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1. Introduction

If a local government employee is aged at least 50 and is being made redundant, s/he can be awarded compensatory added years, CAY, provided that their employer has a policy in place. 
If an employer wants to award CAY on a different basis to their existing employer policy, the employer should amend their policy statement, notify employees of the change and allow a month before the change becomes effective.
It is an employer’s responsibility to:

· explain redundancy deals to employees and potential employees (see sections 4c and 6)
· to deduct tax using their standard termination payment processing as appropriate.
We pay CAY and teachers compensation as an agent for our contributing employers via our monthly pension payroll. 
2. Procedure for CAY 


NOTE: if CAY is awarded as part of a redundancy retirement, these are payments under the Local Government (Discretionary Payments and Injury Benefits) (Scotland) regulations as opposed to under the Local Government Pension Scheme (Scotland) regulations. These payments therefore do not form part of an employee’s annual allowance for tax-relieved pension savings.  


NOTE: we have an Excel that can help employers to calculate CAY for individual cases. If you use this, please make sure that you read the notes carefully.

NOTE: if the employee goes back to work with any employer who participates in the LGPS, any pension resulting from additional service granted may be reduced or suspended whether or not the employee rejoins the LGPS (see sections 4c and 6).

NOTE: if the employee goes back to work with any employer who participates in the LGPS, any pension resulting from additional service granted may be subject to a permanent reduction when the new employment ends (see sections 4c and 6). 


NOTE: employer assesses, administers and deducts tax on all termination payments made by them including CAY lump sums. Employers need to keep up to date with the latest HMRC guidance, as taxation rates can depend on when termination payments are paid. Advice should also be sought from HMRC regarding notification of payment (e.g. letter to HMRC at time of payment and letter to member) and regarding whether payments should be included in employer year end returns. 

NOTE: if any part of a CAY lump sum is paid over a month late, interest should be added at one per cent above the base rate, calculated on a day to day basis and compounded with three-monthly rests, see: 
http://timeline.lge.gov.uk/scot/discpay/20090187/80192--e.htm#30
http://timeline.lge.gov.uk/scot/penreg/SI20090186/p4ch3.htm#reg93

NOTE: employer makes monthly prepayment of CAY pensions by 14th each month (or the previous working day if 14th falls on a weekend or bank holiday) to our unfunded pensions bank account: Royal Bank of Scotland (sort code 83 – 44 – 00 account no 00143043 account name Glasgow City Council Pensions CAY Prepayment Income. When the payment is instructed, the following identifier must be detailed in the BACS text box - Employer number; and - Pension Fund Cost Centre e.g. Emp XXX/PFXXXX.

NOTE: the monthly amount employers prepay us will increase with effect from each April unless the employee is under 55 at that time.

NOTE: for employees aged less than 55 the monthly amount employers prepay us will increase as soon as the employee has reached 55 to catch up inflation in the period from their retirement to them becoming 55 and thereafter the monthly amount employers prepay us will increase with effect from each April as the employee is 55.
NOTE: If a member retires after April 2009 with CAY, then dies on pension and has a surviving spouse / civil partner, there is a short-term pension payable to that surviving spouse / partner in respect of the CAY element of the deceased member’s pension even although there is no short term pension payable under the main scheme regulations. CAY pension does not form part of any lump sum on death paid from the LGPS.

NOTE: if an employee’s CAY is not calculated on their pay in their last 365 days of service but is calculated on their pay from an earlier period that is entitled to be increased for inflation since April, we will not be able to advise of the exact amount until age 55 and employers will need to make a further CAY lump sum payment direct to the employee after we advise of the appropriate amount from age 55.
3. The Local Government regulations on CAY

a: General

Compensatory additional years (CAY) can only be awarded by an employer if an employee is being retired on grounds of redundancy or efficiency.

The minimum age for a redundancy retirement is 50 (55 if the member was not an active member as at 5 April 2006), see:
http://timeline.lge.gov.uk/scot/penreg/SI20090186/p2ch4.htm#reg25
The full source regulations (be aware though that provisions affecting CAY are included in a number of different regulations) are available at:

http://timeline.lge.gov.uk/scot/scotregidx.htm
b. Full time employees
In assessing the amount of CAY you may award, you should note that the employee:

· must have been able to complete 5 years calendar service with that employer

· cannot exceed the amount of potential service s/he could have had at age 65
· cannot receive CAY that takes their pensionable service above 40 years

See http://timeline.lge.gov.uk/scot/discpay/20090187/80192--c.htm#6 for further details.

c. Part time or mixed full time and part time membership

In assessing the amount of CAY:
· use the calendar length of membership to establish if s/he meets the 5 year rule for awarding CAY
· the shortfall between the calendar length membership and 40 years of service / service that could have been attained to age 65 is the maximum amount of CAY that can awarded providing it is not more than 10 years for redundancy OR efficiency OR the maximum specified in your policy statement

· CAY is proportionally reduced by the hours an employee works per week over the full time equivalent hours  

NOTE: if more than 6 years 243 days CAY is awarded, the CAY lump sum would be subject to clawback. CAY pension could also be clawed back if there is insufficient CAY lump sum to claw back.
NOTE: employers can award up to 104 weeks pay as an alternative to awarding CAY.
4. Important information for employers offering redundancy retirements
a. Multiple posts

A redundancy retirement is at individual post level. An employee with multiple posts who is being made redundant from all posts will therefore be treated as going through several, separate individual redundancy retirements.

b. Requesting figures for a possible redundancy retirement

To ensure that employers and employees receive all the necessary information on the options available prior to retirement and have sufficient time to make an informed choice, the following procedure should be used:
· employer sends us a REQUEST FOR RETIREMENT CALCULATION form (to help the employer to understand the cost of a redundancy retirement) at least three months in advance of the intended redundancy date
· we send the employer provisional calculations of benefits and employer costs (often called strain costs)
· employer secures authority for a redundancy retirement within their organisation
c. Providing information to the affected employee before going ahead with a redundancy retirement

To protect themselves against claims by former employees that the employer did not provide the employee with sufficient information to make an informed decision about redundancy packages on offer, employers should alert leavers (and any potential new employees) to the issues of abatement, tax charges on unauthorised payments and claw back if they have been a member of the LGPS.
For example, an employee offered the choice of a higher redundancy lump sum or CAY could argue that they were not made aware of the consequences of re-entering local government employment.

More information about clawback and abatement is in section 6. 
Some key points are:
· if a member is re-employed with an admitted body, neither abatement nor claw back applies as long as member does not re-enter the LGPS.

· abatement and clawback apply regardless of whether the employee re-enters the LGPS if the member is re-employed by a scheduled body.
· LGE’s LGPC bulletin no 68 details how re-employment of under 55s after a redundancy retirement could cause unauthorised payment tax charges for an employee, see http://www.lge.gov.uk/lge/aio/5007301 
Basically retirement benefits already paid will become subject to “unauthorised payment” tax charges (at 55%) if the employee:
· is under 55; and
· retired on redundancy or efficiency of service grounds; and
· becomes re employed (a multiple post holder being made redundant from one post but continuing in another will not be treated as being reemployed) within 1 month (6 months if reemployed with an admitted body) of their retirement with an employer who participates in the LGPS; and
· that re-employment is in a job that is NOT materially (in duties or level of responsibility, with a reduction in hours not being considered material) different to the job they were retired from.

NOTE: as part of our standard retirement communications we tell members that it is their statutory responsibility to contact our Pensions Payroll team in writing if they are thinking of returning to local government work, as this may have significant implications for them:

d. Going ahead with a redundancy retirement using an S12

Employer should give us at least two months notice of an intended redundancy date by returning our RETIREMENT: REDUNDANCY/EFFICIENCY RETIREMENT S12 form, available at www.spfo.org.uk/Employers/Forms
e. Our retirement process and paperwork

· when we send out provisional calculations of benefits and employer costs for a redundancy retirement, we enclose a personalised commutation election form for the employer to forward to the employee with the HMRC form that the employer has downloaded from our website 

· we receive the commutation election form and HMRC form from the member (via the employer)
· we receive the closing value of any AVC from the Prudential

· we produce a letter (that advises the employee that any CAY lump sum will be paid to them by their employer) for the that is accompanied by figures that confirm the member’s expected retirement benefits and advises the member that they should contact us if going back to work 

· we advise the employer (using the e-mail address supplied on the S12) of the exact amounts of any CAY 

· we put the employee onto pension: the retirement grant (the LGPS tax free lump sum) will be paid out as soon as possible after the member leaves with the first payment of pension being on the next 15th of the month provided that the cut off date for that month’s pension payment run has been met

5. Bulk redundancy programmes

a. The ground rules

If you are conducting a trawl of active members to generate interest in a voluntary redundancy programme or if you are seeking to carry out a mass redundancy retirement programme, we have a bulk spreadsheet-based process that removes the need for employers to submit an individual REQUEST FOR RETIREMENT CALCULATION form for each member. 
The new bulk process can only be used where: 
· all members are to have the same retirement date, for example 31 March 2011
· there are at generally (we can be flexible over the minimum number needed) least 20 members involved
· any CAY being awarded is on the same basis, for example a standard 4 CAY for all members.
NOTE: if employers wish to award different levels of CAY, for example a sliding scale based on years of service, the bulk process can be used to provide calculations based on one year of CAY that the employer then passes to the member to multiply up for their own circumstances.

NOTE: any CAY basis will of course itself be subject to the usual CAY requirement to have at least 5 years service, and the 40 years and to age 65 CAY restrictions. 
b. An outline of the process

An outline of the bulk redundancy process is as follows:
1. employer contacts his Liaison Officer to talk through requirements and to outline preferred timescales
2. Liaison Officer talks to our pensions administration teams to establish whether we can meet your requirements 
3. Liaison Officer contacts you to agree how best to proceed and to explain how to complete the Excel spreadsheet, BULKREDS
4. employer downloads and completes BULKREDS from the Employers/Forms area of our website 
5. employer submits BULKREDS to spfosub@fs.glasgow.gov.uk 
6. we (your named SPFO contact for the programme) provide you with the service histories (SERVEAV documents) that we hold for each member involved for you to check
7. after you have checked the SERVEAVs against your own records, you advise us (your named SPFO contact for the programme) of any changes to the service histories 
6. Clawback / abatement examples
There are two issues to consider when pensioners become re-employed with an employer who participates in the LGPS: abatement and clawback.
More information is in section 4c.
Abatement
Under abatement CAY pension is abated if new salary plus pension exceed salary at the original date of retirement.
Joe Bloggs retired on a salary of £18,000* with a pension of £5000 per annum. He then becomes re-employed and his new salary is £15,000.
New salary
   £15,000 
 

Plus pension      £  5,000
            
  £20,000

Old salary 
  £18,000     

As £20,000 is larger than £18,000 Joe’s pension could be reduced by up to £2,000.
If Joe had a basic pension of   £3,500 and CAY of £1,500 the maximum that would be abated is £1,500.

NOTE: *This figure would be increased in line with pensions increases each year after retiral to bring it up to an equivalent current level since it would be unfair to use the actual salary at the original retiral date which could have been years earlier.    

Clawback
Under clawback CAY pension is clawed back if a member accrues (including any enhanced service) more service (for scheduled bodies this is not pensionable service but working service, so applies whether or not the employee rejoins the LGPS) than they could have accrued if they had stayed in the same employment until age 65. 

Joe Bloggs (born 01/03/1955) worked for a local government employer for 27 years (01/06/1980 to 31/05/2007) until age 52 when he was made redundant and given 10 years enhancement.

	Actual service-
	27 years
	
	
	

	Potential Service  to 65
	12 years 273 days
	(from the day after he retired, 01/06/2007, to the day before age 65, 28/02/2020)

	Total service he could have had
	39 years 273 days
	

	Service he retired with
	37 years
	(27 actual and 10 yrs enhancement)


Joe can only work 2 years 273 days without losing his CAY pension on a day for day basis. Even if he only works part time, he can only accrue 2 years 273 days since clawback is calculated on full time service and part time salary. 
Ref: CAY V4, dated 26/10/11
Employer checks organisation has a policy in place on redundancy and on CAY





Employer identifies posts to be offered CAY





Employer asks us for figures detailing the costs of the redundancies using individual “Request for retirement” forms or the bulk spreadsheet 





Employer:





details the consequences of any future local government employment to the employee





passes estimates of retirement benefits to employees along with the post specific commutation form (s) and a blank HMRC form (that the employer has downloaded from our website)





Employer sends us an S12 for each post 





Employer pays any CAY lump sum to employee, having been advised by us of the amount by email





Employer pre-pays us monthly for any CAY pensions 





Employer pays any additional CAY lump sum payment to employee when employee whose benefits were calculated on a previous year’s average pay reaches 55
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