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Local Government Pension Scheme (Amendment) (No. 2) Regulations 2006
(SI 2006/2008)
I enclose regulations the Secretary of State made on 24 July 2006 under powers contained in sections 7 and 12 of the Superannuation Act 1972, laid before Parliament on 25 July.  The regulations amend the Local Government Pension Scheme Regulations 1997 (the “1997 Regulations”) with effective dates as set out in regulation 1.
Policy Context

The Government’s Statement to Parliament on 30 March re-affirmed the commitment to secure the continued affordability and viability of the Local Government Pension Scheme, and to provide secure, equality-proofed pensions for its existing and future membership, without placing an unfair burden on taxpayers.  A copy of the Statement is at Annex A.
The Local Government Pension Scheme (Amendment) Regulations 2006, which remove the 85 year rule from the Scheme from 1 October 2006, in compliance with Council Directive 2000/78/EC, are now in force.  The regulations also provided protection for existing scheme members who will be 60 and who satisfy the 85 year rule by 31 March 2013.  Significant and well supported flexibilities to reflect the simplified tax regime provided by the Finance Act 2004 were also brought into the scheme’s legal framework.

In the 30 March Statement, the Government also expressly invited representatives of the local government employers and the trades unions to begin talks to: - 

· further address the protection of existing scheme members;

· consider the recycling of savings; and

· discuss the development of a more equitable scheme.

Such discussions took place between the employers (represented by the LGE/LGA) and the local authority trades unions, who succeeded in reaching a position which allowed both key groups of stakeholders to confirm to the Government that they would not object to a set of affordable and legal extensions to the protections which had already been set out in the Local Government Pension Scheme (Amendment) Regulations 2006.  It had been made clear all along that any protections would need to be affordable and legal to reflect the Scheme’s statutory status and to provide good quality pensions for Scheme members without placing an unfair burden on taxpayers.
The Statement also made clear that the Government was prepared to introduce further amendments before the Summer recess to extend the protections, in the light of any agreed proposals which emerged from these talks.  A statutory consultation on the potential extensions therefore began on 26 May and concluded on 3 July. The overall response to this was one of clear support for the proposals.  A full summary of responses will be published on the DCLG LGPS website shortly.
The timetable for development of the new-look scheme
The changes which are now introduced by the Local Government Pension Scheme (Amendment) (No.2) Regulations 2006 (SI 2006/2008) form an integral part of the ongoing long-term development of the LGPS and fit in to the planned timetable for regulatory change. With the extended transitional protections now in place, work can continue on Scheme development to the following timetable:-

29 September 2006
Consultation on Where Next? – Options for a new-look Local Government Pension Scheme in England and Wales ends.
November 2006
Consultation on new-look scheme Regulations.
April 2007

New look scheme regulations laid in Parliament and in force.
April 2008 
New-look scheme regulations come into effect and the new-look scheme comes into operation.
New protections for existing scheme members [Regulations 8, 13, 14, and 16-17]
These amendments now extend the continuation of the rule of 85 in three ways:

1. All existing active scheme members at 30 September 2006 will continue to accrue service under the terms of the 85 year rule until 31 March 2008, the day before the intended introduction of new LGPS arrangements on 1 April 2008.  This will mean that the effective date of removal of the 85 year rule for existing active scheme members at 30 September 2006 will be 1 April 2008.  This does provide extra protection in addition to the protections until 31 March 2013, as it will apply to all existing active scheme members at 30 September 2006, whereas the protections until 31 March 2013 apply only to those who will be 60 and would otherwise have satisfied the 85 year rule before that date.

This continuation of the 85 year rule beyond 1 October 2006, can be objectively justified because it will provide continuity and security for existing scheme members between the removal of the 85 year rule at 1 October 2006 and the start of a new-look scheme at 1 April 2008. 
2. The protection for existing active scheme members at 30 September 2006 who will be 60 and would otherwise have satisfied the 85 year rule by 31 March 2013, as set out in the schedule to the LGPS (Amendment) Regulations 2006, is extended until 31 March 2016.  This extension will therefore only apply to existing active scheme members at 30 September 2006 who will be 60 and would otherwise have satisfied the rule of 85 by 31 March 2016.

This continuation of the 85 year rule beyond 1 October 2006, can be objectively justified because it provides protection for those scheme members closest to retirement who do therefore not have time to make alternative arrangements.  It extends the period to cover not only members within 6.5 years of retirement but also those within 9.5 years of retirement.

3. Existing active scheme members at 30 September 2006 who will be 60 and would otherwise have satisfied the 85 year rule between 1 April 2016 and 31 March 2020, who chose to retire before the scheme’s normal retirement age, will have their pension (that portion accruing after 1 October 2008) reduced according to a tapered reduction, rather than the full reduction as determined by the scheme’s reduction factors.  By way of illustration, this taper would run from 0% of the reduction determined by the scheme’s reduction factors at 31 March 2016 to 100% of the reduction determined by the scheme’s reduction factors at 1 April 2020.

This continuation of the 85 year rule beyond 1 October 2006, can be objectively justified because it serves to overcome the perceived “cliff-edge” that would otherwise have existed under the terms of the LGPS (Amendment) Regulations 2006.  This cliff-edge would have resulted in significantly different treatment of members satisfying the rule of 85 at 60 at 31 March 2013 (who would suffer no reduction to their pension) and members satisfying the rule of 85 at 60 one day later at 1 April 2013 (who would suffer a full actuarial reduction on their post 1 October 2006 service if they chose to retire early).  A number of consultees commented to this effect when responding to previous consultations.
Cost of the extensions
The costs of the new protections are outlined Chapter 15 of the consultation paper Where next? – Options for a new-look Local Government Pension Scheme in England and Wales.  Paragraphs 15.23 to 15.33 inclusive are at Annex B.  The effect of these costs has been taken into account in the new-look scheme options which appear in the consultation paper.
Review of actuarial reduction factors
The Government has commissioned the Government Actuary’s Department (GAD) to provide new scheme reduction factors which will apply to all scheme members retiring early from 1 October 2006.  The relevant GAD guidance will set out how the reduction factors should be tapered between 1 April 2016 and 31 March 2020 and will also set out how this tapering may vary in individual cases.  The aim is to have this material available as early as possible in September.
Other amendments [Regulation 3-7, 9-12 and 15]
In addition to the extensions to the transitional protections, a number of essentially technical clarifications are necessary to the Local Government Pension Scheme (Amendment) Regulations 2006 introduced from 6 April as part of introducing the new HMRC tax regimes, and commented on by a number of individuals who responded to the earlier consultation exercise. These amendments are intended to deliver on the matters set out in the Department’s advisory letter of 13 April to LGPS interests in England and Wales. A number of other tax changes will be dealt with as part of the separate maintenance of the Scheme’s current provision rather than being linked to the development of the LGPS as has been the case for tax changes already introduced.

Content of the Statutory Instrument

In sequence the regulations can be summarised as follows:-
Regulations 1-2: citation and commencement

Regulations 3-4: clarify tax change impacts on higher earners

Regulations 5, 9-10 and 15: make further changes relating to the commutation provisions under the new Revenue limits, and extends this provision to elected members
Regulations 6 and 11-12: make further changes relating to flexible retirement requiring authorities to prepare policy statements and in providing consent fully understand cost implications of decisions

Regulation 7: this extends to childrens’ survivor benefits the same calculation as previously introduced for spouse/partner benefits where commutation might apply

Regulations 8,13,14 and 16-17: these deal with the extension of transitional protection and necessary cross-references

Any queries about these Regulations should be directed, in the first instance, to Nicola Rochester at:

Address: 
Local Government and Firefighters’ Pensions Schemes Division

Department for Communities and Local Government

Zone 2/F7, Ashdown House, 123 Victoria Street, London SW1E 6DE
Email:

nicola.rochester@communities.gsi.gov.uk
Telephone:
020 7944 6016
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ANNEX A
OFFICE OF THE DEPUTY PRIME MINISTER

Local Government Pension Scheme (Amendment) Regulations 2006
The Minister for Local Government (Phil Woolas): My Statement to the House of Commons on 28 March re-affirmed our commitment to secure the continued affordability and viability of the Local Government Pension Scheme and to provide secure, equality-proofed pensions for its existing and future membership.

A statutory instrument will be laid before Parliament today to remove the 85 year rule from the Scheme from 1 October 2006, in order to comply with Council Directive 2000/78/EC.  The regulations will also provide protection for existing Scheme members who will be 60 and satisfy the 85 year rule by 2013 and will introduce significant and well supported flexibilities into the Scheme’s legal framework to reflect the simplified tax regime provided by the Finance Act 2004.

In the light of discussions held yesterday with the trades unions and local government employers, we are calling on both sides to begin talks, to start now on a nothing ruled in nothing ruled out basis, to address the protection of existing Scheme members, the recycling of savings, and the development of a more equitable Scheme.

The Government stands prepared to introduce further amendments before the Summer Recess to update the Regulations in light of any agreed proposals which emerge from the talks between the trades unions and local government employers.

The Government is committed to good quality pensions for local government workers without placing an unfair burden on taxpayers.

ANNEX B

EXTRACT FROM CHAPTER 15 OF WHERE NEXT? – OPTIONS FOR A NEW-LOOK LOCAL GOVERNMENT PENSION SCHEME IN ENGLAND AND WALES

The current consultation (from 26 May to 3 July 2006) on the draft Local Government Pension Scheme (Amendment) (No.2) Regulations 2006

15.23 The proposals under consultation between 26 May and 3 July 2006 in the draft Local Government Pension Scheme (Amendment) (No.2) Regulations 2006 would have the following effects:

a. existing active scheme members at 30 September 2006 would continue to accrue service under the 85 year rule until 31 March 2008, in order to provide continuity with the start of the new-look scheme;
b. protection for existing members who will be 60 and satisfy the 85 year rule would be extended from 31 March 2013 to 31 March 2016; and

c. the “cliff-edge” that would then exist between 31 March 2016 (at which eligible members would suffer no reduction to their pension) and 1 April 2016 (at which members would suffer full reduction on service accrued after 1 April 2008) would then be smoothed, by applying tapering reductions on a linear basis from 0% reduction at 31 March 2016 to 100% reduction at 1 April 2020.

15.24 GAD have estimated that these additional protections will each cost:

a. £0.5 billion;

b. £0.5 billion; and

c. £0.35 – 0.4 billion.

15.25 The cost of the protections until 31 March 2013 was, in most cases, taken into account in the 2004 valuations, and therefore does not need to be taken into account in this context.

15.26 In calculating the cost pressures in the new-look scheme of these proposals, we need to compare the cost of these extensions with the accrued savings already available in the current LGPS. These accrued savings have been generated by the introduction from 1 April 2006 of a provision which would allow scheme members to commute some of their pension per annum (which accrues at a rate of 1/80th per year of service) for additional tax-free lump sum on retirement.

15.27 Before 1 April 2006, LGPS scheme members could only take the automatic 3/80ths tax-free lump sum on retirement that was stipulated by the scheme’s regulations. The 1 April changes, contained in the Local Government Pension Scheme (Amendment) Regulations 2006, allow, in accordance with the new simplified HM Revenue and Customs (HMRC) tax regime, Scheme members to take larger lump sums on retirement – up to 25% of the capital value of the pension.
15.28 Where Scheme members chose to increase their tax-free lump sum above the automatic 3/80th provision which still remains post 1 April 2006, this increase would be paid for by the Scheme member swapping pension for tax-free cash at a certain commutation factor. The commutation factor is 12:1, which means for every £1 of pension foregone, the Scheme member would receive an additional £12 tax-free as a lump sum payment on retirement.

15.29 The Government Actuary’s Department (GAD) have calculated that this provision could result in an overall saving to the LGPS. This is because, very broadly, a typical scheme member who has commuted some of their pension to lump sum on retirement might, on average, expect to live to receive more than 12 years worth of pension instalments.

15.30 The calculation is necessarily based on a number of assumptions, most importantly that 50% of Scheme members would continue to only take the 3/80th lump sum and that 50% would take the new maximum permissible under the new tax regime. The Final Regulatory Impact Assessment (RIA) which accompanied the Local Government Pension Scheme (Amendment) Regulations 2006 details that the capital value of savings relating to the accrued service of existing scheme is estimated to be £1 ¼ billion8. The Final RIA also explains that some of these savings were to be used to pay for the extra 18 months of service for all scheme members under the 85 year rule, as a result of the revocation of the Local Government Pension Scheme (Amendment) (No.2) Regulations 2004. The cost of revocation was calculated to be some £520 – 590 million.

15.31 As explained in Chapter 5, the new-look scheme options have been designed with reference to a target scheme cost which recycles 50% of the savings from the removal of the 85 year rule and commutation in respect of future service costs for existing members and new entrants. However, it will also be possible to use some or all of the accrued savings for existing scheme members from commutation to pay for either benefit improvements in the new-look scheme, or protections for existing scheme members from the removal of the 85 year rule from the current scheme.

15.32 The total cost of the additional protections and the cost of revocation is £1.9 – 2.0 billion, i.e. some £0.65 – £0.75 billion in excess of the £ 11⁄4 billion accrued commutation savings. Therefore, should these additional protections be implemented, it will be necessary to “eat into” the future savings by this amount. Over a period of 20 years, based on a pensionable payroll of £25bn, this is equivalent to around 0.16% – 0.18% a year of pensionable payroll.

15.33 As the new-look scheme costings are provided to one decimal place, it will therefore be reasonable to reduce the target new-look benchmark cost by 0.2%, should these additional protections be implemented. The new-look scheme options have therefore been designed to have a benchmark cost equal to this adjusted target cost, as can be seen in Chapter 10.
8 Further details can be found in the Final RIA, which is available on the DCLG LGPS website
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