LGPS 2014 - NOTES FOR POWERPOINT PRESENTERS

BACKGROUND READING

Materials on UNISON Pensions website
www.lgps.org.uk
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SLIDE 2 : WHAT THESE PROPOSALS ARE

= £900 million was LGPS share of £2.8 billion demanded in

‘savings’ from big four public sector pension schemes by
George Osborne

= Principles can be found in ‘LGPS 2014 — Overview’

= Principles included combined solution to short-term (savings)
and long-term (new scheme) issues (P1), CARE and ‘zero
increases for all or the vast majority of members’ within overall
financial constraints (P2) and choice to encourage recruitment
and retention of members (P3)

= Principles 11 — 17 refer to governance and future cost
management, currently under discussion as Workstream 2
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SLIDE 3: CONSULTATION

Local Government and Higher Education SGE’s both passed
motions on 31 May and Police SGE on 7 June calling for
branches to consult members and provide outcome on common
template to regions to inform Regional decision-making on the
recommendation. This in turn would inform SGEs’
recommendation

LG SGE’s recommendation may have to be decided at pre-
Conference SGE on 16 June if there are emergency motions to
LG Conference calling for Conference to decide either the
recommendation or calling for a rejection of the proposals.
However, the process outlined in the motion will be followed as
far as possible in that case

DCLG consultation required to change current LGPS
Regulations

It will incorporate these proposals — if they are accepted in
union and Local Government Association consultation/s

If they are not, DCLG could consult on alternative proposals
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SLIDES 4 AND 5: Coalition objectives

= This has changed over course of Coalition lifetime

=  What we have now is significant improvement on original
objectives — defined contribution schemes and CARE schemes
with 1/100 accrual

= Hutton Commission — wanted an end to Fair Deal. Said that
public sector schemes should not be open to outsourced
workers

= LGPS members faced 3.2% increase in contributions PLUS
worse scheme from 2012

= Ballot and 30 November action led to improved Reference
Scheme and retention of fair deal — if new schemes accepted

= BUT... Regions reported that most members did not want further
action

= Density across local government only 50% and lower in private
companies. Only 15 — 20% in some Regions. Employers and
government not concerned at further action
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SLIDES 4 AND 5: Coalition objectives (repeated)

= This has changed over course of Coalition lifetime

=  What we have now is significant improvement on original
objectives — defined contribution schemes and CARE schemes
with 1/100 accrual

= Hutton Commission — wanted an end to Fair Deal. Said that
public sector schemes should not be open to outsourced
workers

= LGPS members faced 3.2% increase in contributions PLUS
worse scheme from 2012

= Ballot and 30 November action led to improved Reference
Scheme and retention of fair deal — if new schemes accepted

= BUT... Regions reported that most members did not want further
action

= Density across local government only 50% and lower in private
companies. Only 15 — 20% in some Regions. Employers and
government not concerned at further action
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Slide 6: NEGOTIATIONS - TWO STRANDS

=  Workstream 1 now complete apart from consultation
=  Workstream 2 ongoing — cost control and governance
= Better governance is central to future scheme

= LGA and unions want LGPS to be governed by stakeholders at
central and fund levels — Local Government Pensions Board

= LGPB will include unions
= And wrest it from DCLG/government as far as possible

= Aim to set consistent standards of governance, investment and
administration for funds

= Public and transparent
= And support funds to improve
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SLIDES 7 AND 8: LGPS — AN LGPS TU SOLUTION AND
FUNDED SCHEME

= Unions argued that LGPS should be treated differently than ‘pay
as you go’ NHS, Teachers and Civil Service schemes

= Pushed Treasury and DCLG to allow single negotiation over
‘savings’ and new scheme

= Membership lower paid and more part-time

= Many already opted out or never joined

= Pensions low

= Real need to increase, rejuvenate and retain membership

= So needed different solution that encompassed contributions
and new scheme

= Next triennial valuation in 2013 made it easier to argue for ‘no
change’ until 2014

= Very important that statutory consultation suspended as would
have meant worse accrual rate than 1/60 and higher
contributions for all earning over £21,000 from 1 April 2012

=  We have no change until 2014 and no increase in
contributions for 90% members

= Also 50/50 option to enable low paid to join
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SLIDES 7 AND 8: LGPS — AN LGPS TU SOLUTION AND
FUNDED SCHEME (REPEAT)

Unions argued that LGPS should be treated differently than ‘pay
as you go’ NHS, Teachers and Civil Service schemes

Pushed Treasury and DCLG to allow single negotiation over
‘savings’ and new scheme

Membership lower paid and more part-time

Many already opted out or never joined

Pensions low

Real need to increase, rejuvenate and retain membership

So needed different solution that encompassed contributions
and new scheme

Next triennial valuation in 2013 made it easier to argue for ‘no
change’ until 2014

Very important that statutory consultation suspended as would
have meant worse accrual rate than 1/60 and higher
contributions for all earning over £21,000 from 1 April 2012

We have no change until 2014 and no increase in
contributions for 90% members

Also 50/50 option to enable low paid to join
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Slide 9: CONTRIBUTIONS

=  Average employee contribution will be 6.5%
= ggg%Of employees will pay the same contributions in LGPS 2014 as in LGPS

= No change until 1 April 2014

=  But many employers will continue to pay more than 13% because they are having
to make up deficits created by contribution holidays or reductions under Thatcher

= Neither are lawful any more, but some employers paying as much as 30%
because of past misdemeanours

= Those emflogees who(g)a less because of changed bandings will be those
earning £15,801 - £21,000- all on 5.8% in LGPS 2014, rather than 5.9% or 6.5%
in LGPS 2008

=  All employees earning over £43,001 will pay more in LGPS 2014

=  Exceptin £43,001 - £60,000 band which is quite highly populated and which is
taking a big increase

= In LGPS 2008 and before, many of the highest paid were paying a smaller
ﬁrorﬁ)oﬂion of their earnings than the lowest paid because tax relief for them was

igher

In effect, the lower paid were subsidising the higher paid
Contributions are now more progressive — ie they increase with earnings so
accord with UNISON principles of progressive tax and benefit systems and
support for the low paid
Progressive bands also make LGPS 2014 more equality compliant
Contributions could be reduced slightly before April 2014 because contribution
yield from pay ‘drift’ (progression) underestimated in costing by Government
Acltuatr_ies Department (GAD), so may have some money to ‘spend’ after 2013
valuation

=  LGPS ‘freeze’ for 90% members compares well to 3.2% increase for NHS, Civil
Service and Teachers’ schemes as shown in table below
Increases phased in from 2012 for other schemes
If CPI remains higher than pay increases, some members will move into a lower
band

= Contribution rates after tax relief go from 4.4% to 6.88%

= So LGPS 2014 meets UNISON'’s general objective of fair pay and benefit
systems, linked to earnings and support for the lowest paid
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Slide 10: BASIS OF CONTRIBUTIONS

Unlike LGPS 2008 and before, contributions are based on
actual pensionable pay

This now includes non-contractual overtime and additional hours
worked by part-time workers and those on zero hours contracts

This means that some people will pay contributions on more of
their earnings, but they will get a bigger pension

And administration of pensions will be simpler too

Very important change is that part-time workers will now pay
contributions on actual earnings, not the full-time equivalent as
in LGPS 2008

This means that many will pay less

In LGPS 2008 additional hours for part-time workers were not
counted as they are not considered overtime until they exceed
full-time hours

This makes the LGPS 2014 more equality compliant
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Slide 11: CONTRIBUTION RATES AND BANDS

= This slide shows gross rates before tax relief
* |t shows that there are more bands in LGPS 2014

= And gross contributions go from 5.5% to 12.5%, compared to
5.5% to 7.5% in LGPS 2008

proposals for consultation Slide 11




SLIDE 12: CONTRIBUTIONS AFTER TAX RELIEF

= These go from 4.40% to 6.88%

»= There is a slight downward ‘blip” at £43,001-£60,000 because
we wanted to mitigate the large increase at £43,001
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SLIDE 13: MEMBERS IN CONTRIBUTION BANDINGS

= These figures are based on 2010 valuation data
= 59% of members are in the two bands below £21,000

= 89% of members are in the three bands below £43,000 — the
point at which contributions increase

= So the overwhelming majority of members face no increase at
all

= Only 3% are in the £43,001 - £60,000 banding — the point at
which contributions increase

= Only 0.9% members above that band
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SLIDE 14: SCHEME DESIGN (See also comparison table on following

page)
= ALL new public sector schemes are CARE schemes — NHS, Teachers’ and
Civil Service

=  Civil Service has had a CARE scheme since 2008

= CARE was in Coalition Reference Scheme and a deal-breaker for the
government
No deal on contributions and the 1/49 accrual rate without CARE

= CARE schemes tend to benefit those who cannot look forward to large pay
increases or promotion — sadly the majority of local government workers

= Over 50% of whom are in front-line, low paid, part-time jobs

= Inflation is expected to exceed pay increases in near future too, which will
benefit those in CARE schemes
Defined benefit — not defined contribution
New 1/49 accrual rate is better than accrual rate in NHS — 1/54 and 1/52
?) in Teachers’ scheme

. urrently 1/60 in LGPS 2008

= CPI revaluation also in Coalition’s Reference Scheme and a deal breaker
UNISON — and other unions — challenged in High Court but lost initial
challenge and subse%ent appeal

= Normal pension age (NPA) of 65 will remain for LGPS 2008, but from April
2014 will be linked to each individual’s State Pension Age (SPA)

= State Pension Age is due to increase under the Pensions Act to 65 for
women by November 2018, to 66 for all by October 2020, to 67 between
2034 and 2036 and to 68 between 2044 and 2046. However, the
government has announced that the increase to 67 will be brought forward
to between 2026 and 2028, though this is not get enshrined in legislation

= Members can find out their SPA by Googling ‘State Pension Age calculator’
or by going direct to www.direct.gov.uk/en/pensions

= The link to State Pension Age was also a deal- breaker and in the
Reference Scheme

= Detailed notes on 50/50 option at Slide 20

= Everyone will transfer to LGPS 2014 on 1 April 2014 and therefore benefit
from the higher accrual rate
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SLIDE 15: LGPS, NHS, Civil Service and Teachers’ Schemes
compared

= This slide shows the scheme design for the four major public
sector schemes

= They are all CARE schemes and all linked to CPI

= The Teachers' and NHS schemes have a higher revaluation
rate, but worse accrual rates

= Average contributions in the The Teachers', Civil Service and
NHS schemes will rise by 3.2% by 2015, while the LGPS will
see no increase in average contributions

= Contributions in the LGPS will be based on actual pay, including
non-contractual overtime and additional hours for part-time/zero
hours workers. Non-contractual overtime/additional hours are
not included in pensionable pay in the other schemes

= All four schemes are linked to the State Pension Age (SPA), but
this link starts in 2014 in the LGPS, not 2012 as in the other
schemes

proposals for consultation Slide 15




SLIDE 16: PROTECTION

= There are four types of protection in LGPS 2014

= Those in LGPS 2008 will have that part of pension linked current
NPA and to final salary at retirement age

= NOT final salary at April 2014
= All 85 Rule protections will be transferred into LGPS 2014
= All pensions in payment and deferred pensions are protected

= Those within 10 years of retirement age of 65 at 1 April 2012
whose state pension age ( and therefore LGPS pension age)
would rise in line with government changes, will get at least an
equal pension to LGPS 2008
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SLIDES 17 AND 18: FINAL PENSION EXAMPLE

= These slides are included to demonstrate that a member in
LGPS 1997, 2008 and 2014 will get a pension made up of three

elements and an automatic lump sum from LGPS 1997

= LGPS 2008 and 2014 contain the option of taking a lump sum
on a commutation of £12 lump sum for every £1 pension

proposals for consultation Slide 17




SLIDES 17 AND 18: FINAL PENSION EXAMPLE (repeat)

= These slides are included to demonstrate that a member in
LGPS 1997, 2008 and 2014 will get a pension made up of three

elements and an automatic lump sum from LGPS 1997

= LGPS 2008 and 2014 contain the option of taking a lump sum
on a commutation of £12 lump sum for every £1 pension
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SLIDE 19: BENEFITS

= No change to any benefit in LGPS 2014
= But the vesting period will change from 3 months to 2 years

= The vesting period is the period of time in which you have to be
in the LGPS before you can get a pension

= |f you leave before 2 years, you will get your contributions back
but no pension
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SLIDE 20: TRANSFERRED STAFF

= This is a significant and positive change from LGPS 2008

= Currently members employed in local government and police
authorities are entitled by regulation to either LGPS membership
- if their new employer seeks and is granted Admitted Body
Status within the LGPS — or the right to a stakeholder pension
with a minimum 6% employer contribution

= LGPS members in other employers were covered by Fair Deal

= |n LGPS 2014 all members will have the right to be LGPS
members if transferred under TUPE to an external provider

= And will continue to have this right in subsequent transfers

= We will need to ensure that non-local government and police
employers do not oppose this in the formal DCLG consultation

= Discussions will take place with them through the Policy Review
Group convened by DCLG
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SLIDE 21: NEW 50/50 PROVISION

" The unions argued for this in order to enable those in the scheme facing financial hardship through
pay freezes, career breaks or expenditure such as university fees to remain in the scheme

" It is also designed to bring those not in LGPS into it

There are very low levels of membership in some employers, who may not be ‘auto-enrolling’

employees as they should

There has also been an increase in opt-outs

The LGPS is an ageing scheme and needs more and younger members to sustain it

We argued for the 50/50 option on the basis of sustainability

Members will pay 50% contributions for a 50% pension — based on 1/98 accrual

BUT they will get full ancillary benefits — death in service and survivors’ pension

How will it work? It will be linked to the government’s new plans for ‘auto-enrolment’ of workers into

qualifying occupational pension schemes, of which LGPS is one

= Auto-enrolment is being phased in from 1 October 2012, starting with employers with over 120,000
employees

= Thgseywith 50,000 — 119,999 will be brought into the scheme between 1 November 2012

Those with fewer employees will be brought into the scheme between January 2013 and February

2014

Employees will automatically be enrolled into the LGPS at those dates

They can opt out but cannot then re-join within a 12-month period

Members will be able to opt out of the 50/50 scheme in line with the auto-enrolment periods

They could opt out altogether or opt in to the main scheme

Will this encourage people to leave the main scheme? No!

. Ul\:_ISON carried out an on-line survey to find out what members thought about a possible ‘low cost’

option

14,773 members responded

Only 1,104 were not in the scheme

Of those not in the scheme, 40% had been members at some point

30% had opted out after 2 years and 28% after 5 years

Most (52%) gave financial hardship as the reason, but 20% had never been asked to join

70% of non-members said that they would consider using a low cost option, compared to 35% of

existing members who said they might

. This suggests that most existing members will not move to the 50/50 option, but many non-
members might join through it

SO, WILL MEMBERS PAY MORE, WORK LONGER AND GET LESS UNDER LGPS 2014?

= We were never going to have the same or a better scheme because the government would not have
allowed it to go Torward for consultation

= As it is, the accrual rate, the contribution ‘freeze’ for most members, the right to join the LGPSD on
transfer and part-time contributions based on actual pay are all improvements

proposals for consultation Slide 21




SLIDE 22: PAY MORE?

= Fewer than 10% of existing members will pay more
= Only those earnings over £43,001

= They are the higher paid who in the past have done well from
the LGPS, while paying a lower proportion of their earnings than
the lowest paid

= The employer : employee contribution ratio will remain the same

= The contributions bands are now more progressive and fairer —
in line with UNISON'’s principles for a fairer taxation system

= Many part-time workers will pay less — especially those.......
(insert Glyn’s table here when checked)

=  Some people will pay more because more of their pay is now
pensionable, but they will get a higher pension as a result

= Those on low incomes or suffering financial hardship can pay
less for a lower pension, but with full benefits
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Effect of contribution bands being based on actual pay instead of whole time
equivalent for part time workers in LGPS E&W from 2014

Whole time Actual pay |Gross Gross Contribution | Gross

pay based on contribution | contribution | rate from contribution
37 hours a rate from from April April 2014 from April
week April 2012 2012 2014
£15000 pa 30 £12162pa  5.8% £705 pa 5.5% £669 pa
£15000 pa 20 £8108 pa 5.8% £470 pa 5.5% £446 pa
£15000 pa 10 £4054 pa 5.8% £235 pa 5.5% £223 pa
£15000 pa 5 £2027 pa 5.8% £118 pa 5.5% £111 pa
Whole time Actual pay | Gross Gross Contribution | Gross

pay based on contribution | contribution | rate from contribution
37 hours a rate from from April April 2014 from April
week April 2012 2012 2014
£18000 pa 30 £14595pa 5.9% £861 pa 5.5% £803 pa
£18000 pa 20 £9730 pa 5.9% £574 pa 5.5% £535 pa
£18000 pa 10 £4865 pa 5.9% £287 pa 5.5% £268 pa
£18000 pa 5 £2432 pa 5.9% £143 5.5% £134 pa

Whole time Actual pay |Gross Gross Contribution | Gross

pay based on contribution | contribution | rate from contribution
37 hours a rate from from April April 2014 from April
week April 2012 2012 2014
£21000 pa £17027 pa  6.5% £1107 pa 5.8% £988 pa

£21000 pa £11351pa  6.5% £738 pa 5.5% £624 pa
£21000 pa £5676 pa  6.5% £369 pa 5.5% £312 pa
£21000 pa £2838pa  6.5% £184 pa 5.5% £156 pa

Whole time Actual pay |Gross Gross Contribution | Gross

pay based on contribution | contribution | rate from contribution
37 hours a rate from from April April 2014 from April
week April 2012 2012 2014
£46000 pa £37297 pa 7.2% £2685 pa 6.8% £2536 pa

£46000 pa £24865 pa 7.2% £1790 pa 6.5% £1616 pa
£46000 pa £12432 pa 7.2% £895 pa 5.5% £684 pa
£46000 pa 5 £6216 pa 7.2% £448 pa 5.5% £342 pa
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SLIDE 23: WORK LONGER?

The ‘new’ Civil Service, NHS and Teachers’ schemes all have
the link to SPA

The Normal Pension Age was already 65 in the LGPS — except
for 85 Rule beneficiaries

The NPA in LGPS 2014 will be higher once the SPA increases
Even if we had persuaded the government over SPA, we would
not have got the other positive aspects of the scheme

We anticipate improving the early retirement factors at the next
valuation in 2013. We can do this because life expectancy is
increasing, so those who retire early will relieve their employer
of future contributions

We also hope to improve the ill health provisions so that those in
physically or emotionally demanding jobs are more likely to be
eligible for ill health retirement

We are also carrying out research to look at the impact of
working longer on particular occupational groups

And the TUC’s Public Service Liaison Group has agreed to a
campaign to get government to agree to a stakeholder body with
union representation - similar to the Low Pay Commission - to
agree the SPA

We will continue our campaign against the increase in
retirement age with this and future governments
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SLIDE 24: GET LESS?

= Many members will get better pensions because a large
proportion are in low paid — often part-time — jobs with few
promotion prospects and are unlikely to get pay increases other
than annual awards or limited annual progression payments

= These are the types of members who benefit most from a CARE
scheme

= But many of them will be paying less because of the bandings
and contributions based on actual earnings

= Members most likely to be promoted or receive high pay
increases — usually senior managers, chief officers and chief
executives — do best from final salary schemes, but take out
more than they have paid in across their working lives

= Existing members will get a much better accrual rate from 1 April
2014 in the new scheme, so their pension will build up faster

= Existing members will keep the final salary link for their pension
up to 31 March 2014
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SLIDE 26: CONSULTING MEMBERS

The General Secretary promised a postal ballot to all eligible
members

'(Dﬁtel r;ot determined until next week beginning 11 June, but will start
in July

Local Government, HE and Police and Justice SGE’s have all passed
a similar motion calling for widespread consultation through branches
leading to SGE recommendations

LG SGE may have to take a provisional position because of
emergency motions to Conference calling for proposals to be
rejected , but will follow outcome of member consultation via
branches

We will start it as soon as we can, but need to leave time for more
briefings and branch consultations

GMB are balloting over August

There is a view that we should not ballot in the school holidays, BUT
we have to finish the ballot by the end of the third week in August in
order for it to be translated into draft Regulations for consultation by

In any case, it is a postal ballot delivered to members’ homes and
few will be away for the whole of August

If we do not have our consultation results by then, DCLG could
consult on draft Regulations of its own!!

We believe that it would be wrong for LG Conference to make the
recommendation because the proposals were only given the ‘green
light’ on 30 May and many members will not have heard about them
or received briefin%s in time to mandate Conference delegations

In any case, the LG Conference cannot make a recommendation on
behalf of the Police and Justice, Water Environment and Transport
(WET), Community or Higher Education Service Groups
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