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[image: image1.jpg]AROUND 12million private
sector workers and pension-
ers should brace themselves
for a big cut in their retire-
ment income, experts
warned yesterday.

The Government is expected
to announce proposals today to
scrap a crucial link which means
the value of their pension pay-
ments rises significantly every
year after they have retired.

At present, the annual increase in
their final salary pension is linked
to the retail prices index measure
of inflation. %

But the Government is consider-
ing allowing companies to axe this
link, and use a far less generous
measure of inflation, the consumer
prices index, which excludes mort-
gage and other housing costs.

This will slash the future pension
payments of many workers.

And experts expect the change
will also hit retired workers who
are already receiving their final sal-
ary pension and will now have
much lower annual increases.

According to government figures
shere are around 12million current
or retired workers with final salary
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schemes. Some experts have sug-
gested the change could slash up
to 25 per cent off the annual value
of a private sector pension payout,
but in Lord Hutton’s independent
public sector pension commission
he forecast that the switch to CPI
would cut around 15 per cent off
pension payments.

Experts said a person who is cur-
rently receiving a pension worth
£10,000 a year could expect their
pension to be worth £23,079 a year
in 20 years’ time using the current
RPI rate of inflation — 4.5 per cent.

But if the pension increased by
3.2 per cent a year, the current rate
of CPI inflation, their annual pen-
sion payout drops to £18,193 a
year. =

Over the 20-year period, they
would lose a total of nearly £40,000,
a gap which will force many pen-
sioners to make drastic cuts to
their standards of living:

This amount is the equivalent of
many foreign holidays, evenings out
and presents for grandchildren.

For the less well-off, it is the differ-
ence between a comfortable, and a
basic standard of living. At present,

bosses are legally required to
increase the pensions paid to their
retired workers by RPI or 2.5 per
cent a year, whichever is higher.

Many are more generous, and pay
RPI or 5 per cent.Others do not
make this promise, and simply say
that they will follow the Govern-
ment’s rules in the Pensions Act,
which means they can easily switch
to the new rules.

But a consultation, which will be
launched today, will look at ripping
up the rules and allowing them to

‘Firms will seize
the opportunity’

switch to CPI. Tom McPhail, head
of pensions research at the finan-
cial advisers Hargreaves Lansdown,
said companies will take the chance
to save themselves a fortune.

‘If the Government creates a
loophole for employers and trus-
tees to jump through, it would be
unrealistic to expect them not to
seize the opportunity,” he said.

Pensions expert Dr Ros Altmann,
director general of Saga, the old-
age experts, said: ‘There is no doubt
that this will mean lower pensions

across the board.” The move will
bring back memories of Gordon
Brown’s £5billion-a-year tax grab
on pensions.

Within weeks of Labour winning
office in 1997, he scrapped the tax
relief on dividends paid into pen-
sion funds. Critics said the sudden
cut in pension fund income played
a key role in the closure of final-sal-
ary schemes.

News of the planned shake-up in
the rules on the inflation link comes
as it emerged that the black hole in
the country’s 200 largest private
sector defined benefit schemes has
ballooned by 50 per cent over the
last four years.

In 2006, it totalled £55billion, but
has soared to £87billion today,
according to the report yesterday
by the pension firm Aon Hewitt.

Last night, a spokesman for the
Department for Work and Pensions
declined to comment on the detail
of its proposals, which will be out-
lined at lunchtime today.

In a welcome move, the Govern-
ment has talked about plans to
include housing costs into CPI,
which would make it a more realis-
tic measure of inflation, easing the
impact of the change.
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