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REVIEW OF ABATEMENT POLICY
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Enquiries to Jody Evans on 01245 431700
1.
Purpose of the Report
1.1 To initiate a review of Essex Pension Fund (the Fund) current policy on the abatement of pensions in payment for re-employed pensioners.
2.
Recommendation
2.1
It is recommended that the Pension Manager be authorised to consult with Scheme employers on the Fund’s current policy on abatement of pensions in payment for re-employed pensioners and the options for change. 
3.
Background
3.1
The pension scheme regulations require each pension fund to have a policy on the abatement (temporary reduction) of pensions in payment in cases where the member enters a further period of employment with a scheme employer and is eligible for membership of the Local Government Pension Scheme again.
3.2
Before 1 April 1998 the abatement rules were contained within the 1995  pension scheme regulations and were, therefore, not discretionary.

3.3
From 1 April 1998, under regulation 109 of the Local Government Pension Scheme Regulations 1997, funds were allowed to formulate their own policy.
3.4    The requirement for funds to formulate, and keep under review, a policy on abatement has been replicated in the 2008 regulations which apply from 1 April 2008.  

4.
Current Policy

The Fund’s current policy (which it adopted in June 1998 and reviewed without making any amendments in 2007) requires abatement of a local government pension in cases where a member re-enters local government employment and is eligible for membership of the Local Government Pension Scheme, except where the re-employment is on a casual basis. The policy restricts the combined level of income from the new employment and pension to that earned in the member’s previous employment (increased by RPI to take account of any time difference). In cases where the combined income is greater than the previous earnings, the pension in payment is reduced on a £1 for £1 basis. In cases where the new earnings are equal or greater than the previous earnings the pension is extinguished completely for the period of re-employment. The member’s pension is re-instated once the re-employment has ceased.
5         Flexible Retirement


The issue was complicated on 6 April 2006 by the introduction of flexible retirement. This new form of retirement permits a member to receive their pension benefits and continue working either reduced hours or at a reduced grade. In these circumstances the regulations state that no abatement is required regardless of the level of income in the ongoing employment and any subsequent employment with the same employer. 
6.
Points for Consideration
6.1
In formulating a policy the regulations state that regard should be taken of the 


following:
(a) the level of potential financial gain at which they wish abatement to apply

(b) the administrative costs which are likely to be incurred as a result of abatement in different circumstances in which it may occur, and

(c) the extent to which a policy not to apply abatement could lead to a serious loss of confidence in the public service
6.2
Historically, the identification of re-employment cases has relied largely upon the retired member notifying the Fund that they have taken up further local government employment. This is something that they are required to do by the regulations. However there are likely to have been many cases in the past where pensions should have been abated but have not been, simply because the Fund was not made aware of the re-employment. It could, therefore, be said that the application of abatement has been somewhat arbitrary in the past. 

6.3
The introduction of the National Fraud Initiative in recent years has meant that it has become more difficult for some people to avoid abatement but this has also thrown up a problem of its own - there have been a number of cases where the Fund has only become aware of re-employments several years after the event and this has resulted in the fund having to try to recover substantial overpayments, sometimes at the point when the person has ceased the re-employment and is, therefore, least able to afford to repay the amount owing.
6.4
The introduction of flexible retirement in April 2006 has caused inequalities in the treatment of those who have taken flexible retirement compared to the treatment of other retirees. Since the introduction of flexible retirement there has been a marked drop in the number of members retiring and then becoming re-employed. There have, so far, been 95 flexible retirements from the fund since it was introduced.
6.5
Other ways in which abatement can be avoided by the member include working on a consultancy basis/fee basis as a sub-contractor (therefore not actually in local government employment) and commencing the new employment just before retiring from their main job (the new job is then not classed as a re-employment).

6.6
Abatement is seen by some employers as preventing them from recruiting experienced staff who would otherwise be willing to undertake further local government employment. 

6.7
There is a clear disadvantage to the local government employer in the fact that those same staff would be able to take paid employment, without any abatement to their pension, if they chose to work for the private sector, the third sector or for a different public sector body.
6.8
A number of Local Authority funds have already taken the decision to cease abatement of pensions entirely.  These include Kent, Berkshire, Cheshire, West Midlands, Greater Manchester, Merseyside and South Yorkshire.

7.
Options
Some possible alternative options to the existing policy have been identified. They are as follows:

Option 1

No abatement to take place in any circumstances

- in which case should pensions currently being abated be re-instated?

Option 2

Abatement to only apply in cases where the pension benefits were paid on ill-health, redundancy, efficiency grounds.
8.
Financial Implications

The Fund’s records show that there are currently 41 pensions being abated and the average amount of abatement is just under £3700. It should be noted that there may be further abatement cases which have not yet been identified as such cases have only started to be recorded within the last few years.
9. Next Steps

It is proposed that scheme employers should be consulted on the appropriateness of the Fund’s current policy on abatement, given the introduction of flexible retirement and the above points, and that they should be asked to comment on the possible alternative options outlined above. The results of that consultation exercise would then be brought back to a future meeting of the Board for its consideration.
