[image: image1.png]OPA




Occupational Pensioners’ Alliance
Written Response to

Security in retirement:

Towards a new pensions system
September 2006
Security in retirement:

Towards a new pensions system
Foreword
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 White Paper “Security in retirement: Towards a new pensions system”.
3.
An elected Council of member organisation representatives agreed the content of this response after consulting their memberships.
.

4. 
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Executive Summary

1.
The OPA accept that since 1997 many pensioners are receiving much more from the State than previously through the Pension Credit and Winter Fuel Allowances etc.  However a pensioner has to be in deep poverty to be eligible for the Pension Credit.  

2.
The OPA is concerned that continuing with the Pension Credit will ultimately drag so many people into means testing that it will be unsustainable.
Chapter 1
3.
The OPA believe that it is the employers’ contributions which make the real difference to their employees’ pensions.  Without an employer contribution there is a large disincentive to save.

4.
The OPA welcome the proposal to introduce the new low-cost, personal accounts as an additional incentive for people to save.

5.
The OPA fully support the proposal for automatic enrolment into personal accounts and would like to see progress towards increasing the joint contribution rate towards 16 per cent.
6.
The OPA believe strongly that it is wrong to put the employer’s contribution rate of 3 per cent on the face of a Bill and we urge Ministers strongly not to do so.  
Chapter 2

7.
The OPA stress the need for sufficient regulation to prevent rogue employers raiding their employees’ pension schemes or deliberately under funding them.

8.
The OPA urges the Government to ensure that the measures on Trustee Knowledge and Understanding are carried through and that employers are not allowed to manipulate Boards of trustees for their advantage.

9.
The OPA agree that contracting out has become onerous and very complex and could be abolished.

10.
Removing mandatory indexation from occupational pensions will make decisions on saving for a pension much more difficult.  Removing mandatory indexation will result in occupational pensioners becoming poorer relative to the rest of society.  This was rejected by the Pensions Commission and by the Government in its response to their report.  Removing mandatory indexation will not promote personal responsibility; it will not be fair on those who will not benefit from it and it will make decisions on saving more complex.

11.
The OPA find it difficult to understand why the Government should be considering MNTs when they have accepted that they play an important part in the governance of pension schemes in the Pensions Act 2004 (Sections 241, 242 and 243).  The Sections have yet to have effect.  In 1998 the Government said, “We believe that Member-nominated trustees help give members a proper feeling of ownership and commitment to their scheme, and we want to ensure that all schemes have member-nominated trustees.” The OPA support this statement fully.  The OPA strongly urge the Government not to include MNTs in the deregulatory review.

12.
The  OPA strongly believe it is essential that independent pensioners' associations be recognised as being major external stakeholders.
13.
The OPA are strongly of the opinion that the principle of “what has been earned cannot be changed” should apply to occupational pensions and would urge that the Government consider this principle very carefully before allowing Trustees the power to change accrued rights.

14.
The OPA believe strongly that once contributions have been made they should not be returned to the employer but used for the benefit of all scheme members.

15.
If the Government are intent on legislating to allow for the return of surplus funds to the employer, the OPA strongly urge that the legislation should also allow explicitly for scheme members to share in the surplus generated in part from their contributions.

16.
The OPA believe strongly that legislation should be put in place to prevent employers taking contribution holidays in future.

17.
The OPA urge the Government to widen further the eligibility criteria so that all former scheme members of insolvent companies which fall outside of the current PPF legislation receive at least the same level of compensation as they would have received from the PPF.
Chapter 3

18.
The OPA welcomes the intention to index the BSP to earnings.  However we are disappointed that 2012 has been chosen as a start date and this could possibly, indeed probably be extended to 2015.  The OPA urges the Government to introduce the link to earnings in 2007.

19.
The OPA welcomes the proposal to reduce the number of qualifying years for maximum BSP to 30 for all.  
20.
The OPA believe that the proposal to continue the earnings link for Guarantee Credit over the long term is unsustainable and an acceptance that more pensioners will be dragged into means testing at least until the earnings link is restored for the BSP.
21.
The OPA welcomes the proposals on carers and those looking after their children.

22.
The OPA accept that there has to be a trade-off between improved BSP and longevity andaccept that the state pension age (SPA) should be increased but with some important provisos.  First people in jobs with a heavy manual content or are very stressful should be protected.  Second there are marked differences in mortality rates across the UK and action has to be taken to even these out before the SPA is increased.

22.
The OPA are disappointed that the Government has rejected the Pensions Commission proposal to pay a flat rate full BSP to all when they reach the age of 75.  It is this older group who are the poorest and have greater needs for care.  We urge the Government to reconsider this.

23.
All self employed people pay Class 2 NI to qualify for the BSP.  The OPA see no reason why those NI contributions should not be increased to include S2P contributions.

Chapter 4
24.
The Government proposes to raise the SPA to 68 and yet put in the Age Discrimination Regulations that employees have no employment rights after the age of 65.  This has to change.  The OPA believe strongly that there should be no loss of rights for workers at any age.  Employers already have sufficient power to release an employee not working effectively.

Introduction
1.
The White Paper states that the “Government has a responsibility to protect its citizens against poverty and insecurity in retirement.”
  The OPA agree but are concerned that the Government is focussing only on the future and to reduce the future cost of the pension system for Government.  Furthermore there is little in the proposals to protect and enhance occupational provision.
2.
James Purnell, the Minister for Pensions Reform, said in a speech to the IPPR:

“But the White Paper is about saving and our core target audience for that message isn’t today’s pensioners…. Because the White Paper is not about solving a problem today.  Its about solving a problem that would develop over the next decades.”
3.
The OPA accept that there is a potential problem caused by under provision by today’s workforce, but there is an equally important problem of people who have saved all their lives for an occupational pension and yet are still in poverty.  There is also a serious and growing problem caused by closure of good occupational pension schemes, particularly Defined Benefit Schemes (DB) often replaced by much inferior DC provision or simply Stakeholder.
4.
Paragraph 4 on page 3 of the Executive Summary states that the high rate of employment has helped more people to save for their retirement.  This is certainly true for many who are in the Basic State Pension (BSP) and S2P systems.  However, much of the new employment has been in temporary or part-time jobs often low paid and people in these jobs may well not be eligible to contribute to the BSP and therefore the S2P as they are below the lower earnings limit (LEL).  Many such part-timers may have two or more jobs; each paying below the LEL and so no NI contributions will be paid.  Thus the individual is not accruing BSP or S2P rights even though their total hours worked and pay are above the LEL.

5.
The Pensions Commission First Report shows a significant decline in the numbers of employees in occupation private sector DB schemes since 1995 – 5 million active members in open DB schemes in 1995 reducing to 1.9 million in open schemes in 2004 with 1.7 million in closed schemes
.
6.
The rate of closure of DB schemes seems not to be slowing.  The Pensions Commission say, “It is this slow change (shift of DB to DC) which has become a flood in the last eight years.”
  So, although more people are in work their choices have been limited by employers closing DB schemes and replacing them with usually inferior Defined Contribution Schemes (DC), often Stakeholder.

7.
Many employers have not only closed good DB provision but also taken the opportunity to reduce significantly or cease contributions to their employees’ DC pension schemes.
  This will inevitably lead to significantly reduced pension provision in retirement.  This is a serious problem waiting to happen in say ten to fifteen years time if nothing is done to correct it.
8.
The recent publicity surrounding the ASW and other company collapses leaving many employees with little or no pension after years of service and the publicity surrounding the Ombudsman’s Report
 and the Report of the Public Administration Select Committee
 has reduced people’s confidence in the pension system despite the Pensions Acts.  The OPA can see nothing in this White Paper to address these serious issues.

9.
The OPA accept that since 1997 many pensioners are receiving much more from the State than previously through the Pension Credit and Winter Fuel Allowances etc.  However a pensioner has to be in deep poverty to be eligible for the Pension Credit.  
10.
The OPA is concerned that continuing with the Pension Credit will ultimately drag so many people into means testing that it will be unsustainable.
11.
The numbers of retired people are increasing rapidly as a proportion of the population.  Therefore if the amount of GDP spent on older people remains constant then it follows that each individual pensioner will become relatively poorer.  This is not acceptable.  The White Paper proposals seemed aimed at maintaining or at best increasing by a small amount, the current level of GDP spent on pensions.  Although not directly mentioned the OPA believe this to be the Government’s way of achieving its aim of achieving 60 percent private provision and 40 percent public provision in pensions.

12.
Page 182 Annex D asserts that “Average incomes for pensioners are high.”, but averages hide some nasty numbers.  It is true that average incomes of pensioners have risen faster than earnings.  This is due to the maturation of SERPS and many pensioners benefiting from good DB pensions
.  However the vast majority of pensioners survive on only modest incomes.  The average is pushed up by today’s retirees with DB provision and of course many very highly paid individuals retiring with very large pensions.
13.
There are very large numbers of pensioners on very small pensions – the Government’s own figures show that nearly 50 per cent of current pensioners are eligible for Pension Credit, which means their incomes are £150 per week or less.  The proposals in the White Paper will do nothing to help them.

14.
SERPS has been devalued significantly and its replacement S2P will not generate a similar level of post retirement income in future.  Furthermore DB schemes are now closing rapidly and it is clear that average pensions received from DC schemes are significantly lower.  This is due to a lower level of savings, reduced or no employer contributions, lower investment returns and a very much lower annuity rates.

15.
In future unless something drastic is done, average pensioner incomes will begin to fall rapidly placing a great strain on the benefit system.  Action needs to be taken now to protect and enhance occupational pension provision.

16.
James Purnell, the Minister for Pensions Reform, said in a speech to the IPPR on 12th July 2006 that “The three Cs: Confidence, Complexity and Culture” are main factors in causing some of the difficulties facing workers today.  

17.
John Hutton set out five key tests to meet the present challenges.  The proposals must:

1.
promote personal responsibility: tackling the problem of undersaving for retirement;

2.
be fair: protecting the poorest, and being fair to women and carers, to savers, and between generations;

3.
be simple: clarifying the respective roles of the State, the employer and the individual;

4.
be affordable: maintaining macroeconomic stability and striking the right balance for provision between the State, the employer and the individual; and

5.
be sustainable: setting the basis of an enduring national consensus, while being flexible to future trends.

18.
A robust, fair and less complex pension system is required to boost the confidence of working people in saving for their retirement.  The OPA believe strongly that every citizen should be able to see and understand an overall picture of pension provision options and be able to work out the best options for savings for themselves.

19.
We will address the three Cs and the key tests in our responses to the White paper proposals.

Comments on the Proposals
Chapter 1: Encouraging and enabling private pension saving.

20.
Everyone accepts that too few people are saving enough to provide a decent income in retirement.  For many there is no opportunity to save since their employers do not provide a good occupational pension scheme and Stakeholder is voluntary.  Where employees take out a Stakeholder pension many employers do not contribute to them.
21.
There is a deep mistrust of the financial services industry following a series of high profile issues beginning with Maxwell and including Enron, the collapse of Equitable Life, private pensions mis-selling, endowment mortgage failures, the ASW and other company pension scheme failures and the Ombudsman report on the Financial Assistance Scheme.
22.
There is a great lack of public confidence due to successive Government's failure to provide effective security for pensions.
23.
Very many of those recently retired and those retiring today will benefit from good DB occupational pension provision.  The majority of these people will have been in jobs where it was part of their contract of employment that they joined the pension scheme.  If asked today a great number will say that they are pleased in hind sight that they were made to join the pension scheme as they now have a decent retirement income.  Given a choice at an early age many would have opted- out.

24.
The alternative to DB provision until recently has been in private or DC occupational schemes.  The problem has been that pension providers were extracting large often upfront charges so significantly reducing the overall pension pot by as much as 25 percent.  The charges often made it marginal as to whether or not an individual would gain anything from saving for a pension as opposed to in an ISA for example.
25.
Furthermore retirees from DC schemes have to purchase an annuity with their pension pot.  Chapter 1, p58 says that "annuities offer good value for money" which is a somewhat surprising statement to make in view of the steadily increasing cost of annuities in recent years. The general consensus amongst the public today is that annuities represent extremely poor value for money. The increases in cost have been caused in part by the scarcity of long term bonds and the OPA looks to the Government to address this issue if the requirement to purchase annuities is to continue.
26.
Stakeholder pensions were designed as low-cost pensions products for lower to middle earners in employment where the employer did not provide an occupational pension.  Although many have been sold they have failed to reach their target audience.  Fundamentally people see no advantage to saving in a Stakeholder despite the tax relief on their contributions.  It is unclear whether or not an individual would actually gain from such an investment, particularly for the lower paid with the Pension Credit Guarantee Credit being indexed with earnings
,
.

27.
Furthermore small contributions from employees and none at all from employers will inevitably lead to very small pension pots.  Long term interest rates are at historically low levels depressing investment returns and annuity rates are continuing to fall with increasing longevity and so the pension receivable by someone in Stakeholder is likely to be very small.

28.
Stakeholder has been useful for higher earners to help provide some pension for their sons and daughters or grandchildren and benefit from 40 per cent tax relief!
29.
It is clear that in order to provide a reasonable replacement of income in retirement, people have to be saving approximately 16 per cent of their gross earnings for forty years.  This is impossible for most younger working individuals who for example have university loans to repay, mortgages and children.

30.
The OPA therefore believe that it is the employers’ contributions which make the real difference to their employees’ pensions.  Without an employer contribution there is a large disincentive to save.
31.
Overall, the tax simplification in the Finance Act 2005 has had little or no effect on low to middle earners.

32.
The OPA welcome the proposal to introduce the new low-cost, personal accounts as an additional incentive for people to save.

33.
Whereas the OPA agree that for some, compulsory enrolment in a pension scheme may not be the right option, for the vast majority we believe that it is.  As pointed out in the White Paper
 inertia and lack of will power lead to many not starting to save even though they realise that they should.  Automatic enrolment will address this issue.

34.
The OPA therefore fully support the proposal for automatic enrolment into personal accounts.
35.
The OPA believe that the minimum default contribution level of 8 per cent is a reasonable start.  We are also in full agreement with a compulsory employer contribution (see para 30 above).  However the OPA would like to see progress towards increasing the joint contribution rate towards 16 per cent.
36.
The OPA however believe strongly that it is wrong to put the employer’s contribution rate of 3 per cent on the face of a Bill and we urge ministers strongly not to do so.  The OPA see this proposal as bowing to pressure from the CBI.
37.
The OPA accept that 3 per cent is a compromise amount in order to placate the employers.  However it should be noted that in most pension schemes the contribution of the employer usually at least matches that of the employee and we urge the Government to consider this in the legislation to set up the personal accounts.

38.
The amount of contributions should be set out in secondary legislation since successive Governments have argued in the past, in Committee stages of Bills, not to put such figures into Acts as it is extraordinarily difficult to change should circumstance require a change.
39.
The OPA believe that the personal account proposals will promote some personal responsibility in saving and hopefully be very simple.  If too much investment choice is given to savers then complexity will become an issue, but this has to be traded off against the ability of an individual to manage his/her own accounts.
40.
Personal Accounts will not available for low earners and women with broken employment records as the contributions are not made until the NI Primary Threshold is reached.  It is clear that the pensions industry do not want to offer products to lower earners.

41.
Personal Accounts will therefore meet the three Cs test in that they are less Complex and will hopefully address the Culture of undersaving.  Confidence will be increased, but only if savers are protected and are seen to be protected from rogue investors and so Regulation by the FSA is an important step in increasing Confidence in the product.

Chapter 2: Strengthening existing provision
42.
Today’s pension framework is the result of decades of tinkering and large amounts of legislation.  There seems not to have been an overall view of UK pension provision when major new Bills have been presented to Parliament.  The legislation has been introduced piece meal to deal with specific issues such as Maxwell, tax simplification etc.  As such it has added layer upon layer of legislation and regulation until the whole system is so complex that problems are inevitable.  Regulation is a major issue for employers as it increases the costs of providing occupational pensions and encourages them to close their schemes.  It is also a problem for scheme members as it is often impossible to know what rules apply to their particular circumstances.
43.
The White Paper stresses the importance of ensuring there is no unnecessary legal or regulatory complexity for individuals to decide on private pension provision.
  The OPA agree with this but stress the need for sufficient regulation to prevent rogue employers raiding their employees’ pension schemes or deliberately under funding them.

44.
There are still large numbers of people in DB schemes run by Trustees.  Training of Trustees is key to giving members of the Scheme confidence that their interests are being adequately looked after.  We urge the Government to ensure that the measures on Trustee Knowledge and Understanding are carried through and that employers are not allowed to manipulate Boards of trustees for their advantage.

45.
The OPA has campaigned for adequate representation of pensioner members on boards of Trustees and welcome the recognition of Occupational Pensioner Organisations in the Pensions Act 2004.  However, the OPA are concerned that pensioners will still be left out in the cold if the selection process for Member Nominated Trustees is not adequately regulated and seen to be fair.  Paragraph 2.4 on Page 87 of the White Paper stresses the need “to ensure that individuals are well placed to be able to take the decisions that are right for them about pension saving.”  This same sentiment must be extended to Trustees who have the responsibility of looking after the future and existing pensions of individuals.  Training and pensioner member involvement must be part of process.
Comment on the Specific Proposals in Chapter 2
1. 
Contracting Out

46.
The OPA agree that contracting out has become onerous for pension providers and is very complex.  Very few people understand exactly what happens or know whether or not it is in their interests to contract out.

47.
The overall effect of abolishing contracting out is to enrol compulsorily all employees earning above the NI threshold and not in a DB scheme into the S2P.  Several issues arise from this:
48.
First, following the abolition of contracting out S2P will have to provide and continue to provide at least the benefits which would have been purchased by the rebates and the increased NI contributions in the occupational scheme.  This may be difficult to achieve and may lead possibly to mis-selling issues.
49.
Second, will the position change when S2P becomes flat rate?
50.
Third, when the S2P becomes flat rate this will effectively mean two separate flat rate State pensions.  When this occurs people will be able to see the comparative return on their NI contributions to each pension.  It will be important to separate the NI contributions to the BSP and S2P in information supplied to individuals so they can judge value for money.
51.
The rates of accrual for the BSP and S2P should be the same.  If they are not how can it be justified?  If they are the same then what is the justification of having two separate state pensions?  The main issue here is that the S2P is a top up pension only for those in work and contributing.  There will have to be safeguards on credits for women and carers into S2P.  However there still remain those who are in part-time work and who do not reach the NI Threshold.  The system will still discriminate against this group of workers and this will have to be addressed.
52.
Complexity may be introduced in 2010 when the number of years to qualify for a full BSP is reduced to 30 (Chapter 3).  However the number of qualifying years to needed for a maximum S2P will be 49 increasing to 52 as the state pension age increases.  It is highly unlikely that anyone will have a full S2P contribution record.  To keep matters simple the OPA urge the Government to introduce the same number of qualifying years for maximum S2P as for the BSP when S2P becomes flat rate.
2. 
Deregulatory Review

53.
The OPA agree that there is now a considerable regulatory burden on occupational pension providers.  Easing this burden will be good for all since there will be less complexity and therefore potentially more confidence in the system by members and potential members of pension schemes.  The approach of Alan Pickering to a proportionate regulatory environment is a good start
.  However, great care will have to be exercised in reducing this burden.
54.
The reason most of the regulation is now in place is that pension scheme members had little or no protection from decisions of employers regarding their DB pension schemes.  Boards of Trustees were dominated by employers and all too often pensioner members were ignored almost completely.  The evidence is clear that too many employers treated their pension schemes as cash cows during the stock market boom years.  They took long contribution holidays whilst refusing to consider increases in benefits despite massive surpluses in their schemes.

55.
The “cows” came home to roost at the end of the 20th Century with 3 consecutive years of significant stock market falls; a sudden realisation by the actuarial profession that longevity was a serious issue; long term investment returns at a much lower level than previously seen; falling yields on bonds and the introduction of FRS17.  The result is now significant pension scheme deficits and wholesale closure of DB schemes by the same employers who enjoyed pension contribution holidays.  FRS17 has been used as an excuse for employers to renege on their employees’ pension promises.
56.
There are some areas of regulation where the OPA believe strongly that the Government should be very wary of introducing change.

a)
Mandatory indexation.
57.
This was introduced in 1997 by the Pensions Act 2004.  It is clear that without such indexation the value of many people’s pensions would shrink year by year.  Most occupational pensions are modest in size, often no more than £4,000 or £5,000 per year.  Without indexation their value would fall very rapidly.  However Alan Pickering introduced the idea that Limited Price Indexation (LPI) was too expensive and should cease to be compulsory.
  The OPA disagree strongly with this proposal.
58.
The Government has accepted that the value of the BSP needs to be protected by their intention to introduce indexation to earnings in 2012 – 2015.  It is perverse therefore for the same Government to consider dragging more pensioners into poverty by considering allowing occupational pension schemes to remove indexation.  

59.
The Pensions Act 2004 reduced LPI to 2.5 per cent and even this is at odds with the policy regarding the BSP.  Inflation is currently well above this level so reducing the value of any pension subject to this limit.

60.
Removal of mandatory indexation is also at odds with the Government’s aims stated in the Green Paper in 1998 that, “The Government wants all pensioners to share fairly in rising national prosperity”

61.
If it was right in 1998 to index the MIG to earnings then it must still be right now to index occupational pensions (State or occupational) to meet the aim of pensioners sharing in the rising prosperity of the nation.
62.
Removing mandatory indexation from occupational pensions will make decisions on saving for a pension much more difficult.  Why should a young person struggle to save when they see the BSP increasing by earnings, S2P by the RPI and Pension Credit Guarantee Credit by earnings, yet their occupational pension may not receive any annual increases at all?

63.
Removing mandatory indexation will result in occupational pensioners becoming poorer relative to others in society.  This was rejected by the Pensions Commission and by the Government in its response to their report.
64.
Removing mandatory indexation will not promote personal responsibility; it will not be fair on those who will not benefit from it and it will make decisions on saving more complex.

b) Member Nominated Trustees

65.
The OPA find it difficult to understand why the Government should be considering this issue when they have accepted that MNTs do play an important part in the governance of pension schemes (the Pensions Act 2004 Sections 241, 242 and 243).  The Sections have yet to have effect.  In 1998 the Government said, “We believe that Member-nominated trustees help give members a proper feeling of ownership and commitment to their scheme, and we want to ensure that all schemes have member-nominated trustees.”
  The OPA support this statement fully and see no reason for the Government to change its view.
66.
Unless MNTs are recognised and continue to be recognised in legislation, many employers will revert back to pre Pensions Act 1995 and drop them from boards of Trustees.  This will be an enormous backward step and members would lose the ability to challenge and question investment managers and administrators.  Involving all members in the running of their schemes is vital to instil confidence that pension promises will be met.
67.
Indeed during the passage of the Pensions Act 2004, the then DWP Secretary of State, Alan Johnson accepted that MNTs play an important role and said that regulations will be introduced to increase the proportion of MNTs from the minimum one third to 50 per cent.

68.
The OPA strongly urge the Government not to include MNTs in the deregulatory review.

69.
Furthermore, the OPA strongly believe it is essential that independent pensioners' associations be recognised as being major external stakeholders.
c) Restrictions to changes to accrued rights (Section 67 Pensions Act 1995)

70.
The OPA are strongly of the opinion that the principle of “what has been earned cannot be changed” should apply to occupational pensions and would urge that the Government consider this principle very carefully before allowing Trustees the power to change accrued rights.
d) Payments to employers where surplus funds exist

71.
The OPA accepts that, notwithstanding the final guarantor of the PPF, employers are the guarantors of their DB occupational pension schemes and shoulder the ongoing risk of longevity etc.  However there are many schemes where this burden is shared by a shared cost contribution regime where active member contributions can be increased if a past service deficit needs to be funded, and/or the ongoing contribution rate has to be increased to cover future liabilities.
72.
The OPA believe strongly that once contributions have been made they should not be returned to the employer but used for the benefit of all scheme members.

73.
During the years of surplus very many employers took advantage of the ability to reduce significantly or suspend their contributions.  In most cases the employees continued to contribute.  Had these employers considered and had the actuaries advised that such surpluses would disappear as fast as they appeared then some prudence could have been exercised.  Such prudence was not in evidence and as a result deficits are significantly larger than they could have been.  Furthermore, the Inland Revenue cap on surpluses above which 40 percent tax was payable, drove many employers into taking contribution holidays.

74.
Many pensioner organisations asked that pension benefits be improved and funded from the surplus.  Once again Inland Revenue limits were often quoted as a reason for refusing such benefit improvements.

75.
The tax simplification in the Finance Act 2004 has changed the pensions landscape significantly.  There are no longer statutory surplus limits and for the vast majority of people there are no longer limits on the amount of pension and other benefits they can receive.

76.
If surplus funds exist in a pension fund they are there from the investment performance of the funds contributed to by both the employers and the employees.  It is therefore entirely unreasonable that any surplus should be distributed to the employer.  The Trustees will have agreed a schedule of contributions from the employer to maintain the Statutory Funding Requirement and that the schemes technical liabilities are met.  If surpluses do occur then this can be recognised in the next negotiated schedule of contributions.

77.
If the Government are intent on legislating to allow for the return of surplus funds to the employer, the OPA strongly urge that the legislation should also allow explicitly for scheme members to share in the surplus generated in part from their contributions.

78.
The OPA believe strongly that legislation should be put in place to prevent employers taking contribution holidays in future.

79.
The Financial Assistance Scheme (FAS) was introduced in a rush to help those pensioners who had lost most of their pensions when their companies went into liquidation with large deficits in their pension schemes, but did not qualify for the PPF.  The initial legislation in the Pensions Act 2004 restricted top-up payments to very few people leaving large numbers with the bleak prospect of poverty in retirement.  The proposal now is to widen the eligibility criteria to ensure that a further 30,000 people would benefit.  This will still leave large numbers with no help.

80.
The FAS was rushed in to cover the Government’s lack of action on the European Insolvency Directive and has still to be tested in the courts.

81.
The OPA urge the Government to widen further the eligibility criteria so that all former scheme members of insolvent companies which fall outside of the current PPF legislation receive at least the same level of compensation as they would have received from the PPF.

Chapter 3: Providing a foundation for private saving

82.
Since coming to power in 1997 the Government has said repeatedly that the Basic State Pension (BSP) “will remain as the foundation of retirement income for rich and poor alike.  It will not be means tested.”
  Unfortunately its relative value has declined steadily since then because of indexation to the RPI, and this is evidenced by the increasing numbers becoming eligible for Pension Credit.
83.
The OPA welcomes the intention to index the BSP to earnings.  However we are disappointed that 2012 has been chosen as a start date and that this could possibly, indeed probably be extended to 2015.
84.
Very many of today’s 11.8 million pensioners are in poverty.  This is particularly true of the older pensioners who are aged 75+.  This group in general retired without the benefit of good occupational pensions or SERPS and very many are reliant only on the BSP.  They have seen the value of their pensions fall significantly over the 15 years plus that they have been retired.  The decision to introduce the earnings link in 2012 will mean that many of them will have died before they see any benefit.  Meanwhile 50 per cent continue to live in poverty and have to apply for the means tested Pension Credit and as we know, many do not.
85.
The OPA urges the Government to introduce the link to earnings in 2007.

86.
The OPA welcomes the proposal to reduce the number of qualifying years for maximum BSP to 30 for all.  However this will itself introduce several anomalies which will need to be addressed.  For example a man reaching State Pension Age (SPA) in 2009 with 40 years contributions will receive less BSP than a man reaching SPA in 2010 with only 30 years contributions.  Some individuals will have made extra NI contributions to make up their BSP but will gain no benefit from this.
87.
The notion that entitlement to a full BSP is based on a contributory principle is being stretched with this proposal.  Furthermore, if a contributory principle is to be maintained, then it follows that once 30 years contributions have been received, individuals should no longer make NI contributions.  For an individual starting work at 20 and with an unbroken employment record to age 68 in 2044, then for eighteen years from the age of 50, NI contributions for the BSP will not be accruing further benefit.  This will be seen as just another form of taxation.  An individual could start work at 38 and contribute for only 30 years and receive a full BSP.  However, someone starting work at 16 could be contributing NI for 52 years and yet receive only same amount of BSP.  This will be seen as unfair and rightly so.
88.
It is understandable that contributions are spread over a full working life to keep NI rates at a reasonable level, and the system is designed to be redistributive from the better off to the poorer.  However, NI contributions after thirty years will simply be seen as subsidising full pensions for those who achieve only 30 years of contributions.
89.
The OPA believe that the proposal to continue the earnings link for Guarantee Credit over the long term is an acceptance that more pensioners will be dragged into means testing at least until the earnings link is restored for the BSP.  Furthermore as occupational pensions are normally linked to the RPI, and the majority of people purchasing annuities who do not have indexation or have indexation linked to the RPI, more pensioners will be caught in the means test.  The Government’s own figures show that by 2050 more pensioners will be receiving the only Guarantee Credit under the proposed reforms than under the current system.

90.
The same data show significant reductions in the numbers receiving the Savings Credit.  This is presumably due to the numbers benefiting from saving in personal accounts and the reduction in number of qualifying years for a full BSP.  It is difficult to see how this will be an incentive to save more since there seems only to be a swap from Pension Credit to BSP and pensions from personal accounts.  The test will be that saving has increased income in retirement significantly and not just raised people slightly above the Pension Credit eligibility limit.
91.
The OPA believe that to maintain Pension Credit “over the long term” is unsustainable.  We urge the Government to increase the level of the BSP to the level of the Guarantee Credit and then increase it with earnings.  By doing this everyone will receive this level of pension and the bureaucracy associated with Pension Credit can be dismantled.

92.
The OPA welcomes the proposals on carers and those looking after their children.

93.
The OPA accept that there has to be a trade-off between improved BSP and longevity.  We accept that the state pension age (SPA) should be increased but with some important provisos.  First people in jobs with a heavy manual content or are very stressful should be protected.  Second there are marked differences in mortality rates across the UK and action has to be taken to even these out before the SPA is increased.
94.
The Government’s proposal is to introduce increases in the SPA four years earlier than the Pensions Commission proposed.  This will inevitably provide substantial savings for the DWP.  The OPA believe strongly that any such savings must be ploughed back into the pension system and not be used to bolster spending elsewhere in Government, or to maintain a target of a set per cent of GDP spent on pensions.
95.
A Citizen’s Pension has been rejected as the Government “have concluded that the complexity and expense of gradual transitional approaches to a Citizens’ Pension are too great – the prize of simplicity would be lost.”
  However the Government are proposing to set 30 years as the eligibility for a full state pension.  This will undermine the contributory principle and will eventually achieve universality in that almost all residents will receive a flat rate full BSP.

96.
The OPA are disappointed that the Government has rejected the Pensions Commission proposal to pay a flat rate full BSP to all when they reach the age of 75.  It is this older group who are the poorest and have greater needs for care.  We urge the Government to reconsider this.

97.
The proposals on the self employed are puzzling.  On the one had the Government says that all employees (eventually all DB employees will no doubt be included) will be compulsorily in S2P to make sure that they have a minimum level of retirement income.  Yet on the other hand the Government does not see that this should apply to the self employed.

98.
All self employed people pay Class 2 NI to qualify for the BSP.  The OPA see no reason why those NI contributions should not be increased to include S2P contributions.
Chapter 4: Extending working life in an ageing society

99.
Extending working life is an important issue in an ageing society.  However the fundamental problem in achieving this is the extensive age discrimination prevalent throughout businesses in the UK.  In the eighties and nineties companies reduced their workforces by making people in their fifties and early sixties redundant, shown in the rapidly reducing mean age of retirement.
  This act alone has put significant pressure on the pension system.  Many of these people found it impossible to find alternative employment.
100.
The Age Discrimination Regulations due to come into force in October 2006, will help.  But there is an inconsistency in these Regulations with the Proposals in the White Paper.  The Government proposes to raise the SPA to 68 and yet have put in the Age Discrimination Regulations that employees have no employment rights after the age of 65.  When people reach 65 and are sacked, there will be a potential gap of three years before they reach SPA and can gain access to their BSP and S2P.  This is unfair and has to change.

101.
The OPA believe strongly that there should be no loss of rights for workers at any age.  Employers already have sufficient power to release an employee who is not working effectively.

102.
It should be possible for workers to move into retirement over a number of years instead of the cliff edge of 65 (60 for women) as at present.  Employers must be encouraged to change their employment practices to allow for this.
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