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Dear Lord Hutton

Call for evidence for final report of the Public Service Pension
Commission

Thank you for your letter of 1 November 2010 inviting further evidence and views
from the Northern Ireland Local Government Officers’ Superannuation Committee
to assist you in preparing the final report of the Independent Public Service
Pensions Commission. The Local Government Pension Scheme (LGPS (NI))
administered by NILGOSC is separate from the Local Government Pension
Schemes in England, Wales and Scotland. It is also different to the other Public
Sector Pension Schemes in Northern Ireland. The making of the regulations
governing the LGPS (NI) is a matter devolved to the Northern Ireland Assembly.

Background to NILGOSC

NILGOSC is a Non Departmental Public Body established on 1 April 1950 by the
Local Government (Superannuation) Act 1950 to administer the local government
pension scheme and manage the pension fund for the benefit of employees of
local authorities and other admitted bodies in Northern Ireland. The LGPS (NI)
Regulations are made by the Department of the Environment.

At 31 March 2010 there were 204 employing authorities contributing to the
Scheme. These employing authorities were composed of 26 Councils, 5 Education
Boards, 1 Library Authority, 1 Housing Executive, 78 associated bodies, 84
schools and 9 Further and Higher Education Colleges and Universities. There were
44,022 contributing members, 25,311 pensioners and 19,235 deferred members.
The average pension paid is £3,984 a year.

At 31 March 2010 the Fund was valued at £3.6 billion which is sufficient to pay
benefits for over 20 years. The Fund had income from investments and
contributions for 2009/10 of £242.4 million which exceeded the expenditure on
benefits and administration expenses of £158.8 million by £83.6 million. Each



year this net income is available for investment so that the Fund continues to
grow to meet the employers’ pension liabilities in the future.

The Local Government Pension Scheme in Northern Ireland was amended in 2009
to make it more affordable, sustainable and fair to members, employers and local
tax payers.

Members of NILGOSC now pay significant contributions to the Scheme. The
amount varies between 5.5% of salary for the lowest paid - earning up to
£12,600 a year - to 7.5% for staff on over £78,700 a year. The average
employee contribution rate is approximately 6.4%.

Unlike the majority of the other public service pension schemes the Local
Government Pension Scheme has always had a normal retirement age of 65. The
former “Rule of 85” which allowed members who retired early from age 60
(voluntarily) or age 55 (with employers consent) to take their pension
entitlements without actuarial reduction if the sum of their age and length of
membership equalled 85 years or more, was removed from 1 October 2006.
Some protections apply to members at 1 October 2006 who will be 60 before 1
April 2020. In the longer term the Scheme will be more affordable than the other
public sector schemes which had a retirement age of 60 and granted full age 60
protection to all existing members at the date the normal retirement age in those
schemes was increased to age 65.

The Committee wishes to impress upon you that the Local Government Pension
Scheme is therefore totally different to the majority of other public sector pension
schemes and it would be inappropriate to include it in the necessary remedies to
solve the problems of the non-funded public sector schemes. NILGOSC is unique
as it is the only local government pension scheme in Northern Ireland and can be
reformed within its own parameters. The Fund is in deficit, estimated by the
Scheme Actuary, Hymans Robertson, which is currently carrying out the triennial
valuation at 31 March 2010, to be around 82%. However the Committee, following
discussion with the Actuary, has agreed a funding strategy to return to 100%
funding within 20 years and has set employer contribution rates for the majority
of scheme employers, which includes a past service adjustment to recover the
deficit over 20 years, for the next 3 years from 1 April 2011 as follows:

2011/12 18%
2012/13 19%
2013/14 20%

These rates have been set by adhering to the following key principles:

e Affordability — contribution levels are not set too high as to make the
pension scheme unaffordable

e Sustainability - contribution levels are set to be sustainable over the
long term

e Stability - contributions will not be unduly volatile from one valuation
to the next.



¢ Prudence - appropriate allowances have been made for the risks that
may arise.

e Transparency - the approach taken is easily communicated and
verifiable.

e Durability - the approach adopted will stand the test of time.

The Government Actuary has calculated that the future service contribution rate
for the current local government pension scheme is around 12-14% i.e.
approximately twice the average contribution rate paid by members which is
6.4% for the LGPS (NI).

So, in summary, the LGPS (NI) is a well-managed scheme with contributions from
members and from a diverse range of employers. Its Funds are invested in
business, property and the world stock markets. The Committee is pleased to see
that you recommended it remains a funded scheme as, compared to the
unfunded public service schemes, it is arguably a better model to reduce the
liability on the public purse in the longer term.

Member Contribution Rate

In his spending review statement on 20 October 2010 the Chancellor, George
Osborne, confirmed the Government accepted your recommendation to increase
employee contributions, which will be phased in over 3 years from April 2012. The
Government plans to raise £1.8 billion a year by 2014/15 which is equivalent to
an average increase of 3% for all public sector pension scheme members. The
Government also confirmed that it also accepted your recommendation that low
earners would be protected to minimise opt outs. It is understood that your final
report will outline exactly how this increase will be implemented.

Unfortunately you have not asked any question on how any increase, if
appropriate, should be applied to the LGPS, and in particular the LGPS (NI).
This is an area of considerable concern to this Committee.

Firstly it is unclear from both your interim report and the conflicting messages
subsequently received from HM Treasury as to whether any increase to employee
contribution rates applies to the LGPS.

From Table B1 of your interim report you list the members’ contribution rates for
the public sector pension schemes, which excluding the uniformed pension
schemes are as follows:

Principal Civil Service Pension Scheme 0% - 3.5%
Judges 1.8% - 2.4%
National Health Service Pension Scheme 5% - 8.5%
Teachers Pension Scheme 6.4%

Local Government Pension Scheme 5.5% - 7.5%



As can be seen members of the LGPS are already paying considerably more than
members of the 4 Principal Civil Service Pension Schemes and the Judges
Scheme. Members earning over £18,900 also pay more contributions than
members of the Teachers Scheme but pay similar contributions to members of
the National Health Services Scheme. It is therefore necessary to address the
unfairness between members’ contribution rates within the public sector pension
schemes before consideration is given to further increasing the members’
contribution rates within the LGPS (NI).

In addition your interim report confirmed that just over 75% of active members
of public sector pension schemes have pensionable earnings between £15,000
and £40,000. From the table below you will see that in the LGPS (NI) 42.5% of
members earn less than £15,000 and almost 97% earn less than £40,000 leaving
just over 3% earning over £40,000. With an average full time equivalent pay of
£20,368 (actual £16,795) the pay of local government employees in Northern
Ireland is considerably lower than in the other public sector schemes. When you
also take into account the already higher member contribution rates being paid
by members and the 1% increase in employee national insurance contributions
from April 2011 there is very little scope to further increase members’
contribution rates without incurring a significant number of members opting out
of the scheme to rely on state benefits for their future retirement. This will only
result in transferring the cost from one public sector purse to another.

Active Members in the LGPS (NI) August 2010

Pensionable annual

earnings Male Female | Total Cum % Cum
0-£11,999 1364 13304 14668 14668 33.2% 33.2%
£12,000 - £14,999 1123 2939 4062 18730 9.2% 42.5%
£15,000 - £17,999 4002 4054 8056 26786 18.3% 60.7%
£18,000 - £20,999 3054 1865 4919 31705 11.1% 71.9%
£21,000 - £23,999 1997 1827 3824 35529 8.7% 80.5%
£24,000 - £26,999 1266 1118 2384 37913 5.4% 85.9%
£27,000 - £29,999 850 801 1651 39564 3.7% 89.7%
£30,000 - £32,999 871 624 1495 41059 3.4% 93.1%
£33,000 - £37,399 610 502 1112 42171 2.5% 95.6%
£37,400 - £39,999 362 189 551 42722 1.2% 96.8%
£40,000 - £44,999 292 223 515 43237 1.2% 98.0%
£45,000 - £49,999 176 155 331 43568 0.8% 98.7%
£50,000 - £74,999 314 160 474 44042 1.1% 99.8%
£75,000 - £99,999 60 12 72 44114 0.2% 100.0%
£100,000 plus 7 1 8 44122 0.0% 100.0%
Total 16348 27774 44122

The current total payroll for the LGPS (NI) is £708m. Members currently pay
£44.2m in contributions. An increase of 3% would require a further £21.2m
(equivalent to a 48% increase) to be recovered through the members’
contribution rate. If the low paid are protected i.e. those earning under £18,900




the resulting increase to members’ contributions to recover an additional £21.2m
would require to be as follows:

Current Projected

Pay Band Rate rate

up to £12,600 5.50% 5.50%
£12.601 - £14,700 5.80% 5.80%
£14,701 - £18,900 5.90% 5.90%
£18,901 - £31,500 6.50% 10.00%
£31,501 - £42,000 6.80% 14.00%
£42,001 - £78,700 7.20% 17.00%
over £78,701 7.50% 25.00%

While the higher paid employees would be able to incur some increase in their
members’ contribution rate it is obvious from the above table that increasing
rates from 10% to 25% for those earning above £18,900 is unsustainable. In
view of the very low pay experienced by the LGPS (NI) and the low number at 80
out of 44,122 earning over £75,000 there is a very strong case that members’
contribution rates in the LGPS (NI) should not be increased.

Response to the 25 Questions

The Committee’s response to the 25 questions you have posed in your call for
further evidence is detailed below. The Committee would be pleased to provide
you with any additional information you may require.

Scheme Design

Q1) What is an appropriate scheme design for public service pensions?
Why?

The Committee supports the statement by the Chancellor in the Spending Review
that “the Government will commit to continue with a form of defined benefit
pension”. It also welcomed your confirmation that public sector pensions are not
gold plated but are modest in providing a not excessive level of retirement
income.

Your interim report confirmed that the average pension paid to pensioner
members is about £7,800 a year. About half of pensioners receive less than
£5,600 a year and 90% of pensioners receive less than £17,000 a year.

The comparable figures for the LGPS (NI) are an average pension for the 25,415
pensioners at 30 September 2010 of £3,984 with 91% receiving an average



pension of £2,966. Only 34 pensioners receive pensions over £40,000 per year. If
90% of members in the other public sector pension schemes are receiving less
than £17,000, which you describe as a "modest level of retirement income”, the
local government pensioners in Northern Ireland are receiving a less than
adequate level of retirement income. Therefore any new pension arrangement
introduced for the LGPS (NI) requires to maintain, or increase, the level of
retirement income for the lower paid while removing the unjustified
disproportionate benefits paid to what you refer to in your interim report as
“higher fliers”. A replacement pension arrangement which is simple and easy to
understand is recommended as it will be more likely to be appreciated by
members while being less costly to administer.

While you have indicated that you are considering a number of alternative
pension arrangements the only suitable pension arrangement which will maintain,
and in some cases improve, the current modest level of retirement income for the
lower paid member and remove the over generous level of payment to some
higher paid members would be a Career Average Revalued Earnings Scheme
(CARE), provided it is realistically revalued each year. While the appropriate
measure to revalue earnings would be in line with national average earnings, as a
minimum earnings should be revalued in line with the Consumer Prices Index
(CPI). A CARE scheme would be fairer to members as it provides a more equal
benefit between short and long service and between low and high earners.

Of the various scheme options you are considering a CARE scheme would meet
your requirements of a pension arrangement which is relatively simple to
understand and communicate and as it is both affordable and sustainable it is fair
to members, employers and tax payers.

Risk - sharing

Q2) Which risks associated with pension saving should the scheme
members bear, which by the employer and which should be shared?
Why?

The Department of the Environment is the body responsible in Northern Ireland
for making the Local Government Pension Scheme Regulations. The Department
has set up a Local Government Review Group made up of 4 employers and 4
employees’ representatives to evaluate the implementation of the new look Local
Government Pension Scheme introduced with effect from 1 April 2009 and to
make recommendations on future policy for consideration by the Minister of the
Environment.

One of its main responsibilities is the introduction of a cost sharing arrangement
between employers and employees. Under the Local Government Pension Scheme
(Benefits, Membership and Contributions) Regulations (Northern Ireland) 2009
the Department requires to issue a report on cost sharing by the end of January
2011 with a new mechanism scheduled to be in place by April 2011.



The Review Group is therefore looking at the costs suitable to be shared between
employers and employees, similar to the arrangements already introduced in the
LGPS in England and Wales so that for future actuarial valuations the employers’
contribution rate will be capped and future increases shared.

Q3) What mechanisms could be used to help control costs in public
service schemes? For example, is there merit in flexible normal pension
ages linked to changes in longevity?

The decisions to index pensions in payment to the CPI instead of RPI and the
public sector pay freeze have already reduced the future costs of the scheme. The

mechanisms which will also help to control costs are as follows:

Cost sharing mechanism

When the Department introduces the agreed cost sharing mechanism for future
actuarial valuations increases in costs will be shared between scheme members
and employers. There is likely to be a cap on the employers’ contribution rate so
that increases above this cap will be met entirely by members through either
increased contributions or reduced benefits.

Linking the scheme’s normal pension age to the state pension age

The current normal retirement age in the LGPS (NI) is age 65 which is in line with
the State Pension Age. To cope with increases in longevity the scheme’s normal
retirement age should be linked to the State Pension age. The NRA would then
increase to age 66 from April 2020 and increase to age 67 from 2036 and 68
from 2046 or such earlier date if increases in longevity determine.

Other mechanisms which could be considered are lower accrual rates and salary
or benefit caps but if these options were adopted they would reduce the adequacy
of the pension provision. For example, according to the Pensions Policy Institute
reducing the accrual rate in a final salary scheme from 1/60ths to 1/80ths would
reduce the projected replacement rate from 64% to 52% for a median earner.

Given that earnings and ultimately pensions are much lower in the LGPS (NI)
adopting this option would have a significant effect on the level of pension income
and will have a detrimental impact on recruitment and retention between the
public and private sectors. It is likely to lead to more members opting out of, or
not joining the scheme, with a resulting increase in dependency on future state
means tested benefits. For these reasons this option is not recommended.

Setting a cap on pensionable salary at £75,000 has a negligible impact on the
affordability of the scheme because only 80 members out of 44,122 members in
the LGPS (NI) would be affected by such a cap. Setting such a cap is therefore
not recommended for the LGPS (NI).



What indexation factor should be used in a career average type scheme
to ensure a reasonable balance of risk between scheme members and
taxpayers?

The appropriate rate to index career average earnings is the increase in national
average earnings, and in particular the increase in public sector average earnings.
A suitable alternative would be the Retail Prices Index (RPI) as it would ensure
that members’ earnings maintain their purchasing power. However as the
Government has already determined that from April 2011 public sector pensions
in payment will in future be increased in line with the Consumer Price Index (CPI)
this same indexation factor could be used as the least favourable option.

Q4) Where and how have risks associated with pensions been effectively
shared in private sector companies?

The Committee has no experience of how risks are shared in the private sector
although it appears that many private companies have transferred all the risk to
scheme members by closing their final salary schemes and replacing them with a
defined contribution scheme. There is therefore little to be learned from the
private sector and it would be more appropriate for the private sector to learn
from the public sector and return to providing adequate retirement pensions for
its employees.

Q5) Which international examples of good practice in the area of risk
sharing should the Commission consider when compiling the final report?
Why?

The Committee has no knowledge of good practice international examples of
sharing risk.

Q6) What should the split between member and employer contributions
look like?

An appropriate split between member and employee contributions would be one
third members / two thirds employer. The changes to the LGPS already
introduced in 2009 such as the cost sharing mechanism together with the pay
freeze, the indexation of pensions to CPI instead of RPI and the proposed raising
of NRA to 66 have been estimated to significantly reduce the future service
contribution rate for employers. The anticipated rise in government gilt yields
used to value pension liabilities from their historically low base should return the
split of employer and member contributions to the 2:1 recommended basis.



Q7) Should there be different treatment of different professions (for
example, lower normal pension ages for some public service employees)?

There should only be different treatment e.g. lower retirement ages for the
uniformed services such as the armed forces, police and firefighters. This should
only be possible provided the members pay an appropriately increased
contribution rate to fund the earlier retirement age.

Q8) Should there be different treatment for those at different income
levels?

The Committee supports different treatment for those at different income levels
so that lower paid employees pay a lower contribution rate and higher paid
employees pay a higher contribution rate. The current 7 tier member contribution
rates introduced to the new look LGPS (NI) from 1 April 2009 meets this objective
and no further change is therefore necessary.

An alternative system which could be considered is to introduce a contribution
rate based on a person’s age. The younger a person is the lower the cost is to
fund the scheme benefits. The older a person is and the closer to retirement age
the more costly it is to provide the benefits earned. It is also more likely that
younger employees will be just starting their career and will be on lower salaries
than older employees and therefore a lower contribution rate of say 6% up to age
30 could apply which would increase to 7% at age 30, to 8% at age 40, to 9% at
age 50 and to 10% for the over 60’s. This system may result in less members
opting out of the scheme as they would be paying the low rate when they are
younger on a lower wage and not thinking about retirement and may be more
willing to pay a higher contribution rate as they approach retirement age and
want to provide an adequate level of income for their retirement.

Q9) What is the appropriate normal pension age for the different public
service schemes? Should this vary across schemes and, if so, why?

Normal pension age should be age 65 and increased in line with state pension
age. As explained in Question 7 the only justification for a lower retirement age is
for the uniformed services such as the armed forces, police and firefighters.

Adequacy

Q10) How should the Commission think about measuring adequate levels
of resources in retirement?

All of the public sector pension schemes have provided the Commission with
details of its pensions in payment. The Commission therefore already has details
of the average pension paid by each scheme and the lowest and highest pensions



paid. The average pension can be compared to average earnings currently
£24,232 in the public sector at September 2010 and to the average pay earned
by the scheme members [£20,368 in the LGPS (NI)]. From this information the
Commission will be able to determine which schemes already provide an
adequate level of retirement income and those, like the LGPS (NI), that require to
improve the level of income paid to pensioners

Q11) What should be considered an adequate level of resources in
retirement?

The LGPS (NI) has currently over 25,500 pensions in payment. The average
pension paid is £3,984 while 91% of pensioners receive an annual income of less
than £3,000 at £2,966. The NILGOSC pensioners are receiving somewhere in the
region of £57 to £77 per week which is equivalent to only 15% to 20% of the
average pay in the Northern Ireland Local Government Pension Scheme. Even
although members who contribute for 40 years to the scheme could retire on two
thirds of their final pay the reality is completely different in that very few
members achieve 40 years service with the average being just over 10 years.

Even when added to the basic state pension of £97.65 per week a total income of
£155 - £174 per week will be received by the over whelming majority of NILGOSC
pensioners. Although this exceeds the current pension credit level of £132.60 per
week it is difficult to justify this amount as providing an adequate level of
retirement as it equates to only 40% to 47% of the average NILGOSC pay.

It is clear that not only does the basic state pension require to be increased but
there is little scope to reduce the amount of pension paid to 91% of NILGOSC
pensioners. As a minimum pensioners should receive approximately 50% of their
final pay from their local government pension which when added, to a hopefully
increased basic state pension, would increase income in retirement to a level that
pensioners would not require to rely on state benefits and would have an
adequate level of income in retirement.

Q12) Should a full state pension and a full public service pension ensure
people have adequate resources in retirement? Or should room be left for
individuals to make their own arrangements?

As entitlement to receive a full state pension has reduced to 30 years there is
now more chance of employees receiving the full state pension on retirement.
However, very few members in the LGPS (NI) receive a full entitlement to their
local government pension. Average scheme membership is just over 10 years and
therefore members do not have the benefit of obtaining a full local government
pension. There will therefore always be a requirement for a facility for members
to make arrangements to pay for additional pension, either through the scheme
e.g. via Additional Voluntary Contributions or Additional Regular Contributions, or
by taking out additional pension arrangements outwith the scheme e.g. via a
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stakeholder pension, personal pension, or free standing AVC should they wish to
do so.

Q13) How should this change where people work part careers in public
service?

Part-time employees are currently treated exactly the same as a full-time
employee in the LGPS (NI) and this should not be changed in any new scheme. A
Career Average Revalued Earnings defined benefit scheme is better suited to
part-time employees and they also require the opportunity to build up other
pension rights in any other employment they have had or may have in the future.

Employee understanding and choice

Q14) How much do workers value and understand pensions? Is there any
evidence this differs between groups (for example, by age, by income)?

Members are very familiar with final salary benefits and because benefits are
based on the number of years the member has been a member of scheme and
the level of salary at retirement members know how much they will receive from
their pension as proportion of their final salary and are therefore more easily able
to plan for their retirement. Any alternative scheme will be more difficult to
explain and for members to understand.

However members do value their pension and better understand it when they get
closer to retirement. Unfortunately the members who opt not to join or opt out of
the scheme tend to be the younger lower paid employees whose main reason for
not contributing to the scheme is that they feel they cannot afford to contribute
at present because of the other demands on their finances but hope to be able to
contribute when they are older. Approximately 60% of all employees eligible to
join the scheme have done so and the best solution to ensure members and their
dependents are adequately protected is to reintroduce compulsory membership of
the scheme for all employees.

Q15) Which forms of scheme design will encourage employees to save
for their retirement?

Employees are more interested in the contribution rate when they consider
joining the scheme particularly when they are young and on a low pay. Older
employees and higher earners are always more willing to join the scheme. The
problem is that because they did not join when they were younger they will not
have enough years left until retirement to build up an adequate level of
retirement income. Many employees wrongly believe that it is not necessary to
contribute to an occupational pension as the state will provide them with an
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adequate retirement income. It is therefore not the scheme design which is so
important but more the contribution rate to be paid by members and this is
another reason why any increases to the members’ contribution rate for LGPS
members should be considered very carefully.

Is there any evidence from pension scheme reforms influencing opt out
rates in the private sector?

The committee has no knowledge of pension scheme reforms influencing opt out
rates in the private sector.

Q16) What best practice exists in the private sector around
communication of benefits with scheme members?

As far as the Committee is aware its communication with scheme members in the
LGPS (NI) compares very favourably with both the private and public sector. This
includes Members’ Guides and a Certificate of Admission on joining the scheme,
scheme guides on paying AVCs, Increasing Benefits, an Annual Benefit Statement
showing the value of scheme benefits and state benefits, a Retirement Guide, an
annual Members News for active members with specific versions for Deferred
Members and Pensioners to explain any applicable scheme changes and the main
items of interest from the Annual Report and Accounts. A copy of the full Annual
Accounts is available on request or on the up to date and informative web site.
Regular news items on regulation amendments and other areas of concern or
interest are issued to members’ home addresses throughout the year as
necessary. The Committee also runs regular scheme benefit seminars, retirement
seminars, redundancy and leaving the scheme seminars, as well as running
individual pensions surgeries for members at their offices or local hotels.

Q17) Should any new scheme design offer members a degree of choice in
the level of contributions paid and benefits received? For example,
should members be able to receive a higher pension if they want to take
the pension later? Why?

The current scheme design provides for members taking their benefits before age
65 to receive actuarially reduced benefits to pay for the additional cost of paying
the benefits early. Similarly if the member delays retirement to beyond age 65
the benefits paid are actuarially increased to compensate members for delaying
their payment.

As per the response to question 12, there will always be a requirement for a
facility for members to make arrangements to pay for additional pension, either
through the scheme e.g. via Additional Voluntary Contributions or Additional
Regular Contributions, or by taking out additional pension arrangements outwith
the scheme e.g. via a stakeholder pension, personal pension, or free standing
AVC should they wish to do so. This is necessary because very few members will
have the benefit of accruing 40 or more years in the local government scheme.
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However any new scheme should be as simple as possible, with as few choices as
possible, in order to ensure maximum take up and to protect members.

Pensions and plurality of provision of public services

Q18) Whether and how public service pensions could be structured to
support a more level playing field between the public and private sectors
when tendering for contracts?

The Fair Deal for employees transferring from the public sector to the private
sector was set out in the Cabinet Office Statement of Practice: Staff Transfers in
the Public Sector which was published in 2000. It provided a framework to protect
the pensions of staff transferring to the private sector due to outsourcing of
services.

Under the framework the private contractor who wins the outsourced contract is
required to provide for the transferred staff a pension arrangement which is
broadly comparable to the employees’ public sector scheme prior to the transfer.

The Local Government Pension Scheme (Administration) Regulations (Northern
Ireland) 2009 allow a private contractor to become a “transferee admission body”
when a service is transferred under a contract from an employing authority in the
scheme to a private contractor. The regulations require both the transferring
employing authority and the private contractor to become party to the admission
agreement so that the funding of the pension liabilities of the transferred
employees will be met by either the contractor or the former employing authority.
This is necessary in a funded scheme like the LGPS (NI) so that all pension
liabilities are met by the private contractor/former employing authority and not
met by the other scheme employers.

In this respect, the LGPS (NI) is far more open than other public service pension
schemes which generally do not permit staff transferred to private contractors to
continue to participate in the scheme for the duration of the outsourced contract.
The option of an admission agreement means that there is a much more level
playing field in local authority outsourcings than in other public service
outsourcings.

Our experience, with only 3 contractors contributing to the scheme is that they
have all chosen to close the scheme to new entrants resulting in a higher starting
employer contribution rate.

The effect of removing “Fair Deal” and moving to the position that applies in the
case of private sector to private sector transfers would be that contract prices
could be lowered and contractors would not be faced with potentially having
different pension arrangements for different groups of staff. Additionally, it may
be that the pool of potential bidders would widen as those that had previously
been deterred from bidding due to the pension implications would now be
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prepared to bid for a contract. However there would be some significant
downsides e.g.:

- industrial relations would suffer and it would be more difficult to “sell” the
transfer to the affected staff;

- in-house bids would be at a disadvantage as contractors would be able to
factor in lower pension costs into their bids whereas the in-house bidder would
have to offer access to the LGPS (NI) with its resulting higher cost. This would
create an uneven playing field;

- former local authority staff would be offered a poorer pension provision such
as a defined contribution scheme or more likely only NEST when it is
introduced which would have long term consequences for the staff involved
and for the tax payer if the result was ultimately to be an increased reliance
on State benefits.

If “Fair Deal” is to protect employees, no changes would be made as any
weakening of the arrangements means that either the transferred employee
suffers or the costs of funding the scheme are not being fully met by the private
contractor which disadvantages inhouse bidders. If “Fair Deal” is changed to
enable private contractors to reduce their pension liabilities the only option is to
restrict membership to the local government pension scheme and set up a
minimum pension arrangement which will under the total responsibility of the
private contractor to run and fund.

Q19) Which non-public service employees should be eligible for
membership of public service schemes?

As previously explained in the “"Background to NILGOSC” on page 1 there are 204
employing authorities contributing to the scheme. They include the 26 councils,
the 5 Education Boards, the Library Authority, the Translink companies of
UlsterBus, CityBus, and Northern Ireland Railways, the Northern Ireland Housing
Executive, 93 Schools, Colleges and Universities, 25 Housing Associations, and 50
other admitted public bodies. The range of body therefore includes Councils,
educational establishments, public transport, social housing, charities and private
contractors.

However not all employers are sponsored by central or local government and the
Committee is experiencing significant difficulties with employers either leaving the
scheme or closing the scheme to new members who are trying to avoid meeting
their cessation debt liability. One court case is pending where the potential
cessation debt is approximately £40m and a further employer which ceased
contributing to the scheme on 31 March 2006 has still to pay its cessation debt of
over £6m.

The scheme should remain as it is, open only to public sector employers,
including those private contractor employers which run a public service on behalf
of an employing authority, provided all the benefit liabilities are 100% guaranteed
by either local or central government or an appropriate guarantor.
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Administration costs

Q20) What evidence is there on administration costs (excluding fund
management costs) of private sector pension schemes? How do these
compare with those in the public service schemes?

The average private sector in-house costs are £47.00 per member and for private
sector outsourced costs are £41.00 per member. This compares to the NILGOSC
cost of administration of £30.88 per member. However to compare administration
effectively requires the calculations to be on the same basis. A scheme with
multiple employers (i.e. an LGPS Scheme) with a high proportion of active
members compared to pensioner and deferred members would be much more
expensive to administer than a 1 employer scheme (a typical private sector
scheme) which may also have a higher proportion of pensioners and deferred
members to active members would have a much lower administration cost. It is
therefore very difficult to compare administration costs effectively between
different schemes.

Q21) How do private sector schemes ensure that there is good quality
and efficient scheme administration? Which measures can be applied to
public service schemes?

The Committee has no experience of good quality and efficient scheme
administration in the private sector. Its experience in dealing with the private
sector for the transfer in and transfer out of pension arrangements has generally
been poor resulting in low quality and inefficient administration when compared
to the service provided by this Committee.

Q22) Is there scope for rationalising the number of local government
pension funds? If so, how could this be achieved?

There is only one fund in Northern Ireland and therefore no further change is
necessary.

Transition issues

Q23) How can the Commission ensure an effective transition to the new
arrangements?

To ensure an effective transition there must be sufficient time allowed to
implement the new scheme. The regulations will require to be accurately drafted
and made, the computer software changes required programmed, tested and
implemented, the scheme literature and explanatory guides drafted and printed,
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staff trained in the operation of the new scheme and having it explained to the
contributing employers and communicated to the members, pensioners and
deferred pensioners. The new scheme introduced in 2009 had 84 major program
errors when introduced on 1 April 2009 which took 18 months to correct.
Regulation amendments are still outstanding which are required to correct
drafting errors and the Government Actuary has still not provided all the tables
required to carry out non club transfers. As a result significant backlogs are being
built up. A minimum of 2 years should therefore be allowed to ensure that all
parties involved in the transition can work together to guarantee an effective
implementation of any new scheme.

If a new scheme is introduced the transition basis to the new scheme should be
similar to the transition basis used to transfer from the pre 2009 scheme to the
post 2009 scheme.

Under the Transition Regulations members benefits to 31 March 2009 were
protected. Membership from 1 April 2009 for all existing members and new
members is calculated in accordance with the new accrual rate and members’
final pay while membership to 31 March 2009 is calculated on the formal accrual
rate but on the member’s final pay on retiring or leaving the scheme. On
retirement or leaving the scheme the pre 1 April 2009 accrued benefits and the
post 31 March 2009 benefits are added together to calculate the total pension
benefits to be paid.

A deferred pension and lump sum could therefore be calculated for all 44,022
members at the date of transition and either increased in line with the members’
final pay or increased by some other appropriate factor and added to the new
scheme benefits on retirement or leaving the scheme.

This arrangement would be the fairest and most suitable to protect members’
accrued entitlement and will be easily understood by members.

Q24) What can the Commission learn about moving to a hew scheme
from best practice in the private sector and internationally?

The Committee has no experience of how, internationally the private sector
moved to a new scheme.

Q25) How have accrued rights been protected or transferred during
changes in schemes in the private sector?

The Committee has no experience of how the private sector has protected
accrued rights of members transferring to a new scheme
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The Committee trusts you will be able to recommend an alternative scheme
model, such as a CARE defined benefit scheme, that will not only provide a fair
sharing of risk between the scheme member, the employer and the tax payer but
will ensure that an adequate pension is payable to scheme members on
retirement.

Yours sincerely

Deane W Morrice MBE Trevor K Salmon OBE
Secretary Chairman
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