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Terry Edwards

Head of Pensions

Local Govemment Employers

Local Govemment House 4 June 2010
Smith Square

London SW1P 3HZ

“Bea [arsy

‘Thank you for your letters of 30 July 2009, 21 August 2009 and 23 September 2009,
about deferred benefits v. refunds, salary sacrifice and flexible retirement
respectively, and for your letter of 22 March 2010 to Brian Town about the
Miscellaneous Regulations 2009. | thought it would be helpful to address all the
issues in a single reply.

Deferred benefits v. refund of contributions

You may recall that Brian Town wrote to Pat Luscombe about this on 9 April. | attach
a copy of Brian's reply. The question of returning to a vesting period of two years is
an issue that goes wider than the LGPS which is what we had expected when the
change fo three months was introduced. | have noted, however, that in the National
Employment Savings Trust (NEST), the proposal is to have a one month opt out and
refund of contributions period. As such, | would prefer that the two year vesting
period remains but that the matter is revisited once the Government’s future pension
policies become clearer.

Salary sacrifice

Your letter of 21 August 2009 suggests what would, in pracice, be a significant
expansion of the salary sacifice provisions. As you recognise, this would need to be
accommodated within the policies of other Goverment Departments, including HM
Treasury, HMRC and DEFRA. Our judgement s that it is too early in the life of the
new Govemment to be clear about what their views would be but we are very
doubtful if there would be support for a potential loss of tax revenue. But from
another angle, there may well be merit in adopting a less rigid set of provisions
applying here especially given the points made by the Technical Group. At this
stage, | would say that if the LGE and Scheme interests wish to press for a
relaxation of paragraph 4(2) of the Benefits Regulations, you would need o evaluate
carefully the potential cost to the Scheme at local level. In particular, it would need a
much clearer impression of the potential claims of LGPS members who have since
the mid-1990's been denied the possibility of a salary sacrifice relating to the
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provision of a car, being made pensionable. The report from Pricewaterhouse
Coopers, attached as an appendix to your letter, refers to this area. We would be
happy to discuss further.

Cost of flexible retirement

GAD have advised that they will shortly be issuing guidance on this matter and it
would be sensible to consider this before deciding whether to press for further
regulation. Our initial view, however, is that the main Impediment to greater use of
flexible retirement is that employers have not thus far been considering the process
in the appropriate “total business case" manner and have rather been focussing
purely on pensions-elated costs. There is a case, therefore, for some constructive
thought to be applied; the trade unions are keen on some movement here, as you
know.

Local Government Pension Scheme (Miscellaneous) Regulations 2009
Requlation 3(1)(b) - interpretation of the Compensation Regulations

You are correct that there has unfortunately been a mistake with the wording of this
paragraph. Fortunately, the new version of the Timeline Regulations correctly shows
the effect of the amendment on the 2006 Compensation Regulations. We will put in
train the issue of a correction slip as necessary.

Requlation 10 - final pay: reductions

We are not convinced that there is any need to amend paragraph 10(1(i). The kind
of problems that you describe can be obviated by administering authorities
explaining and working with their employers, and by employers doing likewise as
regards their employees. In our view, the wording of paragraph 10(4) is sufficiently
dlear on the “thres consecutive years”, although we could amend at some point in
the future if there was a widespread view that this provision does not work. As
regards 10(4), one has to bear in mind the sequential nature of regulations - thus, in
this case, keeping in mind what is said in 10(1). Regarding 10(5), this relates to the
specific_limited circumstances that sumound a TUPE transfer and this, in
employment law, is regarded as continuous service.

Regulations 11 and 13 — conversion of periods credited under compensation
requlations into membership

We accept that, in this case, scheme administrators may consider that the new
regulations do not answer all of the questions which they may have. However, the
new provisions are very much an easement for actuaries to move from re-charge to
pre-funding, with liabilities being grouped together. Although administrators and
software providers will no doubt have to “award years of membership” to individuals
in order to make their systems work; from the point of view of the Regulations, it is
only the value of individual's benefits that is important. In practice, the scheme's
professionals should therefore treat individual records in a practical way, with the
assistance of fund acluaries as necessary, as they did when there was a similar
exercise under the 1997 Regulations.
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| note the mis-lettering of paragraph 12B(4) and will investigate the possi
correction slip. You are also correct to say that, although 13A originated as a
specialist provision concerning the Environment Agency, there would be nothing to
prevent wider application. We envisage no issues with HMRC regarding these
provisions, as this is not intended to increase pensions, but just alter the manner in
‘which they are accounted for. Indeed, augmentation was a route first suggested to
us by HMRC.

qulation 14 - Election to pay additional contributions: survivor benefits

You note that 14A(2) states that an election under 14A(1) must be made no later
than 31 March 2011 and suggest ways in which this restriction could be eased. We
will consider this ~ either by providing a further “window of opportunity” or, as you
suggest, by relating the member's eadine to their date of forming a co-habiting
relationship.

We have noted the problems inherent in 14A(6) and we may, possibly, revoke this
part of the regulation

Regulations 18 and 25 — civil partners — comparison with widow's /widower's
pension
The intention was certainly that civil partner survivors should be placed in the same

position as widow / widower survivors — however, | will check the points you make.

Regulation 29 - Guaranteed Minimum Pension

I agree that the reference in paragraph (2) to paragraph (5) is an ilogical one and will
investigate the best way to remedy this. However, | do not believe when taken as a
whole, that the Regulations permit a member to postpone payment of their GMP
indefinitely, nor are we persuaded of the need to update previous sets of regulations
in the way that you suggest

Overall, it may be worth pointing out, given new Ministers' stance on legislation

generally, any proposed Scheme changes will need to be fully justified and
appropriate in all cases.

Vs 2ver,

Torm.

TBJ Crossley





