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Local Government Pension Scheme (England and Wales)

1.
Group members will wish to know that on 7 October, the Government (H.M Treasury) advised the TUC that cost ceilings for the following  public sector pension scheme in England and Wales had been prepared for the:-

· Local Government Pension Scheme;

· NHS Pension Scheme;

· Principal Civil Service Pension Scheme (includes Scotland); and

· Teachers’ Pension Scheme

2.
The ceilings are as follows:-

	Pension Scheme
	Gross cost ceiling
	Net cost ceiling

	Local Government Pension Scheme

(England and Wales) i
	17.3%
	9.3%

	NHS Pension Scheme 

(England and Wales)
	20.2%
	10.7%

	Principal Civil Service Pension Scheme

(England, Wales and Scotland) ii
	20.8%
	15.2%

	Teachers Pension Scheme 

(England and Wales)
	20.1%
	10.5%


      ____________________________________________

i.
Gross and net cost ceilings based on the proposal to increase member contributions by 1.5 pp on average by 2014-15.  This will be outlined in the Government’s consultation entitled ‘Consultation on proposed increases to employee contribution rates and changes to scheme accrual rates, effective from 1 April 2012 in England and Wales’, to be launched on 7 October.  If the outcome of the consultation is that member contribution increases are not 1.5 pp, the cost ceilings will be amended appropriately.

ii.
Net cost ceilings based on weighted average member contribution rates as at 2010.  Net cost ceilings for the Principal Civil Service Pension Scheme will be revised based on projected membership data, should this have a material impact on the comparison of a scheme design with the reference scheme.

3.
This paper replicates the essence of the letter to the TUC and provides the LGPS ceiling which will provide the basis now for discussions to take place on future reform, against the backdrop of the chosen specific reference scheme as set out at Annex A. 

4.
In the light of all the factors, the Government has opted to adopt a 1/65th accrual rate when calculating the cost ceilings for all schemes and are based on data prepared by the Government Actuary’s Department drawing on scheme-specific data after applying the updated reference scheme as set out in Annex A.

5.
The Government’s intention is that the reformed schemes on offer are fair, flexible and sustainable over the long term, so that both public servants and current and future generations of taxpayers have certainty about how the costs of these schemes will be met in future.  In addition to the recommendations in the Hutton Report, the Government has made an additional commitment that low and middle earners working a full public service career will receive broadly the same pension at normal pension age as they do under their current schemes.  It is with this in mind that cost ceilings have been set. 

6.
As you will be aware, for modelling purposes a full range of potential accrual rates, from 1/50ths to 1/80ths was looked at.  The decision on a rate for the reference scheme – 1/65ths – that we believe respects the Government’s commitment to low and middle earners.  This accrual rate has been used in the reference scheme for the purpose of calculating the cost ceiling.  However, schemes will have the flexibility to consider other accrual rates if combined with other options to keep the costs within the ceiling.  Lord Hutton was clear that the Government should provide pensions that “deliver at least adequate levels of income (as defined by the Turner Commission benchmark replacement rates) for scheme members who work full careers in public service.”  The scheme design here proposed comfortably exceeds the Turner recommendations.  In fact, for many typical public servants working a full career, today’s offer is slightly more generous than what they would receive under a final salary scheme at normal pension age. 

7.
In a letter to the General Secretary of the TUC, the Chief Secretary to the Treasury confirmed that the Government’s offer is a reasonable one.  In each instance the taxpayer will be contributing more towards workers’ pensions than employees.  Schemes will remain defined benefit pensions and all accrued rights – the pension benefits that public servants have already accumulated up to April 2015 – are protected, and calculated on the basis of an individual’s final salary at retirement, not their 2015 salary.  For many close to retirement, they will see little or not change to the pension benefits they can expect to receive at retirement.  Retirement age will also remain an individual choice – we are not forcing anyone to work for longer. 

8.
The Chief Secretary went on to say that he firmly believes that these cost ceilings based on an accrual rate of 1/65ths will generate some of the very best pensions available in the UK, and that this is a fair package that gives public servants certainty for their future in retirement, whilst ensuring that public service pension provisions remains sustainable in the long term.  Schemes will need to consider what degree of transitional protection is appropriate.  To allow flexibility to consider the costs and timings of transition the Government has now agreed to increase the period over which we spread these costs by 40 percent to seven, rather than five years. 

9.
As set out in a meeting with the TUC on 22 September, the Government’s default position remains to implement Lord Hutton’s recommendations, as these offer fair, high quality and sustainable pensions to our workforce.  The TUC have called for the cost ceiling to be set in order for talks to move on and this has been done.  The TUC and the relevant trades unions are being invited to discuss with the schemes and put forward any alternatives by the end of October.  

10.
The Government Actuary’s Department will cost any reasonable and affordable alternative scheme designs that you wish to propose, for example, the ideas about the transitional protection that you have raised.  The cost ceilings are a serious offer for meaningful engagement about the trade offs to be made.  It will be important for both sides to show flexibility in order to reach an affordable agreement and to be sure that the reformed schemes meet the objectives I have set out.  Any approach to managing risks, especially longevity risk, will need to be agreed with the Department, given that those risks ultimately lie with the taxpayer.  There is a significant degree of flexibility in scheme design – attached at Annex B is a grid of the areas that are still up for discussion at scheme-specific level. 

11.
The Government has indicated to the TUC that the reformed schemes on offer are fair, flexible and sustainable over the long term, so that both public servants and current and future generations of taxpayers have certainly about how the costs of these schemes will be met in future. 
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Department for Communities and Local Government

11 October 2011
Annex A – Reference Scheme design
1.
Cost ceilings will be set as the scheme-specific contribution rates required for a ‘reference scheme’ design that is consistent with the recommendations of Lord Hutton’s Independent Public Service Pensions Commission.

2.
The Reference Scheme design below is for the Local Government Pension Scheme, NHS Pension Scheme, and Teachers Pension Scheme in England and Wales, and the Principal Civil Service Pension Scheme.  Reference Schemes for the Firefighters’ Pension Scheme, Police Pension Scheme, Armed Forces Pension Scheme and Judicial Pension Scheme will be set in due course.

3.
The Reference Scheme design is as follows:-


a)
a Career Average Revalued Earnings (CARE) pension scheme;


b)
an accrual rate of 1/65ths;

c)
a normal pension age linked to State Pension Age (or 65, whichever is higher);


d)
earnings revaluation of past CARE service for active members;


e)
pensions in payment and in deferment indexed by CPI;

f)
average member contributions should be assumed to be 3.2 pp above their current weighted average level for the unfunded schemes and 1.5 pp for the Local Government Pension Scheme;

g)
no fixed lump sums, optional commutation, with a 12:1 factor for converting pension to lump sum;

h)
ancillary benefits (ill-health, death and survivors benefits) that match provision in schemes that are currently open to new members (e.g. a lower tier ill health pensioner receives an unreduced CARE pension; a partner receives same proportion of member’s pension as now);

i)
members rejoining after a period of deferment of less than 5 years can link new service with previous service, as if they had always been an active member (so previous accruals are indexed by earnings for that period of deferment); and 

j)
members transferring between public service schemes would be treated as having continuous active service (which would include those transferring between schemes who had rejoined public service after a gap of less than 5 years).

