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Concluszons:

Turner and Blunkett
must reverse the distncentives

which are preventing workplace pensions

pension trends survey: further switch away from equities forecast in

year ahead as schemes grapple with deficits

The Association of Consulting Actuaries
(ACA) Pension Trends Survey 2005 was
conducted earlier this year. Over 390 firms,
with scheme assets exceeding £131 billion
and over 2.8 million members, responded to
a wide range of topical pension and
investment questions.

The first report (Views on Pensions policy
and 2004 Pensions Act), focused on firms’
views on current government pension
policies, the 2004 Pensions Act and
responses to ideas posed by the Pensions
Commission in its initial report. The second
report (Trends in scheme provision,
contributions and deficits) underscored the
high level of defined benefit scheme closures
to new entrants and the extent to which

the key findings

mixed and defined contribution schemes are
filling the gap. With defined benefit scheme
deficits estimated at over £130 billion on an
ongoing basis, it found many firms were
paying much higher pension contributions to
address scheme deficits, with evident trends
to reduce pension liabilities and spending in
the near and longer-term. It reported a very
high level of scheme reviews, suggesting
change in design is both high priority and
under active consideration at many firms.
These reports were published earlier in 2005
and are available from the ACA (see details
on back page).

This third report suggests the reduction in
pension funds' holdings of equities will
continue, with one in ten expecting to

increase holdings in property, private equity
and hedge funds. Over one in three
schemes are also expecting to increase
corporate bond holdings, with many also
increasing their holdings of gilts. The slow
publication of new pension tax regulations
to apply after A-Day also seems to have led
to many employers (41%) feeling that
unsatisfactory progress is being made on
advising their schemes on the changes
needed to successfully implement the new
tax regime on time.

This third report also includes a summary
of the key findings of the first two reports
published earlier in the year and the
complete statistical tables behind the
three reports.

significant sale of equities forecast by schemes in year ahead
overall 38% of schemes expect to reduce their UK equity holdings (and overall 24% their overseas equity holdings) over the next year, with
holdings of corporate bonds, gilts, property, private equity and hedge funds set to rise.

minority of schemes to take early advantage of new tax regime's flexibilities
with 41% of firms critical of the progress in finalising the new pension tax regulations, only a minority are likely to take advantage of the new

flexibilities available.

many firms set to abandon unapproved pension arrangements
63% of firms likely to cease unapproved pension arrangements - many to offer salary increases instead.

automatic enrolment into pension schemes being considered
39% of defined benefit schemes (but 46% of defined contribution schemes) will consider moving to automatic enrolment in support of the

Government's recent initiative.
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investment issues: schemes say switch away from equities

set to continue

In terms of their investment strategy, over
seven out of ten defined benefit schemes
have or are becoming more matched to
scheme liabilities - with a greater holding
of bonds - with this trend continuing
apace over the next year. Whilst some
43% of schemes are already more matched,
a further 28% expect to be so within the
next 12 months. Reflecting this change, the
survey found that over a third of schemes

were set to increase their holdings of gilts
and corporate bonds over the period, as
well as increasing holdings, albeit small, of
property, private equity and hedge funds
(see Figure 1).

Eight out of ten schemes presently use 4 or
fewer fund managers, with a half of these

still only using 1 fund manager across asset
classes. Whilst passive asset managers are

in the minority (around 17% of the total),
they manage a significantly higher
proportion of assets, averaging 43% of the
total. Of the active managers used, 79%
are specialist managers investing in a single
asset class.

Figure 1: Current split of defined benefit scheme assets between equities, bonds and alternative assets such as property, private equity

and hedge funds including forecast changes by schemes over next 12 months.
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The survey supports evidence that more
schemes are diversifying their investments,
reducing their reliance on equities, as they
find suitable alternative sources of returns
with, it is hoped, lower risk. As well as the
greater use of these alternative asset
classes, more schemes - notably larger
schemes - are looking beyond mandates
that involve traditional benchmark
constraints, towards more flexible
unconstrained investment mandates.

The defined contribution schemes
responding to the survey offer a wide range
of investment classes to members (see
Figure 2). The least widespread investments
offered are corporate bonds and with-
profits, the latter no doubt reflecting the
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poor reputation of this investment in recent
years. Whilst there has undoubtedly been
an increase in the range of fund options
offered by such schemes to members over
the last few years - more than 4 out of 10
schemes offer 10 fund options or more - still
a quarter of schemes offer 5 or fewer fund
options. Whilst this may provide simplicity
to the member, it may also mean that
choices are too limited to reflect the
different risk and reward strategies
appropriate to the needs of members.
Perhaps even more surprising is the fact
that half of the schemes offer just one fund
manager to handle investments, potentially
restricting the ability to spread investments
across a number of managers achieving a
range of investment returns. It is to be

hoped that as the incidence of defined
contribution grows beyond smaller firms,
more schemes will access investment
gateways or investment fund platforms. In
this way, trustees and members can access
a comprehensive range of managers,
across a full range of asset classes and
investment styles, in an operationally
efficient manner through one investment
administration platform.

74% of defined contribution schemes say
they offer a default lifestyle fund for those
members who do not wish or feel able to
select investments appropriate to their
needs. 54% offer a with-profits fund, with
27% of members - where offered - investing
a proportion of their fund in this asset.



The sudden decline of equity values in 2000,
increased longevity and extra tax and
regulatory costs has caused many firms
offering defined benefit schemes over the
last few years to markedly increase
employer contributions (and to increase
employee contributions). This is needed to
help make sure funding is better able to
meet the long-term liabilities as they fall due
(see Survey Report 2 in this series and the
Statistical Appendix, Table 39). The survey
found that the pressures on defined
contribution schemes to restore fund values
was much less great. Only 9% of schemes
have increased employer contribution rates
and only a very few members themselves
have increased their contribution rates to
help restore fund values (see Figure 3).
These finding are particularly disappointing
given the fact that over 4 out of 10 firms say
they offer financial advice and/or retirement
counselling services to employees, with
67% of employers fully meeting the

costs involved.

Figure 2: Investment choices offered by Defined Contribution schemes

UK Equity
Overseas Equity
Global (UK & Overseas)
Gilts: Fixed interest
Gilts: Indexed linked
Corporate bonds

Cash / deposit

Mixed managed fund

Life-style

84%
88%

86%

Figure 3: During the last few years many employees' defined contribution funds or 'pots' have declined in size. Has this:
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Prompted the company to increase employer contributions
1%

Prompted the company to recommend that employees increase their own contributions

Caused employees to increase their contributions

Caused employees to reduce their contributions

auto-enrolment: turkeys voting for Christmas?

Figure 4: It seems likely the Government will seek to increase participation in occupational
pension schemes by encouraging automatic enrolment to schemes that pay an employer's
contribution. Does your scheme presently operate automatic enrolment, subject to opt-out and,
if you do not, will you consider moving to automatic enrolment?

Defined benefit schemes:
Presently automatically enrol

M YES - 24%

B No-76%

Defined contribution schemes:
Presently automatically enrol

I YES - 16%

M No-84%

Will you consider moving to automatic enrolment

M ves-39%

M No-61%

Will you consider moving to automatic enrolment

0 YEs - 46%

B NO -54%

The new Government has already indicated a
strong interest in organisations offering their
pension schemes on an automatic enrolment
basis i.e. employees are automatically joined
up to the pension scheme at recruitment but
are made aware of an opt-out provision, if
they so wish. This contrasts with the
prevalent procedure at the moment, where
most firms look to employees deciding to opt-
into the scheme.

The survey found more firms with defined
benefit schemes presently operate automatic
enrolment, but fewer defined benefit schemes
(than defined contribution schemes) will
consider moving to auto-enrolment in the
future in support of the Government initiative,
most probably on grounds of cost

(see Figure 4).

Investment trends and aunto-enrolment | 3



Whilst it is encouraging to see that a
sizeable number of firms will 'consider'
this way of extending pension coverage,
it would be dangerous for Government
and others to see this as a major
panacea to the marked decline in
occupational provision seen over the last
two decades or so. The swing away from
occupational provision has quickened in
recent years as pension costs have
increased. It is difficult to see how or why

firms grappling with increasing pension
costs - particularly those still offering open
defined benefit schemes - would voluntarily,
turkey-like, 'vote for Christmas' thereby
adding still further to costs and forward
liabilities by opting for auto-enrolment.

The forward cost pressures in moving to
auto-enrolment on those firms offering
mixed, lower cost defined-benefit and
defined contribution schemes may be less

onerous. However, without some new
financial incentive - it is difficult to see
(aside from the 'good employer' badge) why
such firms would in the end voluntarily add
to labour costs in what could be a very
significant way. Recent history does not
suggest such a well-intentioned one-off
measure is likely to work. Auto-enrolment
might however work when set alongside a
package of genuine incentives to employers
to extend occupational provision.

pension taxation: minority of firms swept along by new flexibility

The new flexibility offered by the pension tax
regime, effective from April 2006, has been
widely welcomed. The ACA is supportive of
the changes but, alongside many
respondents to the survey, is concerned at
the delay in publishing the new regulations
that implement the regime and the
complexity that has accompanied those
regulations that have appeared. Whilst 9
out of 10 firms remain confident that their
administrative systems will be ready for the
changes by April 2006, 41% of firms say
the progress made in advising schemes on
the changes to operational procedures

have been unsatisfactory, no doubt due to
the delays in publication of the

detailed regulations.

Whilst a majority of firms say they are
intending to increase the amount of pension
that can be converted to a tax-free lump
sum at retirement, across a range of other
new flexibilities, a minority of firms are
looking to act (see Figure 5).
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Figure 5: Schemes considering any benefit / other changes to take advantage of the new tax

regime, in particular:

Increasing dependants' lump sum death
benefits at the expense of dependants'
pensions

Permitting an increase in the amount of
contingent spouse's pension in exchange
for member's own pension

Permitting transfers from a DB section to
a DC section shortly before retirement

Increasing the amount of pension that can
be converted to a tax-free lump sum at

retirement

Are you considering introducing flexible
retirement options so that only part of

accrued pension may be drawn?

24% 76%

It seems likely that more firms will consider
changes to the package they offer once the
regulations are bedded in and once the
experiences of those firms who act first

are seen.

That said, it is interesting that 1 in 4 schemes
are considering introducing flexible
retirement options where only part of the
accrued pension is drawn. Whilst this might
sit well with the Government's emerging plan
to have more older people straddling
employment and retirement roles, there will
be considerable extra administrative burdens
for employers and schemes in offering such
an approach.



The new tax regime is likely however to have Figure 6: What will firms offering an unapproved pension scheme (FURBS, UURBS or both) do
a considerable impact on unapproved from 6 April 20067

pension arrangements that have hitherto I cease

bolstered the package of pension-capped arrangements 26%

high earners.
. . Continue further

. accrual 32%
Many arrangements are likely to cease or be

frozen, in terms of further accruals, and there
seems a strong desire to reimburse those
affected by adjusting their basic salary

(see Table 6).

Switch from FURBS
to UURBS 5%

Reimburse members by adjusting other
parts of remuneration package 37%

If 'reimburse members by adjusting other parts of
the remuneration package' will you consider:

9%

Share grants

Share options

in excess of LTA in registered pension scheme

On international accounting standards, for immediate recognition of actuarial gains / intend to 'early adopt' the changes to IAS
close to two-thirds of firms are adopting IAS losses outside the P & L account through 19 proposed by the International Accounting
19 for pension cost accounting purposes the Statement of Recognised Income and Standards Board in their exposure draft of
with effect from 2005 - many on a voluntary Expenditure (see Statistical Appendix, Table April 2004.

basis - with half saying they intend to elect 46). Some 4 out of 10 firms also say they

rough seas for occupational pensions: government must provide
positive encouragement for new workplace pension schemes

What is now needed over the next few |
months is brave action by Government as it I .'
addresses the agenda to be set by the . "
Pensions Commission this autumn. The
2004 Pensions Act, as our Survey Report 1
in this series found, has been a huge
disappointment. Firms believe it is and will
add to scheme costs without providing any
significant simplification measures to help
firms and schemes address rising costs (see
Survey Report 1, Figure 7 (below) and
Statistical Appendix, Tables 1 to 4).

i

Figure 7: Will the 2004 Pensions Act add to or reduce
the cost of occupational provision?
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Will marginally add to
costs - 39%

Will substantially add to
costs - 43%
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One-off measures such as auto-enrolment
are also unlikely to be grasped by the
majority of firms (particularly smaller firms,
where the need is often greatest to extend
provision) so long as they believe parallel
measures that increase scheme costs, by the
hand of Government, go largely unchecked. Pension taxation and legislation
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summary of the first two reports

The key findings of the 2005 ACA Pension Act were clear in identifying the hoped for developments in policy in the
Trends Survey featured in the first report disappointments felt by firms in respect of period ahead after the Pensions Commission
Views on Pensions policy and 2004 Pensions the path of public pensions policy and the report, due this autumn.

the key findings: report 1

views on pensions policy and 2004 Pensions Act

government policy in promoting occupational schemes not working
68% of firms say Government policy of promoting occupational pensions is not moving in the correct direction.

2004 Pensions Act will reduce provision and add to costs
62% of firms say the Act will reduce occupational provision and 82% say it will add to costs (not reduce them).

scheme simplification agenda remains an unfulfilled promise
71% of firms support flexibility allowing them to reduce scheme costs retrospectively. 63% want schemes in deficit to be able to suspend
Limited Price Indexation.

higher pension savings and later retirement ages are policy priorities
firms say the priority in resolving the pension crisis identified by the Pensions Commission is higher pension saving and later retirement ages.

support for lower-cost defined benefit schemes
73% of firms think the move from defined-benefit is irreversible, but 63% support the encouragement of lower-cost defined benefit schemes.

state pension reform is essential
90% of firms say the voluntary system of pension saving will not work effectively without State pension reform. 89% support consolidation of
the Basic State Pension and S2P.

The Survey has also focused on changes in As the Survey Report 2 in this series of three levels that will generate the same levels of
the shape of provision that are being reports highlighted, there are encouraging pension paid and likely to be paid by ongoing
introduced at speed across firms as defined signs that as this process advances, average defined benefit schemes (see Survey Report
benefit arrangements are closed to new contribution rates into defined contribution 2 and Figure 8, over-page), but the trend is
entrants and, in some cases, new accruals. schemes are rising. These are not at the encouraging.

6

the key findings: report 2

trends in scheme provision, contributions and scheme deficits

defined benefit closures continue as many firms look to reduce pension costs
68% of defined benefit schemes are closed to new entrants, with 10% closed to new accruals. 43% of firms are looking to reduce current
spending on pensions.

employee welfare — not competition for staff - is the main driver behind offering a pension scheme
firms of all sizes say ‘it is their responsibility as a good employer’ to offer a pension scheme that makes adequate arrangements for
employees in retirement.

high level of scheme reviews means rapid changes in provision
94% of firms will have reviewed their pension arrangements over a two-year period. Of these, around a half are currently under review or will
be during the next 12 months.

pension contributions rise across all types of schemes
defined benefit contributions have risen rapidly to help reduce scheme deficits. And as more defined contribution schemes are opened,
contribution levels also seem to be rising.

defined benefit deficits are being addressed
89% of defined benefit schemes are in deficit, with the average ongoing funding being 85% of liabilities. Aside from increases in regular
contributions, over a quarter of firms have made significant lump sum contributions. Most firms expect deficits will be removed within 15 years.

Summary of earlier reports



More worrying, is the fact that other surveys
point to occupational pensions being offered
to fewer and fewer employees, with personal
pensions failing to meet the gap. This major
decline in occupational provision (particularly
in the private sector) is rightly described as a
crisis - policymakers should not hide from
this conclusion - as it involves the long-term
loss of employer contributions for literally
millions of people if present trends are

not reversed.

The efforts by firms reporting to the survey to
correct defined benefit scheme deficits and
to safeguard pensions were also highlighted
in the Survey Report 2 in this series. Whilst
the Government has acted to safeguard
pensions where firms are insolvent (but
largely passed these rising costs onto
surviving defined benefit schemes), corporate
UK has also responded by increasing
employer (and employee contributions), and
by making other regular or sizeable one-off
contributions with a view to setting right
deficits over a period up to 15 years (see
Survey Report 2 and Figure 9, below).
Actions to increase normal retirement ages,
especially where they are under age-65
(although the public sector seems slow to
recognise realities) and to reduce accrual
levels are also being undertaken.

Figure 9: Period over which firms say
scheme deficits are expected to be removed?

. 0 - 5 years
. 6 - 10 years
. 11 - 15 years

+15 years

What is concerning is that this survey found
firms, looking to the future, are very fearful of
the impact of legislation on benefits and
funding costs. These concerns run ahead of
worries about investment markets, the
increasing burden on management time due
to greater scheme complexity and further
pension reforms (see Survey Report 2 and
Statistical Appendix, Table 40). So as to limit
claims on the Pension Protection Fund, we
sense that firms expect the details of the new
Scheme Funding Objective will be tougher
than that envisaged during the legislative
considerations of the replacement for the
minimum funding requirement.

We also sense that firms expect the
Government to pick and choose from the

Figure 8: Average of contributions paid into pension schemes (as a percentage of earnings).

Average employer contributions into:

Average employee contributions into:

Defined benefit schemes
Defined contribution schemes
Group Personal Pension 3.6%

Stakeholder 3.3%

Average combined employer and
employee contributions into:

Defined benefit schemes
Defined contribution schemes
Group Personal Pension 9.2%

Stakeholder (where contribution made) 8.3%

Pensions Commission report, even in some
areas moving ahead with 'pet' initiatives prior
to the report being published. Auto-
enrolment is a case in point and the new
Secretary of State has also intimated that he
will publish further proposals ahead of the
Commission's report. The danger is that the
most difficult decisions (such as those
associated with means-testing, State Pension
simplification and State Retirement Age) will
not be addressed or will be delayed.
Recommended reforms that involve greater
spending, particularly in the shorter term,
may also prove too much for Government to
swallow given the timing of the report. The
current public spending position offers little
prospect that the Treasury will support radical
measures in the near-term to boost pension
savings through new incentives. Should the
public expenditure versus income position
remain unhelpful in the period ahead (which
seems likely) and reform solutions be too
timid or well-intended rather than realistic,
there must be an increasing likelihood that
greater compulsion in pension savings will
emerge as the eventual favoured solution.

Long-term
expectation

Long-term
expectation

Long-term
expectation

(Figures from ACA 2003 and 2005 Pension Trends Surveys)
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a manifesto for pension reform:

The key measures the ACA sees as

necessary to boost pension provision

over the longer-term are:

Means-tested benefits should be
reduced in scope with the Basic
State Pension and S2P
consolidated into a higher-level
Basic State Pension. This higher
Basic State Pension should be set at
a level sufficient to cover essential
basic living costs, to be reviewed on
an annual basis to reflect (not
necessarily follow) earnings growth.
The ACA has called for a later State
Retirement Age - given the rapid
increase in average longevity - to
finance the cost of 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 a
range of publics (including many
respondents to this survey) that this
is the correct strategy. Any change
would need to be phased in, probably
no earlier than for those retiring post-
2020, allowing time to prepare.

The ACA is supportive of measures
designed to encourage more
employees to voluntarily defer their
retirement, through genuine
incentives to enhance the Basic State
Pension by delaying retirement, and
through measures whereby people
can draw all or part of their retirement
pension and continue working part-
time for the same employer. It is not
felt that these measures alone will be
sufficient to address the increase in
longevity. It needs to be remembered
that presently the majority of men are
retiring (or their jobs are disappearing)
below the present State retirement
age.

Contracting-out should be
abolished with the savings on
future rebates used to help finance
this comprehensive reform of
pensions. The public would find a
pension regime whereby private
pensions are built on top of a
consolidated State pension much
easier to comprehend. Such
simplification is highly important. We
are concerned that the Pensions

ACA Pension Manifesto

Commission may consider
recommending that some form of an
earnings-related Second State
Pension is retained. We think such an
approach would continue to confuse
the public. Also offering an earnings-
related State pension is not a role the
Government should continue with into
the longer-term given the sharp rise in
the retired population (and hence the
rapidly rising unfunded liabilities that
will fall on future taxpayers).

Enact genuine pension
simplification. This was not achieved
by the 2004 Pensions Act - indeed,
quite the contrary. Aside from a major
reduction in pension regulation so the
administration and costs of running
schemes of all types is significantly
reduced, the rushed and generally
chaotic way in which pension
legislation and regulation is
progressed must be addressed by
Whitehall and Parliament. Procedures
and timescales need to be more
disciplined and, importantly,
Regulatory Impact Assessments need
to be conducted or checked by
independent organisations of
Government ahead of measures being
fixed upon. The poor forward costing
of the Pension Protection Fund
measure is only the most recent
example of where there have been
major policy failings in assessing the
regulatory and ongoing costs of
proposed pension legislation.

In order to control long term scheme
costs, employers should have the
option to change defined benefit
scheme rules retrospectively
(subject to regulatory approval) to
avoid increases in cost due to
unforeseen longer life expectancy,
for example by raising normal
retirement age. Schemes in deficit
should also be able to suspend
Limited Price Indexation until they
remove their deficit. If this was
permitted, deficits could be reduced
more rapidly, better securing pensions
for the future.

The Government needs to provide a
better incentive to encourage the
development of good second-tier

private pensions, particularly where
employers continue to or decide to
sponsor schemes that meet a certain
standard. If the Government finally
resolves that there should be some
minimum compulsory private pension
contribution from employers - say up
to 5% of earnings matching an
equivalent employee contribution - it
is important that this is introduced
alongside reductions in employer
costs through tax or NIC
contributions. This would seem to
require a long-term approach that
would need to be supported by a
cross-party consensus. It would also
require a long-term package of tax
pledges to business that would hold
down their costs.

The cost of public sector pensions
must be addressed. On grounds of
equity, it is unacceptable that the
private sector - firms and individual
taxpayers - should support the rapidly
rising costs associated with most
public sector pension arrangements.
In many cases public sector
employees now earn more than those
in equivalent private sector jobs.
There needs to be a long-term
strategy to cap the rise in costs (that
is implemented) by way of, probably a
balance of, later retirement, higher
employee contributions and gradually
reducing benefit promises.

The Government's encouragement
of private pension provision above
a higher consolidated Basic State
Pension should be by way of cash
incentives for the lower-paid and
tax relief, with longer-term saving
attracting a higher incentive / rate of
relief than shorter-term savings
products.

It is important that public policy, in
responding to calls for greater
compulsion, is supportive (in
regulatory / incentive terms) of
employers / schemes that offer
superior arrangements to any
proposed compulsory regime.
Where employers exceed minimum
requirements there should be
maximum de-regulation of such
arrangements.



Statistical Appendix:

the complete survey results




Pensions policy and 2004 Pensions Act

Table 1 Table 2
Overall, is the Government’s stated policy of promoting Do you think that financial education and the informed choice
occupational pensions moving in the correct direction? initiative can have a significant impact on pension provision?

\CH

T T

65%

Table 3 Table 4
Will the 2004 Pensions Act be helpful in extending occupational Will the 2004 Pensions Act add to or reduce the cost of
pension provision? occupational pension provision?

Will substantially reduce costs

Will marginally reduce costs

n

Will remain same

Will marginally add to costs

Will substantially add to costs

Table 5 Table 6 Table 7

Will the overall impact of the 2004 Does the existence of the Pension Do you generally believe the PPF benefits
Pensions Act make it more or less likely Protection Fund (PPF) mean you are set are too high, too low or are about

you will wind-up any defined benefit more or less likely to wind-up your right?

scheme you run? scheme?

No change

34%

y
(=
o
©

How much of the PPF premium do you feel should be risk related
(ie. related to scheme funding, the likelihood of employer
insolvency and, possibly, investment strategy)? When should the risk related premiums come in?

Median: 60%
Table 9
How frequently do you undertake Do you obtain informal
formal actuarial valuations? updates between these? Frequency?

Every 3 years

93%
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Table 10

Does the sponsoring employer or

your scheme have a credit rating?

Table 13

The Government is keen to secure additional funds for the
Financial Assistance Scheme (to assist those who have ‘lost’
pensions ahead of the introduction of the PPF). Are you
prepared to provide additional funds to the FAS over and above

the PPF levy?

Table 11

Do you know the credit rating of
the sponsoring employer?

Table 14

More than 99%

Table 15

From April 2005, Limited Price Indexation will not be obligatory
for money purchase schemes. Do you agree with this change?

32%

Table 16

Table 12

Should the risk based pension protection
levy for small schemes (schemes with less
than 100 members) take account of:

Given the change in legislation in respect of Limited Price
Indexation (for defined benefit schemes, now to be the lower of
RPI and 2.5% per annum for future service), are you intending to
reduce pension increases for service after April 2005?

No

59%

Should it be permissible for a scheme that is in deficit to be able to
suspend LPI (in the way that the PPF will be able if it gets into

difficulties) until a satisfactory level of funding has been achieved?

Table 17

The new Statutory Funding Objective (SFO) will come into effect

from September 2005 replacing the minimum funding

Table 18

37%

Do your scheme rules presently give the trustees or the scheme

actuary unilateral powers to set contribution rates?

requirement. Are you worried about the pressure on contribution

rates as a result of the change?

No reply

45%

Do you intend to try to alter scheme rules to remove these
unilateral powers?

97%

Statistical Appendix



Table 19

The 2004 Pensions Act has introduced some changes in the way
scheme amendments can be made under s67 of the 1995 Pensions
Act. Given the increasing costs falling on defined benefit schemes
due to longevity and other factors, do you believe a more general
relaxation of s67 should be allowed to reduce the cost of a scheme
on a retrospective basis (particularly if this allows the employer to
keep the scheme open to members)?

Pensions Commission Report

Table 21

Faced with the increasing proportion of the population aged over
65, the report says society and individuals must choose between
four options or a blend of these four options. What mix of the
four possible solutions do you feel should be pursued (1 =
highest priority in public policy, etc.)?

1. Savings must rise
2. Average retirement age must rise

3. Tax / NI devoted to pensions must rise

4. Pensioners to be relatively poorer

Table 23

If the Government established a higher minimum State pension
by, say, consolidating the Basic State Pension and S2P at a level
to meet essential living costs (and reviewed reflecting changes in
average earnings), do you believe the State should require
individuals or their employers to save at a higher level?

12| Statistical Appendix

Table 20

It seems likely the Government will seek to increase participation in
occupational pension schemes by encouraging automatic enrolment
to schemes that pay an employer’s contribution. Does your scheme
presently operate automatic enrolment, subject to opt-out and, if
you do not, will you consider moving to automatic enrolment?

Defined benefit schemes: Yes “

Presently automatically enrol

Will you consider moving to

automatic enrolment 39% 61%
Defined contribution schemes: Yes No
Presently automatically enrol

Will you consider moving to
automatic enrolment 46% 54%

Table 22

Aside from obligations to contribute towards a Basic State
Pension (and the current earnings related State top-up pension -
S2P), should individuals be required by the State to save for a
pension at a level higher than this as a means to reduce
pensioner poverty and means testing in years to come?

Table 24

Do you believe that the move from defined benefit to defined
contribution schemes is irreversible?




Table 25

Do you support the transfer of risk to the individual that is For instance, do you believe the introduction of lower-cost defined
inherent in this change to defined contribution or do you feel that benefit schemes (with lower benefit targets and/or later retirement)
public policy should attempt to achieve a ‘better’ balance of risk should be encouraged by employers and government?

between individuals, employers, the financial services industry
and government?

Support risk transfer t duals

Support public policy seeking better balance

Table 26

Do you believe that in order for the voluntary system to work If a higher consolidated State Pension was included as part of
effectively there need to be changes to the State pension system these changes and this required an increase in NI contributions
over and above those in the 2004 Pensions Act? from employers would you support this?

If “Yes’, do you think there should be:
e T
End to contracting-out with voluntary pensions on top

T

Table 27
Do you believe that the increase in means-tested benefits for If ‘Yes’, can there be a voluntary solution without a marked
those in retirement acts as a disincentive to pension saving? reduction in means testing?

Table 28

If these State reforms do not take place, do you
believe that for the private 'voluntary' system to
work more effectively, there is a need to
introduce compulsory minimum pension

Yes “ Minimum employee contribution

If ‘Yes’, what should the minimum contributions be:
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Pension scheme design

Table 29

What type of pension arrangement do firms offer and what is the total value of scheme assets?

Type of pension scheme Percentage of firms with % Closed to new entrants | % Closed to new entrants| Total Asset Values (£bn)
such schemes and new accruals

[T T R I SR
e I R I SR
s I I I I TR
. - [ 0 -
s I S N ECTTR

(NK: the majority of respondents did not disclose or were unaware of total assets held)

Percentage of schemes contracted-out of SERPS / S2P

 E—m—

Table 30

Size of firms responding to survey What is the distribution of membership of schemes?

=3 I
Defined contribution only m

Defined benefit + contribution

Table 31
Why do firms provide employees with pension arrangements (in ranked order)?
All Schemes

We consider it is our respon ity as a good employer to make adequate arrangements for our employees retirement
The scheme helps us to build our image as a caring employer, motivating and encouraging loyalty from employees

The scheme helps us to compete in the labour market for skilled staff

The scheme enables us to retire employees on reasonable pensions in an orderly way to suit our business

The scheme has been in existence for many years and could not easily be discontinued

We were required to introduce a scheme under the Stakeholder rules

14
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Table 32

Percentage of firms with a target as to what they will spend
each year on pensions (expressed as a percentage of payroll)

Yes No
24% 76%

Of those saying ‘yes’, percentage in following bands:

0 - 5% of payroll

6- 10% of payroll

11 - 15% of payroll
16 - 20% of payroll

+ 20% of payroll

Table 33

Firms that want to reduce current spending on pensions or the cost of providing pensions that will be earned by employees in the future.

Trying to reduce current spending

Trying to reduce cost of providing pensions that will be earned by employees in future

Yes

43%

47%

Table 34

Number of firms reviewing their pension arrangements?

Reviewed in last 12 months Will review in next 12 months No review

Table 35

Schemes’ normal retirement ages Percentage of schemes considering change in retirement age?
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Table 36

Changes in pension arrangements over last 5 years

Closed defined benefit scheme to new entrants 52%

Closed defined benefit scheme to future accruals 9%

Moved more employees into defined contribution schemes 18%
Set up a mixed defined benefit / defined contribution scheme 7%
Set up a career average scheme 5%

Reduced percentage of employees covered by firm’s scheme 9%

Placed one or more schemes in wind-up 7%

Moved to more flexible benefits package with wider benefits option 15%
Introduced access to group benefits largely paid for by employees 1%

Contracted some or all of members back into State Second Pension 12%

Table 37

Average of contributions paid into pension schemes (as a percentage of total earnings).

Average employer contributions into:

Long-term expectation

Defined benefit schemes 11.5% 13.1% 15.1% 16.5% 14.8%

Defined contribution schemes 5.1% 5.2% 5.8% 5.9%

Group Personal Pension 5.6%

5.6%

5.8% 6.1%

Stakeholder (where contribution made) 5.0% 4.3% 4.5%

Average employee contributions into:

Long-term expectation

Defined benefit schemes 4.3% 4.9% 5.5% 6%

Defined contribution schemes 3.4% 4.0% 4.1%

Group Personal Pension 3.6% 3.6% 3.8%

Stakeholder 3.3% 3.7% 3.8%

Average combined employer and employee contributions into:

Long-term expectation

Defined benefit schemes

15.8% 20.0% 22.0% 20.8%

Defined contribution schemes 8.5% 9.8% 10.0%

Group Personal Pension 9.2% 9.4% 9.9%

Stakeholder (where contribution made) 8.3% 8.0% 8.3%

(Source: ACA 2003 and 2005 Pension Trends Surveys)

~
N
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Table 38

Current range of employer contributions

Defined Benefit Defined Contribution Stakeholder

Current range of employee contributions

Defined Benefit Defined Contribution

Stakeholder

Scheme deficits

Table 39
Number of defined benefit schemes advised by their actuaries Bands of ongoing funding level as a percentage of liabilities at the
that their scheme is in deficit last actuarial assessment

Not in deficit

Percentage of firms

11%

If in deficit, have schemes’ actuaries recommended an increase
in contributions? 40%

\

6%

25%

18%

85% (80%)

(Figure in brackets, ACA 2004 Smaller Firms Pensions Survey)
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Period over which firms say scheme deficits are expected to Alternatively, have additional employer contributions been made
be removed? expressed as fixed monthly amounts or significant lump sums?

| osem
Yes
Additional contributions
T T -
expressed as fixed

Significant lump sum
contributions

Number of schemes reporting increase (or future increase) in
defined benefit employee contribution rates

T

Change in employer defined benefit contribution rates

Employer contribution rate Percentage of firms
increases

Change in employee contribution rates Change in the accrual rate of benefits in the last year or so

Moved from 60ths to 80ths 5%

Moved from better than 60ths to 60ths 2%

Employer contribution rate Percentage of firms
increases

At
A

Moved from 60ths to between 60ths to 80ths 2%

Moved from better than 60ths to between
60ths to 80ths

1%

Table 40

What issues are most likely to have an influence on pension thinking in the longer term? In ranked order.

I
The |_mpact of legislation on benefits and 49% 49% i
funding costs

Increasing burden on management time due to

: 41% 47% 12%
greater scheme complexity
Further pension reforms |nt|.'odtfcmg, for example, 29% 49% 2904
compulsory employer contributions
The increasing public profile of pensions will lead
to more costly / complex pension related 64% 18%
communications
Competition for staff will lead to a need to improve 299%, 68%
firms’ pension arrangements
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Pension taxation

Table 41
Do you feel the progress made in advising your scheme on the Do you think that your or your provider's
changes to your operational procedures as a result of the new administrative systems will be ready for the
pensions tax regime is satisfactory? pension tax changes in April 2006?

|
Table 42
Do you outsource administration rather than carrying out If 'no' are these or other pension changes causing you to
administration in-house? consider how you administer pensions?
| |
Table 43

Are you considering any benefit / other changes to take
advantage of the new tax regime, in particular:

Increasing dependants' lump sum death benefits at the expense Permitting an increase in the amount of contingent spouse's
of dependants' pensions? pension in exchange for member's own pension?

73% 85%

Permitting transfers from a DB section to a DC section shortly Increasing the amount of pension that can be
before retirement? converted to a tax-free lump sum at retirement?
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Table 44

If you currently have an unapproved pension scheme If 'reimburse members by adjusting other parts of the
(FURBS, UURBS or both) what will you do from 6 April 2006? remuneration package' will you consider:

Continue further accrual 32%
Switch from FURBS to UURBS 5% Share grants

9%

Reimburse members by adjusting other Share options 4%

. 37%
parts of remuneration package Accrue benefits in excess of LTA in

registered pension scheme

19%

Table 45

Are you considering introducing flexible retirement options so that
only part of accrued pension may be drawn?

I

International Accounting Standard

Table 46
Will you be required to or will you voluntarily adopt IAS 19 for If 'yes' are you currently intending to adopt the new version of IAS
pension cost accounting purposes with effect from 2005? 19 in advance of 2006 (ie. choose to 'early adopt')?

Yes, voluntary 29%
T T

If 'yes', how are you currently intending to recognise actuarial gains / losses through your financial statements
(under the various options permitted by IAS 19)?

Amortising actuarial gains / losses outside the 10% corridor through the P&L account over the employees' future
expected working lifetime

Amortising total actuarial gains / losses through the P&L account over the employees' future expected
working lifetime

Immediate recognition of actuarial gains / losses outside the P&L account through the Statement of Recognised
Income and Expenditure

Other method(s)

20 | Statistical Appendix



Investment issues

Defined Benefit Schemes

Table 47

Has the investment strategy of your scheme become more
matched (greater allocation to bonds) or is it intended to become
more matched relative to the liabilities?

What is the current split of your assets between equities, bonds and alternative assets such as property, private equity and hedge funds?
Within the next year do you expect this to change?

Table 48

0.1%

How many of these are passive managers and what percentage of

How many fund managers do you use? assets do they manage?

Percentage Percentage of assets

managed

39%
43%

40%

15%

6% Of your active managers, how many manage more than one asset
class (multi-asset managers) and how many are single asset class

3.4 managers o
(specialist managers)?

‘ Single asset class

‘ 79%
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Defined Contribution Schemes

Table 49

Which of the following investment choices does your DC

scheme offer?
Percentage
Offering

UK Eq 97%

Overseas Equity 84%

Global (UK & Overseas) Equity
Gilts: Fixed interest
Gilts: Indexed linked

Corporate bonds

86%

80%

R T

Life-style 89%

e T

Do you offer a default lifestyle fund?

I

Table 51

Do you offer a with-profits fund?

T

22| Statistical Appendix

Table 50

How many fund options do you offer members?

_

T R

Is more than one fund manager offered?

_

T IR
T R

In your experience, approximately what percentage of
members are invested in the with-profits fund?

Percentage

Average percentage of members invested in
with-profits (where offered)



Table 52

During the last 3 years many employees' defined contribution funds or 'pots' have
declined in size. Has this:

Prompted the company to increase employer contributions 9%

Prompted the company to recommend that employees increase their own contributions 19%

Caused employees to increase their contributions 33%

Caused employees to reduce their contributions 21%

4%

Table 53

Do you offer financial advice / retirement counselling services to If 'yes', is cost fully met by employer?
members / employees?
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2005 pension trends survey reports in series
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Report 1 in the series focused on firms' views on current Report 2 underscored the high level of defined benefit scheme
government pensions policies, the 2004 Pensions Act and closures to new entrants, changes in pension scheme
responses to ideas posed by the Pensions Commission in its contributions from employers and employees, the scale of
initial report. Published April 2005. scheme deficits and deficit recovery plans. Published May 2005.
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