



Consultation on indexation and equalisation of GMP in public service pension schemes
The Scottish Local Government Pension Scheme Advisory Board (SAB) was established under the Public Service Pensions Act 2013 to provide advice to Scottish Government Ministers on the desirability of changes to the design of the scheme and the implication of other policy issues. 

The Scheme Advisory Board is responsible for:

· Providing advice on request about the desirability of changes to the design of the scheme; policy issues and changes to scheme regulations

· Discussing and commenting on the potential implications of future valuation outcomes

· Making recommendations on adjustments to the Scheme in the event that costs breach the employer cost cap
· Providing advice to the Scheme Managers or the Scheme’s Pension Boards in relation to the effective and efficient administration and management of the Scheme. 
The SAB is a bipartite Board comprising equal representation from employers and employee representatives.  The partnership approach is also reflected in our administration arrangements with Joint Chairing and a Joint Secretariat.  This response is made on behalf of the SLGPSAB.   
Scope of response

This response addresses the consultation only in respect of those members of the Local Government Pension Scheme (LGPS) and as such makes no comment on the wider implications either for other Public Service Pension Schemes (PSPS) or private sector schemes (questions 12-17).  
Purpose of the consultation

The introduction of the new State Pension (nSP) in April 2016 replaced the previous arrangements which included the payment of Additional State Pension (AP) to those individuals who were members of contracted-out pension schemes.
The consultation states that the abolition of AP after 5 April 2016 introduces an inequality in the payment of public service pensions between men and women as well as no longer providing a mechanism to fully index pension payments.

The consultation seeks to address that inequality and loss of full indexation in respect of scheme members who reach SPA after 5th December 2018. Interim arrangements are currently in place for those who reach SPA on or after 6th April 2016 and prior to 6th December 2018. 

Options set out in the consultation

The consultation sets out three options to address these issues.
Case by Case

Under this option two phases of calculations would be undertaken annually for each member once they reach SPA.
The first phase would estimate whether the member is expected to receive a higher or lower income in any single year from the combination of their state pension and LGPS pension, than under the old system.  Where a member has lost out financially, they would be compensated up to the value loss of indexation only.   
The second phase would be to equalise this benefit by repeating the above calculation using a theoretical member of the opposite sex.  The scheme would pay the higher amount of the male and female benefit to the affected individual.  
The Government Actuary’s Department (GAD) have estimated that the total cost across all PSPS would be £1.5b (or 0.15% of liabilities) over the next 40 years. The consultation adds this approach would be very administratively complex, would continue for decades and would require significant investment in administrative systems.   
Comment on this option

Although this option appears to provide the lowest cost solution it is easily the most complex option for the reasons set out in the consultation e.g. it has the potential for unknown additional costs resulting from increased administration, member challenge, mistakes and incorrect initial assumptions.  All of these issues would ultimately reduce the cost differential with the other options
The multiple annual calculations would require significant changes to systems and pressure on administrative teams at a time when teams are facing unprecedented demands given the recent introduction of the career average related earnings (CARE) scheme running concurrently with a legacy final salary arrangement.  

Other pressures include the related need to expedite data transmission to and from employers in order to meet the modern-day service level expectations of a more transient workforce, the frequently poor quality of historic data held on pension records, together with the current obligations in respect of the reconciliation of GMP records to those held by HMRC by December 2018. In this context, it should be noted that, as disclosed earlier this month by Hymans Robertson LLP, HMRC has acknowledged that its own resources are so stretched that there is currently an eight month backlog to process GMP returns. Such administrative delay will inevitably impact upon LGPS administering authorities.
Further, ongoing regular communication with members will be required who will no doubt be confused by the potential for changes to the level of increase to their pension each year.  The level of assumption and the potential for mistakes in calculations could lead to challenge and dispute from members who feel they should have received a higher increase.  This will again result in further burdens on LGPS administering authorities
Finally, the GAD estimate is based on a number of broad assumptions which result in an estimate of only 30% of members receiving an additional payment. The actual cost to LGPS employers would be determined by the actuarial firms who undertake fund valuations who may well take a more prudent view. 

Full Indexation (extending the interim solution)
Under the option the interim arrangements for members reaching SPA after 5th April 2016 and prior to 6th December 2018 would be continued for those reaching SPA after 5th December 2018.  This requires the public sector to directly meet the needs of the indexing the GMP.
The Government Actuary’s Department (GAD) have estimated that the total cost across all PSPS would be £5b (0.5% of liabilities) over the next 40 years. Based on work carried out by Hymans Robertson, assuming full indexation was at a level of around 2% - 2.5% p.a., calculations carried out on a sample of LGPS funds and extrapolated across the whole of the LGPS estimate the cost to be £2 - £2.5bn.

At higher levels of inflation, such as indexation of 5% p.a., the cost may be £8 - £9 bn. across the whole of the LGPS. This is potentially a significant cost to the LGPS funds.
Comment on this option
This option is a continuation of a practice already in place within the scheme. It would not require changes to systems or procedures but would need communicating to those affected.  

It prevents inequalities being introduced between men and women by the abolishment of AP and ensures no individual is no worse off.  However, this solution does require the maintaining of the GMP record and the administration of all legislation related to GMP for decades. We seek clarification as to whether full GMP reconciliation would still be required.
By applying the increase in all cases it places a cap on the cost, although at a higher estimated level than the case by case option, and significantly reduces both the additional administrative burden and the potential for challenge and dispute when compared to that option.

The additional cost implications, on LGPS employers already facing a difficult and constrained financial environment should be recognised.  We would expect the government to provide additional funding or some level of compensation, given cuts to local authority budgets.
Converting the GMP
Under this option the GMP element of the pension would be converted into scheme benefit on a 1:1 basis. GMP records would no longer be required following conversion with indexation applied to the full pension.

The Government Actuary’s Department (GAD) have estimated that the total cost across all PSPS would be £5b (0.5% of liabilities) over the next 40 years. Based on work carried out by Hymans Robertson, assuming full indexation was at a level of around 2% - 2.5% p.a., calculations carried out on a sample of LGPS funds and extrapolated across the whole of the LGPS estimate the cost to be £2 - £2.5bn.

At higher levels of inflation, such as indexation of 5% p.a., the cost may be £8 - £9 bn. across the whole of the LGPS. This is potentially a significant cost to the LGPS funds.
Comment on this option
Conversion on a 1:1 basis shares many of the advantages of the full GMP indexation approach. In addition, there is a further advantage to this approach in that it once and for all draws a line under the issue.  

There would be an initial burden for implementation, the resulting record sets and calculations should be clean and straightforward for the affected members.

The conversion for these members will result in fewer GMP records having to be maintained and shorten the period over which the administration of all legislation related to GMP will be required. Furthermore, if these GMP records are to be removed then the burden of reconciliation should be significantly reduced for this tranche of members. We seek clarification as to whether full GMP reconciliation would still be required.
As with option 2 applying the increase in all cases places a cap on the cost, although at a higher estimated level than the case by case option, and significantly reduces both the additional administrative burden and the potential for challenge and dispute when compared to that option.

The additional cost implications, on LGPS employers already facing a difficult and constrained financial environment should be recognised.  We would expect the government to provide additional funding or some level of compensation, given cuts to local authority budgets
Consultation Questions 
Question 1: Which pension schemes (public and private) follow the PIA 1971 and SSPA and therefore may be affected by a policy change?

This response addresses the LGPS only which does follow PIA 1971 and the Social Security Pensions Act 1975
Question 2: Do you consider the case-by-case method to be an appropriate method to ensure that the abolition of AP does not create new gender inequality?
Yes however the level of complexity and assumptions necessary calculations could result in outcomes which have the opposite effect to that desired.
Question 3: Does the case-by-case method adequately honour the previous commitment by government to fully index the GMP of public service scheme members?

No as full indexation is not part of the calculations proposed
Question 4: Do you consider full indexation to be an appropriate method to avoid the unequal pension payments to men and women that the abolition of the AP would otherwise lead to?
Yes, full indexation would avoid the inequalities between men and women that would otherwise occur following the abolition of AP.
Question 5: Do you consider full indexation to be an appropriate method through which to meet past indexation commitments to men and women in employment in the public services between 1978 and 1997?

Yes, however there are concerns noted above particularly in relation to cost.  The additional cost implications, on LGPS employers already facing a difficult and constrained financial environment should be recognised.  We would expect the government to provide additional funding or some level of compensation, given cuts to local authority budgets
Question 6: Do you consider conversion on a 1:1 basis to be an appropriate method to avoid the unequal pension payments to men and women that the abolition of the AP would otherwise lead to?

Yes. Conversion of GMP to main scheme pension on a 1:1 basis would avoid the inequalities between men and women that would otherwise occur following the abolition of AP.
Question 7: Do you consider conversion on a 1:1 basis an appropriate method through which to meet past indexation commitments to men and women in employment in the public services between 1978 and 1997?

Yes, however there are concerns noted above. The additional cost implications, on LGPS employers already facing a difficult and constrained financial environment should be recognised.  We would expect the government to provide additional funding or some level of compensation, given cuts to local authority budgets.
Question 8: Under this methodology, how should government treat those in receipt of a public service pension but below SPa?

GMP’s for these members should also be converted on a 1:1 basis 
Question 9: Do you agree that conversion on an actuarial equivalent basis does not meet past indexation commitments to men and women in employment in the public services between 1978 and 1997?

Yes, we agree.  
Question 10: Which of the three policy options outlined in section 3 best match the criteria set out in the third paragraph in section 1.2?
Although no solution is perfect, in our view, on balance, the conversion of GMP to main scheme pension best meets the criteria set out in section 1.2.  
Question 11: Are there alternative methodologies the government could consider?

All of these options place all of the cost burden for indexation of pensions on the employers of the LGPS. The arrangements prior to April 2016 shared the cost between LGPS employers and the government through the AP element of state pension.

The additional cost implications, on LGPS employers already facing a difficult and constrained financial environment should be recognised.  We would expect the government to provide additional funding or some level of compensation, given cuts to local authority budgets
