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Dear Divya,

Sustaining the Local Government Pension Scheme in England and Wales
Thank you for the consultation letter of 27 November 2008 and draft regulations in relation to the above.

The LGA supports the Government’s policy objective of continuing to provide good quality pensions for the local government workforce that remain affordable, viable and fair to all – employees, employers and taxpayers.

The implementation of cost sharing will go some way to sustaining the Scheme for the medium to longer term, and the LGA is therefore anxious that progress on cost sharing should be made and outcomes implemented as soon as possible in order to show that the Government is serious about putting the cost of the LGPS on a sustainable footing. 
In that context we would wish to make the following comments:
· the consultation paper proposes that the Secretary of State should no longer have to provide guidance on the cost sharing mechanism before 31 March 2009 and that LGPS administering authorities should provide relevant financial and Scheme data to the Secretary of State by 31 July 2010 to enable the future service cost of the LGPS to be calculated by the Government Actuary by 31 December 2010. Every three years thereafter, the data gathering and calculations would be performed again. In order to achieve the timescales proposed by CLG, all the processes for the 31 March 2010 Fund valuations would need to be completed in a four month window (April to June 2010) and, if the intention is to implement cost sharing from April 2011, there would only be 3 months (January 2011 to March 2011) 
· for the Secretary of State to make a determination and to consult on changes, and 

· for administering authorities to communicate with Scheme members and make any necessary changes to their pensions administration systems. 
Furthermore, the proposed cost sharing timetable would produce answers too late for authorities to take any changes in contribution rates into account in their budgets for the 1st of April. The LGA and the LGPC are, therefore, of the clear view that the proposed timetable is not achievable.
· in order to provide adequate time
 for 
· data to be submitted and checked

· queries to be resolved
· accurate cleansed
 data to be fed into the cost sharing process  
· agreements on cost sharing to be reached, and 
· outcomes to be built into authorities’ budgets 
the LGA and LGPC recommend that the normal pension fund valuation should be performed at 31 March 2010 (and every three years thereafter). Contribution rates from this valuation should, as normal, be implemented 1 year after the valuation but with a further adjustment on account of any cost sharing agreement 1 year after that. This would provide a 2 year window (1 April 2010 to 31 March 2012) to gather and assess data, consult upon and agree any necessary cost sharing and implement it by 1 April 2012 (although, in reality, as the initial process will be used to set the benchmark cost
 of the Scheme, cost sharing might not consequently become a reality until 2015, 2 years after the 2013 valuation). The dates set out in draft regulations 36A(2) and (3) would need to be amended appropriately, giving enough time for the impacts of any cost sharing decision and change to the rates and adjustment certificate to be built into authorities’ budget cycles. The date in draft regulation 36A(5) would also need to be adjusted and an amendment would need to be made to regulation 36 of the LGPS (Administration) Regulations 2008 to permit an amendment to the rates and adjustment certificate; 
· the LGA seeks a clear undertaking to cap the notional fund employer contribution rate under the cost sharing mechanism (suggested in the consultation paper as 14%), otherwise cost sharing will not be seen as making the Scheme affordable for taxpayers in the medium term; 
· there needs to be a commitment to transparency and reporting outcomes on a timely basis to enable the cost sharing process to work. It would be helpful, therefore, if the regulations either specified in regulation 36A(3) that the information mentioned in that regulation should be provided to administering authorities at the same time as it is provided to the Secretary of State, or a separate sub-paragraph (7) is inserted requiring that the information set out in regulation 36A(3) is to be provided to administering authorities as part of the consultation on the guidance to be issued under regulation 36A(1); 
· at present, the wording of draft regulation 36A merely requires that data is gathered and analysed every three years, that GAD produce a valuation report and cost certificate for the notional fund, that the results are looked at and that this might lead to some changes to employees benefits or contributions in the future. Given that the draft regulation makes no commitment beyond this, the LGA would wish to see a clear statement in the coming months setting out the principles for, and key intentions of, the guidance referred to in draft regulation 36A(1);
· the GAD paper suggests that the period for spreading any notional surplus or deficit should be determined as part of the notional Fund valuation but might range from 10 to 20 years. However, the spreading period in the notional Fund should mirror the average used by the actual Funds in order to retain a degree of symmetry between the notional and actual Funds;

· investment returns must be excluded from the cost sharing for at least two reasons. Firstly, extreme volatility, particularly as seen over recent months, would cause major problems if there is to be a capped employer rate. Secondly, as investment returns recover over the longer term, they will be required to pay off past (pre cost sharing) deficits and re-establish funding cushions for the future. This is a key issue for employers;
· in draft regulations 36A(2) and (3) it might be better if the words “and in every third year thereafter” were amended to “and by the anniversary of that date in every third year thereafter”;

· administering authorities currently supply a great deal of data to their Fund actuary, including data on special contributions for early retirements, cash flows, etc. Is it intended that such information should also be provided to GAD? If not, draft regulation 36A(2) might need to be appropriately amended;

· draft regulation 36A(5) refers to GAD producing a cost certificate specifying the overall cost of the future accrual of pension liabilities. Given that changes to factors taken into account in the cost sharing mechanism (such as changes in life expectancy, etc) will also impact on the cost of accrued past service liabilities, the wording of draft regulation 36A(5) appears to need amendment;   

· in order to better head off further attacks on the Scheme and to mitigate the increasing political and financial pressures, the LGA believes that a further change to the LGPS benefit structure is necessary ahead of outcomes from the cost sharing mechanism - particularly given that cost sharing might not, as mentioned above, become a reality until 2015. In particular, the LGA suggests that the Scheme’s Normal Retirement Age should be increased from 65 to 68 over the period to 2046 (when the state retirement age will become 68). This will align the Scheme far better with the state scheme and with the direction in which private sector provision will, over time, undoubtedly move. Actuaries could take this into account at the next Fund valuation, thereby helping to keep employer contribution rates down, and administering authorities could factor this into their future funding strategies. 
In conclusion, the LGA believes some amendments to the draft regulations are required and that clear and unequivocal public statements need to be given on the main policy points (along the lines set out above). These should be given sufficient weight to generate a public perception that the Government is taking adequate steps to place the future of the LGPS on a sustainable financial footing.
Yours sincerely
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Terry Edwards

Head of Pensions

� It should be noted that draft regulation 36A(2) requires the administering authority to supply data by a deadline but imposes no legal obligation on employers to supply the relevant feeder data in a timely manner at year end in order to assist the administering authority in meeting its deadline. 


�  Given that the Board of Actuarial Standards is starting to look at data quality as an issue, it is important that adequate time is provided within the proposed cost sharing timescale for data to be cleansed before it is submitted to GAD.


�  Unless a decision is taken to set the benchmark cost using the data and assumptions from the dummy model fund 2007 valuation ‘dry-run’ exercise. Waiting until the 2010 valuation to set the benchmark cost will mean that account is not taken of the experience between the 2004 valuation (which was used to set the benchmark cost of the new-look LGPS) and the 2010 valuation.
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