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Introduction

1. The report on the New Look 2008 LGPS on the main agenda referred to the work being undertaken to produce a financial perspective tailored to the Oxfordshire Pension Fund.  This supplementary paper accordingly provides members with that information and also incorporates additional commentary on the HR implications of the consultation proposals.

Financial Perspectives

2. The Oxfordshire Pension Fund actuaries, Hewitt Bacon & Woodrow, have now completed their analysis of the options included in the DCLG consultation paper and applied them to the specific circumstances of the Oxfordshire Pension Fund.  The results of that analysis are set out below:

Option
Existing

Staff

%
New

Staff

%

A: an updated current scheme (1/80th accrual rate, 3/80th automatic lump sum)
19.6
18.7

B: a new final salary scheme with an improved accrual rate (1/60th accrual rate, no automatic lump sum)
21.3
20.4

C1: a new career average scheme (1.85% accrual rate {=1/54th} and RPI revaluation)
20.7
19.8

C2: a new career average scheme (1.65% accrual rate {= 1/60th} and RPI + 1.5% revaluation)
21.6
20.7

D: a new hybrid arrangement
21.5
20.6

3. These figures differ from the GAD exemplifications and reflect :

(i) discount factors (based upon future investment returns) which are judged to be more realistic than those adopted by GAD;

(ii) the specific demographics of the Oxfordshire Pension fund – mortality, age profile, sex and pay levels;

(iii) the lower benefits accruing from the proposed two-tier ill-health policy.

What Does this Mean for Oxfordshire County Council?

4. The actuarial analysis shown above is for the Oxfordshire Pension Fund, since producing exemplifications for individual employers within each pension fund was not deemed to be realistic (this is the approach which has been adopted nationally).  The actuaries have confirmed, nevertheless, that the perspective should be accurate for Oxfordshire County Council.

5. The table above shows the cost of each option for existing staff and new staff (new staff being those who join the scheme from 1 April 2008) and, as noted in the main report, the employers contribution rate will move over time from the rate for existing staff to the rate for new staff, given future member retirements.  In terms of assessing the impact on the Council, it would be prudent to use the ‘existing staff’ contribution rate to determine the financial implication of each option and that is shown in the table below.



Impact on current Oxfordshire budget
Potential Oxfordshire budget position

(a)
(b)
(c)
(d)
(e)
(f)
(g)
(h)

Option
Total estimated cost

%
Current employee rate

(Note 1)

%
Implied employer rate

(b) – (c)

%
Impact for OCC

(Note 2)

£’000
Proposed employee rate

(Note 3)

%
Resulting employer rate

(b) – (f)

%
Impact for OCC

(Note 4)

£’000

A 
19.6
5.9
13.7
(560)
7.0
12.6
(2,100)

B 
21.3
5.9
15.4
1,820
7.0
14.3
280

C1
20.7
5.9
14.8
980
7.0
13.7
(560)

C2
21.6
5.9
15.7
2,240
7.0
14.6
700

D
21.5
7.0
14.5
560
7.0
14.5
560

Note:

1. Whilst the majority of pension fund members pay contributions of 6% of salary, a small number pay 5% under previous arrangements.  Overall the rate is equivalent to 5.9% as shown in column (c) above.  Under option D however, members can elect to pay 3% additional contributions to access a final salary related pension and the actuaries have projected a level of member take up which produces an overall 7% contribution rate.

2. Column (e) sets out the financial impact of each of the options for the Council, in terms of the additional budgetary provision that would be required from 2008/09 onwards – figures in brackets denote a saving.

3. In previous consultation exercises, the Council and the Pension Fund Committee have supported the proposal that the employee / employer share of the cost of pension provision should be rebalanced – and an employee contribution rate of 7% has been deemed to be appropriate.  This is accordingly incorporated in the table above in the expectation that this will be a major element in the Council’s response to the consultation.

4. Column (h) sets out the resulting financial impact of each of the options for the Council, in terms of the additional budgetary provision that would be required from 2008/09 onwards – figures in brackets denoting a saving.

HR Perspectives

6. There are a number of HR issues raised by the consultation on which members’ views are requested:

Should the Final Salary Scheme be Retained?

7. An affordable final salary scheme would be beneficial in respect of recruiting and retaining good quality staff in an area with low unemployment and where there are many competing employment opportunities available to staff. The Council believes that greater publicity should be given in recruitment information to the significant benefit this represents to employees. However, the costs of adhering to the final salary scheme both to the authority and the Council Tax payer are a cause for concern and should be carefully controlled.

Should Employee Contribution Rates be Tiered?

8. The Council supports an increase in the employees’ contribution according to earnings so that higher paid staff pay more than lower paid. However, the Council believes that this be kept as transparent and simple to administer as possible.

Should there be a two-tier ill-health retirement pension arrangement to allow those who cannot work at all to receive better benefits than those who are only incapable of doing the job they are in but could work in another job?

9. Clearly it is important that retirement on ill health grounds is carefully controlled and we have found this possible in Oxfordshire under the current regulations. Where an employee can be redeployed this is put in place where possible and some temporary pay protection is put in place. However, currently it is not infrequently the case that we find an employee who, although his/her state of health renders him/her inefficient or subject to frequent absences, he/she does not qualify for an early payment of pension under the current strict ill health definitions and redeployment would not help. It is then problematical for both the employee and employer to deal with this continuing issue. While the introduction of a two-tier system might be thought to assist in these cases, in fact the difficulty is often the need for the condition to be ‘permanent’ as defined in the Regulations, rather than whether the employee could be redeployed. If the ‘permanent’ requirement remains for those in both categories of a two-tier retirement it is, therefore, not likely to be very helpful in resolving this issue.

10. A number of possible further improvements to the flexible and early retirement features of the LGPS are offered for consultation.  In each case either a response is proposed for agreement - or pros and cons are highlighted to inform a decision by Cabinet.

Allow scheme members to make extra contribution to offset any reduction in their pension in the case that they wish to retire early.

11. Oxfordshire supports this proposal as it would encourage employees to contribute to the Scheme and to improve their pension status and is seen as a positive move to increase membership of the scheme and reduce hardship upon retirement.

Extend flexible retirement from age 60 to the scheme’s minimum retirement age (currently 50 but rising to 55 by 2010).

12. Pro:

· This would bring the LGPS more into line with the current Teachers’ pension Scheme provisions and is seen as equitable for that reason and would facilitate consistent retirement policies.

· This facility would be a mutually beneficial way, at no additional cost to the fund, to end employment for those who, perhaps after many years of valuable service or for reasons of caring responsibilities, become less able to keep up with the changing demands made upon them. 

Con:

· Valuable staff may opt to retire who will be difficult to replace.

Remove the requirement for employees to obtain employer consent for flexible retirement.

13.
Pro:

· It could be argued that the retention of the employer consent requirement would allow employers to control who can take advantage of this by refusing permission to those employees the employer would seek to retain (e.g. in areas where there are skills shortages or capacity issues).

Con:

· In reality this would be a negative way to manage the Council’s requirements. In effect an employee who wishes to go would be forced to stay - until their employment becomes undesirable and the Council agrees for them to go.

· Employer consent is retained in the legislation regarding employment beyond age 65 and to retain this for actuarially reduced pensions would be in line with this.

Remove the requirement for employees to take a reduction in hours or grade in order to take flexible retirement;

14.
The facility to allow an employee to take flexible retirement and to stay in employment on reduced grade or hours is very welcome. The pro and con arguments in 2 c) above apply, however, if this no longer requires employer consent. 

Benefits accrued after age 65 also to be increased by cost-neutral uplift factors when a member elects to take them after age 65.

15.
The Council’s retirement age will continue to be 65 years and extensions to this will normally be only in extraordinary cases based on the needs of the Council. This move would encourage and facilitate those over 65 in continuing to work but will not, therefore, impact significantly on our workforce.
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