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OFGEM Review of Pension Principles

On 5 October a delegation from the trade unions including Mike Jeram, National Secretary UNISON, Ellis Broderick a GMB member and Trustee of the Gas Pension scheme and Mike Clancy Deputy General Secretary of Prospect met the Regulator Alistair Buchanan and Steve Smith who leads OFGEM’s regulatory review team to discuss the submissions we had made on the second OFGEM consultation on Pension Principles. The UNISON submission was circulated with the last bulletin.

The trade unions stated that we respected OFGEM’s duty to protect customers’ interests but could not understand why OFGEM was spending so much time on this issue especially as the report that report they had commissioned from the Government Actuary’s Department (GAD) gave the pension schemes a pretty good bill of health.

The unions expressed concern that not enough recognition was being shown for the steps already taken to contain costs e.g. all but one of the DB schemes are closed to new entrants, and the proposals in the consultation could increase pension administration cost e.g. by requiring more actuarial valuations. We also pointed out that all the DB schemes were protected by law or rule or both and that it is not in the companies’ gift to change the schemes without agreement. We also pointed out that the review was having an unsettling effect on the already fragile industrial relations climate in the sector.

OFGEM thanked the unions for changing the date of the meeting which meant that this meeting was now taking place before the full Board meeting with all the companies. The non -executive members of the Board brought a wide range of experience and perspectives to this issue.

Alistair Buchanan said that he thought his Board would very much focus on the potential for treating accrued and future liabilities separately to which we responded that the distinction was “meaningless” as the companies couldn’t change the schemes and the amount of future liabilities was declining because there are no new entrants to the DB schemes. Mr Buchanan observed that new liabilities amounted to £0.5 billion, a considerable sum.

OFGEM seem to take the view that the GAD Report supported a view that the gas company schemes are not efficiently managed. This is not a point that we agreed with.  We advised that based on our reading the GAD report we could only identify the fact that contribution rates are higher due to the different benefit packages of these schemes but there is no specific exception from the overall conclusion that costs are managed efficiently for all the schemes reviewed. The different benefits in the gas schemes are due in part to the nature of these schemes at privatisation and are, of course, protected under legislation. They also constitute part of gas industry members’ overall remuneration which is not uniform across industries.  In any case, even if OFGEM did argue that there is an issue for these schemes then, the fact that this has been highlighted by their own oversight work would indicate that the principles are operating well. If the principles have picked up an issue with gas schemes, which we do not accept, then this can be addressed at the time of the next gas review.

Turning to the DC schemes, OFGEM asked about the desirability of benchmarking the industry schemes against others. We replied that if they did that they would find that the industry schemes were not noticeably more generous than the average and that the real issue was getting employees to join these schemes.

We reminded OFGEM that members of these schemes are very much on the lower tier of a two-tier workforce in terms of pension provision. A negotiating and campaigning priority for unions is to improve the level of pension benefits for members of these schemes. There is also a general upward trend in the level of employer contributions to DC schemes that should be borne in mind if benchmarks against historical data are used. We do not favour additional regulation of DC schemes because anything adding to the burden in this respect will be expressed by the companies, not in improvements to DC schemes, but rather in pressure to reduce pension costs further. 

There was dialogue about the desirability of OFGEM helping trustees by giving the   companies incentives but we pointed out that this would probably conflict with trustees’ fiduciary duties. We argued that there are already the highest possible incentives for trustees to manage their scheme investments as efficiently and appropriately as possible in addition to the fact that trustee actions are already regulated – by the Pensions Regulator. Any further regulation through OFGEM will have no effect on investment decisions. As there would be increased costs associated with complying with any additional regulations but no beneficial effect it would seem to be against the interest of consumers to add to the regulatory burden.

We also discussed deficit repair periods and OFGEM had not the wide variation from 4 years to 20. They appeared to favour a longer rather than shorter period with some consistency throughout the sector albeit the plan had to be appropriate to the circumstances and constructed in a way that enabled trustees to meet their legal obligations.

The unions said that the engagement with OFGEM had been very good but the tone of the consultation document could be improved. Alistair Buchanan emphasised that OFGEM was not anti-DB pension schemes. He advised that the final proposals would be published in mid to late November when the unions will review the position.
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