AGENDA ITEM 
9
	Essex Pension Fund Board
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	Date: 30 September 2009
	


REVIEW OF ABATEMENT POLICY
Report by the Pensions Services Manager
Enquiries to Jody Evans on 01245 431700
1.
Purpose of the Report
1.1 To report back to the Board on the outcome of the consultation with scheme employers concerning the proposal to cease abatement of pensions on re-employment.
1.2 To ask the Board to decide the future policy on the abatement of pensions on re-employment. The following will also need to be decided :-

•  The effective date of the new policy.


•  Whether pensions currently being abated should be re-instated and, if 

   so, the effective date?
2.
Recommendations
2.1 It is recommended that the Board decides to cease the abatement of pensions on re-employment with effect from 1 October 2009 including any currently unidentified cases.
2.2 It is recommended that the Board decides to re-instate any pensions currently being abated because of re-employment, again with effect from 1 October 2009.
3.
Background
3.1
A report was presented to the Board at its June meeting concerning a review the Fund’s policy on the abatement of pensions in payment for re-employed pensioners.
3.2
The Fund’s records show that there are currently 41 pensions being abated and the average amount of abatement is just under £3700, although it should be noted that there may further abatement cases which have not yet been identified. 

3.3
At the June meeting of the Board members expressed the view that abatement was no longer appropriate having considered the implications for the Fund if it were to be discontinued. They noted that the financial effect was likely to lessen as more employees opted for flexible retirement (which does not involve abatement).  
3.3
The Board authorised the Pensions Services Manager to consult with scheme employers and report the outcome to a future meeting of the Board.
4. 
Consultation with Scheme Employers
4.1
The Pensions Services Manager wrote to all scheme employers in July outlining the proposal to cease abatement, making it clear that discontinuation was the Board’s preferred option and asking for their feedback. A copy of the letter can be found at Appendix 1.
4.2
Responses have been received from 61 scheme employers.

4.3
95% of the scheme employers who responded were in complete agreement with the proposal. 
4.4
The 3 employers not agreeing entirely with the proposal made the following comments :-

• 1 agreed with the proposal subject to there being no additional cost to       

   employers.

• 1 said they thought that abatement should still apply if the re-employment   

   was with the same employer.
• 1 said that they thought abatement should still apply where somebody 

   retired on redundancy grounds.
5.
Future Abatement Policy

5.1
The Board needs to decide the Fund’s new abatement policy having expressed at the June meeting its preference for abatement be discontinued.

5.2
The feedback from scheme employers has shown almost unanimous support for the Board’s preference of discontinuing abatement.
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5.3
The Board also needs to decide when the future policy will come into effect. In terms of administration issues, there are advantages and disadvantages to whatever date is chosen and, as there is no particular advantage to delaying implementation, it would be sensible and practical to make the new policy effective from 1 October 2009.
5.4
There will, in all likelihood, be some cases which come to light in the future where abatement would have applied (prior to the new policy) had the Fund been made aware of the re-employment and the Board needs to decide how such cases should be treated. Such cases will involve the need to attempt to recover overpayments and we could be faced with trying to recover these overpayments when the person has ceased the re-employment and is, therefore, least able to afford to repay the amount owing. A pragmatic approach would, therefore, be to not require the investigation of such cases. This would also give complete clarity to the removal of abatement and the administrative burden which goes with it.
6.
Re-instatement of pensions currently being abated
6.1
There are pensions which are currently being abated, either in part or in full, and the Board needs to decide, firstly, whether they should be re-instated and, if so, from what date. 
6.2
It would be equitable to re-instate currently abated pensions so that those 

members are not placed in a worse position than a pensioner member who enters a re-employment after the new policy comes into effect. Although it may take a while to identify all pensions currently being abated, it would be equitable to re-instate the pensions currently being abated with effect from the date the new policy comes into effect.
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APPENDIX 1

Essex County Council

Essex Shared Services
PO Box 11

County Hall

Chelmsford

Essex CM1 1LX

	To the HR Manager of all Employers
	Our Ref: pen/el/drt

	participating in the Essex Pension Fund
	

	
	Date:   July 2009

	
	

	
	

	
	

	
	


Dear Colleague

Local Government Pension Scheme

Review of Abatement Policy 

I am writing to seek your views on a change to the abatement policy for re-employed pensioners. You should note that the fund’s abatement policy is ultimately the decision of the administering authority, however the views of scheme employers will be considered.
You should also note that any amendment to the policy will only apply to pensions payable under the Local Government Pension Scheme Regulations. Any annual compensation paid as “Added Years” which has been awarded under the Local Government (Compensation for Early Retirement) Regulations will continue to be abated/adjusted in accordance with the statutory provisions contained within those regulations.  

Background

The pension scheme regulations require each administering authority to have a policy on the abatement of pensions 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. The regulations also require that the policy is kept under review and that the administering authority consult with other employers in the fund before formulating a policy. 

Before 1 April 1998 the abatement rules were contained within the 1995  pension scheme regulations and were, therefore, not discretionary. However, from 1 April 1998, under regulation 109 of the Local Government Pension Scheme Regulations 1997, funds were allowed to formulate their own policy and this discretion has been replicated in the 2008 regulations which apply from 1 April 2008.  

/……

Telephone: 01245 431912
Fax: 01245 493439
Internet: www.essex.gov.uk
Email: pensionenquiries@essex.gov.uk
In formulating a policy the regulations state that regard should be taken of the following:

- the level of potential financial gain at which they wish abatement to apply

- the administrative costs which are likely to be incurred as a result of abatement in 

  different circumstances in which it may occur, and

- the extent to which a policy not to apply abatement could lead to a serious loss of 

  confidence in the public service

Current Policy

The Fund’s current policy 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 alone are equal to or greater than the previous earnings the pension is extinguished completely for the period of re-employment. The member’s pension is re-instated in full once the re-employment has ceased.

Points to consider

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. 

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.

The introduction of flexible retirement has complicated the position as in these cases abatement does not apply. This new form of retirement allows a member (subject to employer consent) to receive their pension benefits and continue working either reduced hours or at a reduced grade and no abatement is required regardless of the level of income in the ongoing employment and any subsequent employment with the same employer.  Consequently, this 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.

/……

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).

Abatement may be seen by some employers as preventing them from recruiting experienced staff who would otherwise be willing to undertake further local government employment were it not for abatement of their pension. 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.

A number of Local Authority funds have already taken the decision to cease abatement of pensions entirely including Kent, Berkshire, Cheshire, West Midlands, Greater Manchester, Merseyside and South Yorkshire.

Proposal

In view of the issues outlined above, in particular the unfair treatment of flexible retirees when compared to other retirees, it is proposed to recommend to the Essex Pension Fund Board that the pensions of re-employed pensioners are no longer subject to abatement. 

Please can you feedback your views by completing and returning the enclosed form to me by 31 August 2009 at the latest. It is anticipated that the pension fund board will decide the fund’s future abatement policy at its next meeting which is scheduled to take place in September and I will, of course, inform you of their decision.

Yours  FORMDROPDOWN 

Jody Evans

Jody Evans

Pensions Services Manager
Local Government Pension Scheme (LGPS)

ESSEX PENSION FUND

Review of Abatement Policy

Employer Feedback Form

Please feedback your views by ticking the appropriate box :-
We agree with the proposal that NO Abatement should apply in any circumstances 

Other (please state)

__________________________________________________________


  __________________________________________________________


  __________________________________________________________


  __________________________________________________________

	Name of Employer
	

	Signed
	

	Name
	

	Position in Organisation
	

	Date
	


Please complete and return this form (no later than 31 August 2009) to:

Pensions Services

P O Box 11

County Hall

Chelmsford

CM1 1LX

Or scan & e-mail to: david.tucker@essex.gov.uk
