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	Dear Accounting Officer
	DAO (GEN) 10/02

26 March 2002


	

	BOARD MEMBERS AND OFFICE HOLDERS PENSIONS: OPTIONS EXERCISE FOR THOSE WITH PENSION ARRANGEMENTS BROADLY BY-ANALOGY TO THE PCSPS


Issue:  Access of Board Members and Office holders to new pension arrangements.

Action:  Departments and/or bodies should identify their office holders with broadly by-analogy with the Principal Civil Service Pension Scheme (PCSPS) arrangements in order to offer the same options to them as their staff.

Departments are also asked to bring this letter to the attention of the NDPB’s for which they are responsible, and staff in their department with responsibilities for appointments and pensions.  
Background

2. As you may be aware, the Cabinet Office have been working for some time on introducing new pension arrangements for the Civil Service. The new arrangements are scheduled to come into effect on 1 October 2002.  Sir Richard Wilson issued a personal message to all civil servants in early Summer 2001 setting out the options that will be available to existing PCSPS members when the new scheme is launched.

3. Board Members and Officeholders with broadly by-analogy pension arrangements to the PCSPS may ask about whether they too are entitled to an option to transfer.  This letter outlines the broad parameters of options for them. 

Effect of the new scheme on Board Members and Officeholders

4. Secretaries of State or Departments may have appointed Board Members (BM’s) or Officeholders, who currently enjoy pension arrangements that are broadly by-analogy with the PCSPS. It is felt that office holders with such pension arrangements should be offered the same option as members of the PCSPS, namely:

a) to stay with existing arrangements, to be renamed “classic”; or

b) to transfer to new arrangements, to be known as “premium”. Members choosing premium will convert their existing service in PCSPS into new scheme service; or

c) a combination of the two ( to be known as “classic plus”) with service from 1 October 2002 counting as premium service, and with service up to 30 September continuing to be pensioned on the same basis as at present in the classic PCSPS (subject to some minor changes).

5. Pension administrators are ‘cleansing records, i.e. making sure that they are correct so that individuals can make an informed choice when presented with the options.  Personalised forecasts setting out the benefits are being sent out up now to PCSPS members, depending upon the stage of data cleansing reached by each respective departments’ pension administrator.

6. Some BM’s and Officeholders may be pensioned above the pensions earnings cap (£95,400 for 2001-02) or arrangements for accelerated accrual.  These arrangements require some extra adjustment.  Details are set out in Annex A.  

Action for Departments

7. Our purpose in writing to you now is to ask you to ensure that eligible BM’s and Officeholders, appointed by your Secretary of State or under the aegis of your department, are offered the same facilities.  Pension records must be validated or cleansed, and BM’s and Officeholders offered the option to transfer on the same terms as the staff in their organisation to the new arrangements. 

8. Departments/organisations are therefore asked to:

· Arrange for the cleansing of data regarding officeholders’ pensions, just like their staff; and

· Ensure that officeholders are shown material relating to the pensions exercise. There will be a steady stream of information issued from now to October 2002 to help civil servants and others in the PCSPS to choose their option. Relevant BM’s and Officeholders should also be shown the documentation.
   

· At an appropriate time ensure that officeholders are offered the option with regard to the new scheme.

9. If your department has a considerable number of eligible appointees it may wish to conduct an options exercise just for those appointees. Alternatively, it may be easier to deal with BM’s and Officeholders at the same time as their staff are having their data cleansed and are asked to indicate their preference in the options exercise.

Appointments near the deadline of October 2002

10. It follows that any appointment after the end of September 2002 (other than the renewal of an existing appointment) will only be on the new terms then in operation. It is not clear at this point whether a new model determination will be required, but if it is the Treasury will issue a new model determination.

11. For appointments that end before October 2002 it follows that there is no need to offer an option.  As for staff who leave before the option date, we cannot offer options to anyone not in post on 1 October 2002.

12. Where there is any doubt about whether an officeholder will be in post (e.g. a renewal of the appointment may occur between now and October) it may be prudent to offer the option, subject to the proviso that non-renewal of the contract will, of course, make the option invalid.

Stakeholder

13. A few questions have surfaced regarding officeholders access to stakeholder pensions.  Legal advice to date is that BM’s are not employees as defined by the Welfare Reform and Pensions Act 1999.  Therefore there is no legal obligation to provide access to a stakeholder pension for BM’s.  BM’s and officeholders are free, of course, to make their own arrangements for a stakeholder pension if they meet the qualifying conditions.

14. However, there is no objection to BM’s and Officeholders using the stakeholder provider nominated by the PCSPS if they so wish and their organisation is content for them to do so.  

Queries

15. Any queries about the content of this letter should be directed to the following officials:

Gerry Foley (gerard.foley@hm-treasury.gov.uk) Tel: 020 7270 4525

Tess Caruth (tess.caruth@hm-treasury.gov.uk) Tel: 020 7270 4528; and

Gary Hansman (gary.hansman@hm-treasury.gov.uk) Tel: 020 7270 4469.

16. A copy of this letter goes to all those on the DAO distribution list, and the PDG distribution lists. 

Rob Molan

Second Treasury Officer of Accounts

ANNEX A

BOARD MEMBERS AND OFFICE HOLDERS PENSIONED ABOVE THE CAP
The treatment of below and over-the-cap earnings will be consistent: the option chosen will apply to both. There can be no mix and match.

In order to maintain actuarial neutrality, Board Members and Officeholders pensioned above the cap will be treated as follows: 

Remaining with the Classic scheme

There will be no change in the contribution rate or service being awarded for those who choose to remain in the Classic scheme, or in its over-the-cap equivalent.

Converting to Premium

Over-the-cap rights will convert to Premium over-the-cap rights on the same 0.92 conversion basis.  The contribution rate payable in respect of over-the-cap rights will also increase from 1.5% to 3.5% of relevant pay.

Converting to Classic Plus
Only service after 1 October 2002 will be treated on the new basis.

Award of Added Years
Where exceptionally an individual has been granted added years of service to accrue over the period of their contract, if they opt for Premium or Classic Plus they will have been assumed to have been granted a proportion of the total years to be granted.  The proportion will be the period of completed service divided by the total period over which benefits are accruing.

Where Premium is chosen the accrued benefit will be converted at the 0.92 conversion factor.  The extra years for the future must be taken as the proportion of further accrual from 1 October 2002, divided by the total period over which the years were to accrue, multiplied by the number of years being granted.

For example, an individual is awarded two extra years over a four-year contract.

1 October falls three quarters of the way through the contract. The assumption is that 1½ added years have already been accrued.

A Premium choice will result in a credit of 1.5 years x 0.92 = 1.38 years.

The remaining year will score as 0.46 years

(2.00 years of original contract x 0.92 = 1.84 years.  If 1.38 has already accrued then 1.84 – 1.38 = 0.46 years).

Multiples

If benefits are accruing as a multiple of the uncapped pension, the same multiple should continue to apply for further accrual, regardless of the option chosen.  

However, where Premium applies the BM or Officeholder should be expected to pay a corresponding multiple of 3½ % in place of 1½ %. 

� N.B. It is important to emphasise to eligible BMs’ and Officeholders that whilst the material is for PCSPS members they are themselves NOT members of the PCSPS.  There may be some differences in respect of some treatment.  See the pension determination relating to the appointment for details.
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