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OFGEM Review of Pension Principles

OFGEM has now published its “minded to” proposals in its third and final consultation document on its review of the Price Control Pension Principles. Comments are invited by 13 November. A copy of the consultation document can be downloaded from the OFGEM website – go to www.ofgem.gov.uk and follow links to live consultations.

OFGEM has rejected the argument put forward by the unions, trustees and companies that there is no need to change the current arrangements. 

The changes that OFGEM proposes are based on its view that the costs of repairing scheme deficits and those of funding ongoing pension contributions should be separated and treated differently.

For ongoing costs OFGEM is minded to benchmark total employment costs (including pensions) against total costs to set revenue allowances in all future price controls. However in terms of the current review of the electricity networks formula OFGEM concedes that it is too late in the process to introduce this mechanism. They are prepared to allow the companies’ forecast ongoing pension costs  but to include an incentive so that they will benefit if they achieve actual pension costs below their forecasts.

In relation to deficits OFGEM is minded to set longer notional repair periods for all schemes of 15 years and to maintain its commitment to fund fully the deficits provided they continue to be efficiently managed.

OFGEM states that they do not have any power to reform energy workers’ pension rights and are not seeking to do so. Their proposals, they claim, are designed to provide regulated monopoly energy networks with the same incentives as other companies to manage their pension costs and liabilities efficiently.

Clearly the OFGEM proposals if carried through in the various regulatory reviews will have an impact on the companies’ attitude towards pension costs. This is an area of considerable industrial relations sensitivity. UNISON will be developing its response to the latest consultation document with the other trade unions in the near future.
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