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From 1 April 2008 the Local Government Pension Scheme (LGPS) is changing. This report outlines the main changes and the impact it will have on the Council and our employees.  It also identifies the areas where the authority has a degree of choice as to how we will apply the new regulations.  Most of the changes are of an operational nature although some will require policy consideration. A good deal of work by officers will be involved in order that the Council is ready to implement the new scheme on 1 April.
Recommendations:

· Members to note the changes pending with the Local Government Pension Scheme

· Members to consider whether a watching brief only is sufficient as to the role of the Employment Panel during the implementation of these changes.

Contact Officer:
Jean Cross
Ext:
7081

1.
Background

1.1
From 1 April 2008 the Local Government Pension Scheme (LGPS) is changing and employees who are members of the LGPS will automatically be transferred to the new scheme.  Employees joining local government on or after 1 April 2008, and who wish to be in the LGPS, will enter the new scheme. Around 88% of our employees have opted to be members of the current LGPS.

1.2
This report outlines the main changes and the impact it will have on the Council and our employees.  It also identifies the areas where the authority has a degree of choice as to how we will apply the new regulations.  Most of these are of an operational nature but some will require policy consideration. Hence the need to put this before the Employment Panel.

1.3 At this point in time the Regulations have not been finalised and therefore have the potential to change, although it is anticipated this will be more in the nature of clarifying issues, providing more detail or correcting drafting errors.

1.4 The short time-scale, the degree of uncertainty and the amount of effort involved all adds up to a major piece of work for us to be ready to implement the scheme (as we must) by 1 April.

1.5 Whilst there are some policy decisions to be made during this process, these are not of the nature or complexity that Members have been grappling with during recent and current work on pensions matters. It should be possible for Members to be confident that management can make these judgements when required as they oversee the operational work needed. Members may consider that a watching brief by the Employment Panel is all that is required of them.

2.
Features

2.1
The key features of the new Scheme are unchanged from the existing one.  The Scheme will continue to:

· Be a final salary scheme

· Provide a guaranteed pension based on final pay

· Provide for voluntary retirement from age 60 or earlier with the employer’s consent

· Provide for a pension earlier than age 60 in the cases of redundancy and efficiency retirements

· Provide a death grant

· Provide ‘family’ benefits (e.g. Spouses’ and children’s pensions )

· Provide index-linked benefits.

3.
Changes

​3.1
There are however many changes from the existing scheme and these are in the following areas:

· Eligibility

· Increased employee contributions

· Final pay calculations

· Calculation of benefits

· Extra benefits for employees

· Employer options to provide extra benefits

· Retirement benefits

· Redundancy and efficiency early retirements

· Flexible retirement

· Ill health retirement

· Late retirement

· Death and survivor benefits.

3.2
Those eligible to join the pension scheme 

3.2.1 Currently, anyone employed in local government is eligible to join the LGPS, including casual employees.  From 1 April 2008, only those with a contract lasting three months or more are eligible to join. So those employees on very short-term temporary contracts and casuals will be excluded. 

3.2.2  In practice this will make very little difference, other than a need to change administrative procedures and information provided to employees.

3.3
Employee contributions

3.3.1 Many employees will find that they will be contributing more to their pension. Currently, the percentage contribution paid by employees is 6% for the majority, and 5% for former manual employees who were in a manual post prior to 1995. After 1 April 2008, salaries will be grouped into seven bands and a percentage contribution rate applied to each band. See Appendix 1.

3.3.2 Thus someone earning less than £12,000 per year will pay a contribution of 5.5% of their earnings into the pension scheme, while an employee earning over £75,000 will pay 7.5%.  

3.3.3 Contribution rates are assessed at full time equivalent rates and will be increased in line with inflation each year. Increases for those currently paying 5% will be staggered to lessen the impact on the employees in this category. There are 63 employees currently paying at this protected 5% contribution rate.

3.3.4 Most of the arrangements are prescribed in the legislation.  However, there are some operational areas where authorities will be allowed to set their own arrangements.  These are:

· The band an employee will fall within is their salary at 1 April 2008, or when they start work if this is later. The time when an employee’s contribution band would be re-assessed, in the event that there is a change to their salary, is down to this authority to determine.  It may be either immediately when the circumstances change (e.g. the employee is appointed to a higher or lower grade job within the Council) or on a more regular basis to be determined by us.  There are arguments for and against either option.  However, the initial setting up of the contribution bands requires an amendment to the HR/Payroll software and this is scheduled to be despatched no sooner than 29 February 2008.  We do not yet have the information as to which method will be built in to the software upgrade nor how much customisation will be required to implement this upgrade. It is recommended that officers make a decision on this matter based on what is most effective in terms of utilising the software.  To adopt any practice other than that incorporated in to the software upgrade could be costly and time consuming.

· The elements of an employee’s pay which need to be included in the calculation of pay for determining which contribution band an employee falls into (‘calculable pay’) are for the most part, specified within the legislation.  The Council does, however, need to make a decision on whether to include only permanent elements or widen it to also include temporary elements.  An example of a temporary element that could be included or excluded is where an employee carries out additional duties and is given an honorarium of a few spinal column points in recompense.  We could decide that short term honoraria (for a period of say, less than a year) should be excluded but any longer ones should be included.  However, it is proposed that officers make a decision on these matters once the software upgrade has been received to see how it handles such changes.

3.4
Final pay calculations upon retirement
3.4.1 At present an employee’s final pay is determined by the best in the last three years.  There are exceptions where an employee has suffered a reduction in pay through no fault of their own (e.g. a forced redeployment into a lower level job) when they can elect to take the average of the best of three years in the last 10 years. From 1 April 2008, the same will apply except that an employee who suffers a voluntary loss of pay (e.g. choosing to take a lower paid job) can also elect to have their pension based on the average of the best three years in the last ten years. The main impact of this is that employees will have a better choice as to how they approach their retirement.

3.4.2 This will include employees who have changed local government employers. So, for example, an employee may come to Carlisle City Council for a lower paid job and, if they retire within less than ten years, can have their pension based on the higher earnings with their previous employer. 

3.4.3 At present, this provision does not apply to people taking flexible retirement, although there is a possibility that this may change. If the legislation is subsequently amended to allow flexible retirees to take advantage of this, the City Council will also need to review its Flexible Retirement Policy.

3.4.3
We will need to amend our practices with record keeping in relation to employees who have left, and this will involve considerable additional work.  The impact on the pension fund is not predictable, but it is possible that we may have to fund a pension based on a salary earned with a previous employer.

3.5
Calculation of pension benefits
3.5.1
Currently, pension benefits are accrued as follows:

· Pension: 1/80th of salary for every year of pensionable service (including any additional years purchased). Plus a…

· Lump sum: 3/80th of salary for every year of pensionable service (including any additional years purchased)

· 
It is possible to take a lower pension and higher lump sum within specified limits.

3.5.2
From 1 April 2008, the rate of accruing pension benefits will be:

· Pension of 1/60th of salary for every year of pensionable service after this date.  

· There will be the option to commute some of the pension into a tax-free lump sum.

3.5.3
An example of how pension benefits will be calculated for employees who were in both the pre-2008 scheme and post-2008 scheme is given as Appendix 2.

3.6
Extra benefits for Employees

3.6.1 Before April 2008, employees could purchase extra years of pension.  From 1st April 2008, this facility will be replaced by the ability to buy additional pension service in multiples of £250, up to a maximum of £5,000 and will be referred to as Additional Regular Contributions (ARCs).  

3.6.2 Employees may still also pay Additional Voluntary Contributions (as now).

3.7
Employer options to provide extra benefits

3.7.1 The new regulations allow employing authorities to:

3.7.1a
 Augment pension membership of those employed or who have retired early on redundancy/efficiency grounds within the previous six months by up to ten years. This amounts to little change from the existing scheme – and something that is currently forming part of the work on developing a new policy on redundancy and efficiency early retirements being overseen by the Employment Panel.

3.7.1b
Contribute towards a shared Additional Voluntary Contribution cost. No change from the existing scheme. This is not something that Carlisle City Council has done in the past.

3.7.1c
Grant up to £5,000 pension to any employee in the pension scheme. This is a new option. However, no details are available at present.  

3.7.2
These options could have significant implications and, should the Council wish to pursue them, could require more work.  It is recommended that any work on these provisions be confined to the project currently being undertaken on a redundancy and efficiency early retirement policy, which is being overseen by the Employment Panel. 

3.8
Retirement benefits

3.8.1
Normal retirement is roughly the same as in the existing scheme.

3.8.2
Voluntary retirement aged 60 – 65 years is roughly the same as before.

3.8.3 Early retirement with the employer’s consent is also roughly the same as before. However, it should be noted that employees will need to be aged 55 years or more to be eligible to receive immediate pension benefits (existing employees can receive immediate pension benefits at aged 50 years or more and this will continue for them until 31 March 2010).  

3.8.4
The changes relating to the ’85 year rule’ are still undergoing government consideration, and so how long this option will remain available is unknown.

3.9
Redundancy and efficiency early retirements
3.9.1 Members are aware of the changes in the 2006 pension regulations and you are receiving reports on work to develop a new redundancy and efficiency retirement policy. 

3.9.2 The 2008 changes relate to a new provision to award an additional payment up to £5,000 of pension. See 3.7.1c above.

3.10
Flexible retirement

3.10.1
There are significant changes in these provisions.

· There is a new facility to take ‘part’ of pension benefits rather than all of them.  Details of these are not yet available.

· There is the intention to increase benefits by an ‘actuarial’ amount, however there are no details or firm proposals as yet.

· Several other areas require clarification or more details and Members will be advised in due course if this means that we will need to revise the authority’s Flexible Retirement Policy that you approved in 2007.

3.11
Ill health retirement

3.11.1
The provisions under the new regulations are, for the most part, more beneficial to employees who become too ill to continue working during the course of their work.

3.11.2
Currently, an employee deemed incapable of carrying out comparable work until aged 65 years is awarded immediate pension benefits, enhanced by a number of years based on service, up to a maximum of 10 years.

3.11.3
The new regulations provide for two tiers of ill health retirement, with the possibility of a third level being added:

· Tier 1 – awarded in cases where the employee has no reasonable prospect of obtaining gainful employment before the normal retirement date (i.e. currently aged 65 years).  In this case the benefits accrued will be enhanced by 100% of the potential membership from the date of leaving, to age 65.

· Tier 2 – awarded where the employee is unlikely to obtain gainful employment within a reasonable period of leaving, but is likely to be able to do so before the normal retirement date.  In these cases the benefits accrued would be enhanced by 25% of potential membership from the date of leaving to age 65.  There will be protection for current employees who are aged 45 years or older on 31 March 2008, and who retire on the grounds of ill health after that.  They cannot be worse off than they would have been under the 1997 scheme.

· Tier 3 - consultation is underway about a third tier.  The proposal is that employees who can obtain gainful employment within a reasonable period after leaving would be awarded an ill health retirement pension on benefits accrued to date.  It would cease upon the ex-employee being capable of obtaining gainful employment.

3.11.3
Definitions of ‘permanent’, ‘gainful employment’ and ‘reasonable time’ are given but can still give rise to different interpretation.

3.11.4
There are also some technical changes in relation to paying for the occupational health assessment in relation to their fitness for work, which will increase our costs.   In terms of the Council’s overall budget these are insignificant, but there will be an impact on the Occupational Health budget held in Personnel and Development Services.

3.12 Late retirement after age 65 years

3.12.1
Benefits will be actuarially increased for the employee but not their dependants.

3.13
Death and survivor benefits

3.13.2 Death in service grant will increase from two times to three times final pay.

3.13.2 Death grant of five times the deferred pension will be payable in the case of the death of an ex-employee with deferred benefits.

3.13.3
Death grant for survivors of pensioners of ten times the pension, less any pension already paid out.

3.13.4
For a flexible retiree who has taken part of their pension, the death grant relating to the pension in payment applies, plus, if the employee continues to contribute to the LGPS, the death grant relating to their current salary.      

3.13.5 Short-term pensions for all deaths have been removed after 1 April 2008, but will still be available in respect of employees who left or retired before that date.

3.13.6 Survivors’ long-term pensions for widows, widowers, nominated cohabiting partners and dependant children are now to be based on 1/160ths.




3.14 Summary

3.14.1
Whilst the key features of the new look local government pension scheme remain the same as the existing scheme, there are some significant differences. 

3.14.2
Ensuring that employees understand these changes (in what is already an area little understood by many) represents quite a challenge. 

3.15
Implementation

3.15.1
In order to implement the new scheme we will need to:

· Advise employees of the changes.  A series of road shows across the authority is planned for March. We are currently producing guidance that will be disseminated widely. We are also writing to each employee member of the LGPS to advise them of their pension contribution rate. 370 of these employees will pay a higher contribution rate and 364 a lower.  No one will be unaffected: all members of the scheme will change either ‘for better or for worse’.

· Implement the necessary internal procedural changes, mainly within Personnel and Development Services.

· Configure the HR/payroll software to accommodate the changes.

· Policy consideration in relation to the options the authority has for enhancing pension benefits, especially once more detail is known.

​3.16
Recommendations

· Members to note the changes pending with the Local Government Pension Scheme

· Members to consider whether a watching brief only is sufficient as to the role of the Employment Panel during the implementation of these changes.

Appendix 1:
Contribution rates after 1 April 2008

Band
Range (2008/09)
Contribution rate

1
£0 – £12,000
5.5%

2
>£12,000 - £14,000
5.8%

3
>£14,000 - £18,000
5.9%

4
>£18,000 - £30,000
6.5%

5
>£30,000 - £40,000
6.8%

6
£>£40,000 - £75,000
7.3%

7
£>£75,000
7.5%

Note:

· These bands will increase each year in line with inflation, and

· The contribution will be based on full time equivalent pay

Appendix 2:
An illustration of pension benefits for an employee with part of their benefits payable under pre-2008 regulations and part payable after that date.
An employee retires on 31 March 2028, with 40 years service, and a final pay of £12,000.

Thus they worked for 20 years under the current scheme and will work for 20 years under the new scheme.

Pension under current scheme 
= 20/80 X £12,000
=
£3,000 per year

Pension under new scheme
= 20/60 X £12,000
=
£4,000 per year

Total 







=
£7,000 per year
Plus lump sum from current scheme = 20 X 3/80 X £12,00 =
£9,000

NB There is also the option for this employee to commute some of their pension to a lump sum
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