UNITED KINGDOM
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s ees” Nominal GDP (EUR bn) 1442

T R GDP per capita (USD) 43,237
Population (000s) 61412
Labour force (000s) 31118
Employment rate 94.7
Population over 65 (%) 16.1
Dependency ratio' 31.2
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Data from 2008 or latest available year.
1. Ratio of over 65-year-olds the labour force.
Source: OECD, various sources.
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COUNTRY PENSION DESIGN

STRUCTURE OF THE PENSION SYSTEM

Public pensions

e The public scheme has two tiers, a flat-rate basic pension and and earnings-
related additional pension, which are complemented by a large voluntary
private pension sector.

* Anincome-related benefit (pension credit) has been introduced to target extra
spending on the poorest pensioners.

Private pensions: occupational (voluntary)

¢ Occupational pension scheme Pensions Act 1995
* Occupational pension plans for government workers

Private pensions: personal (voluntary)

* Personal pension plans
* Stakeholder pensions
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PENSION FUNDS DATA OVERVIEW

2001 2002 2003 2004 2005 2006 2007 2008,
Assets
Total investments (National currency millions) 722 391 620 446 719 638 800 692 970275 1087902 1092 671 927723
Total investments, as a % of GDP 70.70 57.69 63.14 66.69 77.47 82.30 78.02 ND
Of which Assets overseas, as a % of Total investment:
« Issued by entities located abroad 24.70 24.42 25.13 25.71 27.94 27.82 28.80 29.56
« Issued in foreign currencies ND ND ND ND ND ND ND ND
By financing vehicle (as a % of Total investments)
* Pension funds 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
* Book reserves NA NA NA NA NA NA NA NA
* Pension insurance contracts ND ND ND ND ND ND ND ND
« Other financing vehicule NA NA NA NA NA NA NA NA
By pension plan type
» Occupational assets 722 391 620 446 719 638 800 692 970275 1087902 1092671 927 723
* % of DB assets ND ND ND ND ND ND ND ND
* % of DC (protected and unprotected) assets ND ND ND ND ND ND ND ND
* Personal assets ND ND ND ND ND ND ND ND
Structure of Assets (as a % of Total investments)
Cash and Deposits 2.55 2.63 2.53 2.28 2.18 2.50 2.94 2.67
Fixed Income 19.71 23.61 22.06 20.75 19.25 20.27 23.09 25.42
Of which:
* Bills and Bonds issued by the public and private sector 19.18 23.00 21.53 20.22 18.76 19.60 21.89 24.22
* Loans 0.53 0.61 0.53 0.53 0.49 0.68 1.20 1.20
Shares 53.83 46.93 43.43 40.12 39.48 36.99 29.56 25.81
Land and Buildings 4.30 5.13 4.28 3.83 3.27 3.18 2.79 2.47
Other Investments 19.61 21.70 27.71 33.02 35.82 37.06 41.62 43.63
Contributions and Benefits
Total Contributions, as a % of GDP 1.63 1.85 2.34 2.60 3.00 3.11 2.80 2.39
* Employer Contributions, as a % of Total contributions 69.79 73.43 79.88 82.50 84.33 85.27 85.18 82.91
« Employee Contributions, as a % of Total contributions 30.21 26.57 20.12 17.50 15.68 14.73 14.82 17.09
Total Benefits, as a % of GDP 2.90 2.96 2.89 2.80 2.99 3.06 2.83 2.85
* % of benefits paid as a Lump sum 12.42 11.96 11.80 10.51 11.00 13.86 16.20 16.32
* % of benefits paid as a Pension 87.58 88.04 88.20 89.49 89.00 86.14 83.80 83.68
Membership (in thousands of persons)?®
Total membership ND ND ND 41 150 44 505 ND 16 100 16 562
* % of Active membership ND ND ND ND ND ND ND ND
Of which: % of Deferred membership ND ND ND ND ND ND ND ND
* % of Passive membership ND ND ND ND ND ND ND ND
Other beneficiaries ND ND ND ND ND ND ND ND
Number of Pension Funds/Plans
Total number of funds ND ND 101 014 94 535 91 674 86 777 78 932 63 523
Total number of plans ND ND ND ND ND ND ND ND

Note: Data refer only to occupational pension funds.

1. Membership figures reflect ‘membership’ rather than ‘people’. Therefore a person may be a member of more than one types of plan at any one time,

particularly if the person has a number of employments in the year.

ND = data not available
NA = data not applicable

Source: OECD, Global Pension Statistics
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UNITED KINGDOM: THE PENSION SYSTEM’S KEY CHARACTERISTICS

PUBLIC PENSION

The public pension system covers all employed persons between age 16 and 65 (men) or aged 16 to 60
(women) with weekly earnings of at least £84 up to £645 (2006). Self-employed persons aged 16 to 65 (60
for women) with an annual income of at least £4,465 are covered for benefits except the state second
pension, work injury benefits and a job seeker’s allowance. The system is financed on a PAYG basis by
National Insurance contributions. Insured persons contribute 11% of weekly earnings between £97 and
£645; certain married women and widows contribute 4.85% of weekly earnings, plus an additional 1% of
weekly earnings greater than £645.

Voluntary contributors pay a flat-rate £7.55 a week. The employer pays 12.8% of each employee’s
earnings greater than £97 a week. Self-employed persons pay a flat-rate £2.75 a week if earnings are
greater than £4,465. In additional, self-employed persons with annual profits with annual profits between
£5,035 and £33,540 pay an earnings-related contribution of 8% , plus 1% of any profits above £33,540.
15% of contributions (insured person, employer and self-employed) are allocated to the National Health
Service, while the contributions also help finance sickness and maternity benefits, work injury benefits and
unemployment benefits.

The basic flat-rate pension is available to men aged 65 and women aged 60 (rising to age 65 between 2010
and 2020). In addition, a further increase of State Pension Age to age 68 is planned for both men and
women, beginning with a gradual rise from 65 to 66 over two years from 2024, a further rise to 67 over
two years from 2034 and a final rise to 68 over two years from 2044 if they have contributions for 9% of
the years in the working life, which generally translates into 44 years for men and 39 years for women.
Benefits are reduced pro rata for those with shorter coverage periods. The basic pension is not payable if
the insured person is entitled to less than 25% of the full pension.

The Basic State Pension amounted to £84.25 a week in 2006. State pension benefits are indexed to at least
inflation. There is no opportunity to have early pension benefits, but the pension can be deferred for an
unlimited period. Deferred pensions increase by approximately 10.4% for each year of deferral. Insured
persons who defer for at least 12 consecutive months can opt to take the deferred state pension as a one-
time taxable lump sum plus interest. There is an age addition of £0.25 per week.

In order to help low-income pensioners, the government offers Pensions Credit, consisting of a means-
tested Guarantee Credit and a Savings Credit. The Pension Credit amounts to £114.05 a week for a single
person or £174.05 for a couple.An non-contributory old person’s pension is awarded to those aged 80 and
over and whose entitlement to the contributory basic state pension is less than 60% of the standard rate.
The pensioner must have resided in the UK for at least 10 years in any 20-year period after age 60.

Additional benefits are available to the unemployed and those with disabilities, and those with low income:
It consists of help with housing costs and paying local taxes, and fuel payments.

In addition a person can qualify for the State Second Pension (S2P) if they are or have been employed and
earning above a certain amount on which they have paid National Insurance Contributions. They get the
S2P in addition to the basic state pension. A person is allowed to leave the S2P. This is known as
contracting out. If they contract out, the government will pay some of their National Insurance
contributions and income tax relief into a personal or stakeholder of the persons choice'

IOPS Country Profiles — UNITED KINGDOM, December 2009



OCCUPATIONAL VOLUNTARY

Coverage

The private pension system in the UK has for many years been an important component of overall
retirement provision. The typical form is the voluntary occupational pension plan. As at Mid 2009 these
covered around 52.1% of the populationof working age

Typical Plan Design®

Typical defined benefit plans in the United Kingdom cover employees who have contracted out of the S2P
system. A common accrual rate for such a plan would be 1/60" of final average earnings for each year of
service. DB plans typically require employee contributions at an average level of 6% of earnings.

Typically, defined contribution plans are not contracted out. Average contribution rates to DC plans would
be 6% for the employer and 5% for the employee.

Private-sector DB plans are almost always funded, since funding is a requirement for obtaining tax
exemptions. Some public-sector DB plans are unfunded or only notionally funded, in contrast to those in
the private sector which are always funded. Benefits take the form of a lump sum (maximum 25%) and/or
annuities, while income drawdown arrangements are possible up to the age of 75.

The retirement age will depend on the scheme rules, while in 2006 the average effective retirement age
was 64.2 for men and 61.8 for women.

Taxation

Employee contributions are tax-exempt. Investment returns are generally free from income and capital
gains tax. Lump-sum payments are tax-free.

PERSONAL VOLUNTARY

Coverage

Personal pensions are available to almost everybody under age 75, including people in employment, fixed-
contract workers, the self-employed, and people who are not actually working, but can afford to make
contributions. There are two types of Personal Pension Scheme - Insured Personal Pensions, where each
contract will have a set range of investment funds for plan holders to choose from and Self Invested
Personal Pensions (SIPPs).

Employers with 5 or more employees who do not offer employees an occupational pension plan or a
personal pension plan into which they contribute at least 3% of salary, must offer a stakeholder pension.
All stakeholder pension schemes must be registered with The Pensions Regulator.

Contributions

Contribution levels are laid down in the contract between the provider and the saver. There are no legal
maximum contribution levels.

! Contribution rates and information on rates of contracting out were obtained from the Department for Work and
Pensions’ report entitled Employers’ Pension Provision Survey 2005.
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Contributions can be paid on a weekly or monthly basis, or made as a one-off payment.

Benefits

Personal pension plans, also called “money purchase plans”, are direct contribution in nature. Up to 25% of
pension assets can be paid out as a lump sum, with the remaining assets being paid as annuities. The saver
may appoint a beneficiary, who can receive the benefits from the moment the saver decides to withdraw
his pension benefits. Benefits are generally available from age 50 (55 from 2010).

Fees

Stakeholder pension providers may charge no more than 1.5% of asset value in charges per year. This goes
down to 1% after 10 years of membership.

Taxation

Tax relief can be obtained on contributions. For every pound paid in, the tax authorities will pay an extra
28 pence into the account up to the level of a person’s salary (subject to an annual limit of GBP 215 000).
It is possible to contribute up to GBP 3 600 per year (GBP 2 880 plus tax relief) into a stakeholder pension
plan even for people who are not earning. The lump sum is tax-free, while annuities are taxed.

MARKET INFORMATION

Occupational voluntary

The distribution of pension plan sizes in the UK is somewhat skewed, with a large handful of very large
plans and over 50% of plans with less than 100 members. Some 1 600 plans with over 1 000 members
account for approximately 85% of membership.

Current DB membership stands at 14.5 million. This is contrasted with 1.5 million DC members. It is
estimated that only 56% of DB benefit plans remain open or partially open. As at July 2010 total assets of
occupational DB plans amounted to GBP 921 billion.

Personal voluntary

Personal pension plans are similar to stakeholder pensions, but they offer a wider range of investment
options.

Stakeholder plans must offer a default investment option, which has to include a lifecycle investment
pattern — a less risky investment from five years before retirement. Plans must have either trustees or
stakeholder managers (insurance company, bank, or building society). Those enrolled in occupational plans
may additionally join a personal pension plan.

In 2007 there were 4.5m policies as at 2007 (but individuals can hold multiple policies) and assets of
around GBP 440 billion

POTENTIAL REFORM

The Pensions Act 2007 reduces the number of qualifying years, while the retirement age will increase to 68
between 2024 and 2046. It also introduces some reforms to the Basic Pension and the S2P.
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The UK government will introduce auto enrollement in 2010. The government plans to introduce the
National Employment Savings Trust (NEST [formerly Personal Account]) in July 2010. The NEST
Corporation will run NEST which will be a new, low-cost, simple pension scheme. The scheme will be
aimed at low to middle earners whose employers do not have a qualifying scheme which satisfies the
Quality Requirement as set out in the Pensions Act 2008.

In order to try and increase the private pensions coverage rate, the UK government will introduce Personal
Account in 2012, whereby workers who do not already have an occupational pension will be automatically
enrolled into this scheme with the option to opt out within a certain period. Employers will contribute 3%
and employees will contribute 4% of their wages. There will be tax incentives while an initial sum of
£10,000 can be placed in the individual account. More information can be found at
http://www.publications.parliament.uk/pa/cm200708/cmbills/025/08025.i-v.html

REFERENCE INFORMATION

KEY LEGISLATION

2004
o The Pensions Act 2004, which gave the Pensions Regulator (TPR) its statutory powers and three
specific core objectives: to protect the benefits of work-based pension plans, to promote good
administration of work-based pension plans, and to prevent claims on the PPF.

e The Finance Act, which laid down relevant rules concerning the role of HMRC (the UK’s tax
revenue collector) in enforcing tax-related aspects.

1999
o  The Welfare Reform and Pensions Act 1999 laid down the rules on stakeholder pensions.
2008

e  The Pensions Act 2008 puts into law reforms to the private pension system. This included the
requirement to auto enrol employees into a qualifying scheme.

KEY SUPERVISORY AUTHORITY

The Department for Work and Pensions: in charge of the overall design and regulation of the UK pension
system;

www.dwp.gov.uk.

The Pensions Regulator (TPR) regulates work-based pension schemes.

www.thepensionsregulator.gov.uk.

The Financial Services Authority is responsible for regulating the selling and marketing of pension plans.

www.fsa.gov.uk.

HM Revenue and Customs: in charge of taxation issues relating pensions;
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http://www.hmrc.gov.uk/.

SELECTED KEY STATISTICAL REFERENCE

OECD, Global Pension Statistics project, www.oecd.org/daf/pensions/gps.
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PensionFund Assets as a % GDP 2008
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Pension contributionsas a% GDP, 2008
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Pension Benefits as a % GDP, 2008
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