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Originally pension schemes were established by employers to provide income for 
employees in retirement. The pension was considered to be a payment for long 
service and would replace the income that the en~ployee had received whilst 
working. In addition, it was recognised that, if an employee died either in service 
or during retirement, there was still a need for income. In years past, an employee 
often had to surrender some of his pension to provide for his spouse after death. 
More recently, most schemes now provide spouses' pensions automatically without 
requiring surrender. 

Existing pension arrangements may not meet the changing financial requirements 
of the 1990s. For example, if both partners are working is it necessary for the 
employer to provide a spouse's pension? If the member dies, is it desirable that the 
spouse may receive two incomes - one as an employee and another from her 
deceased partner's pension scheme? This type of arrangement may mean that a 
pension is being paid to someone who does not need it. If it is argued that such an 
arrangement is desirable, is it possible to defend pension arrangements where only 
a spouse's pension is paid and not a dependant's pension? There is also a lack of 
symmetry in current arrangements between the scheme member and the spouse. 
For example, on the death of the member, the pension paid to the surviving spouse 
usually drops to one half of its former amount. On the other hand, if the spouse 
pre-deceases the member, the pension continues at the original rate. 

In the light of changing social customs it is worthwhile considering if current 
benefit design is structured in the most appropriate way. For example: 

If pension benefits are regarded as deferred pay, is it reasonable to 
provide additional benefits for a married employee compared with a 
single employee? 

Should pensions be paid to adult dependants even if the couple are not 
married? 

Should separate pensions be provided for the member and the spouse? 



Deferred Pay 

Until recently, pensions have not usually been thought of as pay. Indeed, pensions 
were exempt for much legislation concerning pay and conditions, fbr example, sex 
discrimination legislation. This approach is increasingly being questioned. It may 
be argued that the EC Barber Judgment effectively implies that pensions are 
deferred pay. In recent years, several Court judgments have substantiated the view 
that pension is deferred pay. Some of the questions raised by the Pension Law 
Review Committee (established in the U K  in the aftermath of the Maxwell scandal) 
relate to the contractual nature of pensions. The accounting approach required by 
SSAP 24, whereby the cost of pensions accruing in a year should be accounted for 
in that year, reinforces the view that pension benefits are a part of the normal 
employnient cost. 

If a pension is deferred pay, is it equitable to provide benefits for a married man 
which may be worth some 20-30% more than tbr a single employee? The employee 
is carrying out a certain task for which he is paid. The value added by the 
employee is independent of his domestic arrangements and therefore so should be 
his pay. Any adjustments to the net income of the employee which may be required 
for social reasons should be made by the Government through the Department of 
Social Security or Inland Revenue. 

Following this line of argument, employees who are receiving the same pay should 
be provided with the same pension benefits, irrespective of marital status. It is 
accepted that longevity differs from person to person with the result that the value 
of the benefits being provided will differ. It is, however, an entirely different 
concept to provide a spouse's benefit in respect of a married employee. A single 
employee could argue with some justification that the employer has a policy of 
marital discrimination. Employers may provide some other benefits at different 
levels fbr single and married employees, eg medical insurance. However, it is 
unlikely that any other benefit as valuable as a pension o r  basic pay itself would be 
at dif'l'erent levels according to marital status. 

In a money purchase scheme, the employer makes a specific contribution which, in 
most cases, is independent of the marital status of the  employee. On retirement the 
employee determines the amount of pension that he wishes for himself and the 
balance of the fund can be used to provide the pension fbr his dependent. The 
marital status of the employee is of no significance and the contingent pension is 
paid so long as that person is financially dependent upon the employee. Subject to 
Inland Revenue limits there is complete flexibility regarding the proportion of 
pension set aside for the employee and rhe dependent. 

In most final salary schemes, a contingent spouse's benefit is provided at no extra 
cost to the married eniployee (in the past, many schemes only provided widow's 



pension by means of allocation). There is no reason in principle why at  retirement 
the accrued member's pension cannot be converted by the employee to a reduced 
pension for himself and a contingent pension for his partner - this might be called 
"dependent's allocation". In the case of death in service, the dependent would be 
entitled to a pension equal to the value of the member's accrued pension. If death 
occurs shortly after the employee joins the scheme, such a benefit is not as 
beneficial as a final salary type benefit where the dependent's benefit may be based 
upon accrued service plus all future service up to normal retirement date. To 
overcome this particular problem, additional life cover can be provided on a 
reducing scale. 

This type of arrangement would meet two potential objections to the typical current 
system. First, that of discrimination in favour of those who are married over those 
who are single and have no dependents and secondly, that of discrimination in 
favour of those who are married over those who are single but are co-habiting. It 
would also provide flexibility for couples where both partners have pensions and 
prefer a greater immediate income in place of a survivor's pension. There is clearly 
the danger of underprovision for spouses. Moreover, if such an arrangement were 
to be introduced at no cost, it would have to be at the expense of reduced benefits 
for married employees. Instead of a pension fraction of 1/60ths, the basic fraction 
might be 1/53rd but a married man providing contingent pension for his wife at 
50% of his own pension would see his pension fraction fall to 1164th. 

The following example illustrates where such tlexibility may be welcome but also it 
highlights the potential dangers. A man has a choice between a single life pension 
of f8,OOO per annum and a pension off6,OOO per annum with a widow's pension of 
f3,300 per annum. His wife has a choice between a single life pension of f3,000 
per annum and a pension of fZ,5OO per annum with a widower's pension o f f  1,250 
per annum. If both choose the single life pension and the husband dies first, the 
wife's gross pension income amounts to 27% of the previous joint income. It would 
therefore be unwise for the man to opt for a single life pension. However, the 
option of the wife electing a single life pension may be attractive with her husband 
taking a joint life pension. In this scenario, if she dies befbre her husband, his gross 
pension income is still aln~ost 70% of the previous joint income (rather than 85% if a 
widower's pension was taken). 

Adult Dependent's Pension 

A number of pension schemes give thc trustees discretion to pay a dependent's 
pension in certain circumstances, but few pay such a pension as a right. If the 
trustees are given this discretion, they may be faced with a difficult decision as to 
whether a relationship was sutliciently permanent to warrant the payment of such a 
pension. 



One way of overcoming this problem has been already outlined; making members 
allocate dependent's pensions even if married, rather than providing spouse's 
pensions as a right. The opposite approach would be to provide a dependent's 
pension in all circumstances where there is a survivor who would satis9 the 
definition of dependent as laid down by the authorities (in the UK this is the 
Pension Schemes Office of the Inland Revenue). To assist the trustees, it would be 
possible to request members to nominate dependents, but reserving the right to 
overrule any nomination if they thought circumstances justified doing so (as they 
currently have the right to d o  for lump sum benefits). 

The introduction of adult dependent's pension would increase costs for pension 
schemes compared with the costs if spouses' pensions only are provided. The  level 
of cost depends upon how tightly the definition of adult dependent is drawn. If 
such pensions are paid only to the surviving partner of a co-habiting couple, it may 
be argued that it does not represent an increase in costs over the current level, 
rather that the decrease in costs that would arise because of falling marriage rates, 
would not now occur. If adult dependents' pensions are paid in all cases, an 
additional cost will arise. This cost may be estimated by considering a scheme 
where all members are married; this indicates an additional cost compared with 
current levels of some 0.4% of pensionable payroll. 

Separate Members and Dependent's Pensions 

An alternative scenario is for the employer to provide a pension for the employee 
and a similar pension for the partner. For example, instead of a pension of 1160th 
of final salary for the member and a spouse's pension of 11120th~ the benefits could 
be rearranged to provide, a t  no additional cost, two throughout life pensions each 
of 11110th. There is a suggestion from the European Commission that countries 
should be moving towards individual benefits and away from derived benefits (such 
as spouses' pensions), although this mainly applies to State schemes. 

This is an opposite approach from the concept of setting aside the same resources 
for a single enlployee as a married one. A single employee would receive only half 
the pension of a married or  co-habiting employee. Given that a married couple 
may have a pension from both parties from employment, the total income of a 
single employee after retirement may be very much less than half of his married 
colleagues, although the diff'erence in expenditure would probably be much less 
than this. For this reason, we doubt that this option will be generally acceptable. 

An alternative interpretation of this concept is that each employee should be 
credited with a certain pension (say 1160th of final salary for each year of 
pensionable service) but if he is married one half of this should be allocated to his 
wife. Our  view is that if this is restricted to legal wives, it would provide no 
advantage to the increasing number of couples who co-habit without being married. 



It could, however, be extended to other dependents, as a means of giving them 
some security (if the member so elects) at little or no cost to the scheme. 

The Way Forward 

As previously mentioned, pensions were originally provided for the employee; 
however, employers have generally extended the provision to include contingent 
benefits for widows and widowers. These extensidns have added significantly to the 
cost of pension schemes. The cost of paying pensions to adult dependents for all 
members would be relatively modest, probably less than 0.5% of pensionable 
payroll. The chief practical problem is that the trustees would have to decide in 
many cases whether or not a pension should be paid. 

With the growing pressure fix pensions to be treated as deferred pay, we believe a 
more promising approach would be the "dependent's allocation" one suggested as 
the first of three options. From an en~ployer's point of view, costs may be easier to 
control since the proportion of members who are married will no longer be a factor. 
The principal advantage of this option, however, is that the member can decide for 
himself on the optimum allocation of pension between himself and his partner. 
There is more flexibility and it automatically provides for unmarried couples. 
Clearly, there are practical difficulties, not least the classic one of selection against 
the scheme. We are also aware that it would be reversing some general 
developments over the last few decades. However, we do believe that it is an option 
that merits serious consideration. 


