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Appendix C

Real increases in earnings

Period of n years to

Annualised increase

Annualised increase in

Real earnings

2004-05 in retail prices index average earnings of all increase
A) employees (B) (1+B)/(1+A) -1
40 6.6% 8.6% 1.8%
20 3.7% 5.5% 1.8%
2.5% 4.0% 1.5%
1 3.2% 4.2% 1.0%

The increases shown are the averages for the 12 periods of n years ending in July 2004 to June 2005.

Source: GAD calculations based on indices published by the Office for National Statistics
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Appendix D

Weights for reductions in contributions for contracted-out salary related schemes

Proportions of earnings of COSRS members in each age band and sex

Proposed weights Weights used for
Age cutrent quinquennium
Men Women Men Women
16-19 0.000 0.000 0.000 0.000
20-24 0.019 0.011 0.012 0.007
25-29 0.049 0.044 0.037 0.024
30-34 0.045 0.050 0.053 0.035
35-39 0.073 0.077 0.093 0.073
40-44 0.079 0.099 0.113 0.102
45-49 0.079 0.107 0.102 0.097
50-54 0.056 0.088 0.080 0.072
55-59 0.036 0.066 0.054 0.033
60-64 0.017 0.004 0.012
Total 0.453 0.547 0.557 0.443
Weighted average age 41 42 42 41

The age bands relate to the age last birthday at the end of the financial year. However, for consistency with
other ages shown in this report, the average figures are for ages at the start of the financial year.
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Appendix E

Rebates proposed for members of contracted-out money purchase pension schemes

Percentage of upper band earnings, with no cap

Age last birthday on last day of Tax year
preceding tax year 2007-08 2008-09 2009-10 2010-11 2011-12
15 3.0% 3.0% 3.0% 3.0% 3.0%
16 3.0% 3.0% 3.0% 3.0% 3.0%
17 3.1% 3.1% 3.1% 3.1% 3.1%
18 3.2% 3.2% 3.2% 3.2% 3.2%
19 3.3% 3.3% 3.3% 3.3% 3.3%
20 3.4% 3.4% 3.4% 3.4% 3.4%
21 3.4% 3.4% 3.4% 3.4% 3.4%
22 3.5% 3.5% 3.5% 3.5% 3.5%
23 3.6% 3.6% 3.6% 3.6% 3.6%
24 3.7% 3.7% 3.7% 3.7% 3.7%
25 3.8% 3.8% 3.8% 3.8% 3.8%
26 3.9% 3.9% 3.9% 3.9% 3.9%
27 4.0% 4.0% 4.0% 4.0% 4.0%
28 4.1% 4.1% 4.1% 4.1% 4.1%
29 4.1% 4.2% 4.2% 4.2% 4.2%
30 4.2% 4.3% 4.3% 4.3% 4.3%
31 4.3% 4.4% 4.4% 4.4% 4.4%
32 4.5% 4.5% 4.5% 4.5% 4.5%
33 4.6% 4.6% 4.6% 4.6% 4.6%
34 4.7% 4.7% 4.7% 4.7% 4.7%
35 4.8% 4.8% 4.8% 4.8% 4.8%
36 5.0% 5.0% 5.0% 5.0% 5.0%
37 5.1% 5.1% 5.1% 5.1% 5.2%
38 5.3% 5.3% 5.3% 5.3% 5.3%
39 5.5% 5.5% 5.5% 5.5% 5.5%
40 5.6% 5.6% 5.6% 5.6% 5.6%
41 5.8% 5.8% 5.8% 5.8% 5.8%
42 5.9% 5.9% 6.0% 6.0% 6.0%
43 6.1% 6.1% 6.1% 6.1% 6.1%
44 6.3% 6.3% 6.3% 6.3% 6.3%
45 6.6% 6.4% 6.4% 6.5% 6.5%
46 6.9% 6.7% 6.6% 6.6% 6.6%
47 7.2% 7.1% 6.9% 6.8% 6.8%
48 7.5% 7.4% 7.2% 7.1% 7.0%
49 7.9% 7.7% 7.6% 7.4% 7.3%
50 8.3% 8.1% 7.9% 7.8% 7.6%
51 8.7% 8.5% 8.3% 8.2% 8.0%
52 9.6% 8.9% 8.7% 8.6% 8.4%
53 10.8% 9.8% 9.2% 9.0% 8.8%
54 12.1% 11.0% 10.1% 9.4% 9.2%
55 13.5% 12.3% 11.2% 10.3% 9.6%
56 15.1% 13.7% 12.5% 11.4% 10.5%
57 16.0% 15.3% 13.9% 12.7% 11.6%
58 17.2% 16.3% 15.5% 14.2% 12.9%
59 12.5% 12.2% 11.9% 15.3% 14.3%
60 13.1% 12.7% 12.4% 12.1% 11.8%
61 13.7% 13.3% 12.9% 12.6% 12.2%
62 14.2% 13.8% 13.4% 13.1% 12.7%
63 15.2% 14.4% 14.0% 13.6% 13.2%
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Appendix F

Contracted-out rebates proposed for members of appropriate personal pension schemes

Percentage of earnings applicable to band 3 (*20% accrunal rate band”), with no cap

Age last birthday on last day of Tax year
preceding tax year 2007-08 2008-09 2009-10 2010-11 2011-12
15 4.7% 4.7% 4.7% 4.7% 4.7%
16 4.7% 4.7% 4.7% 4.7% 4.7%
17 4.8% 4.8% 4.8% 4.8% 4.8%
18 4.9% 4.9% 4.9% 4.9% 4.9%
19 4.9% 4.9% 4.9% 4.9% 5.0%
20 5.0% 5.0% 5.0% 5.0% 5.0%
21 5.1% 5.1% 5.1% 5.1% 5.1%
22 5.2% 5.2% 5.2% 5.2% 5.2%
23 5.2% 5.2% 5.2% 5.2% 5.2%
24 5.3% 5.3% 5.3% 5.3% 5.3%
25 5.4% 5.4% 5.4% 5.4% 5.4%
26 5.5% 5.5% 5.5% 5.5% 5.5%
27 5.5% 5.5% 5.6% 5.6% 5.6%
28 5.6% 5.6% 5.6% 5.6% 5.6%
29 5.7% 5.7% 5.7% 5.7% 5.7%
30 5.8% 5.8% 5.8% 5.8% 5.8%
31 5.9% 5.9% 5.9% 5.9% 5.9%
32 6.0% 6.0% 6.0% 6.0% 6.0%
33 6.0% 6.0% 6.0% 6.1% 6.1%
34 6.1% 6.1% 6.1% 6.1% 6.1%
35 6.3% 6.3% 6.3% 6.3% 6.3%
36 6.4% 6.4% 6.4% 6.4% 6.4%
37 6.5% 6.6% 6.6% 06.6% 6.6%
38 6.7% 6.7% 6.7% 6.7% 6.7%
39 6.8% 6.8% 6.8% 6.8% 6.9%
40 7.0% 7.0% 7.0% 7.0% 7.0%
41 7.1% 7.1% 7.1% 7.1% 7.1%
42 7.2% 7.2% 7.2% 7.3% 7.3%
43 7.4% 7.4% 7.4% 7.4% 7.4%
44 7.5% 7.5% 7.5% 7.5% 7.5%
45 7.8% 7.6% 7.6% 7.6% 7.6%
46 8.1% 7.9% 7.7% 7.8% 7.8%
47 8.4% 8.2% 8.0% 7.9% 7.9%
48 8.7% 8.5% 8.3% 8.2% 8.0%
49 9.0% 8.8% 8.6% 8.4% 8.3%
50 9.4% 9.2% 9.0% 8.8% 8.6%
51 9.7% 9.5% 9.3% 9.1% 8.9%
52 10.5% 9.9% 9.7% 9.5% 9.3%
53 11.6% 10.7% 10.0% 9.8% 9.6%
54 12.7% 11.7% 10.8% 10.2% 10.0%
55 14.0% 12.9% 11.9% 11.0% 10.3%
56 15.3% 14.1% 13.0% 12.0% 11.1%
57 16.1% 15.4% 14.2% 13.1% 12.1%
58 17.1% 16.2% 15.5% 14.2% 13.1%
59 13.0% 12.6% 12.3% 15.2% 14.3%
60 13.4% 13.1% 12.7% 12.4% 12.1%
61 13.9% 13.5% 13.1% 12.8% 12.4%
62 14.3% 13.9% 13.5% 13.1% 12.8%
63 15.1% 14.3% 13.9% 13.5% 13.1%
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Report by the Secretary of State for Work and Pensions in accordance with Sections 42(1)(b),
42B(1)(b) and 45A(1)(b) of the Pension Schemes Act 1993

As required by the Pension Schemes Act 1993, I am laying before Parliament my report on the reduced rates
and rebates of National Insurance contributions to be allowed in respect of members of contracted-out
occupational pension schemes and appropriate personal pension schemes.

This report, the accompanying draft Order and the Government Actuary’s report deal with the reduced rates
and rebates which will have effect from 6 April 2007, and which may continue to apply up to April 2012.
However, the Pensions Commission, in its report “A New Pensions Settlement for the Twenty-First
Century” has made a series of recommendations on the future of contracting out and the Government will be
bringing forward its proposals in a White Paper in the Spring. Subject to that response, a further review of
the reduced rates and rebates of National Insurance contributions may be conducted eatlier than would
otherwise be necessary.

Rebates reflect the fact that contracted-out occupational pension schemes and appropriate personal pension
schemes provide an alternative to the State Second Pension, relieving the State of part of the liability to
provide income in retirement.

The State Second Pension provides higher benefits for certain earners than the State Earnings Related
Pension Scheme (SERPS) that applied up to April 2002. In particular, under the State Second Pension, low
and moderate earners (for 2005/06 those earning between the annual lower earnings limit of £4,264 and the
upper earnings threshold of £27,800 a year) build up more pension entitlement than they would have done
under SERPS. In addition, low earners (those earning more than the annual lower earnings limit of £4,264
but less than the low eatrnings threshold, £12,100 a year in 2005/06) are treated for State Second Pension
purposes as if they had earned at the level of the low earnings threshold.

Similatly, this extra help for low and moderate earners is also available to those who contract out of the state
scheme:-

e Those in an appropriate personal pension scheme earning less than the low earnings threshold, receive a
State Second Pension top-up that reflects the boost for low earners who are not contracted out. For
those earning between the low and upper earnings thresholds, all the extra help is given through
enhanced earnings related rebates.

e  For those in occupational pension schemes, the top-up is delivered through the State Second Pension.
In these cases, the rebate is calculated in the same way as it was previously calculated under SERPS. This
avoided the need for employers to make changes to their payroll systems to reflect the State Second
Pension.

The legislative provisions on stakeholder pensions allow different rebates to be set where contracted-out
money purchase schemes or appropriate personal pension schemes are stakeholder schemes. I considered
whether it was appropriate to have different rebates for stakeholder pension schemes but decided that,
because there is evidence that the charges for the two types of scheme have tended to converge, it would not
be appropriate to set the rebate at different levels. The Government Actuary has reported on the same basis
for all contracted-out money purchase schemes and for all appropriate personal pensions, regardless of
whether or not they are stakeholder pension schemes.

(1) Pension Schemes Act 1993 Section 42(1)(b)
Reduced rate of Class 1 National Insurance contributions for members of salary related contracted-
our schemes

The first part of my report, required by Section 42(1)(b) of the Pension Schemes Act 1993 (as amended by
Section 137(4) of the Pensions Act 1995) concerns the amount of the flat-rate rebate payable to those in
contracted-out salary related schemes. Currently, Section 41(1A) and (1B) of the Pension Schemes Act 1993
(which incorporates the percentage rebates from the last Rebate Order, The Social Security (Reduced Rates of
Class 1 Contributions) (Salary Related Contracted-out Schemes) Order 2001 (S.1. 2001/1356)) provides for a
reduction in the combined primary and secondary Class 1 contributions by a total of 5.1% of the relevant
earnings (split as 1.6% primary (employee) and 3.5% secondary (employer)). The relevant earnings are those
between the lower and upper earnings limits.
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The Government Actuary has reviewed the cost of providing benefits of an actuarial value equivalent to the
amount of State Second Pension foregone by those in contracted-out salary related schemes. As mentioned
above, this amount is equivalent to the amount of SERPS that would have been given up if additional
pension had continued to be calculated on the basis of SERPS.

The Government Actuary has recommended that the contracted-out rebate should be set at 5.8% of relevant
earnings. I have considered the Government Actuary’s report, including the points made about the allowance
for returns on investments, increasing longevity and the changes in membership of contracted-out salary
related schemes (in particular more female members). However, in the present fiscal circumstances and given
the current consideration of pensions policy outlined in the second paragraph to this report, I do not believe
it would be appropriate to accept his recommendation. I have therefore decided to increase the reduction in
the rate of National Insurance contributions to 5.3% of relevant earnings. I propose to maintain the
reduction in the level of the primary contribution at 1.6% and to increase the reduction in the

secondary contribution to 3.7%.

(2) Pension Schemes Act 1993 section 42B(1)(b)
Determination and alteration of reduced rates of contributions and rebates for members of
money purchase contracted-out schemes applicable under Section 42A of that Act

The second part of my report, required by Section 42B(1)(b) of the Pension Schemes Act 1993 (as inserted by
section 137(5) of the Pensions Act 1995) deals with the appropriate percentages of the relevant earnings
which need to be specified for members of money purchase contracted-out schemes.

The Government Actuary’s report sets out, by reference to the age of the individual, the percentage of
relevant earnings which he considers reflects the cost of providing benefits of an actuarial value equivalent to
the State Second Pension foregone. The percentage is delivered in two parts — a flat-rate element (which
takes the form of a reduction in Class 1 National Insurance contributions) and an age-related rebate paid to
the scheme after the end of the tax year to which it relates.

In line with the Government Actuary’s report, I have decided to increase the flat-rate element for contracted-
out money purchase schemes to 3.0% of relevant earnings for members of contracted-out money purchase
schemes. I propose to split the flat-rate rebate between the primary contribution at 1.6% and the secondary
contribution at 1.4%. I have also decided to increase the level of the age-related element of the rebate as the
Government Actuary recommends. However, I have also concluded that the rebates should continue to be
subject to a cap. The current level of this cap is 10.5% of relevant earnings. I have now decided to change
this to 7.4%, taking account of fiscal constraints and given, again, the current consideration of pensions
policy outlined in the second paragraph to this report. Although I recognise that setting the cap at this level
would affect some of those at ages below those currently affected by the cap, and reduce the rebate some
people currently receive, I believe the considerations I have mentioned above are sufficiently persuasive to
justify the change.

(3) Pension Schemes Act 1993 Section 45A(1)(b)
Determination and alteration of rates of minimum contributions for those with appropriate
personal pensions applicable under Section 45 of that Act

The third part of my report, required by section 45A(1)(b) of the Pension Schemes Act 1993 (as inserted by
Section 138(5) of the Pensions Act 1995) deals with the age-related percentages of the relevant earnings
which need to be specified for members of appropriate personal pension schemes.

As for members of contracted-out money purchase schemes, the Government Actuary’s report sets out, by
reference to the age of the individual, the percentage of relevant earnings which he considers reflects the cost
of providing benefits of an actuarial value equivalent to the State Second Pension foregone.

I have decided to increase the age-related rebates for holders of appropriate personal pensions in line with the
Government Actuary’s report. However, as with contracted-out money purchase schemes, these age-related
rebates are subject to a cap, currently set at 10.5%. For the reasons given in relation to contracted-out money
purchase schemes, I have decided to change the cap for appropriate personal pensions and set it too at 7.4%.
Again, I recognise that setting the cap at this level would affect some of those at ages below those currently
affected by the cap and reduce the rebate some people currently receive.
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Revaluation of Guaranteed Minimum Pensions

I propose also that the percentage rate by which guaranteed minimum pensions are to be revalued for those
who leave pensionable service before normal pension age (currently 4.5% a year compound for those leaving
since April 2002) should be changed to 4.0% a year compound for those who leave on or after 6 April 2007.
This is in line with the Government Actuary’s recommendations. An amendment to the existing regulation
will be introduced in due course to provide for this.

Printed in the UK by The Stationery Office Limited
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