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ON TUESDAY 28th FEBRUARY, 2006


TITLE:   LOCAL GOVERNMENT PENSION SCHEME – CONSULTATION RESPONSE


RECOMMENDATIONS:


THAT consideration be given to the City Council’s response to the consultation exercise.


EXECUTIVE SUMMARY:

This report summarises the proposals contained in the draft amendment regulations to amend the Local Government Pension Scheme which have been circulated for consultation by the ODPM.


BACKGROUND DOCUMENTS: The Local Government Pension Scheme (Amendment) (No.3) Regulations 2005: Consultation draft.

(Available for public inspection)


ASSESSMENT OF RISK:



Significant risk of industrial action in opposition to the proposals

__________________________________________________________________________

SOURCE OF FUNDING:

Not applicable

__________________________________________________________________________

LEGAL ADVICE OBTAINED:

Not applicable

__________________________________________________________________________

FINANCIAL ADVICE OBTAINED:

Not applicable

__________________________________________________________________________

CONTACT OFFICER:
Debbie Brown, Assistant Director   tel. 793 3523


WARD(S) TO WHICH REPORT RELATE(S):

None 




1.
BACKGROUND
1.1
During 2004 the Office of the Deputy Prime Minister (ODPM) carried out a statutory consultation with interested parties, including the national unions, on draft amendments to the LGPS regulations deemed necessary to ensure the long-term affordability and sustainability of the pension scheme for its members in the light of demographic changes. In brief, these amendments:

· Increased the earliest age for access to pension in the LGPS from 50 to 55
 

· Standardised the retirement age at age 65 by phasing out the “85 year rule”
 

1.2
Following the consultation period, the LGPS (Amendment) (No.2) Regulations 2004 were laid before Parliament on 22nd December, 2004 and came into effect on 1st April, 2005.  They introduced the changes outlined above for the LGPS in England and Wales.

1.3
However, the Deputy Prime Minister in response to campaigning from Trades Unions and MPs, announced on 18th March, 2005 that it was his intention, subject to statutory consultation, to retrospectively revoke the changes at the earliest Parliamentary opportunity.  A day of industrial action had been planned for 23rd March 2005 but was called off in response to the ODPM’s announcement.

1.4
At the same time, the creation of a Tripartite Committee, with representatives from Local Government and Trade Unions was announced to consider the long-term future of the LGPS with “nothing ruled in or ruled out”.

2.
DRAFT AMENDMENT REGULATIONS
2.1
On Friday 2nd December, 2005 the Minister for Local Government, Phil Woolas announced the Government’s plans for the future of the LGPS in a statement to the House of Commons followed by the publication of the draft amendment regulations. The ODPM have asked for comments on the proposals by no later than 28 February 2006. In summary, the draft regulations propose that from 6 April 2006 (unless a different date is specified):

2.2
Key Proposals

(i) The earliest age that benefits may be paid on the grounds of redundancy or efficiency, or at which an employer can agree to the early release of pension benefits, remains as age 50 (but will have to increase to 55 by 2010)

(ii) The amount of augmented membership that an employer may, in future, grant to a scheme member should have a single limit of 6⅔ years (Current discretionary regulations allow for up to 10 added years). 
(iii) The maximum number of added years that a scheme member should, in the future, be able to purchase should be limited to 6⅔ years 

(iv) Retirees will not in future be able to convert some or all of their scheme lump sum into additional pension. However, retirees drawing benefits on or after 6 April 2006 will continue to be able to commute some of their pension to receive a bigger lump sum. For each £1 of annual pension surrendered, the member will receive a lump sum of £12. Retirees will be able to take up to 25% of the capital value of their pension benefits in the form of a lump sum (This proposal is to address funding the shortfall caused by revoking the changes planned for 2005.  Other options were to do nothing or increase the employee contribution by 1%). 

(v) The 85-year rule is to be removed in respect of benefits accruing after 30 September 2006 since it will contravene age discrimination legislation coming into force on 1 October 2006.  This appears to conflict with advice received during the consultation process on age discrimination that suggested there would be exceptions for occupational pension schemes that need to have age related rules in order to operate.  The final regulations on age discrimination following consultation are expected to be published in April 2006.  However, members should be able to nominate an individual retirement date falling on or after age 60 and before age 65 and make extra contributions to offset any reduction to benefits paid before age 65. Working beyond the nominated date would result in an actuarial increase in the rights accrued.

(vi) Transitional protections should apply to older members who will be aged 60 or over by 31 March 2013 (although the exact form of the protections and who they apply to is still open for discussion).

2.3
Other Proposals

Other proposals contained in the draft regulations seek to provide future flexibilities and ensure compliance with the provisions set out in the Finance Act 2004.  These are as follows:

(i) Employees will be able to join and remain in the scheme up till their 75th birthday 

(ii) The 15% limit on employees contributions should be removed 

(iii) The contribution rate that employees who go on strike should pay if they wish the strike days to count as pensionable service should be the standard employees contribution rate plus the common employers’ contribution rate as specified in the Fund’s last valuation report (rather than a set rate of 16% as currently specified in the LGPS Regulations) 

(iv) Benefits must be paid by age 75 and benefits for employees who defer drawing benefits beyond age 65 should be actuarially increased (i.e. just as benefits drawn before age 65 may be subject to an actuarial reduction to reflect the fact that they will be paid for longer, benefits drawn after age 65 will be actuarially increased to reflect the fact that they will be paid for a lesser period of time) 

(v) The ability for a member to surrender a part of his pension in favour of spouse, civil partner or dependant (payable should they survive the member) should be removed 

(vi) Flexible retirement should be permitted at or after age 60, linked to a reduction in hours or grade agreed by the employer and the employer should be able to waive, in whole or in part, any actuarial reduction that would have been applied to the early payment of those benefits.

(vii) The draft regulations do not mention any change to the current rules requiring administering authorities to have an abatement policy in relation to “re-employed” pensioners.

(viii) Children’s pensions coming into payment after 5 April 2006 will, for those who carry on in full time education or training for a trade, profession or calling beyond age 17, have to cease by age 23 (even if they carry on in full time education, etc beyond that age) 

(ix) The existing limits on benefits are to be removed and the new HM Revenue and Customs rules will apply. In essence these provide for Annual and Lifetime Allowances of, in 2006/07, £215,000 and £1.5 million respectively (unless the member has a Personal Lifetime Allowance in excess of £1.5 million). If the value of benefits in a year increases by more than the Annual Allowance a tax charge arises on the excess; similarly, if the total value of a member’s pension benefits, when paid, exceeds the Lifetime Allowance (or Personal Lifetime Allowance) there will be a tax charge on the excess. Consideration is still being given to how to deal equitably with the pension rights of those members who joined the LGPS on or after 1 June 1989 who are currently subject to the Earnings Cap of £105,600. 

(x) Also, although it is proposed that the facility for employers to be able to reduce or waive the contributions of employees who have been in pensionable local government employment for at least 40 years should be removed, the draft regulations, as currently worded, do not remove the maximum pensionable service limit of 40 years (or, for those who joined the Scheme before 1 June 1989, 40 years at age 60 and 45 years at age 65).     

3. 
TRADE UNION RESPONSE

3.1 Nine Trade Unions representing local government employees and the Fire Service have agreed to ballot their members for strike action over the draft amendments.  There was an overwhelming majority in favour of strike action at the ballot conducted in 2005.  Whilst there are specific concerns in respect of the individual proposals, the main objections are for the following reasons:

· The draft amendment regulations are largely unchanged from the previous regulations revoked by the Deputy Prime Minister in April 2005.

· These changes will represent less favourable terms than members expected to receive on joining the Scheme.

· There is an expectation that the principles established in the reform of other public sector schemes should be applied to the LGPS – particularly the protection of the original retirement age and benefits for existing members.

3.2 At the meeting of the City Council Local Joint Consultative Committee on 13 October 2005, the Staff Side asked the Council to state its position on proposals to change the Scheme.  The Employers’ Side of the LJCC confirmed that they favoured a negotiated settlement, which would balance the need to ensure sustainability of the LGPS against the effect upon scheme members.  It was also hoped that any decisions affecting the future of the scheme would be based on the fullest possible precise financial information on the LGPS, if possible independently verified.

4. IMPLICATIONS

4.1 Reform of pension schemes, particularly in the public sector is a national issue attracting significant attention and is one of the key challenges facing the local government workforce. 

4.2 Membership of the pension scheme has traditionally been a significant element of the benefits package in local government which often balances out the pay disparities sometimes experienced with jobs in the private sector. Should the draft amended regulations be implemented It will be important to communicate a positive message that the Scheme still compares very favourably with most private sector schemes.  This is important not only in recruitment and retention of employees but also in recruitment and retention of scheme members to ensure the ongoing viability of the scheme. 

4.3 Equally, there is likely to be a detrimental impact on morale and motivation, as employees see a diminution in their terms and conditions.  This in turn can impact adversely on the quality of service delivery, sickness absence and performance and productivity.

5.
CONCLUSION
5.1
The consultation requires comments to be submitted to the ODPM by 28 February 2006.  Member’s views are sought on the proposed amendments. 

� Currently, members can ask to retire and draw benefits any time from age 50, but this is only possible before 60 with employer consent.


� The 85-year rule is currently to assess whether or not there should be a reduction in pension benefits, calculated by adding together the age of retirement and membership of the scheme. If the score is less than 85, benefits are reduced accordingly.








