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Dear Terry,
Cost of Flexible Retirement
The pension cost associated with flexible retirement and the impact that cost has on employers’ decisions on flexible retirement was discussed at the recent meetings of the Officer Advisory Group and the Local Government Pensions Committee.
As you will know, flexible retirement was introduced into the LGPS in England and Wales from 6 April 2006 (and in Scotland from 7 October 2006). Flexible retirement can: 
· be an effective means to reduce capacity

· help to avoid redundancies and the associated strain on Fund pension costs and redundancy payment / compensation costs

· enable the employer to retain or attain a balanced age profile within the workforce

· enable the transfer of skills / knowledge 

· offer the opportunity of better succession planning and mentoring

· facilitate the retention of expertise, knowledge and contacts

· offer an acceptable solution to staff who are currently a blockage to promotion or reorganisation

· help alleviate burn out and stress

· improve morale

· offer the flexibility and productivity associated with part-time working / downshifting
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· assist staff to

· ease down into retirement

· make a gradual adjustment to life without paid employment 

· gradually break free of the routine and habits of work

· keep mentally / physically active

The Commentary Guidance on the new look LGPS issued by CLG points out that the costs / savings from the whole business case should be taken into account when considering flexible retirement (not just any pension cost). 
When flexible retirement was introduced, the LGPC had requested that the actuarial reduction to be applied to benefits paid on flexible retirement before age 65 should reflect the full pension cost of paying the benefits early. As a minimum, where the employer agrees to a reduction in hours or grade and benefits are released before age 65, any actuarial reduction in respect of the protected (pre removal of the 85 year rule) membership should be calculated by reference to the shortfall to the earlier of:

a) age 65
b) the date between age 60 and age 65 on which the 85 year rule or the ‘protected’ 25 year rule would have been met
c) age 60 (where the 85 year rule would have been met on or before age 60, or the ‘protected’ 25 year rule met at age 60)

and the reduction in respect of the non-protected membership should be calculated by reference to the shortfall to age 65.

A note from CLG initially agreed to this request in respect of the LGPS in England and Wales but this was not reflected in the actual regulations when they were issued, nor the accompanying GAD guidance. 

Despite the exhortation that the costs / savings from the whole business case should be taken into account when considering flexible retirement, the LGPC understands that many employers are nevertheless reluctant to agree to flexible retirement where there is a pension cost and, indeed, would be far more willing to agree to flexible retirements if there were no up front pension cost (although there would nonetheless still be a cost in terms of foregone savings if a member had, instead, chosen not to retire / flexibly retire). The LGPC also understands that there have been a number of occasions where the employee would have been willing to suffer a full actuarial reduction in order to secure agreement to flexible retirement but were not able to do so due to the current wording of the regulations and GAD guidance.
At its meeting on 10 June 2009 the LGA Resources Panel requested that the matter of employer pension strain on flexible retirement should be considered again. The desired outcome would be to ensure that the actuarial reduction to be applied to benefits paid on flexible retirement before age 65 should reflect the full pension cost of paying the benefits early (in the same way that teachers who take phased retirement have a full actuarial reduction applied to their benefits). The OAG and LGPC considered this at their meetings on 15th and 22nd July 2009 and agreed that such a change would be likely to encourage employers to more widely consider the benefits to them (and to their employees) of flexible retirement. 
Indeed, if flexible retirement were to be seen to be cost neutral to employers from a purely pensions perspective, there is a view that there would no longer be a need for employees to have a reduction in hours or grade in order to access some or all of their benefits at any time from age 55 onwards.
Of course, regulation 18(3) of the LGPS (Benefits, Membership and Contributions) Regulations will still permit an employer to waive, in whole or in part, any actuarial reduction. Employers might wish to consider doing so, for example, in a downsizing exercise where the cost to the employer of flexible retirement with the actuarial reduction waived would be cheaper than redundancy.   
On a similar theme, when an employee seeks agreement to voluntary retirement / early release of a deferred benefit before age 60 and there is a strain on Fund cost involved (i.e. where the employee has already met the protected 85 year rule, or would have met it before age 60), the strain on Fund cost may lead the employer to turn down the application. We are aware that in many of these cases the scheme member would be willing to have their benefits actuarially reduced in order to relieve the employer of the strain on Fund cost and thereby secure early release of their pension benefits. However, they are not able to do so due to the current wording of the regulations and GAD guidance. 
Given that, for a number of years to come, local authorities are likely to be facing budgetary pressures it is important that we look to measures that provide appropriate flexibilities, thereby potentially avoiding redundancies. We therefore request that consideration be given to consulting with interested parties on an appropriate change to the LGPS (Benefits, Membership and Contributions) Regulations 2007 which would:

a) make flexible retirement cost neutral for employers from a pension perspective, and

b) permit scheme members to agree to have their benefits actuarially reduced where they are seeking agreement to voluntary retirement (or early release of a deferred benefit) prior to age 60. 
Yours sincerely
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Terry Edwards

Head of Pensions
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