Member Update: 1/60 is better than 1/80 plus 3/80

Previous Member Updates have provided you with details about the new Local Government Pension Scheme (LGPS) that will come in on 1st April 2009. 

In this Member Update we explain the changes in the way your pension is built up in more detail.

What is being changed?

The pension accrual rate is being increased to 1/60th (from 1/80th). 

The pension accrual rate is the speed at which you build up pension benefits. 

You will get 1/60th of your final salary amount for each year of pensionable service as your pension.

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.

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.
How will the new way of building up my pension affect my lump sum at retirement?

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

= £5,625.00 

Arlene’s lump sum = 3 x £5,625.50


= £16,875.00 

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

= £7,500.00 

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 pension of £468.75 (= 6,093.75- 5,625.00) as a result of the introduction of the new LGPS.

*Note: in real life 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.

How will the new way of building up my pension affect death in service pensions for spouses?

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 only be payable if the member has two years’ service. 

They will continue to be based on a standard accrual rate of 1/160th.

This means that survivors’ pensions will not be adversely affected by exchanging pension for tax-free cash at retirement.

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

How are survivors’ pensions affected if I cease to be an active member of the new LGPS?
As in the old LGPS, if you have deferred benefits in the LGPS having left local government employment, the new LGPS provides survivors’ pensions based on 1/160th of salary for each year of service. For nominated or registered civil partners, survivors’ pensions will be based only on membership since 6 April 1988.
Summary
In summary, the new LGPS will remain a final salary based scheme and will provide better benefits at retirement than the old LGPS.
Keeping you up to date

The Strathclyde Pension Fund Office is planning a range of communications initiatives to ease in the new LGPS.

In the meantime, if you have any questions:

visit the 2nd Floor, Charlotte House, 78 Queen Street, Glasgow G1 3DN

email: spfo@glasgow.gov.uk
visit www.spfo.org.uk
ring 0845 213 0202

Please note that this Members Update is only a guide to an aspect of the new LGPS. It does not supersede the underlying regulations that govern the LGPS.
