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TO CONTRACT OUT OR NOT
T0 CONTRACT QUT..

pensions

In 1988 the Government of the day
recognised that by 2007 it would see
the start of an increasing problem in
State Pension provision.

The Government’s response was to
provide a raft of measures which
included giving incentives to members
of the public to contract out of the State
Earnings Related Pension Scheme
(SERPS) and into a personal pension
plan, which millions of people promptly
did.

In the 1990s, however, average
stockmarket returns started falling,
annuity rates reflected the downward
trend in long dated Gilts and inflation
crept lower. This was good news for
many but not so good for others when it
came to contracting out of SERPS as
most decisions had been made based
on a rate of return in the region of 9%
per annum — now seen as being
unachievable year on year over the
medium to long term.

In addition, the Government offered
fewer incentives to contract out and the
whole concept gradually faded.

By 2004 SERPS was replaced by a
completely different scheme called
State Second Pension (S2P) and
contracting out became largely
redundant.

There has been a great deal of publicity
and information campaigns on this issue
over the last couple of years. There are,
however, still millions of people who
have contracted out and not vyet
contracted back in. The worst hit are
those still contracted out via an

occupational money purchase scheme.
Then there are those who either
contracted out of their own accord via a
personal pension plan or joined their
employer’s Group Personal Pension
Plan which was contracted out.
Experience has shown that people who
have not reviewed their pension
arrangements in the last few years tend
to forget the contracted out status —
especially if they have moved
employers and have not been kept up to
date on the developments of their
former employer’s schemes.

The view of C+T’s financial services

arm, CTFS Limited, is that everyone,
regardless of age and salary, should
contract back in. lan Ody, an Executive
Director of CTFS Limited, comments,
“Contracting out was hugely popular 19
years ago. Since then, lower incentives
and poor investment returns have meant
that very few people will be better off
staying out of the State system. As a
matter of routine we advise our clients
to contract in.”

For more information on pensions
contact CTFS Limited.

New informs @
www.chiene.co.uk

The library section of Chiene + Tait’s
website contains over 100 information
sheets, called informs, on a wide range
of subjects within a wide range of
sectors.

The following informs have been added
to the website recently:

Capital Gains Tax: Negligible Value Claims
Company Owned Houses Abroad
Provision of Living Accommodation:
Measurement of Taxable Benefit

Stamp Duty Land Tax: Group Relief

Tax Filing Dates and Enquiry Windows
VAT on Service Charges

The Companies Act 2006 — Directors’
Statutory Duties

To access these (and our other informs)
go to www.chiene.co.uk > library >
inform, then select the category and
topic you want to read.
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