LGPS Future Options:

Issues for Cabinet decision

19 September 2006

Suggested response by the Cabinet Member for Finance and the Cabinet Member for Change Management

From the 'Financial Perspectives' section of the supplementary report:

1. Which option do members support? 

We recommend Option A - an updated current scheme on grounds of cost to the Council Tax payer.

2. What is an appropriate employee contribution rate? 

We recommend a rate of 7% to get closer to a 60/40 share between employer and employee. This would leave the employer rate at 12.6%

From the 'HR perspectives' section of the supplementary report:

3. Should the final salary scheme be retained? 

It is for Central Government to determine and until they do we accept the need to retain a final salary scheme – for now – in order to retain consistency in approach across the public sector which would be in our best interest for recruiting and retaining staff.

4. Should employee contribution rates be tiered? 

There is some justification for having tiered contribution rates so long as this does not give rise to wage claims from certain sections of staff.  The scheme needs to be kept transparent and simple to administer but the consultation document has not investigated the effects of the tiered contribution rate as previously requested.

5. Should there be a two-tier ill health retirement pension arrangement?  

There seems little benefit in this change.  It would not appear to be beneficial in the light of OCC's current arrangements.

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

This proposal is supported.

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

We support this proposal  This would bring us into line with the current teachers’ pension provision and there would be no additional cost to the fund.  This is because the pension would be actuarially reduced.

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

We would support the removal of this consent in the interests of operational efficiency.

9. Remove the requirement for employees to take a reduction in hours or grade in order to take flexible retirement.  A new form of words is proposed to replace paragraph 14 to correct a drafting glitch:

"The facility, introduced from 1 April 2006, to allow an employee to take flexible retirement and to stay in employment on reduced grade or hours was welcomed.  However, no benefits can be identified from the further extension of flexibility now proposed."

We recommend we retain this requirement as we can see no benefits which can be identified.

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

We support - will have little impact on OCC.

Additional issues from the main report:

11. What should an affordable employer contribution rate be for future costs? (paragraph 29).  

As already stated we would support an employee contribution of 7% which would give an employer rate of 12.6%.

12. Future cost-sharing (paragraph 38)

The suggestion is to complete a review of the demographic assumptions at every second or third triennial revaluation post-2007.  Major changes in assumptions since the previous revaluation would be reflected in an adjustment to the employee contribution rate or to the scheme benefit package, to maintain the ratio of employer to employee contributions. At present the funding 'risk' falls entirely on the employer.

We can support the need for a review of demographic assumptions so that the equity of sharing between employer and employee can be adjusted to reflect changes in demographic assumptions.

13. Reviewing the take-up of additional commutation (paragraph 40). 

The GAD projected savings from the enhanced commutation arrangements assume that 50% of retiring members will elect for the maximum 25% commutation on a 12:1 basis (£12 lump sum for each £1 of annual pension foregone).  These savings will be a major funding element for ongoing pension arrangements but, as the Pension Fund Committee pointed out in their comments on an earlier consultation, there is no sound evidence for this assumed level of savings.  Whilst DCLG are merely inviting comments on this issue, members may wish to propose that a review mechanism is a key element of any new scheme.

We are not convinced that 50% of retiring members will elect for the maximum 25% commutation on the 12:1 basis.  Therefore, it is probable that the savings envisaged will not be realised and we would propose a review of this key element of the scheme. 

14. Scope of employers' discretions (paragraph 48).

The suggestion that there should be scope for employers to provide additional pension benefits over and above the national benefit package is not supported.  There is no justification for increasing pension benefits above the national benefit package. With a final salary scheme already in place any additional benefits would be difficult to justify to the general public.
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