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UITF Information Sheet 90, draft abstract on ‘Accounting implications of the replacement of the Retail Prices Index with the Consumer Prices Index for Retirement Benefits’

The National Audit Office is pleased to comment on the above draft abstract. The National Audit Office is responsible for the audit of all central government departments and associated agencies and arms length bodies.  These include a number of occupational pension schemes, and unfunded pensions schemes within central government.
In drafting this response, we would highlight to dual role of government in the replacement of the Retail Price Index with the Consumer Prices Index for retirement benefits.  In addition to the general role of government, they also act as the de-facto trustee for the a number of government pension schemes.  Our response is framed to address both these circumstance.

We agree with the logic of the discussion set out in the draft abstract and supporting appendix, however we do not believe that paragraph A10 is consistent with the remainder of the abstract in that it introduces a test that, for a contractive obligation to exist a change would require the assent of the trustees or the members.  Whilst this may be the case for many pension schemes, we see that the government has, through legislation, the ability to make changes to benefits without the assent of members or trustees. This is particularly the case for central government schemes. This does not necessarily negate the existence of a constructive obligation, nor confirm that a change in the applied inflation rate is not a change to benefits. 

In addition, in the case of schemes where the Government is the de-facto trustee the government can impose a change by virtue of either existing legislation or the power to pass new legislation.  Borrowing IAS 19 terminology, we note that this standard refers to amendments to the terms of a plan. A government may have the power to change the conditions of a public service pension scheme, but that power does not imply that those conditions were not a term of the plan in the first place. The government may have amended this term by way of its budget announcement, reducing the scheme benefits.  This does not appear to us to be analogous to a change in assumptions as it relates to a positive decision by the government rather than from natural changes arising from indirect external influences (e.g. changes in the inflation rate itself, or mortality changes).
As a result it is our view that the text within para A10 is not helpful as it introduces a ‘test’ for a constructive obligation which we believe does not apply to the circumstances of many pension schemes.  We believe that the final sentence of para A10 should be deleted.

I hope these observations are useful to you.

Yours sincerely

ANDREW BAIGENT

Director General Financial Audit
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