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Workforce, Pay and Pensions

CLG, Zone 5/F6
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London, SW1E 5DU 

	

	23 August 2009 


Dear Richard,
Local Government Pension Scheme – Delivering Affordability, Viability and Fairness
Thank you for the Department’s consultation letter of 25 June 2009.

General

We welcome the Government’s wish to maintain a viable and affordable Scheme, one that caters for the current and future workforces’ needs and which remains fair both to providers and beneficiaries as well as to taxpayers who ultimately guarantee its pension promise. We agree that it is right that the future direction and design of the Scheme should continue to be considered and we look forward to the promised additional consultation paper on how the aforementioned aspirations might best be delivered.
Solvency

Turning to the more immediate matters discussed in the current consultation document we agree that employer contribution rates arising from the 2010 Fund valuations are likely to be a significant issue for employers. 
Option 1 – Financing Plans

Given the above, the proposal in the consultation paper to allow each administering authority to prepare and maintain, as part of their Funding Strategy Statement, a Financing 
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Plan to demonstrate how over the short, medium and then long-term they will fund pension liabilities for each employing body in their Fund is sensible. It recognises the strong covenant
of local authorities and the current liquidity (cash flow) of pension funds, thereby allowing short-term affordability issues to be managed in an appropriate way.  This has resonance with the recent guidance from the Pensions Regulator entitled “Scheme funding and the employer covenant: Prudence, affordability, applying flexibility through the economic cycle”. 
However, given that ultimately the pensions promise has to be met, Funds must guard against the risk of relying too much on liquidity at the expense of long-term solvency. We must seek, too, not to be tarred with the accusation, lodged at the unfunded public sector schemes, of not taking appropriate account of the real long-term cost to future generations. We therefore believe that full solvency, however that may be defined, should remain the clearly stated long-term objective.
It must also be recognised that the proposal does not cater for those employers (such as admitted bodies) who, compared to a local authority, have a much shorter-term deficit recovery horizon. Ideally, we need to seek to protect other employers in the Funds (and ultimately local tax payers) without forcing community and transferee admission bodies, etc into insolvency.
Option 2 – Local Funding Targets

We are not overly enthusiastic about local funding targets. It seems to us that we have been down a similar route previously (the 75% funding regime) and those Funds that adopted the 75% funding target had to play catch up for many years. As stated above, given that ultimately the pensions promise has to be met, setting a local funding target merely delays the inevitable need to ensure solvency for the longer term. Local funding targets also suffer from a lack of funding transparency, making comparison of funds difficult.

Employee contribution tariff
The consultation paper sets out the scope for a possible change to the employees’ contribution rates and bandings from April 2010, with a new higher rate of 8.5% being introduced for those earning £75,001+
 and 10% for those earning £100,001+
. Conversely, many members earning less than £22,001 p.a. would benefit from a lower rate. Those earning £30,001 or more but less than £75,001 per year would also have to contribute more: +0.2% or +0.3%, to avoid “cliff edge” increases in contributions within the bandings. 

The justifications provided in the consultation paper are that:

a) “it is now believed that there are many high earners in the local government workforce who are paying a proportionately modest amount towards their pension benefits”; and

b) an extension of the 5.5% pay banding “should directly help to recruit and retain membership of lower paid employees”.

It is not clear what the evidential basis is or whether any specific analysis to support the statements has been undertaken. 
We are not fundamentally averse to a higher contribution rate for the higher paid. Indeed, the tax-like approach to contributions adopted for the LGPS in Scotland achieves a similar result; the more a person earns, the greater the part of their earnings that attracts the 12% contribution rate. However, given where we are in England and Wales, the rationale for any increase should be evidence based and we would be happy to co-operate in obtaining evidence to analyse the career paths of high earners. Consideration should also be given to what impact a contribution increase, when considered alongside the tax changes
 in the Finance Act 2009, may potentially have on salaries for the higher paid. The pension liabilities of any compensating increase in salary for the higher paid could significantly exceed the extra contributions paid by such employees. 

As for the assertion that an extension of the 5.5% pay banding “should directly help to recruit and retain membership of lower paid employees”, this is not supported by the evidence we have. When we surveyed over 500 employees in 2003 to ask them why they had not joined or had opted out of the LGPS, the top answers (see the table appended to this letter) were:
-  
there are other competing pressures on my income that I consider are of higher priority
-  
I don’t earn very much and need to maximise my take-home pay
-  
my earnings are so low that I think it will not be of benefit to me to join the Scheme

Clearly, a 5.5% contribution rate would not be seen by these employees to be helpful, no matter how wide the salary band that attracts a 5.5% rate. This analysis appears to be supported by the fact that the change from a 6% contribution rate to a 5.5% contribution rate from April 2008 did not, as far as we are aware, have any particular effect on participation rates.  
Thus, widening the pay bandings to which the 5.5% rate applies would not, in our view, deliver the claim that it would directly help to recruit and retain membership of lower paid employees.
Yours sincerely


[image: image1]
Terry Edwards, Head of Pensions

Appendix

QUESTIONNAIRE COMPLETED BY 554 EMPLOYEES WHO HAVE NOT JOINED / WHO HAVE OPTED OUT OF MEMBERSHIP OF THE LOCAL GOVERNMENT PENSION SCHEME IN ORDER TO GAUGE THEIR VIEWS

Question: Why did you not join / opt out of membership of the Scheme?

(Note: respondees could tick more than one box and hence the total of the percentages exceed 100%. The percentage shown against each row represents the percentage of the 554 respondees who ticked that particular box)  

	A. The contributions to the Scheme are too high
	57
	10.3%

	B. There are other competing pressures on my income that I consider    

    are of higher priority
	145
	26.2%

	C. My earnings are so low that I think it will not be of benefit to me to 

    join the Scheme 
	254
	45.8%

	D. I intend to rely on the State to provide benefits in my retirement
	41
	7.4%

	E. I don’t earn very much and need to maximise my take-home pay
	241
	43.5%

	F. I intend to rely on my spouse’s / partner’s pension in retirement
	72
	13.0%

	G. I intend to join the Scheme later when I can afford it
	90
	16.2%

	H. I’ve lost confidence in pensions 
	81
	14.6%

	I. I think there are better ways to provide / save for old age
	43
	7.8%

	J. The Scheme does not provide the type of benefits I want
	4
	0.7%

	K. I want my own personal pension scheme 
	43
	7.8%

	L.  I don’t think I will stay in local government very long
	83
	15.0%

	M. I haven’t been informed that I could join the Scheme
	64
	11.6%

	OTHER
	35
	6.3%
































� The consultation paper refers to £75,001. Although this may merely be an indicative amount it should be noted that the current £75,000+ band increased on 1 April 2009 to £78,700+ 


� Although the consultation paper refers in paragraphs 41 and the table in paragraph 42 to £110, 001+, a corrective e-mail was issued by CLG stating that the figure should be £100,001+


� i.e. from 2010/11 the basic personal allowance for income tax will be gradually reduced to nil for individuals with “adjusted net incomes” above £100,000 and there will be an additional higher rate of 50 per cent for taxable income above £150,000; from 2011/12 higher rate tax relief for individuals with an annual income of £150,000 or more will be tapered away so that for those earning over £180,000 relief will be worth 20 per cent.
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