.  First a loss of real value for every year the RPI was above 2.5%.  Second, since the deferred pension is increasing only in line with the RPI, it already loses significant value against the increases in average earnings – as much as 2.5% per year.  So if the 2.5% cap was applied the effect on the pension over a period of many years will be striking.
Would a reduction usefully reduce burdens on employers providing defined benefit schemes for their employees? 
8.
There will be an ongoing burden of maintaining correct revaluations for service prior to the date of implementation of the cap and service post this date.  So the only burden to be reduced is cost to the employer at the expense of the employee.
Would such a move maintain a fair balance between member protection and encouraging continued employer provision? 
9.
No.

What effect might it have on continued employer provision? 
10.
The employer will pocket the savings at the expense of the employee so it is quite possible that an employer might keep a scheme running.  However, the OPA believe that any employer determined to close a scheme will do so despite this change, so don’t make it.
Statutory override 
Should any statutory overrides to restrictions on amendments in scheme rules only be exercisable if trustees and employers agree to the change, or should it be available to employers without trustee consent? 

11.
If any statutory overrides are to be allowed they must only be by agreement between the trustees and the employer.  In many cases this should be merely a formality because the employer all too often has a majority of the member of the boards of Trustees.  The OPA urges the Government to introduce its stated aim of having 50% Member Nominated Trustees as soon as possible to counter this.
12.
The OPA believe that where the original Trust Deed and Rules and subsequent changes, were in place without formal negotiations between the employer and the Unions then there may be a case for a statutory override.  However, where the Trust Deed and Rules and subsequent changes are a negotiated agreement with the Unions, then any future such changes should be subject to further negotiation and agreement and so a statutory override is not reasonable.
If trustee and employer consent is appropriate should special provision be made for paid up schemes administered by insurance companies where there is no employer and they are unable to implement Finance Act 2004 changes?

13.
Yes.

Issues relating to risk sharing schemes 
Would it be appropriate to introduce a third layer of legislation which would make provision for a specific type of risk sharing scheme and to introduce flexibility for such schemes for example, on revaluation and indexation which currently does not exist? Do you think the model outlined is the right model?

14.
No

Alternatively, is there already sufficient flexibility for innovative approaches to risk sharing?
15.
Yes

Return of surplus defined benefit funds to an employer (section 37 of the Pensions Act 1995) 

16.
The OPA are pleased that the Government has not agreed with the reviewers’ recommendations concerning refund of surplus once the scheme specific target is met.  Such a target is a rapidly moving one and what is a surplus today is a deficit tomorrow as we have seen with the large fluctuations in equity values over the last two years.

17.
History shows us that employers take only the short term view, which is understandable where accountability to shareholders is the driver, whereas pensions have to be viewed over a long time frame.  For many years, employers availed themselves of contribution holidays when there were surpluses in their schemes only to squeal when deficits occurred at the turn of the century.  Had they continued to contribute then deficits and affordability would have been very different today.

18.
Return of surplus is something to which the OPA is opposed.

Principles based approach to legislation and review of Disclosure regulations 
19.
A principles based approach is certainly in the interests of employers and Trustees as the regulatory burden will be reduced.  However, it is a different matter for members of a scheme.  Members like to see a more prescriptive approach to enable them to determine easily if the scheme is doing what it should do, or perhaps more importantly what it should not be doing.  A principles based approach makes it much more difficult for a member to challenge the actions of a pension scheme.  The OPA believe that this issue needs to be approached with great care.  We would oppose strongly any move to make all Regulations principles based.  The Regulations were introduced for a reason and unless and until that reason has gone away or ameliorated the Regulations should remain.
Trivial commutation
20.
The OPA welcome the review being undertaken by HMRC on the trivial commutation rules.  It seems absurd that a person cannot commute a trivial pension from one employer because they have another pension which significantly exceeds the 0.1% of the life time limit rule.  This has the potential to add significantly to the administration cost of the pension scheme providing the trivial pension.
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