PF17 - page 3

ANNEX 1

Local Government Pensions Committee


[image: image3.wmf] 


Secretary: Charles Nolda
[image: image1.png].=

employersorgarisation




CIRCULAR
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No. 127 – JANUARY 2003

GOVERNMENT’S GREEN PAPER ON PENSIONS “SIMPLICITY, SECURITY AND CHOICE: WORKING AND SAVING FOR RETIREMENT”  
Purpose of the Circular

1. This Circular has been issued to bring to the attention of authorities the proposals in the Government’s Green Paper on Pensions, “Simplicity, Security and Choice: Working and Saving for Retirement”, which was issued on 17th December 2002. Also issued at the same time were the following accompanying documents:

· a Technical Paper which sets out in more detail those aspects of the Green Paper involving technical changes to the regulatory framework governing occupational and personal pensions;

· a document entitled “Simplifying the Taxation of Pensions” which explains the Government’s proposals for radical simplification of the taxation of pensions in more detail; and

· a document entitled “The Quinquennial Review of the Occupational Pensions Regulatory Authority” which reports on the outcome of the independent 5-yearly review of OPRA and provides the wider context for the Government’s proposals for a new kind of pensions regulator. 

Main Proposals

2. The Green Paper sets out the Government’s proposals to renew the partnership between the Government, individuals, employers and the financial services industry in response to increasing concern over the adequacy and security of pension provision. The main concerns are:

· Longer life spans mean that people will have longer retirements. This means that if people choose not to work longer, and do not wish to see a drop in living standards, they will need to save more;
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· At the same time, there are signs of a decline in pension provision by some employers. While a shift from defined benefit to defined contribution pensions may not in itself be a cause for concern, the level of employer contributions does matter. Employee confidence has suffered due to the action of a few companies, who have let their employees down when they have become insolvent with an under-funded pension scheme;

· The complexity of products, the cost of financial advice and the legacy of pensions mis-selling mean that too many people are excluded from the financial services industry; and

· Many people are leaving employment (retiring) too early. 

3. In response to these concerns the Government has set out a number of proposals which it hopes will:

· Help people to make better informed choices about their retirement;

· Reaffirm the role and responsibilities of employers in the pensions partnership, thereby improving saving through the workplace, and providing greater protection for members of occupational schemes;

· Encourage simple and flexible savings products, thereby broadening access to the financial services industry; and

· Introduce measures to extend working lives.

4. Perhaps the main highlights for the public sector in the proposals are:

· A radical simplification of the legislation and tax rules governing pension provision;

· The introduction of flexible retirement i.e. allowing schemes to offer members the option, as part of their retirement planning, of drawing their pension whilst continuing to work for the same employer, perhaps with reduced hours or stepping down to a less responsible / lower graded job;

· For public service pension schemes, making an unreduced pension payable from age 65 rather than age 60, initially for new members. 

The LGPS already has a normal pension age of 65 for new entrants but, if the proposal is implemented, it will mean the phasing out of earlier protected normal pension ages for contributors who were in the LGPS prior to 1 April 1998 and the phasing out of the present “85 year rule” which allows an unreduced pension to be taken earlier than age 65 if the member’s combined age and membership equals or exceeds 85 years. Such a change would be unlikely to come into effect for future new members before 2005 and even later for existing members. Any pension entitlements which have accrued up to the date of change will be fully protected by statute. The Office of the Deputy Prime Minister has sent a letter dated 17 December 2002 to all pension fund administering authorities in England and Wales covering this matter in more detail, a copy of which is attached to this Circular. 

The proposal will have a greater effect on the Teachers Pension Scheme, which has a normal retirement age of 60 although most teachers and lecturers already work for schools and colleges which allow staff to remain at work until age 65. The main effect of the proposed change will be on new entrants. Pension entitlements which have already been built up by existing scheme members will be fully protected. Pensions based on service up to the date of change in pension age will be unaffected and scheme members will retain the right to retire and take those benefits at the present pension age of 60. Details need to be worked up in consultation with unions, staff representatives and employers, but it is expected that service after some date in the future will accrue pension benefits based on a pension age of 65. Existing scheme members would still be able to take the pension at any time after age 60, with adjustment for early payment where appropriate. A Question and Answer briefing is available via Teachernet at www.teachernet.gov.uk (with a link from the DfES website homepage www.dfes.gov.uk ), and on the Capita Teachers' Pensions website at http://www.teacherspensions.co.uk/.
 

In the Police and Fire Pension Schemes, police officers and firefighters can, in general, retire between ages 50 and 55 (later for senior ranks). It is proposed that the earliest age benefits can be paid under the Police and Fire Pension Schemes, other than on health grounds, should be raised to age 55 from 2010 but the Government intends to fully protect entitlements to draw pension benefits before age 55 that police office and firefighters have already built up. Deferred benefits would not be payable until age 65;

· An increase in the minimum age at which pension benefits can be paid, other than on ill health grounds, from age 50 to age 55 by 2010 in recognition of considerable improvements in life expectancy that have taken place over the last century. Thus, the earliest that benefits in the LGPS and the Teachers Pension Scheme could be paid on redundancy or efficiency grounds would rise from 50 to 55. The earliest a member of the LGPS could voluntarily take retirement benefits, with the employer’s consent, would also rise from 50 to 55. The detail and timing of any such changes would be a matter for consultation.

Detailed proposals
5. Paragraph 4 above merely sets out the main highlights. The Government’s proposals to achieve the objectives listed in paragraph 3 above are very much more numerous and can be categorised under a number of broad headings. These are detailed below.

A.
Use of a good pension scheme to help recruit and retain staff 

Proposals:

· Encourage employers to recognise the value of a good pension scheme as an aid to recruitment and retention;

· Encourage employers to adopt best practice in informing employees and prospective employees of the pension offered through recruitment material / adverts, information on pay slips (i.e. amount of employer contributions) and annual total benefit statements; and

· Look at whether employers could make joining their pension scheme a condition of employment for new recruits with the right to opt out only if, for example, the person is already contributing to a stakeholder pension.

B. Help individuals to understand pensions and financial choices

Proposals:

· Increase the number of people receiving forecasts of their pension income e.g. via a scheme Annual Benefits Statement, via a combined Annual Benefits Statement (showing state and scheme pension entitlements), or via an automatic state Annual Benefits Statement (initially for the self-employed and those not in an occupational or personal pension scheme but extended, over the next 5 years, to all of working age);

· Encourage the provision of information at key points in people’s lives to generate greater awareness and understanding of savings options;

· Simplify the tax rules so that all types of pension schemes are covered by a single set of simple rules;

· Identify, via an employer task force, good practice in promoting the value of a pension scheme to employees;

· Simplify savings products;

· Continue the Government’s publicity campaign to promote the need to save and prompt people to take action;

· Promote the value of tax relief on pension contributions;

· Encourage employers who do not offer a pension scheme to provide their employees with pensions information and advice;

· Look at offering the self-employed the right to opt in to the State Second Pension (S2P) by paying higher National Insurance contributions; and

· Look at how information, including the above points, can overcome the current low level of awareness of pension issues amongst women. 

C.
Extend opportunities for older workers

Proposals:

· Ensure employment and pension policies work together so that there is flexibility to give people the choice to extend their working lives by:

-
providing, from 2003, extra back-to-work help for those aged 50 and over and piloting measures, from around October 2003, to help recipients of incapacity benefits return to work;

-
treating men and women between 60 and women’s State Pension age
 as active labour market participants and thus entitled to the full range of job-search support and benefits; and

-
implementing, by December 2006, age legislation covering employment and vocational training, in which compulsory retirement ages are likely to be unlawful unless employers can show that they are objectively justified.

· Allow individuals to continue working for the employer whilst drawing their occupational pension, and consult on best practice to ensure that occupational pension scheme rules do not discourage flexible retirement e.g. by ensuring people are offered a fair return for deferring their pension if they work beyond normal retirement age; by allowing people who work past normal retirement age to continue to contribute to the pension scheme in order to further build up their pension entitlement; and to ensure that final salary schemes treat fairly those who go part-time or step down in responsibility near the end of their careers (by basing the benefits of the part-timer on the full-time equivalent pay, and by basing the benefits of the person who steps down to a lower graded post to be based on the best year’s salary out of one of the last few years of employment); 

· For public service pension schemes, make an unreduced pension payable from age 65 rather than age 60, initially for new members;

· Increase the minimum age at which pension benefits can be paid, other than on ill health grounds, from age 50 to age 55 by 2010 in recognition of considerable improvements in life expectancy that have taken place over the last century; and 

· No increase in the State Pension age but bring forward the date (from the current date of 2010) when the State Pension will be increased from 7.5% to 10% for each year a person delays drawing it beyond State Pension age and offer a choice between receiving that increased regular State Pension or taking a taxable lump sum in lieu of the increase.

D.
Better protection for scheme members

Proposals:

· Set up a new, pro-active, pensions regulator (replacing OPRA) to protect the benefits of scheme members by focussing on schemes where the regulator assesses there is a high risk of fraud, bad governance or maladministration;

· Consider two possible options for extending TUPE protection to cover pensions on private sector to private sector transfers; 

· Provide members with better protection where schemes are wound up;

· Make sure that schemes are compensated for the full amount lost as a result of acts of dishonesty; 

· Give employees (or employee representatives) the right to be consulted on changes to an employer’s pension scheme to prevent firms changing or closing schemes without dialogue with employees; and

· Scheme members to be issued with key information on the funding position of their scheme on a regular basis.

E.
Making pension provision easier for employers (by reducing the complexity of pensions legislation and the tax rules)

Proposals:

· Radically simplify the tax treatment of pensions and introduce new, more flexible rules to reduce the costs and burden of providing and administering a pension scheme. The main features are

· one simple tax regime replaces all existing regimes

· everyone will be able to save in as many pension schemes, at the same time, as they want (full concurrency)

-
pension contributions of up to 100% of annual earnings, or £3,600 if higher, can be made each year with full tax relief

-
a limit on the increase in the value of a person’s total pension ‘pot’ of £200, 000 per year. This would be introduced in 2004 and be indexed thereafter to keep pace with inflation

-
a single lifetime limit of £1.4 million on how much someone can save in tax-privileged pension schemes (broadly equivalent to the sum that a person could accrue by saving up to the current maximum limits over a working career). This would be introduced in 2004 and be indexed thereafter to keep pace with inflation
. When a benefit is brought into payment, the scheme administrator will need to work out the percentage of the current lifetime limit the benefits represent and add it to the sum of the percentages in respect of benefits already in payment from other schemes. If the total exceeds 100%, there would be a recovery charge (tax) of one third of the excess with any benefits payable in respect of the remaining excess being taxable as income in the normal way. Upon paying benefits, the scheme will need to tell the Inland Revenue what percentage of the lifetime limit the benefits represent. The scheme will also have to confirm the percentage to the person receiving the pension and remind that person of the percentage every year on the end of year P60 

-
most employees will not pay tax on employer contributions to pension schemes

-
the investment growth of pension schemes will still be largely tax free, as now 

-
the maximum tax free lump sum will be 25% of the value of the matured pension savings 

-
flexible retirement allowable, commencing at any time between age 50 and age 75 (age 50 to rise to age 55 by 2010) i.e. allowing schemes to offer members the option, as part of their retirement planning, of drawing their pension whilst continuing to work for the same employer, perhaps with reduced hours or stepping down to a less responsible / lower graded job

-
tax free death in service lump sums no longer to be limited to four times pay (but the value of any death benefits must be tested against the £1.4 million lifetime limit)

-
a limited lump sum upon death of a pensioner before age 75, taxable at 35%

-
people aged 65 or over whose total matured pension funds from all sources amount to no more than £10,000 will be able to commute them into a one off lump sum payment on the grounds of triviality, with the first 25% of the lump sum being tax free and the remainder taxed as income. This represents an increase in the commutation level from the present level of £260 per year (equivalent to a fund of £5000)

· Replace the Minimum Funding Requirement with scheme specific regulation to allow schemes greater flexibility in the investment decision-making process and make the funding position more transparent for scheme members. Employers, trustees and the scheme actuary will have to work together to develop an appropriate funding strategy for the scheme i.e. a Statement of Funding Principles, which will be available to members on request

· Simplify the structure of contracted-out benefits and reduce the complexity for both past and future service. For example,

-
amend the Reference Scheme Test for a pension scheme to contract-out of the State Second Pension (S2P) by reducing the minimum accrual rate from 

a)
1/80th of the average qualifying earnings (i.e. 

90% of earnings between the Lower and Upper Earnings Limits for NI earned in the last 3 tax tears) for each year of pensionable service, to 

b)
1/100th of career average earnings (cumulatively re-valued by prices up to 5% per year or allow schemes the option of final salary or re-valued career average earnings) for each year of pensionable service

-
revise the age restrictions relating to contracted-out rights so that schemes can start to pay all elements of the pension at the same time and remove the rules that prevent the payment of a lump sum from contracted-out rights

-
revise the trivial pension commutation level to, say, pensions of less than £520 per annum, possibly coupled with restrictions based on, for example, age

-
consider whether there is merit in removing the compulsory indexation of pensions in payment where the pension exceeds, say, £30,000 by only requiring the first £30,000 to be index linked

-
work with pension experts to simplify the interaction between the State Pension scheme and Guaranteed Minimum Pensions (GMPs) provided by contracted-out schemes

-
seek to simplify the anti-franking provisions (if they are retained)

consider abolishing safeguarded rights arising from pension sharing on divorce, subject to retaining the requirement that the total value of the pension share allocated to a former spouse is used to provide pension benefits

-
permit the automatic commutation of a bare Equivalent Pension Benefit (EPB) provided the member does not object

The Government considers the above measures could greatly simplify scheme administration, give schemes greater flexibility in the benefits they offer, increase transparency for scheme members, and could, overall, reduce funding pressures. Note, however, that the requirement for a contracted-out scheme to provide survivor benefits to widows / widowers is to be retained; 

· Possible simplification of requirements relating to the transfer of pension rights between schemes;

· Consolidate existing pensions legislation and simplify legislation that relates directly to scheme administration and governance by, for example:

-
simplifying the arrangements under which schemes are restricted from modifying accrued rights so that, in certain circumstances and within well-defined limits, schemes have the flexibility to make changes. Members would not suffer a reduction in their benefits as any rights foregone would have to be replaced with something of actuarially equivalent value;

-
reducing the level of prescription on selection processes for member-nominated trustees;

-
improving the procedures for dealing with internal disputes, in particular by giving scheme trustees more flexibility to adopt a procedure which best suits the scheme and its members; by allowing schemes to choose whether to have a one or two stage procedure; and by setting a shorter timescale for the process to be completed (possibly 6 months)

-
reducing the amount of information that has to be supplied automatically to scheme members and replace many of the current specific time limits with a “within a reasonable time” requirement.

· Move to immediate vesting of pension rights i.e. no refunds can be paid – employees would be entitled to benefits under the pension scheme after just 1 days membership. However, to relieve the administrative burden this would create, schemes could transfer de minimus amounts of, say, £7,000 (or perhaps membership of less than 5 years) to a stakeholder pension scheme where the member has left the scheme more than 6 months previously and either does not object or ask for the rights to be transferred elsewhere;

· Consolidate and simplify the legislation governing pension sharing on divorce

F.
Financial Services – building trust and improving understanding

Proposals:

· Provision of generic financial healthcheck products to help those on moderate incomes to identify their financial priorities and to save where it seems sensible for them to do so;

· Use of the workplace as a channel for the distribution of financial information and advice;

· Consultation in early 2003 on how to bring stakeholder pensions into the ‘simple product suite’ proposed by the Sandler Review;

· Options to make the annuities market work better e.g. to bring forward legislation that permits members of an occupational money-purchase pension scheme to be able to shop around for the best annuity available on the open market; to allow people to use part of their personal pension fund to buy an annuity for a short period (say 3 to 5 years) at the end of which the person could buy another short period annuity or buy a lifetime annuity; to allow the difference between the personal pension fund used to buy an annuity and the amount of the annuity payments actually made up to the date of death (before age 75) to be paid to the pensioner’s estate (less a 35% tax charge) or to provide up to a 10 year guarantee on annuity payments; to allow personal pension funds of less than £10,000 to be taken entirely as a lump sum at age 65; and to allow those with a severely reduced life expectancy to be able to commute the value of their pension to a one off lump sum (rather than buy an annuity);

· Ensure that the regulation of home equity release and home reversion plans protects consumers and allows the market in these products to work effectively; and

· Legislate to ensure that pension-fund trustees have ‘appropriate investment expertise’.

G.
Ensuring progress

Proposal:

· Establish an independent pensions commission to report regularly to the Secretary of State for Work and Pensions on how effectively the current system of voluntary pension provision is developing by looking at current and projected trends in the level of occupational pension provision and the levels of personal pension and other savings. 

Comments

6.
The Government would welcome comments and views from individuals and organisations on its Green Paper and on the Inland Revenue’s consultation document ‘Simplifying the taxation of pensions’. 

7.
Comments on the Green Paper should be sent by 28 March 2003 to:

Working and Saving for Retirement Consultation

Department for Work and Pensions

Pensions Strategy Team

3rd Floor, Adelphi

1-11 John Adam Street

London

WC2N 6HT

Or by e-mail to: pensionsresponse@dwp.gsi.gov.uk
A copy of the Green Paper and the accompanying technical paper can be found on the DWP website at http://www.dwp.gov.uk/consultations/consult/2002/pensions/index.htm
8. 
Comments on the Inland Revenue’s consultation document should be sent by 11 April 2003 to:

Maggie Anderson

Pensions Simplification Project

Room 132a, New Wing

Somerset House

The Strand

London, WC2R 1LB

Tel: 020 7438 8374

Fax: 020 7438 6527

Or by e-mail, including ‘Response Pensions’ in the subject header, to: pensionsconsult@ir.gsi.gov.uk
Replies will not be treated as confidential unless the respondent makes such a request. If responding by e-mail which includes a confidentiality disclaimer please state in the main text of the e-mail whether you are content for the response to be published.

A copy of the Inland Revenue’s consultation document is available on the HM Treasury website at :

www.hm-treasury.gov.uk/mediastore/otherfiles/simppencondoc02.pdf or a copy can be obtained by e-mailing pensionsconsult@ir.gsi.gov.uk and including ‘Subscribe Simplification’ in the subject header.

The Local Government Pensions Committee is considering the Government’s proposals and intends to submit a response to the Green Paper.

Terry Edwards

Assistant Director (Pensions)

6 January 2003 

Distribution
Chief Executives of Local Authorities in England and Wales (3 copies)

Pension Managers of Administering Authorities

Pension Managers (outsourced) and Administering Authority Client Managers 

Officer Advisory Group

Local Government Pensions Committee

Trade Unions

ODPM

COSLA

SPPA

Private Clients

Website

Visit the LGPC website at:

http://www.lg-employers.gov.uk/pensions/index.html
Copyright

Employers’ Organisation for Local Government (the EO).  This Circular may be reproduced without the prior permission of the EO provided it is not used for commercial gain, the source is acknowledged and, if regulations are reproduced, the Crown Copyright Policy Guidance issued by HMSO is adhered to.

Disclaimer
The information contained in this Circular has been prepared by the LGPC Secretariat, a part of the Employers' Organisation. It represents the views of the Secretariat and should not be treated as a complete and authoritative statement of the law. Readers may wish, or will need, to take their own legal advice on the interpretation of any particular piece of legislation. No responsibility whatsoever will be assumed by the Employers' Organisation for any direct or consequential loss, financial or otherwise, damage or inconvenience, or any other obligation or liability incurred by readers relying on information contained in this Circular. Whilst every attempt is made to ensure the accuracy of the Circular, it would be helpful if readers could bring to the attention of the Secretariat any perceived errors or omissions. Please write to:

LGPC

Employers' Organisation for Local Government, 

Layden House

76 - 86 Turnmill Street

London, EC1M 5LG 

or e-mail terry.edwards@lg-employers.gov.uk 
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� The State Retirement age for woman gradually rises between 2010 and 2020 from age 60 to age 65.


� Transitional provisions will apply to the limited number of people whose fund value already exceeds £1.4 million at the date the new provisions are introduced (“A-day”).
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