The Local Government Pension Scheme 

Reduction of transfer credits – PROTECTED REGULATION 66(7)
Purpose
1. (Protected) Regulations 66 (1)(d) and 66(5) of the Local Government Pension Scheme Regulations (SI No. 1612 of 1997) provide for an active member who has attained age 50, and who has stopped paying AVCs, to use the accumulated value of the AVCs to acquire a transfer credit in the form of an additional period of membership.  As a result of the adjustment required by protected Regulation 66(8), the period of membership credited is only used in the calculation of pension benefits and is not used in the calculation of the member’s retirement grant.

2. If a member who has acquired transfer credits in the Scheme in this way elects for early payment of his retirement benefits under Regulation 31, protected Regulation 66(7) provides for the transfer credits (as adjusted to remove the entitlement to a retirement grant) to be reduced to such percentage as is shown as appropriate in guidance issued by the Government Actuary.  The purpose of this note, prepared by the Government Actuary's Department, is to provide the guidance required by protected Regulation 66(7).  The note has been prepared at the request of the Office of the Deputy Prime Minister and is issued to them for onward transmission to administering authorities and employing authorities.

3. The user should be aware that Regulation 66 was revised in 2001 (SI No 3401 of 2001). Members who made an election under Regulation 60(1) prior to 13th November 2001 are entitled to receive a transfer credit calculated on the basis of guidance issued under the protections afforded by Regulation 66(8) – and consequently under protected Regulation 66(7) and this guidance note – if such members opt for their AVCs to be treated under the protected Regulations.  This guidance note does not apply to members who commenced making AVCs after 13th November 2001 (or other members who do not opt to have their AVCs treated under the protected Regulations).

Reduction Period
4. Active members retiring prior to the earliest date at which they become entitled to unreduced benefits (without requiring employer consent) will, in normal circumstances, have their benefits (including any pension only service credits received in relation to the application of protected Regulation 66) appropriately reduced under Regulation 31 (Early Retirement).  Further reduction under protected Regulation 66(7) is not usually necessary.

5. A further adjustment to the pension only service credit is, however, necessary for active members who can retire before age 60 (with employer consent) and who either satisfy the 85 year rule at the date of retirement or would have met the 85 year rule before age 60.  The remainder of this guidance note is only applicable where:

a. The member is retiring before age 60

b. The member satisfies (or will satisfy) the 85 year rule before age 60

6. The following dates need to be considered:

a. The date the member is retiring having received the consent of their employer (Date R)

b. The earliest date the member can retire without actuarial reduction (Date85)

Clearly, Date85 is earlier than the date of the member’s 60th birthday.

7. If DateR is later than Date85, then the gap (G) to be considered is the period between DateR and the member’s 60th birthday.  If DateR is earlier than Date85, then G is the period between Date85 and the member’s 60th birthday (as Regulation 31(4) will apply to the period between Date85 and DateR in this case).

8. The credit allocated to the member under protected Regulation 66(5), as increased under protected Regulation 66(8), should then be further reduced according to the table in Appendix 1.  It is appropriate to interpolate for non-integer values of G.

No Further change in Rule of 85 date
9. The reduction in transfer credits required by protected Regulation 66(7) does not affect the ‘total membership’ calculation used in the derivation of the earliest date on which the member would satisfy the 85 year rule.  When the AVCs were transferred to a service credit under protected Regulation 66(5) the member’s CRA may have been adjusted.  However, the conversion of the service credit into a pension credit (under protected Regulation 66(8)) only adjusts for the loss of lump sum – and the higher service credit does not affect the CRA.  In a similar manner the adjustment under this protected Regulation 66(7) does not adjust the value of the credit granted and should not result in a further adjustment to the CRA.

Deferred Elections
10. Where the effective date of the election for early payment of benefits under Regulation 31 is later than the date of leaving service (ie where the election is made by a deferred pensioner) different considerations might apply.  The restrictions relating to the payment of pensions increases on personal benefits coming into payment before age 55 mean that the calculation should be adjusted slightly in some cases.  Pension increases which have accrued following the date of leaving service do not normally come into payment until the member attains age 55.

11. An adjustment is necessary only when all of the following conditions are met:

a. The date of election for early payment of benefits under Regulation 31 has an effective date (DateR) before the member’s 55th birthday

b. The member left service prior to the date of election under Regulation 31

c. Date85 has preceded or will precede the member’s 55th birthday

Members who will satisfy Rule of 85 before age 55
12. Where these conditions are met, it is necessary to derive the reduction under protected Regulation 66(7) in a different way.  This is because the reduction in pension increases already accrued, payment of which has to be deferred to age 55, depends mainly on the period between the 55th birthday and the member’s 60th birthday, whereas the reduction in basic benefits depends mainly on the longer period between Date85 (or DateR if later) and the member’s 60th birthday.

13. In order to be able to apply the pensions increase multiplier to the reduced pension in payment in respect of transfer credits once the member reaches age 55, it is appropriate to derive a single percentage reduction for early payment of benefits which is a combination of the reduction for early payment at Date85 (or DateR if later) and that for early payment at 55.
Percentage reductions
14. It is also necessary to maintain consistency with the early retirement factors applicable when the member retires from active service.  It is appropriate to adopt the percentage reductions used in those circumstances (which are shown in Appendix 1) as the basis for producing “combined” reduction factors for members meeting conditions 11.a, 11.b and 11.c.

15. The relevant reduction factors can be obtained from the tables:

a. R1 is the reduction for the period G from the table in Appendix 1

b. R2 is the reduction for the 5 year period (between the member’s 55th and 60th birthdays) from the table in Appendix 1


The formula for deriving the Combined Reduction (%) is:
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where:

c. P is the pensions increase multiplier between the date of leaving service and the effective date of election for early payment

d. B and C are the factors obtained from Appendix 2 based on the period (G-5), with interpolation as appropriate.

Example
16. The following example should illustrate how the formula in the previous section operates:

a. Consider a female member who commenced in the LGPS on her 21st birthday – on 1 October 1967.

b. She would then satisfy the Rule of 85 aged 53 – when her membership would be 32 years.

c. She elected to make AVCs under Regulation 60(1) before November 13th 2001.

d. At some point before leaving service she opts to stop contributing to the AVC scheme under Regulation 60(9), but continues to be an active member of the LGPS.

e. After 29 years service she decides to leave LGPS employment.  Her preserved benefits are calculated at this date.

f. She opts for the protected Regulations in relation to her AVCs.  Her AVCs must be converted to a transfer credit within at least 6 months of leaving service (under protected Regulations 66 (9) & (10)).  It is assumed that the initial calculation of the service credit (on the transfer-in basis) results in a service credit of less than 1 year.  In this case the earliest age at which she satisfies the Rule of 85 is unchanged.

g. The service credit is then converted into a pension-only service credit under protected Regulation 66(5), as increased under Protected Regulation 66(8).  Leaving her period of scheme membership aside, her preserved pension in respect of the AVCs converted to a pension credit is £400 at the date of leaving service (with a contingent spouse’s pension of half this amount).

h. She elects for early payment of benefits on 1 October 1998, her 52nd birthday.  The former employer’s consent is required because she is under 60.  It is assumed this is granted.

i. The earliest age at which she could satisfy the Rule of 85 is still her 53rd birthday (when her age, plus her membership, plus the period since she left the service, would equal 85).

j. The earliest date at which she can retire on unreduced benefits without her former employer’s consent is her 60th birthday.  As DateR < Date85, G = 60 – 53 =7 years.

k. The pensions increase multiplier on 1 October 1998 for a member who left service on 1 October 1996 is 1.0469.  From Appendix 1, the percentage reductions to be combined are:

i. R1
=
34%

ii. R2
=
26%

l. The values of the variables in the formula for combining these reductions, based on (G-5 = 2 years) are as follows, from Appendix 2:

i. B  =
0.896

ii. C  =
0.023

m. The fraction to be evaluated to give the Combined Reduction % is:
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giving a Combined Reduction of 33.68%

i. The member’s reduced basic preserved pension from the AVC pension credit therefore becomes:
£400 x (1 - 33.68%) = £265.28

ii. The reduced basic contingent spouse’s pension from the AVC pension credit becomes:
£200 x (1 - 33.68%) = £132.64

n. Of course, a further reduction is due under Regulation 31(4).  From Appendix 1 of the relevant Guidance Note on early retirement under Regulation 31, where there is a gap between leaving service and election for early payment, the percentage reductions to be combined for the further year between the date of election for payment of benefits and the date of entitlement to unreduced benefits under Regulation 31(4) are:

i. Basic Pension Reduction (BPR)
7%

ii. Pension Increase Reduction (PIR)
0%

o. The values of the variables in the formula for combining these reductions, based on the number of years to the member’s 55th birthday, which is 3, are as follows from Appendix 2 of the Guidance Note on early retirement under Regulation 31.

i. A  =
0.851

ii. P  =
1.0469

p. The fraction to be evaluated to give the Pension Reduction is:
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giving a Combined Pension Reduction of 6.73%.

q. Thus, the reduced basic preserved pension in respect of the AVC pension credit, as reduced under protected Regulation 66(7), is further reduced under Regulation 31(4) as follows:
£265.28 x (1 - 6.73%) = £247.43

r. Regulation 31(4) does not require a further reduction in the spouse’s pension.

s. The immediate pension to the member from the AVC pension credit would be £247.43 a year and would remain at this rate until age 55 or the previous death of member. (The LGPS benefits accrued in respect of the member’s 29 years of actual service would be payable in addition, with the personal pension and the lump sum benefit being reduced by the one year early factors under Regulation 31, as adjusted for the 3 years before the accrued pension increases can be paid.)

t. The pension from age 55 in respect of this member’s AVCs would be the amount obtained by applying the pensions increase multiplier on 1 October 2001 (for someone who left service on 1 October 1996) to the reduced basic pension of £247.43
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Appendix 1

Local Government Pension Scheme
Early Retirement 

Percentage reduction in transfer credits under protected Regulation 66(7)

(Elections applicable immediately on cessation of service)

	Years early for which transfer credits are to be reduced (G)
	Percentage reduction in transfer credits

	
	Males


	Females

	  0
	  0
	  0

	  1
	  7
	  6

	  2
	13
	12

	  3
	18
	17

	  4
	23
	22

	  5
	28
	26

	  6
	32
	30

	  7
	36
	34

	  8
	39
	38

	  9
	42
	41

	10
	45
	44


Appendix 2

Local Government Pension Scheme
Early Retirement under protected Regulation 66(7)

Values of variables in the formula to be used in the calculation of the reduction for members under age 55 at the date of the election who already satisfy the Rule of 85 or will do so before reaching age 55
The values of the variables in the formula shown in paragraph 15 of the Guidance Note are as follows:

	Number of years before 55th birthday for which transfer credits are to be reduced (G-5)
	B

     Males
Females
	C

     Males
Females

	0
	1.000
	1.000
	0.083
	0.024

	1
	0.941
	0.945
	0.080
	0.023

	2
	0.888
	0.896
	0.077
	0.023

	3
	0.840
	0.851
	0.074
	0.022

	4
	0.798
	0.811
	0.071
	0.021

	5
	0.759
	0.774
	0.069
	0.021
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