New LGPS FAQs
1. What happens to the pension I have already accrued?

Rest assured that any pension that you have already built up in the LGPS is completely safe.

To work out a LGPS pension after 1 April 2009 two calculations will be necessary:

· service up to 31 March 2009 x 1/80th of pay (and 3/80ths for lump sum), and
·  service from 1 April 2009 x 1/60th of pay, with the option to convert part of your larger pension into a tax-free lump sum.
If you’re already paying into the LGPS on 31 March 2009 and you continue to have a contract of employment on 1 April 2009, you will automatically start to build up benefits in the new LGPS from 1 April 2009.

2. Why will I no longer get an automatic lump sum under the new scheme?

In the new LGPS the rate at which you build up pension benefits is being increased and you will choose how much pension to swap for tax-free cash at retirement.

The (3/80th) tax free lump sum payable at retirement provided by the old LGPS will be replaced by the right to choose to convert part of the 1/60th pension into tax free cash at a rate of £1 of pension for £12 of lump sum.

This will mean you will have more choice at retirement about how much tax-free cash you take.

The new 1/60th LGPS not only provides more pension for those not needing tax free cash. It also gives everyone more pension per year, after exchanging some of their pension for the level of tax free cash that the old LGPS would have provided.

An example:

Arlene has 18 years service in the LGPS, is taking her benefits at 65

and has a final salary of £25,000.

If Arlene had only been* in the old LGPS, her benefits would have been calculated as follows:

Arlene’s pension = 18 yrs x (£25,000 ÷ 80) = £5,625

Arlene’s lump sum = 3 x £5,625 = £16,875

If Arlene had only been* in the new LGPS, her benefits would have been calculated as follows:

Arlene’s pension = 18 yrs x (£25,000 ÷ 60) = £7,500

In the new LGPS no automatic lump sum is payable, but Arlene can choose to exchange part of her total pension for a tax-free cash lump sum. The conversion rate used is £12 of lump sum for every £1 of pension given up.

For Arlene to have a lump sum of £16,875 (as under the old LGPS), she would have to give up £16,875 /12 = £1,406.25. This would reduce Arlene’s new LGPS pension to £6,093.75 (7,500 – 1,406.25).

In other words Arlene will receive an extra £468.75 a year (= 6,093.75 – 5,625.00) as a result of the introduction of the new LGPS.

* Note: in reality it will not be possible for Arlene to choose between the old LGPS and the new LGPS. Any membership before 1 April 2009 will entitle members to retirement benefits from the old LGPS, with membership from 1 April 2009 building up benefits in the new LGPS.

3. Will the Rule of 85 still apply? I am 50 next year and have worked for the Council for 31 years.

The Rule of 85 will still apply to you.
The rule of 85 used to permit members to retire voluntarily, on grounds other than permanent ill health, efficiency of service or redundancy, from 60 (or from 50 if their employer consented) without their benefits being actuarially reduced, provided that the sum of their age and service was at least 85.

On 1 December 2006 the rule of 85 was removed to comply with with the terms of the EC Directive (2000/78/EC) on equality in the workplace.

Transitional protection will still  continue to be provided in the new LGPS, with there being three categories of member as far as the rule of 85 is concerned.

Totally protected Those who would meet the rule of 85 and who were born on or before 1 April 1960 (i.e. those who will be 60 or over by 1 April 2020) retain the right to use the rule of 85.

Partially protected Those who were born after 1 April 1960 (i.e. those who will not be 60 or over by 1 April 2020) and were in the LGPS before 1 December 2006 retain the right to use the rule of 85 in relation to that part of their benefits that were accrued up to 31 March 2008.

Not protected Those born after 1 April 1960 whose pensionable service is all after 31 March 2008.

4. I’m 65 and intend to work until 68. Can I get flexible retirement or is that only applicable to members under 65
You will be able to continue paying into the LGPS until age 75 to build up further benefits, if you reduce your hours or move to another position.

You will be able to draw:

· some (this is not possible in the old LGPS) or

· all (this is possible in the old LGPS) of the benefits you have already built up in the new LGPS.
This will help you to ease into retirement whilst still drawing your wages/salary from your job on the reduced hours or grade.

Alternatively you can defer your benefits within the LGPS up to age 75. If they are deferred after age 65, they will be increased to reflect the fact that your pension wil be paid later and for a shorter time.

5. If I leave before 01/04/09 will my pension and death benefits be calculated using the current scheme or the new scheme?
Using the current scheme.

However, if you leave your job after 31 March 2009 and have deferred benefits in the new LGPS having left local government employment, a lump sum death grant based on 5 x annual pension is payable. The old LGPS pays out the retirement lump sum (increased in line with price inflation) that you have built up to date as a lump sum death benefit.

If a pensioner who takes retirement benefits after 1 April 2009 dies prior to age 75, a lump sum death grant based on 10 x pension less pension already paid is payable. This is double what the old LGPS provides.

Currently survivors’ pensions are only payable to a spouse or registered civil partner. In the new LGPS they can also be paid to a nominated cohabiting partner.

Survivors’ pensions will continue to be based on a standard accrual rate of 1/160th. This means that survivors’ pensions will not be adversely affected by a member exchanging pension for tax-free cash at retirement.

For nominated cohabiting or registered civil partners pensions will be based only on membership since 6 April 1988.

Children's pensions at 1/320th of salary for up to two children for each year of total actual and prospective service are also provided. These are not subject to the member having a minimum period of membership before benefit is payable.

If no survivor's pension is payable to a surviving widow, widower, registered civil partner or nominated cohabiting partner, enhanced rates of children's pension are payable.

6. What percentage of my salary will be deducted from 1 April 2009?

In the new LGPS the flat 6% (and the flat 5% for some manual staff) gross contribution rate will be abolished. Your gross contribution rate is your contribution rate before tax and national insurance breaks.

Your gross contribution to the new LGPS for the period 1 April 2009 to 31 March 2010 will depend on your annual full time equivalent rate of pay on 31 March 2009. There are five different percentage rates for five tranches of pay:

Pay tranche




Contribution rate (%)
Up to and including £18,000

5.50

Above £18,000 and up to £22,000
7.25

Above £22,000 and up to £30,000
8.50

Above £30,000 and up to £40,000
9.50

Above £40,000



12.00

An example:

Tom’s full time equivalent rate of pay in the previous financial year was £31,000. Tom’s contribution for this year is calculated as:

5.50% x £18,000 = £990

7.25% x £4,000   = £290

8.50% x £8,000   = £680

9.50% x £1,000   = £  95


------------      ----------


£31,000       £2,055


------------      ----------




Tom’s average gross contribution rate would be 6.63% = 2,055 / 31,000.

After taking account of tax and national insurance breaks, Tom’s gross contribution rate of 6.63% would be reduced to a net contribution of 3.99% using 2008/9’s tax / national insurance rates and bands.

Calculation and deduction of your contributions will be taken care of by your pay office, just as it is now.

In future the pay tranches applied to each contribution rate will be increased in line with price inflation.

To help you to calculate what your gross contribution rate will be from 1 April 2009, we have introduced a contribution calculator on our website. The calculator will tell you your estimated gross average contribution rate. You should be aware that you will be paying more if your full time equivalent annual salary is over £23,500.

7. How much will I have to pay if I work part time?

If you work part time, your contribution rate will be based on the whole time pay rate for your job. However, you will only pay contributions on the pay you actually earn.

An example:

Dick’s full time equivalent rate of pay in the previous financial year was £30,000, and he worked 15 hours a week in a post where the full time hours were 30 hours a week i.e. “half hours”.

If Dick was working fulltime Dick’s contribution rate for this year would be calculated on 2 * £15,000 = £30,000 as:

5.50% * £18,000 = £990

7.25% * £4,000   = £290

8.50% * £8,000   = £680


-----------       ---------


£30,000      £1,960


-----------      ----------




In other words “fulltime” Dick’s average gross contribution rate would be 6.53% = 1,960 / 30,000.

“Half hours” Dick would pay a contribution of 6.53% * £15,000 = £980.

8. I am due an incremental increase in June 2009. Will my pension contribution rate increase?
No. There will be no in-year changes to your contribution rate.

Your gross contribution to the new LGPS for the period 1 April 2009 to 31 March 2010 will depend on your annual full time equivalent rate of pay on 31 March 2009.

9. What happens if I get a substantial pay rise? Will my contributions still be based on the previous year’s lower salary?

Yes. Changes in contribution rates only apply from 31 March each year.

However, if you are getting your substantial rise due to moving to another employer who participates in the Local Government Pension Scheme, the new employer will set your contribution rate as if you are a new employee. 

10. If I am contributing 6% just now but my rate is going to decrease to 5.5%, can I still opt to pay the higher rate to increase my benefits?

No.

However, in the new LGPS you will have the option to pay additional regular contributions to buy additional LGPS pension for yourself and your dependants in multiples of £250 up to a maximum of £5,000.

Members of the new LGPS will also continue to have the following additional options for increasing their benefits:

· Making “in house” additional voluntary contributions (AVCs) i.e. using the arrangement we have with the Pru.

· Contributing to a free-standing AVC, personal pension or stakeholder pension i.e. by arranging something yourself.

11. What will my employer’s contribution rate be if my rate increases?
From 1st April 2009, employer’s contribution rates will be expressed as a percentage of pensionable payroll.
Employers have been advised to budget for an employer contribution rate of 17.3% of pensionable payroll for the year commencing 1st April 2009.

Rates for the following years will be set following completion of the 2008 Actuarial Valuation. 
12.
Will my contribution rate be changed if my bonus is bought out?

The general rule is that contribution rates will not be changed during the year. However if there has been a material change in your pay, there is provision for you to appeal your contribution rate. 

13. What happens to existing added years contracts?

These can continue on the same basis that they were set up on.
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