
THE NEW REDUNDANCY ARRANGEMENTS IN PRACTICE

An example

This example should help explain the way the new arrangements work in practice, using the example of Jane, an employee aged 50 on 30 September 2006.

Jane’s details 

On 30 September 2006 Jane is aged 50, earns £20,000 per year and has twenty years continuous and pensionable service.

She is made redundant on 31 March 2007, six months into transition and within the first phase. At this point she has 20 years 6 months continuous and pensionable service.  Jane now has three options in terms of the redundancy payment she chooses to access.  These are outlined below.
Three options. 
Option 1
Early retirement on grounds of redundancy under the transitional arrangements.

This is worked out from a starting point of what Jane would have been entitled to had she been made redundant on the 30 September 2006.

At this point she would have had:

· Maximum enhancement to her pension of ten years service. 

· No entitlement to an additional redundancy payment from her employer. 

· Total service of 30 years (10 plus 20 years) 

During the first phase of transition the enhancements are reduced to take account of further service between 30 September and the date of the redundancy. In Jane's case, six months have elapsed.

This means her total service at 31 March 2007 is made up as follows:

· Reduced enhancement of 9 years and 6 months 

· Pensionable service of 20 years 6 months 

· Total service of 30 years (9.5 plus 20.5 years) 

Based on her final pensionable pay up to the date of redundancy (£20,000 if this has not changed since 30 September 2006) Jane is entitled to:

· An enhanced 30/80th pension of £7,500 

· A 90/80th tax free retirement lump sum of £22,500. 

· Cost of living increases from her 55th birthday 

Jane's entitlement to any additional redundancy payment from her employer under the old rules depends on how much enhancement would have been paid on the 30 September 2006. Because she was entitled to the maximum enhancements of 10 years on that date, she is not entitled to any additional payment from her employer.

If she returns to work for the NHS she will not be able to rejoin the NHS Pension Scheme and her pension would be abated (reduced) if her new salary and pension together exceed her previous salary.

Option 2: The redundancy lump sum available under the new arrangements.

In Jane's case this would be 20 months pay (£33,333). The first £30,000 would be tax free.  If she chose to take this option, she has a further decision to make about her pension.

1.
Deferring pension benefits 
If Jane chose to defer her pension till she reaches age 60, she would receive:

· A basic 20.5/80th pension of £5,125 and 

· A basic 61.5/80th tax free retirement lump sum of £15,375 

· In addition Jane would receive immediate increases to these amounts to take account of rises in the cost of living between retirement and age 60 (Retail Price Index increases- RPI). 

If Jane gets another job in the NHS before she reaches age 60 she would be able to rejoin the NHS pension scheme.

2.
Taking pension benefits under voluntary early retirement 
Because Jane is over minimum pension age she can choose to take her benefits with a reduction to take account of the fact that they are being paid before she reaches age 60. The level of reduction depends on age; in Jane's case her pension above would reduce by just under 40% and the lump sum would reduce by just under 25%. These reductions are based on her age of 50 years and 6 months at retirement.

The benefits paid immediately would be:

· A pension of £3136.50, and 

· A tax-free retirement lump sum of £11654.25 

· Cost of living increases would apply from her 55th birthday 

· Any dependents pensions paid on her death would be based on unreduced benefits

If she was to get another job in the NHS she would not be able to rejoin the NHS Pension Scheme under current rules. However, her pension would not be abated (reduced) to take account of her new earnings.

Option 3: Early retirement with an unreduced pension under the new arrangements.

Jane would receive immediate payment of a 20.5/80th pension of £5,125 and a 61.5/80th tax -free retirement lump sum of £15,375. Her employer would pay for the early retirement from the redundancy payment she would otherwise have received. Any balance left over from paying for the early retirement would be given to the employee. In this case the
cost of early retirement would be greater than the £33,333 so no additional payment would be due.

If employed again in the NHS Jane would not be able to rejoin the pension scheme. Her benefits would be abated (reduced) if her new NHS salary and pension together exceed her previous salary. Cost of living increases would be applied from her 55th birthday.

