Overview of the Pensions Bill
By Roger Turner

This is a complex, technical Bill introducing the proposals in the Pensions White Paper.  It consists of 29 Clauses and 7 Schedules and makes amendments to seven other Acts:

Social Security Administration Act 1992

Social Security Contributions and Benefits Act 1992

Pension Schemes Act 1993

Pensions Act 1995

Welfare Reform and Pensions Act 1999

Civil partnerships Act 2005

Pensions Act 2004

Part 1 State Pension
Clauses 1 to 13 and Schedules 1, 2 and 3
1. Qualifying Years for the State Pension
The number of years contributions to qualify for a full State pension will be reduced from 44 for a man and 39 for a woman to 30 years for all.  This will only apply to people retiring on or after 6th April 2010.  This change will apply to:
Category A pension – the basic state pension plus additional state pension.

Category B pension – basic pension plus additional pension earned by virtue of a spouse’s or civil partner’s qualifying years and earnings.  This can only be claimed when both have reached State pension age.

Presently a wife cannot receive her Category B pension until her husband makes a claim for his Category A pension.  So if a man decides to defer his Category A pension after reaching 65 the wife cannot claim her Category B pension.

The Bill removes this restriction.
2. Home Responsibilities Protection
Home Responsibilities Protection for carers of children of a sick or disabled person.  It works be reducing the number of qualifying years needed for a full basic State pension.  From 2010 carers will be credited with a Class 3 National Insurance credit for each week in which they are a relevant carer.  Under the old rules only complete tax years counted.
3. Restoration of the Earnings Link

The basic State pension will be uprated in line with earnings instead of the September RPI.  The Guarantee Credit of the Pension Credit will continue to be uprated with earnings.  However the change will only be implemented after April 2012 and possibly not until 2015.

There is a sting in the tail in this section.  Currently the Lower Earnings Limit (LEL) below which NI contributions are not paid is linked directly to the weekly rate of the basic State pension.  The Bill removes this link so that the LEL will no longer automatically increase by earnings but any increase will be at the discretion of the Treasury.

Also there are some other benefits specifically excluded from the earnings link, namely widowed mother’s allowance, widow’s pension, widowed parent’s allowance and bereavement allowance which are all pre-retirement benefits.  This will continue to be uprated by the RPI.
4. State Second Pension
The State Second Pension will become flat rate by 2030.  The Bill starts the process.  Currently there are 3 bands of earnings with different accrual rates:

Band 1Earnings from the Lower  Earnings Limit to the Low Earnings Threshold (LET) – currently £12,800  40%

Band 2 From the LET to the Upper Earnings Threshold (UET) – currently £28,800 20%

Band 3 from the UET to the Upper Earnings Limit – currently about £34,000- 10%

The proposal is to combine Bands 2 and 3 at 10%.  This reduces the accrual rate for those above the UET.  This proposal will take effect in the tax year 2010 – 2011.  The National Insurance Rebate for DB pension schemes will also be reduced, increasing the cost for employers.
This appears to be introducing the proposals earlier than stated in the White Paper.  Page 117 paragraph 3.48 states:

“Accruals will start to become flat rate more quickly at the same time as we start to uprate the basic State Pension by earnings. We estimate that the State Second Pension will become completely flat rate in around 2030, or shortly afterwards.”

5. Increases in State Pension Age
Increases in the State pension age are as expected.

Part 2 Occupational and Personal Pension Schemes

Clauses 14 to 17 and Schedules 4 and 5
6. Conversion of Guaranteed Minimum Pensions (GMP)
Until 1997 members of contracted out DB schemes accrued GMP rights roughly equivalent to the SERPS they would have accrued.  The proposal is to allow pension scheme trustees convert the accrued GMP rights to normal scheme benefits.  The Explanatory Notes say the conversion will be:
“calculated under the scheme's own rules, subject to certain safeguards to protect the members' interests. Each member's post conversion benefit would be required to be at least as actuarially valuable as their rights immediately prior to conversion.”

This is going to create difficulties for members to know if the conversion was reasonable or not.  Another cross for the actuaries to bear.

7. Abolition of Contracting out in DC Schemes
Contracting out from Defined Contribution Schemes is to be abolished.  The effect of this will be to reduce the amount of money paid into a DC scheme, an increase in the NI contributions for the employer and employee and the employee being back in the State Second Pension.

It will be important for employees to be informed of the effect of the changes from the pension scheme provider and by Her Majesty’s Revenue and Customs when increased NI is paid and a forecast of the possible pension payable under S2P.  For higher earners this could be a problem since the accrual rate into S2P is not as good from 2010 (see 4 above).

8. Dispute Resolution Arrangements
The proposals will allow pension schemes to simplify their Dispute Resolution Arrangement to a single stage from the currently mandatory two stage process.

9. Actuarial Guidance
Curently all actuaries have to follow a set of documents giving Guidance notes or Technical memoranda.  These have to be approved by the Secretary of State.  The proposal is to removal this need for approval.

Part 3 Personal Accounts Delivery Authority
Clauses 18 to 21 and Schedule 6

10. Personal Accounts Delivery Authority
The Bill has Clauses enabling the setting up of the body to oversee the proposed Personal Accounts (National Pension Savings Scheme).  No other detail on how the accounts will work is provided.

Part 4 General
Clauses 22 to 29 and Schedule 6

These are consequential matters arising from the Bill.
