REPORT OF THE STRATEGIC DIRECTOR OF CUSTOMER AND SUPPORT SERVICES TO THE LEAD MEMBER AND EXECUTIVE SUPPORT MEMBER FOR CUSTOMER AND SUPPORT SERVICES

MONDAY 21 FEBRUARY 2005

CHANGES TO THE LOCAL GOVERNMENT PENSION SCHEME (LGPS)

1. Introduction

As part of the ongoing stocktake of the LGPS, the Office of the Deputy Prime Minister (ODPM) have issued amendments to the Regulations to take effect from 1st April 2005.

In October 2004, the ODPM issued the Green Paper, Facing the Future – Principles and Propositions for an affordable and sustainable Local Government Pension Scheme in England and Wales.  A draft response has been prepared by a Working Party set up by the Local Government Pensions Committee and the views of the participating Employers on this response has been requested by 28th February 2005.

2. Key Changes 1st April 2005

(a)
Minimum Benefit Age Increase

Currently, a scheme member can retire with immediate benefits on redundancy/efficiency grounds from age 50 onwards.  The revised regulations state that, from 1st April 2005, the earliest age at which benefits will be payable (other than on the grounds of permanent ill-health) will be increased from age 50 to age 55.  This would affect:-

· those employees who, with approval, wish to voluntarily retire early or,

· any employees who are retired on the grounds of redundancy or efficiency on or after 1st April 2005.

This change will not be applied to Scheme members who are aged 50 or over on 31st March 2005, nor will it affect those who are retired on the grounds of permanent ill-health (regardless of their age at the date of retirement).

(b)       The 85 Year Rule
Currently, Scheme members over age 50 can request voluntary early     

retirement, before normal retirement date and, subject to approval, receive unreduced benefits if the total of age and membership is at least  85.

The amended regulations act to phase out this facility, so that for service from 1st April 2005, the earliest age at which unreduced benefits will be paid is 65.  If benefits are paid before age 65, they would be reduced to reflect the cost of payment early unless:-

· benefits are paid earlier due to ill-health or redundancy/efficiency or,

· benefits are paid before April 2013 to a member who would be 60 or over by 31st March 2013 and would satisfy the 85 year rule by that date,

All membership up to 1st April 2005 will continue to be treated as it is now.

This change does not affect those with shorter service who would not have met the rule by age 65 in any event.

3. Implications

There is no doubt that for some employees, these changes will represent a decrease in the value of the scheme.  However, there are others who are likely to be unaffected at all by the changes if, for example, they retire on ill-health or redundancy/efficiency grounds, or are older when they join the scheme and would not meet the 85 year rule in any event.

In addition, those benefits accrued up to 31st March 2005 will be fully protected and the transitional arrangements will mean that those already planning for retirement will be largely unaffected.

The White Paper Simplicity, security and choice: Working and saving for retirement – Action on occupational pensions envisages that by the end of 2006 all new staff joining public service pension schemes will join with a normal pension age of 65.  Therefore the removal of the “85 year rule” for new staff from 1st April 2005 should not place local government employees and employers at any serious disadvantage in terms of pension provision compared to the rest of the public sector.

4. Proposals for a New Look LGPS for 2008

The Green Paper published in October 2004 states that the Government is committed to introducing new pension arrangements for local government, which could be introduced from 2008.  Ministers have expressed their commitment to retaining a defined benefit final salary arrangement that is relevant to the local government workforce provided that it remains both affordable and sustainable.

The ODPM’s objectives are that the new Scheme should be:

· Cheaper for employers.

· Attractive to members (particularly young and low paid).

· Simple to understand and administer.

· Designed for current employment conditions.

· Conducive to longer working lives.

· Fair in appointment of costs between members and employers.

Key features of the proposed scheme are as follows:-

· Retention of a statutory, funded, final salary scheme.

· Tiered employee contributions, ranging from 2-5% of pay to 10% of pay, depending on level of earnings.  Average is around 7%.

· Only basic pay to be pensioned.

· Normal retirement age of 65.

· Accrual rate of 1.6% a year.

· No automatic lump sum but facility to commute up to 25% of the value of the accrued pension into a tax free lump sum.

· Actuarial reductions for early retirement except in ill-health cases (any age) or redundancy/efficiency (only from age 55 onwards).

· Two tier ill-health benefits-higher level for total incapacity.

· Wider range of survivor benefits to include registered partners and co-habitees, but no short-term benefits.

· Death in service lump sum increased to 3 times pay.

· Defined contribution top-up scheme to replace added years/AVCs.

· Existing contributors to be transferred to the new scheme automatically with past membership adjusted to retain its value.

· Existing pensioners and deferred members to remain subject to the previous rules.

· Flexible retirement opportunities to allow for a gradual approach by reducing hours or stepping down to a less onerous job, drawing some or all of an accrued pension whilst continuing to accrue further pension rights.

Consultation

The Local Government Pensions Committee (LGPC), set up a Working Party consisting of reps from the Employers Organisation/LGPC, the Chair of the LGPC Advisory Group (a Treasurer), a SOCPO rep, three Pension Managers, the Chair of the CIPFA Pensions Panel, an LGA rep and an actuary.

This Working Party has prepared a draft response and is seeking views from Employers via a questionnaire.  A draft response is attached at Appendix 1, and Members views are specifically sought in respect of: -

· the options presented at Question 3; It is proposed that the preferred options are those at option 1 or option 2 and sub-option 2A.  Members views are sought on the option that is likely to represent the best balance between scheme benefits and employer costs.

· The response to Question 7.  The current scheme is one contribution rate for all, but there are merits in a banded rate according to earnings as this may encourage lower paid and part-time staff to join the scheme and secure pension cover. 

Employee Relations

There is clearly a trade-off between savings on pensions and pressure on other aspects of the rewards package.  There is no risk-free course of action available.  Employees and the Trade Unions may seek to recoup perceived losses in pensions by higher pay demands and there may be a need to increase salaries to retain the value of rewards packages in a generally tight labour market.

Locally, the Trade Unions have raised concerns about changes to the Pension Scheme via the LJCC and sought to lobby the support of Elected Members in opposing the changes.

Both Unison and the T&G have formally notified employers of the intention to ballot members for support of industrial action against the proposed changes.  The ballot will take place between 21 February and 9 March and if, as is highly likely, the vote is in favour of taking industrial action there will be a one day strike sometime in March although the date is yet to be confirmed.

In addition, there is significant media interest in the whole issue of pensions, which may add to the anxiety employees may be feeling.

It is important that any adverse publicity surrounding the real and proposed changes is countered with a positive message that the Scheme still compares very favourably with other public and 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.

Conclusion

(i) Note the changes to take effect from April 2005 and the proposals for 2008.

(ii) Consider the draft response to the consultation exercise on the 2008 proposals to respond by 28th February 2005. 

APPENDIX 1

Questionnaire for employers on key points in the EO/LGPC draft response to the Green Paper: Facing the future – Principles and propositions for an affordable and sustainable local government pension scheme

Introduction

The purpose of this questionnaire is to obtain employers’ reactions to the key points being made in the Employers’ Organisation for local government (EO)/Local Government Pensions Committee (LGPC) draft response to the Green Papers issued by the Office of the Deputy Prime Minister (ODPM) and by the Scottish Public Pensions Agency (SPPA) in 2004. 

It would be helpful if, having fully considered the Green Paper and the individual elements of, and reasoning behind, the draft response in Annex B, employers could indicate their agreement, or otherwise, to the main points being made in that response. Employers are asked to complete and return this questionnaire to: The Local Government Pensions Committee, Employers’ Organisation for local government, Layden House, 76-86 Turnmill Street, London, EC1M 5LG by 28 February 2005.
	Based on the views presented in Annex B please indicate your agreement or otherwise with the following key points being made in the EO/LGPC draft response to the Green Papers

	
	Please tick one

	
	Agree
	
	Disagree

	Q.1. The Scheme forms part of the overall remuneration package and there is a balance to be struck within that overall package between pay and pensions (deferred pay)


	(
	
	(

	Q.2. The LGPS should have a benefit structure broadly in line with that in other comparator public sector schemes Agree in principle subject to the schemes being appropriate comparators.


	(
	
	(


	
	Agree
	
	Disagree

	Q.3. With regard to the cost of the Scheme, please indicate which of the three options below you most support. Within your preferred option please indicate your preferred sub-option (where appropriate):  
Q.3. Option 1

We are supportive of targeting an employer contribution rate in respect of future service accrual that is equivalent to that under the current Scheme (after the effects of the removal of the 85 year rule from the current Scheme have been taken into account); or


	(
	
	(

	Q.3. Option 2

We are cautious about targeting an employer contribution rate for future service accrual that is equivalent to that under the current Scheme (after the effects of the removal of the 85 year rule from the current Scheme have been taken into account). Targeting a slightly lower employer rate (of, say, a reduction of 1%) would be justified, would be more acceptable to employers (and to Council tax payers) and would be more likely to ensure the longer term affordability and sustainability of the Scheme. This could be achieved by:

· Sub-Option 2A: reducing the value of the benefits package outlined in the Green Paper by a target figure of 1% whilst retaining an average employee contribution rate of 7%; or

· Sub-Option 2B: retaining the value of the benefits package outlined in the Green Paper but increasing the average employee contribution rate by 1% (i.e. from 7% to 8%)

Q.3. Option 3

As per option 2 but with a larger reduction in employer contribution to be achieved via:

· Sub-Option 3A: target a larger reduction in the benefit package (to save more than 1%), or

· Sub-Option 3B: target a larger increase in the employee contribution rate (beyond 8%)

· Sub-Option 3C: target both a larger increase in the employee contribution rate and a larger reduction in benefits
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	Agree
	
	Disagree

	Q.4. A new-look LGPS should be a final salary Defined Benefit scheme. This should be open to: 

a) employees and 

b) councillors

· There should be no Defined Contribution scheme as a top-up to the main scheme 
	(
(
(
(
	
	(
(
(
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	· There should be no Defined Contribution scheme as an alternative to the main scheme
	(
	
	(

	· There should be no facility for members to purchase added years
	(
	
	(

	· There should be a facility for members to purchase additional scheme benefits based on an actuarially set charge for purchasing £100 of annual pension

The underlying principle being that there should be no additional cost to the employer.
	(
	
	(

	Q.5. The Scheme should cover the same range of employers as now
	(
	
	(

	Q.6. Employees should be allowed to contribute at any age (subject to the Inland Revenue limit of age 75)

	(
	
	(

	Q.7. The employee/councillor contribution rate should be the same
 for all scheme members (not a graded/banded contribution rate dependent on the level of earnings)


	(
	
	(

	Q.8. We are inclined to retain the current definition of pensionable pay


	(
	
	(

	Q.9. The accrual rate per year of membership and the commutation rate should be no less favourable than the other main comparator public sector pension schemes


	(
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	Q.10. The Scheme should have a Scheme Retirement Age (SRA) of 65. Benefits taken before SRA should be subject to an actuarial reduction, other than in the case of ill health retirement, whilst benefits drawn after SRA should be subject to an actuarial increase


	(
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	Q.11. Flexible retirement, linked to down-shifting (i.e. moving to a lower graded post) or a reduction in hours, should be permitted from April 2006 and members availed of this facility should be allowed to continue paying into the Scheme in their remaining employment
	(
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	Agree
	
	Disagree

	Q.12. The new Inland Revenue flexibilities should be built into the LGPS from April 2006. 

· No special provisions should be made for members whose benefits exceed the new lifetime or annual allowances 

· Nor should a Scheme specific earnings cap be retained in respect of the future membership of those employees currently subject to the earnings cap of £102,000 per annum (although a fair and equitable solution will need to be found in respect of their accrued membership)
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	Q.13. Benefits payable on redundancy/efficiency retirement prior to Scheme Retirement Age (SRA) should be payable at the employee’s choice, at an actuarially reduced rate.

· The employer should have the option to waive or reduce the actuarial reduction at the employer’s cost


	(
(
	
	(
(

	Q.14. We are in favour of a two tier ill health system 

[If you disagree with the above statement, go to question 15]  


· We agree that the benefits of those who are certified as being permanently incapable of any gainful employment should be based on their prospective service to age 65

With regard to the second tier, please tick the box which represents your favoured option: 


Q.14. Option 1

We are generally in favour of a second tier of un-enhanced ill health retirement benefits payable for life, but we are not convinced of the equity of a review system; or

Q.14. Option 2

We are generally in favour of a second tier of un-enhanced ill health retirement benefits but believe these should only be payable for a limited period of time, say 2 years; or

Q.14. Option 3

We believe there should be no second tier of ill health retirement benefits. Instead, the member would be provided with a deferred pension and the employer could make a one off lump sum termination payment
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	Agree
	
	Disagree

	Q.15. The death in service lump sum should be 3 times final pensionable pay 


	(
	
	(

	Q.16. There should be no short term survivor pensions


	(
	
	(

	Q.17. We are supportive of the introduction of partners’ pensions (particularly if, as seems likely, the other public sector schemes are moving towards their introduction)

· But we feel there are a number of equity issues surrounding the proposals contained in the Green Paper which need to be considered


	(
(
	
	(
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	Q.18. A surviving spouse’s/partner’s pension should not be reduced if there is a large age differential between the couple


	(
	
	(

	Q.19. Unless a child is disabled, a child’s pension should cease at age 18


	(
	
	(

	Q.20. We are not in favour of adjusting a person’s period of accrued membership if they move between jobs in local government, or if they move into a different salary band (if tiered employee contributions are introduced), in order to take account of the differences in pay levels


	(
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	Q.21. The transfer of pension rights from other (non-club) pension schemes into the LGPS should purchase a period of membership in the Scheme or, 

· The Scheme should provide that transfers purchase additional benefits based on an actuarially set charge for purchasing £100 of annual pension


	(
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	Q.22. Transferring existing scheme members from the current Scheme to a new-look LGPS has merit, as all contributors would then be in a single Scheme, but only if the service conversion is workable, fair and equitable


	(
	
	(

	Q.23. On the wider front, we see merit in there being one set of Scheme rules covering, for example, local government, teachers and the NHS


	(
	
	(

	Q.24. We are in favour of revoking the current Compensation Regulations and replacing them with a general power for employers to make a one off payment of up to 2 years pay


	(
	
	(


	
	Agree
	
	Disagree

	Q.25. If you do not agree with the first statement in Q.4. above (i.e. the LGPS should be a final salary Defined Benefit scheme for both employees and councillors) what alternative would you prefer? (please tick as appropriate)


	
	
	

	· A final salary Defined Benefit scheme for employees plus a career average Defined Benefit scheme for councillors, or


	(
	
	(

	· A career average Defined Benefit scheme for all employees and councillors, or


	(
	
	(

	· Defined Contribution scheme for all employees and councillors, or


	(
	
	(

	· Other (please specify)


	(
	
	(


Additional comments: 

Signed …………………………………………….
Date ………………………

Designation (in capital letters) …………………………………………………..

For and on behalf of (name of employer in capital letters)

…………………………..………………………………………………………

Please return the completed questionnaire by 28 February 2005 to:

LGPC

Employers’ Organisation for local government

Layden House

76 – 86 Turnmill Street

London 

EC1M 5LG

Fax: 0207 296 6739
� The actual level to be set out in your answer to Q. 3 above.
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