THE LOCAL GOVERNMENT PENSION SCHEME (SCOTLAND) REGULATIONS 1998

SURRENDERS OF PENSION - REGULATION 32

1. Regulation 32(1) of the Local Government Pension Scheme (Scotland) Regulations 1998 (“the
Regulations™) provides for the member to surrender part of his/her retirement pension. If the member
is survived by a spouse or a dependant (“the beneficiary”), the equivalent value of the pension
surrendered is paid to the beneficiary. Regulations 32(6) and 32(7) provide for the equivalent value
of the part of the member’s pension which has been surrendered in the beneficiary’s favour, as at the

- time the surrender was made, to be paid to the beneficiary in the form of a pension commencing on
the member’s death, and for the amount of this pension to be at such a rate as is indicated in guidance
issued by the Government Actuary.

2. The principal purpose of this note prepared by the Government Actuary’s Department for the Scottish
Public Pensions Agency - and issued to them for onward transmission to administering authorities and
employing authorities - is to provide the guidance required by Regulation 32(6).

3. Regulation 32(4) refers to guidance as to the smallest pension that can be allocated to the beneficiary -
if the surrender is to be allowed — and this note also provides this guidance.

Applications

4. An application by a member to surrender part of his retirement pension in favour of a beneficiary
must be made within the period beginning one month before, and ending one month after, the date of
retirement. However, an application made before the date of retirement does not take effect if either
the member or the beneficiary dies before the member retires.

5. Regulation 32(3) provides that the administering authority to whom the application is made must
allow the application if they think the member is in good health, although it does not explicitly
prevent the administering authority from refusing to grant an application if they think not. However,
Regulation 32 does not provide for less favourable terms to be applied for members thought not to be

in good health.

6. The tables attached to this guidance note have been calculated using a uniform set of mortality
assumptions irrespective of the member’s state of heaith. Administering authorities need to be aware
that, if they allow an application to surrender pension in favour of a beneficiary from a member whose
mortality is impaired, the pension to the beneficiary is likely to have a value greater than the value of
the pension surrendered by the member, thus potentially causing a financial strain to the fund.

Surrendered pension

7. Regulation 32(1) only provides for surrender of the member’s retirement pension, so it appears that
other contingent benefits are not affected. In particular we have assumed there is no adjustment to

any of
(1) the surviving spouse’s pensions under Regulations 39 and 40,
(11) the children’s pensions under Regulations 44 and 45. Or

(111) the member’s death grant under Regulation 37.




8.

Where the beneficiary in whose favour the member has surrendered part of his retirement pension.
from the date of his retirement dies before the member, Regulation 32(9) provides that the surrender
by the member of part of his retirement pension ceases to have effect. The pension to the member
would therefore be restored, with effect from the date of the beneficiary’s death, to what it would have
been if no surrender of pension had taken place.

The opportunity for a member to surrender pension in favour of a beneficiary under Regulation 32
thus differs from similar provisions of earlier regulations, which still apply to those members whose
retirement pensions commenced after 31 March 1998 but who were not active members at any time
after that date. Under these earlier regulations, the surrendered pension would not be restored if the
beneficiary pre-deceases the member.

The beneficiary

10. Tt is assumed that the effect of Regulation 32(1) will be to require a member to identify the beneficiary

to their administering authority in their application to surrender part of the pension in favour of that
beneficiary. The tables attached to this guidance note do not allow for any change to the nominated
beneficiary’s entitlement to the allocated pension due to any change in circumstances after the
electton for surrender under Regulation 32. In particular

(1) if the named beneficiary is also the member’s spouse, termination of the marriage would not
affect the beneficiary’s entitlement to a pension on the member’s death nor would the member be
able to substitute a new spouse as the beneficiary;

(1) a member’s surrendered pension to a spouse would not be restored on the termination of the
marriage, but only if the beneficiary’s death precedes that of the member.

The tables

11.

12.

13.

Four sets of tables, each with two parts, as described below, are attached to this guidance note. They
show the annual amount of the pension to the beneficiary payable from the date of the member’s
death for the rest of the beneficiary’s life which is secured by each £1 per annum of pension
surrendered by the member. The factors in the tables are shown according to the age last birthday of
the member and that of the beneficiary at the date the member’s retirement pension is due to
commence (or on which it commenced).

Tablel - Male member, female beneficiary
Table2 - Female member, male beneficiary
Table3 - Male member, male beneficiary

Table 4

Female member, female beneficiary

For awards made prior to age 55, pension increases are deferred until age 55, except in cases where
the member retired under Regulation 26 (ill-health). Part A of each table relates to members aged 50
and over, with allowance being made for the pension entitlement surrendered by those aged less than
55 not to include any accrued pension increases until they reach age 55 (that is, for use in cases other
than ill-health retirement). Part B relates to members aged over 30, but under 55, who are due to
receive payment of pension increases immediately from the date their retirement pensions commence
(that is, ill-health retirement cases).

Where the age of the member and/or the beneficiary falis outside the scope of these tables, the
appropriate factor may be obtained from the Government Actuary's Department.




Pension Increases

14.

15.

16.

17.

18.

19.

All beneficiaries receive pension increases on their pensions irrespective of their age or the age of the
member, and the tabulated factors reflect this.

Regulation 32(2) specifies that the application for surrender can only be made within a month of
retirement. Regulation 32(8) specifies that the surrender can only come into effect from the actual
date of retirement. The combined effect of these regulations means that the factors should always be
applied to the actual pension at the date of retirement — mcludlng increases granted to that date —
excluding any increase accrued but not applied.

In the case of a deferred member, there may be some level of pension increases accrued between the
date of leaving and the date of retirement that will not be included in the pension at retirement date.
This could apply, for example where a member resigns from service at age 39 and subsequently opts
for actuarially reduced pension from age 50, some of which is surrendered.

In such a case, the factors from Part A of the tables should be applied - without adjustment — to the
actual pension in payment at retirement date. This means that increases accrued between age 39 and
age 50 should not be added to the pension in payment at retirement date before applying the
appropriate factor from the tables.

When the member in question reaches age 55 the new level of the member’s pension (X) should be
recalculated as C x B/A where

A = Initial rate of pension to member at retirement age before surrender,

B = Initial rate of pension to member at retirement age after surrender and

C = A, plus all pension increases accrued to age 55 (both in the period from leaving to retirement,
and the period from retirement to age 55).

In the case of all beneficiaries, pension increases should be added to the pension secured for the
beneficiary immediately it comes into payment - for the whole period since the member left service.

-Avoidance of small pensions

20,

21.

22.

It is assumed that the intention of Regulation 32(4), under which the Government Actuary is required
to issue guidance as to the smallest pension to the beneficiary if the surrender of pension by the
member is to be allowed, is to avoid the administrative expense involved in paying small pensions.

Regulation 48(2) provides that an administering authority may commute a long-term pension which is
payable to any surviving spouse or to or in respect of an eligible child or children, if the annual rate

does not exceed £260.

It is recommended that, if the pension to which the beneficiary would be entitled on the death of the
member would be £260 or less, before the addition of any pension increases, the administering
authority should not allow the surrender under Regulation 32(1). Thus the amount required to be
specified by Regulation 32(4) is £260 a year, before pension increases, or such higher amount at
which a pension to a surviving spouse or child may be commuted as a result of an amendment to

Regulation 48(2).

Government Actuary’s Department
August 2003
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