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Executive summary

Occupational Pension Schemes Survey 2006

Executive summary

This report presents the results of the 2006 survey of
occupational pension schemes, carried out by the Office for
National Statistics (ONS). It compares the 2006 findings with the
findings of earlier surveys carried out by the Government
Actuary’s Department (GAD). GAD ran surveys of public and
private sector occupational pension schemes every four to five
years between 1953 and 2004. In 2005, it ran a survey of the
private sector only. The 2006 results are the first to be
published by the ONS since it took over responsibility for
running the occupational pension scheme surveys from GAD on
the recommendation of the Morris Review.

The 2006 survey covers occupational schemes only. It does not
cover personal (including stakeholder) pensions, whether
individual or group schemes. The sample for the survey was
based on the Pensions Scheme Registry maintained by the
Pensions Regulator.

The 2006 results are presented in Chapters 2 to 9 of this report.
They distinguish between public and private sector schemes and
include breakdowns by scheme status (open, closed, frozen or
winding up), by benefit structure (defined benefit and defined
contribution) and by size. Details of the survey methodology
and response rates are presented in Chapter 10.

Scheme numbers

Chapter 2 presents results on numbers of occupational pension
schemes. The total number of schemes in the UK fell from
105,320 in 2000 to 66,710 in 2006. The number of open
schemes was 37,540 in 2006, 60 per cent of the number open
in 2000. A high proportion of occupational pension schemes
were either closed, frozen or winding up in 2006.

In the top two size bands (membership of 5,000 or more), half
of all schemes were closed in 2006. Most large, closed private
sector schemes were either defined benefit or multi-section
schemes. Over 90 per cent of open single section private sector
schemes were defined contribution; most of these were very
small schemes (2 to 11 members). The number of open single
section private sector defined benefit schemes has fallen sharply
in recent years, from 18,350 in 2000 to 3,470 in 2006.

Since 2000, there has been little change in the total number of
public sector schemes (310 in 2006), but a big increase in
numbers of closed public sector schemes. The number of open
schemes fell from 250 in 2000 to 130 in 2006, while closed
schemes rose from 36 in 2000 to 110 in 2006.

Xii

Less than one fifth of single section private sector schemes
contracted out in 2006. However, there are major differences
by size of scheme, with nearly three quarters of schemes with
10,000+ members contracting out.

Scheme membership

Chapter 3 presents the results on membership of occupational
pension schemes. There are three types of member: active
members (employees), members receiving pensions, and former
employees with preserved pension entitlements who are not yet
receiving a pension (‘'deferred members’). In 2006, 16.6 million
members belonged to private sector and 10.9 million to public
sector schemes.

After a marked increase in the number of active members
between 1953 and 1967 there has been a steady decline. In
2006, there were an estimated 9.6 million active members, of
whom 4.4 million were in the private sector, compared with
6.5 million in 1991 and 8.1 million at the peak in 1967. Over
the last 15 years, the decline in private sector membership
reflects a fall in membership of defined benefit schemes, from
5.6 million in 1991 to 3.3 million in 2006. Active membership
of public sector schemes rose from 4.2 million in 1991 to
5.1 million in 2006, despite the reclassification of some large
public sector schemes to the private sector from 2000. Public
sector schemes are predominantly defined benefit.

In 2006, most active members of public sector defined benefit
and private sector defined contribution schemes were in open
schemes, but under half of the active members of private sector
defined benefit schemes were in open schemes.

There has been a steady fall of men as a proportion of active
members of pension schemes in both the public and private
sectors, dropping to 40 per cent of the total in public sector
schemes and 67 per cent in private sector schemes in 2006.

While almost all private sector pensions in payment in 2006
were defined benefit pensions, 83 per cent of preserved
pension entitlements were defined benefit and 75 per cent of
active members were in defined benefit schemes. In 2006,

70 per cent of active members of private sector schemes were
in contracted out defined benefit schemes, while 5 per cent
were in contracted out defined contribution schemes.

The number of deferred members rose from 2.8 million in 1983
t0 9.4 million in 2006, and an increasing proportion of the total
are women (41 per cent in 2006). After increasing in every

survey from 1953 to 1995, the number of pensions in payment
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has stabilised in recent years; the estimated total number in
2006 was 8.5 million.

In 2006, 63 per cent of active members of private sector
schemes had a normal pension age of 65, compared with
38 per cent in public sector schemes. In the 2004 survey, no
active members of public sector schemes were reported as
having a normal pension age of 65.

Contributions to schemes

Chapter 4 presents the results on contributions to schemes with
12 or more members. There is a marked difference between
contributions rates for defined benefit and defined contribution
schemes in the private sector. In 2006, the weighted-average
contribution rate to private sector defined benefit schemes was
4.7 per cent for members and 14.6 per cent for employers. For
private sector defined contribution schemes the contribution
rate was 3.0 per cent for members and 5.8 per cent for
employers. Almost all employers made contributions, but 15 per
cent of members of defined benefit schemes and 13 per cent of
members of defined contribution schemes did not contribute.

Between 2004 and 2006, member plus employer contribution
rates to open private sector defined benefit schemes increased
from 16.8 per cent to 19.2 per cent; there was little change for
open private sector defined contribution schemes.

Employer contribution rates to closed private sector schemes
peaked in 2005. For defined benefit schemes, they fell from
18.8 per cent in 2005 to 15.0 per cent in 2006. For defined
contribution schemes, they fell from 8.0 per cent in 2005 to
5.4 per cent in 2006.

Since 2000, there has been an upward shift in members’ and
employers’ contribution rates for private sector defined benefit
schemes, but not for defined contribution schemes. In private
sector defined contribution schemes, very few members
contribute more than 6 per cent of salary.

In 2006, in private sector defined benefit schemes, 84 per cent
of members were contributing in contracted out schemes
compared with 68 per cent in schemes which did not contract
out. This compares with 64 per cent and 85 per cent
respectively for defined contribution schemes.

Some defined contribution schemes have contribution rate
structures which differentiate by factors such as age and
employee’s choice. In 2006, 69 per cent of members of private
sector defined contribution schemes were in a scheme in which

there was some variation in contribution rates, down from
82 per cent in 2005.

On asking about earnings which are included in calculations of
members’ contributions to defined benefit schemes, the survey
found that in 2006, earnings below the lower earnings limit
qualified for only 77 per cent of active members.

In 2006, 87 per cent active members of defined contribution
schemes were offered an investment choice. Most were able to
choose more than one fund and switch between funds.

Benefits

In defined benefit schemes with 12 or more members
(Chapter 5), most pensions are based on a fraction of
pensionable earnings which is a multiple of an ‘accrual rate’. In
20086, private sector schemes generally defined final
pensionable earnings using the best year’s earnings of the last
few years of employment, or the average of the last best years.
The most popular accrual rate for private sector schemes in
2006 was 60ths; for the public sector, the most popular accrual
rate was 80ths plus an additional lump sum equivalent to
3/80ths.

In defined contribution schemes with 12 or more members
(Chapter 6), pensions are calculated as a function of
contributions paid, investment return achieved and an annuity
available through the annuity market. In 2006, in addition to
pension, a lump sum was available from 95 per cent of schemes
at normal retirement age. However, only 8 per cent of active
members belonged to a scheme which offered income
withdrawal.

Many defined benefit schemes allow members to exchange
some of their annual pension for a lump sum on retirement on
the basis of a ‘commutation rate’. Between 2004 and 2006,
there was a shift to more generous commutation rates.

Almost all active members of defined benefit schemes were
offered benefits on ill-health retirement in 2006. Most defined
contribution schemes also offer such benefits, but the
proportion of active members who are not offered them
increased from 11 per cent in 2004 to 16 per cent in 2006.

A pension on voluntary early retirement was available to almost
all active members of defined benefit schemes in 2006. Most
active members of private sector schemes retiring early faced a
reduction in their pension, but 11 per cent could retire five
years early with no reduction in pension.

Xiii
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There is generally some provision for a pension on voluntary
early retirement from defined contribution schemes. In 2006,
for 88 per cent of active members of defined contribution
schemes, the minimum pensionable age was 50.

In 2006, for both defined benefit and defined contribution
schemes, payment of ‘death in service’ benefits was normally
made as of right under the scheme rules. The exception was for
pensions paid to an adult dependent other than the spouse,
where, in most cases, the benefit was payable at the trustees’
discretion.

In cases of deferred members’ pensions which may be paid to
adult dependents other than the spouse if the member dies
before normal pension age, between 2004 and 2006 there was
a shift towards payments as of right under the scheme rules
and away from payments on trustees’ discretion for defined
benefit schemes, and in the opposite direction (away from
payments as of right, towards trustees’ discretion) for defined
contribution schemes.

In defined benefit schemes, pensions in payment are normally
increased annually. Between 2004 and 2006 there was an
improvement in the basis on which this was done, in the form
of a shift away from increases with reference to the statutory
minimum only and towards increases with reference to a
guarantee of capped Retail Price Index but with a cap higher
than the rate established by pensions legislation. On the other
hand, the survey found that there was a downwards shift in the
level of actual increases between 2005 and 2006.

Schemes must offer members with preserved pension
entitlements the option of a transfer payment on leaving
pensionable employment. In 2006, due to the impact of the
legislative change replacing the minimum funding requirement
(MFR) with scheme specific funding requirements, there were
1.2 million deferred members in private sector defined benefit
schemes not subject to the MFR which used their own basis to
calculate outgoing transfer values; this category did not exist in
2004. In 2006, 74 per cent of active members of open private
sector defined benefit schemes were in schemes which would
accept an incoming transfer value. Defined contribution
schemes were not asked about transfer payments for deferred
members, as they almost always reflect the value of the
member’s account.

Occupational pension schemes are not legally required to
provide preserved pensions to leavers with less than two years’
pensionable service. However, most schemes (both defined
benefit and defined contribution) offered either a refund of
contributions or a transfer to another scheme.

Xiv

Very small schemes

In 2006, 79 per cent of occupational pension schemes were
very small schemes (Chapter 7) but accounted for only 1 per
cent of the active membership. Schemes with 2 to 4 members
accounted for 86 per cent of very small schemes in 2006.

In 2006, over 90 per cent of active members of very small
schemes belonged to private sector defined contribution
schemes. Some two thirds were in a scheme where eligibility
was restricted to directors or senior employees.

Winding up schemes

Chapter 8 presents the results for winding up schemes. In 2006,
there were an estimated 3,820 private sector occupational
pension schemes winding up, with an estimated 350,080
members. Membership comprised 88,720 members receiving
pension payments and 261,360 deferred members. Over 80 per
cent of members of private sector winding up schemes
belonged to defined benefit schemes.

Changes to pension schemes since 2005

The Pension Act 2004 and the Finance Act 2004 came into
effect on 6 April 2006 (‘A-Day’). The main changes to defined
benefit schemes between 2005 and 2006 (Chapter 9) were
related to A-Day. For instance, 58 per cent of active members of
defined benefit schemes (open, closed or frozen, with

12 members or more) were in schemes where a change relating
to the proportion of pension rights taken as a lump sum was
made between 2005 and 2006.

For defined contribution schemes, the most common change
between 2005 and 2006 was an increase in the range of funds
offered, affecting 31 per cent of active members.

Other pension provision

In 2006, one quarter of active members of single employer
schemes (excluding very small and winding up schemes) were in
schemes where the sponsoring employer contributed to a
personal or stakeholder pension plan for employees (Chapter 9).
Most of these members were in defined benefit schemes.

Group personal pension plans to allow employees to contract
out were available to 13 per cent of active members of schemes
which were not contracted out (excluding very small and
winding up schemes). Most of these members were in defined
contribution schemes.



Introduction

e The 2006 Occupational Pension Schemes Survey (OPSS) is the
first such survey to be run by the Office for National Statistics
(ONS) since responsibility was transferred from the Government
Actuary’s Department (GAD) following a recommendation from
the Morris Review. The first OPSS was run in 1953.

¢ Provisional headline figures for the 2006 OPSS were published
on 10 July 2007 in an ONS First Release. The survey results
presented in this annual report revise and replace the results in
the First Release.

e The survey covers occupational pension schemes registered in
the UK. It does not cover individual or group personal pensions
or stakeholder pensions.

e The 2006 OPSS covers both public and private sector
occupational pension schemes. This report presents results by
scheme status, benefit structure and size, and it makes
comparisons with earlier surveys.



Chapter 1: Introduction

Occupational Pension Schemes Survey 2006

Since the 1950s, the Government Actuary has conducted a
series of surveys of occupational pension schemes in the United
Kingdom. Each survey in the series provides a detailed view of
the nature of occupational pension provision in the UK. Taken
together, they form a series of pictures which allow the changes
in the nature of that provision to be studied. Until 2000 the
surveys were conducted every four to five years. Following a
review in 2003, the surveys have been annual since 2004.

Responsibility for running the occupational pension schemes
surveys was transferred from the Government Actuary’s
Department (GAD) to the Office for National Statistics (ONS) in
2005, following the Government'’s acceptance in March 2005
of a recommendation from the Morris Review'. The 2006 results
are the first to be published since the ONS took over
responsibility for the survey.

In order to bring the release of results into line with ONS
standard practice, the results from the 2006 survey were
released in two stages. Provisional headline results were
released in a ‘First Release’ on 10 July 2007. This annual report
contains revisions to the provisional First Release results as well
as providing more detail and additional commentary. It should
be noted that the results in this annual report replace those in
the First Release. The 2006 survey presents results that relate to
a reference date of 6 April 2006.

The 2006 survey updates many of the statistics of previous
surveys. However, the 2005 survey did not cover the public
sector and hence comparisons between 2005 and 2006 are
only possible for the private sector. In addition, the 2006 survey
concentrated on scheme benefits, as did the 2004 survey, while
the main focus of the 2005 survey was administration and
expenses. Hence, when looking at benefits (Chapters 5 and 6),
the 2006 survey can only be compared with the 2004 survey.

Occupational pension scheme numbers and membership are
presented in Chapters 2 and 3. The 2006 survey also gathered
information on the contributions made to schemes by members
and sponsoring employers (Chapter 4). Additional information
on very small schemes - those with fewer than 12 members - is
provided in Chapter 7, while Chapter 8 looks at those schemes
which are in the process of winding up. Chapter 9 considers the
changes that some schemes have made to their arrangements
since the 2005 survey, and also covers other forms of pension
provision by employers.

The methodology employed by the survey, including the
approach to sampling and the treatment of responses, is very
similar to that used for the 2005 survey. The methodology used
is outlined in Chapter 10. This chapter also gives details of the

response rates achieved. A major benefit in the transfer of the
survey to ONS was that it enabled the 2006 data to be collected
under the Statistics of Trade Act 1947. This made the survey
mandatory and was the main reason why response rates for the
2006 survey were significantly higher than in previous surveys
(Chapter 10). In addition, major changes were made to the
questionnaires. While the 2006 questionnaires are based on the
2004 questionnaires, they have been improved through better
design and question simplification to help respondents.

Scope of the survey

As with the previous surveys, the scope of this survey was
restricted to occupational pension schemes registered in the UK,
set up under trust law by one or more employers for the benefit
of their employees. Hereafter, we refer to occupational pension
schemes simply as schemes. As in previous surveys in the series,
with the exception of 2005, this survey covers both private
sector and public sector schemes.

Figure 1.1 shows how the concepts of occupational and
personal pensions interact with employer sponsorship. An
occupational scheme is one with scheme trustees and governed
by trust law. A personal pension (whether sponsored by an
employer or not) has the legal form of a contract between an
individual and a pension provider. This survey is concerned only
with occupational provision: the two left hand columns in the
diagram.

Figure 1 .1

Types of private pension provision

Occupational Occupational Group personal Individual personal
salary related meoney purchase pension pension
Employer Sponsored Not employer sponsored

Source: ‘Pensions: Challenges and Choices, the First Report of the Pensions
Commission’, Pensions Commission, October 2004.

Figure 1.1 shows how occupational schemes can be further
distinguished by the basis on which benefits at retirement are
given: that is, whether benefits are related to the member’s
earnings or salary — defined benefit or ‘DB’ - or are based on
the accumulation of contributions paid - defined contribution or
'DC’ - (see box: Defined benefit and defined contribution
schemes).

The survey does not cover state or personal pensions, where
individuals enter into a contract with a pension provider, usually
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an insurance company. This exclusion extends to group personal
pensions (GPP). Although GPPs can be sponsored by employers,
with the employers facilitating membership and payment of
contributions for the members, the legal contract is between
the individual and the pension provider. Stakeholder pensions
are almost always another form of contract-based personal
pension, and are therefore also excluded from the survey.
Stakeholder pensions can be either GPP or individual personal
pension in form.

The possibility of including personal pensions, with GPPs and
contract-based stakeholder pensions was considered in a major
review of the GAD surveys carried out in 2003. However, that
review confirmed the decision to exclude them from the
surveys. The reasons included difficulties in defining a suitable
sampling frame, and the extent to which contract-based
arrangements would differ, in terms, for example, of
contributions paid and benefits, for different members.

The results presented throughout the document are as at
6 April 2006. For many schemes, this would be the turn of their
scheme year.

To maintain consistency of coverage with earlier surveys, figures
for the Building and Civil Engineering Retirement Pension
Benefit Scheme (closed to further accruals from April 2001)
have been excluded from the 2006 survey results. This scheme
has a total membership of approximately 450,000.

The sample for the survey was based on the Pension Schemes
Registry, maintained in 2006 by the Pensions Regulator (TPR).
At the time, this formed a register of all of the occupational and
personal pension schemes in the UK. However, since its
foundation, TPR has been working on constructing a new, more
up-to-date register based on information in scheme returns.
When completed, this will provide better information on
scheme numbers and the membership of schemes.

General information on scheme classification

When considering occupational pension schemes, it is useful to
distinguish between those in the public sector and those in the
private sector. For the purposes of the survey, private sector
schemes include schemes which cover employment in some
public sector areas such as the Bank of England, the BBC,
Transport for London, universities and the Post Office, as well as
schemes where there is an element of a government guarantee,
such as the frozen schemes for the pre-privatisation coal
industry. The schemes for these organisations are managed in
similar ways to the schemes run by private sector employers.

Another important feature of a scheme is its status. Schemes
were asked whether the scheme (or section of the scheme) was
open, closed, frozen or winding up (see box: Scheme status).

Scheme status

An occupational pension scheme may be open, closed,
frozen or winding up.

An open scheme admits new members.

A closed scheme does not admit new members but may
continue to receive contributions from or on behalf of
existing members who continue to accrue pension rights.

In a frozen scheme, benefits continue to be payable to
existing members but no new members are admitted, and
no further benefits accrue to existing members. Members
can make no more contributions but further employer
contributions may, and perhaps must be made, for example
to correct a deficit.

A scheme that is winding up is in the process of
termination, either by buying annuities for the beneficiaries
or by transferring assets and liabilities to another scheme.

Although a record of scheme status was held on the Pension
Schemes Registry database, schemes selected for the 2006
survey were asked to confirm their status before questionnaires
were sent out, and this allowed schemes which were winding
up to be sent a special questionnaire tailored to their situation.
The analysis presented in this document uses the status as
reported by schemes themselves. At the stage of asking
schemes to confirm their status, a number of schemes were
found to be ineligible for inclusion in the survey, generally
because they should not have been on the registry of schemes
as live occupational pension schemes with two or more
members. The removal of such schemes has had the effect of
reducing the overall number of schemes shown in Chapter 2.
Further details are given in Chapter 10.

A third important feature of a scheme is its benefit structure.
Benefits at retirement may be based on members’ earnings
and/or service. Schemes which provide such benefits are
referred to as ‘defined benefit’ schemes. Alternatively, the
benefits offered may be based on the purchase of an annuity
with the proceeds of contributions by and on behalf of
members plus any investment return earned. Such schemes are
referred to as ‘defined contribution’ schemes.
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Defined benefit and defined contribution
schemes

Defined benefit schemes are those in which the rules
specify the rate of benefits to be paid. The most common
defined benefit scheme is a salary-related scheme in which
the benefits are based on the number of years of
pensionable service, the accrual rate and either final salary,
the average of selected years’ salaries or the best year’s
salary within a specified period before retirement.

A defined contribution scheme is one in which the
benefits are determined by the contributions paid into the
scheme, the investment return on those contributions, and
the type of annuity purchased on retirement. Defined
contribution schemes are also known as money purchase
schemes.

Every scheme in the sample for the survey was classified
according to which type of benefit it offered. Schemes which
offer benefits on a defined benefit basis only are referred to as
defined benefit schemes. Such schemes are commonly referred
to as ‘final salary’ schemes, even though benefits may not
necessarily be based on the member’s salary at the time of
retirement or leaving service. For example, some defined benefit
schemes grant a fixed income at retirement, or base benefits on
members’ average earnings over their employment. Conversely,
where a scheme offers benefits solely on a defined contribution
basis, it is referred to as a defined contribution scheme.

Some schemes had more than one section, offering benefits on
different bases to different groups of members. For example,
one group of members might be offered benefits on a defined
benefit basis, while a second group might be offered benefits
on a defined contribution basis. Alternatively, schemes might
have different sections in order to offer different levels of the
same type of benefit to different members, or simply to account
for the benefits and contributions of different groups of
members separately.

These schemes are referred to in this report as sectionalised
schemes or multi-section schemes. Where a scheme had more
than one section, each section in the scheme was classified
separately as either defined benefit or defined contribution,
according to the benefits it offered. Results such as those for
the number of active employee members accruing benefits on a
defined benefit basis are the combination of results for both
defined benefit schemes and defined benefit sections of
sectionalised schemes.

A small number of schemes were hybrid schemes. Such
schemes offered benefits on either a defined benefit or a
defined contribution basis to the same group of members. In
these cases, a member’s benefit would typically be calculated
on a defined benefit basis, but with an underpin calculated on a
defined contribution basis. For the purposes of the conducting
the survey, hybrid schemes were sent the same questionnaire as
defined benefit schemes.

A final key feature of a scheme is the number of members it
has; this is referred to throughout this report as its size. In this
survey, the size of a scheme is defined as its total membership,
as used by TPR for the purpose of assessing the levy the scheme
must pay. Size includes active (employee) members, pensioners
with pensions in payment and members with preserved pension
entitlements. This information is held on the Pension Schemes
Registry. Where results are broken down into groups of
schemes of different sizes, this total membership size is used to
classify them.

For the purposes of selecting the sample of schemes, the
allocation of a scheme to a particular size group ('size band’)
was by the total number of members as held on the Pension
Schemes Registry (Chapter 10). However, when results involving
the number of scheme members are given in this report, the
membership numbers presented are those reported in schemes’
responses to the survey. The total membership of the scheme
for these purposes, being the sum of membership in each of
the three categories, may not be the same as the membership
recorded in the Pension Schemes Registry. Where it is
appropriate to consider the number of members in particular
categories of membership (for instance when referring to the
benefits applicable to a category of membership), the number
of members in that category as reported in the schemes’
responses to the survey is generally used.
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Pension scheme
numbers

The total number of occupational pension schemes in the UK fell from
105,320 in 2000 to 66,710 in 2006. The number of open schemes was
37,540 in 2006, 60 per cent of the number open in 2000 (Table 2.1). A
high proportion of occupational pension schemes were either closed, frozen
or winding up in 2006 (Table 2.2).

Since 2005, there has been a fall in the proportion of private sector
schemes that are open, particularly among larger schemes (Figure 2.4). In
2006, over 90 per cent of open single section private sector schemes were
defined contribution (Figure 2.6).

The number of open private sector defined benefit schemes with only one
section has fallen sharply in recent years, from 18,350 in 2000 to 3,470 in
2006 (Figure 2.7).

Most large, closed private sector schemes are either defined benefit or
multi-section schemes (Tables 2.8 and 2.9).

In 2006, 97 per cent of open private sector defined contribution schemes
had been founded in 1980 or after; private sector defined benefit schemes
have a longer history (Table 2.10).

In 2006, one third of private sector schemes were in the manufacturing

sector and 18 per cent were in wholesale and retail (Figure 2.11).

Less than one fifth of single section private sector schemes contracted out
in 2006. However, there are major differences by size of scheme, with
nearly three quarters of schemes with 10,000+ members contracting out
(Table 2.12).

Since 2000 there has been little change in the number of public sector
schemes, but a big increase in numbers of closed public sector schemes
(Table 2.13).
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This chapter presents information on numbers of occupational
pension schemes in the United Kingdom. The numbers are
broken down into different categories according to various
features of the schemes. They include the number of schemes
in the public and private sectors by size and status; of defined
benefit and defined contribution schemes; of sectionalised
schemes; of schemes by industry type; and of schemes by
contracting out status.

As noted in Chapter 1, the sample of schemes for this survey
was taken from the list of occupational pension schemes held
by the Pensions Regulator. Since the inception of the Pensions
Regulator in 2005, this list of schemes has been subject to
considerable revision and improvement. A process of re-
registering schemes was started in 2005, covering defined
benefit schemes in 2005/06 and defined contribution schemes
in 2006/07. The effect has been to improve the quality of the
register of schemes. These changes impact on the estimates for
2005 onwards, particularly for small, frozen private sector
schemes. Therefore comparisons with results before 2005
should be made with caution.

It should be noted the definition of ‘public sector’ and ‘private
sector’ was changed for surveys from 2000. Organisations such
as the BBC, the Bank of England, the universities and the Post
Office, were reclassified from ‘public sector’ to ‘private sector’
organisations. This has caused a discontinuity between results
before and after these changes. It is also important to note that
the estimates of numbers of very small schemes are subject to
considerable uncertainty.

An occupational pension schemes’ status can be either open,
closed, frozen or winding up. An open scheme will admit new
members whereas a closed scheme will not admit new
members but may continue to receive contributions from or on
behalf of existing members who continue to accrue pension
rights. In a frozen scheme, benefits continue to be payable to
existing members but no new members are admitted, and no
further benefits accrue to existing members. Although members
can make no more contributions, further contributions may be
made by employers, and may have to be made, for example to
correct a deficit. A scheme that is winding up is in the process
of termination, either by buying annuities for the beneficiaries
or by transferring assets and liabilities to another scheme.

Schemes can have more than one section (see Chapter 1). A
sectionalised or multi-section scheme has two or more distinct
groups of members, such as a scheme with a defined
contribution section for new entrants and a closed defined
benefit section. Sections need not be differentiated by benefit
type, however, only by some form of barrier preventing
members of one section from moving into another.

Sectionalisation can occur when different benefit levels and/or
types are offered to members due to factors including tenure,
seniority and contract status. It can also result from mergers and
acquisitions. A sectionalised scheme is considered open if any
section of the scheme was open. All sections of a scheme must
be closed for a scheme to be considered closed.

Total numbers of schemes

In 2006, the estimated total number of occupational pension
schemes in the UK was 66,710, a decrease of 38,610 since
2000 (Table 2.1). Some of this fall was likely to have been
caused by improvements made to the list of schemes held by
the Pensions Regulator, particularly among small, frozen private
sector schemes. The majority of schemes were in the private
sector, with only 310 in the public sector. The downward trend
in the total number of open schemes continues: there were
only 37,540 open schemes in 2006, 60 per cent of the number
in 2000.

Table 2 . 1

Number of occupational pension schemes: by
status and sector'”?, 2000 to 2006’

United Kingdom Numbers
2000 2004 2005 2006

Open 62,350 54,260 51,260 37,540
Public 250 260 130
Private 62,100 54,000 51,260 37,400
Closed 29,040 19,600 12,830 20,080
Public 40 . 110
Private 29,000 19,500 12,830 19,970
Frozen 6,840 16,660 1,780 5,280
Public 40 60 70
Private 6,800 16,600 1,780 5,220
Winding up 7,120 5,800 3,090 3,820
Public 0 0 0
Private 7,120 5,800 3,090 3,820
Total 105,320 96,220 68,960 66,710
Public 320 320 310
Private 105,000 95,900 68,960 66,400

1 .. indicates cells that have been suppressed to protect confidentiality.

2 The 2005 survey did not cover the public sector.

3 Due to changes in the definition of the private and public sectors, estimates for
2000 onwards differ from earlier years. From 2000 organisations such as the
Post Office and the BBC were reclassified from the public to the private sector.

Source: Occupational Pension Schemes Survey
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After a fall in the number of closed schemes between 2000
and 2005, numbers rose again to 20,080 in 2006. A similar
pattern was observed for winding up schemes. The number of
frozen schemes rose from 1,780 in 2005 to 5,280 in 2006, but
this number remained below the peak of 16,660 in 2004.

Table 2.2 shows the distribution of schemes in 2006 by size and
status. The majority of schemes - 79 per cent - were very small
(2 to 11 members), while large schemes with 10,000 or more
members accounted for less than 1 per cent of schemes. The
sharp fall in the number of schemes since 2000, noted above,
was driven by the fall in very small schemes, from 86,200 in
2000’ to 52,600 in 2006.

The number of open schemes fell in all size bands between
2000 and 2006. Numbers of closed schemes rose sharply in the
larger size bands (100 and over) in the same period, while
falling in the smaller size bands. Estimates for very small
schemes are subject to considerable uncertainty, so these
figures should be interpreted with caution.

Table 2.2 shows that a high proportion of schemes were either
closed, frozen or winding up in 2006. In the top two size bands
(membership of 5,000 or more), half of all schemes were closed
in 2006. The closed schemes in these bands are mainly private
sector defined benefit and multi-section schemes (see next
section: Private sector schemes). In the middle size bands

(12 t0 99, 100 to 999 and 1,000 to 4,999 members), open
schemes are fewer than the total of closed, frozen and winding
up schemes.

Table 2 . 2

Number of occupational pension schemes: by size and
status', 2006

United Kingdom Numbers

Open Closed Frozen Winding up Total
10000+ 180 150 . . 360
5,000 to 9,999 60 140 . . 220
1,000 to 4,999 470 680 100 50 1,300
100 to 999 1,420 1,970 780 450 4,610
12t0 99 3,080 1,850 1,330 1,340 7,610
2to 11 32,320 15,280 3,030 1,970 52,600
Total 37,540 20,080 5,270 3,820 66,700

1 .. indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey

Private sector schemes

Most occupational pension schemes are in the private sector.
Table 2.3 shows similar trends to those highlighted in Table 2.2,
due to the dominating effect of the private sector on total
numbers of occupational pension schemes. Figure 2.4 shows
the changes between 2004 and 2006 for open private sector
schemes. Since 2005, there has been a fall in the proportion of
the total number of private sector schemes that are open,
particularly among larger schemes.

Table 2 . 3

Number of private sector occupational pension
schemes: by size and status’, 2006

United Kingdom Numbers

Open Closed Frozen Winding up Total

10,000+ 90 150 . . 250
5,000 to 9,999 50 130 . . 190
1,000 to 4,999 460 630 90 50 1,230
100 to 999 1,410 1,940 760 450 4,560
12 t0 99 3,080 1,850 1,300 1,340 7,570
2to 11 32,320 15,280 3,020 1,970 52,580
Total 37,400 19,970 5,200 3,820 66,390

1 .. indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey

Figure 2.4

Proportion of open private sector occupational
pension schemes: by size, 2004 to 2006

United Kingdom

Percentages
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Source: Occupational Pension Schemes Survey
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Table 2 . 5

Number of private sector occupational pension
schemes with only one section: by size and status’,
2006

United Kingdom Numbers

Open Closed Frozen Winding up Total

10000+ 70 50 . . 140
5,000 to 9,999 40 60 . . 110
1,000 to 4,999 410 440 70 50 970
100 to 999 1,320 1,800 630 450 4,200
12 t0 99 3,080 1,760 1,230 1,340 7,400
2to 11 32,320 15,280 3,020 1,970 52,580
Total 37,230 19,390 4,950 3,820 65,400

1 .. indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey

Table 2.5 shows the number of private sector occupational
pension schemes with only one section by size and status. In
2006, single section schemes accounted for almost all private
sector schemes (99 per cent).

Figure 2 . 6

Number of private sector occupational pension
schemes with only one section: by benefit type and
status, 2006

United Kingdom

Numbers
Windi L Defined contribution
inding up
M Defined benefit
Frozen -
Closed [N

Open F

0 5,000 10,000 15,000 20,000 25,000 30,000 35,000 40,000

Source: Occupational Pension Schemes Survey

The total number of single section schemes can be broken
down by the type of benefits offered by the scheme (see box:
Defined benefit and defined contribution schemes in
Chapter 1). Figure 2.6 shows the number of single section
private sector schemes by benefit type and status in 2006. Most

of the open private sector schemes with only one section were
defined contribution schemes (91 per cent of the total). There
were also more closed, frozen and winding up defined
contribution schemes than defined benefit schemes.

Figure 2.7

Number of open private sector occupational pension
schemes with only one section: by benefit type, 2000’
to 2006
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Source: Occupational Pension Schemes Survey

The number of open private sector defined benefit schemes
with only one section has fallen sharply in recent years, from
18,350 in 2000 to 3,470 in 2006 (Figure 2.7). The number of
open private sector defined contribution schemes with only one
section has also fallen, from a peak of 46,730 in 2004 to
33,770in 2006.

Table 2.8

Number of private sector occupational
pension schemes with more than one section:
by size and status’, 2006

United Kingdom Numbers

Open Closed Frozen Winding up Total
10,000+ 20 90 . . 120
5,000 to 9,999 10 70 . . 80
1,000 to 4,999 50 190 20 0 270
100 to 999 90 140 130 0 360
12 t0 99 0 90 80 0 170
2to 11 0 0 0 0 0
Total 170 580 240 0 990

1 ..indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey
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Table 2.8 shows the number of private sector occupational
pension schemes with more than one section by size and status.
There has been an increase in the total number of multi-section
private sector occupational pension schemes from 400 in 2005
t0 990 in 2006. The increase has taken place mainly in schemes
with ‘12 to 99, ‘100 to 999’ and ‘1,000 to 4,999’ members.
Meanwhile, among the larger schemes (10,000+) there has
been a decline in the proportion of open schemes, from 89 per
cent of the total in 2005 to 15 per cent in 2006.

Comparing Table 2.8 with Table 2.3, it is clear that the majority
of large closed private sector schemes in 2006 were multi-
section schemes: 63 per cent in the 10,000+ band and 52 per
cent in the 5,000 to 9,999 band. Most of the rest were single
section defined benefit schemes, which (comparing Tables 2.9
and 2.3) accounted for 36 per cent of the 10,000+ band and
47 per cent of the 5,000 to 9,999 band. This is an important
change since 2005, when there were very few large closed
multi-section or single section defined benefit schemes.

The comparison of Tables 2.9 and 2.3 also shows that the
majority of closed private sector schemes in the medium size
bands were single section defined benefit schemes. Meanwhile,
single section defined contribution schemes account for 83 per
cent of very small closed private sector schemes (2 to 11
members).

The survey asked schemes to state the year in which they were
founded. As it is common for schemes to be established
following the merger of a number of different schemes, they
were also asked to give the earliest year of foundation of any

Table 2.1 0

predecessor scheme. Occupational pension schemes with more
than one section were asked for the years in which each of their
sections were founded, as well as the earliest year of
foundation of any predecessors.

Table 2.9

Number of open and closed private sector
occupational pension schemes with only one section:
by size, 2006

United Kingdom Numbers

Open Closed

Defined Defined Defined Defined
benefit contribution benefit contribution

10000+ 60 10 50

5,000 to 9,999 30 10 60

1,000 to 4,999 300 120 420 20
100 to 999 740 580 1,680 120
12 to 99 1,610 1,460 1,080 680
2to 11 730 31,580 2,630 12,650
Total 3,470 33,770 5,920 13,470

Source: Occupational Pension Schemes Survey

Table 2.10 illustrates the relative newness of defined
contribution schemes. In 2006, 97 per cent of open defined
contribution schemes in the private sector had been founded in
1980 or after. The longer history of private sector defined
benefit schemes is also clear, with 33 per cent of defined
benefit schemes that were open in 2006 founded before 1980,
down from 59 percent in 2004.

Proportion’ of private sector occupational pension schemes’: by foundation date, status and

benefit type, 2004 to 2006

United Kingdom Percentages
Defined benefit Defined contribution
Open Closed Open Closed

2004 2005 2006 2004 2005 2006 2004 2005 2006 2004 2005 2006
Before 1945 5 2 1 3 2 3 0 0 1 0 0 0
1945-1969 20 22 15 28 23 29 1 2 0 1 1
1970-1979 34 34 17 19 26 33 10 6 2 19 4 8
1980-1989 24 18 7 22 29 14 23 40 47 51 50 35
1990-1999 15 13 " 26 " 12 29 28 34 28 43 46
2000 and after 4 1 50 3 9 9 36 23 16 1 2 8

1 Percentages are calculated excluding non-responses.
2 Schemes with 12 or more members.

Source: Occupational Pension Schemes Survey
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The structure of the UK economy has changed since the first
Occupational Pension Scheme Survey in 1953, while employer
pension provision has also been developing. The manufacturing
industry has been declining in importance and the service sector
growing, particularly finance and business related services. The
changes in the economy and in the type of pension products
are reflected in the employer pension provision on offer. All
schemes which were either open or closed, and which were not
multi-employer schemes, were asked for the industry of the
sponsoring employer (as described by the standard industrial
classification: SIC).

Figure 2.11 shows the distribution of single employer schemes
by SIC sector in 2006. Manufacturing still has the largest
proportion of schemes (33 per cent of those which responded
to the survey in 2006, up from 26 per cent in 2005). The
wholesale and retail sector had 18 per cent of schemes which
responded in 2006, while the ‘other’ sector accounted for

24 per cent of total responses. One third of responding
schemes in the ‘other’ sector belonged to the real estate,
renting and business activities sub-sector.

Figure 2 .1 1

Proportion’' of private sector occupational
pension schemes with one associated
employer: by industry”’, 2004 to 2006
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1 Percentages are calculated excluding non-responses.

2 Other includes: Mining; Real estate, renting and business activities; Public
administration; Education; Health and social work; Other community, social
and personal service activities.

Source: Occupational Pension Schemes Survey

Comparisons of 2006 results with earlier years should be
treated with caution due to significant non-response in the
earlier surveys. The number of schemes within many industries
fluctuates considerably from year to year adding to the difficulty
of interpreting movements between years.
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Since 1978, it has been possible for a scheme to allow its active
employee members to contract out of the additional
component of the state pension, the State Second Pension
(S2P), previously the State Earnings Related Pension Scheme
(SERPS). If an occupational scheme has been contracted out,
this refers to a statutory arrangement under which pension
schemes that meet certain conditions may contract out of the
S2P. The members’ and employers’ National Insurance
contributions are reduced or partially rebated. Members of a
contracted out pension scheme obtain rights in the pension
scheme in place of additional earnings related benefits under
the state scheme.

As a general rule, all public sector schemes are contracted out.
However, this is not the case for the private sector. Schemes
can contract out in one of three ways: COSRS, COMPS or
COMBS (see box: Contracting out).

Contracting out

A contracted out salary related scheme (COSRS) is an
occupational pension scheme which has retirement benefits
that are based on salary, and which has been contracted
out according to Section 9(2) of the Pensions Schemes Act
1993. This route is available to defined benefit schemes,
provided that the scheme offers benefits of a minimum
prescribed standard known as the reference scheme test.

A contracted out money purchase scheme (COMPS) is a
scheme which contracts out on a money purchase basis.
This route has been available to defined contribution
schemes since 1988, provided that the reduction in National
Insurance contributions is paid into the money purchase
account. The reduction in National Insurance contributions
is often referred to as the contracting out rebate and the
assets derived from the investment of these rebates are
known as protected rights.

A contracted out mixed benefit scheme (COMBS) is an
occupational pension scheme which has separate defined
benefit and money purchase sections and which contracts
out on both bases. This route has been available since 1997
for schemes which wish to contract out some active
members’ rights on a COSRS basis and others on a COMPS
basis.

Table 2.12 shows the number of single section private sector
schemes by their size and the route the scheme took to contract
out - if it did so. The move away from contracting out has
continued. In 2006, 17 per cent of schemes were contracted
out, down from 24 per cent in 2004°. Some two thirds of
contracted out schemes in 2006 were COSRS.
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Although the proportion of single section private sector
schemes contracting out remains relatively low overall, this is
due to the influence on the total of large numbers of small
schemes, only 8 per cent of which contracted out in 2006.
Among larger schemes, contracting out remains common, with
73 per cent of schemes in the 10,000+ band and 83 per cent in
the 5,000 to 9,999 bands contracted out in 2006. These results
represent a slight reduction from the proportions contracting
out in these bands in 2004°,

Table 2.1 2

Number of private sector occupational pension
schemes with only one section: by size and route to
contracting out', 2006

United Kingdom Numbers
Not
contracted Non-

COSRS COMBS COMPS out responses Total
10,000+ 100 10 10 40 . 170
5,000 to 9,999 70 10 10 20 0 110
1,000 to 4,999 590 10 60 300 0 960
100 to 999 2,270 50 220 1,620 50 4,200
12 t0 99 2,950 90 330 3,960 80 7,400
2to 11 1,310 1,310 1,310 46,580 2,040 52,570
Total 7,290 1,480 1,940 52,520 2,170 65,400

1 .. indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey

Public sector schemes

Public sector schemes include those for the civil service, Armed
Forces, teachers, National Health Service staff, Local Authority
employees, police officers and firefighters. They exclude former
public organisations such as the BBC, the universities, the Bank
of England and the Post Office.

All public sector employers offer pension provision, and virtually
all provision is through defined benefit occupational pension
schemes, though alternatives such as stakeholder pensions may
also be offered. The policy, regulatory and financial framework
for public sector schemes differs in some respects from that for
private sector schemes and has been subject to fewer changes.

A new pension scheme was established in 2005 for the Armed
Forces, replacing the 1975 defined benefit final salary scheme®.
Although still based on final salary, the new scheme offers a full
pension at age 65. The old scheme paid an immediate pension
after a fixed number of pensionable years’ service (16 years for
officers and 22 years for all other ranks).

In 2006, public sector pension schemes were subject to
significant review. New schemes for the police and firefighters
were introduced on 6 April 2006. However, these changes will
have little impact on the survey results as they only affect new
members joining after 6 April 2006. Changes to existing
schemes are also planned for the civil service, Local Authorities,
the National Health Service and for teachers.

Table 2.13 shows the number of public sector schemes in 2006
by size and status. Since 2000 there has been little change in
the total number of public sector schemes (Table 2.1). However,
the number of open schemes fell from 250 in 2000° to 130 in
2006, while closed schemes rose from 36 in 2000 to 110 in
2006. While in 2000, all closed public sector schemes had fewer
than 1,000 members, in 2006, 70 per cent of closed schemes
were in the middle size bands between 100 and 4,999
members. In 2006, nearly three quarters of open schemes had
10,000 or more members.

Table 2.1 3

Number of public sector occupational pension
schemes: by size and status’, 2006

United Kingdom Numbers
Winding

Open Closed  Frozen up Total
10,000+ 100 10 0 100
5,000 to 9,999 10 20 0 20
1,000 to 4,999 10 50 10 0 70
100 to 999 10 30 20 0 60
12 t0 99 10 10 20 0 40
210 11 0 0 10 0 20
Total 130 110 60 0 310

1 .. indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey
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Pension scheme
membership

Total membership of occupational pension schemes fell from
28.1 million in 2004 to 27.5 million in 2006. In 2006,

16.6 million members belonged to private sector and

10.9 million to public sector schemes (Table 3.1).

The downward trend in active membership of occupational
pension schemes continues. In 2006, there were an estimated
9.6 million active members, of whom 4.4 million were in the
private sector (Table 3.4).

Active membership of open private sector defined benefit
schemes has fallen sharply in recent years, from 4.1 million in
2000 to 1.6 million in 2006 (Figure 3.5).

In 2006, an estimated 40 per cent of active members of public
sector schemes were men (Figure 3.6), compared with around
three quarters in the 1950s and 1960s (Table 3.4).

In 2006, most active members of public sector defined benefit
and private sector defined contribution schemes were in open
schemes, but under half of active members of private sector
defined benefit schemes were in open schemes (Table 3.7).

The estimated total number of pensions in payment in 2006
was 8.5 million (Table 3.12). Private sector pensions in payment
fell from 5.6 million in 2004 to 5.1 million in 2006, while there
was no change for the public sector (Table 3.13).

The estimated number of preserved pension entitlements has
changed little, from 9.3 million in 2004 to 9.4 million in 2006,
of which 74 per cent were in the private sector (Table 3.15).

In 2006, 63 per cent of active members of private sector
schemes had a normal pension age of 65, compared with
38 per cent in the public sector schemes (Table 3.23).
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This chapter looks at the membership of occupational pension
schemes in the private and public sectors. The chapter starts
with total membership. It then looks in more detail at active
members, pensioners and members with preserved pension
entitlements. Finally, it looks at conditions for membership and
normal pension ages.

A member is a person who has been admitted to membership
of a pension scheme and is entitled to benefits under the
scheme, whether now or in the future. Active members are
current employees who would normally contribute (or have
contributions made on their behalf) to the pension scheme.
Pensioner members are members who are receiving pension
payments from the scheme; this category excludes pensioners
who have had annuities bought in their own name. Information
on active members and pensioner members has been collected
since the first survey in 1953.

Most members with preserved pension entitlements are
former employees who have preserved their pension rights
within a scheme but are not yet receiving pension payments.
This category also includes widows, widowers, dependents and
pension credit members' with some preserved pension.
Information on members with preserved pension entitlements
has been collected since 1983.

Table 3 . 1

Number of members of occupational pension
schemes: by membership type and sector’,
1991 to 2006’

United Kingdom Millions

1991 1995 2000 2004 2005 2006

Active members 10.7 10.3 i 10.1 9.8 9.6
Private sector 65 621 57 48 47 44
P ublic sector 42 41, 44 50 5.1
Pensions in payment 7.0 85 i 82 90 8.5
Private sector 38 50, 52 56 53 51
P ublic sector 32 351 30 34 34
Preserved pension entilements 45 7.0 , 67 9.3 9.4
Private sector 3.3 52 i 52 71 64 70
P ublic sector 12 18, 15 22 25
Total 222 258 1250 281 275
Private sector 136 164 : 16.1 175 164 16.6
P ublic sector 86 94 i 89 10.6 10.9

1 The 2005 survey did not cover the public sector and a total figure is therefore
not available.

2 Due to changes in the definition of the private and public sectors, estimates for
2000 onwards differ from earlier years. From 2000 organisations such as the
Post Office and the BBC were reclassified from the public to the private sector.

Source: Occupational Pension Schemes Survey
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Individuals may have more than one of the above types of
membership. For instance, they may be a member of their
current employer’s pension scheme as well as having preserved
rights in a previous employer’s scheme. Hence, all estimates of
membership include an element of double counting and are not
counts of individuals.

As noted in Chapter 2, estimates of the number of pension
schemes are affected by changes made to the list of schemes
held by the Pensions Regulator. However, such changes have
less effect on membership than on number of schemes as they
were mainly in the small schemes, which had relatively few
members.

Total membership of occupational pension
schemes

Total membership of occupational pension schemes consists of
active members, members receiving pension payments and
members with preserved pension entitlements. In 2006, total
membership was estimated to be 27.5 million. This is a fall of
just over half a million from the 2004 figure (Table 3.1 and
Figure 3.2). There were 16.6 million members belonging to
schemes in the private sector, compared with 17.5 million in
2004. For public sector schemes, there were 10.9 million
members in 2006, up from 10.6 million in 2004.

Figure 3 " 2

Number of members of occupational pension
schemes: by membership type, 1991 to 2006

United Kingdom
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not available.
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2 Due to changes in the definition of the private and public sectors, estimates for
2000 onwards differ from earlier years. From 2000 organisations such as the
Post Office and the BBC were reclassified from the public to the private sector.

Source: Occupational Pension Schemes Survey
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Table 3 . 3

For private sector schemes, Table 3.3 shows the number of

Number of members of private sector members by the type of benefit offered. The figures relate to
occupational pension schemes: by members of schemes and sections of schemes (see box:
membership type and benefit type‘ 2004 to Defined benefit and defined contribution schemes in
2006 Chapter 2). Public sector schemes are predominantly defined
United Kingdom Millions benefit.

2004 2005 2006 Of the 16.6 million members of private sector schemes in 2006,

Active members 4.8 4.7 4.4 86 per cent were in defined benefit schemes — the same
Defined benefit 36 37 34 proportion as in 2005. However, while 99 per cent of private
Defined contribution 12 10 11 sector pensions in payment were defined benefit pensions,

Pensions in payment 56 53 51 only 75 per cent of active members were in defined benefit
Defined benefit 54 52 51 schemes — with the other 25 per cent. in de.flned contr|bu‘t|on
Defined contribution 0. 04 0.1 schemes (Table 3..3). There vyas a fall in active merT.1b'ersh|p of

] ) private sector defined benefit schemes from 3.7 million in 2005

Preserved pension entitlements 71 6.4 7.0 S

to 3.4 million in 2006.
Defined benefit 5.6 5.2 5.8
Defined contribution 1.1 0.9 1.2

Total 17.5 16.4 16.6
Defined benefit 14.6 14.1 14.2
Defined contribution 2.4 2.0 2.4

1 In 2004 and 2005, breakdowns by benefit type exclude schemes that were
winding up.

Source: Occupational Pension Schemes Survey

Table 3.4

Number of active members of occupational pension schemes: by sex and sector'?, 1953 to 2006’

United Kingdom Millions
Private Public Total
Men Women Not stated Total Men Women Not stated Total

1953 2.5 0.6 0.0 3.1 2.4 0.7 0.0 3.1 6.2
1956 3.5 0.8 0.0 43 2.9 0.8 0.0 3.7 8.0
1963 6.4 0.8 0.0 7.2 3.0 0.9 0.0 3.9 1.1
1967 6.8 1.3 0.0 8.1 3.1 1.0 0.0 4.1 12.2
1971 5.5 1.3 0.0 6.8 3.2 1.1 0.0 43 1.1
1975 49 1.1 0.0 6.0 3.7 1.7 0.0 5.4 1.4
1979 46 1.5 0.0 6.1 3.7 1.8 0.0 5.5 11.6
1983 4.4 1.4 0.0 5.8 34 1.9 0.0 53 1.1
1987 4.4 1.4 0.0 5.8 2.8 2.0 0.0 4.8 10.6
1991 45 2.0 0.0 6.5 2.3 1.9 0.0 4.2 10.7
1995 4.1 2.1 0.0 6.2 2.0 2.1 0.0 4.1 10.3
2000 30 26 00 57 16 29 q 00 45 101
2004 1.2 0.8 2.8 4.8 1.0 1.7 2.3 5.0 9.8
2005 1.2 0.5 3.0 47

2006 1.6 0.8 2.0 4.4 0.8 1.3 3.0 5.1 9.6

1 The 2005 survey did not cover the public sector

2 Excludes schemes that were frozen or winding up.

3 Due to changes in the definition of the private and public sectors, estimates for 2000 onwards differ from earlier years. From 2000 organisations such as the Post Office
and the BBC were reclassified from the public to the private sector.

Source: Occupational Pension Schemes Survey
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Active membership of occupational pension
schemes

The active members of a scheme are those who, under the
rules of the scheme, are currently accruing benefits. They are
usually current employees of the sponsoring employer. It
should be noted that there are no active members in schemes
which are frozen or winding up, as members of such schemes
can no longer be accruing benefits. All estimates of numbers
of active members relate to schemes which are either open or
closed.

There was a marked increase in the number of active
members between 1953 and 1967, from 6.2 million to

12.2 million. This was followed by a steady decline (Table 3.4).

In 2006, there were an estimated 9.6 million active members
of occupational pension schemes, of whom 4.4 million were
in the private sector, compared with 6.5 million in 1991 and
8.1 million at the peak (in 1967). The decline in total numbers
of active members in the private sector over the last 15 years
reflects the fall in membership of private sector defined
benefit schemes, from 5.6 million in 1991 to 3.3 million in
2006. On the other hand, active membership of public sector
schemes rose from 4.2 million in 1991 to 5.1 million in 2006,
despite the reclassification of some large public sector
schemes to the private sector from 2000.

Figure 3 . 5

Number of active members of open private
sector occupational pension schemes: by
benefit type 1995 to 2006"
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Due to changes in the definition of the private and public sectors, estimates
for 2000 onwards differ from earlier years. From 2000 organisations such as
the Post Office and the BBC were reclassified from the public to the private

sector.

2 1995 and 2000 exclude hybrid schemes.

Source: Occupational Pension Schemes Survey
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Figure 3.5 shows the active membership of open private
sector schemes by benefit type. Active membership of defined
benefit schemes has fallen sharply in recent years, from

4.1 million in 2000 to 1.6 million in 2006. By contrast, active
membership of defined contribution schemes has remained
relatively stable at around 1 million.

There has been a steady fall in men as a proportion of active
members of pension schemes in both the public and private
sectors. In 1953, 77 percent of active members in the public
sector and 81 per cent of active members in the private sector
were men. In 2006, 40 per cent of active members of public
sector schemes which provided breakdowns of membership
by sex were men compared with 67 per cent for private sector
schemes (Figure 3.6). The majority of active members of
public sector schemes have been women in every survey since
1995 (Table 3.4).

Figure 3-6

Proportion of active members of
occupational pension schemes: by sex and
sector, 2006

United Kingdom
Percentages

Men Women
(0%) (3%
Men
Women
(60%) (67%)

Public Private

Source: Occupational Pension Schemes Survey

However, care should be taken in interpreting figures for
2004 onwards as there has been a marked increase in the
non-response rate for the question about sex. While schemes
were able to give the total number of members, a significant
number of schemes (representing 53 per cent of active
members) could not break down their figures by sex.

In 2006, 93 per cent of active members in public sector
defined benefit schemes were in open schemes, compared
with only 49 per cent of active members of private sector
defined benefit schemes. Most active members of private
sector defined contribution schemes (91 per cent) were in
open schemes (Table 3.7).

Table 3.7 also shows that in 2006, almost all active members
of public sector defined benefit schemes belonged to schemes
with 10,000 or more members (97 per cent), while 57 per
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cent of active members of private sector defined benefit
schemes were in 10,000+ schemes. Active membership of
defined contribution schemes in the private sector was more
evenly distributed by size of scheme (Figure 3.8).

Table 3 . 7

Number of active members of occupational
pension schemes: by status, size, sector and
benefit type', 2006

United Kingdom Millions
Private Public Total Total
DB DC Total DB DB
Open 1.6 1.0 2.6 4.8 6.4 7.4
10,000+ 1.0 04 1.4 4.7 5.7 6.1
5,000 to 9,999 0.1 0.1 0.2 0.0 0.1 0.2
1,000 to 4,999 0.3 0.2 0.5 0.0 0.3 0.5
100 to 999 0.1 0.2 0.3 0.0 0.1 0.3
12 t0 99 0.1 0.0 0.1 0.0 0.1 0.1
2to 11 0.0 0.1 0.1 0.0 0.0 0.1
Closed 1.7 0.1 1.8 0.4 2.1 2.2
10,000+ 0.9 0.0 0.9 0.2 1.2 1.2
5,000 to 9,999 0.2 0.0 0.2 0.1 0.3 0.3
1,000 to 4,999 0.4 0.0 0.4 0.1 0.4 0.5
100 to 999 0.2 0.0 0.2 0.0 0.2 0.2
12 t0 99 0.0 0.0 0.0 0.0 0.0 0.0
2to 11 0.0 0.0 0.0 0.0 0.0 0.0
Total 3.4 1.1 4.4 5.1 8.5 9.6
10,000+ 1.9 0.4 2.3 4.9 6.9 7.3
5,000 to 9,999 0.3 0.1 0.4 0.1 0.4 0.5
1,000 to 4,999 0.7 0.2 0.9 0.1 0.8 1.0
100 to 999 0.3 0.2 0.5 0.0 0.3 0.5
12 t0 99 0.1 0.0 0.1 0.0 0.1 0.1
2to 11 0.0 0.1 0.1 0.0 0.0 0.1

1 Excludes schemes that were frozen or winding up.

Source: Occupational Pension Schemes Survey

Table 3.9 presents results by contracted out status of private
sector schemes. Contracting out refers to a statutory
arrangement under which pension schemes that meet certain
conditions may contract out of the State Second Pension
(S2P), formerly the State Earnings Related Pension Scheme
(SERPS). Members’ and employers’ National Insurance
contributions are reduced or partially rebated. Members of a
contracted out pension scheme obtain rights in the pension
scheme in place of additional earnings-related benefits under
the state scheme. The majority of public sector schemes are
contracted out.

Of the 4.4 million active members of private sector schemes in
2006, 75 per cent were contracted out. Of these, 87 per cent
were in schemes contracted out as salary-related schemes
(COSRS). These are occupational pension schemes that have

retirement benefits based on salary, and which have been
contracted out according to Section 9 (2) of the Pensions
Schemes Act 1993 (see box: Contracting out in Chapter 2).

Figure 3 -8

Number of active members of private sector
occupational pension schemes: by size and
benefit type', 2006
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1 Excludes schemes that were frozen or winding up.
Source: Occupational Pension Schemes Survey

Table 3-9

Number of active members of private sector
occupational pension schemes: by size and
route to being contracted out, 2006

United Kingdom Millions
Not

contracted Contracted out Total
out

COSRS COMBS COMPS  Total

10,000+ 0.4 1.7 0.1 0.2 1.9 2.3
5,000 to 9,999 0.1 0.2 0.0 0.0 0.3 0.4
1,000 to 4,999 0.3 0.6 0.1 0.0 0.7 0.9
100 to 999 0.2 0.3 0.0 0.0 0.3 0.5
12 to 99 0.0 0.1 0.0 0.0 0.1 0.1
2to 11 0.1 0.0 0.0 0.0 0.0 0.1
Total 1.1 2.9 0.2 0.2 3.3 4.4

Source: Occupational Pension Schemes Survey

The proportion of active members who belonged to
contracted out private sector schemes increased from 79 per
centin 1979 to peak at 84 per cent in 1991, before falling to
75 per cent in 2006 (Table 3.10). In 2006, 70 per cent of
active members were in contracted out defined benefit
schemes, while 5 per cent were in contracted out defined
contribution schemes.

17
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Table 3.1 0

Proportion of active members of contracted
out private sector occupational pension
schemes: by benefit type and route to
contracting out, 1979 to 2006

United Kingdom Percentages

Defined Defined

benefit contribution

schemes schemes COSRS COMBS COMPS Total
1979 79
1983 78
1987 78
1991 84
1995 80
)
2004 72 7 63 " 5 79
2005 74 2 64 7 6 76
2006 70 5 65 5 5 75

1 Due to changes in the definition of the private and public sectors, estimates
for 2000 onwards differ from earlier years. From 2000 organisations such as
the Post Office and the BBC were reclassified from the public to the private
sector.

Source: Occupational Pension Schemes Survey

Changes in scheme membership between
2005 and 2006

In addition to their active employee membership at 6 April
2006, schemes were asked for the number of members
entering and leaving during the twelve months ending on that
date. Table 3.11 gives the results for private sector schemes.
The retirements category includes retirements for all reasons,
whether before or at normal pension age, or due to ill health.

Table 3.1 1

Number of entrants to and exits from
private sector occupational pension
schemes: by benefit type and status, 2006

United Kingdom Thousands

Defined benefit Defined contribution  Total

Open Closed Open Closed
Total entrants 240 60 210 10 520
Total exits 240 270 140 20 730
Retirements 40 50 10 0 100
Left with presereved pension 110 180 90 20 440
Left with no benefit 50 30 50 0 140
Deaths 0 0 0 0 10
Other exits or reason not given 40 0 0 0 50
Netincrease/decrease 0 -210 70 -10  -210

1 Total includes frozen schemes.

Source: Occupational Pension Schemes Survey
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There were an estimated 520,000 entrants to schemes in the
twelve months to April 2006. For the same period, the total
number of exits from schemes was 730,000, a net decrease of
210,000. Of total entrants, 46 per cent joined open defined
benefit schemes and 40 per cent joined open defined
contribution schemes. Of total exits, 60 per cent left with
preserved pension entitlements, while 19 per cent left with no
benefits at all.

Pensioner members

Pensioner members are members of occupational pension
schemes who are in receipt of pension payments. Open,
closed, frozen and winding up schemes can have pensioner
members. While such members are mainly former employees
of the organisation, widows, widowers and other dependants
of former employees who are receiving pensions are also
classified as pensioner members for the purposes of this
survey.

It is possible for an individual to receive a pension from more
than one scheme, following successive (or even simultaneous)
membership of different schemes, or as a former employee
member of one scheme and as the dependant of a former
employee member of a second scheme. The estimates
presented in this section are estimates of the number of
pensions in payment from UK occupational pension schemes,
rather than estimates of the total number of pensioners in the
country receiving benefits from occupational pension
schemes.

The estimated total number of pensions in payment in 2006
was 8.5 million, 3.4 million in public sector schemes and

5.1 million in the private sector (Table 3.12). A number of
schemes did not supply information on the type of pensioner,
affecting 30 per cent of the total number of pensions in
payment.

In the public sector, 95 per cent of pensions in payment were
made by schemes with 10,000 or more members, compared
with 71 per cent for private sector schemes. Pensions in
payment relate disproportionately to the largest schemes, as
smaller schemes often seek to ‘buy out’ pensions in payment
with annuities from insurance companies, thereby relieving
themselves of longevity risk.
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Table 3.1 2

Number of pensions in payment for
occupational pension schemes: by sector,
size, type of pensioner and sex, 2006

United Kingdom Millions
S pouses
and other Not
Former employees  dependents stated Total
Men Women Total

Private 1.6 06 22 0.6 2.3 5.1
10,000+ 1.1 04 15 0.5 1.7 3.6
5,000t0 9,999 0.1 0.1 0.2 0.0 0.2 0.4
1,000t0 4,999 0.2 0.1 0.3 0.1 0.3 0.7
100 to 999 0.1 0.1 0.2 0.0 0.1 0.3
12 to 99 0.0 0.0 0.0 0.0 0.0 0.1
2t0 11 0.0 0.0 0.0 0.0 0.0 0.0
P ublic 0.9 05 13 0.4 1.6 3.4
10,000+ 0.8 05 1.2 0.4 1.6 3.2
5,000t0 9,999 0.0 0.0 0.1 0.0 0.0 0.1
1,000t0 4,999 0.1 0.0 0.1 0.0 0.0 0.1
100 to 999 0.0 0.0 0.0 0.0 0.0 0.0
12 to 99 0.0 0.0 0.0 0.0 0.0 0.0
2t0 11 0.0 0.0 0.0 0.0 0.0 0.0
Total 2.5 1.1 35 1.0 3.9 8.5
10,000+ 1.8 08 2.7 0.9 3.3 6.8
5,000t09,999 0.2 0.1 0.2 0.1 0.2 0.5
1,000t0 4,999 0.3 0.1 04 0.1 0.3 0.8
100 to 999 0.1 0.1 0.2 0.0 0.1 0.3
12 to 99 0.0 0.0 0.0 0.0 0.0 0.1
2to0 11 0.0 0.0 0.0 0.0 0.0 0.0

Source: Occupational Pension Schemes Survey

Table 3.1 3

Nearly all pensions in payment in 2006 were paid from
defined benefit schemes or sections of schemes. It is
estimated that fewer than 150,000 were paid from defined
contribution schemes and sections of schemes. There are two
main reasons for this:

i)  Defined contribution schemes tend to be more
recently established (see Chapter 2) and therefore
fewer members have reached retirement age.

i) Many defined contribution schemes buy annuities
for pensioners from insurance companies (see
Chapter 5).

There was a steady increase in the number of pensions in
payment between 1953 and 2004, from 0.9 to 9.0 million
(Table 3.13). However, between 2004 and 2006, the number
of pensions in payment fell to 8.5 million in 2006. This reflects
a fall in the number of private sector pensions in payment
from a peak of 5.6 million in 2004 to 5.1 million in 2006
(Figure 3.14).

Number of pensions in payment for occupational pension schemes: by sector and type of

pensioner'’, 1953 to 2006’

United Kingdom Millions
1953 1956 1963 1967 1971 1975 1979 1983 1987 1991 1995 2000 2004 2005 2006

1
Private 0.2 0.3 0.7 1.0 1.3 1.3 1.4 2.1 2.9 3.8 50 ! 53 5.6 5.3 5.1
Former employees 0.2 0.3 0.6 0.8 1.1 1.1 1.2 1.8 2.3 3.0 40 | 26 2.4 2.4 2.2
Dependents 0.0 0.0 0.1 0.2 0.2 0.2 0.2 0.3 0.6 0.8 1.0 ; 038 0.7 0.6 0.6
Other pensioners 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 , 1.9 2.5 2.4 2.3

1
Public 0.7 0.8 1.1 1.3 1.6 2.1 2.3 2.9 3.1 3.2 35 | 3.0 3.4 3.4
Former employees 0.6 0.7 0.9 1.1 1.3 1.7 1.8 2.2 2.4 2.5 28 1 18 2.0 2.2
Dependents 0.1 0.1 0.2 0.2 0.3 0.4 0.5 0.7 0.7 0.7 07 1 04 0.4 0.4
Other pensioners 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 i 08 0.9 0.8

1
Total 0.9 1.1 1.8 2.3 2.9 3.4 3.7 5.0 6.0 7.0 85 | 83 9.0 8.5
Former employees 0.8 1.0 1.5 1.9 24 2.8 3.0 4.0 4.7 55 6.8 1 4.4 4.4 4.3
Dependents 0.1 0.1 0.3 0.4 0.5 0.6 0.7 1.0 1.3 1.5 17 1 1.2 1.1 1.0

1
Other pensioners 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 ! 2.7 3.4 3.1

1 The 2005 survey did not cover the public sector and a total figure is therefore not available.
2 Dependents include spouses and other dependents. Other pensioners include those for whom pensioner status was not given.
3 Due to changes in the definition of the private and public sectors, estimates for 2000 and onwards differ from earlier years. From 2000 organisations such as the Post

Office and the BBC were reclassified from the public to the private sector.

Source: Occupational Pension Schemes Survey
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Figure 3.1 4

Number of pensions in payment for occupational pension schemes: by sector’, 1953 to 2006’
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1 The 2005 survey did not cover the public sector and a total figure is therefore not available.

2 Due to changes in the definition of the private and public sectors, estimates for 2000 and onwards differ from earlier years. From 2000 organisations such as the Post

Office and the BBC were reclassified from the public to the private sector.

Source: Occupational Pension Schemes Survey

Members with preserved pension entitlements

When active employee members leave the employment of the
scheme’s sponsoring employer, they usually have a choice of
what to do with the benefits accrued in the scheme. The
default position for members with more than two years’ service
is a preserved pension entitlement, where the rights remain in
the scheme and a pension comes into payment at normal
pension age. The member is then sometimes known as a
‘deferred pensioner’ or ‘deferred member’ of the scheme. It is
generally possible to take a transfer payment into another
pension arrangement in place of these rights.

As with pensioner members, it is possible for one individual to
have preserved pension entitlements in more than one scheme,
and therefore the estimates do not represent the number of
individuals with preserved pension entitlements.

In 2006, the estimated total number of preserved pension
entitlements was 9.4 million (Table 3.15). This compares with
9.3 million in 2004. For private sector schemes, there was little
change in the number of preserved pension entitlements
between 2004 and 2006, while the number in public sector
schemes rose from 2.2 million in 2004 to 2.5 million in 2006.
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Table 3.1 5

Number of preserved pension entitlements
for occupational pension schemes: by sector,
size, type of pensioner and sex’, 2006

United Kingdom Millions
Men Women Not stated Total
Private 1.9 1.1 3.9 7.0
10,000+ 0.9 0.6 2.5 4.0
5,000 to 9,999 0.2 0.1 0.3 0.6
1,000 to 4,999 0.4 0.3 0.6 1.3
100 to 999 0.3 0.1 0.4 0.9
12 t0 99 0.1 0.0 0.0 0.1
2to 11 0.0 0.0 0.0 0.0
Public 0.6 0.6 1.3 2.5
10,000+ 0.6 0.6 1.3 2.4
5,000 to 9,999 0.0 0.0 0.0 0.0
1,000 to 4,999 0.0 0.0 0.0 0.0
100 to 999 0.0 0.0 0.0 0.0
12 t0 99 0.0 0.0 0.0 0.0
2to 11 0.0 0.0 0.0 0.0
Total 2.5 1.7 5.2 9.4
10,000+ 1.5 1.1 3.8 6.4
5,000 to 9,999 0.2 0.1 0.3 0.6
1,000 to 4,999 0.4 0.3 0.6 1.4
100 to 999 0.3 0.1 0.4 0.9
12 t0 99 0.1 0.0 0.0 0.1
2to 11 0.0 0.0 0.0 0.0

Source: Occupational Pension Schemes Survey
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In 2006, 98 per cent of preserved pension entitlements in the
public sector were in schemes with 10,000 or more members,
compared with 57 per cent of preserved pension entitlements in
the private sector. However, less than 3 per cent of private
sector preserved pension entitlements were held in schemes
with fewer than 100 members.

Figure 3.1 6

Number of members with preserved pension
entitlements in private sector occupational
pension schemes: by benefit type'2004 to
2006

United Kingdom
Millions

60 - M Defined Benefit = Defined Contribution

5.0 A

4.0 A

3.0 1
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1 Excludes schemes that were winding up.

Source: Occupational Pension Schemes Survey

Table 3.1 7

Number of members with preserved pension
entitlements in occupational pension
schemes: by sex and sector, 1983 to 2006’

United Kingdom Millions

1983 1987 1991 1995 2000 2004 2005 2006

Men 2.2 2.3 29 45 1.7 1.8 25
Private 34 1.4 1.4 1.2 1.9
P ublic 1.1 0.3 0.4 0.6
Women 0.6 1.2 1.6 2.5 1.3 1.5 1.7
Private 1.8 0.8 0.8 0.7 1.1
P ublic 0.7 0.5 0.7 0.6
Not stated 0.0 3.6 5.9 5.2
Private 3.0 4.9 4.5 3.9
P ublic 0.6 1.0 13
Total 2.8 35 45 7.0 66 93 9.4
Private 5.2 5.2 7.1 6.4 7.0
P ublic 1.8 1.4 2.2 2.5

1 No public/private split was available before 1995.

Source: Occupational Pension Schemes Survey

Conditions for membership

It is a common feature of schemes that they place restrictions
on who is eligible to join the scheme. This section considers the
various ways in which membership of a scheme can be
restricted to certain categories of employee, and provides
estimates of how many active employee members are in
schemes with these restrictions. The results exclude very small
schemes with fewer than 12 members.

Some private sector schemes were established for the benefit of
one group of employees within an organisation, rather than for
the benefit of all employees. For example, a company might
establish a scheme solely for its directors and senior executives,
with a separate scheme being set up for all other employees.

Table 3.1 8

Number of active members of private sector
occupational pension schemes: by minimum
age for entry and benefit type', 2006

United Kingdom Millions

Defined Defined

benefit contribution Total
16 or no restriction 1.2 0.8 2.0
1710 18 0.3 0.1 0.4
19to 21 0.0 0.0 0.0
221024 0.0 0.0 0.0
25 or older 0.1 0.0 0.1
Closed to new members 1.7 0.1 1.8

1 Excludes schemes with fewer than 12 members.

Source: Occupational Pension Schemes Survey

In 2006, fewer schemes have age restrictions on membership
than in 2004. In 2006, 2.0 million active members belonged to
schemes that either had no age restriction (including those that
did not specify age) or a minimum age of 16 (Table 3.18),
compared with 1.3 million in 2004°. For open schemes, 22 per
cent of active members (0.5 million) belonged to schemes with
some form of membership restriction based on age (17 or
above) in 2006, compared with 52 per cent in 2004. Most of
these members belonged to defined benefit schemes with
restrictions in the 17 to 18 age group.

Another way of restricting membership is by length of service.
In 2006, 2.3 million active members belonged to schemes with
no restriction by length of service (Table 3.19). This represents
94 per cent of active members of open schemes which
responded to the survey, up from 83 per cent in 2004.
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Table 3.1 9

Number of active members of private sector
occupational pension schemes: by length of
service required for entry and benefit type’,
2006

United Kingdom Millions
Defined Defined
benefit  contribution Total
None 1.5 0.8 2.3
Less than 1 year 0.0 0.0 0.0
1 year 0.0 0.0 0.1
More than 1 year 0.1 0.0 0.1
Non-response or closed 1.7 0.1 1.8
to new members
Total 3.3 1.0 4.3

1 Excludes schemes with fewer than 12 members.

Source: Occupational Pension Schemes Survey

Schemes are not permitted to make membership compulsory,
but it is possible for any scheme to make all new employees
members of their pension scheme, provided that the employees
are given the right to opt out of the scheme. This practice is
called "auto-enrolment’.

Table 3.20

Proportion of active members of private
sector occupational pension schemes: by
benefit type and the scheme's approach to
automatically enrolling new members’, 1995
to 2006

United Kingdom Percentages

Defined benefit Defined contribution Total

All Some None All Some None All Some None

1995 43 7 50
2000 T 437 14 43
2004 47 30 23 2 6 66 41 22 37
2005 54 15 31 31 2 67 48 12 40
2006 61 6 33 22 7 65 49 7 44

1 Excludes schemes with fewer than 12 members.

2 The 1995 and 2000 surveys did not provide figures by benefit type.

3 Due to changes in the definition of the private and public sectors, estimates for
2000 onwards differ from earlier years. From 2000 organisations such as the
Post Office and the BBC were reclassified from the public to the private sector.

Source: Occupational Pension Schemes Survey

22

In 2006, 49 per cent of active members of private sector
schemes belonged to schemes that auto-enrolled all new
employees, compared with 43 per cent in 1995 (Table 3.20).
While there has been little change in the proportion of active
members belonging to defined contribution schemes that auto-
enrol all new employees - 28 per cent in 2006 - the proportion
belonging to defined benefit schemes increased from 47 per
centin 2004 to 61 per cent in 2006.

Table 3.21

Proportion of eligible employees who were
active members of open private sector
occupational pension schemes: by benefit
type and the scheme's approach to
automatically enrolling new members'’, 2000
to 2006’

United Kingdom Percentages

Defined benefit Defined contribution Total

All Some None All Some None All Some None

2000 90 75 54
2004 92 79 68 85 . 57 90 74 62
2005 89 77 66 90 . 53 89 73 59
2006 86 74 73 75 71 55 82 73 62

1 Excludes schemes with fewer than 12 members.
2 .. indicates cells that have been suppressed to protect confidentiality.
3 The 2000 surveys did not provide figures by benefit type.

Source: Occupational Pension Schemes Survey

Of those employees who were eligible to join an open, private
sector pension scheme which auto-enrolled all new members,
82 per cent were still active members in 2006 (Table 3.21). This
drops to 62 per cent for schemes where no members were
auto-enrolled. For defined benefit schemes, 86 per cent of
eligible members were still active members in 2006, compared
with 75 per cent for defined contribution schemes (Figure 3.22).
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Figure 3 . 2 2

Proportion of eligible employees who were
active members of open private sector
occupational pension schemes: by benefit
type and the scheme's approach to
automatically enrolling new members', 2006
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Source: Occupational Pension Schemes Survey

Normal pension age

The normal pension age is broadly defined as the age at which
active members and deferred pensioners become entitled to
receive their benefits. Schemes were asked to give the normal
pension age which applied to the majority of their members.
Since the Barber judgement of the European Court of Justice on
17 May 1990, the same normal pension age must apply to both
men and women.

Table 3.23

Number of active members of occupational
pension schemes: by normal pension age,
sector and benefit type, 2006

United Kingdom Millions

Private Public  Total Total

DB DC Total DB DB

Under 60 0.1 0.0 01 0.4 0.4 0.5
At 60 09 03 1.2 2.8 3.7 4.0
Between 61 and 64 0.2 0.1 0.3 0.0 0.2 0.3
At 65 2.2 06 28 1.9 4.1 4.7
Over 65 0.0 01 0.1 0.0 0.0 0.1
Non-responses 0.0 0.0 0.0 0.0 0.0 0.0
Total 34 1.1 44 5.1 8.5 9.6

Source: Occupational Pension Schemes Survey

Generally, normal pension ages in the private sector are either
60 or 65, with a minority of schemes choosing an age
somewhere in between (Table 3.23). In 2006, 63 per cent of
active members of private sector schemes had a normal pension
age of 65, compared with 38 per cent in the public sector
schemes. No active members of public sector schemes were
reported as having a pensionable age of 65 in the 2004 survey.
Some public sector schemes changed their normal pension age
to 65 in 2005, which explains the difference between the 2004
and 2006 figures.

The 'Rule of 85", which allowed members of the Local
Government Pension Scheme (LGPS) whose age and service
total 85 to retire at 60 with an unreduced pension was
abolished in 2006. Existing members of the scheme on the

1 October 2006 will be able to accrue membership under Rule
of 85 terms until 31 March 2008. Changes to the Rule of 85
have affected the public sector figures in Table 3.23. In 2004,
there were 1.9 million active members in the ‘Between 61 and
64" category; in 2006, the figure in this category was zero as
these members were placed in the ‘At 65’ category’.

Table 3.24

Number of active members of private sector
occupational pension schemes: by normal
pension age', 1971 to 2006’

United Kingdom Millions
Between
Under 60 At60 61and64 At65  Over 65
1971 0.2 1.6 0.2 4.6
1975 0.0 1.2 0.2 4.4
1979 0.1 1.7 0.1 4.2
1983 0.1 1.5 0.4 3.8
1987 0.0 2.0 0.3 3.5
1991 0.0 2.1 0.6 3.8
1995 .00 ____ 19 ¢ 06 ___.36_ ________
2000 0.0 1.6 0.3 3.7
2004 2.0 04 2.4
2005
2006 0.1 1.2 0.3 2.8 0.1

1 No results are available from the 2005 survey.

2 Due to changes in the definition of the private and public sectors, estimates for
2000 onwards differ from earlier years. From 2000 organisations such as the
Post Office and the BBC were reclassified from the public to the private sector.

Source: Occupational Pension Schemes Survey
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Figure 3 . 2 5

Number of active members of private sector occupational pension schemes with normal

pension ages of 60 and 65 years, 1971 to 2006’
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Source: Occupational Pension Schemes Survey

Table 3.26

Normal pension ages for major public sector
occupational pension schemes, 2006

United Kingdom Years
Armed Forces' 55
Police Officers' 55
Firefighters' 55
Civil Service 60
NHS staff’ 60
Teachers 60
Local Government® 60 to 65

1 Members of the Armed Forces, the Police Force and Firefighters with sufficient
service, can retire earlier. Recent scheme changes increase normal pension age
to 65 years for new members.

2 A small group of National Health Service (NHS) staff (now closed to new
entrants) has the right to retire at 55.

3 In 2006, Local Authority employees had a normal pension age of 65, but some
employees still had the right to retire from 60 if they had attained sufficient
length of service under Rule of 85 terms.

Source: Occupational Pension Schemes Survey

The proportion of active members belonging to private sector
schemes with a normal pension age of 65 fell from 75 per cent
in 1975 to 51 per cent in 2004 (Table 3.24). The proportion
rose to 63 per cent in 2006. In 1975, 21 per cent of active
members belonged to private sector schemes with a normal
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pension age of 60. This figure peaked at 41 per cent in 2004
and then fell to 27 per cent in 2006. Figure 3.25 shows the
trend in normal pension ages since 1971.

In 2006, public sector schemes applied a range of normal
pension ages (Table 3.26). For many public sector schemes
pension age depends on the length of service, although such
schemes still have a normal pension age.

In 2006, public sector schemes were subject to significant
review (see section: Public sector schemes, in Chapter 2) and
this resulted in changes to the normal pension age of a number
of public sector schemes. These changes, however, do not
affect the survey findings for 2006. The normal pension age for
Local Government has been kept at 60 to 65 in Table 3.26. The
change to the Rule of 85 means that that although the majority
of members will now retire at 65, some existing members will
be able to retire early.

Footnotes

1 Former spouses of members who have gained their rights as a result
of a pension credit following pension sharing on divorce.

3 Although some members should still qualify under the Rule of 85 and

should therefore remain in the ‘Between 61 and 64" category, the
data cannot be split to show this group.

References

2 Occupational pension schemes 2004 - The twelfth survey by the
Government Actuary, Government Actuary’s Department (2005).



Contributions to
schemes

In 2006, the weighted-average contribution rate to private
sector defined benefit schemes was 4.7 per cent for members
and 14.6 per cent for employers. The contribution rate to
private sector defined contribution schemes was 3.0 per cent
for members and 5.8 per cent for employers (Table 4.2).

Between 2004 and 2006, member plus employer contribution
rates to open defined benefit schemes in the private sector
increased from 16.8 per cent to 19.2 per cent; there was little
change for open defined contribution schemes (Figure 4.1).

Employer contribution rates to closed private sector schemes
peaked in 2005. For defined benefit schemes, they fell from
18.8 per cent in 2005 to 15.0 per cent in 2006. For defined
contribution schemes, they fell from 8.0 per cent in 2005 to
5.4 per cent in 2006 (Figure 4.1).

Since 2000, there has been an upward shift in members’ and
employers’ contribution rates for private sector defined benefit
schemes, but not for defined contribution schemes. In private
sector defined contribution schemes, very few members
contribute more than 6 per cent of salary (Tables 4.4 to 4.7).

In 2006, in private sector defined benefit schemes, 84 per cent
of members were contributing in contracted out schemes
compared with 68 per cent in schemes which did not contract
out. This compares with 66 per cent and 84 per cent
respectively for defined contribution schemes (Table 4.8).

In 2006, 87 per cent active members of defined contribution
schemes were offered an investment choice. Most of them
were able to choose more than one fund and switch between
funds (Figures 4.14 to 4.16)
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Generally, both members and sponsoring employers make
contributions towards the cost of the benefits provided by a
pension scheme. The exact division of cost varies from scheme
to scheme. However, some schemes remain non-contributory
for members, while in defined benefit schemes, where the
assessed cost tends to vary from time to time, the employer
may be able to take a ‘contribution holiday’.

Most member contributions are made as a percentage of salary.
However, cash payments can be made as part of the schedule
of contributions. Information on such amounts was not
collected by the survey, so they are excluded from the analysis.
Schemes may also make special cash payments, for instance as
part of deficit reduction. Such payments are not considered
normal payments; information on them was not collected by
the survey, so they are also excluded from the analysis.

This chapter presents the results of questions about regular
contributions and additional voluntary contributions. For
defined benefit schemes (see box: Defined benefit and
defined contribution schemes in Chapter 1), it analyses the
earnings on which contributions are paid. For defined
contribution schemes, the chapter presents the results on
choice of investments available to members.

To calculate regular contribution rates, schemes were asked for
the prevalent rate of contribution from both members and the
sponsoring employer. Weighted average contribution rates
across all schemes with 12 or more members were calculated
based on the estimates for numbers of active members. The
weighted average is based on the number of active members in
each section of the scheme. For example, if a scheme had two
defined benefit sections, one with 50 active members
contributing at 4 per cent and one with 100 active members
contributing at 6 per cent, then the scheme’s weighted-average
contribution rate would be 5.3 per cent.

Members’ contribution rates can vary according to factors like
age or length of service. The same is true of the employer’s
contribution made on the employee’s behalf. Schemes were
asked for their structures of contributions from members and
sponsoring employers, and the results are presented in this
chapter.

It should be noted that the survey findings presented here are
for schemes with 12 or more members, and relate to the
situation on 6 April 2006. They are based on schemes which
were classified as either open or closed at this time.
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Contributions to private sector schemes

The 2006 survey findings on contribution rates for private sector
schemes can be compared with the findings from the surveys
carried out in 2004 and 2005'. Between 2004 and 2006,
regular contribution rates to open private sector defined benefit
schemes increased from 16.8 per cent to 19.2 per cent, while
regular contribution rates to closed defined benefit schemes fell
from 21.0 per cent to 19.5 per cent. Figure 4.1 shows the
breakdown by members and employers:

e Member contribution rates to open private sector
defined benefit schemes rose from 4.6 per cent in
2004 to 4.9 per cent in 2006.

e Member contribution rates to closed defined benefit
schemes rose from 3.9 per cent in 2004 to 4.5 per
cent in 2006, following a decrease in 2005.

e  Employer contribution rates to open private sector
defined benefit schemes rose from 12.1 per cent in
2004 to 14.2 per cent in 2006.

e  Employer contribution rates to closed defined
benefit schemes reached 17.1 per cent in 2004 before
falling to 15.0 per cent in 2006.

Figure 4.1

Member and employer weighted-average
contribution rates to private sector

occupational pension schemes' by benefit
type, contributor and status, 2004 to 2006

United Kingdom
Percentages

20 W Member Open

M Member Closed
Employer Open

# Employer Closed

Defined benefit Defined contribution
1 Includes schemes where standard contributions were zero.

Source: Occupational Pension Schemes Survey
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There was little change in regular contribution rates to open
private sector defined contribution schemes between 2004 and
2006. However, overall contribution rates (of members and
employers) to closed private sector defined contribution
schemes rose from 7.3 per cent in 2004 to 10.6 per cent in
2005 before falling to 7.8 per cent in 2006. This was a
reflection of changes in employer contributions to such
schemes, which reached 8.0 per cent in 2005 before falling to
5.4 per cent in 2006.

As in the 2005 survey, one clear difference between private
sector defined benefit and defined contribution schemes in
2006 was that contribution rates to defined benefit schemes
were higher than to defined contribution schemes (Table 4.2).
In 2006, for defined benefit schemes, the weighted-average
contribution was 4.7 per cent from members and 14.6 per cent
from employers. For defined contribution schemes in 2006, the
weighted-average contribution rate was only 3.0 per cent for
members and 5.8 per cent for employers. Employer
contributions to both types of scheme fell in 2006 compared
with 2005, when employers made a weighted-average
contribution of 16.0 per cent to defined benefit and 6.3 per
cent to defined contribution schemes.

Table 4.2

Weighted-average contribution rates to
private sector occupational pension schemes:
by size, benefit type and contributor'?, 2006

United Kingdom Percentages

Defined benefit Defined contribution

Member Employer Total Member Employer Total

10,000+ 4.2 14.9 19.2 2.3 6.0 8.3
5,000 to 9,999 4.9 16.2 21.2 3.5 7.0 10.5
1,000 to 4,999 53 13.1 18.4 2.8 4.8 7.5
100 to 999 5.1 16.0 21.0 4.0 59 9.9
1210 99 . . . 3.8 6.0 9.9
Total 4.7 14.6 19.3 3.0 5.8 8.8

1 Includes schemes where standard contributions were zero.
2 .. indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey

Table 4.3 shows breakdowns of numbers of active members in
private sector schemes making contributions by benefit type,
size of scheme and whether member contributions are made. In
2006, a total of 3.3 million active members were in defined
benefit schemes, compared with 1.0 million in defined
contribution schemes. In 2006, 15 per cent of active members
of defined benefit schemes and 13 per cent of active members
of defined contribution schemes did not make contributions
(where responses were given). When broken down by size, the
highest non-contribution rate for defined benefit schemes in

2006 was in the 10,000+ category (20 per cent of active
members), while the highest rate for defined contribution
schemes was in the 1,000 to 4,999 category (21 per cent of
active members). Almost all employers made contributions to
both types of scheme in 2006.

Table 4.3

Number of active members of private sector
occupational pension schemes: by benefit
type, size and whether member contributions
are made, 2006

United Kingdom Millions

Member contribution Non-
Made Notmade  responses Total

Defined benefit

Total 2.7 0.5 0.2 3.3
10,000+ 1.4 0.4 0.1 1.9
5,000 to 9,999 0.2 0.0 0.0 0.3
1,000 to 4,999 0.6 0.1 0.0 0.7
100 to 999 0.3 0.0 0.0 0.3
12 to 99 0.1 0.0 0.0 0.1
Defined contribution
Total 0.8 0.1 0.1 1.0
10,000+ 0.3 0.1 0.0 0.4
5,000 to 9,999 0.1 0.0 0.0 0.1
1,000 to 4,999 0.2 0.0 0.0 0.2
100 to 999 0.2 0.0 0.0 0.2
12 t0 99 0.0 0.0 0.0 0.0

Source: Occupational Pension Schemes Survey

A more detailed historical comparison of contributions is given
in Tables 4.4 to 4.7, which show the numbers of active
members by the contribution rates of members and their
sponsoring employers. Figures are shown separately for defined
benefit and defined contribution schemes.

There has been an upward shift in contribution rates since
2000. For private sector defined benefit schemes the most
popular band for employee contributions in 1991, 1995 and
2000 was '5 per cent to under 6 per cent’; in 2004, 2005 and
2006 it was ‘6 per cent to under 7 per cent’ (Table 4.4). There
has been an increase in the number paying ‘7 per cent and
over’ from 0.4 million in 2005 (14 per cent of the total paying)
to 0.7 million (26 per cent) in 2006. In the 1991, 1995 and
2000 surveys there were only 0.1 million members in this band
(less than 3 per cent of total paying members).
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Table 4.4

Number of active members of private sector defined benefit occupational pension schemes: by

member contribution rate, 1991 to 2006

United Kingdom Millions
Non contributory 2% to 3%to 4% to 5% to 6%to 7%and Total Non-

or other basis Under 2% under 3% under 4% under 5% under 6% under 7% over contributing' responses Total
1991 1.2 0.0 0.2 0.4 0.8 1.8 1.2 0.1 4.4 5.6
1995 0.8 0.2 0.2 0.5 0.8 1.7 0.7 0.1 4.3 5.1
2000 0.7 0.1 0.2 0.2 0.6 1.6 1.0 0.1 3.8 0.2 4.7
2004 0.7 0.1 0.1 0.1 0.3 0.8 0.8 0.5 2.8 0.1 3.6
2005 0.7 0.0 0.1 0.1 04 0.8 1.0 0.4 2.9 0.0 3.7
2006 0.5 0.0 0.1 0.1 0.4 0.7 0.8 0.7 2.7 0.1 3.3

1 Total contributing excludes ‘non contributory or other basis’ and non-responses.

Source: Occupational Pension Schemes Survey

Table 4.5 shows the pattern for employer contributions to
private sector defined benefit schemes. In 2000, the most
popular band was the "10 per cent to under 12 per cent’ band.
This was replaced by the "12 per cent to under 15 per cent’
band in 2004 and the ‘20 per cent and over’ band in 2005 and
2006. However, there were only 0.8 million members in this
band in 2006 compared with 1.0 million in 2005. In 2006, there
was also an increase in the number of active members in
schemes where the employer either made no contribution, or
where contributions were made on some other basis.

For private sector defined contribution schemes in 2006, the
distribution of paying members by member contribution rates is
quite evenly spread over the bands ‘2 per cent to under 3 per
cent’ up to ‘5 per cent to under 6 per cent’, similar to the

Table 4.5

picture in 2005 (Table 4.6). This has changed since 2004, when
the most popular band was ‘3 per cent to under 4 per cent’.
However, there is no clear historical trend: in the 1991 and
1995 surveys, numbers of active members are quite evenly
spread across contribution rate bands, while in 2000 they are
concentrated in the ‘2 per cent to under 3 per cent’ and ‘3 per
cent to under 4 per cent’ bands.

One clear result from Table 4.6, when compared with Table 4.4,
is that by contrast with defined benefit schemes, for private
sector defined contribution schemes there are very few
members contributing more than 6 per cent of salary

(0.1 million in 2006). There also continue to be a number of
active members of private sector defined contribution schemes
(0.2 million in 2006) who make no contribution, or where
contributions are made on some other basis.

Number of active members of private sector defined benefit occupational pension schemes: by

employer contribution rate, 2000 to 2006

United Kingdom Millions
8%t 10%to 12%to 15%to
Non contributory 4% to under under under under 20% and Total Non-
or other basis Under 4% under 8% 10% 12% 15% 20% over contributing' responses Total
2000 0.5 0.2 0.6 0.3 1.2 0.8 0.7 0.0 3.8 0.3 4.6
2004 0.2 0.1 0.2 0.1 0.5 1.1 0.6 0.6 3.2 0.2 3.6
2005 0.1 0.0 0.1 0.2 0.5 0.9 0.7 1.0 3.4 0.1 3.7
2006 0.3 0.0 0.2 0.2 0.5 0.7 0.8 0.8 3.1 0.0 3.3

1 Total contributing excludes ‘non contributory or other basis” and non-responses.

Source: Occupational Pension Schemes Survey
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Table 4.6

Number of active members of private sector defined contribution occupational pension
schemes: by member contribution rate, 1991 to 2006

United Kingdom Millions
Non contributory 2%and 3%and 4%and 5%and 6%and 7%and Total Non-

or other basis Under 2% under 3% under 4% under 5% under 6% under 7% over contributing' responses Total
1991 0.2 0.0 0.1 0.1 0.1 0.1 0.0 0.0 0.5 0.7
1995 0.3 0.0 0.2 0.2 0.1 0.1 0.0 0.0 0.6 0.9
2000 0.1 0.0 0.2 0.2 0.0 0.1 0.0 0.0 0.5 0.3 0.9
2004 0.2 0.0 0.1 0.4 0.1 0.1 0.1 0.0 0.8 0.1 1.0
2005 0.2 0.0 0.2 0.1 0.1 0.1 0.0 0.0 0.6 0.1 0.9
2006 0.2 0.0 0.2 0.2 0.1 0.1 0.1 0.0 0.8 0.0 1.0
1 Total contributing excludes ‘non contributory or other basis’ and non-responses.
Source: Occupational Pension Schemes Survey
Table 4.7
Number of active members of private sector defined contribution occupational pension
schemes: by employer contribution rate, 2000 to 2006
United Kingdom Millions

8% and 10% and 12% and 15% and
Non contributory 4% and under under under under 20% and Total Non-

or other basis Under 4% under 8% 10% 12% 15% 20% over contributing’ responses Total
2000 0.2 0.3 0.0 0.0 0.0 0.0 0.6 0.3 0.9
2004 0.0 0.2 0.4 0.2 0.1 0.0 0.0 0.0 0.9 0.1 1.0
2005 0.0 0.1 0.4 0.2 0.1 0.0 0.0 0.0 0.8 0.1 0.9
2006 0.1 0.2 0.4 0.1 0.1 0.0 0.0 0.0 0.9 0.0 1.0

1 Total contributing excludes ‘non contributory or other basis’ and non-responses.

Source: Occupational Pension Schemes Survey

For employer contribution rates to private sector defined
contribution schemes, the ‘4 per cent to under 8 per cent’ band
has been consistently the most popular since 2000 (Table 4.7).
In 2006, 44 per cent of all active members received employer
contributions in this band.

Contributions to private sector defined benefit
schemes in the form of lump sum payments

As noted earlier, some employers made contributions to defined
benefit schemes not as a percentage of the member’s salary,
but as a lump sum payment. These could be regular or irregular
in nature, and could be in addition to or instead of
contributions made as a percentage of earnings. The numbers
vary from monthly payments of a few thousand for small
schemes, to one-off payments amounting to hundreds of
millions for large schemes (10,000+). In a minority of cases

additional lump sum payments were made to help fund early
retirement.

Contributions by contracted out status

It is possible to divide active members into two groups: those
who are in schemes which are contracted out, and those who
are in schemes which are not. Most public sector schemes are
contracted out, but this is not the case for the private sector.
Schemes can contract out in one of three ways: a contracted
out salary related scheme (COSRS), a contracted out money
purchase scheme (COMPS) or a contracted out mixed benefit
scheme (COMBS) (see box: Contracting out in Chapter 2).

Tables 4.8 and 4.9 present the rates contributed by defined

benefit and defined contribution schemes according to
contracted out (CO) status.
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Table 4.8 presents the data for member contribution rates. It
shows that in private sector defined benefit schemes which
were contracted out, 84 per cent of members were
contributing, with contribution rates concentrated in the top
three bands. In defined benefit schemes which were not
contracted out only 68 per cent of members were contributing,
but most of these were in the ‘7 per cent and over’ band. By
contrast, in private sector defined contribution schemes which
were contracted out, 66 per cent of members were
contributing, compared with 84 per cent in defined
contribution schemes which were not contracted out. In
defined contribution schemes, few members in either category
had contribution rates in the top two bands.

Table 4.8

Number of active members of private sector
occupational pension schemes: by member
contribution rate, benefit type and
contracted out status’, 2006

United Kingdom Millions
Defined benefit Deﬂneq All schemes
contribution
Not Not Not

CO' CO Total CO CO Total CO CO Total

Contributory

Under 2% 0.0 0.0 00 0.0 00 00 0.0 00 0.0
2% to under 3% 0.0 00 01 00 02 02 01 02 02
3% to under 4% 0.1 00 0.1 00 02 02 0.1 02 03

4% to under 5% 04 00 04 00 01 01 04 01 05
5% to under 6% 06 00 07 00 01 01 07 0.1 08
6% to under 7% 08 00 08 00 01 0.1 08 0.1 09
7% to over 0.6 0.1 0.7 00 00 00 06 0.1 07
Total contributing 25 01 27 01 06 08 27 08 35

Non contributory 05 0.1 05 0.1 01 02 05 02 0.7
or other basis

Non-responses 0.1 00 0.1 0.0 00 00 0.1 0.0 01
Total 31 02 33 02 07 10 33 10 43

1 CO - Contracted out of the State Second Pension (S2P).

Source: Occupational Pension Schemes Survey

Table 4.9 presents the data for employer contribution rates.
Almost all members were receiving employer contributions, but
there are clear differences in the pattern of contributions
between the categories. In contracted out defined benefit
schemes, over half of members received employer contributions
in the top two bands, while the most popular band for
employer contributions to defined benefit schemes which were
not contracted out was ‘4 per cent and under 8 per cent’, with
less than one fifth contributing in the top two bands. For
defined contribution schemes, employer contributions were
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concentrated in the lower bands for both contracted out and
not contracted out schemes.

Table 4.9

Number of active members of private sector
occupational pension schemes: by employer
contribution rate, benefit type and
contracted out status, 2006

United Kingdom Millions
Defined benefit Deﬂned All schemes
contribution
Not Not Not

CcO' CO Total CO CO Total CO CO Total

Contributory
Under 4% 00 00 00 00 02 02 00 02 02
4% to under 8% 0.1 01 02 01 03 04 02 04 06
8% to under 10% 02 00 02 00 01 01 02 01 03
10%tounder12% 04 0.1 05 0.0 00 0.1 04 01 0.5
12%tounder 15% 0.7 0.0 0.7 00 00 00 0.7 0.1 0.7
15% to under 20% 0.8 0.0 0.8 00 00 00 0.8 0.0 038
20% to over 08 00 08 00 00 00 08 00 08
Total contributing 29 02 3.1 02 07 09 30 09 39

Non contributory 0.1 0.0 01 00 00 0.0 0.1 0.0 041
or other basis

Non-responses 02 00 02 00 01 01 02 0.1 02

Total 31 02 33 02 07 10 33 1.0 43

1 CO - Contracted out of the State Second Pension (S2P).

Source: Occupational Pension Schemes Survey

Contributions to defined contribution schemes
using various structures

In the final section on normal contributions to private sector
schemes, the survey considers the structured nature of
contribution rates used by some defined contribution schemes.
The ways in which contribution rates can vary among members
were considered as follows:

a) by age: rates for both the member and the employer at
ages 20, 35 and 50 were sought.

b) by length of service: rates for both the member and the
employer at member’s entry, after 5 years of service and
after 10 years of service were sought.

¢) at the choice of the member: the highest and lowest
possible rates from the member were sought, together
with the corresponding rate from the employer.

d) by being calculated separately for each individual member,
so as to target a particular level of benefit at retirement.

e) by some other approach, in which case schemes were
asked to describe the approach taken.
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Table 4.1 0

Number of active members of private sector
defined contribution occupational pension
schemes: by structure of contributions, 2004
to 2006’

United Kingdom Millions

2004 2005 2006

Made at the same rate for every member 0.2 0.2 0.3
Variable
Depending on the member’s age 0.3 0.3 0.2
Depending in the member’s length of service 0.0
At the choice of member 0.2 0.2 0.2
Calculated individually for each member .
Other approach 0.2 0.1 0.1
Non-responses 0.1 0.0 0.1

1 .. indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey

In 2006, 69 per cent of members of private sector defined
contribution schemes were in a scheme in which there was
some variation in contribution rates, down from 82 per cent in
2005 (Table 14.10). Of this group, the most common ways in
which contributions varied were by member’s age and by
choice of the employee. Few schemes used either length of
service or individual targeting as a means of varying
contribution rates. Of those answering that another approach
was taken, the majority were offered a menu of
member/employer contribution rates, dependent on age, length
of service or position within the firm.

Contributions to public sector schemes

Member contribution rates in the major schemes of the public
sector are shown in Table 4.11. Rates may vary within a scheme
as indicated in the footnotes. New schemes for the police and
firefighters were opened on 6 April 2006. These schemes have
lower contribution rates in return for less generous accrual rates
and benefits and later retirement’.

The contributions made by employers to public sector schemes
vary according to the arrangements made for financing each
scheme. The Local Government Pension Scheme is the only
major public sector scheme that is funded, and contributions
are calculated for each Local Authority fund separately by
scheme actuaries broadly in the same way as for funded private
sector schemes, except that the minimum funding requirement
(MFR) does not apply.

Most of the UK's public sector pension schemes now use a
model called SCAPE (Superannuation Contributions Adjusted
for Past Experience) for the calculation of a notional employer
contribution rate. Under SCAPE the amount of contributions by
members and employers is required to be sufficient, over time,
to provide sufficient notional funds to cover the liabilities based
on a real rate of return fixed at 3.5 per cent. As employer
contributions are notional we do not report on public sector
employer contributions in this report.

Table 4.1 1

Member contribution rates for major public
sector occupational pension schemes, 2006

United Kingdom Percentages

Armed Forces' Non-contributory

Civil Service’ 3.5/1.5
Local Government’ 6
NHS staff’ 6
Police Officers” 9.5/11
Firefighters® 8.5/11
Teachers 6

Value of pension is taken into account in the assessment of pay levels

3.5% is the rate for new members. A large closed group contribute at 1.5%
Small closed groups contribute at 5%

9.5% for new members from 6 April 2006. A closed group contribute 11%.
8.5% for new members from 6 April 2006. A closed group contribute 11%

u A W N =

Source: Occupational Pension Schemes Survey

Additional voluntary contributions (AVCs)

Since 1988, all schemes have had to offer a facility for active
members to make additional voluntary contributions (AVCs),
allowing them to secure benefits over and above those normally
provided by the scheme.

The approach to AVCs can take a number of different forms,
depending on the scheme rules. Money purchase (defined
contribution) benefits, from investing the contribution on behalf
of the member, are provided by all types of scheme. Some
defined benefit schemes allow members to purchase added
years (additional years of pensionable service) and there may be
other benefits available in some schemes, such as a fixed extra
pension at retirement.

In private sector defined benefit schemes, the type of AVC most
commonly offered in 2006 was money purchase benefits, while
some schemes offered added years (Table 4.12). In the public
sector, the benefits came in many forms (money purchase,

31



Chapter 4: Contributions to schemes

Occupational Pension Schemes Survey 2006

added years and other benefits). In 2006, only 46 per cent of
active members of private sector defined benefit schemes were
offered both money purchase benefits and added years of
service in 2006, compared with 72 per cent in public sector
defined benefit schemes. As a general rule, the only benefits
purchasable in defined contribution schemes are additional
money purchase benefits.

Table 4.1 2

Number of active members of defined benefit
occupational pension schemes: by the type of
benefit purchasable by AVCs, 2006

United Kingdom Millions

Private P ublic

Offered Non-

Offered Non-
Yes  No responses  yeq

No responses

Money purchase 3.1 02 0.1 45 05 0.1
Added years 1.0 23 0.1 41 09 0.1
Both of the above 1.5 3.6

Other benefits 03 30 01 21 28 03

Source: Occupational Pension Schemes Survey

In addition to the form of benefit given, schemes were asked
whether the employer ever offered a ‘matching payment’. A
matching payment was not necessarily taken to be the same as
the amount contributed by the member; it meant simply that
the employer makes a payment of some sort when a member
makes an AVC.

Members in some private sector schemes may receive a
matching payment from the sponsoring employer. However,
this remains a relatively uncommon practice. In 2006, only 9 per
cent of active members were in a scheme which offered
matching payments. The ‘matching’ contribution from the
employer was normally limited, either in terms of a percentage
of salary or in terms of a set proportion of the AVC, which rose
with the age of the employee. Public sector schemes did not
offer matching payments.

Earnings used in the calculation of private
sector pension contribution rates

Defined benefit schemes were asked how they defined the
earnings on which contributions were paid; that is, which bands

of earnings they included when calculating the contributions
members needed to pay.
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In 2006, most of the earnings of active members of private
sector defined benefit schemes between the lower earnings
limit and the earnings cap qualified for pension contributions to
be paid (Table 4.13). However, earnings below the lower
earnings limit qualified for only 2.5 million active members

(77 per cent of the total).

Choices of investment in private sector defined
contribution schemes

In addition to questions on the contributions made, defined
contribution schemes were asked how the contributions were
invested. Specifically, they were asked whether members had
any choice in how contributions were invested, and if so, what
choices were available.

Table 4.1 3

Number of active members of private sector
defined benefit occupational pension
schemes: by earnings on which contributions
are paid, 2006

United Kingdom Millions
Non-

Yes No  responses

Earnings below the lower earnings limit 2.5 0.7 0.1
Earnings between the lower 3.1 0.1 0.1

and upper earnings limit

Earnings above the upper earnings 3.1 0.1 0.1
limit to the earnings cap

Earnings above the earnings cap 2.5 0.7 0.2
for pre 1989 entrants

Earnings above the earnings cap 1.1 2.1 0.1

for post-1989 entrants

Source: Occupational Pension Schemes Survey

Schemes were asked to indicate whether ten types of fund
identified as commonly offered were available to members of
that scheme. In 2006, 0.8 million (87 per cent) of active
members of defined contribution schemes were offered an
investment choice. The same range of choices was normally
offered to all members of the scheme, so members were not
prevented from making an investment on grounds of age or
grade within the organisation. In cases where members were
not offered an investment choice, most schemes responded
that all investment decisions were taken by their investment
managers or trustees.
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Figure 4.1 4

Proportion’ of active members of defined
contribution occupational pension schemes:
by the choice of available investments’, 2004
and 2006

United Kingdom

Percentages

UK property fund W 2004 2006
An ‘ethical fund
A with-profits fund
UK corporate bond fund
Managed or balanced fund
UK gilt fund
Overseas fund
A lifestyle' fund
A cash fund (sterling)
UK equity fund

0 20 40 60 80 100
1 Percentages are calculated excluding non-responses.
2 An ‘ethical’ fund is also known as a socially responsible fund

Source: Occupational Pension Schemes Survey

Figure 4.1 5

Proportion’' of active members of defined
contribution occupational pension schemes:
by the number of funds into which a member
may split their account, 2006

United Kingdom

Percentages

More than 10 funds
5-9 funds

2-4 funds

1 fund

No choice available

0 10 20 30 40 50

1 Percentages are calculated excluding non-responses.

Source: Occupational Pension Schemes Survey

Figure 4.14 shows the percentage of members for whom each
type of fund was available, of those who were offered a choice.
The biggest changes between 2004 and 2006 were increases in
members offered ethical funds, lifestyle funds and UK funds
based on property, corporate bonds and gilts.

Almost all active members of defined contribution schemes who
had a choice of investment were able to split their investment
between more than one fund, with 38 per cent able to choose
5 to 9 funds and 37 per cent able to choose 10 or more funds
(Figure 4.15).

The survey found that most active members of defined
contribution schemes were allowed to switch funds without
charge (0.7 million in 2006). Of this total, 31 per cent could
switch once a year and 23 per cent twice a year (Figure 4.16).
Although a small number of switches was the most common
option, a relatively large minority of active members (15 per
cent) could switch more than 12 times a year.

Figure 4.1 6

Proportion’ of active members of defined
contribution occupational pension schemes
who had a choice of investment fund: by the
number of times a year that switching funds
is allowed, 2006

United Kingdom

Percentages

More than 12 times
ayear

5to 12 times a year
3to 4 times a year
Twice a year

Once a year

No switching
allowed

0 10 20 30 40 50

1 Percentages are calculated excluding non-responses.

Source: Occupational Pension Schemes Survey
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2 The 2006 New Police Pension Scheme allows retirement with a full
pension after 35 years instead of 30 years under the previous (1987)
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resources/police-pensions/2006-pension/scheme-overview/

The 2006 Firefighters’ Pension Scheme makes a number of changes

from the previous (1992) scheme, including raising normal retirement
age, see Www.opsi.gov.uk/si/si2006/uksi_20063432_en.pdf
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Benefits in defined
benefit schemes

¢ Most pensions are based on a fraction of pensionable earnings
which is a multiple of an ‘accrual rate’. For the private sector,
the most popular accrual rate in 2006 was 60ths. For the public
sector, it was 80ths plus an additional lump sum equivalent to
3/80ths (Table 5.1).

e In the private sector, there was a shift away from the most
generous accrual rates between 2000 and 2006 (Table 5.3).

e Many schemes allow members to exchange some of their
annual pension for a lump sum on retirement on the basis of a
‘commutation rate’. Between 2004 and 2006, there was a shift
to more generous commutation rates (Figure 5.4).

In 2006, private sector schemes generally defined final
pensionable earnings using the best year’'s earnings of the last
few years of employment, or the average of the last best years
(Table 5.7).

Almost all active members of defined benefit schemes were
offered benefits on ill-health retirement in 2006.

e A pension on voluntary early retirement was available to almost
all active members of defined benefit schemes in 2006. Most
active members of private sector schemes retiring early faced a
reduction in their pension, but 11 per cent could retire five
years early with no reduction in pension (Table 5.9).

¢ Death in service benefits were generally given as of right in
2006, but in the case of pensions for adult dependents (other
than spouse) of the active member, most were given at
trustees’ discretion (Table 5.10). More adult dependents (other
than spouse) of deferred members dying before normal pension
age gained benefits as of right in 2006, compared with 2004
(Table 5.16)
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Pension schemes are designed to offer benefits, normally in the
form of an income for life in old age. In addition to a pension
on retirement, benefits to members of occupational pension
schemes may include a lump sum on retirement and financial
support if the member dies before retirement age or has to
leave work through ill health. The combination of such features
relating to benefits is referred to as the scheme’s benefit
structure. Benefit structures are the focus of this and the
following chapter.

This chapter considers the benefits available to members of
defined benefit schemes, that is, schemes where the level of
pension on retirement is determined by scheme rules and
generally related to the earnings and length of service of the
member (see box: Defined benefit and defined contribution
schemes in Chapter 1). It also covers schemes offering hybrid
benefits, where benefits are the better of defined benefits and
benefits based on the accumulation of contributions paid by or
on behalf of the member. The results presented in this chapter
relate to defined benefit schemes with 12 or more members
only.

Table 5 . 1

Number of active members of defined benefit
occupational pension schemes: by accrual
rate and sector, 2006’

United Kingdom Millions

Private  Public Total
50ths or better 0.2 0.0 0.2
Between 50ths and 60ths 0.2 . 0.2
60ths plus an additional lump sum 0.0 . 0.0
60ths 2.0 0.2 2.2
80ths plus 3/80ths lump sum 0.3 4.1 4.4
Between 60ths and 80ths 0.3 0.2 0.5
80ths 0.2 0.0 0.3
Less generous than 80ths 0.1 0.6 0.7
Non-responses 0.0 0.0 0.1

1 .. indicates cells that have been suppressed to protect confidentiality

Source: Occupational Pension Schemes Survey

Benefits at normal pension age

Most defined benefit schemes base members’ pensions at
retirement on a fraction of their pensionable earnings
proportional to the length of each individual’s service in the
scheme. This fraction is a multiple of an ‘accrual rate’ for each
year of service. For example, a ‘final salary’ defined benefit
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scheme might provide a pension based on an annual accrual
rate of 1/80": a person retiring after 40 years' service would
receive half of their final salary as a pension (40 times 1/80th or
40/80ths). It is a legal requirement, in the private sector at least,
that the accrual rate is constant over the entire period of service
in a given part of the scheme.

Table 5.1 shows the accrual rates of active members of public
and private sector defined benefit schemes in 2006. For the
private sector, the most popular accrual rate in 2006 was 60ths
(60 per cent of active members), while in the public sector,

79 per cent of active members accrued benefits at 80ths with
an additional lump sum on retirement equivalent to 3/80ths.
Figure 5.2 shows a breakdown for private sector defined benefit
schemes by status (open or closed).

Figure 5 " 2

Number of active members of private sector
defined benefit occupational pension
schemes: by accrual rate and status, 2006
United Kingdom
Millions
50ths or better
Between 50ths and 60ths
60ths plus additional lump sum
60ths

80ths plus 3/80ths lump sum

Between 60ths and 80ths
80ths H Open

Less generous than 80ths Closed

Non-res pons es ‘ ‘
|

0.0 0.2 0.4 0.6 0.8 1.0 12

Source: Occupational Pension Schemes Survey

Table 5.3 shows the historical series for accrual rates in private
sector defined benefit schemes. It shows that there has been a
shift away from the most generous accrual rates in recent years:
the proportion of active members with accrual rates better than
60ths fell from 22 per cent in 2000 to 11 per cent in 2006,
while there was a similar increase in the proportion of active
members with accrual rates in the less generous categories of
60ths and 80ths with an additional 3/80ths lump sum. It should
be noted that these two categories were combined before
2004. There was a change in methodology in the 2004 survey
that allowed for the separate classification of schemes offering
60ths and those offering 80ths with an additional lump sum of
3/80ths.
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Table 5 . 3

Number of active members of private sector
defined benefit occupational pension
schemes: by accrual rate, 1979 to 2006"*

United Kingdom Millions

1979 1983 1987 1991 1995 2000 2004 2006

Better than 60ths 05 07 05 09 07 i 1.0 05 04
60ths and 80ths plus '
3/80ths lump sum 34 32 34 37 34 : 2.9
60ths | 22 20
80ths plus 3/80ths i 04 03
lump sum l
between 60ths and 80ths 0.2 0.5 04 0.1 0.2 i 0.1 03 03
80ths 14 06 09 08 07, 05 01 02
Less generous than 80ths 0.2 0.3 0.1 0.0 0.1 i 0.0 0.1 0.1
Non-responses 1 00 01 00
Totals 56 53 53 56 51 i 45 36 33

1 The 2005 survey did not collect information on accrual rates.

2 Due to changes in the definition of the private and public sectors, estimates for
2000 onwards differ from earlier years. From 2000 organisations such as the
Post Office and the BBC were reclassified from the public to the private sector.

Source: Occupational Pension Schemes Survey

Many defined benefit schemes allow retiring members to
exchange some of their annual pension for an immediate lump
sum. This is known as commutation, and the rate of exchange
of annual pension for lump sum is known as the commutation
rate. For example, a commutation rate of12 means that for

Figure 5.4

every £1 of annual pension which members give up, they will
receive a lump sum of £12. The rate is determined by the
pension scheme rules.

Figure 5.4 shows that overall, active members of defined
benefits schemes who are women have better commutation
rates than men. However, this is undoubtedly a reflection of the
dominance of women in public sector schemes, which provide
relatively generous benefits (see Chapter 3). Figure 5.4 also
shows that between 2004 and 2006 there was a shift to more
generous commutation rates for men and women retiring at
65, as well as for those retiring at 64 or younger.

Table 5.5 presents results by accrual rates and contribution rates
(member plus employer) for private sector active members. It
should be noted that the figures in Table 5.5 are for members
who made contributions as a percentage of salary only.
Schemes which did not give contribution rates for both member
and employer have been excluded.

Table 5.5 shows that 70 per cent of active members of private
sector schemes accruing benefits at 60ths had combined
member plus employer contribution rates of over 18 per cent,
while 42 per cent of active members accruing benefits at 80ths
had contribution rates of less than 18 per cent. Generally
speaking, higher accrual rates are associated with higher
contribution rates and lower accrual rates with lower
contribution rates.

Proportion’' of active members of defined benefit occupational pension schemes: by
commutation rate, normal pension age and sex, 2004 and 2006

United Kingdom
Percentages

Women age 65 (2006)

Women age 65 (2004)

Men age 65 (2006)

Men age 65 (2004)

Women age 64 or younger (2006)
Women age 64 or younger (2004)
Men age 64 or younger (2006)

Men age 64 or younger (2004)

W10 orless

H11to12
13to 14

B 15 or more

0 20

1 Percentages are calculated excluding non-responses.
Source: Occupational Pension Schemes Survey

60 80 100
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Table 5 . 5

Number of active members of private sector
defined benefit occupational pension
schemes: by accrual rate and member plus
employer contribution rate, 2006’

United Kingdom Millions

Less 12%to 18% to
than under under 24% or
12% 18% 24% more Totals

Better than 60ths 0.0 0.1 0.2 0.1 04
60ths 0.2 0.4 0.9 0.5 1.9
80ths plus 3/80ths lump sum . . 0.2 0.0 0.3
Between 60ths and 80ths 0.0 0.2 0.0 0.1 0.3
80ths 0.0 0.1 0.1 0.0 0.2
Less generous than 80ths . . . . 0.1
Totals 0.3 0.8 1.4 0.7 3.2

1 .. indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey

Table 5-6

Number of active members of private sector
defined benefit occupational pension
schemes: by earnings on which contributions
are paid, 2004 and 2006

United Kingdom Millions

2004 2006

Yes No Yes No

Earnings below the lower earnings limit 26 09 25 0.7

Earnings between the lower 33 02 3.1 0.1
and upper earnings limit

Earnings above the upper 34 0.1 3.1 0.1
earnings limit to the earnings cap

Earnings above the earnings 32 03 25 0.7
cap for pre 1989 entrants

Earnings above the earnings 06 28 1.1 21
cap for post 1989 entrants

Overtime included 15 2.1 15 18

Bonuses included 08 28 07 26

Source: Occupational Pension Schemes Survey

In the majority of defined benefit schemes, the pension at
normal retirement age is related to pensionable earnings at the
time of leaving service or shortly before that time. Such
schemes are commonly referred to as ‘final salary’ schemes. The
exact method by which a pension is calculated varies from
scheme to scheme. For example, there may be variations in the
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definition of which earnings count as pensionable earnings, that
is, the earnings on which benefits and/or contributions are
calculated under scheme rules (Table 5.6). There are also a
number of ways in which the member’s pensionable earnings
are used to calculate final pensionable earnings (Table 5.7).

In 2006, of the 3.3 million active members of private sector
defined benefit schemes, 0.7 million were in a scheme where
earnings below the lower earnings limit for accrual of National
Insurance Fund benefits did not count as pensionable earnings
(Table 5.6). However, most active members were in schemes
where earnings between the lower and upper earnings limit
and above the upper earnings limit to the earnings cap counted
as pensionable earnings. In addition to the earnings from
regular salary payments, some schemes included overtime
(applying to 1.5 million active members) and bonus payments
(0.7 million active members) in their definition of pensionable
earnings.

There was little change in the results between 2004 and 2006,
except in the category of ‘earnings above the earnings cap for
pre-1989 entrants’, where there was a shift away from
counting this type of earnings as pensionable earnings; and in
the category ‘earnings above the earnings cap for post-1989
entrants’, where the opposite occurred.

Table 5 . 7

Number of active members of private sector
defined benefit occupational pension
schemes: by the definition of final
pensionable earnings, 2004 and 2006

United Kingdom Millions

2004 2006
Salary at retirement 0.3 0.2
Earnings in last year before retirement 0.5 0.5

or last scheme year

Best year's earnings in last X years 0.8 0.8
Average of best Y years' earnings in last Z years 0.6 0.7
Average earnings over whole career 0.0 0.2

revalued in line with prices

Average earnings over whole career 0.2
revalued in line with earnings

Other, including different approaches 1.1 0.9
for different types of earnings

1 .. indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey
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The most common approach to how private sector schemes
defined final pensionable earnings was to use the best (highest)
year's earnings of the last few years of employment, or the
average of the last best years (Table 5.7). A small number of
active members (0.2 million) were in schemes where
pensionable earnings were not final earnings but average
earnings over the whole career; between 2004 and 2006, there
seems to have been a shift in the approach to revaluing such
earnings from earnings-based to price-based revaluation.

Benefits on ill-health retirement

Many schemes offer benefits to active members who have to
retire before normal pension age because of ill health. Schemes
were asked whether they provided such benefits, and if so, how
the level of benefits was calculated.

In the public sector, all active members of defined benefit
schemes were offered benefits on ill-health retirement in 2006.
For 82 per cent of active members, these were based on salary
and full actual service plus part of potential service had they
worked in the scheme until normal pension age.

Table 5-8

Number of active members of private sector
defined benefit occupational pension
schemes where ill-health benefits are
offered: by the type of benefit, 2004 and
2006’

United Kingdom Millions

2004 2006

Pension based on salary and reduced actual service 0.2 0.3
Pension based on salary and full actual service 02 02

Pension based on salary and full actual service, 0.7 038
plus part of potential service

Pension based on salary and full actual service, 09 0.6
plus full potential service

Benefits stem from a Permanent Health 0.1 0.1
Insurance scheme

Other benefit or combination of the above, 14 13
or depending on circumstances

Non-responses 0.1

1 ..indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey

Almost all defined benefit schemes in the private sector offered
benefits on ill-health retirement in 2006 (for 97 per cent of
active members). Between 2004 and 2006, the proportion of
active members of private sector defined benefit schemes for
whom the benefit on ill-health retirement was based on salary
and full actual service plus full potential service fell from 26 per
cent to 18 per cent (Table 5.8). The proportion of active
members for whom the benefit on ill-health retirement was
based on salary and full actual service plus part of potential
service rose from 20 to 24 per cent.

Benefits on voluntary early retirement

Active members who leave work before normal pension age
and who are not eligible for an ill-health pension or other
similar benefit are strictly entitled by law only to a preserved
pension payable from normal pension age. However, many
schemes offer the possibility of an immediate pension to some
members who retire before normal pension age, provided that
they have reached a certain minimum age. Broadly, the
minimum age in 2006 was 50. This minimum age for retirement
other than on ill-health grounds will be increased to 55 from
2010 under the terms of the Finance Act 2004 which came into
force in April 2006. Pensions in such cases are generally
reduced to reflect the fact that they start earlier and are likely to
be paid for a greater length of time.

In 2006, a pension on early retirement was available for 96 per
cent of active members in public sector schemes. Most active
members of the major public sector schemes had the right to
retire from the age of 50 in certain circumstances.

The main exception to this rule until 2005 was the Armed
Forces pension scheme, which provided an immediate pension
after 16 years’ pensionable service for officers and 22 years'’
service for other ranks. A new pension scheme for the Armed
Forces, introduced in 2005, replaced this arrangement with an
‘early departure payment’ from 18 years of service or age 40 for
all ranks. Under the new scheme, the full pension is payable at
normal pension age (65 years).
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Table 5-9

Number of active members of private sector defined benefit occupational pension schemes
where early retirement is on the member’s initiative: by the number of years before normal
retirement age and the level of benefit offered, 2006

United Kingdom Millions
Years before normal pension age
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Accrued pension reduced 22 22 22 22 22 21 21 21 21 21 12 12 12 1.1 141
by 4% a year or higher

Accrued pension reduced by a 05 05 05 05 03 03 03 03 02 02 00 00 00 00 00
factor lower than 4% a year

Accrued pension with no reduction 05 04 04 04 04 01 01 01 01 01 00 00 00 00 00

Accrued pension with 02 02 02 02 02 00 00 00 00 00 00 00 00 00 o00
some enhancement

Other arrangement for early 01 01 01 01 03 08 08 09 09 10 21 21 21 22 22

retirement at this age

Source: Occupational Pension Schemes Survey

In 2006, new schemes were introduced for firefighters and
police officers. Firefighters with pensions under the pre-2006
pension scheme could retire at 50 or after accruing 25 years of
service. Under the 2006 pension scheme, the minimum age for
retirement is 55. Police officers with pensions under the pre-
2006 scheme could retire at any age with no reduction in
pension if they had completed 30 years’ service. Under the
2006 pension scheme, the minimum number of service years
for a full pension was increased to 35.

In 2006, a pension on early retirement was available for 94 per
cent of active members of private sector defined benefit

Table 5-1 0

schemes. Table 5.9 shows the variations in levels of benefits
offered when early retirement was on the member’s initiative.
Ten years before their scheme’s normal pension age, 2.4 million
active members could retire on their own initiative and receive
their accrued pension, rising to 3.1 million five years before and
3.3 million three years before normal pension age. Most active
members taking early retirement faced a reduction in their
annual pension. However, there were exceptions: at five years
before normal pension age, 11 per cent of active members
could retire with no reduction in pension.

Number of active members of private sector defined benefit occupational pension schemes: by

death in service benefit offered, 2006’

United Kingdom Millions
As of right If no adult
under the Attrustees' Never, or not dependant Non-
scheme rules discretion applicable exists  responses Total
Lump sum from pension fund 2.2 1.1 0.0 0.0 3.3
Return of contributions, with
or without interest 1.3 0.4 1.4 0.2 0.0 33
Pension to surviving spouse 3.0 0.2 0.1 0.0 3.3
Pension to surviving children 2.1 0.7 0.2 0.3 0.0 3.3
Pension to adult dependant of the
opposite sex 0.6 2.3 0.5 0.0 3.3
Pension to adult dependant of the
same sex 0.7 2.2 0.4 0.0 3.3

1 .. indicates cells that have been suppressed to protect confidentiality

Source: Occupational Pension Schemes Survey
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Death in service benefits

Many schemes offer benefits in cases where members die
before retirement, known as ‘death in service’ benefits.
Schemes were asked whether they offered such benefits and if
so, what form they took.

Table 5.10 shows that in 2006, two thirds of active members
were in schemes where a lump sum benefit was offered as of
right under the scheme rules. Over 90 per cent were in a
scheme where a pension to a surviving spouse was offered as of
right under scheme rules, and for 64 per cent, a pension was
offered to surviving children as of right.

Table 5.1 1

Number of active members of defined benefit
occupational pension schemes: by method of
calculating lump sum offered on death in
service, 2006

United Kingdom Millions

Private Public Total

Under 2x 0.0 .
2x and under 3x 0.1 4.8 5.0
3x and under 4x 1.5 0.2 1.7
4x or greater 1.5 0.0 1.6
Multiple used but figure not given 0.1 .

Fixed amount " 0.0

Dependent on salary and service 0.0 0.1 0.1
Other method used 0.0 0.0 0.0
Total 3.3 5.1 8.4

1 .. indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey

However, for some two thirds of active members, pensions for
other adult dependants were only available at the discretion of
the scheme trustees. This is probably due to HM Revenue and
Customs rules on benefits from pension schemes, which require
scheme trustees to take a view on the level of financial
dependence of an adult dependent other than the spouse.
Nevertheless, there was an increase in the proportion of
schemes which offer benefits to adult dependents (other than
spouse) as of right between 2004 and 2006: 17 per cent of
adult dependents of the opposite sex would receive a pension
as of right in 2006, compared with 11 per cent in 2004; and
22 per cent of adult dependents of the same sex would receive
a pension as of right in 2006, compared with 12 per cent in
2004. However, the proportion of adult dependents other than
spouse who were excluded altogether more than doubled
between 2004 and 2006.

Where a lump sum was calculated, the lump sum was normally
a multiple of the member’s earnings at the time of death. In the
private sector, 45 per cent of active members were in schemes
providing a multiple of between three and four times salary,
while 47 per cent were in schemes providing four times salary
or more (Table 5.11). Active members of public sector schemes
were offered less generous benefits, with 95 per cent in
schemes providing two to three times salary.

Increases to pensions

Pensions in payment are normally increased on an annual basis,
to account for increases in the cost of living. The Pensions Act
1995 introduced the requirement that, for pensions which
accrued after April 1997, pensions in payment must be
increased annually in line with increases in the Retail Price Index
(RPI), up to a maximum of 5 per cent. The Pensions Act 2004
reduced this maximum to 2.5 per cent for pensions accruing
from 2005. There is no similar requirement relating to pensions
accruing as a result of pensionable service prior to April 1997,
with the exception of guaranteed minimum pensions (GMPs)
and in certain circumstances where there has been a refund of
surplus from the scheme to an employer. However, many
schemes do give increases to this portion of pensions.

Table 5.1 2

Number of active members of private sector
defined benefit occupational pension
schemes: by increases offered on pensions
currently accruing, 2004 and 2006

United Kingdom Millions

2004 2006

Only statutory minimum (RP| capped at 5% 23 08
a year in 2004 and 2.5% in 2006)

Guarantee of full uncapped RP| 04 06

Guarantee of capped RPI but with a cap higher 0.1 15

than 5% a year in 2004 and 2.5% in 2006

Guarantee of fixed rate subject to statutory minimum 0.1 0.0

Guarantee of statutory minimum (but fund for or 02 0.1
target higher discretionary increases)

Other 04 04

Non-responses 0.1 0.0

Source: Occupational Pension Schemes Survey

In 2006, 24 per cent of active members of private sector
pension schemes with pensions currently accruing were offered
increases with reference to the statutory minimum only (Table
5.12). In 2004, the figure was 67 per cent. By contrast, the
proportion whose pension would be increased with reference to
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a guarantee of capped RPI but with a cap higher than 5 per
cent a year in 2004 and 2.5 per cent in 2006 rose from 3 per
cent in 2004 to 44 per cent in 2006. In the public sector, the
practice is generally to increase pensions in payment in line with
RPI, with no cap on the increase.

Table 5.13 shows the number of pensions in payment in 2006
by the percentage by which the pension was increased each
year from 2002 to 2006 and the date that the pension first
accrued. For example, in 2006 there were 3.7 million pensions
in payment where the pension first accrued before 1997 and
for which the pension was increased by between 0.01 and
1.99 per cent in 2002. The majority of pensions in payment
were increased by 2 to 2.99 per cent in 2006. This represents a
downwards shift in the level of increases from 2005, when
most pensions in payment increased by 3 to 3.99 per cent. Pre-
1997 pensions in payment had the highest proportion not
receiving an increase in 2006.

Benefits on death after retirement

In addition to benefits given on the death in service of an active
member, most schemes also give benefits on the death of a
pensioner member. Figure 5.14 shows that in 2006 there was
an increase, compared with 2004, in the proportion of pensions
in payment which carried with them pensions payable to an
adult dependent (other than the spouse) as of right under the
scheme rules. However, there was a decrease in the proportion
which provided a lump sum or pension guarantee as of right,

Figure 5 -1 4

and an increase in the proportion which provided a lump sum
or pension guarantee at the discretion of the scheme trustees.

Table 5.1 3

Number of pensions in payment in private
sector defined benefit occupational pension
schemes: by date pension accrued and the
increase paid each year from 2002 to 2006, as
of 2006

United Kingdom Millions

2002 2003 2004 2005 2006

Pensions accrued pre 1997

0% 0.3 0.3 0.3 0.3 0.4
0.01 to 1.99% 3.7 1.5 0.3 0.1 0.1
2 t02.99% 0.1 1.9 2.9 0.9 2.9
3t03.99% 0.5 0.9 1.1 3.3 1.3
4% or more 0.1 0.1 0.1 0.1 0.1

Pensions accrued between 1997 and 2005

0% 0.0 0.0 0.0 0.0 0.0
0.01 to 1.99% 3.9 1.7 0.0 0.0 0.0
2102.99% 0.1 1.9 3.5 0.6 3.5
3103.99% 0.4 0.8 0.8 3.8 0.8
4% or more 0.0 0.0 0.0 0.0 0.0

Pensions accrued post 2005

0% 0.2 0.2 0.2 0.1 0.0
0.01 to 1.99% 2.6 1.2 0.0 0.0 0.0
210 2.99% 0.1 1.3 2.4 0.5 3.5
310 3.99% 0.2 0.5 0.5 2.8 0.7
4% or more 0.0 0.0 0.0 0.0 0.0

Source: Occupational Pension Schemes Survey

Proportion’ of pensions in payment in private sector defined benefit occupational pension
schemes: by benefit payable on death after retirement, 2004 and 2006

United Kingdom
Percentages

Benefit not payable 2006

Benefit not payable 2004

At trustees' discretion 2006
At trustees' discretion 2004
As of right under scheme rules 2006

As of right under scheme rules 2004

]
]
T i,
G i,

W Lump sum or
pension guarantee

M Pension to a
surviving spouse

Pension to
surviving children
5
Z_ # Pension to another
. adult dependant
Z of the opposite sex

0 25

1 Percentages are calculated excluding non-responses.

Source: Occupational Pension Schemes Survey
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Figure 5.1 5

Number of pensions in payment in defined
benefit occupational pension schemes which
offered benefits based on a percentage of
pension: by percentage of pension and
sector, 2006’

United Kingdom
Millions

Benefits of more than 50 per cent of Public

pension .
M Private

*

0.0

Benefits of up to and including 50 per
cent of pension

Total pensions for which benefit to a
surviving spouse or other dependant is
based on a percentage of pension

1.0 2.0 3.0 4.0 5.0

1 Percentages given are before commutation.

Source: Occupational Pension Schemes Survey

Figure 5.15 compares benefits provided to the surviving spouse
or other dependent for public and private sector pensions in
payment in 2006. Almost all private sector pensions in payment
(92 per cent of the total) offered benefits based on a
percentage of the member’s pension to a surviving spouse or
dependent, and most of these provided benefits of up to half
the amount of the pension; one quarter provided more
generous benefits.

Table 5-1 6

In the public sector, 20 per cent of pensions in payment
provided benefits to the surviving spouse or dependent on a
different basis (not a percentage of the member’s pension). In
all cases where the surviving spouse or dependent was entitled
to benefits based on a percentage of pension, the benefits
offered were up to half of the pension amount (Figure 5.15).

Preserved pension benefits

Since 1986, schemes have been required to revalue all or part
of preserved pensions for members who have left service before
normal pension age (‘deferred members’) until the pensions
come into payment. Different rules apply to different parts of
the preserved pension. Various approaches are taken to
revaluing them, in particular to the treatment of the GMP and
non-GMP elements.

Private sector schemes were asked whether the increase to the
GMP portion of the preserved pension was related to increases
in national average earnings (Section 148 orders) or some fixed-
rate increase. Two thirds of deferred members were in schemes
where a fixed-rate revaluation was used. Most of the rest

(27 per cent) had increases related to Section 148 orders.

Regarding the non-GMP portion of the preserved pension,
private sector schemes were asked whether this was increased
by the statutory minimum — in line with the RPI, but subject to a
maximum of 5 per cent a year (compound); in line with the RPI
without limit; or by some other method. In 2006, 85 per cent of
deferred members were in a scheme offering the statutory
minimum. A further 7 per cent were in schemes offering
uncapped RPI increases.

Number of deferred members in private sector defined benefit occupational pension schemes:
by benefit payable on death before normal pension age and right to benefit, 2006

United Kingdom Millions
As of right

under the  Attrustees'  Benefit not Not Non-

scheme rules discretion payable applicable responses

R efund of contributions 2.8 1.0 0.5 1.2 0.1

Other lump sum 1.0 0.9 1.4 2.2 0.1

Pension to surviving spouse (over and above any 4.8 0.5 0.1 0.2 0.0

GMP) and/or to surviving children
Pension to another adult dependant 0.9 3.6 0.4 0.6 0.1

(either of same or opposite sex)

Source: Occupational Pension Schemes Survey
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In the same way that benefits are paid when active members
die in service, benefits are generally paid when deferred
members die before the scheme’s normal pension age. Table
5.16 shows what form these benefits took in 2006, and
whether they were granted as of right under the scheme rules,
or at the discretion of the scheme trustees.

There has been an increase in the proportion of deferred
members in private sector defined benefit schemes which offer
a refund of contributions as of right under schemes rules (from
42 per cent of responses in 2004 to 50 per cent in 2006). This
has been accompanied by a reduction in the proportion whose
dependents are entitled to payment of other lump sums as of
right. The surviving spouses and/or children of most deferred
members continue to be able to obtain a pension as of right
under the scheme rules, while the proportion of deferred
members for whom other adult dependents were entitled to a
pension as of right increased from 9 per cent in 2004 to 17 per
cent in 2006.

Policy on transfers

It is a statutory requirement that schemes must offer members
with preserved pension entitlements the option of a transfer
payment in exchange for these rights. If the member chooses
this option, the transfer payment must be paid into another
pension arrangement, either an occupational pension scheme
(defined benefit or defined contribution) when the member has
entered new pensionable employment, or a personal or
stakeholder pension. In defined benefit schemes, the transfer
payment will reflect the value of the preserved pension
entitlement given up, as assessed by the scheme actuary in
accordance with actuarial professional guidance.

Until 15 February 2006, minimum funding requirement (MFR)
legislation applied. On 6 April 2006, the reference date for the
2006 survey, many schemes were still subject to this legislation,
which required that the transfer value calculated by the scheme
actuary was subject to a minimum of the MFR liabilities of the
member concerned. The transfer value calculated by the
scheme actuary might be reduced if the scheme’s assets were
not sufficient to pay transfer values to scheme members, were
they all to elect this option. But in this circumstance, the
legislation required that the reduced transfer value be no less
than the MFR liabilities of the member concerned, reduced to
reflect the scheme’s funding position. For seriously under-
funded schemes, the transfer value might therefore be based
on the MFR value of the liabilities and funding position.

From 15 February 2006, the MFR was replaced by new scheme
specific funding requirements. Under these new provisions,
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trustees must supply a statement of funding principles specific
to the circumstances of each scheme setting out how the
statutory funding objective will be met, obtain periodic actuarial
valuations, set out an appropriate schedule of contributions,
and prepare a recovery plan where the statutory funding
objective is not met.

Table 5.1 7

Number of deferred members in private
sector defined benefit occupational pension
schemes: by the basis on which cash
equivalent transfer values are calculated,
2004 and 2006

United Kingdom Millions

2004 2006
Better of MFR basis and another basis 2.7 2.2
Own basis, always better than the MFR 1.6 0.9
MFR only 1.1 1.1
Non-responses 0.2 0.2
Scheme not subject to the MFR, own basis used’ - 1.2
Total 5.6 5.6

1 Question was not asked in the 2004 survey.

Source: Occupational Pension Schemes Survey

Table 5.17 shows the approaches to calculating transfer values
for deferred members of private sector defined benefit schemes
in April 2006, compared with two years earlier. In 2006, due to
the impact of the legislative change, there were 1.2 million
deferred members in schemes which were not subject to the
MFR and used their own basis; this category did not exist in
2004. There has been a fall in numbers of deferred members in
schemes with ‘better of MFR basis and another basis’ from

2.7 million in 2004 to 2.2 million in 2006.

Some defined benefit schemes offer discretionary benefits such
as increases to pensions in payment, which may be taken into
account in calculating a transfer value. The scheme actuary
must take into account these discretionary benefits unless
directed to do otherwise by the scheme trustees. In 2006,

20 per cent of deferred members of all defined benefit schemes
(public and private sectors) had discretionary benefits taken into
account when calculating the cash equivalent transfer value.

Private sector defined benefit schemes were also asked whether
they provided an ‘equalisation indemnity’ guaranteeing that the
transferred benefits would be completely equalised before the
transfer payment was made to the receiving pension
arrangement. In 2006, 42 per cent of all private sector deferred
members were in schemes which offered such an ‘equalisation
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indemnity’ (10 per cent including GMPs and 32 per cent
excluding GMPs).

Table 5.1 8

Number of active members of open private
sector defined benefit occupational pension
schemes: by the benefits available in respect
of incoming transfer values, 2006

United Kingdom Millions

Not Non-
Available available responses

Added pensionable service 0.8 0.3 0.1
(*added years ")

A fixed pension (possibly indexed) 0.3 0.8 0.2

Money purchase benefits 0.3 0.7 0.2

Other benefits 0.2 0.8 0.2

Source: Occupational Pension Schemes Survey

In 2006, 74 per cent of active members of open private sector
defined benefit schemes (1.2 million) were in schemes which
would accept an incoming transfer value. The majority of active
members of open private sector defined benefit schemes had
added pensionable service available to them with a transfer into
the pension scheme (Table 5.18).

Figure 5 .1 9

Proportion’ of active members of private
sector defined benefit occupational pension
schemes: by the options available to leavers
with less than two years' service, 2006

United Kingdom
Percentages

90 -
80 1
70
60
50
40 1
30
20 1
10 1
ol

Transfer payment into
another scheme

Refund of contributions Preserved pension

entitlement
1 Percentages are calculated excluding non-responses

Source: Occupational Pension Schemes Survey

Occupational pension schemes are not legally required to
provide preserved pensions to leavers with less than two years’

pensionable service. Therefore, schemes were asked for their
policy towards those leaving in these circumstances. Figure 5.19
shows the results for active members by whether the scheme
offers a refund of contributions, a preserved pension or the
cash equivalent transfer value. As for defined contribution
schemes (Chapter 6), for defined benefit schemes the main
options reported in 2006 were refund of contributions and
transfer payments into another scheme.

Pension sharing on divorce

When a member is divorced, a pension sharing order is
sometimes made, which entitles the member’s former spouse to
a share of the member’s benefits. The former spouse would
then have their own rights in the scheme, and would be known
as a ‘pension credit member’.

Private sector defined benefit schemes were asked for their
policy towards this group of members. Figure 5.20 presents the
results. The number of active members for whom pension credit
members’ entitlements are always kept in the scheme is small in
the case of defined benefit schemes. For the majority

(2.2 million in 2006), pension credit members’ entitlements are
always transferred out of the scheme. The numbers of active
members for whom pension credit members were offered a
choice fell from 1.4 million in 2004 to 0.9 million in 2006 - by
contrast with the position for defined contribution schemes,
where the numbers with a choice increased between 2004 and
2006 (Chapter 6).

Figure 5 " 20

Number of active members of private sector defined
benefit occupational pension schemes: by the scheme's
approach to entitlements of pension credit members,
2006

United Kingdom

Millions
3.0
W 2004
25 2005
2006

2.0 4

0.5 4

0.0 -
Entitlements are always  Entitlements are always  Pension credit members
transferred out kept in the scheme are offered a choice

Source: Occupational Pension Schemes Survey
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Benefits in defined
contribution schemes

¢ In defined contribution schemes, pensions are calculated as a
function of contributions paid, investment return achieved and
an annuity available through the annuity market. In 2006, in
addition to pension, a lump sum was available from 95 per cent
of schemes at normal retirement age.

¢ Only 8 per cent of active members were in a scheme which
offered income withdrawal (Figure 6.1).

¢ Most active members of defined contribution schemes had a
range of benefits provided by annuities or pensions, which
were generally provided at member’s choice (Table 6.2).

¢ Although most defined contribution schemes offer benefits on
ill-health retirement, the proportion of active members who are
not offered such benefits rose from 11 per cent in 2004 to 16
per cent in 2006 (Figure 6.3).

¢ In 2006, the most common approach to payment of death in
service benefits was as of right under the scheme rules (Figure
6.4). When a lump sum is offered, the most common way of
calculating it is as a multiple of four times salary or greater
(Table 6.5). When a pension is paid, the most common way of
calculating it is the pension that can be bought with the money
purchase account (Table 6.6).

¢ For deferred members’ benefits which may be paid if the
member dies before normal pension age, there was a shift
between 2004 and 2006 from payments as of right under
schemes rules to payments on trustees’ discretion, with a
reduction in the proportion of deferred members who have
two kinds of benefit as of right (Table 6.7).

e There has been an increase in choice with regard to the
entitlements of pension credit members between 2004 and
2006 (Figure 6.9).
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The previous chapter considered the benefits available to
members of defined benefit schemes. This chapter considers the
benefits available to members of defined contribution schemes.
The results presented in this chapter relate to defined
contribution schemes with 12 or more members only. All
defined contribution schemes were in the private sector.

Generally, there is no specified level of pension from a defined
contribution scheme, and therefore this chapter does not
consider the method by which pensions are calculated. In a
defined contribution scheme, this will generally be a function of
contributions paid, investment return achieved and an annuity
available through the annuity market. However, defined
contribution schemes were asked about certain other features
of the benefits provided on retirement in old age. The provision
of other benefits, such as death in service and ill-health
retirement benefits, varies between defined contribution
schemes, and these subjects are considered in the same way as
for defined benefit schemes in Chapter 5.

Benefits at normal pension age

In 2006, a lump sum was available from 95 per cent of defined
contribution schemes at normal retirement age. Lump sums are
obtained from defined contribution schemes by giving up some
pension. In most cases, the amount of the lump sum is only
limited by HM Revenue and Customs rules.

Figure 6.1

Proportion’ of active members of private
sector defined contribution schemes: by
availability of income withdrawal when
annuity purchase is deferred, 2006

United Kingdom
Percentages

92

M Income withdrawal is not allowed
Income withdrawal is allowed

1 Percentages are calculated excluding non-responses.
Source: Occupational Pension Schemes Survey.
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Instead of purchasing an annuity on retirement, some schemes
allow members to leave the fund invested and withdraw
income from it. This is known as income withdrawal, or income
drawdown. Figure 6.1 shows that only 8 per cent of active
members of defined contribution schemes were in schemes
which allowed this type of arrangement.

Table 6.2 shows the range of benefits provided by annuities or
pensions, including benefits provided to the spouse or
unmarried partner after a member’s death, pension increases
over and above any statutory requirements, and a lump sum or
pension guarantee on death after retirement. Most active
members of defined contribution schemes had these benefits,
which were generally provided at member’s choice.

Table 6 . 2

Number of active members of private sector
defined contribution schemes: by benefits
provided by annuities or pensions, 2006

United Kingdom Millions
Always
under At
scheme At trustees members Not

rules discretion choice applicable

Benefits to a
spouse after
a member’s death 0.1 0.0 0.8 0.0

Benefits to unmarried
partner after a
member’s death 0.0 0.1 0.8 0.1

Pension increases
over and above any
statutory requirements 0.1 0.0 0.8 0.1

A lump sum or pension
guarantee on death
after retirement 0.2 0.0 0.7 0.0

Source: Occupational Pension Schemes Survey.

Benefits on ill-health retirement

Defined contribution schemes were asked whether they
provided benefits on retirement before normal pension age
because of ill health. If they did, they were asked how the level
of benefits was calculated.

Although most defined contribution schemes offer benefits on
ill-health retirement, the proportion of active members who
were not offered such benefits rose from 11 per cent in 2004 to
16 per cent in 2006 (Figure 6.3). This figure is higher than the
equivalent figure for defined benefit schemes (Chapter 5).
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Figure 6 . 3

Proportion’ of active members of private
sector defined contribution schemes: by
benefits offered on ill-health retirement,
2004 and 2006

United Kingdom
Percentages

100 -
M/A

75 A

7

50 A

254

2004 2006

& No benefit offered

# Other benefit or combination of above, depending on circumstances
Benefit from permenant health insurance (PHI) scheme

I Benefits based on the annuity purchased on the members account plus

additional benefits
M Benefits based purely on the annuity purchased using the members account

1 Percentages are calculated excluding non-responses.
Source: Occupational Pension Schemes Survey.

Figure 6.4

Active members offered ill-health retirement benefits were
stratified by the benefits offered to them. In 2006, 44 per cent
of active members who qualified to receive benefits were
eligible for benefits based on the value of their money purchase
accounts, while 28 per cent would receive another benefit or a
combination of benefits. The proportion whose benefits would
come from a permanent health insurance (PHI) scheme has
fallen slightly, from 19 per cent in 2004 to 17 per cent in 2006.

Benefits on voluntary early retirement

There is generally some provision for a pension on voluntary
early retirement from a defined contribution scheme. For 88 per
cent of active members in 2006, the minimum pensionable age
was 50.

No defined contribution scheme offered an enhancement to its
pension as standard on early retirement. However, nearly one
quarter of active members belonged to schemes which
sometimes offered an enhancement on the employer’s
initiative, for instance when making the employee redundant.

Number of active members of private sector defined contribution schemes: by death in service

benefits offered’, 2006

United Kingdom
Millions

W As ofrightunder the scheme rules m Attrustees'discretion

0.7 -

0.6 -

Never/Notapplicable

LheLki

Return of
member's
contribution
either with or
without interes t

Lump sumfrom Lump sum form
the pension fund  other source

Return of money
purchase fund

Pension to Pension to Pension to Pension to
surviving surviving another another
spouse children nominated nominated

person of the person of the
opposite sex to same sex as the
the member member

1 Lump sum from other source: for example, a life assurance policy provided by the employer.

Source: Occupational Pension Schemes Survey.

49



Chapter 6: Benefits in defined-contribution schemes

Occupational Pension Schemes Survey 2006

Death in service benefits

As with defined benefit schemes, in 2006 all active members of
defined contribution schemes were offered some form of
benefit in cases where members die before retirement (referred
to as ‘death in service’).

Death in service benefits can take the form of a lump sum or a
pension paid to another individual. They can be given as of right
under the scheme rules or at the trustees’ discretion. The most
common approach to payment of such benefits in 2006 was as
of right under the scheme rules (Figure 6.4). The exception was
for pensions paid to nominated persons other than the spouse
or children, where, in most cases, the benefit was to be paid at
the trustees’ discretion.

When a lump sum is offered, the most common way of
calculating it is as a multiple of earnings (Table 6.5). In 2006,
the multiple of four times salary or greater was the most
common method (59 per cent of responses). This approach was
particularly popular in schemes with 1,000 or more members.
This represents an important change from 2004, when half of
respondents used another method, and only one quarter used
the multiple of four times salary or greater'.

Table 6 . 5

Number of active members of private sector
defined contribution schemes: by method of
calculating lump sum benefit on death in
service and size of scheme, 2006

United Kingdom Millions

Schemes Schemes
with fewer with 1,000
than 1,000 members All

members or more Schemes
Under 3x 0.1 0.1 0.1
3x and under 4x 0.1 0.1 0.2
4x or greater 0.1 0.5 0.6
Multiple is used (no figure given) 0.0 0.0 0.0
Other method used 0.0 0.0 0.0
Non-responses 0.0 0.0 0.0
Total 0.2 0.7 0.9

Source: Occupational Pension Schemes Survey.

When a pension is payable to the member’s spouse or other
dependent, the method for calculating the dependent’s pension
is presented in Table 6.6. There has been little change from
2004. The most common approach (46 per cent of responses)
remains the pension that can be bought with the member’s
money purchase account, followed by payment of a percentage
of the member’s salary at the date of death (35 per cent).
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Table 6-6

Number of active members of private sector
defined contribution schemes: by method of
calculating the dependent's pension on death
in service, 2004' and 2006

United Kingdom Millions
2004 2006
Percentage of salary at date of death 0.3 0.3
Based only on pension that can be bought by the
member's money purchase account 0.5 0.4
Based on members's pension and accrued
service plus all or part potential service . 0.0
Based on members salary and on accrued service 0.0
Other method or combination of those above 0.2 0.1
Non-responses . 0.0
Total 1.0 0.9

1 .. indicates cells that have been suppressed to protect confidentiality.

Source: Occupational Pension Schemes Survey.

Benefits for deferred members on death before
normal pension age

As with defined benefit schemes, some defined contribution
schemes pay benefits if members with preserved pension
entitlements (known as ‘deferred members’) die before the
scheme’s normal pension age. Table 6.7 shows what form these
benefits took, and whether they were granted as of right under
the scheme rules or at the discretion of the scheme trustees.

Table 6 . 7

Number of deferred members of private
sector defined contribution occupational
pension schemes: by benefits offered on
death before normal pension age and right to
benefit, 2006’

United Kingdom Millions
As of right

under the At Benefit

scheme  trustees' not

rules discretion payable

Refund of money purchase fund 0.5 0.4 0.2
Other lump sum 0.1 0.2 0.7

Pension to surviving spouse (over
and above any protected rights)
and/or to surviving children 0.4 0.5 0.2

Pension to another nominated
person (same or opposite sex) 0.1 0.6 0.4

1 Unlike 2004, there were insignificant non-responses for 2006.

Source: Occupational Pension Schemes Survey.
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Since 2004, there has been a considerable reduction in the
proportion of deferred members who have two kinds of benefit
as of right: those entitled to a refund of the money purchase
fund as of right fell from 65 per cent of responses in 2004 to
43 per cent in 2006, while those entitled to a pension for a
nominated person other than the surviving spouse or children
as of right fell from 29 per cent of responses in 2004 to 7 per
cent in 2006. There has been a similar increase in the
proportions of deferred members entitled to these two kinds of
benefit at the trustees’ discretion.

Policy on outgoing transfers

Defined contribution schemes are, like defined benefit schemes,
legally required to offer members with preserved pension
entitlements the option of a transfer payment in exchange for
these rights. Such a transfer payment must be paid into another
pension arrangement. In defined contribution schemes, the
transfer payment will almost always reflect the value of the
member’s account. Therefore schemes were not asked about
the value of outgoing payments. However, schemes are not
legally required to provide preserved pensions to leavers with
less than two years' pensionable service. Therefore, schemes
were asked for their policy towards those leaving in these
circumstances. Figure 6.8 shows the results for active members
by whether the scheme offers a refund of contributions, a
preserved pension or the cash equivalent transfer value.

Figure 6-8

Proportion’ of active members of private
sector defined contribution schemes: by the
options available to leavers with less than
two years' service, 2006

United Kingdom
Percentages

100
90 -
80 1
70
60
50
40
30
20 A
10 A

0

Refund of contributions Preserved pension Cash equivalent transfer

entitlement value
1 Percentages are calculated excluding non-responses.

Source: Occupational Pension Schemes Survey.

In the 2006 survey, the cash equivalent transfer value option
replaced the option of a transfer payment to another scheme in
the 2004 survey and these categories are therefore not
comparable. In 2006, the main options available to those
leaving with less than two years’ service were a refund of
contributions and cash equivalent transfer value. The most
significant change has been a reduction in the proportion of
active members who gain a refund of contributions on leaving
with less than two years’ service. This fell from 90 per cent of
total responses in 2004 to 83 per cent in 2006.

Pension sharing on divorce

When a member is divorced, a pension sharing order is
sometimes made, which entitles the member’s former spouse to
a share of the member’s benefits. The former spouse would
then have their own rights in the scheme, and would be known
as a 'pension credit member’.

Schemes were asked for their policy towards this group of
members. Figure 6.9 presents the results. Between 2004 and
2005 there has been no change in the number of active
members for whom pension credit members’ entitlements are
always transferred out of the scheme (0.5 million). However,
the numbers for whom entitlements are always kept in the
scheme have fallen from 0.3 million to zero, while the numbers
offered a choice have risen by a similar amount.

Figure 6 . 9

Number of active members of private sector defined
contribution occupational pension schemes: by the
schemes’ approach to entitlements of pension credit
members, 2004 to 2006

United Kingdom
Millions

0.6 1 W 2004 W2005 12006

0.5 A

0.4 A

0.3

0.2 A

0.1 A

0.0 -

Entitlements are always  Entitlements are always  Pension credit members
transferred out kept in the scheme are offered a choice

Source: Occupational Pension Schemes Survey.
References

1 Occupational pension schemes 2004 - The twelfth survey by the
Government Actuary, Government Actuary’s Department (2005).
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Very small schemes

In 2006, 79 per cent of occupational pension schemes were
very small schemes. However, they accounted for only 1 per
cent of the active membership.

Over half of the very small schemes responding to the 2006
survey were founded in 1990 or after.

In 2006, over 80 per cent of active members of very small
schemes were in schemes which reported that they were
classified as small self-administered schemes (SSAS).

Schemes with 2 to 4 members accounted for 86 per cent of
very small schemes in 2006.

Over 90 per cent of active members of very small schemes
belonged to private sector defined contribution schemes.

In 2006, some two thirds of active members of very small
schemes were in a scheme where eligibility was restricted to
directors or senior employees.

Just over half of schemes reported that contributions were
made as of the survey reference date of 6 April 2006.

In 2006, over 80 per cent of active members were in schemes
which provided benefits to dependents on death after
retirement, while around half were entitled to benefits on death
in service and on early retirement due to ill health.

The most common approaches to taking investment decisions in
2006 was jointly by all members, and in common, with trustees
taking decisions on behalf of members.

In 2006, 40 per cent of active members of very small schemes
were in schemes which invested in property occupied by the
sponsoring employer.
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Occupational pension schemes which have between 2 and

11 members are referred to in this report as very small schemes.
The legislation relating to these schemes differs in some
respects from that relating to larger schemes. These schemes
are also unusual because in many cases, all of their members
are trustees. In addition, some schemes target a particular level
of benefit. Very small schemes were sent a shorter
questionnaire than that sent to other defined benefit and
defined contribution schemes, as many of the more detailed
guestions would not apply to them.

In this chapter, we present the analysis of the information
received from very small schemes. These results come from the
very small schemes questionnaire and from responses to
guestionnaires sent out to larger schemes in cases where the
schemes turned out to belong to the 2 to 11 member category
and the same question had been asked. Where results are from
the very small schemes questionnaire only, this is made clear. It
should be noted that a comparatively small sample of schemes
was selected from the 2 to 11 member category (see Chapter
10), and so the results are less robust than those for larger
schemes.

As reported in Chapter 2, in 2006, 79 per cent of occupational
pension schemes were very small schemes. However, they
accounted for only 1 per cent of the active membership
(Chapter 3). Over half of the very small schemes responding to
the 2006 survey were founded in 1990 or after.

Very small schemes were asked whether they were classified as
a small self-administered scheme (SSAS) for the purposes of
treatment by HM Revenue and Customs (HMRC) according to
the 1991 regulations made under the Income and Corporation
Taxes Act 1988. In 2006, over 80 per cent of active members of
very small schemes answering the very small schemes
questionnaire were in schemes which reported that they were a
SSAS.

Table 7 . 1

Number of members of very small private
sector schemes: by membership type, 2004 to
2006

United Kingdom Millions

2004 2005 2006

Active members 0.2 0.1 0.1
Pensions in payment 0.0 0.0 0.0
Deferred members 0.1 0.0 0.0

Source: Occupational Pension Schemes Survey
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Membership

Almost half of active members in very small schemes were in
schemes with only 2 members, while schemes with 2 to 4
members accounted for 86 per cent of very small schemes. Over
90 per cent of active members of very small schemes belonged
to private sector defined contribution schemes.

Table 7.1 shows membership of very small private sector
schemes by membership type: active members; pensioner
members who are receiving pension payments; and ‘deferred
members’ with preserved pension entitlements (including
widows, widowers, dependents and pension credit members'
with some preserved pension). There appears to have been a
decline in the numbers of active and deferred members
between 2004 and 2006; however, the limited number of
responses means that the confidence intervals around these
estimates are very high. There is no information on pensions in
payment, mainly because the category ‘pensioner members
who are receiving pension payments’ excludes retirees who
have had annuities bought in their own name — which is the
case for most of those who belong to defined contribution
schemes and therefore for most retirees of very small schemes.

Schemes were asked whether any restrictions were placed on
who was eligible to join the scheme. This question is particularly
relevant to very small schemes, as many are established for the
benefit of company directors or senior managers. In 2006, some
two thirds of active members of very small schemes were in a
scheme where eligibility was restricted to directors or senior
employees.

Contributions and benefits

Schemes were asked whether contributions were made as of
the survey reference date of 6 April 2006: just over half of
schemes reported that contributions were made. Table 7.2
shows the responses to questions about normal contributions to
very small schemes for those making contributions. For 36 per
cent of active members in these schemes, contributions were
made on the basis of a fixed sum or percentage. For the
remainder, contributions were made using a variety of variable
approaches, of which the main ones were variable but made so
as to reach the maximum levels of benefits allowed with tax
advantage under the rules of HMRC; and variable but made so
as to follow actuarial advice to target a particular level of
benefit.
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Table 7 . 2

Proportion’ of active members of very small
schemes’ making normal contributions: by
type of contribution, 2006

United Kingdom Percentages
2006
Fixed sum or fixed percentage 36
Variable (targeting particular level of benefit) 14
Variable (HMR C rules) 17
Other variable 33

1 Percentages are calculated excluding non-responses.
2 Very small scheme questionnaire only.
Source: Occupational Pension Schemes Survey

On benefits other than a pension or annuity on retirement
provided by very small schemes, responses from the very small
schemes questionnaire indicated that in 2006:

e Over 80 per cent of active members were in a scheme
which would provide benefits to the surviving spouse (or
other dependent or nominee) on death after retirement.

e Around half of active members were in a scheme which
provided death in service benefits.

e Half of active members were in a scheme which provided
benefits on early retirement due to ill health.

Investment by very small schemes

Schemes responding to the very small schemes questionnaire
were asked to say how they took investment decisions. The
options given were:

e decisions taken jointly by all members; or

e decisions taken in common, with decisions taken by
trustees on behalf of the members; or

e individual members made their own investment decisions
for their own account.

Half of all active members were in schemes which reported that
the first option — decisions were taken jointly by all members -
was the way in which they approached investment decisions,
while 30 per cent were in schemes where trustees took
decisions on behalf of members.

Schemes responding to the very small schemes questionnaire
were also asked whether their investments included any holding
of shares in the sponsoring employer, any loans to the
sponsoring employer, any holding of property occupied by the
sponsoring employer, or any other unlisted investment. In 2006,
40 per cent of active members were in schemes which invested
in property occupied by the sponsoring employer. Smaller
proportions of active members were in schemes investing in
loans to the sponsoring employer (22 per cent), holding shares
in the sponsoring employer (10 per cent) and making other
unlisted investments (11 per cent).

Footnote

1 Former spouses of members who have gained their rights as a result
of a pension credit following pension sharing on divorce.
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Winding up schemes

In 2006, there were an estimated 3,820 private sector
occupational pension schemes winding up, with
350,080 members.

Membership of schemes which were winding up in 2006
comprised an estimated 88,720 members receiving pension
payments and 261,360 deferred members. Schemes which are
winding up have no active members.

In 2006, over 80 per cent of members in private sector winding
up schemes were in defined benefit schemes.

In 2006, 43 per cent of members of schemes with one
sponsoring employer belonged to schemes where the employer
was insolvent.

Progress in the winding up process was measured against a
series of milestones (Table 8.1).

In 2006, 40 per cent of members of winding up schemes were
in a scheme which had a gilt-matching investment policy.
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Another group of schemes with special characteristics is the
group of schemes which are winding up. In the 2006 survey, the
sample of winding up schemes was selected from the list of
winding up schemes held by the Pensions Regulator. During a
process of telephoning schemes to check their status prior to
sending out questionnaires, some additional schemes were
found to be winding up and were added to the sample of
winding up schemes. The schemes in the winding up sample
were sent a shorter ‘winding up questionnaire’. Any schemes
which had completed winding up by 6 April 2006 were
excluded from the survey.

Comparatively few responses were received from this type of
scheme. Only 65 schemes from the winding up sample returned
completed questionnaires, so caution should be exercised in
interpreting the results.

The estimate of total number of pension schemes presented
below is based on answers to the winding up questionnaire, and
also to responses to the questionnaires sent to other schemes.
All other results are based on answers to the winding up
guestionnaire only.

In 2006, there were an estimated 3,820 private sector
occupational pension schemes winding up in the UK. Of those
which responded to the questionnaire for schemes that are
winding up, 45 per cent began winding up after 6 April 2005
and 33 per cent began winding up after 6 April 2006.

Membership of winding up schemes

It was estimated that there were 350,080 members of private
sector schemes which were winding up in 2006. This figure
comprises 88,720 pensioner members who were receiving
pension payments; and 261,360 ‘deferred members’ with
preserved pension entitlements (including widows, widowers,
dependents and pension credit members with some preserved
pension). By definition, there can be no active (employee)
members of a scheme which has begun winding up, because
winding up cannot commence until the last active member has
left pensionable service and become a member with a preserved
pension entitlement.

There are important distinctions in the legislation relating to
winding up schemes according to whether a scheme is defined
benefit or defined contribution. As elsewhere in the survey,
hybrid schemes were classed as defined benefit schemes. In
2006, over 80 per cent of members in private sector winding up
schemes were in defined benefit schemes.
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Over 70 per cent of the members of defined benefit schemes
which were winding up in 2006 were deferred members, while
over 90 per cent of defined contribution schemes which were
winding up in 2006 were deferred members.

Of the 65 schemes surveyed, 55 had only one sponsoring
employer in 2006. These schemes were asked about employer
solvency. In 2006, 43 per cent of their members belonged to
schemes where the employer was insolvent.

The winding up process

Schemes were asked whether they had notified the Pensions
Regulator that they were winding up. Of 64 schemes which
responded to this question in 2006, 49 had done so.

Progress in the winding up process was measured against a
series of milestones. An estimated 45 per cent of schemes had
completed the process of auditing and verifying membership
data by the survey reference date of 6 April 2006 (Table 8.1).
Over one third of schemes had traced all members and agreed
on a policy for equalisation of benefits. Just under one third had
completed reconciling contracted out liabilities with HM
Revenue and Customs (HMRC) National Insurance Services to
the Pensions Industry.

Table 8 . 1

Proportion’ of winding up schemes which had
completed milestones in the winding up
process by 6 April 2006

United Kingdom Percentages

Membership data audited and verified 45
Agreement on policy for equalisation of benefits 36
All members traced 36
Contracted out liabilities reconciled 32

with HMR C National Insurance Services to the Pensions Industry

Annuities bought for current pensioners in the name of the trustees 20
Options presented to non-pensioner members’ 20
Annuities bought for current pensioners in their own names? 20
Debt on employer claim made 17
Payments of refunds of contributions, AVCs, trivial benefits 16
Non-pensioner members' liabilities discharged 10

1 Percentages calculated excluding non-responses.

2 Includes annuities previously held by trustees for current pensioners transferred
into pensioners members' own names.

3 Buyout of deferred annuities or transfer values.

Source: Occupational Pension Schemes Survey
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Gilt-matching investment policies

In some schemes, trustees adopt a gilt-matching investment
policy in the initial stages of winding up. Under such a policy,
the minimum funding requirement (MFR) liabilities for deferred
members are valued on the basis of returns from gilts rather
than returns from equities. This increases the value of these
liabilities. In 2006, 40 per cent of members of winding up
schemes were in a scheme which had such a policy.
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Changes to pension
schemes since 2005
and other pension
provision

Since the 2005 survey, a number of important changes have
taken place affecting occupational pension schemes. In
particular, the Pension Act 2004 and the Finance Act 2004
came into effect on 6 April 2006 (‘A-Day’). The main changes
which affected defined benefit schemes between 2005 and
2006 were related to A-Day (Table 9.1).

A key A-Day change related to the proportion of pension rights
taken as a lump sum; 58 per cent of active members of defined
benefit schemes (excluding very small and winding up schemes)
were in schemes where such a change was made between
2005 and 2006.

For defined contribution schemes (excluding very small and
winding up schemes), the most common change between 2005
and 2006 was an increase in the range of funds offered: 31 per
cent of active members were in a scheme which increased the
range of funds (Table 9.2).

In 2006, one quarter of active members of single employer
schemes (excluding very small and winding up schemes) were in
schemes where the sponsoring employer contributed to a
personal or stakeholder pension plan for employees.
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Changes to pension schemes since 2005

One major change in recent years, which has been widely
reported, is the closure of many private sector defined benefit
schemes to new members. However, a change in status is not
the only way in which a scheme can change. Other widely
reported changes have included increases to the normal
pension age, moves towards less generous accrual rates and
changes to the minimum age for early retirement.

This chapter presents results from the 2006 survey on changes
which had taken place since the previous survey in 2005. Private
sector schemes with 12 or more members which were not in
the process of winding up were asked whether there had been
any changes to the scheme since 6 April 2005, and if so, which
of a list of possible specific changes had been implemented.

Table 9.1 shows the results for defined benefit schemes and
sections of schemes. The most common change was to the
proportion of pension rights taken as a lump sum, which was
one of the main changes relating to ‘A-Day’ (6 April 2006),
when parts of the Pension Act 2004 and the Finance Act 2004
came into effect; 58 per cent of active members were affected
by this change. Changes to early retirement terms, affecting 18
per cent of active members, are also likely to be associated with
A-Day, although the increase in the minimum age for early
retirement from 50 to 55 does not come into effect until 2010.

Table 9 . 1

Proportion’' of active members of private
sector defined benefit schemes: by changes
made to the scheme since 6 April 2005

United Kingdom Percentages

Change to proportion of pension rights 58
taken as a lump sum

Changes to early retirement terms 18
(other than ill-health retirement)

Changes to the definition of pensionable 16
earnings/final pensionable earnings

Closure of AVC scheme to new members 15

Changes to membership eligibility, 14
to make eligibility more open

Scheme closed to new entrants 11
(with an alternative offered)

Closure of AVC scheme to existing members

Reductions in accrual rates 7

1 Percentages are calculated excluding non response.
Source: Occupational Pension Schemes Survey
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In addition to the list of specific changes, schemes were also
asked whether they had made other changes since 6 April 2005
and if so, which changes had been made. The survey found that
over 60 per cent of defined benefit schemes had made other
changes. The most frequently mentioned (in descending order,
according to the number of times each change was mentioned)
were:

=  A-Day changes;

= increases to contributions by employers and/or members;

= capping increases to pensions in payment at 5 per cent for
pensions accruing between 6 April 1997 and 5 April 2005
and at 2.5 per cent thereafter;

= changes affecting the rights of civil partners;

= changes to additional voluntary contribution (AVC)
arrangements;

= introduction of flexible retirement;

=  switching to or adding a career average revalued earnings
(CARE) scheme or section;

= salary sacrifice; and

=  increase to the normal retirement age.

It should be noted that this list of ‘other changes’ includes some
specific A-Day changes as well as the general reference to A-
Day made by many of the schemes. Changes affecting the
rights of civil partners probably refers to the introduction of the
same rights for same-sex civil partners as for married couples
from 5 December 2005 (under the Civil Partnership Act 2004).

Defined contribution schemes and sections of schemes were
also asked which of a list of possible specific changes had been
implemented since 6 April 2005. Table 9.2 shows the results.
The most common change was an increase in the range of
funds offered, with 31 per cent of active members in a scheme
which increased the range of funds on offer.

The survey also found that half of defined contribution schemes
had made ‘other changes’. The most frequently mentioned
were A-Day changes. A substantial number of schemes
specifically mentioned changes affecting the maximum amount
of the pension pot which can be taken as a lump sum -
undoubtedly in response to the A-Day change which introduced
a limit of 25 per cent of the fund which could be taken as tax-
free cash, subject to the lifetime allowance. A few schemes also
mentioned the introduction of flexible retirement, changes to
AVC arrangements and changes affecting the rights of civil
partners.
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Table 9 . 2

Proportion’ of active members of private
sector defined contribution schemes: by
changes made to the scheme since 6 April
2005

United Kingdom Percentages

Increase in the range of funds offered 31

Increases in rates of contributions from either 16
members or employer

Changes to membership eligibility, to make 16
eligibility more open

Changes to contributions (including complete 10
cessation) in respect of a group of members who
entered the scheme as part of a TUPE transfer

Changes in early retirement terms (other 9
than ill-health retirement)

Decrease in the range of funds offered 8

Changes to membership eligibility rules 8

for other reasons

1 Percentages are calculated excluding non response.

Source: Occupational Pension Schemes Survey

Other pension provision

Single employer private sector schemes which had 12 or more
members were asked whether the sponsoring employer offered
any form of pension provision other than the occupational
pension scheme to which the questionnaire related. Schemes
which were winding up were excluded.

Schemes which were not contracted out of the State Second
Pension (S2P) were asked whether the sponsoring employer had
set up a group personal pension plan to allow employees to
contract out. In 2006, 13 per cent of active members were in
schemes where the employer had done this. Around three
quarters of these members belonged to defined contribution
schemes.

In 2006, 0.8 million active members of single employer schemes
with 12 or more members (excluding schemes which were
winding up), were in schemes where the sponsoring employer
contributed to a personal or stakeholder pension plan for
employees. This represents one quarter of active members in
such schemes. Most of these members (0.7 million) were in
defined benefit schemes. The survey also found that 0.5 million
(almost all in defined benefit schemes) were in schemes where
such contributions were made because some or all employees
were not eligible to join the employer’s occupational scheme.

Finally, single employer schemes with 12 or more members
(excluding schemes which were winding up), were asked
whether the employer ran any occupational pension schemes in
addition to the one covered by the survey (regardless of the
number of members, whether closed to new members or
frozen or winding up, and whether or not approved by HM
Revenue and Customs for tax purposes). The results show that
2.3 million active members were in schemes which ran an
additional scheme.

63



Chapter 9: Changes to pension schemes since 2005 and other pension provision Occupational Pension Schemes Survey 2006

64



Methodology



Chapter 10: Methodology

Occupational Pension Schemes Survey 2006

The aim of the survey was to produce results that would
provide a picture of occupational pension provision across the
UK as a whole.

The reference date for the 2006 survey was 6 April 2006. All
schemes were therefore asked for their status (open, closed,
frozen or winding up) as of this date. Information on
membership was asked from the schemes latest available
trustees’ report and accounts. Questionnaires were therefore
not sent out to schemes until the autumn of 2006, when we
would expect most reports and accounts for scheme years
ending in April 2006 to have been available.

As in previous years, this survey included schemes of all
statuses, and so frozen and winding up schemes were
considered alongside those which were either open or closed. In
this way, it was intended to capture data on the types of
schemes which were being replaced, and perhaps identify any
features of winding up schemes which slowed the winding up
process.

Designing the questionnaires

Following a review of the survey in 2003, it was decided that
surveys should be conducted annually, taking a particular
thematic focus each year. It was decided that the focus for
2004, would be scheme benefits, which had traditionally been
at the core of earlier GAD surveys. In 2005, the survey took as
its focus the administration and expenses of private sector
occupational pension schemes. With 2006 being the first year
that the survey had been conducted by the Office for National
Statistics, it was decided to again make the focus of the survey
scheme benefits, honouring the traditional focus of past
surveys.

For this reason, the starting point in specifying the questions in
the current survey was the questionnaire used in 2004 survey.
Questions from this previous survey which related to aspects
not to be covered in the 2006 survey were removed, as were a
few questions which were no longer appropriate because of
other changes to pension schemes or pensions legislation.

The subject matter of the survey was discussed with the
Occupational Pension Schemes Survey Advisory Group. The
Advisory group consists of members from the Pensions
Regulator (formerly the Occupational Pensions Regulatory
Authority), the Department for Work and Pensions, HM
Revenue & Customs, and the Government Actuary’s
Department, National Association of Pension Funds, Association
of British Insurers and the Financial Services Authority. The
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advisory group was able to suggest potential questions to be
included, and also helped to finalise the drafting of the
questions, assessing them for their readability and likely
comprehensibility by respondents.

For surveys prior to 2005 the same questionnaire was sent to all
private sector schemes sampled. Not all questions applied to
every respondent, so respondents were guided to those
questions which applied to them. For the 2005 and 2006
surveys, five separate questionnaires were sent:

o one for defined benefit schemes (17 pages);

e one for defined contribution schemes (16 pages);

o one for public sector defined benefit schemes and defined
benefit sections of schemes( 5 pages);

e one for very small schemes (those with fewer than
12 members) regardless of whether defined benefit or
defined contribution (6 pages); and

o one for schemes which were winding up, regardless of size or
whether defined benefit or defined contribution (5 pages).

Where schemes had between 12 and 99 members, they were
sent one copy of either the defined benefit or the defined
contribution guestionnaire, depending on the benefit structure
of their scheme. This was determined by the sample cleaning
exercise described later in this chapter.

Where schemes had 100 or more members, they were asked in
the sample cleaning exercise whether the scheme was
sectionalised. If the scheme was sectionalised, it received a
copy of either the defined benefit or defined contribution
questionnaire for each of its sections as appropriate, up to a
maximum of four questionnaires for any one scheme. If the
scheme was not divided into sections, then it received either
one copy of the defined benefit questionnaire or one copy of
the defined contribution questionnaire, depending on the
benefit structure of the scheme.

Public sector schemes were asked the same questions as private
sector defined benefit schemes, with changes made where
some questions or parts of questions were not relevant.
However, it was noted that many public sector schemes have
common benefit structures; for example, schemes for Local
Authority workers and police officers which have the same
benefit structure across all Local Authorities and police forces,
or schemes which are established “by analogy” to a larger
scheme. It was possible to obtain details of benefit structures
for these schemes centrally. This meant that the Office for
National Statistics only needed to ask for details which varied
from scheme to scheme (such as membership numbers), and
appropriately modified questionnaires were used for these
schemes.
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A pilot study of the questionnaires, instructions and associated
paperwork was conducted in 2006 The pilot study used a small
number of private sector schemes drawn at random from the
Pension Schemes Registry. Those responding to the pilot study
reported some minor difficulties in completing the
guestionnaires and changes were made. The despatch of
questionnaires to all schemes in the sample followed in October
2006. No data from schemes in the pilot study was used in any
of the analysis presented in this document.

The electronic questionnaire

As in the previous three surveys conducted by GAD, the Office
for National Statistics utilised methods of capturing responses
electronically. There were two primary reasons for this: firstly, to
reduce the amount of data entry; and secondly, to reduce the
number of invalid answers or answers to some questions which
were inconsistent with other answers given by the respondent.

Given the increasing use of the Internet as a medium for
exchanging information, a web based solution was chosen. An
additional benefit of this approach was that a system could
deduce to a certain extent which questions did not apply to the
respondent based on their earlier answers, and skip over them.
This would reduce the time taken for electronic respondents to
complete the questionnaire.

The content of the electronic questionnaire was a replica of the
paper questionnaire sent to each scheme in the sample. It also
contained a help function, and contact details, as were
despatched with the paper copies.

The online questionnaire went live at the time that paper
questionnaires were despatched. The online questionnaire
worked very well thereafter, with less than one day of
recognised downtime during the four month “live” period. Few
respondents had to ask for help in using the online
questionnaire.

In total, of around 3 per cent of all responses were received via
the electronic questionnaire, with electronic responses more
common amongst the larger schemes. This proportion was
much lower than expected, lower than the 24 per cent achieved
for the 2005 survey.

The electronic questionnaire was also used for data entry of
responses received in paper form, and proved very useful in
highlighting invalid or inconsistent answers from these
responses during the data entry process.

Selecting the sample

The survey was conducted using a sample of occupational
pension schemes. The schemes in this sample were selected at
random from the Pension Schemes Registry, maintained in 2006
by the Pensions Regulator. At the time the Pension Schemes
Registry formed a register of all occupational and personal
pension schemes in the United Kingdom with two or more
members.

To be eligible for selection, schemes needed to have “live”
status on the Registry. In this context, “live” status meant that a
scheme was either open, closed, frozen or winding up; that is, it
had undischarged liabilities to pay pension benefits. Schemes
might have ceased being “live” if they had completed the
winding up process or they might have been removed from the
Registry database if they had ceased to have more than one
member.

The schemes are classified on the Registry according to their
total number of members. It was therefore possible to stratify
the sample according to the scheme size. Each of the six size
bands was treated as a stratum of the sample. In the private
sector, the vast majority of schemes are very small with fewer
than 12 members, and most of the remainder have fewer than
100 members. However, the bulk of scheme membership is
concentrated in a very much smaller number of very large
schemes. In creating the stratified sample, a higher sampling
fraction was therefore used for the largest schemes: 100 per
cent of schemes with 5,000 or more members were included,
to ensure greater coverage of these schemes as they have the
bulk of members.

Table 10.1, shows the total number of private sector schemes in
each size band, the sampling fraction used in each, and the
resulting number of schemes sampled in that size band.

In the public sector, the number of schemes was far smaller
than in the private sector. It was therefore decided to include all
public sector schemes in the survey, regardless of size. In any
case, a far higher proportion of public sector schemes than
private sector schemes are in the largest size band, where a

100 per cent sample was used for the private sector schemes.
This approach applied both to open and closed public sector
schemes, as well as to the smaller number of public sector
schemes which were frozen or winding up.
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Table1 0.1

The universe of private sector schemes and
the sample selected

United Kingdom Numbers
Total on  Proportion Total in
registry sampled sample
Open and closed schemes
10,000 + 235 100.00 235
5,000 to 9,999 211 33.33 70
1,000 to 4,999 1,082 10.00 108
100 to 999 4,828 4.00 193
12 to 99 7,756 1.00 78
2to 1 67,050 0.20 134
Totals 81,162 818
Frozen and winding up schemes
10,000 + 7 100.00 7
5,000 to 9,999 3 100.00
1,000 to 4,999 91 10.00 9
100 to 999 909 4.00 37
12 to 99 2,996 1.00 30
2to 1 9,261 0.20 19
Totals 13,267 105
All private sector schemes
10,000 + 242 100.00 242
5,000 to 9,999 214 34.00 73
1,000 to 4,999 1,173 10.00 17
100 to 999 5,737 4.00 230
12t0 99 10,752 1.00 108
2to 1 76,311 0.20 153
Totals 94,429 923

1 In this table scheme status is as was recorded on the Pension Schemes Registry

Source: Occupational Pension Schemes Survey

Whilst the Registry database includes information about a
scheme’s status (open, closed, frozen or winding up), it was
possible that this information might not have reflected the
situation as at April 2006 This is because schemes need only to
report changes to their status within 12 months of the change
being made (many schemes may report such changes when
paying the levy every year).

For this reason, schemes in the sample were asked to confirm
their status in a “cleaning” exercise before the main survey. The
analysis presented in this document uses the status as reported
in this exercise. As a secondary part of this exercise, schemes
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were also asked to confirm their benefit type (either defined
benefit or defined contribution), the size band appropriate to
their scheme, and their contact details.

During the course of this exercise, some of the private sector
schemes in the sample reported that they had already wound
up, that they now had just one member, or that they were a
contract based scheme (such as a group personal pension). A
small number of schemes indicated that they had merged into
other schemes. All of these schemes were removed from the
survey, and all subsequent calculations were adjusted to take
account of this.

Quality of responses

Responses received in paper form were checked on arrival in the
department. In addition, electronic responses were reviewed
shortly after they were posted via the website. Where the
answers given were unclear, either on the initial scan at receipt
or on subsequent data entry, the respondent was asked to
clarify the information provided.

The quality of the responses was very good. In general, almost
all respondents were able to complete the questionnaire fully;
the most frequent exceptions were the questions on the
number of active members by sex, the number of pension
sharing cases (on divorce). These questions were not answered
by a substantial number of respondents.

Timing of responses

The deadline for responses given was 24 November 2006.
Reminder letters were sent out on the 29 November followed
by a telephone contact reminder exercise. Responses continued
to come in until 5 March when fieldwork was formally closed
and the online database locked to prevent any further
additions. Once this phase of the project was completed, the
achieved response rate was assessed, and analysis of the data
began.

Response rates

The overall response rate from private sector schemes was

79 per cent, Table 10.2. This was an increase of 40 percentage
points on the 2005 survey, when 39 per cent of private sector
schemes responded. A total of 1,271 valid responses were
received, with 1,007 valid schemes in the sample after schemes
ineligible for the survey had been removed, see earlier.
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The overall response rate masks a significant variation between
schemes of different sizes. As table 10.2 shows, response rates
were highest from the largest schemes.

table10.2

Response rates from private sector schemes:
by scheme size, 2004 to 2006

United Kingdom Numbers
Responses, Total sent, Response rate
after' remqval after. remqval (per cent)
of ineligible of ineligible
schemes schemes 2006 2005 2004
10,000 + 213 240 89 64 67
5,000 to 9,999 174 210 83 44 59
1,000 to 4,999 143 165 87 34 38
100 to 999 304 390 78 34 37
12 t0 99 93 132 70 31 35
2to 11 80 134 60 31 25
Total 1,007 1,271 79 39 45

Source: Occupational Pension Schemes Survey

In terms of their membership, responding schemes cover
around 86 per cent of the total membership of all private sector
schemes on the Pension Schemes Registry.

As expected, the lowest rate of response was from the “very
small” schemes (those with fewer than 12 members). A
contributory factor to this low response rate was the difficulty
of tracing such small schemes; contact details for around a third
of such schemes could not be confirmed in the time available.

Table1 0-3

Response rates from public sector schemes

However, because the membership of very small schemes was a
small proportion of the total, high degrees of variation in results
for these schemes (for example, estimates such as active
membership) should not have a significant effect on the overall
estimate for all schemes.

There was also a low rate of response from schemes which
were winding up. This can be attributed partly to their size (they
are smaller, on average), and partly to the pressures that these
schemes generally face in the course of winding up. In addition,
contacts for many of these schemes were difficult to trace,
mainly because the sponsoring employer had become insolvent.

In the public sector, responses were received from 91 per cent
of schemes; owing to the concentration of membership into
large schemes, these responses covered around nine out of ten
active members in the public sector. Table 10.3 shows how the
response rate for public sector schemes can be broken down
among the various different types of scheme.

Adjustments to the data

To maintain consistency of coverage with earlier surveys, figures
for the Building and Civil Engineering Retirement Pension
Benefit Scheme (closed to further accruals from April 2001)
have been excluded from the 2006 survey results. This scheme
has a total membership of approximately 450,000.

The results of the survey have been produced by weighting
individual responses. Weighting is necessary to produce
estimates of values for the whole population of occupational
pension schemes as the survey is based on a sample, and to
account for those schemes in the sample which did not
respond.

United Kingdom Millions
2006 Response rates
Total in 2006 2004
Responses Total sent Removals sample  (per cent) (per cent)
Local authorities, police forces and fire and rescue services 183 199 5 204 92 69
PCSPS, and schemes which are by analogy to it 6 9 1 10 67 65
Other public sector schemes 103 114 9 123 90 90
Total public sector schemes 292 322 15 337 91 75

1 Due to changes in the definition of the private and public sectors, estimates for 2000 and onwards differ from earlier years. From 2000 organisations such as the Post

Office and the BBC were reclassified from the public to the private sector.

Source: Occupational Pension Schemes Survey
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Weighting of the results

The general approach to weighting taken in this survey was
almost identical to that of the 2005 survey. Data from
responses were rated up by reference to the sampling fraction
and response rate, with different size bands weighted
individually.

In previous surveys, a potential source of bias in the results was
identified, relating to non-respondents having particular
characteristics not shared by respondents. The Office for
National Statistics continued the approach implemented
previously by GAD who believed that, based on the reported
response rates, larger schemes would be more likely to respond
than smaller schemes, and therefore that responses received
would be biased towards larger schemes. While the stratified
sampling approach (and its implications for weighting) would
reduce such a bias to a degree, it may be that this bias exists
even within each of the six size strata.

table 10.4

Weighting factors for aggregate total
variables for private sector schemes: by
scheme size, 2006

United Kingdom Numbers

Registry membership

Schemes  Schemesin Response Sampling  Weight

reponding levy band  (per cent) Fraction factor
10,000+ 8,326,899 9,649,854 86 1.00 1.16
5,000t09,999 1,211,708 1,470,519 82 1.00 1.21
1,000 to 4,999 324,828 365,311 89 6.67 7.50
100 to 999 105,619 130,247 81 12.50 15.41
12 to 99 3,315 4,991 66 50.00 75.28
2to 11 248 407 61 400.00 656.45
Overall 9,972,617 11,621,329 86

Source: Occupational Pension Schemes Survey

In order to compensate for this effect, the weighting factor for
each stratum was based not on the number of schemes
responding, but on the combined number of members (as
recorded by the Pension Schemes Registry) of the responding
schemes and that of all schemes in the sample. Although the
Pension Schemes Registry membership figure might not be
completely accurate (because, for instance, of delays in
reporting changes in membership) it serves as a useful proxy for
scheme size.
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Based on the information about the sampling proportions in
Table 10.1, and on the proportion of schemes responding as
weighted by number of members recorded in the Registry
database, weighting factors for each of the six strata were
calculated. These are shown in Tables 10.4 and 10.5

These weighting factors could, in theory, be applied to all the
responses received from a given scheme in order to derive that
scheme’s contribution to the population estimate of that
variable. However, a further adjustment to numerical variables
was needed, as some schemes had returned a questionnaire,
but had not completed all of the numerical data. Therefore an
additional question-specific weight was used.

Table1 0-5

Weighting factors for aggregate total
variables for public sector schemes: by
scheme size, 2006

United Kingdom Numbers

Registry membership

Schemes  Schemesin Response Sampling Weight

reponding levy band (per cent) Fraction factor

10,000+ 8,937,015 8,786,313 98 1 1.02
5,000t09,999 204,145 178,291 87 1 1.15
1,000 to 4,999 161,152 148,730 92 1 1.08
100 to 999 29,896 27,311 91 1 1.09
12 t0 99 1,339 1,202 90 1 1.1
2to 11 135 102 76 1 1.32
Overall 9,333,682 9,141,949 98

Source: Occupational Pension Schemes Survey

Calculation of standard errors

In addition to the population estimates based on numerical
variables (such as the number of active members) The Office for
National Statistics was able to estimate their standard errors,
and also confidence intervals for them. See the box; Calculation
of standard errors for the details). Table 10.5 shows the
estimates of standard errors for the three key numerical
variables which occur in the survey - the total number of active
members, the number of pensions in payment and the number
of preserved pension entitlements - as reported by each
respondent. Estimates are shown for each of the six size bands,
and also the overall standard error for all six size bands
combined.
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Table1 0.6 Table1 0.7

Standard errors of key numerical variables Standard errors of key numerical variables
for private sector schemes: by scheme size, for public sector schemes: by scheme size,
2006 2006
United Kingdom Numbers United Kingdom Numbers
Active Pensions in Preserved Active Pensions in Preserved
members payment  entitlements members payment  entitlements
10,000 + 167,000 290,000 240,000 10,000 + 171,000 42,000 38,000
5,000 to 9,999 20,000 19,000 25,000 5,000 to 9,999 1,000 1,000 2,000
1,000 to 4,999 76,000 47,000 60,000 1,000 to 4,999 2,000 1,000 1,000
100 to 999 54,000 46,000 72,000 100 to 999 0 0 0
12t0 99 118,000 82,000 170,000 12 t0 99
2to 11 86,000 7,000 13,000 2to 11 0 0 0
Overall 242,000 309,000 310,000 Overall 171,000 42,000 38,000
Source: Occupational Pension Schemes Survey Source: Occupational Pension Schemes Survey

Calculation of standard errors

The methodology used in rating up responses is sometimes referred to as “double sampling”, where historical values are

calculating the standard errors of estimates from a stratified random sample is employed. This procedure is outlined below.

The variance V' of the estimated population total can be estimated by:

6 2 2
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where
h is the size band (h =1, ..., 6)

Nh is the number of schemes in the population in size band h

incorporated to form an estimate of the population total. Because this approach is used, a variation on the usual procedure for

his the number of schemes sampled in size band h
h s the number of responses in size band h
2 _
Syrh - Z(Y yhr
’es}" is the sample variance of Y over the respondents in size band h.
2
Serh = Z (E ehr
’eshf is the sample variance of the “residual” E over the respondents in size band h.
This residual E is defined as:
E, = Y-|2=|x,
I e )
where
Yi is the quantity of interest for scheme i
Xi is the historical value
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Calculation of standard errors (continued)

The standard error S£ of the estimated population total is the square root of the variance V' in (1):

Confidence intervals can then be calculated in the usual manner
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Reporting of results

Some of the tables that appear in this report have had
individual cells suppressed in order to protect the confidentiality
of respondents. The confidentiality of respondent information is
protected by suppressing cells that are unsafe, known as
primary suppressions. Other cells must also be suppressed to
prevent the values of the unsafe cells being calculated by
subtraction from the marginal totals of the table. These are
known as secondary suppressions.

Cells in all tables have also been rounded to further protect
confidentiality. To avoid bias in rounding, controlled rounding
was used for the 2006 results, which in this case means that
cells are rounded up or down to the nearest even number. For
example, values of 23.5 and 24.5 will both be rounded to 24.
Values may be rounded down to zero and so all zeros are not
necessarily true zeros. Table totals may therefore not equal the
sum of individual cells due to rounding.
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