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Proposal for a new Local Government Pension Schenie Scotland

Foreword

Over the last six months, we have been working yctidely through a tripartite group,
comprising the Scottish Executive, COSLA and Trdde®ns, to develop proposals for a
new Scottish Local Government Pension Scheme. ¢ilisborative approach towards
developing a new Scheme to meet Scottish needsseqis a new way of working, and the
advantages of this open and transparent processargnised by each of us.

The development of the new pension scheme is partwader reform programme across all
public service pension schemes. For the local moeent scheme, the reform process is
partly about dealing with the increasing costsobfesne benefits, as a result of members
living longer in retirement and drawing the bereefir longer, and ensuring these costs are
shared fairly. However, it is also about modengghe scheme to recognise changing social
factors, such as an increasing level of partnenaloiting, and changing trends in the local
government workforce, such as an increase in tred & employees working part time. A
new modernised scheme is required to reflect tbadsr employment context of its members
in the 2£" century and to ensure pension benefits are faivatued by all members — full

time and part time workers; managers, administsaaod manual workers; and long and
short serving employees alike.

We have set out proposals for the new scheme iatthehed consultation document. These
proposals illustrate a direction of travel and destmate where there is general consensus
within the group as to the preferred way forwafdhe proposals do not, however, represent a
fait accompli or a commitment by stakeholders tplament the specific benefits described.
Indeed, in relation to some aspects of the newrseha range of potential options have been
outlined to generate debate amongst all stakehgldauge reactions and gather views on the
proposals to inform the development process. Thesareas where we would particularly
value your views.

Responses to this consultation exercise are welddrom all those with an interest in the
scheme; from scheme members, employers, admiimsgfratthorities and wider stakeholders
on a Scottish and UK basis. These views and cortsweah inform final decisions on the

key features of the new Local Government Pensitref®e for Scotland and we look
forward to considering these in detail later in yiear.

John Swinney MSP Cllr Pat Watters Trades Unions
Cabinet Secretary President Of COSLA
for Finance and Sustainable Growth
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SECTION 1

Executive Summary

1.

Executive, was established in November 2006 totljoidevelop the new look Local
Government Pension Scheme (LGPS) for Scotlands Jioup was tasked with developing a
new Scottish LGPS in line with Scottish needs, Wwhgfair to all, as well as being legal and
affordable over the longer term.

2.

The group’s proposals for the new scheme are surseakin the following table:

Scheme
Feature

Existing LGPS(S)
pre December 2006

New LGPS(S) Proposals
by 1 April 2009

Type of scheme

Defined benefit final salary scheme, wit
a normal retirement age of 65.

Rule of 85 allowed members to retire
with unreduced benefits where age and
years of service together exceeded 85.

h Defined benefit final salary scheme, with a
normal retirement age of 65.

Accrual rates

1/80" plus lump sum (3/86)

1/60" with option to commute up to 25% of fun
value into lump sum.

Death in service

A lump sum death grant of 2 times final

A lump sum death grant of 3 times final pay.

arrangements | pay. Short term spouses’ benefits removed, but
increases in partners lump sum to be provided
where active, deferred or pensioner member d
Il health If member permanently incapable pfTwo or three entry point ill health provision
benefits discharging efficiently the duties ofproposed, where members —

employment, benefits paid immediate
If member has 5 or more years’ serv
they are also entitled to enhancement
the benefits.

o i) have no reasonable prospect of working
Ffore scheme normal retirement age of 65; o

(ii) are likely to undertake gainful employment
before age 65.

Possible third tier consisting of employer grant
covering those who are likely to be capable of
undertaking gainful employment within a
reasonable period.

Implementation of certificate of protection to
cover circumstance where member takes lowe
salary due to ill health.

A tripartite group, consisting of representatives COSLA, Unions and the Scottish

ies.

Partner pension

5 Dependants benefits payable in respec
widows, widowers and civil partners at
rate of 1/168

t Dlependants’ benefits payable in respect of
avidows, widowers, civil partners, plus unmarri¢
partners who cohabit, at rate of 1/1'60

ed
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Scheme Existing LGPS(S) New LGPS(S) Proposals
Feature pre December 2006 by 1 April 2009
Flexible From age 50 with consent, member car Current provisions for flexible retirement to be

arrangements in
the run-up to

reduce hours or move to a lower grade
and, with consent, elect to draw the

retained as feature of the new Scottish LGPS.

Increased flexibility through being able to draw

—

retirement pension benefits already built up whilst . . -
still drawing salarv for reduced all or part of occupational pension benefits
hours/grad% y without having to retire completely.
Members can continue paying into the In case of flexible retirement, employer consen
scheme to build up further benefits in therequired to reduce hours or lower grade, but
scheme. No limit on the amount of employer consent to access benefits only
contribu'tions however tax relief only required in respect of those under age 60.
given on contributions up to 100% of | A provision to buy additional pension benefit.
taxable earnings. . '
g Cost-neutral uplift factors for benefits accrued
beyond age 65, at no cost to the employer.
Minimum In line with the Finance Act 2004, the | All new members to have MPA of 55 years.
Z\%i?n Age E'\S/}Zé(\)/\ilg change from 50 to 55 years of All current members will have MPA of 55 from

6/4/2010.

Contribution
rates for scheme
members

General contribution rate of 6% except
some existing manual employees (5%).

Working assumption is an increase in the
employee contribution rate to an average of
6.3%.

Employee contribution rate set at tiered variable
rates, linked to pensionable pay. Potential
options outlined, including a range of bands and
contribution rates.

Contribution
rates for
employers

Employer rate varies as determined by
year actuarial valuations.

BContributions rates for employers and scheme

members to move towards a 2:1 ratio to ensurge
new scheme affordable.

Overall average new scheme costs estimated jat
19.6%, with employee contributions at average
of 6.3%. Employer contributions to make up the
difference.

Commitment to principle of cost sharing to
ensure continuity of scheme over the long term.

3.

Responses to this consultation exercise will inféimal decisions on the new LGPS

for Scotland. The aim is to consult on draft regjohs for the new scheme by the end of
2007, with a view to agree and legislate for a h&¥PS by April 2008. This will allow for
implementation of the new scheme in Scotland byl/&2009.
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SECTION 2

SETTING THE CONTEXT
LEGISLATIVE FRAMEW ORK

1. Occupational pensions is a reserved matter andftirerthe responsibility of the UK
Government, although Scottish Ministers have exeelyt devolved powers to make
provision by regulation for public service pensgghemes in Scotland (except for the civil
service and the MOD). In practice this has geherméant ensuring that scheme regulations
are consistent with Scottish administrative andillegquirements. However, Ministers can
choose to use executively devolved powers to makee rsubstantial changes (which of
course must comply with UK and EU law), such asdéeelopment of a Scottish solution to
the removal of Rule of 85 from the Local Governmansion Scheme (LGPS). This means
in essence that Scottish Ministers have the distréd develop a LGPS specific to Scottish
needs. Notwithstanding the above, changes to pskligcice pension schemes in Scotland
need to remain in line with UK and European legisia

2. Unlike the other public service schemes in Scotlahd LGPS is dundedscheme.
This means that the 11 fund administering autheitn Scotland are each responsible for the
management and investments of the funds as wélirake administration of the scheme. In
unfundedschemes, member benefits are paid as they driasnfunded schemes there are no
scheme funds and therefore no investments. Howéwethe purposes of pension reform,
the fact that the LGPS is funded is essentially atemal. It is clearly important that
authorities manage the funds effectively. Althouigihestment performance does not impact
directly on scheme members or their benefits, whaoh guaranteed by statute, this can
impact on employers’ budgets generally. On thesiottand, longevity is a long-term trend
that impacts directly and significantly on the sost providing benefits, and which cannot be
‘managed’ in the same way. For the LGPS, as isctee for the other public service
schemes, the reform process is about dealing Wwihrnicreasing costs of scheme benefits, as
a result of members living longer in retirement atrdwing the benefits for longer. The
reform process is also about modernising the schemecognise changing social factors,
such as an increasing level of partners cohabitngl legislative changes, such as the
Disability Discrimination Act 1995.

WHY REFORM THE LGPS?

3. Ensuring the LGPS is sustainable and, thus, viabé the long term is the driving
force behind the reform programme The core objechiging to develop and implement a
first class defined benefit occupational pensidreste for local government that is fair to all,
legal and affordable over the longer term.

4, The proposals outlined in this document are madenetbasis that they are affordable
and provide long term financial security to theesole. This is a particular necessity given
increasing longevity. People are living longerossr the whole of the UK. The General
Register Office for Scotland’s publication “Scotitsh Population 2005” states that “...the
expectation of life in Scotland has improved greatter the last 20 years or so, increasing
from 69.1 years for males and 75.4 years for fesiaten around 1981 to 74.3 years and 79.4
years respectively for those born around 2004...ivgmeents in life expectancy at birth are
projected to continue, rising to 79.2 years for esahnd 83.7 years for females by 2031".
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Although there is no empirical data to demonstredes increasing longevity and changing
social factors, such as health and well being éhagle, will impact specifically on the LGPS
membership, the trend in increasing longevity tisadpparent across Scotland is likely to
apply to the LGPS membership.

5. A report prepared for the Scottish Public Pensiager’cy (SPPA) by Hymans
Robertson, Consulting Actuaries, dated Decembeb 20@erlines this. Studies, which relate
to LGPS pensioner mortality carried out in Scotleaslwell as England and Wales, show that
longevity is increasing across the board. Althoiigis widely accepted that longevity in
Scotland is still behind that in England, the stsdindicate that this situation is likely to
change more quickly in Scotland. The report gaesogoint out that as life-spans generally
lengthen, pensions are paid for longer and thesaafsproviding pensions benefits increase.
This trend may also apply to the local governmenitkforce and therefore impact on the cost
of the Scottish LGPS. These increasing costs nragdy be illustrated within the scheme
valuations. For example, the actuarial valuatiepwort for Fife Council Pension Fund in 2005
showed that the employer contribution rate for sohdenefit costs (excluding costs relating
to past investment performance) had increased 8r@% of payroll in 2002 to 14.2% of
payroll by 2005.

6. Over time, a significant increase in the cost @& #xisting scheme would lead to a
long-term funding gap between the cost of the sehand the level of contributions currently
made by employers and members. Under the exiatimngements these costs are directly
met by increases in the employer contribution ratdsle the member rate remains static,
which also results in an imbalance in the way tlegdasing costs of benefits are met. For the
LGPS to continue over the longer term there is edn® redress this imbalance and to
improve the level of stability in scheme costs antployer contribution rates.

7. Increasing costs in the LGPS impacts directly orplegers, but can also have an
impact on council tax payers across Scotland. rEfi@'m process aims to ensure that the
scheme becomes affordable and fairer across &ktstéders, including employers, scheme
members and tax payers in Scotland. However, bal@also required between ensuring
affordability whilst providing quality benefits ®cheme members.

8. The LGPS needs to modernise to reflect the broashgoyment context of the local
government workforce and wider scheme membershighén 2£' century. The local
government workforce is changing. Table 1 belavi¢h gives examples from the Actuarial
Reports for the Strathclyde and Falkirk Pension dsuffor the years 2002 and 2005)
illustrates the fact that nowadays there is a gdrteend, amongst male as well as female
members of the scheme, away from the traditionl&tifae long-serving scheme member of
the past towards a more part-time based membership.
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Table 1: Sample illustration of LGPS membership ovetime

2005 2002
No. of members| % of which P/T | No. of members| % of which P/T
Strathclyde
Male 33,506 4.2 31,532 2.8
Female 52,635 37.9 43,777 35.5
Falkirk
Male 4,150 6.8 3,917 4.7
Female 8,293 51.8 6939 46.2
9. The average age of the membership is also inciggagin example is the membership

of the Fife Council Fund where the average agech&me retirees increased from 58.1 in
2002 to 59.6 in 2005. Furthermore, an average3.@&hsion of £3,800 suggests that LGPS
members may have a relatively short length of ser@nd/or there is a high proportion of

members who work part time.

10. It should also be borne in mind that the LGPS cewvet only local authority staff but
others as well. The Regulations governing the mehe the Local Government Pension
Scheme (Scotland) Regulations 1998 — also provadess to staff of which are listed as
scheme employers, such as Scottish Water and tigisBcEnvironment Protection Agency,
as well as to the staff of bodies which are “adedittto the various local government pension
funds. These admitted bodies are very diversgimgrfrom the Royal Scottish Academy of
Music and Drama and the Scottish Council for theg& Homeless to the Parkhead Youth
Project and Children First. There are currentlgro600 admitted bodies in the LGPS and
numbers increase year by year.

11. LGPS benefits should be valued by all scheme memmbdull time and part time
workers; managers, administrators and manual wsrlkerd long and short tenure employees
alike. The new LGPS proposals outlined in this documemt tai provide existing and new
members with an accessible, high quality pensiderse that they will consider a valuable
part of their remuneration package.

THE STORY SO FAR .....
12. The story begins in 2002, with the publication bt tDepartment of Work and
Pensions (DWP) Green Paper called ‘Simplicity, s&cand choice: working and saving for
retirement’. That paper proposed reforming all public sector pension schemes both to
ensure their long term sustainability and to enqueeple are adequately provided for in
retirement. The UK Government announced in 20G8 thintended to proceed with its
reform of public service pension schemes and, B42€he Scottish Public Pensions Agency
(SPPA) consulted with stakeholders on proposedggsto the LGPS in Scotland.

13.  Afirst consultation exercise on the LGPS dealhwgértain proposed changes to the
scheme in the short term, including the removathef Rule of 85 and the raising of the
minimum pension age from 50 to 55.
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Facing the Future

14.  Atthe end of 2004, SPPA issued a second consuitatbcument on the future of the
local government pension scheme called ‘FacingRimeire’ which was aimed at securing
changes to the scheme to address the affordalsityes in the scheme and its future
sustainability as a funded, public service pensidmeme. The responses to the consultation
exercise have been considered in developing the pmposals for the new LGPS in
Scotland. General points made included the folouwi

It was generally accepted that the age profile geweral demographics of the scheme
raises issues which need to be investigated futthassess the impact of these on scheme
costs (i.e. if people live on average longer, taeployer contribution costs are likely to
increase). Changes should be identified to addhese issues.

Whilst accepting that the general principles of le&v arrangements should be framed to
provide consistency across the UK (and all pul#icvise schemes for that matter), there
was a belief that there should be a distinctivett&toapproach to the development and
implementation of the revised Scheme.

Pensions are a fundamental part of employees’tpays and conditions of employment
and, where appropriate, there should be consisipptoaches across public service
schemes. This applies to consistency with thetSboTeachers scheme, as there are
employees in both schemes working alongside eaoér ah schools, and to the NHS
scheme, for example in relation to the Joint Fig@eangements which means that NHS
and Local Government employees are working sidsidbs.

The LGPS needs to remain as attractive to progfeatid current employees as possible
and should, as far as is practicable, have a lestaicture that remains competitive with
the other main comparator public service pensitieises.

15. Comments and views were given on particular bengiibvided through the LGPS
and these comments have also been taken into adcoconsidering specific benefits to be
provided in the new LGPS proposals.

The Rule of 85

16.  In 2005, Scottish Ministers announced the intentimemove the Rule of 85rom

the scheme due to it breaching the terms of theDEEctive on equality in the workplace.
The Directive deemed that provisions in the rullesazupational pension schemes which are
discriminatory on age grounds were unlawful untkey fell within limited exceptions. This
led to a joint statement by COSLA and the Unionstloa overarching principles for both
dealing with the removal of the Rule of 85 and fiméure development of the local
government scheme.

17.  The discussions and debate around the removaleoRtile of 85 took place over a
number of months and the prolonged discussion$isnmeant that discussions on the new
scheme did not commence until these were compétdda position agreed.

! The LGPS has a normal pension age of 65, but utierRule of 85 members who decided to leave
employment before that age and who met the regeinésrof the Rule could receive an unreduced pension
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18.  During the Rule of 85 discussions, COSLA and theobis held a similar view and
worked together in trying to secure a Scottish tsaiu This was successful and in moving
forward in the broader discussions on the new |lgoalernment pension scheme, COSLA
and the Unions have worked closely together in lig#eg the proposals outlined in this
paper. The SPPA and the Scottish Executive hashcea to be involved to ensure that a full
tripartite arrangement has been in place with COSirAl the Unions meeting more
frequently and separately to discuss and develpdail of the proposal.

The tripartite group

19. A tripartite group (called SLOGPAG was established in November 2006 to jointly
develop the new look LGPS for Scotland. The groopsisted of representatives of COSLA
(on behalf of councils and administering authositi@Jnions and the Scottish Executive, each
of whom had specific roles and responsibilitie$odlsws:

The Scottish Executive had responsibility for faating the work of the tripartite
group, liaising with Ministers, and ensuring propissaligned with strategic policy
issues in relation to local government (includimgahcial aspects).

The Scottish Public Pension Agency supported thdemwBcottish Executive role,
whilst also providing advice on regulatory issuexl ghe broader public service
pension context (including consistency with othehesnes), and validation of the
legal, financial and evidential elements of optiorSPPA will work in conjunction
with OSSE to develop the new scheme regulations.

COSLA's key role was to discuss with unions theiap for, and terms of, the new
scheme, preparation of the affordability case aralipion of statistical and other
evidence from local authorities. COSLA also playsole in liaising and consulting
with local authorities, disseminating outcomesaeal authorities, and supporting co-
ordination of local authorities’ dissemination aftoomes to scheme members.

Unions had responsibility for discussions with eoyelrs the options for, and terms
of, the new scheme. Unions also have a role tseliand consult with trade union
members.

All partners took responsibility for obtaining theiwn legal and actuarial advice as
necessary, and for liaising with appropriate UKieed

20. The group was tasked with developing and implemegrdi new Scottish LGPS that is
fair to all, legal and affordable over the longernt, and it has worked proactively and
productively to develop a proposal for the new LGR8ne with an agreed timetable. The
focus has been to develop a specific scheme invitle Scottish needs, with the aim of
launching a consultation exercise on a potential seheme outline during July 2007. This
is the latest chapter in our story so far.

21. Looking forward, the aim is to agree and legislitiea new LGPS by April 2008,
which will allow for implementation of the new sahe in Scotland by April 2009. Although

2 SLOGPAG stands for Scottish Local Government RerssAdvisory Group
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this timescale dovetails with the scheme valuapioocess in Scotland, the main benefit of
this will be that COSLA and administering authadi have sufficient time to establish
appropriate systems and processes to ensure singuémentation of the new scheme when
it is introduced.

22.  The tripartite group’s proposals for the LGPS imtind are outlined in the following
sections.

23.  We have raised a series of questions throughaeisipect of each proposal and would
welcome your views on each. We would appreciaté you could use the Consultation

Response Form provided (Annex A) for your commestghis will aid our analysis of the

responses received. The consultation responsei$oafso available to download as a ‘word’
document to enable respondents to type in theimoems and submit them electronically.
This can be found on the Local Government SchenferRe Page in the Pensions Reform
& Taxation area atvww.sppa.gov.uk
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SECTION 3
NEW SCHEME PROPOSAL

1. The high level objectives for the reform of the L&&e as follows:
- to ensure that the scheme becomes affordable atairsable over the longer term for
employers, scheme members and tax payers;
- to be a fairer scheme for all stakeholders; and
- to provide quality benefits to scheme members.

2. An essential element of this proposed package offiis is that it provides an
affordable scheme for the future. The overall @astes according to the detailed package of
benefits to be put in place. However all parties @ntent that the broad package outlined
within this proposal provides the basis of an afédrle package. The cost of the proposals,
for both employers and employees, is discussedhén riext section. Following the
consultation exercise, COSLA and the Unions wiNis# this aspect with the Scottish
Executive before finalisation of the scheme outlater in the year.

3. However, it is also recognised that the LGPS intl8od has a varied and diverse
membership, with a complex set of needs to be nitkirnan affordable package. To meet
these needs, the proposed new scheme has bedy jieiméloped to ensure that it remains an
attractive element of the remunerative packagddoal government employees, as well as
providing employers with a useful tool to recruitdaretain staff. The proposal has therefore
been designed to fit the modern and future worldancand around local government.

4, In working up these proposals, there has beenléeétdiscussion and debate between
all partners and a body of actuarial work undemake support the discussions. Due
consideration was also given to how the reform @sechas impacted across the wider range
of public service pension schemes. This ensuretdriavant parallels were made, where
appropriate, with the approaches taken by otheligpabrvice schemes. Within Scotland this
will ensure some level of consistency between tpersences of Scottish scheme members
who work alongside each other, such as in the chseme members of the LGPS and the
Teachers Pension Scheme. There are also berefit®tiding a level of consistency with
the LGPS in England and Wales, for example, eadeaotferability for scheme members.
These discussions have enabled the new LGPS pieposhe structured in a way that is
most appropriate for the Scottish local governmeotkforce, whilst ensuring schemes are
broadly consistent across public services.

5. It should be borne in mind that the proposals iis {aper represent the current
position and there are some areas still under skson. These areas are highlighted within
the detailed outline for each scheme feature. paper does not provide the definitive detalil
on the various benefits and features of the newrseh rather it provides an in principle view
on the direction of travel.

6. Table 2 sets out a summary of the core structutbeproposals for the new LGPS,

set alongside current scheme features. Furthail deteach of the proposed scheme features
is outlined following the table.

10
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Table 2: Summary of existing scheme and new schermpmposals for the LGPS

Scheme
Feature

Current LGPS(S)
as of 6 October 2006

New LGPS(S) Proposals
by 1 April 2009

Type of scheme

Defined benefit final salary schenith a
normal retirement age of 65.

Rule of 85 allowed members to retire with
unreduced benefits where age and years o
service together exceeded 85.

Defined benefit final salary scheme, with a
normal retirement age of 65.

Accrual rates

1/80" plus lump sum (3/80)

1/6d" with option to commute up to 25% of
fund value into lump sum.

Death in service

A lump sum death grant of 2 times final pay

.A lump sum death grant of 3 times final pay.

er

arrangements Short term spouses’ benefits removed, but
increases in partners lump sum to be provi
where active, deferred or pensioner memb
dies.

Il health If member permanently incapable pfTwo or three entry point ill health provision

benefits discharging efficiently the duties ofproposed, where members —

employment, benefits paid immediately.
member has 5 or more years’ service they
also entitled to enhancement of the benefit:

b’ have no reasonable prospect of working
‘%efore scheme normal retirement age of 65;
D.

or

(ii) are likely to undertake gainful
employment before age 65.

Possible third tier consisting of employer
grant, covering those who are likely to be
capable of undertaking gainful employmen
within a reasonable period.

Implementation of certificate of protection t
cover circumstance where member takes
lower salary due to ill health.

O

Partner pension

5 Dependants benefits payable in respect of
widows, widowers and civil partners at a ra|
of 1/16¢"

Dependants’ benefits payable in respect of
tevidows, widowers, civil partners, plus
unmarried partners who cohabit, at rate of
1/160"

Flexible
arrangements in
the run-up to
retirement

From age 50 with consent, members can
reduce hours or move to a lower grade and
with consent, elect to draw the pension
benefits already built up whilst still drawing
salary for reduced hours/grade.

Members can continue paying into the
scheme to build up further benefits in the
scheme. There is no limit on the amount o
contributions you can pay. However tax rel
will only be given on contributions up to
100% of taxable earnings.

f In case of flexible retirement, employer

Current provisions for flexible retirement to
,be retained as feature of the new Scottish
LGPS.

Increased flexibility through being able to
draw allor part of occupational pension
benefits without having to retire completely|

e?onsent required to reduce hours or lower
grade, but employer consent to access
benefits only required in respect of those
under age 60.

—

A provision to buy additional pension benef

Cost-neutral uplift factors for benefits
accrued beyond age 65, at no cost to the
employer.

11
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Scheme Current LGPS(S) New LGPS(S) Proposals

Feature as of 6 October 2006 by 1 April 2009
Minimum Finance Act 2004 — MPA will change from | All new members to have MPA of 55 years
Pension Age 50 to 55 on 6/4/2010.

All current members will have MPA of 55
from 6/4/2010.

Contribution
rates for scheme
members

2 existing manual employees (5%).

General contribution rate of 6% except somaNorking assumption is an increase in the

employee contribution rate to an average 0
6.3%.

Employee contribution rate set at tiered
variable rates, linked to pensionable pay.
Potential options including a range of band
and contribution rates are outlined in the
main text.

Contribution
rates for
employers

Employer rate varies as determined by 3-ys
actuarial valuations

c&ontributions rates for employers and sche
members to move towards a 2:1 ratio to
ensure new scheme affordable.

Overall average scheme costs estimated a
19.6% , with employee contributions at
average of 6.3%. Employer contributions t
make up the difference.

Commitment to principle of cost sharing to
ensure continuity of scheme over the long
term.

me

[

7.

As outlined above, the new LGPS proposals have bdeegaloped to meet the varied

needs of a diverse workforce, balanced with thauireqents of employers. Key points

include:

Retaining the current final salary structure besafiany members of the scheme and will
minimise the effect of potential changes on exgtaitheme members. The proposals
include an improvement to the accrual rate, andraber of other valued features of the
current scheme have been retained.

The introduction of a tiered employee contributrate leads to fairer contribution rates
for those scheme members at the lower end of thespale. As contributions benefit
from tax relief, a tiered arrangement of contribng, where members pay a proportion of
earnings up to each limit and then higher contidmst on earnings above each limit, also
improves the perceived fairness of contributionditiérent salary levels.

The increased lump sum death in service benefin ftwo times to three times pay,
pensions for partners who cohabit, and better tadyél-health pension provisions are
proposed. These improvements provide better dgciai scheme members and their
dependants in the event of death or inability tokndue to serious ill-health.

The scheme has been designed to help ensureathiddir and affordable into the future,
for example through a commitment towards cost sigaend the incorporation of an
increase in the employee contribution rate. ligthdwe noted that this affects a change in
the take-home pay of existing scheme members. dwepnents have also been made to a
number of the benefits provided to members.

12
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The individual benefits proposed are subject to dlierall affordability of the benefit
package. This means that if the consultation ésertinds demand for a particular
feature to be included or improved within the neshesne, then this may impact on
whether proposals to include or improve other delbenefits are affordable.

QUESTION(S) Qland Q2

Are there other types of benefit that you wouleltk see included as part of the new
scheme proposals?
If it is agreed, following consultation, that centaelements of the scheme outline
should be altered, this may lead to an increaseosts that would impact on the
overall affordability of the proposal. What chasge&ould you propose in this
situation? For example, the member contributida cauld be increased or the levyel
of other scheme benefits could be reduced.

8. Each of the key features of the scheme are nowiaenmesl in turn.

13
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FEATURES OF NEW LGPS
9. Type of scheme

Current context:

Final salary occupational pension schemes are widstognised, both by employers and
employees alike, as providing an esteemed elenfetiteoemployee remunerative package
and a valuable recruitment and retention tool &resne employers.

In line with the approaches taken across otheripigarvice pension schemes, a range of
potential scheme types were considered, for exanapléareer Average Re-valued Earnings
(CARE) scheme, or a CARE/final salary hybrid scheasewell as an enhanced final salary
scheme. Analysis has shown that each of thewatigpes of scheme have different impacts,
in terms of their affordability, the benefits prded, the way they impact on different sections
of the workforce, and the ease in which they cduddimplemented. Whichever type of
scheme is selected would result in a range of ddgas and disadvantages for different
stakeholders. This means, for example, that tiseme one particular type of scheme that all
stakeholders would agree is fully beneficial tosatheme members.

Proposal:

It is proposed that the scheme should remain ae@fbenefit final salary scheme. This is
consistent with the Joint Statement of Pensioncipies outlined by COSLA and the Unions,
which stated at an early stage that work shouldyneiss in trying to maintain a defined
benefit final salary scheme. This is also consisteith the scheme type adopted for the
majority of public service pension schemes, inalgdine NHS, Teachers, Police, Fire and
LGPS in England and Wales.

The proposed LGPS retains the final-salary natdrth® Scheme, in which a pension per
annum is paid to scheme members from the normedmetnt age of 65 as follows:

Pension p.a. = (accrual rate) x (no years memb@rgl(final salary)

Under Section 279(1) of the Finance Act 2004, thmium Pension Age (MPA) for

occupational pension schemes will be increasedbtrdn 6 April 2010. In the LGPS the
intention is that MPA for new members following tiroduction of the new scheme will be
55, but for existing members MPA will remain at&il April 2010. Where a member opts
to leave employment at or after MPA, and beforérte8" birthday, where the benefits are
payable those benefits will be reduced in accordamgth guidance issued by the
Government Actuary’s Department.

Issues to consider:

Although the final salary scheme is widely viewedaabeneficial provision, it tends
to be particularly attractive to long-serving staférticularly those who progress up
the earning scale whilst in employment.

To ensure the proposals cater fairly for the modeorkforce, a large proportion of
which is of short tenure, tiered employee contidnutrates are also proposed (see

14
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paragraph 15 below). These provide for and ainertoourage short-tenure, lower
salary level staff to join and remain in the scheme

QUESTION(S) Q3

Do you agree with the proposal that the new S¢pttiSPS should remain a Defined
Benefit Final Salary scheme?
If not, what type of scheme would you prefer ang/wh

10. Accrual rates

Current context:

The accrual rate defines the proportion of findalawhich the member builds up (or
accrues) for each year of their membership of #resjpn scheme. For the LGPS, the accrual
rate is currently 1/80 This means that members build up pension rightgble per annum

in retirement at a rate of 1/8®f their final salary per year of scheme membgxshThis
pension is then increased in line with inflationP(Rin retirement. A lump sum is also
payable equivalent in most cases to three timearnheal pension.

Proposal:

In developing proposals, various accrual rates weresidered. Under the current scheme,
the total accrual rate (including both pension amdp sum) is the equivalent of an accrual
rate of around 1/6%. Therefore, improved accrual rates higher th&4™livere considered
and costed. It is the preferred view that the waicrate should be 1/80which is an
improved benefit consistent with other public seevischemes. This offers the greatest
benefit to employees in terms of benefits from theheme. However, the overall
affordability of 1/60" needs to be considered as part of the overallgogckf benefits.

The proposed accrual rate is 1760Although there is no automatic tax free lump-som
retirement, there is an option to commute pendgiaking up to 25% of the capital value of
annual pension benefits (including AVC benefitsadsmp sum. The rate of conversion is
£12 for each £1 of annual pension communted.

Issues to consider:

Recent tax changes allow up to 25% of the annuasipa to be converted to lump
sum (see case study below).

QUESTION(S) Q4

Do you agree with the proposal that the accrual shbuld be increased to 1760
If not, what rate of accrual would you prefer andy® If your preferred rate of
accrual is greater than 1/80what changes should be implemented to ensurg the
scheme remains affordable?
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CASE STUDY — COMMUTATION OF PENSION

a) Local Government Employee in Current Scheme

Carole retires in 2008 with 42 years service. Assgna final salary for calculation purposes of £80, an
illustration of what her benefits may be follows.

Before commutation:

Pension £37,000 x 42/80 = £19,425
Lump Sum (3 x pension) £58,275

After maximum commutation:

Carole can commute an amount between the curr@0th® and up to a maximum of 25% of the fund v3

lue

after commutation into a lump sum. The maximum prtapn of pension that can be commuted is therefore

19.64% of pension (this percentage has been ctdculay the Government Actuary). Therefore the mamximj
pension that can be commuted is £3,815 (£19,429.64%). This would provide an additional lump sum
£45,780 (£3,815 x12) (as every £1 in pension reductorresponds to an additional £12 of lump sufimjs
means that Carole could have a maximum lump sufii@4,055 i.e. an additional £45,780 on top of #89ths
based lump sum of £58,275.

For every £12 of additional lump sum taken, Caleénsion would be reduced by £1. So, if she dddidg
increase her lump sum to the maximum amount allpWwvedpension would be reduced by £3,815 from
to £15,610.

Alternatively, Carole could decide to increase henp sum by say only an additional £24,000 to altof
£82,275. In this case, pension would be reducad £19,425 a year to £17,425 a year.

Figures have been rounded to nearest pound.
(b) Local Government Employee working within NewScheme Proposals
Jill takes up local government employment in Sejten2009 and retires in 2051 aged 65 with 42 ysangce.

Assuming a final salary for calculation purpose£8¥,000 (using today’s values) she would be eutitb the
following pension.

Before commutation:

Pension £37,000 x 42/60 = £25,900
Jill can commute up to a maximum of 25% of the fuatlie after commutation into a lump sum. The maximn
proportion of pension that can be commuted is 35.7this percentage has been calculated by the Gowaart
Actuary and is higher than Jill's because theradgixed lump sum). Therefore, the maximum proportof

pension that can be commuted is £9,249 (£25,908.%1%0). In Jill's case she could have a maximumpgu
sum of £110,988 (£9,249 x 12). For every £12 ofgdusum taken, Jill's pension would be reduced by £1.

Therefore she could commute a maximum of £9,2480fpension and receive a lump sum of £110,988.

After maximum commutation:

Pension £16,651 (i.e. £25,900 minus £9,249)
Lump Sum £110,988

Figures have been rounded to nearest pound.

(o]

m

16



Proposal for a new Local Government Pension Schenie Scotland

11. Death in service arrangements

Current context:

Where a scheme member dies in service, a lump supayable by the administering
authority. At their absolute discretion, they nragke the lump sum payable to or for the
benefit of the member’'s nominee or executors, grE@rson appearing to them to have been
the member’s relative or dependant at any timenoAiination would cease to have effect
upon the member’s marriage or on the formation @& partnership.

The current level of death in service is two tirfinal salary.

Proposal:

A death in service benefit of three times finalasalis proposed. This reflects practice in
other public service schemes, such as the Scdtéabhers scheme and the new England and
Wales LGPS.

It is proposed that short-term spouses’ pensionldvba removed. However, in addition to
the increase in the death in service provision oeat above, there would be increases in
other partner benefits:
- in the case of death of deferred members, the lsuinp would increase from 3 times
pension to 5 times pension; and
in the case of death of pensioner members, the Bumpwould increase from 5 times
pension to 10 times pension, less any pensiondirpaid, if a pensioner dies before
age 75.

QUESTION(S) Q5 and Q6

Do you agree that death in service benefit shoalthbreased to 3 times final salary?
If not, what level of death in service benefit wbybu prefer and why?
Do you agree with the proposed changes to spobse€fits? If not, what changes
would you prefer and why?
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12. Il health benefits

Current context:

Under the current arrangements, ill-health beneétits be awarded in two circumstances.

Where a member leaves employment by reason of Ipeinganently incapable (i.e. until age
65) of discharging efficiently the duties of thamgoyment, or any other comparable
employment, they are entitled to the immediate paynof their benefits. If such a member
has 5 or more years’ service they are also entileshhancement of the benefits.

The second circumstance is where the member isorgidered to be entitled to ill-health
benefits at the time of leaving employment. Thigynbe either because the condition they
suffer from is not deemed to be permanent, or lbaye of grounds unconnected with health.
They may at some later date become entitled tedhky payment of their deferred benefits if
they become incapable of discharging efficientlgithformer duties on the grounds of
permanent ill-health. In such cases, benefitdased on accrued service only. There is no
enhancement.

Proposal:

A two tier ill benefit scheme underpins these psgle as follows:

(i) where there is no reasonable prospect of uakieg gainful employment before age
65 - accrued pension benefits plus service enhabgeld0% of prospective service
to age 65.

(i) where it is unlikely that they would be ablke undertake gainful employment within a
reasonable period of time but likely to be abledtw so before age 65 - accrued
pension benefits service enhanced by 25% of pradspexervice to age 65.

Consideration is also being given to providingiedthier, dealing with the circumstances of a
person who is capable, within a reasonable peridtiedr employment being terminated, of
undertaking gainful employment. The third tier kkbprovide a benefit in the form of a

grant, equivalent in value to a pension based ufan accrued service, but without

enhancement. This grant would be payable by th@lmmr rather than by the pension fund.
It is likely that this provision would be time lited and would also cease on obtaining
gainful employment in order for this provision te feasible and affordable. The cost of this
tier would depend on the average period of payment.

Definitions have been developed to support implaatemn of these tiers as outlined below.

In each case, it is intended that judgements shaeilchade on balance of probabilities rather
than beyond reasonable doubt and based on whielg Father than what is possible or

probable.
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Current ill Proposals Definitions
health benefits
Criteria: Criteria: Reasonable prospect:
On balance of probabilities taking into
Permanently | Tier 1. account:
unfit in job or | No reasonable prospect of illness / medical condition;

any comparable
job with
employer.
Permanent is
defined as until
age 65

undertaking gainful
employment before age
65.

Tier 2.

Unlikely to undertake
gainful employment
within a reasonable periq
of time but likely to be
able to do so before age
65.

Gainful employment:

Any type of paid employment for not less
than 30 hours per week for a period of not |
than 12 months.

Reasonable period:
Taking into account:

objective assessment of functional
capability;

any reasonable adjustments in terms of
Disability Discrimination Act (DDA);
age;

the employee is not capable of
undertaking paid employment (definitior
of gainful employment below) prior to
reaching age 65.

illness/ medical condition;

medical prognosis and likely recovery
based on successful treatment

age;

a period of at least 3 to 5 years which
allows for appropriate treatment to take
effect.

eSS

The current scheme regulations contain a provigibareby members who suffer a reduction
in salary through circumstances outwith their cointan apply for a certificate of protection
for their accrued service at the previous highdarga Implementation of this provision
should be retained, and should cover persons vapodsiwn to lower paid posts as a result of
ill-health. This proposal may support governmentiatives at Scottish and UK levels to
encourage the long term sick back to work and oeg& the provisions of the Disability
Discrimination Act.

Issues to consider:

The underlying rationale of a two or three tier-hdalth retirement pension
arrangement is that it is better focussed and tedgsompared to the present “one size
fits all” arrangement. It will provide for a fairelistribution of ill-health benefits.
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The existing arrangements provide that where a reenflith at least 5 years’

service) is found to be permanently incapable ofyoeg out efficiently the duties of

their employment on the grounds of ill-health, these entitled to their accrual

benefits together with enhancement based uporetigtH of their service. This takes
no account of the member's future potential forttfar employment. The new
arrangement would provide a more equitable distigipuof ill-health benefits, such

that members who have little or no prospect of iobtg gainful employment before

the scheme’s normal retirement age of 65 wouldivecgreater enhancement than
those who are likely to obtain such employment eetbat age.

Under the existing arrangements, ill-health reteaimpensions are payable for life.
This will remain the case for the first and sectiats of the new arrangements.

A possible third tier might take the form of a graaid by the employer and would
therefore fall outwith the costs of the LGPS. As third tier is less tightly defined

than the first two tiers, it is more difficult to ake assumptions as to the likely
numbers involved and cost of this provision. Tiwerall scheme costs assume ill
health incidence of 15% and 85% between the fivst itl health tiers respectively.

The third tier would cost in the order of 0.1-0.2%payroll depending on the number
of members eligible for this benefit and for evgsar the benefit is paid. If a third
tier is included, a review process may need tonbeduced. Whether a two or three
tier structure is agreed upon, the actual propoestiof members who will ultimately

fall into each category of the new structure carr@known with certainty in advance
of implementation of the new scheme.

The number of tiers and the specific criteria aggplio each of the tiers will impact on
the total cost of the ill health benefits providethe tripartite group will consider this
further before the final scheme outline is agreed.

QUESTION(S) Q7, Q8, Q9 and Q10

Would you prefer a two or three tier ill healthaargement as outlined above? WH
If neither of these options is preferable, pleasdlime what an alternative
arrangement might look like.
Would any of the three tiers require a criteriabto inserted to reflect permanerice
until age 65?
Do you agree with the proposed definitions of ‘mesble prospect’, ‘gainful
employment’ and ‘reasonable period’ to ensure pracapplication of the tiers?
Do you agree that implementation of the certificatgrotection should be retained
and should cover persons who step down to a loaiérgost as a result of ill-health

~NJ

CASE STUDY 1- ILL-HEALTH RETIREMENT — 1 *TIER

Bob is 55, worked in the maintenance departmeriheflocal council and has 22 years service. Hiswway
£18,000 p.a. His work involved a considerable amaflifting and moving of heavy machinery. Bqg
developed severe back pains which became worsetomer Bob was examined by the council’s medi

cal

adviser who certified that he was permanently iatég of carrying out efficiently the duties of thmist. The
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adviser also certified that Bob was unlikely todixe to obtain gainful employment elsewhere befisenormal
retirement age of 65.

Under the first tier of the proposed ill-health yigions, Bob would be entitled to receive his aecrienefits|
based upon his service until the date of leaviyy@ars. Added to this service would be the whdl¢he
service between that date and his actual normatnetnt age (65), which would be 10 years. Hisefienwill

therefore be calculated as follows —

Pension £18,000 x 32/60 £9,600 per annum
Bob has the option to commute up to a maximum &b 26 the fund value after commutation into a lumms

For every £12 of lump sum taken, his pension wa@deduced by £1 (see Commutation Case Study ler f
explanation)

[«

CASE STUDY 2 - ILL-HEALTH RETIREMENT — 2 "™ TIER

Mark was aged 45 when he left his job with the Hipattment of his local government employer, withy&ars
service, after a bad fall had left him with longntemobility problems. His salary was £27,000 prae
employer’'s medical adviser certified that on théabee of probabilities he would be permanently patale of
carrying out existing duties (which involved travblt felt that he would recover sufficiently irettonger term
for him to be likely to obtain gainful employmergfbre normal retirement age. In Mark’s case, hehefould
be calculated on the basis of accrued service geass, plus 25% of the period between the dateaning and
normal retirement age, providing an additional &rgéservice.

Mark’s benefits will therefore be —
Pension  £27,000 x 20/60 years £9,000 per annum
Mark has the option to commute up to a maximums86df the fund value after commutation into a lusum.

For every £12 of lump sum taken, her pension waealdeduced by £1 (see Commutation Case Study Her fj
explanation)

[

13.  Partner pensions

Current context:

Partner pensions are currently provided to spoasd<ivil partners. However, partners who
cohabit are not currently eligible for pension d@sevithin the LGPS.

Over the last 20 years or so there have been mbgmges in the way families are formed
and how people think and feel about families. Véittect from 4 May 2006, the Family Law
(Scotland) Act 2006 updated the law to reflect weey families live today. As part of the
Act, a set of basic rights were introduced to prbt®habitants either when their relationship
breaks down, or when a partner dies. The Act pesvia set of basic safeguards relating to
the sharing of household goods, money and propértgncial provision on relationship
breakdown and discretionary provision for a sungyvcohabitant when a partner dies without
a will.

In May 2006, the Law Commission published their sadtation paper “Cohabitation: The

Financial Consequences of Relationship Breakdowas”,a result of being tasked by the
Government at UK level to consider how this aregheflaw could be reformed. The paper
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considers the case for allowing cohabiting couptespt into a pension scheme imposing
enforceable financial obligations on the partiethimevent of their separation. A final report
is now being developed by the Law Commission, arekpected by August 2007

Proposal:

The scheme proposals aim to provide security foese members and their dependants in
the event of death or inability to work due to eas ill-health retirement.

It is proposed that spouses and civil partner pessshould be retained at a rate of 1/160

Potential criteria that may be used to determinerainated cohabiting partner could include
the following elements, which should be in placed@ontinuous period of at least 2 years:
- The partners arable to marry, or form a civil partnership;
The partnerare living together as if they were husband aneé wifas if they were civil
partners;
neither partner is living with a third person ath#y were husband and wife or as if they
were civil partners, and
either one partner is financially dependent onatier or both partners are financially
interdependent.

The introduction of pensions for partners who cahaday need to be reconsidered in light of
any resulting change in the law, as it is cleadgithble that any provision be compatible and
aligned with any reform in law in this area whiclayremerge. However, for the purposes of
this consultation paper, it is proposed that cdirapipartner pensions should be established
at a rate of 1/160 Pension provision should also be backdated topfil A988. This
provides a clear, fixed and easy to administeecah which is broadly in line with other
public service scheme practice. In additions pioposed that a facility would be introduced
for members to purchase pre-April 1988 servicéylatost to the members.

Issues to consider:

As more women enter the workforce, and more houddshdraw on more than one
income, the need to provide partners’ pensionscegjuas long as both partners have
access to a workplace based pension scheme andbégeto build up enough
entittement. There are no propositions here tocedartners’ benefits at this stage,
however were partners’ provisions to be reducednfiarried, civil and cohabiting
partners, this would reduce the cost of the propposev scheme.

The Law Commission final report is due to make Ifirgport to Government on
reform of the law surrounding relationship breakdaw August 2007.

QUESTION(S) Q11 and Q12

Do you agree with the proposal to provide partresrgons to spouses, civil partners
and cohabiting partners at a rate of 1/4%80f not, what rate(s) would you prefer and
why?
Do you agree with the proposed criteria for definpartners who cohabit? If nat,
what criteria would you prefer and why?
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14.  Flexible arrangements in the run up to retirement

Current context:

The traditional approach towards retirement is gt Employers and employees within
the modern workforce for local government need expect a higher degree of flexibility.
There is an overarching move across the workfooeeatds supporting extended working
lives, whilst also giving employees the opportuntdyvind down towards retirement.

The current provisions within the LGPS allow schemembers to:

retire before the scheme’s normal retirement agéSffrom 60, or from 50 with
employer consent. For scheme members with no 8% Rede entitlement, their
pension will be reduced according to a set of oesttral early retirement factors, to
reflect the fact that the pension is coming intgmpant earlier than expected and is
likely to be in payment for longer than expected;

take flexible retirementfrom 50 where the employer gives their consent otk
reduction in hours or grade, and, in the case okdghunder 60, to the member
accessing pension. This will mean that the empldg&ges payment of their reduced
pension before 65, while remaining in employment; o

continue to accrue service in the LGPS beyond &geThe pension must be drawn
by the day before the member’s 75th birthday. Benaccrued before age 65, which
are not taken at or before age 65, are increasi@tkeimvith inflation (RPI).

New regulations recently introduced following thednhce Act 2004 also brought significant

and well supported flexibilities into the schemehiehh created an enhanced pension
environment. These arrangements enable membersetaise additional control over their

choices about saving for their retirement as foiow

One of the key benefits for members is the optimvest in their pension provision
to a higher level. For example, members can inupsio 100% of their salary into
their pension scheme, as well as being able taiboitg towards concurrent pension
arrangements in respect of the same employment.

There is increased flexibility in terms of membeahawing down their pension.
Members are able to take up to 25 per cent of éipéal value of their annual pension
(including AVC benefits) as a tax free lump sum,amsalternative to taking their
benefits in the form of annual pension.

Proposal:

It is proposed that current provisions for flexibdgirement should be retained as a feature of
the new Scottish LGPS, to the benefit of all erigtand new members.

It is also proposed to amend the scheme to extemdurrent flexible retirement option to
allow members to draw atlr part of their occupational pension benefits from the af 55
(50 until 2010 for existing members) without having retire completely from that
employment. This opportunity to build on existitgxibilities should help to:
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improve work life balance;
improve the retention of experienced staff withuaddle skills; and
extend working lives.

To encourage members to have greater control dwar tetirement options, proposals
introduce more flexible and appropriate arrangemémt buying additional pension benefit
compared to the existing past and current adders {€AY/CAY) provisions. This will be
achieved by enabling members, or their employertheir behalf, to buy additional annual
pension benefit of up to £5,000.

In addition, where a member continues to work aguiwe benefits beyond age 65 the value
of those benefits will bencreasedy cost-neutral uplift factors.

For workforce planning reasons, a member applyorgflexible retirement is required to
obtain employer consent to reduce hours or lowadgr Where such consent is given,
however, it is proposed that subsequent employesert to access benefits would only be
necessary in the case of applicants who are urgie6@. Releasing benefits early in such
cases gives rise to a strain on the fund, pahetost of which may fall to the employer.

Work is ongoing to develop guidance on the appbicatof the flexible retirement
arrangements to ensure best practice. New actuabkes for early retirement will also be
produced for the new scheme.

Issues to consider:

Supporting and enabling flexible retirement is ay kelement of meeting the

requirements of the modern workforce. There maytber cost neutral proposals
that could also be implemented to support betesxilfle retirement practices across
the local government workforce and wider scheme beship.

QUESTION(S) Q13, Q14 and Q15

Do you agree that the current flexible retiremewntsions should be retained?
Do you agree that increased flexibility should lbevided through being able to draw
all or part of occupational pension benefits without havingettire completely?
Do you agree with the provision to buy additionahgion benefit, and cost-neutral
uplift factors for benefits accrued beyond age 65?
What other cost neutral provisions would you likesee made available to support
flexible retirement?
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CASE STUDY - FLEXIBLE RETIREMENT
Based on the new scheme proposals, Jean is atitavicall or part of her occupational pension begsefithout

having to retire completely. Jean reduces herstwuihalf-time from age 61 and her annual salaopsifrom
£30,000 to £15,000. She continues to work for agrofhyears and accrues more service.

In November 2009 at age 61 Jean has accrued 16 seavice and decides to take 50% as pensiorisdirtie.
Pension is therefore calculated on half servicgea@8s. Pension will be subjectaotuarial reduction.

Pension
£30,000 x 8/60 = £4,000 x 0.81 (*ARB factorg3,240 plus an ongoing salary of £15,000.

Jean has the option to commute up to a maximund¥f af the fund value after commutation into a lusoion.
For every £12 of lump sum taken, her pension wbeldeduced by £1. Jean decides not to commutefahg
pension into a lump sum.

She works for another 4 years and at age 65 retoegletely. Final salary, assumed for calculaponposes,
at age 65 is £18,000. The extra 4 years serviceal&time) is the equivalent of 2 years of fullenservice and
that service is combined with the residual serdt® years, making a total of 10 years, thus helitaal
benefits are calculated as follows —

Pension for Residual service:

£18,000 x 2 = £36,000 (full-time equivalent sajaryd/60 =£4,800 (no ARB)
Plus:

Pension on part-time salary of £18,000 in respecf service accrued from age 61 to 65, calculated dall-
time equivalent service and salary at an accrual i@ of 1/60 —

£18,000 x 2 = £36,000(full-time equivalent salaryd/60 =£1,200
New additional Pension = £6,000
Jean can commute up to a maximum of 25% of the femlde after commutation into a lump sum. T
maximum proportion of pension that can be commige8b.71% (this percentage has been calculatedhdy
Government Actuary). Therefore, the maximum praparof pension that can be commuted is £2,143 (b6
x 35.71%). In Jean’s case she could have a maxifoomp sum of £25,716 (£2,143 x 12). For every £172
lump sum taken, Jean’s pension would be reduceillby

After maximum commutation:

Pension £3,857 (£6,000 minus £2,143) plusipardrawn in 2009
Lump Sum: £25,716

(Figures have been rounded to nearest pound.)

The first part of the pension drawn in 2009 wouldrease in value each year in April in line witfiation. If
pension increases since 2009 amounted to 10%getisgn that came into payment in 2009 would be@&3&a
by age 65.

* ARB — Actuarially Reduced Benefit — These factdrave been provided by the Government Actua
Department. They are subject to change from tinterte.
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15. Contribution rates for scheme members

Current context:

Further information on overarching scheme costaitBned within the next section.

The LGPS currently has a general member contributite of 6%, except for some existing
employees (former manual workers) who have a dautidn rate of 5%.

Proposal:

As a working assumption, it is proposed that therage contribution rate for scheme
members i$.3%.

To ensure a more equitable scheme and a faireracatess all salary scales, it is proposed
that the new LGPS should move away from a singlgridmution rate and should have in

place a tiered member contribution rate system doase pensionable pay. This would

operate in a similar fashion to the current taxdoag system i.e. a certain percentage of
pensionable pay is payable up to a particular ydland, with a separate contribution rate
payable on any salary above this, etc. The impfeation of a tiered contribution system in

this way would limit the ‘cliff edge’ possibilitiesithin a straightforward banding system,

where any employee moving between salary bands beayaced with a considerable

increase in pension contribution rates.

Details are still to be finalised as to; the preddrnumber of contribution tiers; the basis of
earnings (including the calculation of contribugofor part time staff); and also what the
appropriate salary bandings should be within thiess. However, three illustrative options
are outlined below. The rates and bands propossare that the new scheme proposals are
affordable.

Option 1: Three tier member contribution rate.
The table below shows marginal rates. For Optiathis means that everyone will pay 5.5%

on the first £18,000 and then pay 8.5% on earnialgsve £18,000, etc. The same
mechanism applies to each of the three Options.

Pensionable Pay % Rate
On earning up to and including £18,000 5.50%
On earnings above £18,000 and up to £40,000 8.50%
On earnings above £40,000 11.00%

The table below shows what the actual averagerggsmiould be for a range of salary levels
and also shows the average rate after adjustingkor Tax adjustment assumes a Basic Rate
tax allowance for 2007/8, and is calculated at 20®8ax rates. Again, the same mechanism
applies to all three Options.
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Pensionable Pay Average Contribution Rate| Averageate net of Tax
£12,000 5.50% 4.40%
£14,000 5.50% 4.40%
£16,000 5.50% 4.40%
£18,000 5.50% 4.40%
£20,000 5.80% 4.64%
£25,000 6.34% 5.07%
£30,000 6.70% 5.36%
£35,000 6.96% 5.57%
£40,000 7.15% 5.72%
£45,000 7.58% 4.55%
£50,000 7.92% 4.75%
£60,000 8.43% 5.06%
£70,000 8.80% 5.28%
£80,000 9.08% 5.45%
£90,000 9.29% 5.57%
£100,000 9.46% 5.68%

Option 2: Five tier member contribution rate.

Pensionable Pay % Rate
On earning up to and including £12,000 5.50%
On earnings above £12,000 and up to £18,000 6.50%
On earnings above £18,000 and up to £38,000 7.50%
On earnings above £38,000 and up to £75,000 9.00%
On earnings above £75,000 10.00%

Pensionable Pay Average Contribution Rate Averageate net of Tax

£12,000 5.50% 4.40%
£14,000 5.64% 4.51%
£16,000 5.75% 4.60%
£18,000 5.83% 4.67%
£20,000 6.00% 4.80%
£25,000 6.30% 5.04%
£30,000 6.50% 5.20%
£35,000 6.64% 5.31%
£40,000 6.83% 5.46%
£45,000 7.07% 4.24%
£50,000 7.26% 4.36%
£60,000 7.55% 4.53%
£70,000 7.76% 4.65%
£80,000 7.98% 4.79%
£90,000 8.20% 4.92%
£100,000 8.38% 5.03%
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Option 3: Seven tier member contribution rate.

Pensionable Pay % Rate
On earning up to and including £12,000 5.50%
On earnings above £12,000 and up to £14,000 5.75%
On earnings above £14,000 and up to £18,000 6.50%
On earnings above £18,000 and up to £30,000 7.50%
On earnings above £30,000 and up to £40,000 8.50%
On earnings above £40,000 and up to £75,000 9.50%
On earnings above £75,000 10.50%

Pensionable Pay Average Contribution Rate Averageate net of Tax

£12,000 5.50% 4.40%
£14,000 5.54% 4.43%
£16,000 5.66% 4.53%
£18,000 5.75% 4.60%
£20,000 5.93% 4.74%
£25,000 6.24% 4.99%
£30,000 6.45% 5.16%
£35,000 6.74% 5.39%
£40,000 6.96% 5.57%
£45,000 7.24% 4.35%
£50,000 7.47% 4.48%
£60,000 7.81% 4.69%
£70,000 8.05% 4.83%
£80,000 8.29% 4.98%
£90,000 8.54% 5.12%
£100,000 8.74% 5.24%

Issues to consider:

A new average contribution rate for scheme membesres the new scheme is
affordable. There is a balance to be struck beivee level of benefits provided and
the cost to scheme members and employers of pravitiese benefits.

The introduction of a tiered employee contributiate contributes towards ensuring a
fairer rate of contributions across scheme membdfsr example, it means that

individuals towards the lower end of the pay scaletribute proportionally less than

higher earners.

The introduction of a tiered employee contributiate may affect the take-home pay
for scheme members from the date of implementdtothe new scheme. This may
increase or decrease in comparison with the cauioib rate they currently pay,
depending on the salary of that period and whickhaeism is incorporated into the
new scheme. Views are sought on which approapteferable for the new scheme.

There may be difficulties implementing and admignistg a tiered contribution rate
system. For example, current salary payroll sgstemight not currently be
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compatible operationally with a tiered contributisystem, and these systems would
therefore require modification and amendment, whichy have significant cost

implications.  These complexities should not be eason to dismiss the

implementation of any tiered contribution rate ewst but the practicalities and

potential cost implications will require further rideration once the detailed
proposals are further established and agreedws/ae sought on this issue.

QUESTION(S) Q16, Q17 and Q18

Do you agree that the proposed employee contributite is fair, given the level of
benefits proposed? If not, please explain whywahat your preference would be.
Do you agree that the LGPS should incorporate r@die€ontribution rate systen
Why?
Which of the illustrative tiered contribution radetions do you feel is preferable and
why? If none of these seem suitable, please peowddtails of an alternative
mechanism.
What implementation costs and issues do we neéd tovare of, and what solutiops
are there to operationally implementing a tieredtdbution system? For example,
how should contributions be determined where a negrhbs more that one salaried
job within the local government workforce?

16.  Contribution rates for employers

Current context:

The key driving force behind the programme of rafas to ensure that the scheme is viable
over the longer term. Information on overall sckeatosts is outlined within the next section.

Proposal:

There is general agreement about moving toward@aiple of adopting an approximate 2:1
cost sharing ratio between employer and memberribatibn rates. The exact level of
employer contribution rates will depend on the allarost package once the benefit structure
is agreed. However, the costs of any scheme tefising prior to the implementation of the
new scheme in April 2009 and the cost of the inmestt risk should continue to fall on the
employer, and the movement towards the 2:1 cogirgharinciple is proposed for taking
forward the new benefit scheme only.

Issues to consider:

Dividing contributions between employers and schenegnbers on an approximate
2:1 ratio eases the financial burden on employedstax payers, whilst ensuring the
new scheme proposals, including the proposed newfib®, are both valued by, and
affordable for, members and employers.

QUESTION(S) Q19

Do you agree with the move towards a 2:1 ratio betwemployer and member
contribution rates? If not, what would you preded why?
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OTHER FEATURES OF THE PROPOSED LGPS SCHEME:

17.  Transfer options between the current and new scheme

Proposal:

There are two potential transfer options for mersldren the new scheme is implemented.

Transfer Option 1 is that all existing members of the LGPS transifeir current benefits
across to the new scheme. This ensures that atlbews of the LGPS receive the same type
of benefits and makes the benefits package easienderstand, as well as easing future
administrative complexities. Transfer values wouded to be determined for any transfer of
existing members to the new scheme, and to enlsatenembers continue to ‘hold what they
had’ and do not suffer any detriment by the trangfecost neutral transfer would mean that
the actual level of member benefits would be tramefl to new scheme (see case study
below for details of how this could work in pra&jc A more pragmatic transfer basis could
be developed but may involve additional costs. é&@mple, an enhanced transfer rate (e.qg.
year for year basis) could be considered, althdbghwould require further consideration as
it is likely to involve additional costs for theteme.

Issues to consider:

Transferring the actual level of accrued benebitsdach member to the new scheme
would provide a cost neutral transfer option. Heere due to the improved accrual
rate in the new scheme proposals, this would mieaineixisting members transferring
to the new scheme may be ‘due’ slightly fewer yeafraccrued benefit then they
currently have (as one year of accrued benefit avénel worth more in retirement in
the new scheme). This may have presentationatuliies and, on the surface, some
individuals may feel they were worse off with thigproach.

Transfer Option 2 means that on establishment of the new schempe avbuld be drawn
with the old scheme, i.e. the old scheme would stbpn the new scheme starts. EXxisting
members would automatically accrue pension in atzwre with the new scheme for future
service and would have two pension calculations ¢fld and new scheme entitlement
respectively) at the same time when they retireadividuals who retain Rule of 85
transitional protection would accrue at the neve, réut would also be able to retire on an
unreduced pension when the Rule is met.

Issues to consider:

Members would require two calculations to determiheir level of pension, but
presentationally, there is clear retention of théleRof 85 transitional protection
arrangements. Three calculations may be necefmargembers retiring before age
65 with service prior to March 2008 (i.e. priorttee removal of Rule of 85), between
March 2008 and 2009, and service after 2009.
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QUESTION(S) Q20

Which transfer option do you prefer and why? litmer, please give details of yo
preferred alternative approach.

If Option 1 is preferred, please give your viewsvarether you would wish the actual

level of member benefits to be transferred, or darenhanced transfer rate to
applied. If an enhanced transfer rate is to beiegphnd this results in the sche
becoming unaffordable, what changes should be imgiged to ensure the sche
remains affordable? For example, other benefitsldcde reduced or memb
contribution rates could be increased?

be
me
me
er

CASE STUDY - TRANSFER OPTION 1

For Transfer Option Number 1, all existing membefrshe LGPS transfer their current benefits actosthe
new scheme.

A cost neutral transfer option would involve tragrsing the actual level of accrued benefits forreaember to
the new scheme. Members will get 1/60 of finalgienable pay for each year of reckonable senidewever,

due to the improved accrual rate in the new schemeposals, this would mean that existing members

transferring to the new scheme may be ‘due’ sligfglver years of accrued benefit then they curyemtive (as
one year of accrued benefit would be worth moneeimement in the new scheme

David has 12 years’ service in the old scheme wisdhansferred to the new scheme 6hApril 2009. The
actuarially equivalent factor for conversion is 3¥8 (this factor has been calculated by the Goventn
Actuary). This means that he will transfer 11.2%ns (0.9375x12 = 11.25) to the new scheme. Desédues &
further 8 years service froni'April 2009.

David retires with 19.25 years’ reckonable sergick 25 + 8 = 19.25). His final pensionable paye20,000.
Before commutation:
Pension = 19.25/60 x £30,000 = £ 9,625 per emnu

David can commute up to a maximum of 25% of thedfwalue after commutation into a lump sum. T
maximum proportion of pension that can be commige8b.71% (this percentage has been calculatedhdy
Government Actuary). Therefore, the maximum prapor of pension that can be commuted is £3,
(£9,625x35.71%). In David’s case he could haveagimum lump sum of £41,244 (£3,437x12). For e&§
of lump sum taken, David’s pension would be reduzed1

After maximum commutation:

Pension = £6,188 (ie £9,625 minus £3,437)

Lump Sum £41,244
Under the 1998 Regulations David’s pension would va been calculated as follows:
David retires with 20 years’ reckonable servicas tihal pensionable pay is £30,000

Before commutation

Pension =20/80 x £30,000 = £ 7,500 per annum

he

y t
137
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Lump sum = 3 x £ 7,500 = £22,500

After maximum commutation:

David can commute an amount between the curred'3#d up to a maximum of 25% of the fund valuerafte
commutation into a lump sum. The maximum propartd pension that can be commuted is therefore428.6
of his pension (this percentage has been calculayethe Government Actuary). Therefore the maximum
pension that can be commuted is £1,473 (£7,500.64%9). This would provide an additional lump sufm| o
£17,676 (£E1,473 x 12). This means that David cdislde a maximum lump sum of £40,176 ie an additiona
£17,676 on top of the 3/8Mased lump sum of £22,500.

For every £12 of additional lump sum taken, Davigénsion would be reduced by £1. If David decitg

increase his lump sum to the maximum amount allowexdpension would be reduced by £1,473 from 7,50

to £6,027 per annum.
Pension = £6,027
Lump Sum £40,176

These figures have been rounded to the nearest £

18.  Transparency in data sharing

As part of a wider drive to ensure transparency, tanassist with future workforce planning
and pension modelling arrangements, COSLA and S&feAreviewing the data collection
and collation processes currently in place forlt&dS. The aim is to ensure that robust and
comprehensive methods are in place for collating mraking available information about
scheme membership and workforce, which is routipetwided by local authorities to the
Scottish Executive. This will ensure that policycd&ns continue to be made on an informed
basis and enables us to continue to take a col#kerapproach towards developing and
implementing a world class LGPS for Scotland.

19. Governance

The tripartite group encourages and supports go@tttipe in open and transparent
governance arrangements in the LGPS, includindpés¢ practice advisory, consultation and
communication arrangements adopted by a numbecattish funds. However, it was also
recognised that to complement the new collaborajweroach towards the LGPS it would
be beneficial, in principle, to review the schemg&ernance arrangements to ensure that
these support excellence in scheme performance.

A range of potential options exist that may stréegtgovernance and consultative processes
across the scheme at local and national leveldnaty for example:
Establishment of employee representatives or membeminated representatives
with observer status and/or decision making capawit bodies and committees
within the LGPS.
Development and implementation of good practiceaétyuproofing mechanisms
and guidance

32



Proposal for a new Local Government Pension Schenie Scotland

Clear and transparent national governance strigtimrethe LGPS building on the
current tripartite group arrangements that weraldished for developing the new
scheme.

QUESTION(S) Q21

Do you agree that the LGPS sthe governance arrangements should be revie
Why? If so, who should undertake this review arthixshould the specific focus pf
the review be?
Please give any views on the value and/or pratteslbf the potential actions whigh
may be implemented to strengthen governance ansuttative processes across the
LGPS, for example member nominated representat@dicgation on schem
committees, development and implementation of etyualoofing good practice, an
a national tripartite group to oversee the LGPS.

Please detail any other suggestions and commenishgoe on LGPS governance
arrangements.

o O

20.  Equality Impact Assessment

What is an equality impact assessment?

An equality impact assessment is all about consigdrow policy (i.e. activities, functions,
strategies, programmes, and services or processay) impact, either positively or
negatively, on different sectors of the populaiiodifferent ways.

The first stage is to identify who will be affectbg the policy and any specific requirements
which need to considered. More than that, theeeswtutory duty for public sector bodies to
consider and address the impact of policy on padicgroups (disabled people, women &
men and different ethnic groups).

The Local Government Pension Scheme

We are committed to promoting equality of opportyni This is being undertaken as an
integral element of the development of a new schivakis both viable and sustainable over
the longer term.

Specific needs of individuals and groups of pe@pke often identified through consultation.
The consultation exercise ‘Facing the Future’ far LGPS involved a range of stakeholders,
including employers, and local government employe€©OSLA and Unions responded on
behalf of their members, and some scheme membsosrasponded to the consultation
exercise individually. All issues raised throudpatt consultation exercise have informed the
development of the new scheme. More recentlyndve scheme proposals have been jointly
developed by the tripartite group, which has helpe@&nsure relevant equality issues are
considered as part of the development processackve contact has also been made with
relevant equality groups, e.g. Age Concern ScoflaBdual Opportunities Scotland,
Disability Rights Scotland, Inclusion Scotland, 8ish Interfaith Council and various other

33



Proposal for a new Local Government Pension Schenie Scotland

organisations to ensure that any existing releirdotmation that is currently available from
wider sources is taken into account throughoutitheelopment process.

However, it is also for individual employers and mieers/employees to bring attention to
any equality issues that arise from these proposdalbis consultation exercise on the
proposed new LGPS provides an opportunity to raigeality issues, in order that full

consideration can be given to these before finalsttens are taken on the new LGPS for
Scotland.

QUESTION(S) Q22

Are you aware of any equality issues that ariseftioee new scheme proposals?

21.  The next section examines the overall cost of the scheme proposals.
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SECTION 4
NEW SCHEME COSTS
Developing an affordable set of proposals

1. The driving force behind the reform process for lt&PS is to ensure the scheme for
the future is affordable, sustainable and fair epyees, employers and to the taxpayer.
The new scheme costs are therefore an essentiadei®f the new scheme proposals.

2. To ensure a robust analysis of the relative costslved, an agreed costing method
and series of assumptions were agreed at an ¢agg by the tripartite group. The method
and assumptions were developed by actuaries onfb@h@OSLA and these are set out
below. There were some differences between tHerdiit actuaries working on behalf of
Trades Unions and the Scottish Executive, in tesinsosts and assumptions used, however
these did not impact significantly on the overakts. In addition, it should be borne in mind
that the main focus of the costing calculationsoisompare the relative costs of the new
benefit structure to the existing scheme. Theesfdrslightly different assumptions were
used, the difference in costs between the existimjnew schemes may well be broadly the
same. Actuaries have confirmed that, generally, tfethod is robust and that the scheme
benefits costs are robust on the basis of the gssams used. The details outlined below are
drawn from the work undertaken for COSLA by Barmgtddingham, Consulting Actuaries.

3. In considering the costs that have been calculdtedte are a number of important
aspects to bear in mind in as follows:

The costs are the total costs which would be metdngributions from both employee
and employer.

The actuarial methodology adopted in determining ttosts is methodology

appropriate for benefit costing purposes to endeleclopment of the new scheme
(i.e. the ‘Attained Age Method’). This is not nesarily the same methodology that
would be adopted for funding purposes (i.e. setivgls of employer contributions),

which would be undertaken by individual fund actesr In practice, the levels of

funding contributions would most likely lie somewbdetween the cost of providing
benefits to new entrants and existing scheme mesnber

The costs represent the cost of providing bengfitservice after 31 March 2009 and
so do not make any allowance for funding any disfior surpluses. The proposals
and actuarial calculations focus specifically oa tiiture cost of scheme benefits. As
discussed in Section 2, longevity is one of the ikdlpences on affordability of the
LGPS and the cost of benefits.

Data sources
4, The “raw” active membership data submitted for 2005 actuarial valuations of all

of the Scottish Funds as at 31 March 2005 has bsed as the basis for calculating the costs
of the new scheme proposals for existing members.
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5. The membership data as at 31 March 2009 will it be different to the data as at
31 March 2005 and so in completing these calculati is effectively assumed that the
membership profiles as at 31 March 2009 are theesamthey were four years earlier.
Experience would suggest that the shape of theeantembership of funds does not change
materially in the short term unless eligibility abiions are changed.

6. Actuaries have also completed costings for an asdumew entrant” profile.
Membership summary

7. Table 3 below sets out a summary of the membedstg used.

Table 3: Scottish LGPS membership data 2005

Number* Existing Members | New entrants
Males 76,577 3,301
Females 126,545 8,947

Total 203,122 12,248

Actual Pay (£ '000s)

Males 1,572,691 55,665
Females 1,678,984 94,437
Total 3,251,675 150,102
Average Pay (£)

Males 20,537 16,863
Females 13,268 10,555
Total 16,008 12,255
Average Age

Males 45.9 39.0
Females 43.5 36.7
Total 44.5 375

* Numbers based on raw data and excluding activelnees over age 65.

Source: “New Look Scottish LGPS Actuarial Costings — UpdatBarnett Waddingham
(January 2007)

Actuarial Assumptions

8. With the exception of pensioner mortality, the fingl and demographic assumptions
are broadly typical of the assumptions adoptednieyScottish Funds at the 2005 valuations.
See table 4 below. The post retirement mortabsuanption is based on projections to 2045
and essentially includes an allowance for some awvgments in mortality.

9. As a result of the Finance Act 2004, it is possiateretirement to opt for, or

‘commute’, a cash sum equal to 25% of the capitdiler of accrued pension rights. This
provides scope for a higher lump sum than the fi8&Dths provided in the past. The
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assumption used is that 50% of retirees will reta@é3/80ths lump sum and 50% will opt for
the maximum. A degree of sensitivity analysis &las been undertaken on this assumption.

Table 4: Assumptions used to cost new scheme propés

Assumptions COSLA Costings 2005 LGPS Valuations
Nominal Real Real-Range Real-Average (1)
% p.a. % p.a. % p.a. % p.a.

Price Increases 3.0% -

Salary Increases 4.5% 1.5% 1.50% to 1.75% 1.53%

Discount Rate 6.5% 3.5% 3.40% to 3.70% 3.44%

(1) Weighted by payroll

Source: “New Look Scottish LGPS Actuarial Costings — UpdatBarnett Waddingham
(January 2007)

Costs of new scheme proposals

10. The costs of the existing scheme are outlined ihleld. These costs include

maintaining the Rule of 85 and also assuming coratimut as a result of the Finance Act
2004.

Table 5: Costs of existing LGPS

Total Contribution Rate: Total Contribution Rate: Average Scheme Cost
Existing Members New Entrants
20.3% 19.3% 19.8%

11.  Although there are a large number of clear siniksibetween the Scottish and
English/Welsh schemes, the new schemes have bessgneé specifically for the relative
countries. There are some differences which serveake the two sets of costs not directly
comparable, such as the different costing methggyokdopted and variances within the
benefits proposed in the new scheme. A reconoilidietween the two schemes has not been
carried out.

12.  The cost of the new scheme proposals are outlimddble 6 below. These costs are
based on the proposals detailed in this consuftatmcument, and also include the savings
released from removing the Rule of 85. The casthutde Rule of 85 transitional protection
for existing members until 2020, as well as saviagsing from future commutation of
pension for lump sum.
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Table 6: Costs of new LGPS proposals

Existing Members New Entrants Average Scheme
Cost
Contribution rate for | 20.4% 18.8% 19.6%
new scheme
proposals

The costs of the new scheme proposals do not iacthd cost of the potential third tier
option as part of the proposed ill health benefite to this being in the form of an employer
grant.

As they currently stand, the average cost of tpgsals is approximately 19.6%. Employer
contributions make up the difference between thenber contribution rate and the overall
cost of the scheme. As a working assumption, thel@yee contribution rate would be
6.3%. The cost sharing ratio for employers andntress is, therefore, initially more than
2:1, however this will become closer over time hs Rule of 85 transitional protection
arrangements are worked out of the scheme.

The overall package of benefits that is agreed¥atig consultation will have to be carefully
pieced together to ensure that it remains affoedabl

QUESTION(S) Q23, Q24 and Q25

Do you agree with the assumptions used to unddr@ndevelopment of the new
scheme proposals? If not, please give evidensagport alternative assumptions.
Do you agree that the proposed employer contributite is fair, given the level of
benefits proposed? If not, please explain whywahat your preference would be.
Do you think the contributions are affordable ie thng term?

Ensuring sustainability over the longer term
Context

13.  The principle of cost-sharing means that any futim@nges in the cost of the pension
scheme should be shared by employees and employEs provides a mechanism for
spreading the financial risk of significant changdsch may impact on scheme affordability.
This is an agreed principle across other publicasguension schemes, such as the Scottish
NHS and Teachers schemes, where it is seen as senmtiab element in achieving
sustainability of schemes over the longer term.

Proposal

14.  There is broad agreement on moving forward to & slaring scheme, but that this
should equally embrace the concept of cost sawehgsld they arise.
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15. To ensure that the scheme is affordable, contohutates for employers and scheme
members are agreed when the scheme is initiallgldped to ensure the proposed benefits
are within the cost envelope for the scheme.

16. It can also be assumed that, on the basis thasdiheme has been developed to be
affordable on the basis of agreed actuarial assanmgtthe total costs for the scheme should
not be expected to increase exponentially in tleetserm. However, to ensure the scheme
can continue over the longer term, employers anthinees share the impact of changes in
scheme cost.

17.  Whilst the detail has not been worked up, the ttifgagroup is content to consider a
‘trigger’ in the guidance which would lead to fuethdiscussions should the cost sharing ratio
for the new scheme look as if it is shifting sigeaintly. The cost sharing ratio would be
assessed every second or third valuation to datermhether there has been any significant
change.

18. This is a simplistic description of how cost shgrimight work within the LGPS and,
in practice, the practicalities are particularlymggex for a funded scheme. In order to
develop a potential cost sharing mechanism forlB®S, a number of issues need to be
considered as outlined below.

Issues to be considered:

As the LGPS is a funded scheme, with 11 individualds, 3-yearly valuations are
carried out for each fund by an independent actuappointed by a fund
administering authority. These assess the finanggaition of funds and future
liabilities, and set necessary future contributiates (currently any increase in costs
are carried by an increase in the employer ratg)cal cost sharing arrangements
could lead to differences in employee contributrates in different geographical
areas of Scotland. To ensure the LGPS is reta@ised national scheme, it would
therefore make more sense for cost sharing desidimrbe taken at national level.
However, this may lead to difficulties agreeing hoest changes should be applied in
light of regional differences in scheme costs. rtlkrmore, it may still lead to
differences in employee contribution rates at matidevel in comparison with the
LGPS in England and Wales.

Other public service schemes have based cost ghagchanisms on costs relating to
scheme benefits (e.g. lump sum conversion ratemggs in the usage of ill health
provisions, etc) and demographic factors (e.g. gearin longevity and retirement
patterns). Other assumptions impact on the costpaisions and employer
contribution rates, e.g. changes in the long temestment return expectations and
discount rates. Changes in these could be exclirdedthe cost sharing mechanism
and any changes funded only by employers. On ttier t(hand, all factors impacting
on costs could be incorporated into the cost spamechanism, therefore giving
wider ownership to the overall performance of tbhesne. This, in turn, may also
require more open and participative governancengements for scheme funds.

To help ensure longer term affordability, both teachers and NHS pension scheme
in Scotland have introduced a cap on the levelngpleyer contribution rate. This
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means that if scheme costs continue to increas® this cap is reached any further
increase in costs would affect only the employestridoution rate. Views are sought
on whether this would be beneficial for the LGP8troducing a cap means the
scheme is sustainable for longer, which reducepdssibility of the scheme benefits
having to be revised further to ensure affordabfilir employers and tax payers over
the forthcoming period. However, on the other haondetain the proposed level of
benefits may impact adversely on the employee inriion rate.

With all potential cost sharing mechanisms, themre iasues around ensuring the
appropriate systems and processes required tonmepleany given mechanism are in
place.

Finally, cost sharing mechanisms would not necdgsaegate the requirement to
consider increasing the Scheme normal pension ragkie course in line with the
DWP pension white paper, which reflects changingagraphics on a UK basis.

QUESTION(S) Q26, Q27, Q28 and Q29

Do you agree that a cost sharing mechanism iskdefisif not, why not?
Do you agree that cost sharing should be basetieondst of benefit provision only
or both this and fund investment elements?
Please give your views on whether a ‘cap’ shoulgleeed on employer contributign
rates to improve sustainability of the LGPS over ldbnger term.
Please give your views on how the principle of @bsiring could be implemented |in
the LGPS, and any other cost sharing issues thaldw®ed to be taken into account.

CONCLUSION

The tripartite group, consisting of representatiiesn COSLA, Trades Unions and the
Scottish Executive has proactively developed thistjset of proposals for the new LGPS in
Scotland to meet Scottish needs. The aim igteeaa final outline for a new scheme by the
end of the year in order to implement this by AR@09. As well as being affordable and
sustainable, the aim is to develop a scheme tHaires for all stakeholders, whilst providing
guality benefits to scheme members.

It should be noted that the proposals set outismdbcument illustrate a direction of travel
and are provided to generate debate and gathesvigiwey do not, therefore, represent a fait
accompli or a guarantee by stakeholders that &dlildeof the proposals will be implemented
in full.

The responses from all interests to this consaohaéixercise will be taken into account in
order to shape the final version of the new schamiee agreed for Scotland. However, it
should be recognised that ‘picking and mixing’ {m@vision of specific benefits directly
impacts on the affordability of the whole schem#. any one aspect of the scheme is
changed, this may require changes in another arealénce costs.

The tripartite group welcomes all views and comradayt 31 October 2007.
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SECTION 5

NEXT STEPS / TIMETABLE
THE NEW SCHEME

1. It is intended that the new scheme comes into eéfacl April 2009 with regards to
both new entrants and future accruals for existzigeme members.

2. In order to meet this deadline, the following pre@med steps are necessary:

July — Oct 2007 Consultation exercise

31 Oct 2007 Deadline for responses to this consuitaxercise

November 2007 Consideration of comments receivenh fconsultation exercige

and decisions to be made on new scheme outline

Dec 2007 to Feb 2008 Consultation on draft regoatifor the new scheme

April 2008 Regulations to be laid in the ScottisrlRment

April 2009 Regulations governing the new scheme fak effect

CONSULTATION RESPONSES

3. Information provided in response to this consutatincluding personal information,
may be published or disclosed in accordance wighaitcess to information regimes (these
are primarily the Freedom of Information (Scotlarigt 2002 (FOISA) and the Data
Protection Act 1998 (DPA).

4, To ensure that your response is treated accordingur wishes, please ensure that
you complete and return the enclosed Respondeminhaftion and Response Form as part of
the consultation questionnaire (Annex A).

5. The completed Respondent Information Form and resgpsehould be returned, by the
deadline of31 October 2007 to Jean Steel, Policy Officer, Scottish Publin$tens Agency,

7 Tweedside Park, Tweedbank, Galashiels TD1 3THEectinic responses can be sent to
locgovpensionsreform@scotland.gsi.gov.uk

6. Following the closing date, all responses will Ipalgsed and considered, along with
any other available evidence, to enable a decigidpe reached on the content of the new
Local Government Scheme in Scotland. In due epuiesedback will be issued on the
responses made to this consultation process, @ndith is for draft regulations for the new
scheme to be prepared for consultation by the étitkoyear.
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Annex A

PROPOSALS FOR A NEW
LOCAL GOVERNMENT PENSION SCHEME
IN SCOTLAND

CONSULTATION RESPONSE FORM

The closing date for this consultation is 31 October 2007. Your
comments must reach us by that date

Please ensure that you also complete the Respondémiiormation
Form to ensure we handle your response according tgour
wishes.

Responses can be returned either by post to:

Jean Steel

Policy Officer

Scottish Public Pensions Agency
7 Tweedside Park

Tweedbank

Galashiels

TD1 3TE

or e-mail to: locgovpensionsreform@scotland.gsi.gov.uk

This questionnaire can be downloaded as a ‘word’ dmment
from the Local Government Scheme Reforms page inhé
Pensions Reforms & Taxation area atvww.sppa.gov.ukto enable
respondents to complete and return their responsedectronically.
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The Scottish Executive Consultation Process

Consultation is an essential and important asge8tottish Executive working methods.
Given the wide-ranging areas of work of the ScbtEsecutive, there are many varied types
of consultation. However, in general, Scottish &xtave consultation exercises aim to
provide opportunities for all those who wish to Bgs their opinions on a proposed area of
work to do so in ways which will inform and enhartbat work.

The Scottish Executive encourages consultationishtabrough, effective and appropriate to
the issue under consideration and the nature dhtiget audience. Consultation exercises
take account of a wide range of factors, and noexercises are likely to be the same.

Typically Scottish Executive consultations involvevritten paper inviting answers to
specific questions or more general views aboutrthterial presented. Written papers are
distributed to organisations and individuals withiaterest in the issue, and they are also
placed on the Scottish Executive web site enaladimgder audience to access the paper and
submit their responses (in this instance the dootilseavailable through the SPPA website).
Consultation exercises may also involve seekingim a number of different ways, such as
through public meetings, focus groups or questiorrexercises. Copies of all the written
responses received to a consultation exercise [fexoese where the individual or
organisation requested confidentiality) are plaiceithe Scottish Executive library at
Saughton House, Edinburgh (Y Spur, Saughton H@®&ms®mmhouse Drive, Edinburgh, EH11
3XD, telephone 0131 244 4565).

All consultation papers and related publicatiortgs émalysis of response reports) can be
accessed on the Scottish Public Pensions Agencgitgab thePension Reforms and
Taxationarea

The views and suggestions detailed in consultagsponses are analysed and used as part of
the decision making process, along with a rangetfeér available information and evidence.
Depending on the nature of the consultation exeritis responses received may:

* indicate the need for policy development olieenr

 inform the development of a particular policy

* help decisions to be made between alternatilieypproposals
» be used to finalise legislation before it iplemented

Final decisions on the issues under consideratitbralso take account of a range of other
factors, including other available information aedearch evidence.

While details of particular circumstances describedn a response to a consultation
exercise may usefully inform the policy process, osultation exercises cannot address
individual concerns and comments, which should beikcted to the relevant public
body.
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RESPONDENT INFORMATION FORM:
NEW LOCAL GOVERNMENT PENSION SCHEME IN SCOTLAND

Please complete the details below and return it wdur response. This will help ensure we handiary
response appropriately. Thank you for your help.

NAME: POSTAL ADDRESS

ORGANISATION NAME: (if appropriate)

1. Are you responding: (please insert a ‘x’ in on®ox)
(a) as an individu go to Q2a/b and tin Q4
(b) on behalf of a group / organisat go to O3 and then (
INDIVIDUALS
2a. Do you agree to your response being made avéle to the public (in the Scottish Executive
library)

Yes (go to 2b belov

No, not at a We will treat your response as confider

2b Where confidentiality is not requested, we willmake your response available to the public on the
following basis.

Yes, make my response, hame and address all de

Yes, make my response available, but not my nanagldires

Yes, make my response and hame available, but yaidaires

ON BEHALF OF GROUPS OR ORGANISATIONS

3. The name and address of your organisation willdo made available to the public (in the Scottish
Executive library). Are you also content for yourresponse to be made available?

Yes ‘ ‘ ‘ No ‘ | We will treat your response as confidential

SHARING RESPONSES / FUTURE ENGAGEMENT

4, We will share your response internally with othe Scottish Executive policy teams who may be
addressing the issues you discuss. They may wish dontact you again in the future, but we
require your permission to do so. Are you contenfor the Scottish Executive to contact you again
in the future in relation to this consultation response?

Yes ‘ ‘ ‘ No ‘ |
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We would be grateful if you would use this consult@on
guestionnaire for your comments as this will aid ouanalysis of
the responses received.

Please insert an ‘X’ in either of the ‘Yes' / ‘No’or other choice
boxes throughout the document.

NB: The space allocated to each section for youomments may seem limited, but if
you are completing this electronically the space Wiexpand as you insert text.

Q 1(a) Are there other benefits that you would likeo see YES NO
included as part of the new scheme proposals?

Q 1(b) If you have answered ‘YES'’ please give déts below

If it is agreed, following consultation, that certan elements of the scheme outline should
be altered, this may lead to an increase in costisat would impact on the overall
affordability of the proposal. What changes wouldyou propose in this situation? For
example, the member contribution rate could be incgased or the level of other scheme
benefits could be reduced. It would be helpful t&know your views, therefore, about the
level of importance that you would place on each gen feature within the new scheme
proposals, in order to ensure that benefits thatr@ most important to stakeholders
would be retained.

Q 2 Please order the following features of the proposslaccording to the level of
importance that you would place on their provision by inserting the numbers 1 to 10 in|
the box beside each feature, where ‘1’ is ‘most inggtant’ and ‘10’ is ‘least important’.

Scheme Feature Priority No.

Type of Scheme - Final salary scheme

Accrual rate
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Death in Service Arrangements

Ill Health benefits

Partner Pensions

Flexible Arrangements in run-up to retirement

Contribution Rates for Employers

Contribution Rates for Scheme Members

Transfer Options between current and new scheme

Other — please give details

TYPE OF SCHEME

Q 3(a) Do you agree with the proposal that the nebWGPS YES NO
should remain a Defined Benefit Final Salary schente

Q 3(b) If you have answered ‘NO’, what type of schee would you prefer and why?
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ACCRUAL RATES

Q 4(a) Do you agree with the proposal that the angal rate YES NO
should be increased to 1/66?

Q 4(b) If you have answered ‘NO’ what rate of acaral would you prefer and why?

Q 4(c) If your preferred rate of accrual is greate than 1/60", what changes should be
implemented to ensure the scheme remains affordalfle

DEATH IN SERVICE ARRANGEMENTS

Q 5(a) Do you agree that the death in service beiteshould be YES NO
increased to 3 x final pay?

Q 5(b) If you have answered ‘NO’, what level of d&th in service benefit would you
prefer and why?
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Q 6(a) Do you agree with the proposed changes toosises’ YES NO
pensions?
Q 6(b) If you have answered ‘NO’, what changes tile spouses’ benefit would you

prefer and why?

ILL HEALTH BENEFITS

Q 7(a) Would you prefer a two or three tier ill halth Other |2 Tier | 3 Tier
arrangement?

Q 7(b) If you have chosen 2 or 3 tier, please egih why you have made this choice
Q 7(c) If neither of these options are preferableplease outline what an alternative

arrangement might look like.
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Q 8(a) Would any of the 3 tiers require a criteriato be Tier1 | Tier2 | Tier3
inserted to reflect permanence until age 65? YIN|IYIN|Y|N
Q 8(b) Please explain why you have come to thisnabusion.

Q9 (a) Do you agree with the proposed definitionsfo YES NO
‘reasonable prospect’, ‘gainful employment’ and ‘reasonable

period’?

Q 9(b) If you have answered ‘NO’, can you pleassmmment on each definition?
Q10 (a) Do you agree that implementation of certifiate of YES NO

protection provision should cover persons who stegown to lower
paid posts as a result of ill-health?

Q 10(b)

If you have answered ‘NO’, can you pleasxplain why?
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PARTNER PENSIONS

Q 11(a) Do you agree to the proposal to provide parer pensions| YES NO
to spouses, civil partners and cohabiting partnerat a rate of
1/160"?

Q 11(b) If you have answered ‘NO’, what rate(s) wdd you prefer and why?

Q 12(a) Do you agree with the proposed criteria fodefining YES NO
partners who cohabit?

Q 12(b) If you have answered ‘NO’, what criteria walld you prefer and why?

FLEXIBLE ARRANGEMENTS IN THE RUN-UP TO RETIREMENT

Q 13(a) Do you agree that current flexible retiremat provisions YES NO
should be retained?

Q 13(b) If you have answered ‘NO’, which provisionshould be removed, and why?
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Q 14(a) Do you agree that increased flexibility should be YES NO
provided through being able to draw all or part of occupational
pension benefits without having to retire completsf?

Q 14(b) If you have answered ‘NO’, please explaiwvhy

Q 15(a) Do you agree with the provision to buy additional YES NO
pension benefit, and cost-neutral uplift factors fo benefits accrued
beyond age 657

Q 15(b) If you have answered ‘NO’, please explaiwvhy

Q 15(c) What other cost neutral provisions woulgou like to see made available to
support flexible retirement?
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CONTRIBUTION RATES FOR SCHEME MEMBERS

Q16(a) Do you agree that the proposed employee ¢dbution
rate is fair, given the level of benefits proposed?

YES

NO

Q 16(b) If you have answered ‘NO’ please explain whand what your preference

would be?

Q17(a) Do you agree that the LGPS should incorpota a tiered YES NO
contribution rate system

Q 17(b) If you have answered ‘NO’ please explain w?

Q18(a) Which of the illustrative tiered contribution rate OPTION
options do you feel is preferable? 1 2 3 | Other

Q 18(b) If you have chosen Option 1, 2 or 3, pleasgmain why you prefer this option?
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Q 18(c) If none of these options seem suitable, pke provide details of an alternative
mechanism.

Q 18(d) What implementation costs and issues do weed to be aware of, and what
solutions are there to operationally implementing diered contribution system. For
example, how should contributions be determined whie a member has more than one
salaried job within the local government workforce?

CONTRIBUTION RATES FOR EMPLOYERS

Q 19(a) Do you agree with the move towards a 2:1tia between YES NO
employer and member contributions rate?

Q19(b) If not, what would you prefer and why?
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TRANSFER OPTIONS BETWEEN THE CURRENT AND NEW SCHEME

Q 20(a) Which transfer option do you prefer? OPTION
Other 1 2

Q 20(b) Why have you chosen this option?

Q20(c) If neither, please give details of yoyreferred alternative approach.

Q20(d) If Option 1 is preferred, please give youviews on whether you would wish the
actual level of member benefits to be transferredyr for an enhanced transfer rate to be
applied. If an enhanced transfer rate is to be adged, and this results in the scheme
becoming unaffordable, what changes should be impigented to ensure the scheme
remains affordable? For example, other benefits add be reduced or member
contribution rates could be increased.
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GOVERNANCE

Q21(a) Do you agree that the LGPS scheme governance YES NO
arrangements should be reviewed?

Q21(b) Why have you chosen this option?

Q21(c) If you have answered ‘YES’' who should undtake this review and what
should the specific focus of the review be?

Q21(d) Please give any views on the value andfmacticalities of the potential actions
which may be implemented to strengthen governancend consultative processes across
the LGPS, for example member nominated representate participation on scheme
committees, development and implementation of equ&t proofing good practice, and a
national tripartite group to oversee the LGPS.

Q21(e) Please detail any other suggestions andwoents you have on LGPS
governance arrangements.
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EQUALITY IMPACT ASSESSMENT

Q22(a) Are you aware of any equality issues that &e from the YES NO
new scheme proposals?

Q22(b) If you have answered ‘YES’ please give déksbelow.

ACTUARIAL ASSUMPTIONS

Q23(a) Do you agree with the assumptions useduaderpin the YES NO
development of the new scheme proposals?

Q23(b) If you have answered ‘NO’, please give @énce to support alternative
assumptions.

Q 24(a) Do you agree that the proposed employer coitution YES NO
rate is fair, given the level of benefits proposed?

Q24(b) If you have answered ‘NO’, please explainhy and what your preference
would be.
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Q 25(a) Do you think the contributions are affordalte in the long

term?

YES NO

Q25(b) Please explain why you have reached thisrmusion.

ENSURING SUSTAINABILITY OVER THE LONGER TERM

Q 26(a) Do you agree that a cost sharing mechanismsensible? | YES NO
Q 26(b) If you have answered ‘NO’ Please explainhy.

Q27(a) Do you agree that cost sharing should besed | BENEFITS BENEFITS
on the cost of benefit provision, or both this andund ONLY AND
investment elements? INVESTMENT

Q27(b) Please explain which option you prefer andhy?
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Q28 Please give your views on whether a ‘cap’ shid be placed on employer
contribution rates to improve sustainability of the LGPS over the longer term.

Q29 Please give your views on how the principld cost sharing could be implemented
in the LGPS and any other cost sharing issues thatould need to be taken into account.

ANY OTHER COMMENTS

Q30 Please outline any other comments you haventake, either on specific scheme
benefits or the proposed benefit package generally.

Thank you for taking the time to let us have your yews.

We do not intend to acknowledge individual responseunless you place an ‘X’ in the
box below.

Please acknowledge this reply
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