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STOCKTAKE OF THE LOCAL GOVERNMENT
PENSION SCHEME
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SUMMARY

The purpose of this report is to seek Members’ views in respect of the
proposed response suggested by the Local Government Pensions
Committee to the above consultation

BACKGROUND

The Government is consulting on ways in which the Local Government
Pension Scheme (LGPS) may be amended in order to better reflect
current circumstances.

The current scheme originates from the 19" Century and is designed
for people having a long term career in local government. Itis a
defined contribution scheme based on 1/80" of final salary for each
year of contribution.

The current employment trend is for people to have more mobility
between employers and have more career changes. For this type of
employment pattern, the LGPS is regarded as not really suitable.

In addition, the real benefit of the scheme is for those people for whom
their salary is at its highest at the time of retirement. This, therefore,
does not cater very well for the low paid, part time workers or people
who would wish to “downsize” their job a number of years prior to
retirement.

The current problems within the Stock Market have had a severe effect
on levels of funding within pension schemes. This is a problem
throughout both the private and public sectors, with some major
companies having closed their defined contribution pension schemes.

Funding levels have also been affected by greater longevity of
members and changes introduced by the Government for the
withdrawal of tax benefits from pension schemes.

STOCKTAKING OF THE LGPS

A full stocktake of the LGPS is being undertaken by the Office of the
Deputy Prime Minister (ODPM).

Local Government Pensions is a complex subject, consequently the
Local Government Pension Committee (LGPC) has undertaken the
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4.1

4.2

4.3.

4.4.

task of formulating a response on behalf of Local Government.
Individual Councils are being asked to endorse that response.

A full copy of the response is on deposit in the Members’ Library at
Rayleigh and Members’ Room at Rochford.

Attached at Appendix 1 of this report is a table of main headings on
which the Council is asked to agree or disagree. Officers have given a
provisional view in responding to the questions and Members’ views
are sought on the proposed response.

COMMENT

Fund values are very much dependent upon the Stock Market. During
the 90’s when markets were buoyant, many employers were able to
enjoy contribution holidays from their pension schemes. Now that the
Stock Market is low in funds, pensions schemes are underfunded and
contributions are having to increase significantly. For the Essex
County Council scheme this will be following the next actuarial
valuation.

The problems of now funding pension shemes do need to be viewed in
the long term. There have been periods before when the Stock Market
has been low and pension funds have always recovered over a period
of time. This is demonstrated in the response and the table used is
replicated below:-

Bear Market Fall Years to return
to previous high

1936-40 60% 7.5

1946-49 29% 4

1955-56 28% 3

1968-70 37% 2.5

1972-74 73% 6

With regard to Essex, the pension fund was already in deficit and the
indications are that, if stock values do not improve so that the actuaries
can take a more optimistic long term view employers’ contributions will
need to increase further.

A further report in respect of the Essex Pension Fund will be submitted
to Members when further information becomes available on the
Council’s position within the pension fund. In addition, during the year,
officers will be reporting to the Finance Overview & Scrutiny Committee
on a risk management approach to budgeting. This type of issue will
need to be addressed as part of that approach.
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5 RECOMMENDATION
5.1 Itis proposed that the Committee RESOLVES

To agree a response to the proposals put forward by the Local
Government Pensions Committee. (CD(F&ES))

Roger Crofts

Corporate Director (Finance & External Services)

Background Papers:

None.

For further information please contact Roger Crofts on:-

Tel:- 01702 546366 Extn. 3004
E-Mail:- roger.crofts@rochford.gov.uk
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Appieruiix 1
Storktake of the LGPS - Ratirement Benzfit Package Optlons Discussion Paper
Suminary of the kay points In the LGPCs draft response

The purpase of this questionnaine is to gauge employers' reaction 1o.the key pomts being
miade in the Locat Government Pensions Committee's {LGPC) dralt msponse 1o the Office
of the Deputy Prime Minister's (ODPM} discussion paper on the.retrement tenefits.

patkage options for the LGPS,

Hwiuld be hefpful if, having considerad tha evidence poeserited Tn the deaft response fses
Appendix 2), employers could complate.and retum this.questiohnalie to the Loca!

Gevemnment Pensiodts Committee, Emplayers’ Drganisation forlocal government, taygen

ste. 76-86 Turnymil! Suomy, Longon, ECIm 5LG oy 11 Aprif 2003

Based on the fhcﬂngs presented in #pp-andix 2 do you agtae wﬂh the kay
points Heing made in the LGRS draft

réspomse to the ODPM's distussion
paper?

e,

Plange tck.

Yes

No

Tha mailanalf for pen
Key points:

The LGPS, Bke arry other ocogpational prsion scheme, does.
not exst nkelation {rom the national pensions Framework:

som®. 0 the Esties 1504 in The Stocktake dcussion paper,
particularly in relation to the low pald, cannol be resoived hy
the LGFS within the curtent national perisions framesvork;

we support the NAPF in believing that the State d‘mﬂd provida
a reasgnable level of pesision banefit o all and move awsy
ftdny the corrent system thittwdll leaw many miEnt'or mems
tested bonefits. This would avercome the difficutt question of
compalsary schenme membership sknce any. additional pension
benefits that penple chaose: o save towards woold Smply sit on
top of the State benefty thereby svoiding the cumment situatioin
in which people can save themselves inta the so-called mearts-
Tested pensions "paverty trap’.

T

LNONE
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Key polnts Yes

we believe that, from an emplayer perspectiwe the LGPS s
> animportant element of the remuneration package;

¥ animportant recuftment and retention 1ook; v

¥ and, afbeit at cost to the employer, is 8 useful mangement
akd In faclitating charge; V4

the LGPS should remaln as atactive to prospective and current
emgaloyeas 85 the. athefmain Compatator: ‘public sector-pension | v"
schermes;

No

a5 the fulure sze amd reuse of focal government and Rs
warkforoe is uncertam it s imponant that the'Scheme showld:
continue to be avallable to il employers with staff underiaking 7
locat govemment related work .

we balieve that, immav-ﬂ(hfpﬂspecnve d\&LGPShasaml&
to play

¥ indelivering the Gouemmem'sab]edwa uf providing people | |

with a resscnable retirement Income; and’

% in contiibsting to the defivery of authorides’ socialand 21

econoiic well-beling: responslbi[rtles { poficies;

any worsaning of the LGRS be-neﬁt provisions could have a
knock-on effect in ather areas e.g. {3} an creased refiance on
State {means tested) wstfare bensfhs, on the MHS (asthere s 2
correlation between poor indme and poor fealth} and on
those welfare services which fotal government provides: (b) an v
:mpact on the numbers dalming rent and rats rebates; & an
increase in the incidence of soclal exclusion caused by, amongst
other things,.low incomes.
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« the LGPS dowes, for the most part, meet the needs of muxch of :
the warkforce; \/ .

» more could be doneta explain the LGPS to the workidree
thereby increasing undarstanding of the Scheme and the lake J/
up rale amongst employees’;

+  the isstre of non-provision of a partner’s pension needs t be
addressed; v

» existing flexbilities n the Scheme have riot been greatly used
and offering further flexibilitles would increase the complexity
of the Scheme. We do, however:
> support the Government's propasals o pemmit partial v

retirernerit, ard

¥ would be happy to explire with the ODPM areas'whare it
can be shown that addifional flexibilities would he

benelicial; /
o
y ,

» although the Stocktake paper assarts that the LGPS §s ot wefl
designed to meet the needs of part-timers, etc we belleve no
other type of pension amangement meets fheir needs any
better than a final salary scheme;

» whilst the Governmen! relains its current policy of providing
means testéd State benefils it is not. ppesible for, nor & it the
rule of, the LGRS (0 resolve the Issie of pension provision for
the low pald, {e.g. by redesigning the stheme to attract the low {
pald). Many, by jointng, could simply be'saving for benefits
that the State would othenwise provide;

» there should be ho compuision to join the LGES {nor a
discreton far LGPS employers to make membership of the-
LGPS compulsory) whilst the means tested *poverty trap' v
Temains,

' The LGP has already agreed a course of actlon to Turthet “promate’ the LGRS,
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Costs and il ot the LGFS
-Key points;

Yes

For @ numnber of teasons, empluyers camtribution rates and the
cost of the LGPS hava been rising aod the 2004 vafugtions will, in
all Bkefthond, result i further increases. #t ks important to
recogrise, hawever, that there are iwo glements to an employer’s
contribution rate, Firstly, there is the cost of providing benefits in.
respect of service already acoyed {past service) and secondly there
is the cost of fulure service. The elemant of the employer's
contribution rate in respect of pasi service ls inescapable. Even if:
the Scheme were amended in respect:of future service, the past
skrvice cost would still have to be met. The current average cost of
future service in the LGFS {net of employes contrihirions) based on
the 2001 valuations was typically of the arderof 71% ta 12% snd
s projected to increase by araund. 2% of pensionabile payroli.
‘Therefore, in order to mitigate the increase in cost for future
service the LGPC believes that the following actions should be
taken 1o ensure the ongoing sustainability of the Scheme:

¥ inrecoguition of the increase in lorigevity since the 6% rate
was set in 1939, ingease the employee’s contribution rate
101' new joiners o 7% (nclusive of partner's pens%uns}

remove, As SO0 as possibly, the 85 year rule’ for new
members and in respect of futyre- service for existing
members (a5 proposed in the Government’s Green Paper on
pensions) thereby ensumg the Scheme has a Normial
Retirement Age of 85", This would act to reduce the typical
future service contribution rate for schemes by up to 1.5%
af pensionaple payroll

ineregse the earlfest age at which benefits can be taken (on -
grounds-ather than il health) fram 50 10 55 a5 propased in
the Grean Paper

remove the dght:to automatic unreduced benefits at age 50
{or 55) opon redundancy / effidency retirement {subject to
cons:derapan being given to the pratection of:accued
rights of exditing membars). nstéad, such beri@ﬁts could be -
paid with a-fuff actuanat reduction, which could be waived
in Tull or in part iF the employer chose to do so {possibly in
accordance with guidelines conceming the exarcise of the

1Tre]ncd

e
-
v
5

7 Age 70 for coroners, Justices” Cherks ahd sligible councilors,
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discretion). In conjunction with such a change, employars |
should ba provided with greater flexibility to improve upon
the anrrent 66 w,eel;s compensation provisions.
SIgRaT s e Nrnereese it vt sy TINOT NP P Bate ... coeccmmrnns ....‘.'....',.
Dﬂigﬂalbﬂ{in C&]}ﬁaf‘ieﬂﬁﬂ;@..u..,.:,. ............ Frarasaar iR dr b erpraTrRsT L RS Fresurs [
“For and on behalf of (narme of employarin CapE B, ...... s crvr e .

e e L O T T T e S s S O ST o

Plase refumn the complated questionnaire by 11 April 2002 to;
LGPC - : .

Emplaivers Organlsaton4dr bl government

Layden Hogse

76 — 86 Turnmill Steeet

London

ECIM 5LG
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