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NOTE BY THE SECRETARY
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DSS CONSULTATION ON THE ALTERNATIVE ANTI-FRANKING RULES

Anti-franking legislation for contracted-out final salary pension schemes was introduced in 1984.  The intention was to ensure that statutory indexation of a member’s Guaranteed Minimum Pension (GMP) was paid in addition to any amount by which the scheme benefits exceeded the GMP and not in substitution for this excess (ie to prohibit such “franking” of scheme benefits).  Because of concern about the complexity of the rules and to reflect changes made to GMPs in 1997 (when they stopped accruing for future service), the Child Support, Pensions and Social Security Act 2000 provided for regulations to introduce alternative anti-franking rules.  DSS are now consulting on the regulations which will replace the existing anti-franking legislation for most occupational pension schemes paying GMPs.  The purpose of the new rules is to continue to prevent schemes from funding statutory indexation of the GMP from other parts of the scheme benefits and to prohibit them from offsetting pensions derived from service prior to 6 April 1997 against those derived from service after that date.  The draft DSS Contracting-Out (Protection of Guaranteed Minimum Pension) Order and Regulations together with a technical guidance note are attached for your information. 

Application of new rules to public service schemes

2.
During consultation on the new regulations, the Government Actuary’s Department informed the DSS that all the main public service pension schemes revalue preserved benefits (including deferred pensions and deferred lump sum benefits) fully in line with changes in the Retail Prices Index.  They are thus exempt from the statutory revaluation requirement of Limited Price Indexation (maximum increase of 5% a year) as they already provide guaranteed inflation proofing.

3. GAD also pointed out that electing to adopt the alternative anti-franking regime would lead to an increase in administration costs resulting from computer reprogramming, ongoing administration, training of staff, preparation of explanatory material and response to queries resulting from the more complicated benefit structure arising from the change.

4.   DSS have agreed that public service schemes may retain the current anti-franking approach and are not obliged to adopt the alternative approach set out in the attachment.

5. Draft regulation 4 of the Contracting Out Regulations 2001 prescribes those schemes to which the alternative anti-franking rules do not apply unless the scheme chooses to make an election. These are schemes which provide for pensions to be increased in relation to the period before pensions come into payment by the percentages specified under section 151 of the Social Security Administration Act 1992.  Public service pensions policy has long been that pensions in payment and deferred pensions should increase in line with prices.  All public service schemes covered by the Pensions Increase Act 1971, and those which operate pension increases by analogy with the Pensions Increase Act provisions, apply increases with reference to the 1992 Act, and are therefore schemes of a prescribed description.  However, we cannot be absolutely certain that every single public service pension scheme has always operated such arrangements.   

Action for schemes

6. Each scheme will need to consult their advisers and scheme administrators to determine whether its rules and practices fit the criterion of regulation 4 and the scheme is exempt from the requirement to introduce alternative anti-franking rules.  Having established that, it is then up to each individual scheme to decide for itself whether or not to apply the alternative anti-franking rules taking advice as appropriate.  If any scheme were to decide to adopt the new rules they would need to make an election.  They should note that once an election has been made it cannot be revoked.  Schemes wishing to retain their current position need do nothing more than establish that they are a scheme of a prescribed description.

Timetable 

7. The alternative anti-franking rules will apply to the calculation of benefits for individuals who leave pensionable service after 1 June 2001.  Schemes will need to take the necessary action to meet this deadline if they wish to elect for the new rules.

8. Any scheme which wishes to provide comments on the draft regulations or technical guidance should send them to Ade Awoyinka at the DSS by 9 February 2001.  Please copy your comments to me if you see any particular problems with the exemption of public service schemes and the election approach that DSS has agreed.
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