NORTHUMBRIA POLICE AUTHORITY – 25 FEBRUARY 2004 

GOVERNMENT PROPOSALS FOR A NEW POLICE PENSION SCHEME FOR FUTURE ENTRANTS - CONSULTATION PAPER

REPORT OF THE TREASURER

1. PURPOSE OF REPORT

1.1
To inform members of the potential implications for the Authority of the Home Office’s proposals for a new police pension scheme for future entrants to the police service. It does not attempt to comment on the impact of the proposals on individual police officers, but concentrates on the financial impact on the Authority.

2 BACKGROUND

2.1 The Police Reform White Paper of December 2001 and the National Policing Plan of November 2002 confirmed the Government’s commitment to considering options for modernising police pensions to make them more flexible and affordable for future entrants.

2.2 The proposals for a new scheme form part of a wider programme of reform of public service pension schemes to implement government policy to raise pension ages in view of increasing longevity.

2.3 The main points of the proposals are a new final salary pension scheme for new entrants, and a revision of the financing of the current scheme. The aim is to introduce a new police pension scheme for new entrants to the service by April 2006, and for the new finance system to be in place around the same time as the new scheme.

2.5
The consultation period ends on 11 March 2004.

3 COSTS OF THE PROPOSED SCHEME

3.1 In order to compare the costs of different pension schemes, the consultation document uses the concept of the “new entrant contribution rate”. This is defined as the percentage of pensionable pay which, if paid throughout the career of the average new entrant, would cover the cost of his or her benefits (if actuarial assumptions were borne out).

3.2 The Government Actuary’s Department (GAD) estimates that the costs of the benefits accruing under the current system represent 36% of pay on the basis of the above. 

3.3 The proposed scheme would have new length of service for maximum pension of 35 years, a minimum pension age of 55, and a deferred pension age of 65. The estimated cost of the new scheme is 28% - 29% of pay, where the employee would contribute 9% - 9.5% (as opposed to 11% currently), and the employer would contribute 18.5% to 19.5%. The new scheme would be approximately a fifth less expensive than the current scheme, and would result in an estimated saving of 7% of payroll in the long term.

4 PROPOSALS FOR REVIEW OF PENSIONS FINANCING

4.1 The costs of police service pensions are currently met on a pay-as-you-go basis by police authorities. Expenditure on pensions benefits of retired officers comes from the revenue budget and contributions from serving officers is shown as income. The difference between these two amounts equals net pensions expenditure.

4.2 The costs of the current scheme have continued to rise in recent years because the current scheme is not yet mature - i.e. new pensions awards exceed pensions which cease to be paid.

4.3 Under the proposals for the new pension scheme, it is projected that net pensions costs would increase in the short-term on the basis that new entrants would be paying a lower contribution under the new pension scheme. Over the long term, a greater proportion of benefits being paid will relate to the new, less expensive scheme and net expenditure is projected to fall. GAD estimates that the maximum extra net expenditure on pensions would equate to £40m per year nationally, but by 2043, the total bill would be £220m lower  (at today’s prices).

4.4 A crucial part of the consultation document is the proposal for the financing of police pensions. The preferred option is for police authorities to continue to administer and pay police pensions, but from a separate local pensions account.

4.5 It is proposed that the account would be funded by the officers’ employee contributions plus a new employers’ contribution, which would be topped up as necessary by central government to meet the costs of non-discretionary pension payments. The principal benefits for police authorities would be a removal of uncertainty over pension costs, since authorities would be budgeting to pay for a defined employers contribution rate, rather than attempting to predict the number of retirements in any year.

4.6 In order to fund the Central Government “top-up”, it is proposed that much of present pensions’ funding would be removed from the grant formula, leaving in the formula only funding to support the cost the employers’ contribution under the new scheme.

5 POTENTIAL IMPACT UPON NORTHUMBRIA POLICE AUTHORITY

5.1 Under the proposals contained in the consultation document, the Authority would no longer need to budget for the ongoing costs of paying pensions benefits to retired officers. Instead, it would budget for the employers’ contribution paid to the new local pension account.

5.2 The authority would no longer receive employees’ pensions contributions as income to the revenue account. These contributions would also be paid into the new local pensions account.

5.3 The funding formula which determines the grant which the authority receives would be revised to support only the employers’ contribution to the new scheme.

5.4 Whilst the long term impact of the new scheme should benefit the authority in terms of a less expensive pension scheme and a greater degree of certainty in budget-setting, the short-term impact of the proposals are more difficult to estimate until further details surrounding the revision of the funding formula and projections of number of entrants to the new pension scheme are available. Discussions with the Home Office suggest that thinking about the implementation of the new scheme is less well developed than the impact on future and existing police officers.

5.5 In order to address this, the Home Office have proposed that a Working Group should be set up to identify and resolve potential implementation problems in order to ensure that the introduction of a new system has the confidence of both central and local government
2. PROPOSED RESPONSE
6.1
Overall, the proposals contained in the consultation document are seen as positive, and seek to address the ongoing problem of financing police pensions.

6.2
The arrangements surrounding the transition to the new system of financing police pensions is a key consideration, and the establishment of a Working Group to address these issues is welcome and will be crucial to the success of the proposals.

7.
EQUAL OPPORTUNITIES IMPLICATIONS
7.1
There are no equal opportunity implications directly arising from this report.

8
HUMAN RIGHTS IMPLICATIONS

8.1
There are no human rights implications directly arising from this report.

9
FINANCIAL IMPLICATIONS

9.1
There are no financial implications directly arising from this report.

10
RECOMMENDATION

10.1
The Authority is recommended to note the contents of this report and to endorse the comments in section 6 for inclusion in the response to this consultation paper.

