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ANNEX

BRIEFING NOTE

DRAFT LOCAL GOVERNMENT PENSION SCHEME (AMENDMENT) (No2) REGULATIONS 2006

Current position

1. The Local Government Pension Scheme (Amendment) Regulations 2006 removed the 85-year rule from the scheme from 1 October 2006.  The regulations also provided protection for existing scheme members who will be 60 on or before 31 March 2013.

2. The implication of this is that any member of the scheme on the 30 September 2006 who reaches age 60 on or before 31 March 2013 can choose to take an unreduced pension in respect of service before 1 April 2013 from their 85-year rule age.  Any member of the scheme on the 30 September 2006 who is less than age 60 on 31 March 2013 and who retires early (before age 65) will be subject to an actuarial reduction based on a retirement age of 65 on the benefits earned after 30 September 2006 (according to GAD factors to be confirmed).

Proposed further amendments

3. The draft regulations (Amendment) (No 2) now circulated reflect proposals arising from the Tripartite discussions and incorporate two key changes.

4. Firstly, any member of the scheme on the 30 September 2006 who is age 60 on or before 31 March 2016 can choose to take an unreduced pension from their 85-year rule age, in respect of service before 1 April 2016.  This extends protection from 6.5 years to 9.5 years.  Any member of the scheme on the 30 September 2006 who does not reach age 60 by 31 March 2016 and who retires early (before age 65) will be subject to an actuarial reduction based on a retirement age of 65 on the benefits earned after 31 March 2008 (rather than 30 September 2006).  This provides continuity and security for existing scheme members between the removal of the 85-year rule at 1 October 2006 and the intended start of the new-look scheme at 1 April 2008.  

5. Thus, not only is protection enhanced, by extending the term of the 85-year rule and thereby allowing more members to benefit directly, it is also enhanced indirectly by reducing the scope of the reduction applying to members who do not qualify by the 31 March 2016.

6. The second change proposed in the draft regulations is to provide a safety net for a specific group of older members via a mechanism to avoid the “cliff-edge” issue in the current scheme – the fact that members who are over age 60 on 31 March 2013 would suffer no reduction to their pension if the 85-year rule age was also age 60 - whilst members who are age 60 one day later on 1 April 2013 would suffer a full reduction on their post - 1 October 2006 service.

7. The proposal is to introduce new reduction factors (to be supplied by GAD) which will apply from the 1 October 2006 to those existing scheme members at 30 September 2006, who would have satisfied the rule of 85 and will be 60 by 31 March 2020.  A tapering reduction will be applied to the post – 31 March 2008 period of membership, for any of these members choosing to retire before the age of 65 on and after 1 April 2020.  GAD guidance will set out how this taper may vary in individual cases.

Summary

8. A summary of how this will affect various classes of member is set out below:

Existing Regulations

Earliest age at which benefits can be taken unreduced as of right

Type of member
Service pre 1 October 2006
Service 1 October 2006 to 31 March 2013
Service post 31 March 2013

Joined pre 1 October 2006, age 60 or over on 31 March 2013


Rule of 85 age (min 60)
Rule of 85 age
(min 60)
65

Joined pre 1 October 2006, under age 60 on 31 March 2013


Rule of 85 age (min 60)
65
65

Joined post 1 October 2006


n/a
65
65

New draft Regulations

Earliest age at which benefits can be taken unreduced as of right

Type of member
Service pre 1 April 2008
Service 1 April 2008 to 31 March 2016
Service post 31 March 2016

Joined pre 1 October 2006, age 60 or over on 31 March 2016


Rule of 85 age (min 60)
Rule of 85 age (min 60)
65

Joined pre 1 October 2006, over age 60 and meets rule of 85 age by 31 March 2020


Rule of 85 age (min 60)
65 (reduction tapering)
65

Joined pre 1 October 2006, under age 60 or does not meet rule of 85 age by 31 March 2020


Rule of 85 age (min 60)
65
65

Joined post 1 October 2006


65
65
65

Financial implications

9. The Amendment Regulations (SI 2006 No. 966) laid before Parliament on the 30 March 2006 removed the 85-year rule with effect from 1 October 2006 and introduced a measure to offset the costs of the continuation of this measure from 1 April 2005 to 30 September 2006.  The new regulations enabled scheme members to commute pension and receive additional lump sum on a conversion factor of 12:1 and, based upon GAD’s original costings of this option, this was anticipated to more than cover the costs of extending the 85-year rule to October 2006.  Half of the further savings – over and above those required to fund the cost of extension – would be recycled into the further protections contained in this Draft Amendment (No. 2) legislation.

10. Our actuaries have reviewed the draft regulation and have assessed the financial implication for the Council.  The key issue in this exercise is the assumption around the take up of the commutation option and GAD have assumed a 50% take-up in their costings (limited anecdotal evidence so far is mixed but it is too early to draw conclusions on medium / long-term trends).  Applying this 50% take-up assumption to our own fund, having regard to the age profiles etc. therein, the actuaries have suggested that whilst there will be an additional net cost up to 2008, over a 20-year period the cost impact will be neutral.   

11. Obviously the projected level of commutation saving is a key element of this perspective and anecdotal evidence from other authorities suggests a significant level of concern over the realisation of these savings in practice.

Ken Bell

21 June 2006.
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Dear Ms Rochester 

Draft Local Government Pension Scheme (Amendment) (No. 2) Regulations 2006.

I refer to Terry Crossley’s letter of 26th May 2006, enclosing draft amending regulations setting out the latest proposals for transitional protections by: 

· 
extending the date of removal of the Rule of 85 from 1st October 2006 to 31st March 2008 (to tie in with the intended start of a ‘new-look’ scheme) for all current members;

· 
extending the 2013 cut off for transitional protection to 2016; and 

· 
introducing a sliding scale of new early retirement reduction factors for those retiring in the period between 2016 and 2020 so the reductions impact less the closer the retiring date is to 2016 and thus avoiding the ‘cliff edge’.

This response is on behalf of Oxfordshire County Council, acting as Administering Authority, after consultation with the Chairman, Deputy Chairman and Opposition Group Spokesman of the Pension Fund Committee.  

Whilst we understand the need to reach agreement on transitional protections, our concern must be the potential impact on the council taxpayer.  We did emphasise this point in our response to the original consultation and this latest set of proposals increases our concern – given the lack of any sound evidence for the assumed commutation savings that are a key element in funding the protections.

As noted in our previous response, we reserve the right to seek additional government funding, should subsequent actuarial valuations indicate that these changes are producing additional costs that would otherwise fall to be met by local taxpayers

Yours sincerely

Ken Bell

Assistant Head of Finance

__
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