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In this issue we focus on what’s ahead for our pensions in the new year.

The turning of the year is one of those bitter/sweet moments when we declare our unshakeable optimism for the
year ahead – and put behind us the experiences of the year just gone! So, with the drinking over and the chocolates
guiltily consumed, I have been giving some thought to what’s ahead for us in the pension world this year. So here
goes:

l On the Fund investment front, the vested interests of so many European leaders to avoid the financial
chaos that a Eurozone ejection will incur, means that the Euro ‘crisis’ will run and run. Countries in the
Eurozone will struggle on under the ‘new fiscal compact’ agreed before Christmas – until Eurozone recession
and Greek default forces that country’s exit. Contagion will then be the big risk – with Spain being the economy
which has the capacity to inflict greatest damage on its Eurozone neighbours. 

The knock-on effect of the € uncertainty will be continuing nervousness in the equity markets, rock bottom
UK interest rates and the prolongment of the lowest gilt yields seen for a century. Very shrewd investment
management skills will be needed to safely navigate the dangerous waters that lie ahead.

l Drawdown Pension and Pension Annuity Income. Current ultra-low gilt yields hold back both Drawdown
Pension and Pension Annuity income. There is little comfort to be found in HMRC’s confirmation that, in the
event of 15 yr gilt yield falling below 2% (currently 2.59%), Scheme Administrators may adopt a 2% yield for
the calculation of maximum Drawdown Pension... hmmm

l Flexible Drawdown. With 15 yr gilts generating only half of the yield of 5 yrs ago, the option and appeal of
Flexible Drawdown is bound to gather pace. For some, the problem will be of the necessity to hurdle the
£20,000 ‘Secure Pension’ barrier – by, of all things, annuity purchase! This is a tough one. Annuity rates are,
in part, determined by gilt yield – but annuities have come a long way in recent years and will remain an
important consideration for 2012 pension income planning.

l The ‘harmonising of annuity rates. And before we finish with the tricky subject of annuities, it is worth
recognising that, thanks to last years European Court of Justice ruling, annuity rates for men and women will
be ‘harmonised’ on 21 December 2012. The result will surely be lower rates for men - and higher rates for
women? I’m blessed if I can see the justice in that!

l The freeing-up of protected rights pension pots. April 6th this year marks the point at which undrawn
insured ‘protected rights’ pension pots may be transferred into a SSAS. This freeing-up of protected rights
pension pots will generate fresh opportunities for many. Time to check out those forgotten and undrawn
protected rights funds from 25 yrs ago. 

l Workplace Pensions. For many large employers, the commencement in October of auto-enrolment
‘Workplace Pensions’ will necessitate a wholesale review of employee pension provision. These events will
mark a sea change in employer pension sentiment and will be the catalyst that will encourage employers of
all sizes to look afresh at their employee pension provision this year. Employer’s receipt of their Staging Dates
for auto-enrolment will inevitably trigger decisions on employee benefit structures – particularly for those in
the workforce who currently fail to benefit from any form of company pension provision.
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l The public/private pension benefit gap. At the end of last year smaller private sector employers were
granted extra time before Workplace Pension compulsion hits them. This may be welcome – but will only
serve to expand the ever widening gap between public sector and private sector pension provision. 

The public/private pension benefit gap is widest for those at the lower end of the wages ladder. In the public
sector over 87% of male and 82% of the female workforce participate in their employers occupational
schemes. In the private sector only 16% of male and 27% of the female full-time employees benefit from
membership of an employer sponsored pension scheme. (ONS Report 22 June 2011 “Pension Trends –
Chapter 7: Pension Scheme Membership”). This huge difference in scheme membership and benefit
entitlement is something of a social time bomb and should, in my opinion be better recognised and
understood. Workplace Pensions will be the first faltering steps in rectifying this imbalance – but there is a
very long way to go.

l The collapse in assisted pension saving. The reduction in the number of open and active employer-
sponsored pension schemes within the private sector has been inexorable – having fallen by over 40% since
1998/99. The outcome for employees of this collapse in assisted pension saving will be of future state
dependency and potential poverty in old age. Deferment of Workplace Pension auto-enrolment may gain
political advantage but does nothing to reverse the slide into dependency that awaits so many of the lower
paid workforce in the private sector. ‘Workplace Pensions’ has our full support and will be a constant feature
within our 2012 bulletins.

l Annual Allowance Changes. Finally, we have the known pension changes for which the tax Year End carries
relevance, these being reduction in Lifetime Allowance and the useful Carry Forward rules for unused Annual
Allowance.

Should these Allowance changes be important to you – then please give us a call and we will be delighted
to help.

Robert Taylor
5 January 2012
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