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Dear William

Options for a new look Local Government Pension Scheme in Northern Ireland

Thank you for your letter of 2 August 2006 enclosing a copy of the consultation document “Where next? – Options for a new look Local Government Pension Scheme in England and Wales” which has been produced by the Department of Communities and Local Government (DCLG). 

The Committee considered the consultation document at its meetings on 22 August 2006 and 26 September 2006. The Committee, as the administrators of the Scheme, felt that it would not be appropriate for it to recommend to the Department which of the proposed options, or variations on them, it would prefer, as this decision is best left to the employing authorities who fund the LGPS (NI) through their employers’ contribution rate. Ultimately it is the Committee’s responsibility to administer whatever Scheme is subsequently introduced in Northern Ireland. 

However the Committee does have the following observations to make on the consultation document, which it hopes the Department will take into consideration when choosing a new look LGPS for Northern Ireland.

1.
Each of the Scheme options includes the following improvements:

A. an increase in the death in service lump sum from 2 to 3 times pay,

B.  the introduction of partners’ pensions for cohabitees, and

C. targeted two-tier ill health retirement provisions.

A.
Death in Service

The Committee welcomes the increasing of the lump sum death in service payment to 3 times pay, as it is a valuable benefit, which is not costly to provide.

B.
Cohabitees Pensions

Before introducing cohabitees pensions the current widow’s, widower’s, civil partner’s and children’s pension provisions should be equalised. Membership between 1.4.72. and 5.4.88. should also count for civil partners’ pensions to ensure equal treatment with widow’s and widower’s pensions.

Also in any new Scheme, spouse’s/registered civil partner’s benefits should be simple to calculate as a proportion of the member’s pension. For example in Options B, C1 or C2, the proportion could be 50% of the pre commutation pension which would result in a significant improvement in the level of survivor pension compared to the current Scheme. 

The unions have been pressing for partners’ pensions to reflect the increase in “common-law” partners. The new scheme options have included cohabitees pension, based on the same principles and criteria as have been adopted for the Civil Service Pension Scheme as follows:

· an exclusive, long-term committed relationship established for a minimum of 2 years

· financial dependence or interdependence; and

· a valid nomination of a partner with whom there would be no legal bar to marriage or civil registration.

The introduction of cohabitees’ pensions would introduce a number of inequalities that would need to be considered to prevent the Scheme being open to challenge e.g.:

· a married or civilly registered couple do not have to be living together in order for a survivor pension to be paid (they could be living apart)

· a married or civilly registered couple do not have to be in an exclusive, long-term relationship established for a minimum of 2 years in order for a survivor pension to be paid

· a married or civilly registered couple do not have to show financial dependence or interdependence

· a survivor pension would automatically be paid to a married or civilly registered partner; they do not have to be nominated to receive a pension by their spouse/partner. The lack of a valid nomination form is likely to result in disputes where all the other criteria set out above are met

· the benefits of a married or civilly registered couple would be subject to pension sharing on divorce or the dissolution of a civil partnership , whereas those of a member with a nominated cohabitee would not be, even though the Scheme will have had a prospective partner’s pension liability during the period of the co-habitation

· single members who are not co-habiting are not able to nominate a person to receive a pension upon their death

It is hoped that these points would be clarified in the regulations if cohabitees’ pensions are introduced.

C. Two-tier ill-health pension provisions

The numbers of ill health retirements in Northern Ireland have fallen in recent years, 374 (0.82% of members) in 2003/04, 335 (0.8%) in 2004/05, and 313 (0.6%) in 2005/06. Therefore it could be argued that the existing ill-health retirement arrangements are operating effectively. In Northern Ireland all ill-health retirements are awarded after a medical examination to certify permanency is carried out by one of the occupational health physicians retained by the Committee. In England & Wales the employer is responsible for determining ill-health retirement but must use a medical adviser approved by the administering authority to determine permanent incapacity. With the Northern Ireland system the Committee has responsibility for both the original medical examination and the appeal process and it can be argued this is a better system, which does not require changing. 
The introduction of a two-tier arrangement will ensure that those in the top tier i.e. those permanently unable to undertake any gainful or regular employment would receive reasonable ill health benefits based on actual membership plus 50% of notional membership between date of leaving and age 65. However, employees who are aged 58 years 122 days or older, would receive actual service enhancement up to age 65  under the current system but will get only half of this enhancement under the proposed top tier of the new scheme. 

The consultation paper seeks views as to whether employing authorities should have the facility to award more than 50% enhancement in individual cases where more generous awards can be justified. The advantage of the existing scheme is that benefits are standard for all employees. The disadvantage of allowing employers the discretion to award more generous enhancements will lead to employees obtaining better ill health benefits with a wealthier employer which does not seem fair. It is preferable to have a standard scheme for all employees so that the same standard benefits are provided by all employers. Any top up benefits by employers should be provided for outwith the pension scheme. 

The second tier will provide an unenhanced pension to those incapable of performing the duties of their own job but who are capable of undertaking other “regular employment”. The consultation paper does not specify whether the definition for the second tier will extend to incapable of performing the duties of their own job and any available comparable employment with the employer but who are capable of undertaking other “regular employment”. The consultation paper suggests that the second tier could be broken down into a set of sub-tiers, each offering a different percentage level of benefit (to reflect that across the employees falling within the second tier there would be a wide range of incapacities and prospective job opportunities). The more tiers there are the more complicated the scheme would be to administer. Having multiple tiers could lead to numerous appeals from members seeking to be placed into a higher sub tier in order to increase the percentage of pension they are awarded, thereby increasing the administrative and appeal burden. Having only a top tier with enhancement and one second tier with no enhancement will make matters clearer as there would be an obvious difference between those 2 tiers i.e. to get into the top tier the member would have to be very seriously incapacitated and permanently unable to undertake any gainful or regular employment.   

It is therefore preferable for the scheme to be kept as simple as possible with no more than two tiers.
The consultation paper discusses the possibility of reviewing ill health pensions and adjusting them in the light of changes in a person’s circumstances. For the sake of consistency of application and ease of administration, a burdensome review arrangement should be avoided, particularly as it is anticipated that the majority of ill health retirees would fall into the second tier i.e. no enhancement of benefits. This means that once a level of benefit has been awarded, it remains in payment for life.

Carrying out a review of those in the top-tier who, at leaving, were deemed by the Committee’s medical adviser to be so ill as to be incapable until at least age 65 of any gainful or regular employment appears to be unnecessary as the administrative burden and the anxiety caused, relative to the number of cases where a person would fall out of the first tier definition, seems unwarranted. 
Although the consultation paper does not explicitly say so, it is assumed that “permanently” incapable will, as now, mean permanently incapable until age 65.

The consultation paper asks for views on how to define whether someone is capable of undertaking other “regular employment”. The paper provides an example from the Firefighters’ Pension Scheme, which defines regular employment as being “not less than 30 hours per week on average over a twelve month period”. Such a definition would not cater for those employees who are part time at the date of retirement. It would be sensible to rely on the skills of the occupational health physicians who will be determining permanency and who also have the necessary experience to determine a member’s capabilities of carrying out regular employment in the future.

2.
The Options for a new-look LGPS

All the options provide a 3 x pay death in service lump sum and partners’ pensions.  The costings all anticipate savings from the introduction of two tier ill-health benefits as well as from commutation and the removal of the Rule of 85.  These savings may be more or less than expected, depending on experience.

Options B, C and D recycle half of the anticipated savings from commutation and the removal of the Rule of 85.  Option A does not include any recycling and hence is a lower cost option.

The Committee commissioned its Actuary, Hymans Robertson, to report on the employer contribution rate for future service for each of the four core options based on the 2004 valuation assumptions but updated for prevailing investment market conditions at 30 June 2006. A copy of the report is attached for information. At the last valuation carried out as at 31 March 2004 the average employers’ cost of future service benefits (i.e. ignoring any past service deficit) was 13.1% of pay.  From the actuary’s report, the anticipated savings for the Fund as a whole for each option proposed by the DCLG, based on the same assumptions and data as the 2004 valuation, would be as follows:

1. Option A (existing scheme with removal of Rule of 85) -  2.8% of pay

2. Option B (FS, 1/60ths pension, cash by commutation) – 1.6% of pay

3. Option C1 (CARE with RPI, 1/54ths pension) - 1.8% of pay

4. Option C2 (CARE with RPI plus 1.5%, 1/60ths pension) - 1.9% of pay

However allowing for improvements in life expectancy to 2030, increases the employer contribution rate by approximately 0.8% of pay for each option. Also changes in financial assumptions since March 2004, in particular lower real gilt yields, increases the employer contribution rate by around 2.0% of pay. Therefore if the new scheme were confirmed in Regulations in time for the 2007 valuation, the average employer contribution rate (assuming an average employee contribution rate of 5.8%) to fund future service would be approximately:




Employers’ rate
Employees’ Rate
Total

1. Option A  

12.8% 

5.8%

18.6%

2. Option B  

14.3%


5.8%

20.1%

3. Option C1 

14.2%


5.8%

20.0%

4. Option C2

14.1%


5.8%

19.9%

As can be seen Option A is a lower-cost option than Options B and C. The reduction in costs generated by the move to two-tier ill health pension provision actually means it costs less than the current scheme at 1 October 2006 (i.e. without the 85 year rule), despite the improvements to death in service benefits and cohabitees pensions. This option would therefore require a lower contribution rate from employers and/or employees than would be the case for Options B and C. 

A final salary scheme is a valuable recruitment and retention tool for scheme employers, as it tends to focus benefits on longer-serving staff, particularly on those who progress up the earnings scale whilst in employment. However, it may provide lower value benefits than a CARE scheme would for employees whose pay increases are less than the CARE scheme's revaluation rate under Option C2 (RPI plus 1.5% per annum). The position of comparison with Option C1 is more complicated with members under C1 having a higher accrual rate but with benefits being revalued in line with increases in RPI only.  Such a scheme would benefit short-term staff compared to the other options. Retaining the current final salary structure will minimise the effect of the change on existing scheme members. It also overcomes the difficulties associated with converting current membership into the new scheme. 
For casual and part time employees (due to the need to record changes in hours and calculate whole time equivalent pay in a final salary scheme) a final salary scheme is more cumbersome to administer compared to a CARE scheme. However, the nature of a CARE scheme means that it will be vitally important for accurate pay data to be provided by employers, and checked and cleansed by the Committee on an annual basis (including the need to “add back” pay for those employees who during the year were on reduced pay due to sickness, maternity, authorised leave of absence, etc). 
From an actuarial point of view when setting the employers’ contribution rates, retaining a Scheme offering a 1/80th pension and a 3/80ths lump sum (i.e. Option A), rather than a 1/60th pension with a lump sum by commutation (i.e. Option B), provides more certainty as it is known that at least a minimum of 3/80ths will be taken as a lump sum (with any extra being taken by commutation).  

3. Option B: A new final salary scheme with an improved accrual rate

It is difficult to compare the value of the current 1/80th pension and 3/80ths lump sum structure to one in which there is no automatic lump sum. However Option A is approximately equal in value to an accrual rate of 1/64.5 (close to 1.55%). Therefore, moving to a 1/60th (1.67%) accrual rate represents an improvement in the member’s benefits of 7.5% (1/60 divided by 1/64.5). 

Option B will cost more than Options A, C1 and C2. Retaining a final salary structure will minimise the effect of the change on existing scheme members and Option B would slightly improve the accrual rate, but there would still be potential difficulties associated with converting current membership into the new scheme.

4. Option C: A new career average scheme
For the first time two Career Average Revalued Earnings (CARE) options are proposed as alternatives to the Final Salary option currently enjoyed by scheme members. CARE is still a defined benefit option, which provides benefits related to a member’s earnings each year. The proposals are that the pension is calculated at a rate of 1.85% or 1.65% of pensionable earnings for each year of membership. This will then be revalued each year in line with the rise in the retail Prices Index (RPI) for Option C1 and in line with the RPI + 1.5% for Option C2.

A CARE option is likely to provide the higher benefits in the early years of scheme membership. It provides better value for those who do not stay through to retirement and for those who remain on a constant salary for all or most of their working life receiving only the normal annual inflation salary increase. It also removes the cross subsidy inequality of those who are lower paid (receiving lower salary increases) to those who are higher paid (receiving higher salary increases). Therefore the value of benefits that are provided at retirement under the CARE Scheme better reflect the value of employee contributions paid. 

One of the main advantages of a CARE scheme is the simpler administration because a final salary option struggles to cope with employees who have multiple jobs and whose hours fluctuate during the year. A disproportionate amount of effort is required to determine benefits in these cases. Currently 37% of members in the NILGOSC scheme are multi-jobbers or part-time employees. This percentage is expected to increase in the future. 

The disadvantage of the CARE option is that those who end up in senior positions later in their careers would receive higher benefits from a final salary scheme. 

Calculations at various salary levels have been carried out based on actual salary histories for employees currently earning £8,000, £16,000, £24,000, £32,000 and £64,000 for past service of 5, 10, 20, 25, 30 and 40 years. The actual RPI figures have been used. While every employee will be different these calculations are likely to give a picture of what may happen in the majority of cases. The table below shows which option is the preferred option at the various salary levels and length of service.

	
	5 Years
	10 Years
	20 Years
	25 Years
	30 Years
	40 Years

	£8,000
	C1
	C1
	C2
	C2
	C2
	C2

	£16,000
	C1
	C1
	C2
	C2
	C2
	C2

	£24,000
	C1
	C1
	B
	B
	B
	B

	£32,000
	C1
	C1
	B
	B
	B
	B

	£64,000
	C1
	B
	B
	B
	B
	B


It can be seen that it is likely that the CARE option will provide on average better benefits for the first 5 years and probably up to 10 years with the possible exception of those earning £64,000. For those earning £16,000 or less (61% of LGPS (NI) members) the CARE option appears to be the better option and it should be noted that in the early years Option C1 provides higher benefits to Option C2 but for those with long service and remaining in the scheme until retirement, Option C2 will eventually provide a higher benefit than Option C1. For higher paid employees and those who have been promoted through the years Option B (1/60th) provides the better long-term benefit. 

The table below shows the salary ranges of LGPS (NI) members at 31 August 2006.

	Pay range
	Scheme Members
	%
	Cumulative %

	Under £7,185
	8,398
	20.0
	20.0

	£7,186 but < £8,000
	1,135
	2.7
	22.7

	£8,000 but < £12,000
	5,209
	12.4
	35.1

	£12,000 but < £16,000
	10,783
	25.7
	60.8

	£16,000 but < £24,000
	10,909
	25.9
	86.7

	£24,000 but < £32,000
	3,440
	8.2
	94.9

	£32,000 but < £64,000
	2,000
	4.8
	99.7

	£64,000 but < £80,000
	80
	0.2
	99.9

	£80,000 but < £100,000
	31
	0.1
	100.0

	Over £100,000
	8
	0.0
	100.0

	Total Members
	41,993
	100.0
	100.0


As can be seen 61% are earning less than £16,000 and 87% earning less than £24,000. With only 119 of the 42,000 members earning over £64,000 it is likely that the majority would be better off in a CARE Scheme. At the 2004 actuarial valuation the average LGPS (NI) salary was £16,535 (Full Time £18,397, Part-Time £13,079). 
Option C1 is the more usual CARE design. Due to the higher accrual rate, it has a greater redistributive effect (and is thus more beneficial) than Option C2 for short service scheme members. Option C2 is more similar to a final salary benefit compared to Option C1 but the revaluation rate of RPI plus 1.5% could be expensive compared to a final salary scheme if salary increases are closer to RPI in the future. Whilst RPI plus 1.5% is close to the historic salary increases, this trend could change.  

One of the key questions to consider is whether the scheme is to be part of the remuneration package for attracting / retaining / rewarding longer serving career staff or whether it is to have a redistributive effect towards lower paid employees. If the latter, the change in the structure of the pension scheme and its cost to certain employees might lead to demands for related compensatory changes to pay from those for whom a shift to a CARE scheme would be detrimental.

5. Option D: A new hybrid scheme

Option D would be based on choosing either Option C1 or C2, and then allowing existing scheme members who wished to continue in a final salary scheme to pay extra contributions, estimated at an additional 3%, to remain in a final salary scheme. This will allow the career-average scheme to be provided for the rest of the workforce. 

This flexibility could be valuable to employers in recruiting and retaining long serving, high progression staff, who stand to benefit most from a final salary scheme relative to a career-average scheme.

However, introducing choice into the LGPS will mean that some individuals may choose what could turn out to be “the wrong option” – because of their patterns of promotion and salary growth turning out to be different to how they had thought when they decided which scheme to enter. It will be very difficult to give clear communication to scheme members, which would set out their options, without advising, potentially incorrectly, on which option they should chose. The other problem is that it is likely only one option will be given at the date of joining the scheme. Not many employees will know at that date what career pattern they are likely to have and could easily make the wrong decision.

Allowing scheme members multiple opportunities to switch between the career-average and final salary options is unlikely to be the answer as it will result in the additional cost of 3% for the final salary option having to rise, probably to as much as 6%, because of the effect of selection. This cost is likely to be prohibitive and unless a more reasonable additional contribution rate is levied it is unlikely that many scheme members will apply for this option.

Also with Option D if employees are told that membership of the final salary scheme costs 3% more than the CARE scheme, the perception will be that the CARE scheme is inferior and that staff who join the CARE scheme are, in some way, getting an inferior deal even though, in reality, the additional 3% would be to cover the cost of selection by those staff for whom a final salary scheme would be most appropriate i.e. those who will obtain promotions during their career in local government. The Fund’s Actuary’s report that, assuming the CARE option is Option 2, real pay increases of 4% p.a. or more would be required for the extra 3% of pay contributions under option D to be worthwhile for members with 10 years or less total membership.  The required real pay increase drops to 2-3% p.a. for membership of 20 years or more. Therefore the 3% additional contribution rate is expensive

An alternative would be to retain Option A as the final salary option instead of Option B which would be cheaper to fund and will enable a reduction to the proposed employees’ 3% additional rate.

6.
Other options

The consultation paper requests that any better alternatives should be put forward. For example:

1. a hybrid CARE / final salary scheme where earnings up to a specified level (say up to £10,000 or £12,000) are subject to the CARE scheme and earnings above that level are subject to the final salary scheme;
2. a hybrid CARE / final salary scheme where, for example, for the first 5 or 10 years of employment a CARE scheme applies and, after 5 or 10 years, the final salary scheme applies;
3. a low cost scheme for those employees (mainly part-time and low paid employees) not joining the LGPS (NI) e.g. a Defined Contribution (Money-Purchase) Scheme with a 0% employee contribution and a 4% employer contribution or a defined benefit scheme with a low accrual rate and a low member contribution rate.

7.
General

Local government needs to be able to attract and retain the calibre of staff required to deliver high quality, effective services. It is important to recognise the value of the pension scheme as a positive aid in the recruitment, retention and reward of staff in a job market where there is competition for skilled employees and for young people entering the workforce. The LGPS (NI) therefore needs to remain as attractive to prospective and current employees as possible in relation to both the private sector and the other main comparator public sector pension schemes whilst at the same time remaining affordable and sustainable. 

8.
Flexible and early retirement 

The consultation paper asks which of the following five extensions to the current flexible retirement provisions employers would support:

a. Allow scheme members to make extra contributions to offset any reduction in their pension in case they wish to retire early.

There appears to be no reason not to allow members to pay extra contributions to offset any reduction in their pension in case they wish to retire early provided the mechanism is simple to administer and simple for members to understand. Problems will occur when members retire either before their planned retirement date on redundancy / ill health or chose to stay in the scheme after their planned retirement date. Will members lose the additional contributions paid if they leave employment before their planned retirement date? If all existing members have their 85-year rule entitlement protected till they leave or retire from the scheme this option is not necessary. 

b. Extend flexible retirement from age 60 to the scheme’s minimum retirement age 50, which increases to 55 by 2010;

This is a mistake as the scheme regulations already permit flexible retirement from age 50.

c. Remove the requirement for employees to obtain employer consent for

flexible retirement;

d. Remove the requirement for employees to take a reduction in hours or

grade in order to take flexible retirement;

Provided the reduction to the benefits for the early payment will fund the cost of the early payment, there appears to be no reason why employees should not be able to choose when to draw accrued benefits at any time between 50 (rising to 55 by 2010) and 65. There should be no need for employer consent or for there to be a reduction in hours or grade. 

e. Benefits accrued after age 65 also to be increased when a member elects to take payment of them after age 65.

It would be appropriate to uplift benefits accrued after age 65 as part of the move to encourage employees to work longer and draw benefits later.

9.
Employee and employer contribution rates

The consultation paper asks the following questions:

a. What should the average employee contribution rate be in the new-look scheme?

It is the view of the Committee that the employees’ contribution rate should remain at 6%. From 1991 to 2005 the employers benefited from the Fund’s surplus and paid a reduced contribution for 14 years which at its highest was 6.2% and at its lowest was 2.5%. It is therefore difficult to justify raising the employees’ contribution rate at a time when the Fund has gone into deficit and asking employees to share the deficit when the employees did not share in the previous surpluses.  There is also a view that an increase in the employees’ rate will encourage more employees not to join the scheme and more employees to opt out of the scheme.  As the majority who do not join and opt out tend to be the young lower paid members the effect will be that a higher percentage of older and higher paid members will be left in the scheme which in turn will increase the cost of funding the scheme resulting in higher employer contribution rates.

b. Should the employee contribution rate be tiered, so that a lower contribution rate would be payable on pensionable pay below a certain cut off point? 

Depending on the level of their earnings and career path/working pattern, an employee could under the current pensions system, due to the combination of the employee contribution rate (6%) and the level (if any) of any tax relief and reduced national insurance contributions be better off not joining the scheme. The employee could rely instead on the State Second Pension and the Pension Credit. If the earners in a household have always had a low lifetime income, retirement saving may simply be an inappropriate activity for them because current consumption needs will be a very high proportion of their current income leaving little, if any, money to commit to savings. Under the current system, means-tested benefits will, for such people, replace a large proportion of earned income when the earner retires and the Institute of Fiscal Studies comments that, in this situation, a reliance on government-provided retirement income may well be a rational decision. 

The propositions outlined in the DCLG consultation paper are intended as a way of seeking to encourage more employees to join the Scheme, to equality proof the scheme, and to help mitigate some of the issues created by the current State pension and taxation systems. However should the LGPS be used to correct problems caused by the current State Pension Scheme and taxation systems? The Government could change the rules at any time on state benefits and taxation and setting employees’ contributions to mitigate the effects of both existing systems could lead to the employees’ contribution rates having to be revised in the future. 

Encouraging the lower paid to join the Scheme by offering a reduced contribution rate on earnings below a specified level may result in employees joining the Scheme who may not be best served by doing so, due to the impact of the Pension Credit. Until the State creates a position whereby there is no disincentive to save towards a pension, there is no merit in designing a scheme to attract the lower paid to join. 

There is little evidence that offering employees a lower contribution rate (other than a 0% rate) on earnings below a specified level would necessarily encourage the vast majority of current non-joiners to join the scheme. From the data in the tables in annex 1 of the DCLG consultation paper if an average 7% employee contribution rate is targeted, this would require a contribution rate of 5.5% on earnings below £7,185 and 8.0% on earnings above that figure; or a contribution rate of 6.0% on earnings below £12,000 and 8.5% on earnings above that figure. It is difficult to see how such figures would encourage more employees to join the Scheme. 

A lower contribution rate may be open to age or sex discrimination claims as the majority of employees benefiting from a lower rate tend to be women or young employees who have a larger proportion of earnings below the lower earnings contribution point than older employees.  

Will the pay of employees with multiple jobs be aggregated to determine which contribution band their pay falls into? Morally, a person with the same overall income from two or more local government jobs should pay the same contributions as a person receiving the same income from one job. Difficulties will arise if a person has more than one job, particularly when these are with different scheme employers. How would the pay figures be aggregated? 

Around 35% of eligible employees do not presently join the LGPS (NI). These tend to be the lower paid workers, mainly part-timers and younger members of staff. If they are encouraged to join the LGPS (NI) by a lower contribution rate on earnings below a specified level, the employer will need to meet the cost of the employer contribution to the Fund on their salary. The pension contribution bill for these new scheme joiners will therefore increase considerably. Also, the higher contribution rates for those on higher salaries may not offset the pension cost of the increased numbers of people joining at the lower contribution rate. There will clearly be different impacts on employers depending on the make up and salaries of their workforce and on the number of current lower paid non-joiners who decide to opt into the Scheme. Employers with higher than average pay rates could gain from the consultation document proposition (because their employees would be meeting a relatively higher share of the overall pension cost) whereas the opposite would be true of employers with lower than average pay rates.
When tiered employee rates were considered in a previous consultation document the overwhelming view of employers was that it would be difficult to adapt payroll systems to cope with multi employee rates and some employers were concerned that their computer systems could not cope with such a change.

The Committee does not therefore support the introduction of tiered contribution rates.

10.
Future cost sharing between employers and employees

The consultation paper asks whether authorities would support or oppose the principle of introducing a future cost sharing mechanism into the LGPS. The problem with sharing is that with 100 local authority schemes in the UK if a cost sharing mechanism is introduced, because the demographics will be different from one authority to another, the actual costs for the different funds and different employers within funds may be substantially different. The advantage of one standard employee contribution rate for all schemes providing the same benefits will be lost as different employee contribution rates will be necessary. Will this ultimately lead to different wage demands for employees paying a higher than average contribution rate? It will also be more difficult, not to mention costly, for the actuary to determine at each valuation which of his assumptions are to be shared and in identifying the proportions to be met by the employer and employee going forward. 
Again it is important to remember that for 14 years from 1991 to 2005 the employers enjoyed a reduction in their contribution rate due to the Fund surplus and no corresponding reduction was allowable under the regulations to be made to the employees’ contribution rate during this period. It may therefore be difficult for employers to now justify future cost sharing with employees particularly, as is likely, increases are anticipated

11.
Existing scheme members in new-look scheme
To ensure a simplified, single framework for the future, the DCLG wants all employees who are contributing to the current LGPS on the date the new scheme commences to be automatically transferred to the new scheme. However there are no easy ways to achieve the conversion of accrued rights into membership in the new scheme unless Option A is chosen. 

An alternative is to retain Option A for existing Scheme members but give them the right to opt to move into whatever other new scheme is set up on what would, for employers, be a cost neutral basis. Existing members can then make a personal choice and, if they decide to move to the new scheme for future service, they can decide whether to transfer their accrued benefits into the new scheme on the available transfer terms or keep their accrued rights in Scheme A as a deferred benefit. The Principal Civil Service Pension Scheme retained its scheme as a closed scheme for existing members when it introduced its new schemes and this option is preferred to any of the three options proposed in the consultative document.

12.
Scope of scheme employers’ discretions

The consultation paper has suggested that scope could be provided for employing authorities to opt to provide specific, additional benefits over and above the national benefit package for the Scheme at additional cost. 

While there is merit in this option if employers can afford it, the disadvantage is that the Scheme is a national Scheme and a standard benefit package applies throughout the United Kingdom. It is also noted that employers have not taken advantage of existing discretions to improve benefits to date and it is therefore unlikely in the environment of rising employer contribution rates that this option would be widely used if introduced. However again the Committee believes that this is an area where the employers should be making a decision as to whether there is merit in this proposal.

13.
Implementation date

The Department has asked consultees to consider the timing of the introduction of the new LGPS (NI) in the context of the implementation of the Review of Public Administration.  A new Education and Skills Authority comes into operation in 2008 to replace the existing 5 Education & Library Boards and the 26 local councils reduce to 7 in 2009. Much work will be required to transfer operations to the new bodies whose priorities will be centred on introducing the new framework. It would therefore be appropriate to delay the introduction of the new look LGPS (NI) until 2010 to allow the changes due to RPA to be implemented without the added complication of also introducing a new LGPS (NI). However the Committee is concerned that by delaying the introduction of a new look scheme it will prevent members in Northern Ireland benefiting from the improvements likely to be in the new scheme which scheme members in the rest of the UK are likely to enjoy from 2008. It is therefore hoped that if the decision is made to delay introducing the new look scheme in Northern Ireland to 2010 because of RPA that the benefit improvements for members e.g. death in service increased to 3 times pensionable pay, improved flexible retirement terms etc can be implemented as amendments to the existing regulations from 2008 while leaving the major scheme changes to 2010.

I will be happy to discuss with you any point, which is not clear.

Yours sincerely
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SECRETARY
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