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Pensions pathway
There have been a number of changes to
pensions and new proposals over the last six
months, from the Chancellor’s shock Budget
announcement in March to the increase in
pension age. Below, we chart some of the
most significant changes that have taken
place recently.

MARCH

Welcome to the second issue
of The Process: our magazine
that focuses on the world of
pensions but also incorporates
the news and views from the
business world.
In this issue we talk to Baroness
Greengross, president and chief executive
of the International Longevity Centre UK,
about the about the challenges facing
both the UK and the wider world with
ageing populations. We also look at the
changes to the pension tax allowances,
the six steps to mutualisation and how
partnerships between public and private
sector organisations are helping to deliver
cost effective public services.
We’d love to hear your feedback on The
Process. Please let us know what topics
you’d like to see covered in future issues
by emailing TheProcess@mycsp.co.uk.

Budget 2014
In a surprise move, the
Chancellor announced the
most radical changes to the UK
pensions system in decades.
The following changes came
into effect on 27 March 2014:
•

•

•

The two triviality limits at
which a member’s pension
fund may be paid entirely in
a lump sum in two sets of
circumstances increased
to £30,000 (from £18,000)
and £10,000 (from £2,000).
For personal pensions, the
number of pension pots
to which the new triviality
limit of £10,000 may be
applied increased from two
to three.
For defined contribution
schemes, the maximum
annual limit for income
drawdown increased to
150% (from 120%) of an
equivalent annuity.

The following proposed
changes (currently under
consultation) become effective
from April 2015.
From the age of 55, a member
with defined contribution
pension savings will be able to:

Nicky Hurst
CEO

•

•
•
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Take their entire pension
fund in the form of a lump
sum (but subject to their
marginal rate of income tax)
Buy an annuity (using some
or all of their pension fund)
Apply income drawdown

to some or all of their
pension funds (without
any limits on the amount
and no minimum income
requirement).
Other proposed changes are
that the minimum age pension
benefits may be taken should
increase in line with changes to
the state pension age. Also, the
transfers of benefits from public
sector defined benefit schemes
to defined contribution schemes
are expected to be banned. The
Chancellor of the Exchequer
also launched a consultation
to provide members of defined
contribution schemes aged 55
and over with greater choice
and flexibility to access their
pension savings from
April 2015.

Charges cap
The Government has proposed
a cap on charges under
defined contribution workplace
pension schemes of 0.75% of
the funds. This would apply to
default funds under the
schemes that are being used
for the purposes of automatic
enrolment.

APRIL
Local government pension
scheme
The revised local government’s
new career average pension
scheme came into force.
Finance Act 2013
The following features took
effect:
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FEATURE

•
•
•

Annual allowance reduction
to £40,000
Lifetime allowance reduction
to £1.25m
Introduction of fixed
protection 2014 and
individual protection in
order to safeguard benefits
from the lifetime allowance
reduction.

Disclosure of information
regulations 2013
The new harmonised disclosure
regime, which requires trustees/
scheme managers to provide
scheme members with certain
information, within certain
timescales, takes effect.
GMP reconciliation
In the lead-up to the removal of
contracting-out of the additional
state pension in 2016, HMRC
has launched a new service to
confirm the GMP amounts for
members with deferred
entitlements or pensions in
payment. GMPs (guaranteed
minimum pensions) are
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elements of benefit secured for
members of defined benefit
schemes for the period when
they were contracted-out of the
additional state pension.

•

MAY
Defined contribution benefits
Introduction of a new single-tier
State Pension from April 2016
and abolition of defined benefit
contracting out from April 2016
•

•

•

The increase in the State
Pension age is brought
forward from 66 to 67
between 2026 and 2028
New framework introduced
to provide for a system
of automatic transfers of
small pension pots to follow
individuals to their new
pension scheme as and
when they change jobs
New provision for the
abolition of short service
refunds for people who
leave a money purchase
occupational pension

scheme after 30 days but
within 2 years
Amendment to the Public
Service Pensions Act 2013
to allow smaller public body
pension schemes to transfer
accrued rights into one of
the larger public service
schemes.

The unfortunate end result of
this exercise could well be that
some non-mainstream benefits,
which were previously believed
to be defined contribution in
nature, end up on the defined
benefit side of the legal fence.
Budget 2014
Amongst the many items
published in March’s dramatic
and widely unexpected Budget
announcement, the following
are of interest:
•

HMRC has provided
detailed guidance for those
members who were in the
process of retiring but wish
to take advantage of the

•

new flexibilities available
from April 2015
The Pensions Regulator
provided a budget update.

Pensions Act 2014
This finally received Royal
Assent on 14 May 2014 and,
amongst other things, contains
the following provisions:
•
•
•
•

•
•

•

Changing the state pension
age
Bringing into force the single
tier state pension
Ending contracting-out
Introducing the Government’s
charge cap for defined
contribution workplace
pension schemes
Providing for the automatic
transfer of small defined
contribution pension pots
Abolishing early leaver
refunds from defined
contribution workplace
pension schemes
Further secondary legislation
will be needed before many
of these come into effect.
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FAIR DEAL REGULATIONS

A fair deal
Competition looks set to increase as contractors, unions
and individuals welcome the Fair Deal regulations

T

he long-awaited Fair Deal
regulations were announced by
the Treasury in October 2013,
and they have been welcomed
by contractors, unions and individuals,
as they are designed to reduce pension
burdens and increase competition among
public sector service providers.
The rules govern the treatment of
pensions for staff who are given access
to their old public sector scheme when
they are compulsorily transferred into
the private sector. These represent a
considerable easing of the previous
Fair Deal and set out the Government’s
pension requirements for private sector
contractors that take on either firstgeneration contracts (those where public
sector workers are being outsourced
to the private sector for the first time)
or second-generation contracts (where
former public sector workers are
employed by an incumbent contractor;
these workers having already been
outsourced to the private sector).
The previous position required a private
sector contractor to set up a comparable
defined benefit pension scheme to the
Principal Civil Service Pension Scheme
(PCSPS), and National Health Service
Pension Scheme (NHSPS) or other
unfunded arrangement. This was designed
to give similar benefits to those previously
accrued in the public sector scheme.

First-generation contracts
Now, workers will stay in their current
public sector scheme, provided a minimum
of 50% of their time is spent on the contract
services. Private sector employers will
effectively be admitted into the public
sector scheme, and become a participating
employer. Their contribution rate is
intended to be the same as for existing
public sector employers – currently 14% of
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pensionable pay for the PCSPS – though
much lower than typically applies in a
private sector scheme. There will be no
need for bulk transfer, nor will there be any
deficit at the end of the contract.
This is a very welcome development for
many private sector contractors as they
will not have to concern themselves with
the new defined benefit (DB) liabilities,
pension deficits and future bulk transfer
value issues or end of contract shortfalls.
During the course of a contract, the cost
of providing DB will be more or less fixed,
with the difference being the contribution
rate subject to review at subsequent
actuarial valuations of the relevant public
sector scheme.

Second-generation transfers
The major difference here is that at the end
of the contract, the default option will be
for individuals to transfer back to the public
sector scheme, provided they meet the
same 50% contract time requirement. The
member will join the section of the scheme
that they would have been in had they
remained in the public sector.
The broadly comparable scheme will
only be an option in certain exceptional
circumstances.The employer will have to
effect a bulk transfer into public sector
pension arrangements for those members
who consent to transfer their past
service rights. Only active members will
transfer back, with the contractor keeping
deferred members and pensioners.
The main concern for an incumbent
contractor will be the bulk transfer,
irrespective of whether it retains the
contract when it is re-tendered. If the
broadly comparable scheme was
underfunded, this would require top-up
payments to be made. However, the
contractor won’t be liable for any further
pension liabilities at the end of the contract.

Know where you stand
It is not clear what assumptions would
be used to calculate a bulk transfer,
particularly where the exit terms are
unclear, though this lack of clarity is the
norm rather than the exception.
Uncertainty also exists in relation to
contracts first outsourced before the old
Fair Deal applied. Though moving back
to the public sector is the default position,
it is not clear how any exceptions will be
agreed. The current guidance states that
existing contracts will continue with the
current pension arrangements until
contract renewal. Whether an employer
could request that employees are allowed
back into the public sector scheme
mid-contract is not totally clear, and we
await further developments on this front.
Private sector contractors welcomed
the new Fair Deal, as it should remove
some of the risk and uncertainty from
contract negotiations.
Although these rules are not yet fully in
force, they must be applied to every
contract from April 2015, so employers
should start to familiarise themselves with
the implications now. The PCSPS has
already implemented the new Fair Deal
and the NHSPS is expected to follow in the
near future. The Local Government
Pension Scheme (LGPS) already allows
private sector employers to become an
admitted body, but it remains to be seen
whether this will be mandated in the future.
The Government has an objective
of increasing the number of service
providers to the public sector, and is
particularly keen to encourage smaller
employers, who previously felt excluded
by onerous pension obligations.
Detail on the new guidance can be found
on the Government website:
www.bit.ly/fairdealguide
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PUBLIC SECTOR CUTS

Thinking outside of the box
When it comes to public sector cuts, the private
sector has the answers
ince the financial crisis rocked
the world economy back in 2007
there have been a number of
changes to how Government
manages its finances. Nobody has
escaped austerity measures and although
there are signs of recovery, the level of
debt is such that more cuts are required,
especially in the public sector.
In order to balance the books, the UK
government is turning to the private
sector to utilise its expertise to help
reduce current debt levels. “The Civil
Service has a very good reputation for
delivering on policy and dealing with
diplomatic situations, whereas the
private sector can offer innovation and
operational excellence, which can help
Government to drive costs down. So by
outsourcing to the private sector, costs
can be reduced, and at the same time,
a better level of service can be delivered,”
explains Alan Brown, Key Account
Director, MyCSP.
With the cost of debt levels running
into the billions, rather than implementing
huge tax rises, the Government is leaning
increasingly towards outsourcing services
to help reduce costs: “The private sector
has a fantastic opportunity to build a
relationship with Government to combine
expertise for the benefit of public
services,” explains Alan. “There is a real
appetite in Government to start adopting
some of the ways the private sector
works, especially around innovation and
the way it streamlines processes, and
as part of this, they have started to think
about how they can get the most out of
their relationships. That means going so
much further than working with private
sector organisations that just deliver
against a service level agreement (SLA)
– it needs to be a partnership.”
By developing partnerships based on

S
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value rather than just achieving a list of
pre-agreed outcomes, both the public and
private sector can gain so much more
value from the relationship: “It’s all about
collaboration and working together to
establish how to get the best value out
of that partnership. Government is now
acknowledging that the supplier
relationship is just as important as some
of the metrics that come out of that
relationship. In the past it has been a one
way street, where suppliers have
just been asked to deliver to a certain
degree,” Alan says. “But that conversation
is now opening up and that’s a really
positive thing because it means that the
private and public sector can come
together and get value out of those
relationships.”

major issues in the past, which indicates
that there has to be a change in the way
the public sector works with the private
sector and it’s all about moving away from
the terms of a contract to a collaborative
relationship,” says Alan.
“The private sector also needs to be
aware of the appetite for risk in
Government,” Alan explains. “It is very
low and they need to know they are in
safe hands if they are going to enter into a
partnership with a private sector
organisation.” This attitude to risk has given
way to a joint-venture model, where rather
than outsourcing a whole operation, the
Government – in direct partnership with the
private sector – manages a specific project.
“Government has said it is very keen to
do more joint ventures, as it gives them
more control over
large-scale contracts and
helps to minimise risk. It
is better for both parties
as it allows you to be on
the journey together;
you’re not working
against each other and
so going forward I think
you will see a lot more
of this, rather than just
pure outsource. Joint
ventures are incredibly
interesting and include
MyCSP which is a
mutual joint venture with the Government,
Equiniti and employee partners.”
“This will have a positive impact on the
current debt afflicting the country and
help to turn things around for the future
of Great Britain,” Alan says. Government
has acknowledged that utilising the skills
of the private sector will help to drive
down billions of pounds of debt. Once
that has been unlocked, it will have a
massive impact on our economy.

“There is a real appetite in
Government to start adopting
some of the ways the private
sector works, especially around
innovation and the way it
streamlines processes”
In addition to Government’s change in
mood, there has also been a change in
attitude, and a desire to harness the
creativity that can come from the private
sector, with the Government then
benefitting from the efficiency in savings.
Furthermore, there have been occasions
when Government relationships with
private sector companies have hit the
headlines, which has brought some key
learnings to the fore: “There have been
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INTERVIEW: BARONESS GREENGROSS

Older
and
wiser
Baroness Sally Greengross, OBE,
was Director General of Age UK
(formerly Age Concern) between
1987 and 2000, and has done a
great deal to support ageing and
equality in our society. In her role as
president and chief executive of the
International Longevity Centre UK,
she spoke to Pádraig Floyd about
the challenges facing both the UK
and the wider world with ageing
populations.
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PF: How do you feel the government has responded
to the issues of longevity?
BG: I’m pleased about auto-enrolment as it will
increase the number of people who save into
a pension pot. But there are huge challenges
because we know that a lot of them will have to
contribute far more than the rules require. If they
don’t raise contributions enough, many people
will be largely reliant on the state pension to fund
their retirement. That’s not going to be a good
retirement in many ways, and employers who are a
trusted source of support and advice can make or
break this, by helping to keep opt-out rates low and
keep pension contributions high. But many firms,
especially small ones who haven’t administered
schemes before, are not necessarily going to be
on-board from day one. A further consideration is
how those individuals are going to behave when
they retire; something has to be done to ensure
people make the right choices about decumulation.
PF: What more needs to be done in the UK to
address its impact?
BG: The population structure is very important.
We have to get more people to work beyond
65 otherwise our economic performance may
stagnate. Some European countries, such as
Germany, are going the other way, but we need to
extend working lives. Our demographic challenges
are not as bad as Japan or Germany, but there are
many more old people who continue to increase
in number, because medical and social care are
getting better. Although the Care and Support Bill
is very good, it isn’t going to deal with all of the
challenges.
We need a new, integrated system, which looks
at housing issues as well as health and social care.
If we get housing right, we could keep more people
at home and release more housing for younger
people who desperately need it. Our housing is
old and in many cases, damp, cold and unsuitable
and so the elderly end up staying in hospital even
though they don’t need to be.

www.mycsp.co.uk
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INTERVIEW: BARONESS GREENGROSS

PF: What will be the impact of more people staying
on later at work when we already have high levels of
youth unemployment?
BG: That assumes if older people stay on in work,
younger people can’t get a job. The labour market
expands as is needed, and research shows increased
employment amongst older people would be a good
thing. Older people help to boost the national income.
Even if they’re frail, they’re part of the economy
because they’re employing people to look after them.
We need more labour in the economy and older
people can be a contributory factor, rather than a
drain. There’s a lot of stigma attached to old age, but
we’ve already seen massive change in this country
in terms of other inequalities and prejudices, so we
can expect age to be treated the same way.
PF: Do you think we may see increased radicalisation
of different groups within society because they will
be fighting for their rights?
BG: No. Some older people have young relatives –
usually children or grandchildren – who aren’t going
to vote to deny them rights and take the benefits all
for themselves. The older generation often use their
economic power or do without in order to make life
better for the younger generation.
PF: Is there greater pressure on politicians to provide
the kind of integrated social services that you’ve
talked about, from healthcare right through to
housing?
BG: That’s intergenerational, as more housing for
older people means more housing is available for
younger people, just by sharing it out. I don’t see any
great threat of intergenerational conflict.
I think people are more sensible and much nicer
than we like to think.
PF: What more should industry and government do to
promote togetherness?
BG: We need a joined-up approach. The different
parts of society have got to understand the issues
are now too big for one sector to deal with, so we
need a collective approach – meeting the demands
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of an ageing society presents a huge challenge. We
should be celebrating the fact that we can live
longer, whilst tackling those huge challenges like
dementia. It was admirable that the Prime Minister
got the G8 focusing on dementia at the recent
summit. Now we need to make sure those promises
are delivered. The International Longevity Centre
(ILC) is hoping to lead on how we can have a
sustainable, ageing society across the globe.
PF: How well is the UK placed to manage all of this?
BG: As far as health is concerned, we’re good and in
terms of longevity, there are signs that people are
beginning to take it seriously and realise it is to be
celebrated. We all want to live longer providing we
have decent quality of life. But we must adapt to this
enormous change. People don’t quite realise what
changes need to be made, even to the state pension
age. We’re doing well because we’re raising the
pension age in line with life expectancy. Some
countries are doing the reverse and that is a very
short-sighted approach.
PF: How important is it that government grasps the
nettle of longevity and all its influences?

“We should be celebrating
the fact that we can live
longer, whilst tackling
those huge challenges
like dementia”
BG: We can’t get longevity wrong as we don’t want
those who are living longer to be shut out of society.
This isn’t just the government’s responsibility. It is up to
all of us to work together to respond to these
challenges and bring young and old together so that
young people can identify with them more. With the
technology we have access to today it should be quite
easy to achieve this. Where we need to invest our
energy is in reversing these stereotypes.
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SENIOR STAFF TAX BILLS

A higher price to pay
MyCSP’s Business Development Director Virginia Burke talks us
through the recent changes in pension taxation limits

F

ollowing reductions in pension taxation
tax bill. These individuals range from middle
limits as of April this year, thousands
to senior management in private businesses
of private and public sector pension
to senior fire, police, NHS, armed forces,
scheme members could face a tax
local government workers, head teachers and
charge by exceeding their lifetime allowance
civil servants earning over £100,000 a year,
(LTA) or annual allowance (AA). This could
retiring after a full career. This doesn’t take into
potentially create real
consideration the reduction in
challenges for employers,
AA, which is likely to have a
who could face a barrage of
huge impact on both the private
:: CRITICAL DATES
enquiries or complaints, unless
and public sector.
they implement an appropriate
MyCSP is advising that
communications strategy.
pension scheme managers
For defined contribution
identify those members likely
6 April 2014
(DC) schemes, the issue is
to be affected and discuss
 Annual allowance
fairly straightforward. However,
the changes with their
reduced from £50,000
it is not so straightforward for
employees. This will help them
to £40,000. Lifetime
members of defined benefit
to understand what actions
allowance reduced from
(DB) schemes, where there
they need to take. Factors that
£1.5m to £1.25m.
are a number of complexities
should be considered during
to deal with. DB members look
discussions with members
By October 2014
at their retirement pension
are when they plan to retire,
 Pension savings statebased upon what they will
the amount of cash they plan
ments issued in respect
receive and not a notional ‘pot
to take, how their pay might
of 2013/14 tax year.
of money’ sitting there to pay
increase in the future, further
it, which HMRC calculates
pensions savings from other
July 2014
to be 20 times the annual
employers, dependants’
 Individual protection
pension.
benefits and options for
becomes available and
From 6 April 2014, the LTA,
flexible working.
members retiring will
which is the maximum amount
Crucially, there was an
be subject to the lower
of pension savings that
option for members who
lifetime allowance.
benefits from tax relief over
had exceeded the £1.25m
a person’s lifetime, reduced
allowance to protect their
from £1.5m to £1.25m. The AA, which qualifies
money. They could have applied for ‘fixed
for tax enhancement, will also reduce from
protection 2014’, which would have retained
£50,000 to £40,000 in
any one year.
the current LTA of £1.5m. However, they must
What this means is that if a member’s
have applied for this before 5 April 2014.
accumulated pension pot is below £1.25m at
Applications for the new individual protection
retirement, they can take their pension in the
will open from August.
normal way, including any tax-free lump sum.
To help employers communicate the changes,
However, if a member’s funds are worth more
MyCSP has launched a new service that explains
than £1.25m, they may face a tax charge of
the impact. It incorporates seminars, individual
55% on anything over and above this amount.
projections showing the potential impact of the
At the moment, we don’t have any definitive
changes in various scenarios, and one-to-one
statistics around how many people could be
sessions with senior staff.
affected by these changes, but our estimates
lead us to believe that many thousands of
For more information on how MyCSP can help,
people could be on the receiving end of a hefty
please contact training@mycsp.co.uk
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SIX STEPS TO ...

MUTUALISATION
Recent research has highlighted that successful business
mutuals tend to outperform their competitors. As Government
looks at ways to cut costs within the public sector, we are
likely to see more joint ventures and mutuals, especially when
you consider the success of MyCSP, a joint venture between
Equiniti Paymaster, Government and MyCSP employees.
Sharon Crosland, Head of Corporate Affairs, was a key part
of the MyCSP mutual joint venture process. She takes The
Process through her six steps to successful mutualisation.

UNDERSTAND
YOUR DRIVERS
Before you embark on mutualisation,
you need to have thought very
carefully about why you want to do
this and what is driving this change.
Whether it is budget cuts or a major
service challenge, you should
understand fully why mutualisation
is the best model for your business
before you proceed. Having a firm
idea of what is prompting the
change will prove to be invaluable
when you present your business
case to your stakeholders.
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IDENTIFY YOUR
STAKEHOLDERS

BE A GOOD
COMMUNICATOR

Establish who needs to be involved
in the process: who has an
interest in your service / business?
Depending on what sector you are
in, this could have a much wider
reach than just your management
team and employees, especially
if you represent the public sector.
Think about your customers or
service users too. Once you know
who needs to be involved, you
can then get an impression of
whether or not they are likely to
be supportive of the change. But
to action change, gaining support
from your stakeholders is critical.

Communication is key. You must
engage with your people; talk to
employees in the organisation,
understand their attitudes and how
they feel about things. Discuss
what is going to be difficult and
what is going to be easy and
consult with them about what they
think is best for the business. It’s
also important to apply the same
principles to your customers and
stakeholders. They too should be
kept thoroughly informed about
what is going on. You’ll also get a
range of different perspectives and
some good ideas too!

www.mycsp.co.uk

For more information about MyCSP’s products and services,
please contact Virginia Burke on 0743 627 0137.
The Cabinet Office’s Mutuals Information Service also has
a very helpful route map. For more information, please visit
mutuals.cabinetoffice.gov.uk

CONSIDER
YOUR MODEL
GET THE
COMMERCIALS
RIGHT
Ensuring you have a firm grip
on your finances is an essential
part of executing a successful
mutualisation. You should know
what your business costs are, what
the revenue currently is and what
the potential revenue could be if
the organisation is mutualised.
You should also consider your
assets – things like buildings and
machinery – skills and capabilities
and cash flow. These should all be
considered before any decisions
are made. If you are entering a
competitive market with plans to
grow, you need to understand your
market and the competition. What
can you offer that is distinctive and
compelling for potential customers?
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You should decide whether this is
going to be a joint venture either
with a commercial partner or with
a customer or a fully employeeowned business. A joint venture
involves two or more parties that
have a vested interest in the
business working in partnership
to build a profitable business,
whereas a mutual model does
not seek the support of external
stakeholders to buy shares. Instead
its employees hold the shares
and decision-making powers. The
model you choose should be the
one that best suits your needs and
the benefits you set out to gain
from mutualisation in the first place.
Once this has been established
you then need to decide on your
legal model and make sure your
contracts and commercials are
in place so that the business can
operate successfully.

ALIGN YOUR
OBJECTIVES
You will know you have a good
mutualisation model when all of
your partners are fully engaged and
you have aligned all of your
aspirations and goals for the
company with your shareholders
and stakeholders. A robust
business plan for the future is key.
Employees should be really
engaged in the business and
driving innovation. You also want to
see growth within the business and
deliver a profit for your shareholders
or the community if you go down
the community interest company
route. Research has shown that
mutuals tend to outperform their
rivals, so service excellence,
profitability and employee
satisfaction should be key benefits
of adopting a mutual model.
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