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DETAILS:

1. RULE OF 85

1.1 The provision in the LGPS known as the Rule of 85 was removed with effect from 1 October 2006 as a result of the age discrimination legislation.  Protection arrangements were put in place for existing scheme members up to 2016 with tapered protection up to 2020.

1.2 Following continued pressure from the trades unions and in particular Unison, an informal consultation exercise was undertaken to gauge opinion from employers on providing full protection for existing members to 2020. A copy of the response from Salford is attached as Appendix 1.

1.3 The DCLG has now embarked on a statutory consultation exercise in respect of a formal proposal to extend the current protections within the existing cost envelope of the Scheme.  Responses are requested by 1 October 2007.

1.4 The Government Actuary’s Department has estimated that the capital cost of removing the current level of tapered protections between 2016 and 2020 is some £0.35 billion - £0.4 billion.  GAD further estimates that, in payroll terms, this figure equates to some 0.1% of payroll, or in total about £25m annually, for 20 years.
1.5 The Government’s intention remains to ensure that no additional costs arising from LGPS reforms or amendments are imposed on taxpayers or employers.  This objective is central to any considerations regarding amendments to the Scheme’s regulatory framework and is reinforced by the government’s intention to only consider amendments from within the established Scheme cost envelope.  Ministers have confirmed that, if no statutory and agreed means of providing the necessary resources to extend the proposed level of protection emerge from the consultation exercise, the present level of tapered protections will remain.

1.6 The Government's funding intentions mean that local authorities will either have to fund the additional cost from efficiencies or service reductions, or alternatively identify alternative savings within the proposed new pension arrangements to accommodate fuller protection for the rule of 85 cases. The overall cost to the City Council, based on an extra 0.1% of payroll, would be around £200k, of which the General Fund would bear around £120k and Schools £80k, with a minor additional cost of around £10k to the HRA. This cost is not significant in the context of overall pension costs and local authority budgets, and should not pose any major problem to an authority to absorb by making efficiencies.
1.7 Consultees are asked to focus on the following issues as part of the response:-

· Are there employment policy or labour market objectives which could be applied to justify extending the current protections?

· To express a preference for a specific way of off-setting costs of extending transitional protection such as an increase in employee contributions or a reduction in the benefits of the new look scheme.

· To address the equity argument since the improvements would apply to a minority of members.

· To consider how the membership is affected by the creation of a cliff-edge at 2020 and if possible an analysis of the number of members that would benefit from a move to full protection to 2020 as a proportion of the rest of the local workforce membership.

1.8 It is likely that Unison will request that the City Council respond to this consultation along similar lines to the response at Appendix A.

1.9 Lead Member is asked to consider whether the City Council formally responds to the consultation.

2. A NEW LOOK PENSION SCHEME

2.1 A review of the LGPS in England and Wales began in 2001 resulting in a decision to introduce a new look Scheme from 1 April 2008.
2.2
The first piece of legislation for the new scheme has been issued and in summary the main provisions are as follows:

· new employees must have a contract of employment of more than 3 months duration in order to be entitled to join the Scheme

· all existing members move to the new Scheme from 1st April 2008

· the new Scheme provides a pension of 1/60th of final pay for each year of membership in the Scheme after 31st March 2008. There will be no automatic lump sum in respect of post 31st March 2008 membership (but see next bullet point regarding commutation). Membership to 31st March 2008 will still be calculated as 1/80th pension plus 3/80ths lump sum

· up to 25% of the capital value of benefits can be taken as a lump sum by commutation using the 12:1 commutation rate i.e. for every pound of pension given up the member gets £12 lump sum

· contributions will be payable on the same definition of pay as now (but no contributions can be collected from pay after age 75)

· Employees are to pay contributions based on their whole-time equivalent pensionable pay at contribution rates ranging from 5.5% to 7.5% depending on salary.  There is also a proposal to increase the contribution rate, on a phased basis, for those existing manual workers who pay contributions at the protected 5% contribution rate, bringing their contribution rate in line with all other scheme members by 1 April 2011.
·     benefits are to be calculated on final pay being the best one of the last 3 years pensionable pay plus the average of any fees received in the last three years, but members whose post is downgraded or who voluntarily downgrade (other than as a result of flexible retirement) can, if they wish, choose to have benefits based on the average of any 3 consecutive years in the last 10 (ending on a 31st March). Where final pay from a year earlier than the final year is used, pensions increase will be added to compensate for the intervening inflation  
·     normal retirement age will be age 65, but with the right to take pension from age 60 or, with employer consent, from age 55 (or from age 50 for existing members opting to draw benefits with employer consent before 31st March 2010). Benefits voluntarily drawn before age 65 will have an actuarial reduction for early payment (subject to transitional protection arrangements) unless the employer waives the reduction on compassionate grounds.
·    employees can stay in the Scheme beyond age 65 but benefits must be drawn before age 75. Benefits drawn after age 65 will be actuarially increased
· flexible retirement with employer consent will be permitted from age 55, with member’s being able to draw all or part of their benefits (or from age 50 for existing members opting to draw all or part of their benefits with employer consent before 31st March 2010). Benefits drawn on flexible retirement before age 65 will be subject to an actuarial reduction for early payment (subject to transitional protection arrangements) but the employer can waive any reduction in whole or in part.
· immediate payment of pension benefits following redundancy / efficiency retirement on or after age 55 (or from age 50 for existing members leaving before 31st March 2010) 

· a two tier ill health benefits system. If the member’s employment is terminated because of permanent ill health the pension payable is based on accrued membership plus, if the person has 2 years membership:

· 25% of prospective membership between leaving and age 65 where the member is unlikely to obtain gainful employment within a reasonable period of time but is likely to be able to obtain gainful employment before age 65, or

· 100% of prospective membership between leaving and age 65 where the member has no reasonable prospect of obtaining gainful employment before age 65
· a death grant of 3 times pay for death in service; a death grant of 5 times pension if a deferred beneficiary dies; and a death grant of 10 times pension less the amount of pension already paid if a pensioner dies before age 75 

· members will be able to buy extra scheme pension in multiples of £250 up to a maximum of £5,000 (to provide a pension for themselves only or to provide a pension for themselves and any survivor on their death) and / or they can pay Additional Voluntary Contributions (AVCs)
· employers will be able to augment membership by up to 10 years; and / or grant extra pension of up to £5,000; and / or contribute, with the Scheme member, to a Shared Cost AVC
· trivial pensions may be commuted into a single lump sum payment in accordance with HMRC rules
·     a cost sharing mechanism is to be established by 31st March 2009. Employing authorities and Scheme administering authorities will be required to have regard to guidance which is to be issued by the Secretary of State before 31st March 2009 detailing the manner in which the costs of the Scheme will be met after 31st March 2010.
2.3  A further summary is attached at Appendix B.

2.4 In the months leading up to the introduction of the new scheme, administering                   authorities, employers and employees will need as much advice and information as possible.  The LG Pensions Committee has a communication strategy in place, including newsletters, guides and leaflets, seminars and training events etc.

2.5 It should be noted that the timing of the new pension scheme coincides with timescales on the City Council’s revised pay and grading structure.

APPENDIX B

SUMMARY
What’s gone down or disappeared

1. Commutation for exceptional ill health cases - gone
2. Short term survivor pensions – gone 

3. Requirement to have a minimum of 3 months membership or to have had a transfer in for there to be entitlement to a long-term spouse’s or civil partner’s pension upon death in service - gone
4. Guarantee that long-term children’s pensions following death of an active, deferred or pensioner member would be based on a minimum of 10 years membership or, if shorter, total notional membership to age 65 – gone (but see 16 below)   

5. No new certificates of protection of pension benefits (but see 10 below)

6. Membership required for ill health enhancement - reduced from 5 to 2 years 

7. No lump sum death grant for pensioners who die aged 75+

What’s gone up or come in
8. Need to have a contract of at least 3 months duration in order to join the Scheme

9. Benefit accrual rate increased from 1/80th pension plus 3/80th lump sum to 1/60th pension (with lump sum by commutation)

10. Any member whose pay goes down as a result of downgrading or less responsibility (other than as a result of flexible retirement) can chose to have benefits based on best consecutive 3 years pay in the last 10 ending on a 31st March

11. Minimum retirement age (other than for ill health retirements) increased to 55 except for existing Scheme members for whom the minimum age remains age 50 for retirements up to 30th March 2010 

12. Death in service lump sum – increased from 2 to 3 years pay

13. Death on pension guarantee increased from 5 to 10 years pension (but see 7 above)

14. Death grant in respect of a deferred pensioner increased from the equivalent of 3 years pension to 5 years pension

15. Introduction of nominated cohabiting partner’s pensions

16. Survivor pensions following death in service now based in all cases on notional membership to age 65 

17. Active scheme members will be able to buy extra Scheme pension in multiples of £250 up to a maximum of £5,000 (to provide a pension for themselves only or to provide a pension for themselves and any survivor on their death) 

18. Employers will be able to augment membership by up to 10 years - even for those over 55 which represents an increase from the current limit of the lesser of 10 years or the shortfall to age 65.

19. Employers will be able to grant extra pension of up to £5,000 to an active scheme member

20. A cost sharing mechanism is to be established by 31st March 2009. Employing authorities and the Scheme administering authorities will be required to have regard to guidance to be issued by the Secretary of State before 31st March 2009 as to the manner in which the costs of the Scheme will be met after 31st March 2010.

What’s altered
21. No automatic lump sum on retirement in respect of post 31st March 2008 membership (but can commute some pension to get a lump sum at the rate of £12 lump sum for every £1 of annual pension given up)

22. Employee contribution rate – now a banded rate rather than a flat rate

23. Ill health retirement provisions – now 3 tiers, one of which sits outside the Pension Scheme. Some members will get a better benefit under the new provisions (compared to what the 1997 Regulations provided) but some will get a lesser benefit

24. Children’s pension provisions – have been simplified
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