NHS Pension Scheme
Review Consultation

You may remember receiving a letter in
February 2004 explaining that a Review of
the NHS Pension Scheme was underway.

The Review was carried out by a
partnership of management and staff side
representatives. The Review partners have
now published a consultation document
and David Jordison, Review sponsor and
chair and Eddie Saville, staff side chair, want
to tell you about the proposed changes.

The government’s proposal to
increase the normal pension age to 65

You will have seen recent press coverage about
pensions which told us that we are not saving
enough for retirement, that the population

is living longer and that our population is
becoming older with fewer people available
to join the workforce. This all puts pressure on
the funding of pension schemes and the NHS
Pension Scheme is no different. In light of this,
the government has proposed that the
pension age is increased to 65 across public
service schemes. The government has said that
savings from the change in pension age will be
available to improve the NHS Pension Scheme.

The Review partners have different views
on the proposal to increase the pension age.

WHY CHANGE?

The current NHS Pension Scheme is already
a good scheme that offers its members
excellent benefits. There are, however, a
number of reasons why the scheme needed
to be reviewed:

e pressure to modernise the scheme from staff
and employers

* Inland Revenue’s proposals on changes to tax
regimes that create opportunities for making
schemes and retirement more flexible

* a government proposal that all public service
pension schemes should be based on the
assumption that people would normally
take their pensions at 65.

The scheme has not been changed

substantially since it was created in 1948.

It was designed around a typical career of

the time: forty years of full-time working that,
nowadays, few can or will achieve. The modern
NHS is made up of an 80% female workforce
with around 50% of those working part time.
We need an NHS Pension Scheme that is fit for
a modern NHS and its staff, one that assists
staff to save appropriately for retirement,
helps recruit and retain staff and makes the
NHS the employer of choice.

Management side partners believe that this
is a reasonable response to the demographic
pressures facing the scheme today. Staff side
partners strongly oppose a compulsory
increase in the pension age and feel that a
voluntary approach to extending working
lives would be more appropriate.

However, we do agree that any changes
should enable you to work longer, save more
for your retirement and have more control of
when and how you retire.



Protection of your current pension rights

Understandably, you want to know what this
means for you. The proposal does not mean
that you will have to work until you are 65,
nor does it mean that you will have to work
until you are 65 to receive the same level

of pension you would have received at 60
(or 55 if you have special retirement rights).

The government has promised that existing
staff will have all pension rights up to 2013
(10 years from the date the Review started)
fully protected. If you plan to retire before
2013, your pension rights will be based on
the rules of the present scheme.

Protection simply means that any new
arrangements would not take away pension
rights you have already earned under
the current scheme up to the date new
arrangements are introduced. This includes
the right to take this pension at the current
pension age of 60 or 55.

Pension earned after protection has
ended would be based on a pension age
of 65 and, if taken earlier, would be reduced
because it would be in payment for longer.

Protection means that staff in their
mid fifties in 2013 will typically need to work
around an extra year to maintain the same
level of pension they would have received
had they retired at 60. Staff in their mid
forties would need to work around an extra
two years. The impact of the proposal will
depend on both your age and the length
of your service that is protected. To help
you understand what protection means for
you, we are developing a calculator which
will be available on the NHS Pensions Agency
website (www.nhspa.gov.uk) before the end
of February 2005.

From 2006, new entrants would have a
pension age of 65. We recognise the concerns
that you may have over this proposal and we
are seeking views on the possible extension
of the protection period for NHS staff by a
further three to five years. However, because
the protection period has been applied
across public service pension schemes the
government will need to consider very
carefully how this might affect other
public service schemes.

Mental health officers and
members of the special classes

If you are a member of the group of staff who
have mental health officer (MHO) or special
class status you are able to retire on a full
pension from the age of 55. These special
rights were withdrawn for new entrants in
1995. A strong argument was made that those
with the reserved right to retire at 55 (and/or
double membership after 20 years) should be
allowed to maintain these special rights.

We are recommending that these special
retirement rights are maintained and that
members are allowed to keep their rights as
they currently stand. It will now be for the
government to consider the wider implications
of doing so, in the light of responses to
the consultation.

THE PROPOSED NEW SCHEME

Outside of savings which we can secure from
increasing the pension age, the government
has indicated that there is no new money
available to invest in new pension benefits.
This means that the recommendations we are
setting out in this document will be paid for
from increasing the pension age but without
increasing your contributions.

We are recommending that if the government
decides to go ahead and implement a higher
pension age for NHS staff, there should be a
new pension scheme for new staff. You will also
have the opportunity to join the new scheme,
probably on the basis that you transfer all your
existing membership into the new scheme with a
pension age of 65. You will then be able to access
the benefits in the new scheme.

Building your pension

We want to improve how you build your
pension so you are able to build more for your
retirement for each year you work. We propose
that the new scheme builds pension at a faster
rate so you get a higher value for each year of
scheme membership.

We also want to be able to give you more
control over your pension and lump sum.
We are recommending that you are given the
opportunity to choose how much tax-free lump
sum you want when you retire, up to a
maximum of 25% of the value of your pension.



Most defined benefit pension schemes
offer one of two ways to build your pension.
One is a ‘final salary’ scheme (the current
scheme is a final salary scheme, unless you
are a GP or dentist) which means that your
pension is calculated on your pensionable
salary near retirement. The other is a ‘career
average’ scheme which calculates pension on
an annual basis, depending on how much you
have earned in that year. Both of these are
‘defined benefit’ schemes where your level
of benefits is guaranteed. We are consulting
on both options as part of the Review.

Survivor benefits

The NHS Pension Scheme needs to reflect the
way people live today. We are recommending
that the surviving partners of those in a same
sex or unmarried relationship are treated in
the same way as spouses.

We are also recommending that members
are allowed to nominate more than one person
to receive their death in service lump sum.

End of career flexibilities

The NHS needs to offer its staff a range of
options for balancing work and leisure. The
new NHS Pension Scheme should help by
giving you more control over your working
life as you come to the end of your career.
This could mean taking part of your pension
whilst continuing to work. Alternatively, it
might suit you better to take all of your
pension, but return to work and rejoin the
NHS Pension Scheme to build more for
eventual full retirement. You could decide to
reduce the hours you work, or move to a job
with a lower salary, but continue to pay
contributions on your previous higher pay so
you could maintain the value of your benefits.

We want to stop thinking of retirement
as a one-off event and give you a range of
flexibilities that will mean you decide when
and how you want to retire.

Increasing saving for retirement

The recent media coverage of pensions has
highlighted that, as a country, we are not
saving enough for our retirement. We want to
make it easy for you to save more and we are
recommending a new arrangement where, on
an annual basis, you could buy extra pension,

setting the amount of monthly payments you
pay at a level that suits your circumstances.

The current scheme has arrangements
where private sector pension providers offer
additional savings vehicles outside the scheme
such as Money Purchase Additional Voluntary
Contribution (AVC) schemes at competitive
rates. We are seeking views on whether these
arrangements should continue with one or
more partners.

Practitioner Pensions

If you are a GP or a dentist we are
recommending that your pension scheme wiill
continue on a career average basis. We are
recommending that you will get the same
benefits as the main scheme. This means that
the rate at which you build your pension will
improve in line with the main scheme.

Scheme coverage

The demand for staff providing NHS services,
whether NHS or privately employed, is set to
increase. We believe that there is a strong
argument for offering all those who deliver
NHS-funded healthcare services access to the
NHS Pension Scheme, and there is a strong
consensus that it would be helpful if access to
the NHS Pension Scheme was widened for
these particular employees. However, there are
wider implications for government policy that
would have to be considered.

Il health retirement

We recognise that there are problems with the
way sickness and ill health retirement are
currently managed. We believe this is an
employment issue with pension implications.
We are recommending that a comprehensive
review of ill health should be carried out as soon
as possible to consider a range of issues including
the proposed increase in normal pension age,
handling long-term sickness and redeployment.

TRANSFERRING TO
THE NEW SCHEME

We recognise that not all of you will want to
transfer to the new scheme when it is set up.
However, we would like you to be offered
some of the benefits you will find in the

new scheme. If you don’t want to transfer
we are recommending that a limited package



of improvements be made available after
2006. These could include:

* a tax-free lump sum of up to 25% of the
value of your pension

* a higher pension if you decide to work
longer than the scheme expects

e extension of the 5% contribution rate for
lower paid staff.

When protection ends we are recommending
that, if you have chosen not to transfer, you
should be able to access further benefits
already given to new staff such as improving
the rate at which pension is built and survivor
benefits for partners.

HOW WILL | BE ABLE TO CHOOSE?

The proposed changes introduced in the new
scheme will be about giving you choice and
flexibility in how you plan for your retirement.
We also want to offer you the choice as to
whether you wish to move to the new scheme
or stay in the old scheme until at least 2013.

It is unlikely that we will be asking you to
make this choice before 2007 at the earliest.

We know this is an important decision that
you will be asked to make and information and
guidance will be available from the NHS Pensions
Agency, your employer or trade union. We don't
expect you to be able to make this decision
yet and won't ask you to until you have been
given all the information you need.

NEXT STEPS

We want to hear your views on the changes
we are proposing. We have produced

a short consultation document and a full
technical document which can be obtained
from your employer or from the internet

at www.nhsemployers.org. The document

':. NHS Employers

A part of the NHS Confederation
working on behalf of the m

includes a response form which we will feed
into the consultation process. Your employer
will be able to give you guidance on how to
do this. Alternatively, you can contact your
trade union representative or us at
nhspensionreview@nhsemployers.org

More information and assistance on the
Review proposals is available to you:

e By February 2005 the NHS Pensions Agency
website, www.nhspa.gov.uk, will have a
handy calculator which you can use to
estimate your pension taking into account
some of the proposals we have told
you about.

e Your employer will be able to help you with
any queries you may have.

e Your trade union representative will be able
to tell you how to get involved in
responding to the consultation.

* You may e-mail your queries to
nhspensionreview@nhsemployers.org

e The NHS Employers website,
www.nhsemployers.org, has Q&A, case
studies and a presentation which will help
with any questions you have. You can access
these yourself or ask your employer.

e If you have any queries on the current
scheme you should contact the
NHS Pensions Agency at Hesketh House,
200-220 Broadway, Fleetwood, FY7 8LG.
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Staff side chair
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