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13 April 2006
Dear Colleague

Local Government Pension Scheme (Amendment) Regulations 2006

It has been made clear since the regulations were published that certain inconsistencies have meant that the regulations do not fully and clearly deliver on their intended purpose. We will be taking corrective action to make the following amendments which will be backdated to the beginning of the 2006/07 tax year. Administering authorities should take action on those cases likely to be affected in line with this letter and the guidance which will be issued shortly by GAD.


High Earners
New regulation 11A will be amended to make clear the necessary cross reference to the now deleted regulation 16 The apportionment of membership was only intended to deal with those cases covered by the addendum letter of 10 December, ie former Class A members who were only paying contributions, and would only have had benefits calculated, on a capped salary. The intention is to make the necessary changes to overcome the inconsistencies which I understand will be outlined in LGPC Circular 184.


Tax Free Lump Sum
New regulation 20(3A et seq) is intended to take advantage of the new tax regime’s capacity to take a higher tax free lump sum. The intention within the LGPS is that the total capital value of pension rights at the relevant Benefit Crystallisation Event (BCE) should be the aggregate value of retirement pension, retirement grant and any AVC/SCAVC arrangement, and that a member can take up to 25% of the total capital value as a tax free lump sum. The new, enhanced, retirement grant, taken as a tax free lump sum may be made up of the LGPS lump sum retirement grant and monies from an AVC arrangement. Thus, a member could take 100% of their AVC/SCAVC pot as tax free cash provided this plus their LGPS lump sum retirement grant does not exceed 25% of the total capital value of their benefits. If it is felt appropriate for the sake of clarity a further amendment, as part of simplifying Chapter IV of Part III, will be considered to regulations 64 and 66.


Limit on total amount of benefits
New regulation 19A is intended to deal with that small group of LGPS members who exceed the lifetime allowance or the amount of primary protection, and do not have enhanced protection and to permit them to receive the excess benefits, albeit subject to the relevant tax charge. It is not appropriate to replicate within the LGPS Regulations provisions already covered in statute – either the Finance Act 2004 or Regulations made as a consequence of that Act. As a result the relevant guidance from GAD will set out the HMRC permissible principles. The guidance note will set out how benefit is to be calculated where the LTA is exceeded, and it will be necessary to amend regulation 19A(1) to achieve this intention.

I will be writing again in relation to further issues raised by the LGPC circular. But it should also be noted that the following items will need to be clarified. 

Flexible retirement – 

As well as seeking employer consent to reduction of hours or grade – and the scope for putting in place policy statements on how this should operate – we will also be proposing a requirement to have employer consent prior to release of benefits

Enhanced protection – 

We are still examining the scope for those members with enhanced protection, whose LGPS benefits eventually exceed the enhanced protection amount, to opt to limit the benefits payable in order to stay within the overall tax limit applicable to them. 

Long Term children’s pension 

As with long term survivor benefit, it is intended this be based on deceased’s pre-commutation pension

Authorities will also need to consider how to deal with members approaching their 75th birthday because benefits must be paid by no later than day before age 75, so membership may have to cease the day before that.

Yours faithfully

BRIAN TOWN
Addressed to:
The Chief Executive of:
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District Councils (England)


Metropolitan Borough Councils (England)
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Tameside Metropolitan Borough Council


Wirral Metropolitan Borough Council 
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London Pension Fund Authority
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Town Clerk, City of London Corporation 
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Clerk, West Midlands PTA

Fire and Rescue Authorities in England and Wales 
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Police Authorities in England and Wales 
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