Agendaltem 2
CITY AND COUNTY OF CARDIFF
DINASA SIR CAERDYDD

Employment Conditions Committee: 20 February 2007

Joint Report of Chief Executive and Chief Financial Services
Officer/Section 151 Officer

Statutory Consultation on Changesto the L ocal Gover nment Pension
Scheme

Background

1. The Department for Communities and Local GoveminfDCLG) has issued draft
regulations for consultation which define the nevcél Government Pension Scheme
that will operate from 1 April 2008. The deadliioe responses to their statutory
consultation exercise is 28 February 2007.

2. The purpose of this report is to present a desfponse to the consultation exercise on
behalf of the Council. The draft regulations shat®ppendix B list a range of
amendments to the LGPS. As some of these are immature this report focuses on
the most significant issues which the Council mahwo comment on in its
response.

I ssues
Tiered employee contributions

3. Under the existing Local Government Pension Reiguns 1997 (as amended), LGPS
members currently have an employee contributios #86% of pay. Under the new
regulations, a system of tiered employee contrdngtiwill be introduced based on
Full Time Equivalent pay. Scheme members will p&£6 on their first £12,000 p.a.
of pay and 7.5% on the excess over £12,000. Tile titustrates the effective
contribution rate for members in different salaants.

FTE Salary Effective Contribution Rate
£5,000 5.5%
£10,000 5.5%
£15,000 5.9%
£20,000 6.3%
£25,000 6.5%
£30,000 6.7%
£40,000 6.9%
£50,000 7.0%
£75,000 7.2%
4. The Department for Communities and Local Goveminnave stated that they wish

to introduce tiered employee contribution rateasto encourage membership
amongst the lower paid. However, there are vanwablems with their proposals
which have been highlighted in the Council’s draftponse:
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» The change in contribution rate from 6% to 5.5%@rspective members on low
salaries is unlikely to lead to a significant irase in membership of the LGPS;

* As the Scale 1 salary in the Council is currenfl{ A93, all members will pay an
element of their contributions at the rate of 7. \&#hin a few years, unless the
£12,000 limit is index-linked. If the intentionfier lower paid staff to pay
contributions of 5.5% this fact suggests that th2,800 threshold is too high.
The government should produce evidence to suppoyttiae threshold should be
set at a particular level.

» The regulations do not give any assurances on mavihen the threshold of
£12,000 will be amended in the future to take antofiwage inflation.

e The tiered contribution rates must be calculate@wahTime Equivalent pay.

For part time staff this means their contributiateris assessed on the Full Time
Equivalent rather than their actual pay. Therefmd timers earning less than
£12,000 may still pay an element of their contridms at the rate of 7.5%. This
would appear to be discriminatory against part-tmembers, as full time staff
earning less than £12,000 would only pay 5.5%. tNéeefore believe that tiered
contributions, if introduced, should be based arsgmpay.

« The system will be difficult to administer bothterms of payroll deductions and
data recording by the pension section.

» Given the salary structure of the Council’s mempieiis clear that men will pay
higher contributions than women and that older memnkvill pay higher
contributions than younger members. This could leadiscrimination cases and
runs counter to the main objective of LGPS reforimolv was to produce an
‘equality-proofed LGPS'.

Benefit accrual rate

5.

Under the current scheme, members accrue apansion benefits at the rate of 1/80
of their final salary for every year of servicen dddition members receive an
automatic lump sum of three times their annual jgensThe new scheme will accrue
benefits at the rate of 1/60 of final salary buthmo automatic lump sum. Under
separate regulations introduced in 2006, member®gato receive a lump sum by
commuting (i.e. ‘giving up’) £1 of annual pensiar £very £12 of lump sum which is
received. In monetary terms the value of benefider the new scheme are broadly
equivalent to those of the existing scheme asaé® of the lump sum is compensated
through a higher accrual rate for the annual pensio

As noted in the draft response, this proposakdwt have any major advantages over
maintaining the current scheme. During an inforomadsultation exercise by DCLG

in 2006 there was no support for this approach gstdocal authorities, many of
which preferred maintaining the current 1/80 scheiMembers would receive little
extra benefit under the new scheme, and there ssgmificant change in the cost to
employers. However, the change in accrual ratele@tl to complications in terms of
pension administration and actuarial valuations.

The removal of the automatic lump sum also l¢adsdifficult choice for individuals
approaching retirement. The decision on whethe&obto elect to take a lump sum is
not a simple one and may require the expense epentent financial advice.

The commutation rate of 12:1 for those who dietake a lump sum has been
adopted by several other public sector pensionmsele However, the use of a single
rate for all members is difficult to justify withoturther evidence. For example,
someone who retires at 60 will be able to takengplsum of a similar relative value
to someone taking a lump sum at age 70, even thilwggjounger retiree is likely to
claim their annual pension for a much longer peridtiere is also indirect gender
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discrimination as men tend to receive their anpealsions for a shorter period than
women which should be reflected by the use of tkfie commutation rates.

Threetier ill-health r etirement

9. Regulation 27 of the current LGPS regulatiotmad employers to grant ill-health
retirement where a member leaves ‘by reason ofgge@nmanently incapable of
discharging efficiently the duties of that employrtie The employer must also
consider the report of an appointed medical piaogr when granting ill-health
retirement. lll-health retirees are currently gadi to the immediate payment of their
accrued benefits, plus an enhancement to membdyabked on their length of
service.

10. Employers therefore have no discretion on thatgqhg of ill-health retirement under
the current scheme — a member either meets tlegiario receive ill-health benefits
or they don’t. The introduction of more flexibylias to what benefits can be paid and
under what circumstances is something that manyay@rs would welcome.

11.  The proposed regulations will introduce a thieseill-health retirement scheme
which will pay varying amounts of benefits depentdamthe likely length of the
iliness:

i. for those Scheme members judged to be unable forpedocal government
employment duties but able immediately to undertglenful employment —
accrued rights only;

ii. for those unable to undertake gainful employmerhiwia reasonable period, but
likely to be able to do so before normal retiremage — accrued rights and
augmentation of 25% of prospective service to nbretaement age; and

iii. for those unable to undertake gainful employmeiffdreenormal retirement age —
accrued rights and augmentation of 50% of prospecservice to normal
retirement age

12. There are potential problems with the propasteme which have been highlighted
in the draft response:

e Itis sometimes difficult to receive clear medioginions under the current
scheme as the medical practitioner needs to adsessember’s current health
and predict their health at age 65. However, threetit scheme is absolute in that
a member either is or isn’t permanently incapabldeir duties. The proposed
scheme will ask medical practitioners and employ@rsake decisions on how
long the ill-health condition is likely to persisk will therefore be even more
difficult to make judgements under the new schentkibseems likely that there
will be a rise in appeal cases where membersliegishould be placed in a
higher tier of ill-health. This could be costlythan terms of the payment of
higher pension enhancements as well as any contpmnawvards.

« The regulations do not state whether employersldhmanitor any subsequent
changes to the health of ill-health retirees.s klso not clear whether the pension
fund should stop paying the pension if their heattproves or if the top tier cases
take up any form of employment.

* Under the existing regulations, ill-health retireeseive an enhancement which
clearly rewards past service to the employer. omrast, the new scheme pays an
enhancement which is linked to the future servigh e employer which may
never have come about. The new scheme therefeserdi link the benefits a
member receives to the contribution an employeerfade to the employer. In
addition, average total membership periods in tB® & have been falling and the
national average is now around 6 years. Rewastalf for any potential future
service in excess of this average would be diffitmjustify.
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* The objective of the LGPS is to accrue pensionp&yment at normal retirement
age. However, the proposed regulations incorp@ataler variety of ill-health
retirement scenarios which diverge from this priyr@am. It would be more
straightforward to operate a completely separateeilth scheme specifically
designed for that purpose which employers can daré towards. This would
have the advantage that all ill-health leaversdoeteive the same benefits
whereas at the moment only LGPS members can reitiehealth pensions.

* Il health retirement was originally introducedhelp those members who would
not be able to earn any form of income before nbretaement age. Under the
new scheme it is possible for members to clairhelth retirement while still
being able to work. For example, it is possiblesomeone to qualify for the
lowest tier of ill-health retirement but to immetdily take up employment
elsewhere. For the second tier, the regulatioss @b not define the ‘reasonable
period’ during which a member cannot work. Memizegld potentially receive
a 25% enhancement to their pension for the restedf lives while only being out
of work for a relatively short period.

Proposals

13. It is proposed that the draft response attaehéghpendix C, including any
amendments decided by the committee, is issuedCld@in response to their
statutory consultation exercise before their deadif 28 February 2007.

Advice

14.  This report has been prepared in consultatitmelevant Corporate Directors and
reflects their advice. It contains all the infotioa necessary to allow Members to
arrive at a reasonable view, taking into accouatftitiowing advice.

Legal Implications

15. Functions relating to local government pensemesa Council function and this
Committee (being a Council Committee) has delegptadker from the Council to
respond to the consultation on this issue.

Financial Implications

16.  As the draft regulations have not yet becorfecgfe there are no immediate
financial implications. If the proposals listedtire body of the report were enacted
they would not lead to an increase in direct ctistie Council as the strain of
funding additional ill-health retirements and thghter accrual rate would be met by
the Pension Fund. However, any strain on the Berigind would eventually be
reflected in higher employer contribution ratesnigeset for the Council in future
years. It is difficult to estimate whether contiiion rates will rise to accommodate
the new proposals as some of the additional cofitbevoffset against savings
achieved by allowing members to commute their anpeasion into a lump sum.
The DCLG have indicated that they believe theippsals are largely cost neutral
and this statement appears reasonable.

Human Resource | mplications

17.  These are set out in the body of the report.
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Trade Union Comments

18.

The Trade Unions welcomed the proposal to me$po the government’s
consultation exercise on the new-look LGPS. Altflothe aims of the new
regulations appeared reasonable they did notlieekll the proposed changes were
in the best interests of scheme members. In péaticthe proposal for a tiered
employee contribution rate was clearly unfair taiane staff in its current form.
The new regulations also appeared complicated andidwe time consuming to
administer.

RECOMMENDATION

19.

It is recommended that:-

() this Committee note the proposed draft new LG&fulations which it is proposed
will come into effect from 1 April 2008.

(i) this Committee approve the draft response @LB’s statutory consultation
exercise for issue prior to the deadline of 28 Eabr 2007.

BYRON DAVIES CHRISTINE SALTER
CHIEF EXECUTIVE CHIEF FINANCIAL SERVICESOFFICER

The following appendices are attached:

Appendix A — Letter from DCLG announcing consultation draft regulations

Appendix B — Draft Statutory Instrument - The LoGvernment Pension Scheme
(Benefits, Membership and Contributions) Reguladigf07

Appendix C — Dratft letter in response to DCLG'’s soltation exercise
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Brian Town

Local Government and Firefighters’
Addressees at Annex C Pension Schemes

Zone 2/F7

Ashdown House

123 Victoria Street

London SW1E 6DE

Direct line: 020 7944 6015
Fax: 020 7944 6019

Web sites: www.communities.gov.uk

22 December 2006
Dear Colleague

The Local Government Pension Scheme (Benefits, Membership and
Contributions) Regulations 2007

With Ministers’ agreement, | enclose draft regulations which propose a new-look
benefit structure for the Local Government Pension Scheme (the LGPS) in England
and Wales.

The Government’'s overall objectives for the LGPS are set out in the Statement
made to Parliament on 23 November by Phil Woolas MP, Minister for Local
Government, which marked the start of the statutory consultation exercise, to
introduce a regulatory framework to provide a new-look LGPS with effect from 1
April 2008. The closing date for comments is 28 February 2007.

Objectives for LGPS reform

The Government has undertaken to ensure that measures to reform the Scheme
are affordable, viable and fair to the taxpayers who guarantee the Scheme’s
statutory pension promise. Ministers have confirmed that it remains essential that
the Scheme should also be as flexible and accessible as possible, for both
employees and employers, so that it can provide a modern, equality-proofed range
of defined benefits, both now and in the future.

It remains a significant objective also to achieve an equitable balance between the
level of pension benefits provided by the scheme, and the actual cost of provision
from all stakeholders’ points of view, including tax payers.

Accordingly, the Government’s intentions seek to maintain stability in the costs of
the Scheme, and to ensure an equitable benefit/cost balance between all
stakeholders and ensure that no additional costs are imposed on council tax
payers.
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Draft Regulatory Proposals for a new-look LGPS

The statutory consultation exercise on the Government’s proposed reforms of the
Local Government Pension Scheme formally began on 23 November 2006. Within
that timetable all consultees are able to consider the proposals. The publication of
these draft regulations does not in any way affect the ability of stakeholders to
discuss ways forward. No final decisions can or will be made until the consultation
exercise is completed and responses to it have been given proper consideration by
Ministers.

The enclosed draft regulations (at A) give effect to the 23 November statement and
illustrate how the reforms will operate. Subject to the outcomes of the consultation
exercise, the regulations will be brought forward for the necessary Parliamentary
making and laying process. It remains Ministers’ intentions to have the new
Scheme provisions in place for April 2007 and fully operational from 1 April 2008.

Since the initial announcement, the opportunity has been taken to refine and clarify
a number of items within the consultation package and seen discussions among
key stakeholders begin on others as part of the on-going consultation process.

Ministers believe that the consultation proposals represent a good deal for the
membership which achieve the important objectives of affordability, viability and
fairness to tax payers. The intention remains to ensure the Scheme’s long term
sustainability for all existing Scheme members and those who will be attracted to
join it.

Scope of the draft requlations

As now set out, the draft Regulations provide the following new-look LGPS benefit
structure:-
1. Access to the Scheme for employees of bodies listed in the
Administration Regulations
2. Members in post on 31 March 2008 who continue in membership will
automatically have benefits accruing under the 2007 Regulations from 1
April 2008.
3. Definition of pensionable pay from which contributions are deducted
(brought forward from the 1997 Regulations)
4. Setting of employee contribution rates at 5.5% on first £12,000 and 7.5%
of excess over £12,000. (illustrations of how this impacts on different pay
bands are as estimated below

FTE Salary Contribution Rate
£5,000 5.5%
£10,000 5.5%
£15,000 5.9%
£20,000 6.3%
£25,000 6.5%
£30,000 6.7%
£40,000 6.9%
£50,000 7.0%
£75,000 7.2%
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5. Pension accruing at 1/60™ payable when retiring from active membership
at

(i) normal retirement age — with uplift of rights if not taken at 65 —
but no later than day before 75" birthday

(i) an earlier age either through individual choice or with
agreement of employer, which includes facility flexible retirement
(iif) age 55 or later as a result of redundancy — with protection of
age 50 for current members until 2010

(iv) departure on grounds of ill health, and

» for those Scheme members judged to be unable to perform
local government employment duties but able immediately to
undertake gainful employment* — accrued rights only;

 for those unable to undertake gainful employment on
cessation, but likely to be able to do so before normal
retirement age — accrued rights and augmentation of 25% of
prospective service to normal retirement age; and

e for those unable to undertake gainful employment before
normal retirement age — accrued rights and augmentation of
50% of prospective service to normal retirement age

Such enhancements on grounds of ill-health are to be no less favourable
than under the 1997 Regulations.

6. These benefits under (5) will be calculated on a new definition of
pensionable pay to be used in calculation of benefits permitting an average
of three consecutive years in the last ten years of membership

7. Facility to take up to 25% of the capital value of pension rights at the
point of a benefit crystallisation event.

8. Lump sum death benefit of three times actual salary if active member
dies

9. Survivor benefits, accruing at 1/160" for spouses, civil register partners,
co-habiting partners and children

10. Provision for calculating pre 2008 rights by reference to actual salary at
date of leaving or retirement whichever is later

11. Provision to add benefits as calculated under 5 and 9, to be paid as one
pension at the point of a benefit crystallisation event.

12. Rights relating to deferred members in terms of access to benefits as
under 4(i), (ii) and (iv) above

13. Right to death benefit relating to both pre and post 2008 membership
14. Rights of pensioners to receive index linked pensions

15. The facility to pay post retirement death benefits

16. The capacity for employers to augment membership or annual pension
17. The facility for members to purchase extra Scheme pension in steps of
£250 paper year up to a maximum of £5,000

18. The continuing facility to have Scheme AVC providers

20. Cost sharing mechanism to be established by 31 March 20009.

'During the remainder of the consultation period, interested parties may wish to consider these
elements on the basis that any adjustments will have a repercussive effect on the total cost of
provision. Consultees’ views on the most appropriate way of defining “gainful employment” are
invited.
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Transfer Arrangements

The protections provided in the extant Scheme Regulations, following the final
removal of the rule of 85 with effect from 1 October 2006, are to be available in the
new-look LGPS from 1 April 2008. All existing Scheme members who are not
eligible for these protections beyond 31 March 2008 will automatically become
members of the new-look Scheme on 1 April 2008. Their service up to, and
including, 31 March 2008, at the 1/80 and 3/80 rate, will be banked. Eventually,
these accrued rights will be calculated against actual final salary at the later date of
leaving or retiring. From 1 April 2008 their new benefits in the new Scheme will
accrue separately at the rate of 1/60™.

Consultees will be aware that a comprehensive range of protections were
introduced into the existing LGPS with effect from 1 October 2006. These are
affordable and legal and recognise the position of older Scheme members in
particular. There are no plans to re-visit the decisions taken regarding these in the
existing LGPS. It is proposed that for those existing members who retain rule of 85
protections from 1 April 2008 their accrual from that date will be on same terms as
that available to all other Scheme members. The GAD advice first published in
April 2005 about accrual beyond age 60 will continue to apply in the new Scheme.

In the department’'s letter of 23 November, details were given of the total
benchmark cost of future accruals for both existing and future members. Until the
proposed benefit package was determined, and decisions taken on the approach
to be taken regarding the switch from the current to the new pension arrangements
(in particular for those covered by transitional protection), it was not possible to
finalise transfer and transitional protection costs. However, this can now be
confirmed as being some 0.2% of payroll, going forward from 1 April 2008. This
amount is part of the savings achieved by the final removal of the rule of 85 from
the LGPS.

Scheme Updates

The 23 November also announced the launch of Pension Changes, an information
leaflet produced by Communities and Local Government, and a response forum
both available to download from our website www.communities.gov.uk/lgps In the
two weeks since the launch over 50 “notes” have been submitted to the site and
there have been over 21,000 hits on the site. We will continue to manage this
forum and post further developmental details, including some specific examples of
comparative pension positions as between existing LGPS membership and the
new-look proposal.

Policy Review Group

Proposals are also now being finalised to invite potential members to join the
Group. Some initial principles regarding cost-sharing will need to be considered
quite early in these discussions. Invitations will be sent out in the New Year.
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The Local Government Pension Scheme (Administration) Regulations 2007

As the Minister also confirmed in the announcement given to Parliament on 23
November, we are consulting on a second statutory instrument.

The attached draft (at B) sets out the scope of these regulations and, in particular,
describes the new elements that were carried forward from the work of the Scheme
Administration Group (paragraph 16.5 of “Where Next?” refers).

In general terms, the 2007 Administration Regulations will comprise all those
provisions of the extant 1997 Regulations, less those pertaining to the provisions
on benefits and entitlements which now feature in the attached 2007 Benefit
Regulations. In addition to the carry-over of existing provisions, the draft
Administration Regulations include new sections on pension administration
strategy documents; governance pension fund annual reports and ill-health
retirement guidance. These elements are described in more detail in the attached
annex.

At this stage, the draft Sl contains only the new elements described in the attached
annex, together with the provisions carried over from the extant 1997 Regulations
that are necessary to put the new provisions in a proper context. Work is well
under way in preparing a complete draft S| for consultation and this will be issued
to all interested parties at the earliest possible opportunity. The closing date for
comments on it will be 28 February 2007.

Next Steps

The new-look Scheme is programmed to be fully operational from 1 April 2008. To
achieve this in a satisfactory and informed way, the Government’s timetable and
programme of reform requires the new regulations to be in place for 1 April 2007.

Contacts

For enquiries on the content of this letter and the Ministerial Statement, please e-
mail Charlotte Hine-Haycock Charlotte.Hine-Haycock@communities.gsi.gov.uk or
Nicola Rochester Nicola.Rochester@communities.gsi.gov.uk or telephone 020
7944 6016 in the first instance. For enquiries on the proposed consultation
exercise on new administration regulations please e-mail Margaret Dunleavy
Margaret.Dunleavy@communities.gsi.gov.uk or telephone 020 7944 6012 in the
first instance.

Yours sincerely

Brian Town
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STATUTORY INSTRUMENTS

2007 No. 0000
PENSIONS, ENGLAND AND WALES

The Local Government Pension Scheme (Benefits, Meship
and Contributions) Regulations 2007

Made - - - - xxth xx 2007
Laid before Parliament xxth xx 2007
Coming into force - - 1st April 2008

These Regulations are made in exercise of the poa@nferred by sections 7 and 12 of the
Superannuation Act 1978(

In accordance with section 7(5) of that Act, thecr8mry of State has consulted (a) such

associations of local authorities as appeared tddhbe concerned; (b) the local authorities with

whom consultation appeared to her to be desiraid;(c) such representatives of other persons
likely to be affected by the Regulations as appktoder to be appropriate.

The Secretary of State makes the following Reguiat

Citation, commencement, interpretation and applicaibn
1—(1) These Regulations may be cited as the Locale@ment Pension Scheme (Benefits,
Membership and Contributions) Regulations 2007.
(2) These Regulations apply in relation to England\Afadesp).
(3) These Regulations shall come into force on 1stl2008.
(4) In these Regulations—
“the 1986 Regulations” means the Local GovernmepieBannuation Regulations 198f(
“the 1995 Regulations” means the Local Governmenis®n Scheme Regulations 1995(
“the 1997 Regulations” means the Local Governmemnisibn Scheme Regulations 1987 (

“the 1997 Scheme” means the occupational pensidrense constituted by the 1997
Regulations;

“the Administration Regulations” means the Local v&mment Pension Scheme
(Administration) Regulations 2008)¢

(@ 1972 c. 11.

(b) The Secretary of State’s functions under secfiarf the Superannuation Act 1972 in so far as teye exercisable in
relation to Scotland were devolved to Scottish ktisris by section 63 of the Scotland Act 1998 (1Q985) and article 2 of,
and Schedule 1 to, the Scotland Act 1998 (TrardfEunctions to Scottish Ministers etc) Order 1999. 1999/1750).

(c) S.l. 1986/24; amended by other instruments ligteBchedule M5 to the Local Government PensioreBehRegulations
1995 which revoke all the 1986 Regulations excepPhrts K and L. Part K was amended by S.I. 1981

(d) S.I. 1995/1019.

(e) S.I.1997/1612.



“part-time employee” means an employee whose contfeemployment provides—
(a) that he is such an employee for the Scheme, or
(b) who is neither a whole-time employee nor a varidiniee employee;

“the Scheme” means the Local Government PensiorerBeh2008 constituted by these
Regulations, the Administration Regulations andTtensitional Regulations;

“the Transitional Regulations” means the Local Goweent Pension Scheme (Transitional
Provisions) Regulations 200%)(

“variable-time employee” means an employee whos#ract of employment provides that he
is such an employee for the Scheme and—

(c) whose pay is calculated by reference to his dtaher than necessarily by reference to
the number of hours he has worked), or

(d) whose duties only have to be performed on an ameakbasis; and
“whole-time employee” means an employee whose aontif employment provides—
(e) that he is such an employee for the Scheme, or

(f) that his contractual hours are not less than timaben of contractual hours for a person
employed in that employment on a whole-time basis.

Active members

2—(1) An employee of a body listed in Part 1 of thecal Government Pension Scheme
(Administration) Regulations 2007 is an active membf the Scheme unless he has elected
otherwise in accordance with regulation XX of th&ssgulations.

(2) An active member of the 1997 Scheme is an activabee of the Scheme for as long as he
continues in Local Government Pension Scheme empay;

Contributions payable by active members
3—(1) Each active member shall make contributionthéoScheme at the standard contribution
rate on his pay in each employment in which henia@ive member.

(2) Subject to paragraph (3), the standard contributide is 5.5% on the first £12,000 of his
pensionable pay and 7.5% on any amount by whicpdrisionable pay exceeds that sum.

(3) Where a member is a part-time employee, his carttdbs shall be calculated by
multiplying the contributions he would have paidiiee been a full-time employee (calculated in
accordance with paragraph (2)) by the proporti@t the number of his weekly hours bears to the
number of weekly hours that he would have worketii@been a full-time employee.

Meaning of “pay”

4—(1) An employee’s pay is the total of—

(a) all the salary, wages, fees and other paymentstpdidm for his own use in respect of
his employment; and

(b) any other payment or benefit specified in his cttrof employment as being a
pensionable emolument.

(2) But an employee’s pay does not include—
(a) payments for non-contractual overtime;

(b) any travelling, subsistence or other allowance paidespect of expenses incurred in
relation to the employment;

(8) S.1.2007/XXXX..
(b) S.I. 2007/XXXX.



(c) any payment in consideration of loss of holidays;
(d) any payment in lieu of notice to terminate his cactt of employment;

(e) any payment as an inducement not to terminate rhijgoyment before the payment is
made;

() any amount treated as money value to the empldysse @rovision of a motor vehicle or
any amount paid in lieu of such provision;

(g) in the case of an employee or former employee ®Gbmmission for New Towns, any
payment made under any scheme relating to the ration of the employment of
employees by the Commission in respect of the cetqpl before a specified date of
specified functions; or

(h) a payment made in consequence of a School Achiewefsard under the scheme
established by the Secretary of State known aS¢heol Achievement Award Scheme.

(3) Where—

(&) a member’s contribution under regulation C2 or €3he 1986 regulations for a period
including 3f' December 1992 was based on pay which for the f€@lations as then in
force included an amount representing the monayevia him of the provision of a motor
vehicle or an amount in lieu of such provision émchediately before 3 April 1998 his
remuneration for the 1995 regulations included sarcamount, or

(b) immediately before *L April 1998 his remuneration for the 1995 regulasioncluded an
amount in lieu of the provision of a motor vehiele referred to in paragraph 7(2)(b) of
Schedule C2 to the 1995 regulations,

then his pay includes such an amount.

(4) But paragraph (2)(f) shall cease to apply if—
(&) he leaves employment with the employing authoritypwere employing him on—
(i) 31° December 1992; or

(i) where appropriate under the provisions of paragiapli Schedule C2 to the 1995
regulations, on® May 1995;

(iii) otherwise than as a result of a transfer to andllseeme employer which is beyond
his control; or

(b) he is neither provided with a motor vehicle noreiees an amount representing the
money value to him of the provision of such a vighic

(5) No sum may be taken into account in calculating ypalgss income tax liability has been
determined on it.

Benefits
5—(1) Membership of the Scheme only entitles the memto benefits under these Regulations
if—
(a) his total membership is at least three months; or
(b) a transfer value is credited to him.

(2) But paragraph (1) does not apply to benefits ipees of a member under regulation 15
(death grants: active members), regulation 19 {gonbenefits: active members), or regulation 23
(children’s pensions).

Calculations
6—(1) The amount of any benefit payable as a resfuli person’s membership is generally
calculated by multiplying his final pay by the appriate multiplier.

(2) Unless another multiplier is indicated, the appiaipr multiplier for a pension is the
member’s total membership/60.



Final pay
7—(1) A member’s final pay for an employment is p&y for as much of the final pay period
as he is entitled to count as active membershipcial government employment.

(2) A member's final pay period is the year ending whie day on which he stops being an
active member.

(3) In the case of part-time employment, the final [gathe pay that would have been paid for a
single comparable whole-time employment.

(4) Any reduction or suspension of a member’'s pay dutire final pay period because of his
absence from work owing to illness or injury mustdisregarded.

(5) If a member’s final pay period includes reservedsrservice leave, his final pay is—

(@) in a case where he has paid contributions undarlatign XX of the Administration
Regulations, the amount it would have been if @serve forces pay were pay received in
his former local government employment, or

(b) otherwise, the amount it would have been if he badtinued to be employed in his
former employment during the period of that leave.

(6) For the purposes of these regulations, a membwerd pay for any period of maternity,
paternity or adoption absence during the final pagiod in respect of which he pays or is treated
as paying contributions is the pay he would haceived had he not been absent.

(7) If a member is absent from work for any other r@adoring his final pay period, he is only
to be treated for these regulations as having vedehe pay he would otherwise have received if
he has made the appropriate contributions undetatgn XX of the Administration Regulations
for the period he is absent.

(8) If a member is only entitled to count part of theayspecified in paragraph (2) as a period of
active membership in relation to the employmentchtiie ceases to hold, his final pay is his pay
during that part multiplied by 365 and divided hg humber of days in that part.

(9) Final pay does not include any pension in payment.

(10) But a member may elect to have his final pay cated as the average of his annual pay in
any three consecutive years—

(a) inthe period of ten years ending with the last dayvas an active member; and
(b) ending with a day of which that last day is an gergary .

(11) And the average referred to in paragraph (10)deeised as if it were a pension to which
the Pensions (Increase) Act 1971 applies.

Retirement benefits

8—(1) If a member who has attained his normal retest age retires from a local government
employment he is entitled to immediate paymenetifement pension without reduction.

(2) The normal retirement date (“NRD”) of a memberis 66" birthday.

Retirement after the normal retirement date
9—(1) A member who, with the consent of his emplgyauthority, remains in service after his
65" birthday is entitled to a pension when he refires service.

(2) His pension rights accrued at that date, and aghjsiaccruing between that date and the
date of his retirement or his tl7,"0irthday, whichever is earlier, shall be enhanasdgshown in
guidance issued by the Government Actuary.

(3) The pension is payable immediately on retirement.

(4) But they must begin to be paid not later than tig liefore the member's ¥%hirthday even
if he has not retired.



Flexible retirement

10—(1) A member who has attained the age of 55 and, wiith his employer’s consent,
reduces the hours he works, or the grade in whelstemployed, may elect in writing to the
appropriate administering authority to receive allpart of his retirement benefits, and those
benefits may be paid to him notwithstanding thahag not retired from that employment.

(2) If the payment of benefits referred to in paragréphtakes effect before the member's 65th
birthday, the benefits payable are reduced in a@egure with guidance issued by the Government
Actuary.

(3) But the employer may choose to waive, in wholengpart, any such reduction.

(4) Where the employer so chooses, it shall pay tduhe the cost incurred as a result of such
waiver as calculated by the fund'’s actuary.

(5) Any benefits paid following an election under paegdn (1) are not subject to abatement
under regulation XX of the Administration Regula$oin respect of any subsequent employment
with the person who is his employer at the datei®tlection.

(6) In the case of a person who is a member ch\8arch 2008, and who makes an election
before 3% March 2010, paragraph (1) applies as if “agedvéére substituted for “aged 55"

Early leavers: inefficiency and redundancy

11—(1) Where—
(@) a member is redundant; or

(b) his employing authority has decided that, on theigds of his limited efficiency, it is in
the employing authority’s interest that he shoelavie their employment; and

(c) in either case, the member has attained the ag®g, of
the authority may determine, subject to paragradh to pay him his retirement benefits
immediately.

(2) Before making a determination under paragraphgi)employing authority shall consider
whether to reduce the member’s retirement benkéiténg regard to any guidance issued by the
Government Actuary.

(3) In the case of a person who is a member 6h\arch 2008, and who makes an election
before 31 March 2010, paragraph (1) applies as if “agedvéére substituted for “aged 55,

Early leavers: ill-health

12—(1) If an employing authority determines that armber who leaves local government
employment on the grounds of ill-health has a reddikelihood of obtaining gainful employment
(whether in local government or otherwise) befdeeNRD, they shall pay him benefits under this
regulation.

(2) If the authority determine that there is no reabtmarospect of his obtaining gainful
employment before his NRD, his benefits are in@das

(a) as if the date on which he left local governmenplelyment were his NRD; and

(b) by adding to his reckonable service at that dagé 50the period between that date and
his actual NRD.

(3) If the authority determine that, although he canobtain gainful employment within a
reasonable period of leaving local government eympent, but that it is likely that he will be able
to obtain gainful employment before his NRD, hiadfis are increased—

(a) as if the date on which he left local governmenpleyment were his NRD; and

(b) by adding to his reckonable service at that dagé 25the period between that date and
his actual NRD.



(4) But if the period to be added under paragraph J2)1§3)(b), as the case may be, is less than
the period that would have been added had regaolaBoof the 1997 Regulations applied, then his
benefits are increased by adding the latter period.

(5) If the authority determine that it is likely thatthough he is unable to effectively perform
his local government employment duties, he will erdweless be able to obtain gainful
employment within a reasonable period of leavirgalgovernment employment, he is treated as
if the date on which he left local government emgpient were his NRD.

(6) Before making a determination under this regulatiam authority shall consider a report
from a medical practitioner.

Election for lump sum in lieu of pension

13—(1) A member in respect of whom a benefit cryiation event occurs on or aftef April
2008 may elect in writing to the appropriate adstigiing authority before any benefits become
payable to commute his pension, or a part theetdd, rate of £12 for every £1 of annual pension
entitlement surrendered up to a maximum of 25%efdapital value of his pension entitlement.

(2) In paragraph (1), the capital value of a membegisspon entitiement is the aggregate of the
capital values of his entittements under the Schanakthe 1997 Scheme.

(3) A member and any of his dependants shall not bi#deshtunder any provision of these
regulations, to receive benefits the capital vabfewhich exceeds his lifetime allowance
increased, where applicable, by his primary pratectr enhanced protection.

(4) In this regulation, “lifetime allowance”, “primangrotection” and “enhanced protection” are
to be construed in accordance with section 218raf, Schedule 36 to, the Finance Act 2ep4(

(5) Any calculation of the increased retirement graaygble as a result of an election under
paragraph (1) shall be carried out in accordande guiidance issued by the Government Actuary.

Limit on total amount of benefits

14—(1) A member and any dependent of his shall narigled, under any provision of these
Regulations, to receive benefits the capital vatdiewhich exceeds his lifetime allowance
increased, where applicable, by his primary prateabr his enhanced protection.

(2) In this regulation, “lifetime allowance”, “primangrotection” and “enhanced protection” are
to be construed in accordance with section 218raf, Schedule 36 to, the Finance Act 2004(

(3) Any calculation of the capital value of a membdremefits is to be carried out in accordance
with guidance issued by the Government Actuary.

Death grants: active members

15—(1) If an active member dies, a death grant iapkey

(2) The administering authority at their absolute difon may make payments in respect of the
death grant to or for the benefit of the membedsnmee or personal representatives, or any
person appearing to the authority to have beerekdsive or dependant at any time.

(3) The death grant is his reckonable pay multiplie®@by

(4) But in calculating death grant in respect of a4iare or variable-time employee, actual pay
in part-time or variable-time employment is to lsed.

() 2004 c. 12.
(b) 2004 c. 12.



(5) If the administering authority have not made paytwamder paragraph (1) equalling in
aggregate the member’s death grant before theyeapiwo years beginning with his death, they
must pay an amount equal to the shortfall to thenbes’s personal representatives.

Elections for early payment of pension

16—(1) If a member leaves a local government emplaoyn(er is treated for these regulations
as if he had done so) before he is entitled tartimediate payment of retirement benefits (apart
from this regulation), once he is aged 55 or mageniay elect to receive payment of them
immediately.

(2) An election made by a member aged less than 6feffective without the consent of his
employing authority or former employing authoribu see paragraph (6)).

(3) If the member elects, he is entitled to a penseyaple immediately.

(4) His pension must be reduced by the amounts showp@mepriate in guidance issued by the
Government Actuary.

(5) A member's employing authority may determine on passionate grounds that his
retirement pension and grant should not be redunddr paragraph (4).

(6) Subject to paragraph (7), if a member who hasaléftal government employment before he
is entitled to the immediate payment of retiremieenefits (apart from this regulation) becomes
permanently incapable of discharging efficientlg ttuties of that employment because of ill-
health or infirmity of mind or body—

(&) he may elect to receive payment of the retirementefits immediately, whatever his age,
and

(b) paragraphs (2) and (4) do not apply.

(7) If a member does not elect for immediate paymemlkeurthis regulation, he is entitled to
receive a pension without reduction, payable frasrNRD.

(8) In the case of a person who is a member ch\8arch 2008, and who makes an election
before 3% March 2010, paragraph (1) applies as if “agedvéére substituted for “aged 55"

Death grants: deferred members

17—(1) If a deferred member dies, a death grantyslipa.

(2) The administering authority at their absolute diton may make payments in respect of the
death grant to or for the benefit of the membedsnimee or personal representatives, or any
person appearing to the authority to have beerekasive or dependant at any time.

(3) The death grant is his retirement pension (aggiregais entitiements under the Scheme and
the 1997 Scheme) multiplied by 5.

Death grants: pensioner members

18—(1) If a deferred member dies, a death grantysipia.

(2) The administering authority at their absolute difon may make payments in respect of the
death grant to or for the benefit of the membedsnmee or personal representatives, or any
person appearing to the authority to have beerekdive or dependant at any time.

(3) The death grant is his pension multiplied by 1@,the amount so calculated is reduced by
the amounts of any retirement pension paid to him.
Survivor benefits: active members

19—(1) If a member dies leaving a surviving spoussabiting partner or civil partnethat
person is entitled to a pension.



(2) If the deceased’s total membership was at leasethronths, the pension is calculated by
multiplying his total membership, augmented by anyvision of these Regulations, by his final
salary and divided by 160.

(3) If the deceased was an active member with a totahlpership of less than three months or a
deferred member, the multiplier for the pensiothésdeceased’s total membership/160.

(4)But in the case of a surviving cohabiting partnercwil partner, only the deceased’s
membership after“BApriI 1988 is taken into account for calculatitg pension.

(5) If there is more than one surviving spouse, thepbe jointly entitled under paragraph (1).

Survivor benefits: pensioners
20—(1) If a pensioner member dies leaving a surviveppuse, cohabiting partner or civil
partnerthat person is entitled to a pension.

(2) The pension is calculated by multiplying his tat@mbership by his final salary and divided
by 160.

(3)But in the case of a surviving cohabiting partnercevil partner, only the deceased’s
membership after'8April 1988 is taken into account for calculatitg tpension.

(4) If there is more than one surviving spouse, thepbe jointly entitled under paragraph (1).

Survivor’'s benefits: deferred members
21—(1) If a deferred member dies leaving a survivegpuse, cohabiting partner or civil
partnerthat person is entitled to a pension.

(2) The pension is calculated by multiplying his tate@mbership by his final salary and divided
by 160.

(3)But in the case of a surviving cohabiting partnercwvil partner, only the deceased’s
membership after“BApriI 1988 is taken into account for calculatimg tpension.

(4) If there is more than one surviving spouse, thepbe jointly entitled under paragraph (1).

Meaning of “eligible child”

22—(1) The eligible child of a deceased member is—
(a) the deceased’s legitimate or adopted child, or

(b) a child who was wholly or mainly dependent on teeahsed at the time of his death or,
where the child is born after the member's deatio would have been so dependent if
he had been born before or on the date of the mésrdeath,

but does not include a child who was born on oeratthe first anniversary of the date of the
deceased’s death.

(2) A person only counts as a child if—
(@) heis aged under 17,

(b) he is aged under 23 and since he became 17 heekasebgaged continuously in full-
time education or in training for a trade, professor vocation, or

(c) he is physically or mentally handicapped and becamehen a child within paragraph
(a) or (b).

(3) If an appropriate administering authority wish, ytheay treat education or training as
continuous despite a break.
Children’s pensions

23—(1) If a member dies leaving one or more eligithéddren, they are entitled to a children’s
pension.



(2) The pension is payable from the death.

(3) An eligible child ceases to be entitled to a pemsihen he ceases to be a child within
regulation 22.

(4) If the deceased was an active member, the persiibre iappropriate fraction of the pension
to which he would have been entitled if on the daftedeath he had become entitled under
regulation 12 (early leavers: ill-health).

(5) If the deceased was a deferred member, the peissiba appropriate fraction of the amount
of the pension to which he would have been entifled the date of death he had become entitled
under regulation 8 (retirement benefits).

(6) If the deceased was a pensioner member, the peissitire appropriate fraction of his
retirement pension.

(7) The appropriate fractions are—
(a) where there is one eligible child, one-quarter,
(b) where there is more than one eligible child, onké-idnich is apportioned among them.

Pension increases under the Pensions (Increase) é\ct

24\Where a pension to which the Pensions (Increas€)18¢l applies is payable out of an
appropriate fund, any increase under that Act eRtansions Increase Act 1974 must be paid from
that fund.

Power of employing authority to increase total memership
25—(1) An employing authority may resolve to incredke total membership of an active
member.

(2) A member’s total additional membership (includindd#ional membership in respect of
different employments) must not exceed—

(@) 10 years; or

(b) the period by which the member’s total membershifs fshort of the total membership
the member will have if he continues as an actieenbver until he is 65,

whichever is the shortest.

Power of employing authority to award additional pension

26—(1) An employing authority may resolve to awargeason additional pension of £250 a
year or multiples thereof.

(2) Additional pension may be paid in addition to angrease of total membership resolved to
be made under regulation 25.

Election in respect of additional pension

27A member may elect to pay additional contributiom®rder to be credited with additional
pension of £250 a year or multiples thereof to aimam of £5000.
Elections to pay AVCs

28A member who has elected to pay contributions umegulation XX of the Administration
Regulations (“AVCs”) in addition to any other cdhtrtions he may pay under these Regulations
is entitled to additional benefits in accordancthwigulations 29 and 30.



Death benefits: AVCs

29—(1) If a member elects for any of his AVCs to beed to provide death benefits, the
appropriate administering authority must make ayeaments for those benefits to be provided
under a pension policy with an AVC insurance comgpan

(2) The policy must provide for the appropriate adnterieg authority to pay the company the
same amounts as the AVCs to be so used within amtnafter the member’s usual pay day.

(3) The policy must reflect the restrictions on AVCsldhe provisions which apply under these
Regulations.

(4) In entering into the pension policy the administgriauthority must give effect to the
member’s wishes about the benefits it providedasas is practicable.

(5) But the benefits must be money purchase benefitdhaeir value reasonable considering the
contributions paid.

Retirement benefits: AVCs

30—(1) The appropriate administering authority musteist any AVCs which are not to be
used to provide death benefits with an approved Aday.

(2) When a member who has paid AVCs during his employrieaves his employment with the
employer who was his employing authority when leetdd under regulation 27 to pay them, the
appropriate administering authority must use theualated value of the contributions invested
under paragraph (1) for the provision of additiopahsion benefits under a pension policy at any
time prior to the 75 birthday of the member.

(3) But if the member dies before the policy is entérgd, the accumulated value is payable to
his personal representatives.

(4) In entering into the pension policy the administgriauthority must give effect to the
member’s wishes about the benefits it providesasas is practicable.

(5) The benefits must be money purchase benefits a#id \hlue reasonable considering the
accumulated value.

(6) The AVCs may only be used to provide benefits afthrm of a lump sum if—

(a) all the pension benefits payable to or in respéadhe member under the Scheme are
being commuted under regulation 31 (commutatiosnadll pensions), and

(b) the annual rate referred to in that regulationosexceeded by aggregating with them the
additional pension benefits provided by the pengiolicy entered into under paragraph

).

Commutation: small pensions

31A lump sum which is a trivial commutation lump swithin the meaning of section 166 of
the Finance Act 2004 or a trivial commutation lusym death benefit within the meaning of
section 168 of that Act may be paid in accordanitk the rules relating to the payment of such
benefits under the Finance Act 2004.

Commutation: exceptional ill-health

32—(1) If, when a retirement pension first becomegabdée to a member, the appropriate
administering authority are satisfied that his Eepectancy is less than one year, they may pay
him a lump sum equal to five times the amount efratirement pension.

(2) Such a payment discharges the authority’'s liabflitythat pension and for any lump sum
death grant calculated by reference to that pensioler the Scheme.

10



Guidance on future costs

33 Administering and employing authorities shall haggard to guidance to be issued by the
Secretary of State, before®3Warch 2009, as to the manner in which the costa@Scheme will
be met after 3 March 2010.

Signed by authority of the Secretary of State

Parliamentary Under Secretary of State
Department for Communities and Local Government

EXPLANATORY NOTE

(This note is not part of the Regulations)

These Regulations...
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APPENDIX C

My Ref:
Your Ref:

Date

Ms Charlotte Hine-Haycock
DCLG

Zone 2/7F

Ashdown House

123 Victoria Street

London SW1E 6DE

Dear Ms Hine -Haycock

The Local Government Pension Scheme (Benefits, Membership and
Contributions) Regulations 2007

1. Please see below the response of Cardiff County Council to the above
consultation.

2. The draft regulations propose a range of policies for the new look
LGPS. As many of these regulations are similar to the existing
regulations, or do not lead to significant concerns, our comments below
have been restricted to the most significant changes to the scheme.

Tiered employee contributions
3. The Council would like to highlight the following problems with the
proposal to introduce tiered contributions:

» The change in contribution rate from 6% to 5.5% for prospective
members on low salaries is unlikely to lead to a significant increase
in membership of the LGPS;

* As the Scale 1 salary in the Council is currently £11,193, all
members will pay an element of their contributions at the rate of
7.5% within a few years, unless the £12,000 limit is index-linked. If
the intention is for lower paid staff to pay contributions of 5.5% this
fact suggests that the £12,000 threshold is too high. The
government should produce evidence to support why the threshold
should be set at a particular level.

* The regulations do not give any assurances on how or when the
threshold of £12,000 will be amended in the future to take account
of wage inflation.

» The tiered contribution rates must be calculated on Full Time
Equivalent pay. For part time staff this means their contribution
rate is assessed on the Full Time Equivalent rather than their actual
pay. Therefore part timers earning less than £12,000 may still pay
an element of their contributions at the rate of 7.5%. This would
appear to be discriminatory against part-time members as full time
staff earning less than £12,000 would only pay 5.5%. We therefore



believe that tiered contributions, if introduced, should be based on
gross pay.

» The system will be difficult to administer both in terms of payroll
deductions and data recording by the pension section.

» Given the salary structure of the Council’'s members, it is clear that
men will pay higher contributions than women and that older
members will pay higher contributions than younger members.
This could lead to discrimination cases and runs counter to the
main objective of LGPS reform which was to produce an equality-
proofed LGPS.

Benefit accrual rate

4.

The proposal to move to a 1/60 accrual rate does not have any major
advantages over maintaining the current scheme. During an informal
consultation exercise by DCLG in 2006 there was no support for this
approach amongst local authorities, many of which preferred
maintaining the current 1/80 scheme. Members would receive little
extra benefit under the new scheme, and there is no significant change
in the cost to employers. However, the change in accrual rate will lead
to complications in terms of pension administration and actuarial
valuations.

The removal of the automatic lump sum also leads to a difficult choice
for individuals approaching retirement. The decision on whether or not
to elect to take a lump sum is not a simple one and may require the
expense of independent financial advice.

The commutation rate of 12:1 for those who elect to take a lump sum
has been adopted by several other public sector pension schemes.
However, the use of a single rate for all members is difficult to justify
without further evidence. For example, someone who retires at 60 will
be able to take a lump sum of a similar relative value to someone
taking a lump sum at age 70, even though the younger retiree is likely
to claim their annual pension for a much longer period. There is also
indirect gender discrimination as men tend to receive their annual
pensions for a shorter period than women which should be reflected by
the use of different commutation rates.

Three tier ill-health retirement

7.

There are potential problems with the proposed scheme which DCLG

should consider further:
It is sometimes difficult to receive clear medical opinions under the
current scheme as the medical practitioner needs to assess the
member’s current health and predict their health at age 65. However,
the current scheme is absolute in that a member either is or isn’t
permanently incapable of their duties. The proposed scheme will ask
medical practitioners and employers to make decisions on how long
the ill-health condition is likely to persist. It will therefore be even
more difficult to make judgements under the new scheme and it
seems likely that there will be a rise in appeal cases where members
feel they should be placed in a higher tier of ill-health. This could be
costly both in terms of the payment of higher pension enhancements
as well as any compensation awards.



* The regulations do not state whether employers should monitor any
subsequent changes to the health of ill-health retirees. It is also not
clear whether the pension fund should stop paying the pension if their
health improves or if the top tier cases take up any form of
employment.

* Under the existing regulations, ill-health retirees receive an
enhancement which clearly rewards past service to the employer. In
contrast, the new scheme pays an enhancement which is linked to the
future service with the employer which may never have come about.
The new scheme therefore does not link the benefits a member
receives to the contribution an employee has made to the employer.
In addition, average total membership periods in the LGPS have been
falling and the national average is now around 6 years. Rewarding
staff for any potential future service in excess of this average would be
difficult to justify.

* The objective of the LGPS is to accrue pensions for payment at
normal retirement age. However, the proposed regulations
incorporate a wider variety of ill-health retirement scenarios which
diverge from this primary aim. It would be more straightforward to
operate a completely separate ill-health scheme specifically designed
for that purpose which employers can contribute towards. This would
have the advantage that all ill-health leavers could receive benefits
whereas at the moment only LGPS members can receive ill-health
pensions.

* Il health retirement was originally introduced to help those members
who would not be able to earn any form of income before normal
retirement age. Under the new scheme it is possible for members to
claim ill-health retirement while still being able to work. For example,
it is possible for someone to qualify for the lowest tier of ill-health
retirement but to immediately take up employment elsewhere. For the
second tier, the regulations also do not define the ‘reasonable period’
during which a member cannot work. Members could potentially
receive a 25% enhancement to their pension for the rest of their lives
while only being out of work for a relatively short period.

Yours sincerely

Christine Salter
Chief Financial Services Officer
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