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Pension scheme debate

= New legislation leaves
employers short

m Staff confused over
how much to pay

| SHERYL MOORE

urged to check the details

of their pension schemes
to deal with the confusion sur-
rounding their liability for ma-
ternity leave.

Recent moves to clarify the
position on employers’ liability
for maternity leave contribu-
tions beyond the statutory 39
weeks have failed to stem confu-
sion.

EMPLOYERS are being

Employers concerned

Steve Southern, specialist pen-
sions lawyer at law firm Ham-
monds, says since new
discrimination legislation was
implemented earlier this year it
has prompted fears that women
who have a due date on or after
October 5 2008 could be entit-
led to full pension benefits dur-
ing the whole of their maternity
leave.

He said: “This issue remains
a real concern for employers
who are worried that they
might be liable to pay pensions
contributions or meet the cost
of providing final salary pension
benefits for the whole addi-
tional maternity leave period
and, as a result, could face in-
creased pension costs.

“In reality, employers can be
assured that the recent legisla-
tion has not changed existing
social security rules regarding
pension scheme rights during
additional maternity leave.

“HMRC guidance has also
sought to spell out that employ-
ers need not continue to pay oc-
cupational pensions
contributions during unpaid
additional maternity leave or to
count this type of leave as reck-
onable service for the purposes
of contributions.”

) READ THE SMALL PRINT Employers and staff are urged to read all the documentation

A,

provided with their pension schemes and keep up to date with new legislation

Legislation challenged

However Mark Poulston, pen-
sions partner at DWF, says that
while it is true that current leg-
islation does not require em-
ployers to pay pensions
contributions after the first 39
weeks of maternity leave, there
is an argument that the existing
legislation may be open to chal-
lenge on the grounds that it is
inadequate and potentially dis-
criminatory.

He said: “If the government
goes ahead with proposals to
extend paid leave to 52 weeks,
employers will have to pay pen-
sion contributions for the full
period anyway.

“Employers  should also
check the small print in their
own pension schemes and com-
pany maternity policy docu-
ments to be sure of their
obligations.

“They may find they are com-
mitted to making a more gener-
ous provision than the

minimum laid down by the
state.”

Confusing contributions

Neeta Laing, head of employ-
ment law at Lewis Hymanson
Small says an employer’s pen-
sion contribution is a grey area.

The general situation is that
if youre on a salary related
scheme you should build up
your pension as normal while
you are on maternity leave.

Your contributions will be
calculated on the maternity pay
you receive from your em-
ployer.

Your length of service in the
pension scheme will not be af-
fected by your maternity or pa-
rental leave.

She said: “If youre in a
money purchase  scheme,
where you and your employer
put money into an individual
fund, your employer should
continue to pay the same contri-
butions.

“However, if you pay a re-
duced contribution based on
your maternity pay then inevita-
bly your pension fund will be
smaller.

“If you take unpaid parental
leave then the time before and
after your leave is counted as
continual service, but neither
you nor your employer will pay
into your pension.

“Your parental leave may not
be counted when your length of
service is used to work out your
pension, but this depends on
the generosity of individual em-
ployers.”

Seek advice

Andrew Cawley, KPMG’s head
of pensions in the north, added:
“Employers will need certainty
from regulators and their advis-
ers on this and other issues im-
pacting pension costs given the
economic climate and the re-
emergence of rising pension
scheme deficits.”

What does the future hold
for company pensions?

| ANDREW CAWLEY

AFTER the financial turmoil of
recent months, and subsequent
economic downturn, most com-
panies in the north west will
have seen their defined benefit
pension scheme deficits rise.

But the extent will depend on
their exposure to the equities
market compared to bonds
where some commentators
have suggested that rising
yields should have improved the
situation, reducing liabilities.

The problem that many busi-
nesses may face is that nervous
pension trustees, rattled by ris-
ing deficits and economic
gloom may demand more cash
be pumped into pension
schemes - precisely at the time
when cash is hard to come by.

So what is the wider impact
of the credit crunch for pen-
sions?

The ‘sub prime’ crisis in the
US triggered a financial tsu-
nami which engulfed the global
money markets.

Unprecedented stock market
falls and extreme volatility has
damaged both UK companies
and their pension schemes.

And recession is arriving,
which raises questions about
whether either financial liquid-
ity or confidence is being re-
stored.

So businesses are facing the
challenges of an economy in re-
cession with credit in short sup-
ply and costly.

But what will this mean for
north west employers with de-
fined benefit pension schemes?

First, the value of pension
scheme assets will have been
damaged by the dramatic falls
in global stock markets - we
have seen 25 per cent falls in
some markets.

Many UK pension schemes
will have had more than half
their assets invested in equities.

The recovery during October
in the UK stock market will,
however, have partly restored
pension funding.

Second, many pension
scheme liabilities will be expect-
ing their liabilities to rise on the
back of improving life expec-

Andrew Cawley of KPMG

tancy for scheme members.

Third, on the positive side,
for pension schemes and the
wider economy the medium
term outlook for inflation ap-
pears to be improving as com-
modity, energy and consumer
prices subside.

So the critical issue for most
north west companies will be in
financing  larger  pension
scheme deficits at a time when
cash resources are extremely
tight and when banking lending
is restricted.

At the same time, trustees of
defined benefit schemes are en-
couraged by the Pensions Regu-
lator and their advisers to
monitor the strength of the em-
ployer sponsoring the pension
scheme.

Trustees taking short term
action to reduce risk and in-
creasing the cash funding re-
quirements from sponsoring
employers will present real dif-
ficulties for many companies.

This is the likely repercus-
sion of the credit crunch and ec-
onomic downturn, and this is
why north west companies will
increasingly take an active ap-
proach to managing their pen-
sion scheme risk and liabilities.

Managing cash resources in
this recession will also mean
companies taking decisive ac-
tion in controlling pension
costs, in negotiating with trust-
ees and in balancing the needs
of all stakeholders in the busi-
ness.

» Andrew Cawley leads
KPMG’s pensions practice in
the north.
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KPMG’s Pensions
practice in the

North West

KPMG is the new force in the pensions world.
We are a commercially focussed adviser, acting
for employers who sponsor pension schemes.

The current economic environment
undoubtedly presents a huge challenge —
but also offers opportunities for employers
with defined benefit pension schemes.

Sponsoring companies need our business-
driven analysis of, and progressive approach

to, managing pension risk and pension liabilities.
KPMG offers something much more than
orthodox pensions and actuarial thinking.

Partner

kpmg.co.uk

0161 246 4073

We are able to deliver not only specialist
technical knowledge, but progressive
advice based on a thorough understanding
of your business needs.

For more information please contact:
Andrew Cawley
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